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PROSPECTUS

ENVIRONMENTAL POWER CORPORATION

1,677,688 shares of common stock

This prospectus describes the registration of 1,677,688 shares of common stock of Environmental Power Corporation, of which 1,017,712 shares
are issued and outstanding and 659,976 shares are issuable upon exercise of outstanding warrants. We will be issuing, in private transactions, the
shares of common stock issuable upon exercise of the warrants.

We do not know if any or all of the warrants will be exercised. The selling shareholders will have to exercise the warrants in order to sell the
underlying shares of common stock that are offered for resale in this prospectus.

The shares of common stock covered by this prospectus may be sold by the selling shareholders from time to time at market prices or at
negotiated prices in the case of private transactions. Our common stock is quoted for trading on the OTC Bulletin Board under the symbol
�EVPW.� On December 3, 2004, the closing sale price of our common stock on the OTC Bulletin Board was $8.25 per share.

The address of our principal executive offices is One Cate Street, 4th Floor, Portsmouth, New Hampshire 03801 and our telephone number is
(603) 431-1780.

Investing in our common stock involves certain risks. See �Risk Factors� commencing on page 3 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is December 15, 2004.
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PROSPECTUS SUMMARY

This summary highlights important features of this offering and the information included or incorporated by reference in this prospectus. This
summary does not contain all of the information that you should consider before investing in our common stock. You should read the entire
prospectus carefully, especially the risks of investing in our common stock discussed under �Risk Factors.�

Environmental Power Corporation

Our mission is to be a leading company in resource management and energy production technologies that serve multiple socially responsible
markets. Since inception, we have been an independent developer and owner of non-commodity, renewable and alternative energy facilities that
produce biofuels or electricity by utilizing fuel derived from our agricultural waste management processes or alternative fuel sources such as
waste coal. Such fuel sources generally are not subject to the pricing and market fluctuations of commodity fuels and, in some instances, are
considered renewable energy fuels. We have developed seven hydroelectric plants, two municipal waste projects, and three waste coal-fired
generating facilities. We sold or transferred all of these projects either in development or after completion. We currently have two principal
business units, Buzzard Power Corporation and Microgy Cogeneration Systems, Inc., which are described below.

� Buzzard Power Corporation, referred to as Buzzard, which since 1994 has owned the leasehold interest in a waste coal-fired facility
in Scrubgrass, Pennsylvania, which leasehold interest extends through the year 2016. This facility has yielded over $50 million in
annual revenues to Environmental Power Corporation over each of the last several years.

� Microgy Cogeneration Systems, Inc., referred to as Microgy, which is developing and marketing facilities that produce renewable
energy from animal wastes and other by-products from the agricultural and food industries, using a proven anaerobic digestion
technology which our management believes is superior to competing alternatives. We acquired Microgy in 2001. Microgy has begun
construction on its first facilities and is expected to produce its initial revenues in late 2004.

Environmental Power Corporation was incorporated in May 2003 and is the successor holding company to our subsidiary, EPC Corporation,
which was originally incorporated in Delaware in 1982. EPC Corporation became a publicly traded company in 1986, and its successor,
Environmental Power Corporation is currently quoted on the OTC Bulletin Board market (symbol: POWR). The address of our principal
executive offices is One Cate Street, 4th Floor, Portsmouth, New Hampshire 03801 and our telephone number is (603) 431-1780.

The information on our Internet website is not incorporated by reference in this prospectus.

We have not authorized anyone to provide you with information different from that contained or incorporated by reference in this
prospectus. The selling stockholders are offering to sell, and seeking offers to buy, shares of our common stock only in jurisdictions
where offers and sales are permitted. The information contained in this prospectus is accurate only as of the date of this prospectus,
regardless of the time of delivery of this prospectus or of any sale of common stock.
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THE OFFERING

Common stock offered by selling stockholders 1,677,688 shares

Use of proceeds Environmental Power Corporation will not receive any proceeds from the sale of shares in this
offering.

OTC Bulletin Board Trading Symbol EVPW
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RISK FACTORS

An investment in our common stock is speculative and involves a high degree of risk. You should purchase the common stock only if you are
sophisticated in financial matters and business investments. You should carefully consider the following factors before purchasing our common
stock.

Microgy has very little operating history from which to evaluate its business and products.

Our subsidiary, Microgy Cogeneration Systems, Inc., referred to as Microgy, was formed in 1999 and is still in the development stage. Microgy
intends to develop facilities that use environmentally friendly anaerobic digestion and other technologies to produce bio-energy from animal and
organic wastes. Because a large part of our future business is expected to involve Microgy�s anaerobic digester projects and Microgy is an
unproven enterprise with very little operating history, we are unable to determine whether our investment in Microgy will prove to be profitable.

Microgy has experienced losses to date and we anticipate it will continue to experience losses in 2005.

Microgy had accumulated losses due primarily to expenses of business development of approximately $12,726,016 through September 30, 2004.
We expect our Microgy subsidiary to continue to incur losses, reduce our earnings or, as the case may be, add to our earnings deficit as we seek
to further develop its business. These ongoing losses would adversely affect our financial condition into 2005.

The marketplace for Microgy�s anaerobic digester technology is complex, still developing and subject to change and, therefore, we cannot
predict how all projects will be developed, what Microgy�s costs will be or, consequently, Microgy�s outlook for profitability.

Microgy markets its anaerobic digester technology in a complicated and changing environment. Due to the many possible applications for
Microgy�s technology, and the many possible ways in which projects deploying Microgy�s technology might be structured, Microgy may decide
to develop and own facilities, sell and operate facilities or some combination of the foregoing, either alone or in conjunction with others. These
determinations are expected to be made on a case-by-case basis. As a result, despite the revenue potential, we are unable to project with certainty
Microgy�s organizational, structural, staffing or other overhead costs, or whether any facility, or Microgy as a whole, will generate a profit. If
Microgy fails to generate a profit, your investment in our common stock will be adversely affected.

If we are unable to obtain needed financing for Microgy�s anaerobic digester projects, the value of our Microgy investment may be reduced
significantly.

We are seeking and will require corporate, project or group financing to fund the cost of any development we may decide to pursue for our
anaerobic digester projects. This financing may be difficult or impossible for us to obtain. If we are unable to obtain such financing, the value of
our Microgy investment may be reduced significantly, and we may be required to substantially curtail our business or completely cease
construction or operation of any anaerobic digester projects. This financing will depend on prospective lenders� or investors� review of our
financial capabilities as well as specific projects and other factors, including assessment of our ability to successfully construct and manage each
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The market for anaerobic digester technology is crowded, and our market share may not be sufficient to be profitable.

There are many companies that offer anaerobic digester systems. We believe that at least 60 companies offer complete systems or components to
these systems in the U.S. market. Competition from these companies may constrain our market share to a degree that we are not profitable.
Although we are unaware of any
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competitors pursuing a business strategy similar to Microgy�s, a number of competitors have more mature businesses and have successfully
installed anaerobic digester systems.

We currently rely on the Scrubgrass plant for almost all of our operating revenues.

We own a 22-year leasehold interest that commenced in 1994 in our Scrubgrass plant, a waste coal fired electric generating facility in
Pennsylvania. Because almost all of our operating revenue currently results from the Scrubgrass plant, we are dependent on its successful and
continued operations. Increased working capital requirements of the Scrubgrass plant, significant unscheduled shutdowns or large increases in
interest rates at Scrubgrass would reduce our cash flow. This may necessitate a substantial curtailment of our operations and require the
termination of any anaerobic digester projects and would have an adverse effect on our results of operations.

On September 4, 2003, we entered into a Note Purchase Agreement with Crystal Creek Coalpower Funding, LLC, an affiliate of ArcLight
Energy Partners Fund I, L.P., referred to as ArcLight, pursuant to which our subsidiary, EPC Corporation, which holds as its sole asset the stock
of Buzzard, agreed to issue and sell to ArcLight up to $5,400,000 original principal amount of its 20.0% Senior Secured Notes due December
31, 2012, consisting of Note A in the original principal amount of $3,700,000 and Note B in the original principal amount of $1,700,000.
ArcLight purchased Note A on September 4, 2003, as a result of which EPC Corporation received gross proceeds of $3.7 million. We do not
expect to satisfy the conditions to the purchase of Note B. The aggregate minimum principal and interest to be paid by EPC Corporation on Note
A over the term of Note A is $4.8 million. We will not receive any distribution until Note A is paid off. Once Note A is paid off, we will receive
the next $1.4 million of distributions. Thereafter, future distributions will be shared equally through December 31, 2012.

If we default in our obligations under our loan agreement with ArcLight, we will lose ownership of our subsidiary, EPC Corporation, and,
thereby, the leasehold interest in the Scrubgrass facility.

Our loan from ArcLight is secured by a pledge of all of the outstanding stock of our subsidiary, EPC Corporation, which in turns holds our
interest in Buzzard Power Corporation as its sole asset, the entity that maintains the Scrubgrass facility. If we were to default on our obligations
under our agreements with ArcLight, ArcLight would have the right to foreclose on this pledge and take ownership of EPC Corporation. As a
result, we would lose our interest in the Scrubgrass facility, which is currently our most significant operating asset and revenue source.

The events of default under our agreements with ArcLight are narrowly defined. The most significant default is related to non-payment. We are
only required to make payments when there is a distribution from Scrubgrass. Nevertheless, if we do not make any payments in a 24-month
period, a default under our agreements with ArcLight would be triggered.

We do not control the management of the Scrubgrass plant, our primary revenue-generating asset.

We have a management services agreement with PG&E National Energy Group to manage the Scrubgrass plant and a 15-year operation and
maintenance agreement with PG&E Operating Services to operate the facility. These agreements contain provisions that limit our participation
in the management and operation of the Scrubgrass plant. Because we do not exercise control over the operation or management of the
Scrubgrass plant, decisions may be made, notwithstanding our opposition that may have an adverse effect on our business.
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Our current power generation revenue is derived from only one customer, the loss of which would severely harm our financial condition and
the value of your investment.

Our Scrubgrass plant power generation revenue is earned under a long-term power purchase agreement for all output with one customer,
Pennsylvania Electric Company, or Penelec, a subsidiary of FirstEnergy
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Corporation. This concentration of our revenue with this customer will continue for the foreseeable future. If this customer goes out of business
or defaults on its payments to us, our financial condition will be adversely affected.

A large increase in interest rates may adversely affect our operating results.

Our Buzzard and EPC Corporation subsidiaries are leveraged with variable rate and fixed rate debt obligations. Additionally, Buzzard has lease
expenses that are based on the principal, interest and fees of the debt obligations of the lessor of our Scrubgrass facility, most of which carries
variable rate interest. The following table shows that over 90% of our debt obligations and lease obligations have variable interest rates.
Therefore, significant increases in market interest will adversely affect our operating results since we are required to pay the Scrubgrass lessor�s
debt obligations as a base lease expense. For example, a 1% increase in LIBOR and our quoted bond rates would result in a $1.4 million increase
in our lease expense.

Balance at
September

30,
2004

Balance at
December 31,

2003 Interest Rate

EPC Corporation�s debt obligations
Arclight Note Payable 3,463,159 3,916,160 20%
Buzzard�s debt obligations (maturity):
Variable rate term loan (2004) 0 389,535 LIBOR + 1.250%
Working capital loan (2008) 2,221,000 2,433,261 LIBOR + 1.250%

TOTAL DEBT 5,684,159 6,738,956
% Variable Rate Debt/Total Debt 39% 36%

Buzzard�s lease obligations (maturity):
Tax-exempt bonds (2012) 135,600,000 135,600,000 Quoted Bond Rates
Swap rate term loan (2005) 5,031,165 6,268,163 7.6725%
Variable rate term loan (2004) 0 3,687,000 LIBOR + 1.250%

TOTAL DEBT & LEASE OBLIGATIONS 146,315,324 152,294,119
    % VARIABLE RATE/TOTAL DEBT 94% 93%

Our Scrubgrass plant�s long-term power purchase agreement is subject to a change in rates in 2005 and market conditions in its later years
that may affect our profitability.

The Scrubgrass plant generates electricity that is sold at rates established under a long-term power purchase agreement with Penelec, approved
by the Pennsylvania Public Utility Commission. For years 2005 through 2012, the agreement provides for a rate determined based on a
scheduled rate adjusted for actual inflation during prior contract years compared to the automatic 5% adjustment in such prior years. Contracted
rates in the later years of the agreement are determined with reference to then existing market conditions. Therefore, the existence of inflation
less than 5% in years prior to 2005 will negatively impact our revenue. Low wholesale energy rates during the later years of the power purchase
agreement would also negatively impact our profitability and could adversely affect our financial position.

We are a small company and the entrance of large companies into the alternative fuels and renewable energy business will likely harm our
business.
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Competition in the traditional energy business from electric utilities and other energy companies is well established with many substantial
entities having multi-billion dollar, multi-national operations. Competition in the alternative fuels and renewable energy business is expanding
with the growth of the industry and the advent of many new technologies. Larger companies, due to their better capitalization, will be better
positioned to develop new technologies and to install existing or more advanced renewable energy generators, which could harm our market
share and business.
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If we are unable to obtain sufficient waste resources for our Microgy renewable energy technologies, Microgy will not likely operate
profitably.

The performance of our renewable energy technologies is dependent on the availability of animal or other organic waste resources to produce
the raw energy and meet performance standards in the generation of power or bio-fuel. Lack of these waste resources or adverse changes in the
nature or quality of such waste resources would seriously affect our ability to develop and finance projects and to operate efficiently and
generate income. As a result, our revenue and financial condition would be materially and negatively affected. We cannot assure you that waste
resources will be available in the future for free or at a price that makes them affordable for our waste-to-energy technologies.

Because we have not filed patents to protect Microgy�s intellectual property, we might not be able to prevent others from employing competing
products. Conversely, others who have filed for patent or other protection might be able to prevent us from employing our products.

Neither we nor, we believe, our licensor have filed any patent applications on the intellectual property Microgy plans to use. Should we or our
licensor decide to file patent applications, we cannot assure you that any patent applications relating to our existing or future products or
technologies will result in patents being issued, that any issued patents will afford adequate protection to us, or that such patents will not be
challenged, invalidated, infringed or circumvented. Furthermore, we cannot assure you that others have not developed, or will not develop,
similar products or technologies that will compete with our products without infringing upon, or which do not infringe upon, our intellectual
property rights.

Third parties, including potential competitors, may already have filed patent applications relating to the subject matter of our current or future
products. In the event that any such patents are issued to such parties, such patents may preclude our licensors from obtaining patent protection
for their technologies, products or processes. In addition, such patents may hinder or prevent us from commercializing our products and could
require us to enter into licenses with such parties. We cannot assure you that any required licenses would be available to us on acceptable terms,
or at all.

We rely heavily on confidentiality agreements and licensing agreements to maintain the proprietary nature of our base of technologies relating to
currently licensed technologies. To compete effectively, we may have to defend the rights to our intellectual property from time to time. Such
defense costs may be significant. As a result, we may lack the financial resources to adequately defend our intellectual property.

If our relationship with the licensor of our technology were terminated for any reason, such licensor ceased doing business or we fail to
fulfill our obligations under our license agreement, our Microgy subsidiary likely could not continue to operate.

Microgy licenses its anaerobic digester technology from Danish Biogas Technology, A.S., referred to as DBT, a Danish company. The license
agreement grants to Microgy a perpetual, exclusive license to develop projects based on this technology in North America. Pursuant the license
agreement, Microgy is required to pay royalties and engineering and design fees to DBT in connection with the development of projects.
Microgy relies upon DBT for technical advice and engineering assistance. Therefore, if DBT were to cease doing business, Microgy�s business
may be materially and negatively impacted. Microgy entered into an amendment to the license agreement with DBT for modifications deemed
favorable to Microgy. However, in order to maintain these more favorable provisions, Microgy must initiate construction on at least five
facilities prior to April 14, 2005. While Microgy expects to be able to satisfy this condition, if it were unable to do so, its business would be
materially adversely affected.
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The large number of tasks that need to be accomplished for the development of power projects and other projects based on our anaerobic
digester technology increases the possibility that such projects will incur costly delays.

In our development of power projects and other projects based on our anaerobic digester technology for ourselves or on behalf of our customers,
we are required to enter into or obtain some or all of the following:

� Site agreements;

� Supply contracts;

� Design/build or other construction related agreements;

� Power sales contracts;

� Various co-product sales agreements;

� Waste disposal agreements;

� Licenses;

� Environmental and other permits;

� Local government approvals; and

� Financing commitments required for the successful completion of development projects.

Our failure to accomplish any of these objectives could materially increase the cost or prevent the successful completion of development projects
and incur the loss of any investment made. These events could adversely affect our business and results of operations.

Poor fuel and other materials quality may expose us to environmental liability and reduce our operating results.

For our Scrubgrass facility, we obtain waste coal primarily from coal mining companies on a long-term basis because waste coal is plentiful and
generally creates environmental hazards, such as acid drainage, when not disposed of properly. The waste coal is burned in the Scrubgrass
facility using a circulating fluidized bed combustion system. During the circulating fluidized bed combustion process, the waste coal is treated
with other substances such as limestone. Depending on the quality of the waste coal and the limestone, the facility operator may need to add
additional waste coal or other substances to create the appropriate balance of substances in order to produce the best fuel or sorbent consistency
for power generation and compliance with air quality standards. Therefore, the cost of generating power is directly impacted by the quality of the
waste coal, which supplies the Scrubgrass power generation facility. Certain conditions, such as poor weather, can create situations where the
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facility operator has less control over the quality of the waste coal. Poor fuel quality may impact our future operating results.

The composition of effluents from our anaerobic digester facilities is not certain and may expose us to liability.

In some cases, we may be responsible for handling the wastes that will be produced by some of our anaerobic digester facilities. We do not have
experience in handling or disposing of such wastes. Handling and disposing of such wastes could result in unpredictable regulatory compliance
costs, related liabilities and unwanted materials in waste effluents and co-products, all of which could harm our financial condition.

Our products and services involve long sales cycles that result in high costs and uncertainty.

The negotiation of the large number of agreements necessary to sell, develop, install, operate and manage any of our facilities, as well as to
market the energy and other co-products and to provide necessary related
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resources and services, involves a long sales cycle and decision-making process. Delays in the parties� decision-making process are outside of our
control and may have a negative impact on our cost of sales, receipt of revenue and sales projections. We expect that, in some cases, it may take
nine months to a year or more to obtain decisions and to negotiate and close these complex agreements.

Because the market for renewable energy and waste management is unproven, it is possible that we may expend large sums of money to
bring our offerings to market and the revenue that we derive may be insufficient to fund our operations.

Our business approach to the renewable energy and waste management industry may not produce results as anticipated, be profitable or be
readily accepted by the marketplace. We cannot estimate whether demand for facilities based on our technology will materialize at anticipated
prices, or whether satisfactory profit margins will be achieved. If such pricing levels are not achieved or sustained, or if our technologies and
business approach to our markets do not achieve or sustain broad acceptance, our business, operating results and financial condition will be
materially and negatively impacted.

If we violate performance guarantees granted to Penelec we will be required to provide them with an incentive payment.

Our agreement for the sale of power to Penelec contains a provision that requires our Scrubgrass facility to provide Penelec with a minimum
output of 85% based on a rolling 3-year average. If we do not comply with this performance guarantee, we will be required to compensate
Penelec with an incentive payment. The payment of an incentive payment would have an adverse effect on our financial condition.

Our products and services may be subject to numerous governmental regulations.

We expect to provide services that may be subject to various government regulations, including regulations covering air and water quality and
related pollution issues. These regulations are mandated by the United States Environmental Protection Agency and various state and local
governments and are usually implemented through a permitting process, with ongoing compliance requirements thereafter. In addition, our
activities will fall under a number of health and safety regulations and laws and regulations relating to farms and zoning. Compliance with these
regulations and permitting requirements could delay the development of projects and could be costly and harm our financial condition.

Furthermore, there are presently various pending legislative proposals that would amend or comprehensively restructure the Public Utility
Regulatory Policies Act of 1978, or PURPA, and the electric utility industry. If PURPA is amended or repealed, the statutory requirement that
electric utilities purchase electricity from qualifying facilities, or QFs, at full-avoided cost could be repealed or modified. While we expect that
existing contracts would be honored, the repeal or modification of these statutory purchase requirements under PURPA in the future could,
among other things, increase pressure from electric utilities to renegotiate existing contracts. Should there be changes in statutory purchase
requirements under PURPA, and should these changes result in amendments to our current power purchase agreement with Penelec for our
Scrubgrass facility that reduce the contract rates, our results of operations and financial position could be negatively impacted.

Our power producing activities could be subject to costly regulations and tariffs.
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Our Scrubgrass facility produces power for sale to the local electrical grid, as will many of our planned bio-energy projects. The sale of this
power may come under the regulations of various state public utility commissions, although such sales are currently exempt. These commissions
set the price tariffs under which energy can be sold or purchased and they set the design standards for the interconnection of power producing
equipment with the electrical power grid. Many of our power projects where electricity is sold to the grid may
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come under regulation by these commissions. These regulations may impede or delay the process of approving and implementing our projects.
Substantial delays may materially affect our financial condition.

Government regulations can be burdensome and may result in delays and expense. In addition, modifications to regulations could adversely
affect our ability to sell power or to implement our chosen strategy for the sale of power. Subsequent changes in the applicable regulations could
also affect our ability to sell or install new facilities or develop and install facilities in an efficient manner or at all. Failure to comply with
applicable regulatory requirements can result in, among other things, operating restrictions and fines that could harm our financial condition.

We have numerous outstanding options and warrants which may adversely affect the price of our common stock.

As of September 30, 2004, after giving effect to a 1-for-7 reverse split of our common stock on November 30, 2004, we had outstanding options,
both vested and unvested, and warrants to acquire up to approximately 2,220,951 shares of our common stock at prices ranging from $1.19 to
$21.56 per share. For the term of such options and warrants, the holders thereof will have an opportunity to profit from a rise in the market price
of our common stock without assuming the risk of ownership. This may have an adverse affect on the price of our common stock and on the
terms upon which we could obtain additional capital. It should be expected that the holders of such options and warrants would exercise them at
a time when we would be able to obtain equity capital on terms more favorable then those provided by the options and warrants.

The issuance of preferred stock may adversely affect the price of our Common Stock, which could cause a reduction in the value of your
investment.

We are authorized to issue up to two million shares of preferred stock. The preferred stock may be issued in series from time to time with such
designations, rights, preferences and limitations as our Board of Directors may determine by resolution without shareholder approval. No shares
of preferred stock are currently outstanding. However, the potential exists that preferred stock might be issued which would grant dividend and
liquidation preferences over our common stock, diminishing the value of our common stock.

A significant sale of our outstanding restricted common stock into the market could reduce the value of your investment.

A significant portion of our outstanding shares of common stock had been restricted from immediate resale but may now be sold into the market
pursuant to Rule 144 under the Securities Act of 1933. Sales of these shares could cause the market price of our common stock to drop
significantly, even if our business is doing well. Any reduction in the market price of our common stock would reduce the value of your
investment in our common stock. As of September 30, 2004, after giving effect to a 1-for-7 reverse split of our common stock on November 30,
2004, we had 2,946,642 shares of restricted common stock outstanding.

Our management and directors will continue to control our management and affairs.

As of September 30, 2004, management and directors, including Joseph E. Cresci, Donald A. Livingston, Kamlesh R. Tejwani, Robert I.
Weisberg, Jessie J. Knight, Jr., John R. Cooper, August Schumacher, Jr. and R. Jeffrey Macartney, beneficially owned approximately 37% of
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our outstanding common stock. While there are no voting agreements among them, such persons, as a group, may be able to control the outcome
of matters submitted for stockholder action, including the election of members to our board of directors and the approval of significant change in
control transactions. This may have the effect of delaying or preventing a change in control of the company and, therefore, your opportunity to
sell your shares in such a transaction.
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The lack of a developed trading market may make it difficult for you to sell your common stock.

The trading of our common stock is currently conducted on the OTC Bulletin Board trading market. Trading activity in our common stock has
fluctuated and has at times been limited. We cannot guarantee that a consistently active trading market will develop in the future, especially
while we remain on the OTC Bulletin Board. A holder of our common stock may find it difficult to dispose of or to obtain accurate quotations as
to the market value of our common stock.

The market price for our common stock may be volatile.

The market price for our common stock could be subject to significant fluctuations in response to variations in quarterly operating results,
announcements of technological innovations or new projects and products by us or our competitors, or our failure to achieve operating results
consistent with any securities analysts� projections of our performance.

The stock market has experienced extreme price and volume fluctuations and volatility that have particularly affected the market price of many
emerging growth and development stage companies. Such fluctuations and volatility have often been unrelated or disproportionate to the
operating performance of such companies.

We will require and are actively seeking significant additional financing, which may result in our issuing a significant number of shares of
our common stock or preferred stock, which in turn may dilute your investment.

We require and are seeking corporate and project financing to fund our ongoing operations and growth plans as well as and the cost of any
development we may decide to pursue for our anaerobic digester projects. Any such financing could be in the form of debt or equity instruments
or a combination of debt and equity instruments. To the extent any such financing involves equity, we may issue a significant number of shares
of our common stock or preferred stock, which will dilute your investment in our common stock, and we may issue such shares at prices that
may be lower than the price you paid for our common stock. In addition, if we issue shares of our preferred stock, such preferred stock is likely
to have rights and preferences that are superior to those of the shares of common stock offered hereby.

Our common stock may become subject to �penny stock� regulations and restrictions on initial and secondary-broker-dealer sales.

The Securities and Exchange Commission has adopted regulations which generally define �penny stock� to be any listed, trading equity security
that has a market price less than $5.00 per share or an exercise price of less than $5.00 per share, subject to certain exemptions. Penny stocks are
subject to certain additional oversight and regulatory requirements. Brokers and dealers affecting transactions in penny stocks in many
circumstances must obtain the written consent of a customer prior to purchasing penny stocks, must obtain information from the customer and
must provide disclosures to the customer. Prior to the 7-for-1 reverse split of our common stock on November 30, 2004, our common stock
traded below $5.00 per share. If, in the future, the price of our common stock falls below $5.00 per share, our common stock may become
subject to the foregoing requirements. In such event, these requirements would restrict the ability of broker-dealers to sell our common stock and
would affect your ability to sell your shares of our common stock in the secondary market.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995, referred to as the PSLRA, provides a �safe harbor� for forward-looking statements. Certain
statements contained in this prospectus and the documents incorporated by reference herein, such as statements concerning planned
manure-to-energy systems, our sales pipeline, our backlog, our projected sales and financial performance, statements containing the words
�expects�, �estimates�, �anticipates�, �believes�, �projects� and variations thereof, and other statements contained in this prospectus and the documents
incorporated by reference herein regarding matters that are not historical facts are forward-looking statements within the meaning of the PLSRA.
Because such statements involve risks and uncertainties, actual results may differ materially from those expressed or implied by such
forward-looking statements. Factors that could cause actual results to differ materially include, but are not limited to, uncertainties involving
development stage companies, uncertainties regarding project financing, the lack of binding commitments and the need to negotiate and execute
definitive agreements for the construction and financing of projects, financing and cash flow requirements and uncertainties, difficulties
involved in developing and executing a business plan, difficulties and uncertainties regarding acquisitions, technological uncertainties, risks
relating to managing and integrating acquired businesses, unpredictable developments (including plant outages and repair requirements), the
difficulty of estimating construction, development, repair and maintenance costs and timeframes, the uncertainties involved in estimating
insurance and implied warranty recoveries, if any, the inability to predict the course or outcome of any negotiations with parties involved with
our projects, uncertainties relating to general economic and industry conditions, the amount and rate of growth in expenses, uncertainties relating
to government and regulatory policies, the legal environment, intellectual property issues, the competitive environment in which Environmental
Power Corporation and its subsidiaries operate and other factors, including those described in this prospectus under the heading �Risk Factors�, as
well as other filings with the Securities and Exchange Commission. Readers are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date that they are made. We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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USE OF PROCEEDS

We intend to use the net proceeds from the exercise of the warrants for working capital. If all of the warrants were exercised, we would receive
proceeds of $4,870,170. It is uncertain when, if ever, we will receive proceeds from exercise of the warrants. We will not receive any proceeds
from the sale of the shares of common stock to be sold by the selling stockholders pursuant to this prospectus

SELLING SHAREHOLDERS

We issued the shares of common stock covered by this prospectus in a private placement. The following table sets forth certain information
about the selling stockholders as of August 1, 2004, in each case after giving effect to a 1-for-7 reverse split of our common stock on November
30, 2004. Each of the selling stockholders purchased the shares offered for sale hereby for personal investment purposes only and not with a
view to, or for resale in connection with, any distribution.

Beneficial ownership is determined in accordance with the rules of the SEC, and includes voting or investment power with respect to shares.
Shares of common stock issuable under stock options or warrants that are exercisable within 60 days after August 1, 2004 are deemed
outstanding for computing the percentage ownership of the person holding the options but are not deemed outstanding for computing the
percentage ownership of any other person. Unless otherwise indicated below, all persons named in the table have sole voting and investment
power with respect to their shares of common stock, except to the extent authority is shared by spouses under applicable law. The inclusion of
any shares in this table does not constitute an admission of beneficial ownership for the person named below.

Name of Selling Stockholder

Shares of
Common Stock
Beneficially

Owned Prior to
Offering 

Number of Shares
of Common
Stock Being

Offered

Shares of
Common Stock
Beneficially
Owned After
Offering (A)

Number % Number %

Lewis Warshauer (1) 337,142 6.9% 51,427 285,715 5.9%
Herbert Arnold Duke II (2) 12,857 * 12,857 0 0
Henry S. Krauss (3) 49,108 1.0% 37,394 11,714 *
Andrew Krauss and Sharon Krauss, JTTEN (4) 17,142 * 6,428 10,714 *
Alexander Purdie Jr. (5) 6,428 * 6,428 0 0
Gregory B. Jacobs (6) 48,571 * 12,857 35,714 *
Michael Harvey and Lyn Harvey (7) 6,428 * 6,428 0 0
Deborah Salerno (8) 103,031 2.1% 25,713 77,318 1.6%
James W. Krause (9) 12,857 * 12,857 0 0
Chitra Radin (10) 18,114 * 12,857 5,257 *
Robert N. Fink and Gunilla H. Fink, JTWROS (11) 6,428 * 6,428 0 0
Sanford E. Davis (12) 6,428 * 6,428 0 0
David Schmidt (13) 6,428 * 6,428 0 0
Edith W. Corning #147097 Trust FBO Henry H. Corning
U/A/D 6/22/1929, as amended, Key Bank as trustee (14) 64,286 1.3% 64,286 0 0
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Shah Family of South Fl. L.P. (15) 12,857 * 12,857 0 0
Michael J. Hausman (16) 13,999 * 6,428 7,571 *
Leslie Peer (17) 81,428 1.7% 6,428 75,000 1.5%
Stuart Baraw, Jr. (18) 42,143 * 19,286 22,857 *
Ronald L. Warnken (19) 6,428 * 6,428 0 0
Brad R. Gibson and Suzanne Gadd Gibson (20) 12,857 * 12,857 0 0
James Wallace Nall, IV (21) 6,428 * 6,428 0 0
Leonard Lebental (22) 9,285 * 6,428 2,857 *
Operation Dogbone, LLC (23) 6,428 * 6,428 0 0
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Name of Selling Stockholder

Shares of
Common Stock
Beneficially

Owned Prior to
Offering

Number of Shares
of Common
Stock Being

Offered

Shares of
Common
Stock

Beneficially
Owned After
Offering (A)

Number % Number %

Bina Dagar and Mahavir Dagar (24) 7,856 * 6,428 1,428 *
Sandra Jordan (25) 6,428 * 6,428 0 0
Thomas Kroeger (26) 6,713 * 6,428 285 *
Judith Phillips (27) 6,428 * 6,428 0 0
Mark Krakowski (28) 12,857 * 12,857 0 0
Arthur C. Williams and Myrna R. Williams,
JTWROS (29)

6,428 We May Sell Additional Notes
at a Different Issue Price

At our sole option, we may
decide to sell an additional

aggregate face amount of the
notes subsequent to the date of

this pricing supplement. The price
to public of the notes in the
subsequent sale may differ

substantially (higher or lower)
from the original price to public

you paid as provided on the cover
of this pricing supplement.

If You Purchase Your Notes at
a Premium to Face Amount, the

Return on Your Investment
Will Be Lower Than the Return

on Notes Purchased at Face
Amount and the Impact of

Certain Key Terms of the Notes
Will Be Negatively Affected

The Cash Settlement Amount will
not be adjusted based on the price
to public you pay for the notes. If
you purchase notes at a price that
differs from the face amount of

the notes, then the return on your
investment in such notes held to

the stated maturity date will differ
from, and may be substantially
less than, the return on notes

purchased at face amount. If you
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purchase your notes at a premium
to face amount and hold them to

the stated maturity date, the
return on your investment in the
notes will be lower than it would
have been had you purchased the
notes at face amount or a discount
to face amount. In addition, the
impact of the Buffer Level and
the Cap Level on the return on

your investment will depend upon
the price you pay for your notes

relative to face amount. For
example, if you purchase your

notes at a premium to face
amount, the Cap Level will only
permit a lower positive return in
your investment in the notes than

would have been the case for
notes purchased at face amount or

a discount to face amount.
Similarly, the Buffer Level, while

still providing some protection
for the return on the notes, will

allow a greater percentage
decrease in your investment in the
notes than would have been the
case for notes purchased at face

amount or a discount to face
amount.

If the Level of the Underlier
Changes, the Market Value of

Your Notes May Not Change in
the Same Manner

Your notes may trade quite
differently from the performance
of the Underlier. Changes in the
levels of the Underlier may not
result in a comparable change in
the market value of your notes.
We discuss some of the reasons

for this

PS-14
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disparity under “— The Market
Value of the Notes Will Be

Affected by Various Factors That
Interrelate in Complex Ways, and
Their Market Value May Be Less

Than the Face Amount” below.

Trading and Hedging Activities
by Us, the Guarantor and Any
of Our Other Affiliates May
Affect Your Return on the

Notes and Their Market Value

We, the Guarantor and our other
affiliates, including MLPF&S,
and any other distributors of the

notes may buy or sell the
securities represented by the

Underlier, or futures or options
contracts on the Underlier or

those securities, or other listed or
over-the-counter derivative
instruments linked to the

Underlier or the Underlier Stocks.
We, the Guarantor and any of our

other affiliates, including
MLPF&S, and any other

distributors of the notes may
execute such purchases or sales

for our own or their own
accounts, for business reasons, or
in connection with hedging our

obligations under the notes. These
transactions could affect the value

of these securities and, in turn,
the value of the Underlier in a

manner that could be adverse to
your investment in the notes. On

or before the applicable trade
date, any purchases or sales by

us, the Guarantor or other entities
(including for the purpose of

hedging anticipated exposures)
may affect the level of the

Underlier or the Underlier Stocks.
Consequently, the level of the
Underlier or the prices of the
Underlier Stocks may change

subsequent to the trade date of an
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issue of the notes, adversely
affecting the market value of the

notes.

We, the Guarantor or one or more
of our other affiliates, including

MLPF&S, and any other
distributors of the notes may also
engage in hedging activities that

could affect the level of the
Underlier on the trade date. In
addition, these activities may

decrease the market value of your
notes prior to maturity, and may
affect the amounts to be paid on
the notes. We, the Guarantor or

one or more of our other
affiliates, including MLPF&S,
and any other distributors of the
notes may purchase or otherwise
acquire a long or short position in
the notes and may hold or resell

the notes. For example, MLPF&S
may enter into these transactions
in connection with any market
making activities in which they
engage. We cannot assure you
that these activities will not

adversely affect the level of the
Underlier, the market value of

your notes prior to maturity or the
amounts payable on the notes.

Our Trading, Hedging and
Other Business Activities May

Create Conflicts of Interest
With You

We, the Guarantor or one or more
of our other affiliates, including

MLPF&S, and any other
distributors of the notes may
engage in trading activities

related to the Underlier and to the
Underlier Stocks that are not for
your account or on your behalf.

We, the Guarantor or one or more
of our other affiliates, including

MLPF&S, and any other
distributors of the notes also may

issue or underwrite other
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financial instruments with returns
based upon the Underlier. These

trading and other business
activities may present a conflict
of interest between your interest
in the notes and the interests we,

the Guarantor and our other
affiliates, including MLPF&S,
and any other distributors of the

notes may have in our proprietary
accounts, in facilitating

transactions, including block
trades, for our or their other

customers, and in accounts under
our or their management. These

trading and other business
activities, if they influence the

level of the Underlier or
secondary trading in your notes,
could be adverse to your interests
as a beneficial owner of the notes.

We expect to enter into
arrangements or adjust or close

out existing transactions to hedge
our obligations under the notes.
We, the Guarantor or our other
affiliates, including MLPF&S,
and any other distributors of the

notes also may enter into hedging
transactions relating to other
notes or instruments, some of

which may have returns
calculated in a manner related to
the notes. We may enter into such
hedging arrangements with one of

our affiliates. Our affiliates or
such other distributors may enter

into additional hedging
transactions with other parties
relating to the notes and the

Underlier. This hedging activity
is expected to result in a profit to
those engaging in the hedging

activity, which could be more or
less than initially expected, or the
hedging activity could also result

in a loss. We and these other
entities will price these hedging
transactions with the intent to
realize a profit, regardless of
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whether the value of the notes
increases or decreases. Any profit
in connection with such hedging
activities will be in addition to
any other compensation that we
or other parties receive for the

sale of the notes, which creates an
additional incentive to sell the

notes to you.

There May Be Potential
Conflicts of Interest Involving

the Calculation Agent, Which Is
an Affiliate of Ours. We Have

the Right to Appoint and
Remove the Calculation Agent

MLPF&S will be the calculation
agent for the notes and, as such,

will make a variety of
determinations relating to the

notes, including the amounts that
will be paid on the notes. Under
some circumstances, these duties

could result in a conflict of
interest between its status as our
affiliate and its responsibilities as
calculation agent. These conflicts

could occur, for instance, in
connection with the calculation

agent’s determination as to
whether a Market Disruption

Event has occurred. The
calculation agent will be required

to carry out its duties in good
faith and use its reasonable

judgment. However, because we
expect that the Guarantor will
control the calculation agent,
potential conflicts of interest

could arise.

PS-15
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The Market Value of the Notes
Will Be Affected by Various
Factors That Interrelate in
Complex Ways, and Their
Market Value May Be Less

Than the Face Amount

If you wish to liquidate your
investment in the notes prior to

maturity, your only option would
be to sell them in the secondary
market. At that time, there may
be an illiquid market for your

notes or no market at all. Even if
you were able to sell your notes,
there are many factors outside of
our control that may affect their
market value, such as the level

and the volatility of the Underlier,
economic and other conditions

generally, interest rates, dividend
yields on the securities

represented by the Underlier,
exchange rate movements and

volatility, our and the guarantor’s
financial condition and

creditworthiness, time to
maturity. The impact of any one
factor may be offset or magnified

by the effect of another factor.
See “Risk Factors—General Risks
Relating to the Notes—The notes

are not designed to be short-term
trading instruments and if you

attempt to sell the notes prior to
maturity, their market value, if
any, will be affected by various

factors that interrelate in complex
ways, and their market value may
be less than the principal amount”

beginning on page PS-8 of
product supplement EQUITY-1.

An Investment in the Notes Is
Subject to Risks Associated with

Foreign Securities Markets
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The Underlier tracks the value of
certain foreign equity securities.

You should be aware that
investments in securities linked to

the value of foreign equity
securities involve particular risks.

The foreign securities markets
comprising the Underlier may
have less liquidity and may be
more volatile than U.S. or other
securities markets and market

developments may affect foreign
markets differently from U.S. or

other securities markets. Direct or
indirect government intervention

to stabilize these foreign
securities markets, as well as
cross-shareholdings in foreign
companies, may affect trading
prices and volumes in these

markets. Also, there is generally
less publicly available

information about foreign
companies than about those U.S.
companies that are subject to the

reporting requirements of the
Securities and Exchange
Commission, and foreign
companies are subject to

accounting, auditing and financial
reporting standards and

requirements that differ from
those applicable to U.S. reporting

companies.

Prices of securities in foreign
countries are subject to political,
economic, financial and social

factors that apply in those
geographical regions. These

factors, which could negatively
affect those securities markets,

include the possibility of recent or
future changes in a foreign

government’s economic and fiscal
policies, the possible imposition

of, or changes in, currency
exchange laws or other laws or
restrictions applicable to foreign

companies or investments in
foreign equity securities and the
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possibility of fluctuations in the
rate of exchange between

currencies, the possibility of
outbreaks of hostility and
political instability and the

possibility of natural disaster or
adverse public health

development in the region. Any
one of these factors, or the

combination of more than one of
these factors, could negatively
affect such foreign securities

markets and the prices of
securities therein. Further,

geographical regions may react to
global factors in different ways,
which may cause the prices of
securities in a foreign securities
market to fluctuate in a way that
differs from those of securities in
the U.S. securities market or other

foreign securities markets.
Foreign economies may differ

favorably or unfavorably from the
U.S. economy in important

respects such as growth of gross
national product, rate of inflation,
capital reinvestment, resources

and self-sufficiency.

The Notes Are Linked to the
Underlier Stocks, and Are

Therefore Subject to Foreign
Currency Exchange Rate Risk

The payment amount on the notes
will be calculated based on the
Underlier, and the prices of the
Underlier Stocks are converted
into U.S. dollars for purposes of

calculating the level of the
Underlier. As a result, investors
in the notes will be exposed to

currency exchange rate risk with
respect to each of the currencies
represented by the Underlier. An

investor’s net exposure will
depend on the extent to which the

currencies represented by the
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Underlier strengthen or weaken
against the U.S. dollar and the
relative weight of each relevant

currency represented by the
Underlier. If, taking into account

such weight, the dollar
strengthens against such

currencies, the level of the
Underlier will be adversely

affected and the amount payable,
if any, at maturity of the notes

may be reduced.

Foreign currency exchange rates
vary over time, and may vary

considerably during the life of the
notes. Changes in a particular
exchange rate result from the
interaction of many factors

directly or indirectly affecting
economic and political

conditions.

Of particular importance are:

·existing and expected rates ofinflation;

·existing and expected interestrate levels;
· the balance of payments;

·
the extent of governmental
surpluses or deficits in the
relevant countries; and

·other financial, economic,military and political factors.
PS-16
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All of these factors are, in turn,
sensitive to the monetary, fiscal
and trade policies pursued by the

governments of the various
component countries and the

United States and other countries
important to international trade

and finance.

It has been reported that the U.K.
Financial Conduct Authority and
regulators from other countries

are in the process of investigating
the potential manipulation of
published currency exchange
rates. If such manipulation has

occurred or is continuing, certain
published exchange rates may
have been, or may be in the
future, artificially lower (or

higher) than they would
otherwise have been. Any such

manipulation could have an
adverse impact on any payments
on, and the value of, your notes
and the trading market for your
notes. In addition, we cannot

predict whether any changes or
reforms affecting the

determination or publication of
exchange rates or the supervision

of currency trading will be
implemented in connection with
these investigations. Any such
changes or reforms could also
adversely impact your notes.

The U.S. Federal Income Tax
Consequences of an Investment
in the Notes Are Uncertain, and
May Be Adverse to a Holder of

the Notes

No statutory, judicial, or
administrative authority directly
addresses the characterization of
the notes or securities similar to
the notes for U.S. federal income

tax purposes. As a result,
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significant aspects of the U.S.
federal income tax consequences
of an investment in the notes are
not certain. Under the terms of
the notes, you will have agreed

with us to treat the notes as single
financial contracts, as described
under “U.S. Federal Income Tax
Summary—General.” If the Internal
Revenue Service (the “IRS”) were

successful in asserting an
alternative characterization for

the notes, the timing and
character of gain or loss with

respect to the notes may differ.
No ruling will be requested from
the IRS with respect to the notes
and no assurance can be given
that the IRS will agree with the
statements made in the section

entitled “U.S. Federal Income Tax
Summary.” You are urged to

consult with your own tax advisor
regarding all aspects of the U.S.
federal income tax consequences

of investing in the notes.

PS-17
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THE UNDERLIER

All disclosures contained in this
pricing supplement regarding the

Underlier, including, without
limitation, its make-up, method of

calculation, and changes in its
components, have been derived
from publicly available sources.

The information reflects the
policies of, and is subject to

change by MSCI Inc. (“MSCI” or
the “Underlier Sponsor”). The
Underlier Sponsor, which

licenses the copyright and all
other rights to the Underlier, has

no obligation to continue to
publish, and may discontinue

publication of, the Underlier. The
consequences of the Underlier

Sponsor discontinuing
publication of the applicable
Underlier are discussed in

“Description of the
Notes—Discontinuance of an Index”

in the accompanying product
supplement. None of us, the

Guarantor, the calculation agent,
or MLPF&S accepts any

responsibility for the calculation,
maintenance or publication of the
Underlier or any successor index.

None of us, the Guarantor,
MLPF&S or any of our other

affiliates makes any
representation to you as to the

future performance of the
Underlier.

You should make your own
investigation into the Underlier.

The MSCI EAFE® Index

The Underlier is intended to
measure equity market

Edgar Filing: ENVIRONMENTAL POWER CORP - Form 424B3

Table of Contents 36



performance in developed market
countries, excluding the United

States and Canada. The Underlier
is a free float-adjusted market

capitalization equity index with a
base date of December 31, 1969
and an initial value of 100. The
Underlier is calculated daily in

U.S. dollars and published in real
time every 60 seconds during
market trading hours. As of

December 29, 2017, the Underlier
consisted of companies from the

following 21 developed countries:
Australia, Austria, Belgium,
Denmark, Finland, France,

Germany, Hong Kong, Ireland,
Israel, Italy, Japan, Netherlands,
New Zealand, Norway, Portugal,

Singapore, Spain, Sweden,
Switzerland and United

Kingdom.

The Underlier is comprised of
companies in both the Large Cap

Index and Mid Cap Index, as
discussed in the section “—Defining

Market Capitalization Size
Segments for Each Market” below.

The Underlier is part of the MSCI
Regional Equity Indices series

and is an MSCI Global Investable
Market Index, which is a family
within the MSCI International

Equity Indices.

MSCI EAFE® Index Top Ten
Constituents as of December 29,

2017

Issuer Percentage
(%)

NESTLE 1.78%
1.38%
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HSBC HOLDINGS
(GB)
NOVARTIS 1.25%
ROCHE HOLDING
GENUSS 1.18%

TOYOTA MOTOR
CORP 1.11%

BRITISH
AMERICAN
TOBACCO

1.03%

ROYAL DUTCH
SHELL A 1.00%

BP 0.93%
TOTAL 0.87%
ROYAL DUTCH
SHELL B 0.84%

Total 11.38%
PS-18
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MSCI EAFE® Index Weighting
by Sector as of December 29,

2017*

Sector Percentage
(%)

Financials 21.21%
Industrials 14.63%
Consumer
Discretionary 12.28%

Consumer Staples 11.18%
Health Care 10.10%
Materials 8.19%
Information
Technology 6.44%

Energy 5.32%
Telecommunication
Services 3.90%

Real Estate 3.57%
Utilities 3.18%
Total 100.00%

* Percentages may not sum to
100% due to rounding. (Sector
designations are determined by

the underlier sponsor using
criteria it has selected or

developed. Index sponsors may
use very different standards for
determining sector designations.

In addition, many companies
operate in a number of sectors,
but are listed in only one sector

and the basis on which that sector
is selected may also differ. As a

result, sector comparisons
between indices with different

index sponsors may reflect
differences in methodology as
well as actual differences in the

sector composition of the
indices.) MSCI and S&P Dow

Jones Indices LLC have
announced that the Global

Industry Classification Sector
structure is expected to be
updated after the close of
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business on September 28, 2018.
Among other things, the update is
expected to broaden the current
Telecommunications Services

sector and rename it the
Communication Services sector.

The renamed sector is expected to
include the existing

telecommunication companies, as
well as companies selected from

the Consumer Discretionary
sector currently classified under
the Media Industry group and the

Internet & Direct Marketing
Retail sub-industry, along with

select companies currently
classified in the Information
Technology sector. Further,

companies that operate online
marketplaces for consumer
products and services are

expected to be included under the
Internet & Direct Marketing

sub-industry of the Consumer
Discretionary sector, regardless
of whether they hold inventory.

MSCI EAFE® Index Weighting
by Country as of December 29,

2017*

Country Percentage (%)
Japan 24.02%
United Kingdom17.80%
France 10.67%
Germany 9.82%
Switzerland 8.03%
Other 29.67%

* Percentages may not sum to
100% due to rounding.

Constructing the MSCI Global
Investable Market Indices.

Constructing the MSCI Global
Investable Market Indexes
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involves the following steps:

§ defining the equity universe;

§
determining the market
investable equity universe for
each market;

§
determining market
capitalization size-segments for
each market;

§applying index continuity rulesfor the MSCI Standard Index;

§
creating style segments within
each size-segment within each
market; and

§
classifying securities under the
Global Industry Classification
Standard (“GICS®”).
Defining the Equity Universe.

The equity universe is defined by:

§

Identifying Eligible Equity
Securities: all listed equity
securities, including real estate
investment trusts (REITs) and
certain income trusts listed in
Canada are eligible for inclusion
in the equity universe. Limited
partnerships, limited liability
companies, and business trusts,
which are listed in the United
States and are not

PS-19
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structured to be taxed as limited
partnerships, are likewise eligible
for inclusion in the equity
universe. Conversely, mutual
funds, ETFs, equity derivatives,
and most investment trusts are not
eligible for inclusion in the equity
universe.

§

Classifying Eligible Securities
into the Appropriate Country:
each company and its securities
(i.e., share classes) are classified
in only one country. Countries
are classified as Developed
Markets (“DM”), Emerging
Markets (“EM”) or Frontier
Markets (“FM”).

Determining the Market
Investable Equity Universes. A

market investable equity universe
for a market is derived by

identifying eligible listings for
each security in the equity

universe and applying
investability screens to individual
companies and securities in the

equity universe that are classified
in that market. A market is

equivalent to a single country,
except in DM Europe, where all

DM countries in Europe are
aggregated into a single market
for index construction purposes.

A security may have a listing in
the country where it is classified

(i.e., “local listing”) and/or in a
different country (i.e., “foreign

listing”). Securities may be
represented by either a local
listing or a foreign listing

(including a depositary receipt) in
the global investable equity
universe. A security may be

represented by a foreign listing
only if the following conditions

are met:

§
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The security is classified in a
country that meets the Foreign
Listing Materiality
Requirement, and

§

The security’s foreign listing is
traded on an eligible stock
exchange of: a DM country if
the security is classified in a
DM country, a DM or an EM
country if the security is
classified in an EM country, or a
DM or an EM or a FM country
if the security is classified in a
FM country.
The investability screens used to
determine the investable equity
universe in each market are as

follows:

§

Equity Universe Minimum Size
Requirement: this investability
screen is applied at the company
level. In order to be included in
a market investable equity
universe, a company must have
the required minimum full
market capitalization. The size
requirement applies to
companies in all DM and EM
countries.

§

Equity Universe Minimum Free
Float-Adjusted Market
Capitalization Requirement: this
investability screen is applied at
the individual security level. To
be eligible for inclusion in a
market investable equity
universe, a security must have a
free float-adjusted market
capitalization equal to or higher
than 50% of the equity universe
minimum size requirement.
§DM and EM Minimum Liquidity
Requirement: this investability
screen is applied at the
individual security level. To be
eligible for inclusion in a market
investable equity universe, a
security must have adequate
liquidity. The twelve-month and
three-month Annual Traded
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Value Ratio (“ATVR”), a measure
that screens out extreme daily
trading volumes and takes into
account the free float-adjusted
market capitalization size of
securities, together with the
three-month frequency of
trading are used to measure
liquidity. A minimum liquidity
level of 20% of three- and
twelve-month ATVR and 90%
of three-month frequency of
trading over the last four
consecutive quarters are
required for inclusion of a
security in a market investable
equity universe of a DM, and a
minimum liquidity level of 15%
of three- and twelve-month
ATVR and 80% of three-month
frequency of trading over the
last four consecutive quarters
are required for inclusion of a
security in a market investable
equity universe of an EM.

§

Global Minimum Foreign
Inclusion Factor Requirement:
this investability screen is
applied at the individual
security level. To be eligible for
inclusion in a market investable
equity universe, a security’s
Foreign Inclusion Factor (“FIF”)
must reach a certain threshold.
The FIF of a security is defined
as the proportion of shares
outstanding that is available for
purchase in the public equity
markets by international
investors. This proportion
accounts for the available free
float of and/or the foreign
ownership limits applicable to a
specific security (or company).
In general, a security must have
an FIF equal to or larger than
0.15 to be eligible for inclusion
in a market investable equity
universe.
§Minimum Length of Trading
Requirement: this investability
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screen is applied at the
individual security level. For an
initial public offering (“IPO”) to
be eligible for inclusion in a
market investable equity
universe, the new issue must
have started trading at least
three months before the
implementation of a
semi-annual index review (as
described below). This
requirement is applicable to
small new issues in all markets.
Large IPOs are not subject to
the minimum length of trading
requirement and may be
included in a market investable
equity universe and the
Standard Index outside of a
quarterly or semi-annual index
review.

§

Minimum Foreign Room
Requirement: this investability
screen is applied at the
individual security level. For a
security that is subject to a
foreign ownership limit to be
eligible for inclusion in a market
investable equity universe, the
proportion of shares still
available to foreign investors
relative to the maximum
allowed (referred to as “foreign
room”) must be at least 15%.
Defining Market Capitalization
Size-Segments for Each Market.
Once a market investable equity

universe is defined, it is
segmented into the following

size-based indices:

PS-20
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§Investable Market Index (Large+ Mid + Small);
§ Standard Index (Large + Mid);

§ Large Cap Index;
§ Mid Cap Index; or
§ Small Cap Index.

Creating the size-segment indices
in each market involves the

following steps:

§
defining the market coverage
target range for each
size-segment;

§
determining the global
minimum size range for each
size-segment;

§

determining the market
size-segment cutoffs and
associated segment number of
companies;

§assigning companies to thesize-segments; and

§applying final size-segmentinvestability requirements.
Index Continuity Rules for the
Standard Indices. In order to

achieve index continuity, as well
as to provide some basic level of
diversification within a market

index, notwithstanding the effect
of other index construction rules

described in this section, a
minimum number of five

constituents will be maintained
for a DM Standard Index and a

minimum number of three
constituents will be maintained

for an EM Standard Index.

Creating Style Indices within
Each Size-Segment. All securities
in the investable equity universe

are classified into value or growth
segments using the MSCI Global
Value and Growth methodology.

Classifying Securities under the
Global Industry Classification
Standard. All securities in the
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global investable equity universe
are assigned to the industry that

best describes their business
activities. To this end, MSCI has

designed, in conjunction with
S&P Global, the GICS. The GICS
currently consists of 11 Sectors,

24 Industry Groups, 68 Industries
and 157 Sub-Industries. Under

the GICS, each company is
assigned to one sub-industry

according to its principal business
activity. Therefore, a company
can belong to only one industry

grouping at each of the four
levels of the GICS.

Index Maintenance

The MSCI global investable
market indices are maintained
with the objective of reflecting
the evolution of the underlying

equity markets and segments on a
timely basis, while seeking to

achieve index continuity,
continuous investability of

constituents and replicability of
the indices, index stability, and

low index turnover. In particular,
index maintenance involves:

(i)

Semi-Annual Index Reviews
(“SAIRs”) in May and November
of the Size-Segment and
Global Value and Growth
Indices which include:

§
updating the indices on the basis
of a fully refreshed equity
universe;

§

taking buffer rules into
consideration for migration of
securities across size and style
segments; and

§updating FIFs and Number ofShares (“NOS”).
(ii)	Quarterly Index Reviews

(“QIRs”) in February and August of
the Size-Segment Indices aimed

at:
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§

including significant new
eligible securities (such as IPOs
that were not eligible for earlier
inclusion) in the index;

§

allowing for significant moves
of companies within the
Size-Segment Indices, using
wider buffers than in the SAIR;
and

§
reflecting the impact of
significant market events on
FIFs and updating NOS.

(iii)

Ongoing Event-Related
Changes: changes of this type
are generally implemented in
the indices as they occur.
Significantly large IPOs are
included in the indices after
the close of the company’s
tenth day of trading.
None of us, the selling agent or

any of our other affiliates accepts
any responsibility for the

calculation, maintenance, or
publication of, or for any error,
omission, or disruption in, the

Underlier or any successor to the
Underlier.

License Agreement

Our right to use the MXEA Index
in connection with the notes is
subject to a license agreement

between us and MSCI. In
connection with that license,
please note the following:

THE NOTES ARE NOT
SPONSORED, ENDORSED,
SOLD, OR PROMOTED BY

MSCI, ANY OF ITS
AFFILIATES, ANY OF ITS

INFORMATION PROVIDERS,
OR ANY OTHER THIRD

PARTY INVOLVED IN, OR
RELATED TO, COMPILING,

COMPUTING, OR CREATING
THE MXEA INDEX

(COLLECTIVELY, THE “MSCI
PARTIES”). THE
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MXEA INDEX IS THE
EXCLUSIVE PROPERTY OF

MSCI. MSCI AND THE MXEA
INDEX ARE SERVICE MARKS
OF MSCI OR ITS AFFILIATES
AND HAVE BEEN LICENSED

TO US FOR USE FOR
CERTAIN PURPOSES. THE
NOTES HAVE NOT BEEN

PASSED ON BY ANY OF THE
MSCI PARTIES AS TO THEIR
LEGALITY OR SUITABILITY

WITH RESPECT TO ANY
PERSON OR ENTITY AND

NONE OF THE MSCI PARTIES
MAKES ANY WARRANTIES
OR BEARS ANY LIABILITY

WITH RESPECT TO THE
NOTES. WITHOUT LIMITING
THE GENERALITY OF THE
FOREGOING, NONE OF THE
MSCI PARTIES MAKES ANY

REPRESENTATION OR
WARRANTY, EXPRESS OR

IMPLIED, TO US OR OWNERS
OF THE NOTES OR ANY

OTHER PERSON OR ENTITY
REGARDING THE
ADVISABILITY OF
INVESTING IN ANY

SECURITIES GENERALLY OR
IN THIS OFFERING

PARTICULARLY OR THE
ABILITY OF ANY MSCI

INDEX TO TRACK
CORRESPONDING STOCK
MARKET PERFORMANCE.
MSCI OR ITS AFFILIATES
ARE THE LICENSORS OF
CERTAIN TRADEMARKS,
SERVICE MARKS, AND
TRADE NAMES OF THE

MXEA INDEX, WHICH ARE
DETERMINED, COMPOSED,

AND CALCULATED BY MSCI
WITHOUT REGARD TO THE

NOTES, TO US, TO THE
OWNERS OF THE NOTES, OR
TO ANY OTHER PERSON OR
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ENTITY. NONE OF THE MSCI
PARTIES HAS ANY

OBLIGATION TO TAKE THE
NEEDS OF US OR OWNERS

OF THE NOTES OR ANY
OTHER PERSON OR ENTITY
INTO CONSIDERATION IN

DETERMINING, COMPOSING,
OR CALCULATING THE

MXEA INDEX. NONE OF THE
MSCI PARTIES IS

RESPONSIBLE FOR OR HAS
PARTICIPATED IN THE

DETERMINATION OF THE
TIMING OF, PRICES AT, OR

QUANTITIES OF THE NOTES
TO BE ISSUED OR IN THE

DETERMINATION OR
CALCULATION OF THE
AMOUNT THAT MAY BE

PAID AT MATURITY ON THE
NOTES. NONE OF THE MSCI

PARTIES HAS ANY
OBLIGATION OR LIABILITY
TO US OR TO OWNERS OF

THE NOTES OR ANY OTHER
PERSON OR ENTITY IN

CONNECTION WITH THE
ADMINISTRATION,

MARKETING OR, OFFERING
OF THE NOTES.

PS-22
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Historical Closing Levels of the
Underlier

The closing level of the Underlier
has fluctuated in the past and
may, in the future, experience
significant fluctuations. Any

historical upward or downward
trend in the closing level of the

Underlier during the period
shown below is not an indication
that the Underlier is more or less
likely to increase or decrease at
any time during the life of your

notes.

You should not take the
historical levels of the Underlier

as an indication of its future
performance.

We cannot give you any
assurance that the future

performance of the Underlier or
the Underlier Stocks will result in
your receiving an amount greater
than the outstanding face amount

of your notes on the stated
maturity date.

Neither we nor any of our
affiliates make any representation
to you as to the performance of

the Underlier. Before investing in
the offered notes, you should

consult publicly available
information to determine the

levels of the Underlier between
the date of this pricing

supplement and the date of your
purchase of the offered notes. The

actual performance of the
Underlier over the life of the

offered notes, as well as the Cash
Settlement Amount, may bear
little relation to the historical
closing levels shown below.
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The graph below shows the daily
historical closing levels of the

Underlier from February 1, 2008
through February 1, 2018. We

obtained the closing levels in the
graph below from Bloomberg
Financial Services, without
independent verification.

Although the official closing
levels of the MSCI EAFE® Index

are published to three decimal
places by the Underlier Sponsor,
Bloomberg Financial Services
reports the levels of the MSCI
EAFE® Index to fewer decimal

places.

Historical Performance of the
MSCI EAFE® Index

.

PS-23
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SUPPLEMENTAL PLAN OF
DISTRIBUTION—CONFLICTS

OF INTEREST

BofA Finance has agreed to sell
to MLPF&S, and MLPF&S has
agreed to purchase from BofA

Finance, the aggregate face
amount of the offered notes

specified on the front cover of
this pricing supplement.

MLPF&S will offer the notes to
the public at the price to public

set forth on the cover page of this
pricing supplement, and to certain
unaffiliated securities dealers at
such prices less a concession not
in excess of 1.27% of the face
amount. The price to public for

notes purchased by certain
fee-based advisory accounts will
be between 98.73% and 100.00%
of the face amount, which reflects
a foregone underwriting discount
with respect to such notes (i.e.,

the underwriting discount
specified on the cover of this

pricing supplement with respect
to such notes is 0.00%).

We expect to deliver the notes
against payment therefor in New
York, New York on February 8,

2018, which is the fifth scheduled
business day following the trade
date. Under Rule 15c6-1 of the

Securities Exchange Act of 1934,
trades in the secondary market

generally are required to settle in
two business days, unless the

parties to any such trade
expressly agree otherwise.

Accordingly, purchasers who
wish to trade the notes on any
date prior to two business days
before delivery will be required,
by virtue of the fact that the notes
are initially expected to settle in
five business days (T + 5), to
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specify alternative settlement
arrangements to prevent a failed

settlement.

MLPF&S, a broker-dealer
affiliate of ours, is a member of

the Financial Industry Regulatory
Authority, Inc. (“FINRA”) and will
participate as selling agent in the

distribution of the notes.
Accordingly, the offering of the

notes will conform to the
requirements of FINRA Rule

5121. MLPF&S may not make
sales in this offering to any of its
discretionary accounts without
the prior written approval of the

account holder.

MLPF&S and any of our other
broker-dealer affiliates, may use
this pricing supplement, and the

accompanying product
supplement, prospectus

supplement and prospectus for
offers and sales in secondary

market transactions and
market-making transactions in the

notes. However, they are not
obligated to engage in such

secondary market transactions
and/or market-making

transactions. The selling agent
may act as principal or agent in
these transactions, and any such

sales will be made at prices
related to prevailing market

conditions at the time of the sale.

As agreed by MLPF&S and the
distribution participants, for
approximately a three-month
period after the trade date,

MLPF&S expects to offer to buy
the notes in the secondary market

at a price that will exceed the
estimated value of the notes at
that time; the amount of this

excess will decline on a straight
line basis over that period.

Thereafter, if MLPF&S buys or
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sells your notes, it will do so at
prices that reflect the estimated

value determined by reference to
its pricing models at that time.
Any price at any time after the

trade date will be based on
then-prevailing market conditions

and other considerations,
including the performance of the
Underlier and the remaining term
of the notes. However, none of
us, the Guarantor, MLPF&S or
any other party is obligated to

purchase your notes at any price
or at any time, and we cannot
assure you that any party will

purchase your notes at a price that
equals or exceeds the initial
estimated value of the notes.

Any price that MLPF&S may pay
to repurchase the notes will
depend upon then prevailing

market conditions, the
creditworthiness of us and the

Guarantor, and transaction costs.
At certain times, this price may
be higher than or lower than the

initial estimated value of the
notes.

No Prospectus (as defined in
Directive 2003/71/EC, as
amended (the “Prospectus

Directive”)) will be prepared in
connection with these notes.

Accordingly, these notes may not
be offered to the public in any
member state of the European
Economic Area (the “EEA”), and

any purchaser of these notes who
subsequently sells any of these
notes in any EEA member state
must do so only in accordance
with the requirements of the

Prospectus Directive, as
implemented in that member

state.

The notes are not intended to be
offered, sold or otherwise made
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available to, and should not be
offered, sold or otherwise made

available to, any retail investor in
the EEA. For these purposes, the

expression “offer" includes the
communication in any form and

by any means of sufficient
information on the terms of the
offer and the notes to be offered

so as to enable an investor to
decide to purchase or subscribe
the notes, and a “retail investor”
means a person who is one (or
more) of: (a) a retail client, as
defined in point (11) of Article

4(1) of Directive 2014/65/EU, as
amended (“MiFID II”); or (b) a

customer, within the meaning of
Insurance Distribution Directive
2016/97/EU, as amended, where
that customer would not qualify

as a professional client as defined
in point (10) of Article 4(1) of
MiFID II; or (c) not a qualified

investor as defined in the
Prospectus Directive.

Consequently, no key information
document required by Regulation
(EU) No 1286/2014, as amended

(the “PRIIPs Regulation”), for
offering or selling the notes or

otherwise making them available
to retail investors in the EEA has

been prepared, and therefore,
offering or selling the notes or

otherwise making them available
to any retail investor in the EEA

may be unlawful under the
PRIIPs Regulation.

PS-24
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STRUCTURING THE NOTES

The notes are our debt securities,
the return on which is linked to

the performance of the Underlier.
The related guarantees are BAC’s
obligations. As is the case for all
of our and BAC’s respective debt

securities, including our
market-linked notes, the

economic terms of the notes
reflect our and BAC’s actual or

perceived creditworthiness at the
time of pricing. In addition,
because market-linked notes

result in increased operational,
funding and liability management

costs to us and BAC, BAC
typically borrows the funds under

these types of notes at a rate,
which we refer to in this pricing
supplement as BAC’s internal

funding rate, that is more
favorable to BAC than the rate

that it might pay for a
conventional fixed or floating rate

debt security. This generally
relatively lower internal funding

rate, which is reflected in the
economic terms of the notes,

along with the fees and charges
associated with market-linked
notes, resulted in the initial

estimated value of the notes on
the trade date being less than their

public offering price.

In order to meet our payment
obligations on the notes, at the

time we issue the notes, we may
choose to enter into certain

hedging arrangements (which
may include call options, put

options or other derivatives) with
MLPF&S or one of our other
affiliates. The terms of these
hedging arrangements are
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determined based upon terms
provided by MLP&S and its

affiliates, and take into account a
number of factors, including our

and BAC’s creditworthiness,
interest rate movements, the

volatility of the Underlier, the
tenor of the notes and the hedging

arrangements. The economic
terms of the notes and their initial
estimated value depend in part on

the terms of these hedging
arrangements.

MLPF&S has advised us that the
hedging arrangements will

include hedging related charges,
reflecting the costs associated
with, and our affiliates’ profit
earned from, these hedging

arrangements. Since hedging
entails risk and may be influenced
by unpredictable market forces,

actual profits or losses from these
hedging transactions may be

more or less than any expected
amounts.

For further information, see “Risk
Factors” beginning on page PS-12
above and “Supplemental Use of

Proceeds” on page PS-16 of
product supplement EQUITY-1.

VALIDITY OF THE NOTES

In the opinion of McGuireWoods
LLP, as counsel to BofA Finance
and BAC, when the trustee has
made an appropriate entry on

Schedule 1 to the Master
Registered Global Note dated

November 4, 2016 that represents
the notes (the “Master Note”)
identifying the notes offered

hereby as supplemental
obligations thereunder in

accordance with the instructions
of BofA Finance, and the notes
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have been delivered against
payment therefor as contemplated
in this pricing supplement and the

related prospectus, prospectus
supplement and product

supplement, all in accordance
with the provisions of the

indenture governing the notes and
the related guarantee, such notes
will be legal, valid and binding

obligations of BofA Finance, and
the related guarantee will be the

legal, valid and binding
obligations of BAC, subject, in

each case, to the effects of
applicable bankruptcy, insolvency

(including laws relating to
preferences, fraudulent transfers

and equitable subordination),
reorganization, moratorium and

other similar laws affecting
creditors’ rights generally, and to
general principles of equity. This
opinion is given as of the date of
this pricing supplement and is

limited to the laws of the State of
New York and the Delaware

Limited Liability Company Act
and the Delaware General

Corporation Law (including the
statutory provisions, all

applicable provisions of the
Delaware Constitution and
reported judicial decisions

interpreting the foregoing) as in
effect on the date hereof. In

addition, this opinion is subject to
customary assumptions about the
trustee’s authorization, execution

and delivery of the indenture
governing the notes and due

authentication of the Master Note,
the validity, binding nature and
enforceability of the indenture
governing the notes and the

related guarantee with respect to
the trustee, the legal capacity of
individuals, the genuineness of

signatures, the authenticity of all
documents submitted to

McGuireWoods LLP as originals,
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the conformity to original
documents of all documents

submitted to McGuireWoods LLP
as copies thereof, the authenticity

of the originals of such copies
and certain factual matters, all as

stated in the letter of
McGuireWoods LLP dated

August 23, 2016, which has been
filed as an exhibit to the

Registration Statement of BofA
Finance and BAC relating to the
notes and the related guarantees
initially filed with the Securities
and Exchange Commission on

August 23, 2016.

PS-25
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U.S. FEDERAL INCOME TAX
SUMMARY

The following summary of the
material U.S. federal income tax
considerations of the acquisition,
ownership, and disposition of the

notes supplements, and to the
extent inconsistent supersedes,

the discussions under “U.S.
Federal Income Tax
Considerations” in the

accompanying prospectus and
under “U.S. Federal Income Tax

Considerations” in the
accompanying prospectus

supplement and is not exhaustive
of all possible tax considerations.
This summary is based upon the
Internal Revenue Code of 1986,

as amended (the “Code”),
regulations promulgated under
the Code by the U.S. Treasury

Department (“Treasury”) (including
proposed and temporary

regulations), rulings, current
administrative interpretations and
official pronouncements of the

IRS, and judicial decisions, all as
currently in effect and all of
which are subject to differing
interpretations or to change,

possibly with retroactive effect.
No assurance can be given that

the IRS would not assert, or that a
court would not sustain, a

position contrary to any of the tax
consequences described below.
This summary does not include

any description of the tax laws of
any state or local governments, or
of any foreign government, that
may be applicable to a particular

holder.

Although the notes are issued by
us, they will be treated as if they
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were issued by Bank of America
Corporation for U.S. federal

income tax purposes.
Accordingly throughout this tax
discussion, references to “we,” “our”
or “us” are generally to Bank of

America Corporation unless the
context requires otherwise.	

This summary is directed solely
to U.S. Holders and Non-U.S.

Holders that, except as otherwise
specifically noted, will purchase
the notes upon original issuance
and will hold the notes as capital

assets within the meaning of
Section 1221 of the Code, which
generally means property held for

investment, and that are not
excluded from the discussion

under “U.S. Federal Income Tax
Considerations” in the

accompanying prospectus.

You should consult your own tax
advisor concerning the U.S.

federal income tax consequences
to you of acquiring, owning, and
disposing of the notes, as well as

any tax consequences arising
under the laws of any state, local,
foreign, or other tax jurisdiction

and the possible effects of
changes in U.S. federal or other

tax laws.

General

Although there is no statutory,
judicial, or administrative

authority directly addressing the
characterization of the notes, in

the opinion of our counsel,
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Morrison & Foerster LLP, and
based on certain factual

representations received from us,
the notes should be treated as
single financial contracts with

respect to the Underlier and under
the terms of the notes, we and

every investor in the notes agree,
in the absence of an

administrative determination or
judicial ruling to the contrary, to
treat the notes in accordance with

such characterization. This
discussion assumes that the notes

constitute single financial
contracts with respect to the

Underlier for U.S. federal income
tax purposes. If the notes did not

constitute single financial
contracts, the tax consequences

described below would be
materially different.

This characterization of the notes
is not binding on the IRS or the
courts. No statutory, judicial, or
administrative authority directly
addresses the characterization of

the notes or any similar
instruments for U.S. federal
income tax purposes, and no

ruling is being requested from the
IRS with respect to their proper
characterization and treatment.
Due to the absence of authorities
on point, significant aspects of

the U.S. federal income tax
consequences of an investment in
the notes are not certain, and no
assurance can be given that the
IRS or any court will agree with

the characterization and tax
treatment described in this

supplement. Accordingly, you are
urged to consult your tax advisor
regarding all aspects of the U.S.
federal income tax consequences

of an investment in the notes,
including possible alternative
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characterizations.

Unless otherwise stated, the
following discussion is based on
the characterization described
above. The discussion in this
section assumes that there is a

significant possibility of a
significant loss of principal on an

investment in the notes.

We will not attempt to ascertain
whether the issuer of any

component stocks included in the
Underlier would be treated as a

“passive foreign investment
company” (“PFIC”), within the

meaning of Section 1297 of the
Code, or a United States real
property holding corporation,
within the meaning of Section

897(c) of the Code. If the issuer
of one or more stocks included in

the Underlier were so treated,
certain adverse U.S. federal

income tax consequences could
possibly apply to a holder of the

notes. You should refer to
information filed with the SEC by

the issuers of the component
stocks included in the Underlier

and consult your tax advisor
regarding the possible

consequences to you, if any, if
any issuer of the component

stocks included in the Underlier is
or becomes a PFIC or is or

becomes a United States real
property holding corporation.

PS-26
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U.S. Holders

Upon receipt of a cash payment at
maturity or upon a sale,

exchange, or redemption of the
notes prior to maturity, a U.S.

Holder generally will recognize
capital gain or loss equal to the
difference between the amount

realized and the U.S. Holder’s tax
basis in the notes. A U.S. Holder’s
tax basis in the notes will equal

the amount paid by that holder to
acquire them. This capital gain or
loss generally will be long-term
capital gain or loss if the U.S.
Holder held the notes for more
than one year. The deductibility

of capital losses is subject to
limitations.

Alternative Tax Treatments. Due
to the absence of authorities that
directly address the proper tax

treatment of the notes,
prospective investors are urged to

consult their tax advisors
regarding all possible alternative
tax treatments of an investment in
the notes. In particular, the IRS

could seek to subject the notes to
the Treasury regulations

governing contingent payment
debt instruments. If the IRS were

successful in that regard, the
timing and character of income
on the notes would be affected

significantly. Among other
things, a U.S. Holder would be
required to accrue original issue

discount every year at a
“comparable yield” determined at
the time of issuance. In addition,

any gain realized by a U.S.
Holder at maturity or upon a sale,
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exchange, or redemption of the
notes generally would be treated
as ordinary income, and any loss

realized at maturity would be
treated as ordinary loss to the

extent of the U.S. Holder’s prior
accruals of original issue

discount, and as capital loss
thereafter.

The IRS released Notice 2008-2
(the “Notice”), which sought

comments from the public on the
taxation of financial instruments

currently taxed as “prepaid
forward contracts.” This Notice

addresses instruments such as the
notes. According to the Notice,

the IRS and Treasury are
considering whether a holder of
an instrument such as the notes
should be required to accrue
ordinary income on a current

basis, regardless of whether any
payments are made prior to
maturity. It is not possible to

determine what guidance the IRS
and Treasury will ultimately
issue, if any. Any such future

guidance may affect the amount,
timing and character of income,

gain, or loss in respect of the
notes, possibly with retroactive

effect.

The IRS and Treasury are also
considering additional issues,

including whether additional gain
or loss from such instruments

should be treated as ordinary or
capital, whether foreign holders
of such instruments should be

subject to withholding tax on any
deemed income accruals, whether

Section 1260 of the Code,
concerning certain “constructive

ownership transactions,” generally
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applies or should generally apply
to such instruments, and whether

any of these determinations
depend on the nature of the

underlying asset.

In addition, proposed Treasury
regulations require the accrual of

income on a current basis for
contingent payments made under

certain notional principal
contracts. The preamble to the
regulations states that the “wait
and see” method of accounting
does not properly reflect the

economic accrual of income on
those contracts, and requires
current accrual of income for

some contracts already in
existence. While the proposed

regulations do not apply to
prepaid forward contracts, the

preamble to the proposed
regulations expresses the view

that similar timing issues exist in
the case of prepaid forward

contracts. If the IRS or Treasury
publishes future guidance

requiring current economic
accrual for contingent payments

on prepaid forward contracts, it is
possible that you could be

required to accrue income over
the term of the notes.

Because of the absence of
authority regarding the

appropriate tax characterization
of the notes, it is also possible

that the IRS could seek to
characterize the notes in a manner
that results in tax consequences

that are different from those
described above. For example,

the IRS could possibly assert that
any gain or loss that a holder may
recognize at maturity or upon the
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sale, exchange or redemption of
the notes should be treated as

ordinary gain or loss.

Because the Underlier is an index
that periodically rebalances, it is
possible that the notes could be

treated as a series of single
financial contracts, each of which
matures on the next rebalancing
date. If the notes were properly

characterized in such a manner, a
U.S. Holder would be treated as
disposing of the notes on each

rebalancing date in return for new
notes that mature on the next
rebalancing date, and a U.S.

Holder would accordingly likely
recognize capital gain or loss on

each rebalancing date equal to the
difference between the holder’s
tax basis in the notes (which

would be adjusted to take into
account any prior recognition of
gain or loss) and the fair market
value of the notes on such date.

PS-27
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Non-U.S. Holders

Except as discussed below, a
Non-U.S. Holder generally will
not be subject to U.S. federal
income or withholding tax for
amounts paid in respect of the

notes provided that the Non-U.S.
Holder complies with applicable
certification requirements and

that the payment is not effectively
connected with the conduct by the
Non-U.S. Holder of a U.S. trade
or business. Notwithstanding the

foregoing, gain from the sale,
exchange, or redemption of the

notes or their settlement at
maturity may be subject to U.S.

federal income tax if that
Non-U.S. Holder is a

non-resident alien individual and
is present in the U.S. for 183 days
or more during the taxable year of
the settlement at maturity, sale,
exchange, or redemption and
certain other conditions are

satisfied.

If a Non-U.S. Holder of the notes
is engaged in the conduct of a

trade or business within the U.S.
and if gain realized on the

settlement at maturity, or upon
sale, exchange, or redemption of
the notes, is effectively connected
with the conduct of such trade or

business (and, if certain tax
treaties apply, is attributable to a

permanent establishment
maintained by the Non-U.S.

Holder in the U.S.), the Non-U.S.
Holder generally will be subject
to U.S. federal income tax on

such gain on a net income basis in
the same manner as if it were a
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U.S. Holder. Such Non-U.S.
Holders should read the material
under the heading “—U.S. Holders,”

for a description of the U.S.
federal income tax consequences

of acquiring, owning, and
disposing of the notes. In

addition, if such Non-U.S. Holder
is a foreign corporation, it may

also be subject to a branch profits
tax equal to 30% (or such lower
rate provided by any applicable

tax treaty) of a portion of its
earnings and profits for the

taxable year that are effectively
connected with its conduct of a
trade or business in the U.S.,

subject to certain adjustments.

A “dividend equivalent” payment is
treated as a dividend from sources
within the United States and such

payments generally would be
subject to a 30% U.S.

withholding tax if paid to a
Non-U.S. Holder. Under U.S.

Treasury Department regulations,
payments (including deemed

payments) with respect to
equity-linked instruments (“ELIs”)
that are “specified ELIs” may be

treated as dividend equivalents if
such specified ELIs reference an
interest in an “underlying security,”
which is generally any interest in
an entity taxable as a corporation

for U.S. federal income tax
purposes if a payment with

respect to such interest could give
rise to a U.S. source dividend.
However, Internal Revenue

Service guidance provides that
withholding on dividend

equivalent payments will not
apply to specified ELIs that are

not delta-one instruments and that
are issued before January 1, 2019.
Based on our determination that

the notes are not delta one
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instruments, Non-U.S. Holders
should not be subject to
withholding on dividend

equivalent payments, if any,
under the notes. However, it is
possible that the notes could be
treated as deemed reissued for

U.S. federal income tax purposes
upon the occurrence of certain

events affecting the Underlier or
the notes, and following such
occurrence the notes could be

treated as subject to withholding
on dividend equivalent payments.
Non-U.S. Holders that enter, or

have entered, into other
transactions in respect of the
Underlier or the notes should

consult their tax advisors as to the
application of the dividend

equivalent withholding tax in the
context of the notes and their

other transactions. If any
payments are treated as dividend

equivalents subject to
withholding, we (or the

applicable paying agent) would
be entitled to withhold taxes

without being required to pay any
additional amounts with respect

to amounts so withheld.

As discussed above, alternative
characterizations of the notes for
U.S. federal income tax purposes

are possible. Should an
alternative characterization, by
reason of change or clarification

of the law, by regulation or
otherwise, cause payments as to
the notes to become subject to
withholding tax, tax will be
withheld at the applicable

statutory rate. As discussed
above, the IRS has indicated in
the Notice that it is considering
whether income in respect of
instruments such as the notes

should be subject to withholding
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tax. Prospective Non-U.S.
Holders of the notes should

consult their own tax advisors in
this regard.

U.S. Federal Estate Tax. Under
current law, while the matter is
not entirely clear, individual

Non-U.S. Holders, and entities
whose property is potentially
includible in those individuals’
gross estates for U.S. federal

estate tax purposes (for example,
a trust funded by such an

individual and with respect to
which the individual has retained

certain interests or powers),
should note that, absent an

applicable treaty benefit, a note is
likely to be treated as U.S. situs
property, subject to U.S. federal
estate tax. These individuals and
entities should consult their own
tax advisors regarding the U.S.

federal estate tax consequences of
investing in a note.

Backup Withholding and
Information Reporting

Please see the discussion under
“U.S. Federal Income Tax

Considerations — Taxation of Debt
Securities — Backup Withholding
and Information Reporting” in the
accompanying prospectus for a

description of the applicability of
the backup withholding and

information reporting rules to
payments made on the notes.

PS-28
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