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Appalachian Regional Commission

ARC’s mission IS to be a strategic partner and advocate
for sustainable community

and economic development in Appalachia.
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County Economic Status in Appalachia, Fiscal Year 2010
(Effective October 1, 2009 through September 30, 2010)
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Goals
Increase job opportunities and per capita income in Appalachia to reach parity with the nation
Strengthen the capacity of the people of Appalachia to compete in the global economy
Develop and improve Appalachia’s infrastructure to make the Region economically competitive
Build the Appalachian Development Highway System to reduce Appalachia’s isolation
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Energy and Economic Development

History of Energy Jobs in the Region

ARC Energy Blueprint;:

e 70,000 new jobs in the renewable energy sector.
(Penn State, 2006)

e . 77 OOO net new jobsin ‘Appalachia by 2030
+ through EE lmprovements Y e |

" (ACEEE, GATech- 2009) 3l
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Energy and Economic Development

NC Sustainable Energy Association, 2010

12,500 full-time equivalent employees
e $3.5 billion in annual revenue

'+ Employment expanded 22% since 2009

e



Presenter
Presentation Notes
ARC is a Federal, State, and local partnership whose mission is to ….


=
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Public Sector Support

National Governors Association, 2010

e 49 states adopted policies for clean energy development
» 47states took action to expand EE measures

~« 39 states:made investments in green economic development

e

“'Federal Programs - loan guarantees, tax credits, grants,
“stimulus funding - s
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In 2006, – the Commission adopted an Energy Blueprint to …

By using its full range of energy resources and staying at the forefront of emerging energy technologies and practices, Appalachia has the potential to increase the supply of locally produced clean energy and create and retain jobs. This approach will help the Region find new ways to satisfy domestic energy demand, minimize environmental impact, and attract service and supply side industries and businesses that rely on energy resources to grow and sustain jobs. 

3 sectors: 
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Private Sector Investment

Volatile but growing in 2010.

Through Q3 2010, total global investment in Cleantech
has been $5.73 billion, ahead of the full-year 2009 total of
$5.69 billion.

Debt markets Q1 & Q2 2010:
'« 3$8.4 billion of asset financings in the U.S.
gL ke 1 billion IOBURO P i i
~ +$22.0billionin China -

CLe tech Group 2010 e BRI
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Private Sector Investment

Top sectors for cleantech investment in 2010:
e solar

e Wind

e transportation

e energy efficiency

~ California based companies accounted for the most
_mvestment ——-recewmg 4(;)% of all prlvate eqmty doIIars
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On behalf of the ARC, I’d like to welcome you to this conference on EE in Appalachia.
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Skadden’s Renewable Energy Capabilities

- Over 2,000 lawyers in 24 offices in 13 countries, including Washington DC, San
Francisco, Los Angeles and New York

- More than 40 practice areas, advising clients in renewable energy matters involving,
among others:

« Energy Projects « Mergers and Acquisitions
+ Energy Regulatory « Environmental

« Tax « Litigation

 Corporate Finance * Real Estate

Intellectual Property

- Add substantial value through our depth and breadth of experience, our industry
knowledge, and our skill bringing together diverse and opposing parties involved in a
difficult and complicated financing transactions; closed over $25 billion in energy finance
transactions

- Skadden is recognized as one of the top-tier firms involved in energy project financing and
electric power projects by numerous publications

- Represent a broad spectrum of U.S. renewable energy clients, including sponsors,
developers, lenders and investors

- The leading electric power (FERC) regulatory practice in the United States, according to
Chambers USA

- Extensive expertise managing the financing of large, often first-of-a-kind, energy projects

Skadden, Arps, Slate, Meagher & Flom LLP 12



- Overview of Project Finance

- Renewable Energy Project Finance Drivers
- DOE Loan Guarantees

- Key Tax Incentives

- Clean Renewable Energy Bonds

- Community Wind

- Other Recent Legislative Developments

Skadden, Arps, Slate, Meagher & Flom LLP 13



- An asset-based debt financing method
— Project company or portfolio holding company is the borrower
— Loan is non-recourse to sponsor
— Debt is only secured by the project assets (real and contractual
assets)
» Liens on property
» Pledge of equity ownership
» Assignment of all contractual arrangements
» Assignment of all project cash flow

— Debt is repaid from the project/portfolio cash flow
- Key differences from corporate finance

— Cash Flow separation

— Non-recourse financing
- Why project finance?

Skadden, Arps, Slate, Meagher & Flom LLP 14




Overview of Project Finance

.......................................................................................................................................................................................................................
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Skadden, Arps, Slate, Meagher & Flom LLP 15



PPA as Basis for Financing

.......................................................................................................................................................................................................................
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Skadden, Arps, Slate, Meagher & Flom LLP 16



Renewable Energy Drivers

- Variety of federal and state policies and incentives are
spurring investment in renewable energy

— Renewable Portfolio Standards

— Renewable Energy Credits

— Carbon Trading

— Feed-In Tariffs

— Tax incentives (Investment Tax Credits, Production Tax

Credits, Grants in Lieu of Credits)

- Commercial drivers

— Fuel diversity

— Reduced carbon footprint

— Public demand

— Price?

Skadden, Arps, Slate, Meagher & Flom LLP 17



Renewable Portfolio Standards

- Renewable Portfolio Standard (“RPS”) —a requirement that a
minimum percentage of electricity be generated by renewable
energy resources by a certain date

- Standards can be enacted at both the State & Federal levels

— Bingaman Proposal at federal level pending as of October 2010 would ultimately
require 15% from renewable sources, including up to 4% through energy
efficiency improvements

— 29 states, the District of Columbia, and Puerto Rico have passed mandatory RPS
programs; 7 more states have passed conditional or non-mandatory renewable
goals

- Diversity exists among state RPS requirements — what qualifies
as a renewable, target amount, dates, special preferences for
types of renewable sources

- Out-of-state power may qualify - either direct sales or RECs

Skadden, Arps, Slate, Meagher & Flom LLP 18



Renewable Portfolio Standards
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Skadden, Arps, Slate, Meagher & Flom LLP 19
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Renewable Energy Credits

- Renewable Energy Credits (“RECs”) - Represent the “green” attributes of
electricity generated from renewable resources, and are traded separately
from the electricity itself.

Derive value from allowing states to meet RPS requirements

Certification procedures assure that the “renewable” aspect \\ﬂ
of each REC is traced to a particular % S
renewable energy generating unit and is not double-counted )
Only statewide and regional markets currently exist in the U.S ( ¢ ’
Utilities currently buy “bundled” RECs in long-term PPAS

Unbundled RECs are sold separately or on OTC markets —

In September 2010, NYSE Euronext & APX unveiled a joint venture
aimed to create a national exchange for RECs
Out-of-state RECs may qualify for interstate trading

* e.g., RECs generated by University of New Hampshire for sale from a
cogeneration facility and a landfill gas-to-energy plant located on the
campus were slated for auction in four New England states on October 13

Skadden, Arps, Slate, Meagher & Flom LLP 20



Carbon Trading

- Market-based approach that constrains the aggregate emissions
of regulated sources by creating a limited number of tradable
emission allowances, which emission sources must secure an
amount equal to their emissions

- Differs from RECs since related to reduction in greenhouse gases
rather than production of renewable energy

- Federal carbon and energy legislation that would set a cap on
carbon emissions passed House only in 2009; as of October 2010,
similar bill is pending before Senate

— federal cap-and-trade bill for industrial greenhouse-gas emissions
not likely to be enacted “anytime soon”

— Whether EPA can set up a carbon-trading program using authority
that it already has under the federal Clean Air Act is an open

question

Skadden, Arps, Slate, Meagher & Flom LLP 21



Feed-In Tariffs

- Feed-In Tariffs (“FITs”) - Obligations imposed on r/I. i) ot

regional or national electric grid utilities to buy
renewable electricity from all eligible participants
and guarantee access to the grid

Key component of European renewable energy economics ,:‘J;' e
Constitutional and federal law (Commerce Clause and Federal
Power Act/preemption) issues complicate the implementation
structure of these tariffs in the U.S.; DOE seeking

FERC/Congressional action to address these issues
At least 18 U.S. states are considering adopting FiTs

California PUC has proposed to set feed-in tariffs for renewable
power transactions of up to 20 MW based on twice-yearly auctions
held by the state’s 3 largest I0Us; individual power prices would be
proposed by each seller

Skadden, Arps, Slate, Meagher & Flom LLP 22



DOE Loan Guarantees

U.S. Department of Energy (“DOE”) Loan Guarantee
Background:

- Section 1703 Program

— Established under Title XV1I of the Energy Policy Act of 2005 to
support “innovative” projects that are unable to obtain conventional
private financing due to high technology risks

- Section 1705 Program

— Established under the Recovery Act of 2009 to support commercially-
proven renewable energy, transmission and biofuels projects that will
commence construction by September 30, 2011

— Able to support innovative technology projects as well as commercially
viable projects that are unable to obtain private loans due to the credit

crisis
- Recovery Act expanded funding and widened scope of eligible
projects

Skadden, Arps, Slate, Meagher & Flom LLP



DOE Loan Guarantees

July 29, 2009 Innovative Technologies
Projects Solicitation

October 7, 2009 Financial Institutions
Partnership Program (“FIPP") Solicitation

Technologies

Project must employ technology that (i)
has not been installed in and used in
three or more projects in the United
States in the same general application as
in the proposed project and been in
operation in each such commercial
project for a period of at least five years
or (ii) involves meaningful and important
improvements in productivity or value in
comparison to commercial technologies
(“New or Significantly Improved

Technology”).

Project must employ technology that has
been installed in and is being used in
three or more commercial projects

anyw here in the world in the same or
substantially similar general application
as in the proposed project and has been
in operation in each such commercial
project for a period of at least two years
("Commercial Technology").

October 5, 2010.

Skadden, Arps, Slate, Meag

Lender Federal Financing Bank (if applicant Private commercial lenders.
seeks a 100% guarantee from DOE).

Applicant Project sponsors or developers apply Lender-Applicants apply to DOE for a
directly to DOE. loan guarantee.

Guaranteed $51B total ARRA loan authority for $21B total ARRA loan authority for

Amount 1703; $10.643B committed as of 1705; $4.1B committed & closed as of
8/21/10 8/21/10

Deadline Round 8, Part 1 application deadline - Part | accepted on a rolling basis; after

notice from DOE, applicant submits Part |,
"I’h’é'lalS‘t"déadIiﬁé"fb]"WHICH'IS'JGEHUHW'"G,' """""
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Key Tax Incentives

- The U.S. Internal Revenue Code contains a number of energy-
related tax provisions for renewable energy projects:

— Accelerated Depreciation. Taxpayers generally allowed to claim
accelerated depreciation deductions over a 5 year recovery period
with respect to the adjusted tax basis for certain renewable energy

property.

— Production Tax Credit (*“PTC””). Taxpayers permitted to claim a
section 45 PTC based on the production and sale of electricity over
a 10-year period for (i) qualified wind facilities placed in service
before January 1, 2013 or (ii) other qualified facilities (i.e., closed-
loop biomass, open-loop biomass, geothermal, hydropower, landfill
gas, trash combustion, marine renewable and hydrokinetic
facilities).

Skadden, Arps, Slate, Meagher & Flom LLP 25



Key Tax Incentives (cont'd)

— Investment Tax Credit (*‘ITC’"). Taxpayers permitted to claim a
section 48 ITC equal to the applicable % of the tax basis of certain
energy property, generally:

« 30% for solar, qualified fuel cell (limited to -
$1,500 per 0.5 kw of capacity), and qualified g~
small wind .

» 10% for qualified microturbine (limited to $200
per kw of capacity), combined heat and power,
and geothermal

— Grants for Specified Energy Property In Lieu of Tax Credits. Cash
grants available with respect to specified energy property in lieu of
section 45 PTCs or section 48 ITCs. The amount of such grant
equals the investment tax credit otherwise available with respect to
specified energy property

Skadden, Arps, Slate, Meagher & Flom LLP 26



Key Tax Incentives (cont'd)

Incentive Amount Deadline Timing
Production | 2.2 cents/kWh in 2010 for | Placed in service before 10 years following
Tax wind & geothermal (subject | January 1, 2013 for wind; placed in service
Credit to inflation adjustment)? before January 1, 2014 for | date

other renewables
Investment | 30% of basis of specified Placed in service before Placed in service
Tax energy property for wind, January 1, 2017 for solar; date
Credit solar & geothermal? before the relevant PTC
deadline for PTC eligible
facilities
30% of basis of specified Placed in service or 60 days after the
Grant energy property for wind, construction began before later of placed in
solar & geothermal? January 1, 2011 service or application
filed

1) Other renewable resources are also eligible, some at a reduced rate (i.e., 1.1 cent/kWh in 2010), e.g., open-loop
biomass and hydropower
2) Other renewable resources are also eligible, some at a reduced rate (i.e., 10% of basis), e.g., microturbines,
geothermal heat pumps, combined heat and power

Skadden, Arps, Slate, Meagher & Flom LLP



Key Tax Incentives (cont'd)

- Certain renewable fuels are eligible for tax credits

— The Energy Policy Act of 2005 established the first-ever federal
Renewable Fuels Standard (RFS), requiring increasing volumes of
ethanol and biodiesel to be blended with the U.S. fuel supply
between 2006 and 2012

— Energy Independence and Security Act, passed in 2007, required the
use of ethanol and other biofuels to rise from 9 billion gallons in
2008 to 36 billion gallons in 2022

— Volumetric Ethanol Excise Tax Credit (VEETC), providing an
incentive to blend ethanol with gasoline, is authorized

through December 31, 2010

— Biodiesel tax credit of $1-a-gallon was enacted 5 years
ago but lapsed on December 31, 2009; the House passed
an extension of the tax incentive in May 2010 but the
Senate has not yet passed a corresponding measure

Skadden, Arps, Slate, Meagher & Flom LLP 28



- Clean renewable energy bonds (“CREBs”) may be used by primarily public
sector entities to finance renewable energy projects.
— Qualifying technologies is generally the same as that used for the federal renewable energy PTC)

— Issuers can be electric cooperatives, government entities (states, cities, counties, territories,
Indian tribal governments or any political subdivision thereof), and by certain lenders.

— CREB:s are issued with a 0% interest rate.
— Borrower pays back only the principal of the bond
— Bondholder receives federal tax credits in lieu of the traditional bond interest
- Energy Tax Incentives Act of 2005 added section 54 to the Internal Revenue Code (later
amended), which provided for a total national volume cap of $1.2 billion for CREBs to
finance eligible clean renewable energy projects

- In 2009, the American Recovery and Reinvestment Act provided an additional $1.6
billion of new CREBs

- IRS announced effective September, 2010, it is accepting applications from cooperative
electrical companies for authority to issue new CREBs for qualified projects

— $190 million volume cap available for cooperatives.
— Deadline of November 1, 2010

- Bond volume for other eligible sectors (government entities and public power providers)
was fully allocated in October 2009

- Bills pending in Congress to repeal limits on issuance of new CREBs

Skadden, Arps, Slate, Meagher & Flom LLP 29



Community Wind

- Renewable energy is generated by wind
turbines that are at least partially owned by
local landowners and other community
members, rather than private developers

- Key differences from traditional wind
development model:

— Local communities play a significant role in
decision-making and goal-setting for the
project.

— Landowners not only get turbine leases, but
also have the opportunity to join the project as
part-owners via investment of their wind rights
Or money.

Skadden, Arps, Slate, Meagher & Flom LLP 30



Community Wind

- Other key features

— Communities can purchase renewable energy while a
developer owns, operates & maintains the renewable

energy system
— Tax benefits are available to the taxpayer-developer
— Developer bears up-front costs of installing the
system and is responsible for financing, construction,
and maintenance

- Community wind projects are in development in
Minnesota, Ohio, North & South Dakota, Texas, and
elsewhere

Skadden, Arps, Slate, Meagher & Flom LLP




Other Recent Legislative
Developments

- On September 26, 2010, the House passed a Rural Energy Efficiency
Loans Bill (HR 4785) that would establish a loan program to help
consumers in rural areas reduce their electricity consumption by
retrofitting their homes and small businesses with new efficiency
measures.

— Rural Energy Savings Program Act (nicknamed “Rural Star”) authorizes
$4.9 billion in loan authority for the Agriculture Department’s Rural
Utilities Service (RUS) to make interest-free loans to rural cooperatives,

which would in turn would make loans to homeowners, farmers and small
businesses at no more than 3% interest.

— Loans between $3,000 and $7,500, could be used for a variety of off-the-
shelf commercial technologles such as sealing, insulation, HVAC systems,
boilers, roofs, and other energy-saving improvements

— Customers would be required to repay the loans within 10-20 years, which
will come primarily through savings on their energy bills. The co-ops would
then repay their loans to the government.

— Companion Senate bill (S. 3102) is pending
- Prospects for “comprehensive” federal energy legislation
— May be passed in “chunks”

Skadden, Arps, Slate, Meagher & Flom LLP 32



Questions?

.......................................................................................................................................................................................................................

Frank C. Shaw

Skadden, Arps, Slate, Meagher & Flom LLP
1440 New York Avenue, N.W.

Washington, D.C. 20005
Frank.Shaw@skadden.com

.......................................................................................................................................................................................................................
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Disclaimers

The information contained in the following presentation is provided for
informational purposes only, and should not be construed as legal advice on any
subject matter.

No recipients of this presentation, clients or otherwise, should act or refrain from
acting on the basis of any content hereof without seeklng the appropriate legal or
other professional advice on the particular facts and circumstances at issue. The
content of this presentation contains general information and may not reflect
current legal developments, verdicts or settlements. The presenters and their
respective firms expressly disclaim all liability in respect of actions taken or not
taken based on any or all the contents of this presentation.

The views set out in this presentation are solely those of the presenters and not of
their respective firms.

TO ENSURE COMPLIANCE WITH TREASURY DEPARTMENT
REGULATIONS, WE ADVISE YOU THAT ANY FEDERAL TAX
ADVICE CONTAINED HEREIN WAS NOT INTENDED OR WRITTEN
TO BE USED, AND CANNOT BE USED, FOR THE PURPOSE OF (1)
AVOIDING TAX-RELATED PENALTIES UNDER THE INTERNAL
REVENUE CODE OF 1986, AS AMENDED, OR (11) PROMOTING,
MARKETING OR RECOMMENDING TO ANOTHER PARTY ANY
TAX-RELATED MATTERS ADDRESSED HEREIN.

Skadden, Arps, Slate, Meagher & Flom LLP 34



Renewable Energy For America
Program

Development




What Is the Renewable Energy
For America Program?

* Program designed to assist farmers, ranchers and rural
small businesses with renewable energy and energy
efficient improvement projects

e This program provides grants and loan guarantees for
renewable energy and energy efficiency projects

o Originally created as a 5 year program. Renewed and
expanded in the latest Farmbill.
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Presentation Notes
The Farm Bill established the Renewable Energy Systems and Energy Efficiency Improvements Program under Title IX, Section 9007. This section directs the Secretary of Agriculture to make loans, loan guarantees, and grants to farmers, ranchers and rural small businesses to purchase renewable energy systems and make energy efficiency improvements.  Congress provided $23 million to fund the program in each of fiscal years 2003 and 2004.
 
The Secretary of Agriculture delegated the responsibility for this program to the Rural Development – Business Programs of U.S. Department of Agriculture.
 
The USDA anticipates that this program will help farmers, ranchers and rural small businesses reduce energy costs and consumption and help the nation meet its energy needs.  The program will also help support and stimulate rural economic development by helping agricultural producers and rural small businesses create new sources of income, to create new jobs, and to create new uses for agricultural products and wastes.  
 
The USDA is in the process of developing a final regulation for this program.  In the meantime, the program has been implemented through annual Notices of Funds Availability. During the first two years, a total of $44 million in grants was awarded to 281 agricultural producers and rural small businesses in 33 states.  


Definitions -

* Renewable Energy System is a process that produces

energy from renewable energy sources (energy derived from a
wind, solar, biomass, geothermal, or anaerobic source)

« Energy Efficiency Improvement isan improvement to
a facility or process that reduces energy consumption

—— o

Development




Energy Program Eligibility
o Applicant

1. Agricultural Producer or Rural Small Business
2. US Citizens or Permanent Residency

3. Entities 51% or + US owned

4. No Fed Judgments, Delinguencies, Debarment
5. Demonstrated Financial Need!!! (Grants)

* |f applicant has received one or more grants under
program then satisfactory progress must be made towards
completion of any previously funded projects before any
subsequent funding awarded.

USDA ',*
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Presentation Notes
Pursuant to the Farm Bill, eligible applicants include farmers, ranchers and rural small businesses.  To be eligible for grants, applicant must demonstrate financial need as determined by USDA. 
   Rural area- any area other than a city or town that has a population greater than 50,000 and the urbanized area contiguous and adjacent to such a city or town.    
   Agricultural producer - An individual or entity directly engaged in the production of agricultural products, including crops (including farming); livestock (including ranching); forestry products; hydroponics; nursery stock; or aquaculture, whereby 50 percent or greater of their gross income is derived from the operations.
   Small business. An entity is considered a small business in accordance with the Small Business Administration (SBA)  small business size standards by North American Industry Classification System (NAICS) found in title 13 CFR part 121. A private entity including a sole proprietorship, partnership, corporation, cooperative (including a cooperative qualified under section 501(c)(12) of the Internal Revenue Code) and an electric utility including a Tribal or Governmental Electric Utility that provides service to rural consumers on a cost-of-service basis without support from public funds or subsidy from the Government authority establishing the district. These entities must operate independent of direct Government control. Public or private nonprofit is excluded, except as provided above. A very small business is a business with fewer than 15 employees and less than $1 million in annual receipts. 
   Demonstrated financial need -- the applicant must demonstrate that it is unable to finance the project from its own resources or other funding sources without grant assistance, or that the project proposed by the applicant cannot achieve the income and cashflows to sustain it financially over the long term without grant assistance.

 New clause about satisfactory progress has been added.


Eligibility

e Project

A. Purchase a Renewable Energy System or Make Energy

Efficiency Improvements
B. Precommercial or Commercially Available Technology
C. Technical Merit (Determined by Tech Report)
D. Rural Area location (Under 50,000 Population)

E. Applicant = Owner, control of O&M, 3" party can be
used to manage

F. Site controlled by applicant for financing term

G. Revenue sufficient to cover O&M, Management, debt
service for the life of the project.

USDA manle
- gé.vrgnlnp mer:lt
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Eligible renewable energy projects include systems that generate energy from wind, solar, biomass, or geothermal source or that produce hydrogen derived from biomass or water using a renewable energy source. Renewable energy projects can include the generation of electricity, heat, fuels, or hydrogen.  Energy efficiency improvement projects are also eligible.  Energy efficiency projects typically involve installing or upgrading equipment that results in a significant reduction in energy use from current operations.   

Grant requests must not exceed 25% of the eligible project costs, and the combined total of grant and loan guarantee cannot exceed 50% of a project’s costs.  
 
In 2005, the USDA requires the following definitions and conditions for grants:  
· Projects must be located in a rural area. 
  Residential uses are not eligible.
 There is no upper limit on project size, but the maximum grant size for energy efficiency projects was $250,000 and the maximum grant for renewable energy projects was $500,000.  Grant requests have to be for at least $2,500 per application.
· Grant funds can only be used for commercial or pre-commercial technology.  They cannot be used for research, development, land acquisition, or crop production. 

In addition, grant recipients in 2005 have to be the owner of the system and control the operation of the proposed project.  If grant recipients sell the project to a buyer that is not eligible under the above definitions, the Government may recapture a prorated portion of the grant funds for up to 20 years.  






Energy Program Eligibility

» Grants request can be up to 25% of total eligible project costs
— Renewable Energy:
« $2,500 to $500,000

o If total eligible project costs over $200,000 then Business level
feasibility study.

— Energy Efficiency
« $1,500 to $250,000

o If total eligible project costs are over $50,000 then an energy
audit is required, otherwise energy assessment.
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So What Costs Are Eligible?

. Post-application purchase and installation of

equipment, (or remanufactured), except agricultural
tillage equipment, used equipment, and vehicles

. Post-application construction or improvements, except

residential , 1.e., now assisted livings.

. Energy Audits or Energy Assessments

. Permit and License Fees

. Professional Service Fees, except for app prep
. Feasibility Studies and Technical Reports




So What Costs Are Eligible

7. Business Plans
8. Retrofitting
9. Construction of a new EE facility in some cases only!

REMEMBER - Only costs identified in the energy audit
for EE improvements are allowed!



Presenter
Presentation Notes
Number 9, A new EE facility only when the facility is used for the same purpose, is approximately the same size and based on the energy audit will provide more energy savings than improving an existing facility. Only costs IDed in the energy audit for EE improvements are allowed.


Application Requirements

* Must meet eligibility requirements for:
— Applicant
— Project
— Financial Need
— Replicability
— Complete application

» To qualify for funding, the application will also have to pass:
— Technical Review

— National Environmental Policy Act (NEPA) Review




Guaranteed Loan Program

» Eligibility requirements are the same
» Loans made by private lender are insured by Federal Government

» Guaranteed Loan funds can be used for working capital and land
acquisition (which is different than the grant program)

 Amount of loan (or combined loan and grant) made will not exceed
75% of eligible project costs

e  Minimum is $5,000 and Maximum is $25 Million

» Projects with total eligible project costs less than $600,000 use a
simplified application process




Guaranteed Loan Program (cont.)

Interest Rates negotiated between Lender and Borrower

Collateral sufficient to protect interests of Lender and
Government

Equity requirements — Loans of $600K or less 15%
Loans over $600K 25%
FMV of RE pledge can be counted towards equity

Lender must be an eligible lender.

USDA
e a

Rural ——
Development




Guarantee Thresholds

85% for loans of $600,000 or less
80% for loans greater than $600,000 up to $5 million
70% for loans greater than $5 million up to $10 million

60% for loans greater than $10 million up to $25 million




Fiscal Year 2010 Funding

e Tennessee Is currently accepting applications for 2011
e $10 Million in allocation for Guaranteed Loan & Grant

« 50 Applications received for FY 2010. 32 Applications
Awarded In first two rounds, 18 pending National Office
Reserve Requests




8 Regional Area Offices to Serve You

Tennessee State Office

. . . Nashville Area Office Bobby Goade - State Director Cookeville Area Office Knoxville Area Office
Union City Area Office Chris Westbrook - Area Director 3322 West End Ave, Ste 300 Jerry Jolley - Acting Area Director Jerry Amonett - Area Director
Harriet Cannon - Area Director 3322 West End Ave, Ste 302 Nashville, TN 37203 390 S. Lowe Ave, Ste K 4730 New Harvest Ln, Ste 300
;11216 s;«; ﬁ}v: SSBt;B?I Nashville, TN 37203 g;g;gg‘;i”gg Cookeville TN 38501 Knoxville, TN 37918

nion City, chris.westbrook@tn.usda.gov N ) jerry.jolley@tn.usda.gov jerry.amonett@tn.usda.gov
I;g;r:gg?gngggtn.usda.guv 2}313;?23 B By B e tacting) 931-528-6539 x2 865-523-3338 x4
3149 x1359 Keith Head . Commmity Pregrams 800-342-3149 x1493 800-342-3149 x1491

B800-342-3149 x1487

S

Greeneville Area Office
Charles Brooks - Area Director
214 N. College St., Ste 300
Greeneville, TN 37745
charles.brooks@tn.usda.gov
423-638-4771 x4
800-342-3149 x1490

Wayne I.amnos

= J

Franklin Telecom Programs Electric Programs
A \ ._i | Terry Kokinda - State Field Rep. Carl Wilson - State Field Rep.
Nashville, TN Clarksville, TN

Jackson Area Office Lawrenceburg Area Office Chattanooga Area Office temry. kokinda@wdc.usda.gov carl. wilson@wdc.usda.gov
Kathy Brantly - Acting Area Director Faye Rodgers - Area Director Rickey Hickman - Area Director 615-826-2384 931-358-3225
85G Stonebrook Commons 237 Waterloo Street 309 A North Market Street
Jackson, TN 38305 Lawrenceburg, TN 38464 Chattancoga, TN 37405

kathy.brantley@tn.usda.gov faye.rodgers@tn.usda.gov rickey.hickman@tn.usda.gov

731-668-2091 x2 931-762-6913 x4 423-756-2239

800-342-3149 x1495 800-342-3149 x1494 800-342-3149 x1492

Will Dodson Email: will.dodson@tn.usda.qgov

——

Development

Comm#ted to the future of rural comenunities
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b\Z\Q Pathway Lending

Go Green. Save Green.

b\z\Q Pathway Lending



Overview:

Pathway Lending is a Private, Non-Profit Economic
Development Lender certified by the U.S. Department of
Treasury. We provide loans to Tennessee businesses lacking
access to traditional financing.

Founded: 1999
Lasting Community Impacts: $45+ Million Loaned

— 450+ Loans to 350 Tennessee Businesses.
— 1,500 Jobs Created, 2,600 Jobs Retained in Tennessee.

b\z\Q Pathway Lending



Why Energy Efficiency?
A BIG Opportunity for Tennessee Businesses.

eEnergy Impacts:
Energy efficiency measures have the potential to reduce U.S.

energy demand growth by more than 20% by 2020.

eEconomic Development Impacts:
Jobs created/retained with savings & improved productivity.

eCompanies in Distressed Communities:
88% of large industrial facilities/ 1,556 facilities in Tennessee.

eUnrealized Savings:
75% of energy efficiency recommendations go unimplemented.

b\z\Q Pathway Lending




Impacts of Financing:

Energy Savings Assessments Make
Recommendations

Are funds available for implementation?

T B

Projects go unfunded: Pathway Lending Loans:
1) IRR s too low 1) Flexible Terms
- : 2) Below Market Rates
2) Traditional banks will 3) Shared Savings Model

not typically finance

. =

Jobs

No Jobs Energy

No Ener Created :
Created or _ &Y And Savings
Retained Savings " Realized
Retained

b\Z\Q Pathway Lending



Pathway Lending Energy Efficiency Loan Fund
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Energy Efficiency Loan Fund Basics:

What:

A low-interest, revolving loan fund to finance energy
efficiency and renewable energy projects in Tennessee.

Target Markets:

Industrial, Commercial, and Private Non-Profit facilities
located in the state of Tennessee.

Projects:

Any investment in a fixed asset that provides significant
reductions in energy, emissions, and/or utility
consumption.

b\Z\Q Pathway Lending



Energy Efficiency Loan Fund Basics:

Loan Amount:
Range from $20,000 - $1,000,000

Program Features:

e Below Market Rates

e Terms Up to 10 Years

e Up to 100% Project Financing:

— Assessment, engineering, purchase and installation costs.

e Shared Savings Option — Up to 50% Share!

b\Z\Q Pathway Lending



Energy Efficiency Loan Fund Basics:

Shared Savings Option:

Projects with repayment periods of less than 10 years
are eligible to participate.

Borrowers retain up to 50% of Energy Cost Savings
while the remaining savings repay the loan.

May allow companies to double the simple payback
period.

b\Z\Q Pathway Lending



Application Considerations:

Financial Test:
Can the company repay the loan, even if no savings occur? What
do the last 2 years financials look like?

Energy Savings Test:

Does the company have a complete assessment, audit, or
vendor proposal detailing project cost and energy savings? Can
the savings repay the loan within 10 years?

Job Creation/Retention Test:
How many jobs will be retained and/or created due to the
savings generated by this project?

b\Z\Q Pathway Lending



Applicant Profile A:

Type of Industry Tire Production

Energy Efficiency Measure(s) Optimize boiler operation,
improve insulation

Project Cost $180,000

Annual Energy Savings 93,000 MMBtus of natural gas
224,000 gallons of No. 6 fuel

Annual Cost Savings $75,000

b\Z\Q Pathway Lending




Applicant Profile A:

Energy Efficiency Loan Amount: $180,000

Simple Payback with 5% Fixed Interest Rate

Monthly Savings Amount $6,250
Monthly Payment Amount $6,250
Term 31 Months

Payback with 5% Fixed Interest Rate &

Shared Savings Option
Monthly Savings Amount $6,250
Monthly Payment Amount $3,125
Term 66 Months
Shared Savings Retained $206,250

b\z\Q Pathway Lending



Applicant Profile B:

Type of Industry Steel Products

Energy Efficiency Measure(s) Upgrade burners, retrofit
lighting with T8 ballasts

Project Cost S1,000,000

Annual Energy Savings 95,000 MMBtus of natural gas
400,000 Kwh electricity

Annual Cost Savings $375,000

b\Z\Q Pathway Lending




Applicant Profile B: &=

Energy Efficiency Loan Amount: $1,000,000
Simple Payback with 5% Fixed Interest Rate

Monthly Savings Amount $31,250
Monthly Payment Amount $31,250
Term 35 Months

Payback with 5% Fixed Interest Rate &

Shared Savings Option
Monthly Savings Amount $31,250
Monthly Payment Amount $15,625
Term 75 Months
Shared Savings Retained 51,171,875

b\z\Q Pathway Lending



b\Z\Q Pathway Lending

Financing Businesses. Strengthening Communities.

Amy Bunton

Senior Vice President
201 Venture Circle
Nashville, TN 37228

amy.bunton@pathwaylending.org

b\z\Q Pathway Lending
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NATURAL CAPITAL INVESTMENT FUND
THE CONSERVATION FUND

Public/private financing of renewable energy
projects

Federal Reserve Bank webinar

October 21, 2010

Rick Larson, NC Program Director
rlarson@conservationfund.org; www.ncifund.org
P.O. Box 271

Chapel Hill, NC 27514 NCfF

NATURAL CAPITAL INVESTMENT FUND
THE CONSERVATION FUND
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NATURAL CAPITAL INVESTMENT FUND Ove rVI eW

THE CONSERVATION FUND

» Business investment arm of The
Conservation Fund -- leading US land and
water conservation organization

(www.conservationfund.orq)

« Patient capital for businesses that use
natural resources sustainably, including:

-- Renewable energy & fuels
-- Energy efficiency
-- Green building projects & products

¢ $8 M fund founded 2001; 45 companies
funded to date; average amount ~ $100,000

* $35,000 - $250,000 to any one company;

flexible terms: deferred principal; balloon
payments with longer amortizations

*  NCIF reduces risk for traditional lenders
through subordination, technical assistance,
and sector expertise

» Good fit with renewable energy companies:
-- young 7
-- new sectors NCIF

-- need patient Capital NATURAL CAPITAL INVESTMENT FUND

THE CONSERVATION FUND
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Company: FLS Energy, Inc.
Location: Asheville, NC

Total Project Costs: $250,000; NCIF $200,000

About the Company: Designer/installer of solar thermal
(hot water heating) and solar photovoltaic (electric
generation) systems for residential and commercial
customers.

Drivers for growth: a) state and federal tax credits for solar
energy installations; b) 2007 North Carolina Renewable
Portfolio Standard (RPS) c¢) growing public awareness about
global warming.

Signature projects:
-- 100-panel solar thermal system on the roof of the LEED-
certified Proximity Hotel in Greensboro, NC.

-- 900 individual solar thermal systems for Camp Lejeune
housing.

-- SEPA program: Public agencies/non-profits can install
solar thermal systems at minimal cost, purchase power
at below market prices.

Role of NCIF: Funded expansion of work crews and
development costs for 500 MW solar farm in Haywood

County Rationale: Creating good jobs with benefits 7
(health insurance); draws on local green job training NCIF
program.

NATURAL CAPITAL INVESTMENT FUND
THE CONSERVATION FUND

Company Website: www.flsenergy.com



http://www.flsenergy.com/index.php/solar-energy-learning-resources-and-videos�
http://www.flsenergy.com/�

FLS Energy, Inc., Asheville, NC:
Public/private financing of Solar Energy projects

1. Relationship with renewable energy tax credit investor fund.
- 2. Installs solar thermal (hot water) system on roof of non-profits,
companies, public agencies. No upfront cost to client.
. 3. Finances installation with internal working capital & lines of credit.
4. Owns system; sells renewable energy tax credits: 80% at

commissioning, last 20% flows after 90 day certification.

5. Creates long-term revenue streams:
a) Sale of RECs on annual basis to utility.
b) 10 year contract to sell client BTU’s of hot H20 at
10 — 40% below-market.

Challenges:

A. Identifying enough tax credit
Investors.

B. Cash flow during construction

(until commissioning).

1 C. REC purchasers only in states
i w/ Renewable Portfolio Standards.

7
NCIF

NATURAL CAPITAL INVESTMENT FUND

THE CONSERVATION FUND
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Presentation Notes
Organized by a money center bank. 
 Site lease for roof 
RECs are state specific
RETCs are state and federal At 90 days, acctg. Firm certifiess that system is operating and qualifies for state/federal tax credits. RETCs cover slightly more than 50% of cost of system.
A) PV RECs have to be sold to local utility;. FLS an aggregator of solar thermal RECs for Duke  (if an entity doesn’t have a REC contract).  FLS essentially a non-regulated utility for solar thermal.  PV can only be sold to utilities. Discount depends on current method of heating H2O

Challenges:
A.  Need investors with both NC and federal tax liabilities;  no state tax credits in surrounding states limits projects.
 Rapid growth;  hard to find construction financing, esp. in credit constrained environment. HL:  “One of the challenges we’ve had with regards to financing is that the USDA will not guarantee construction loans and banks are VERY apprehensive about providing the construction funding. Once the project is built, USDA is an option and banks are also willing to be involved, but the gap for construction is HUGE. It’s a policy issue that is substantially hindering rural development of renewable energy projects.If the government would guarantee construction loans (through USDA or SBA), we would be able to create more long-term jobs and install more renewable energy projects.”

 RECs are driven by Renewable Portfolio Standards (only NC has them in SE).  NEED A NATIONAL RPS so that RECs can be sold to utilities nationwide. 


http://www.flsenergy.com/index.php/learn-about-the-experiences-fls-energy-has-had/category/1�

Financing Issues: Lessons from the field

 What's it worth? (Collateral)
-- Useful life
-- Property values and “green” revenue potential still being proven
-- Tax credit investors have priority

« Upfront costs (Capital)
-- As technology costs have fallen, financing mechanisms more
important
-- pick the right technology
-- construction working capital the issue
-- create financing structure to meet the user’s needs

» Sources of risk (Capacity, Conditions & Character)
-- Management teams (mission driven; moving laterally from similar
industries)
-- Markets & customers are slow to develop
-- Regulation dependency (need a national RPS)
-- Macroeconomic factors (housing; credit; commaodities)

NATURAL CAPITAL INVESTMENT FUND
THE CONSERVATION FUND
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Rents ended up being more like the Morgantown market




Wrap-Up

 Thanks to all
e For a copy of this presentation go to:

http://www.richmondfed.org/conferences and events/community dev
elopment/2010/fin_opps_rural_comm_webinar_improving energy _inf
rastructure 20101021.cfm

o Next Webinar in the Series
o November 16, 2010 at 10 a.m.
o Preserving Housing and Historic Buildings

> Register online at |
www.clevelandfed.org/Community Development/events/Rural Co
mmunity Webinars
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Presentation Notes
Jessica LeVeen Farr
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