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August 4, 2009

The Honorable Steven Chu

Secretary of Energy

United States Department of Energy

Peter R. Orszag

Director

United States Office of Management and Budget

Dear Secretary Chu and Director Orszag:

The National Commission on Energy Policy (NCEP) has actively been exploring new clean energy financing

mechanisms that could help to quickly and efficiently channel financial capital to clean energy technologies and

projects. Recognizing the enormous opportunities and challenges associated with transitioning to a low-carbon

energy system, NCEP has been working with a number of leading professionals in the energy finance and project

development arena to generate pragmatic ideas on how the private sector could work more effectively with the

government to achieve the shared goals of broader and faster deployment of advanced energy technologies.

This letter summarizes the observations, insights, and conclusions emerging from a series of discussions NCEP

convened around the notion of a Public-Private Investment Fund (PPIF) program for clean energy. We believe

this idea holds considerable merit and hope that you find the information that follows useful. The participants in

the NCEP “Clean Energy Finance Working Group” are listed on the final page of this document.

Overview

The Department of Energy (DOE) currently has $6 billion appropriated for its loan guarantee program under the

American Recovery and Reinvestment Act (ARRA), capable of supporting an estimated $50 billion in loans for

advanced low carbon renewable energy projects, depending on OMB scoring. This is in addition to substantial

loan guarantee authority that previously existed as a result of the Energy Policy Act of 2005. Recognizing the

DOE’s obligation to deploy ARRA resources quickly and effectively, NCEP has facilitated a broad dialogue with

financial institutions, private equity, and venture capital firms in an effort to help DOE meet its stated goals,

which are:

Protecting the tax payer;

Identifying projects that are financially sound by utilizing the private sector’s experience and capacity;

Mobilizing private sector capital to be invested alongside the DOE guaranteed loans, thereby increasing

the total capital for renewable energy projects; and

Creating multiple channels to deploy the appropriated funds quickly to “shovel ready projects” that

create jobs pursuant to the Stimulus Act.

With these objectives in mind, NCEP recently convened a diverse working group to develop specific

recommendations for the DOE Loan Guarantee Program under Section 1705 of the Energy Policy Act of 2005

and the ARRA. NCEP transmitted recommendations of this working group for implementation of the Section

1705 Loan Guarantee Program and the “delegated lender program” to Secretary Chu on July 15, 2009.
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More recently, NCEP organized a working group of representatives from financial institutions, private equity

firms, and venture capital firms (the “Clean Energy Finance Working Group”), many of whom participated in the

Section 1705 working group, to explore how the private sector could help maximize the effectiveness of the

Section 1705 Loan Guarantee Program by providing additional equity investments for renewable energy projects

that would be combined with the loans. Our group estimated that up to $5 billion of equity capital is ready to

be mobilized by a Public Private Investment Fund Program. Furthermore, it was the view of our group that DOE

has the existing legal authority to develop a PPIF program.

General Concept

The NCEP Clean Energy Financing Working Group proposes to expand the strategy of delegation through the

creation of one or more Public-Private Investment Funds (PPIFs) focused on clean energy. The PPIF structure

will attract equity capital and provide for its efficient and effective deployment, and will delegate, consistent

with DOE standards, all investment decisions (e.g. project selection and deal structure) to private sector fund

managers. In our Working Group’s view, this approach would deliver several key benefits in support of DOE’s

immediate goals:

Speed (with discipline) – Delegating to large funds rather than by individual projects will increase the

likelihood that the Section 1705 loans are deployed prudently and quickly, thereby fostering near-term

growth in clean energy and creating jobs, consistent with the goals of the ARRA.

Reduced risk for taxpayers – Supporting portfolios of projects is inherently less risky for the taxpayer

than guaranteeing loans to individual projects because losses on some investments will be offset by

gains on others.

Better project selection – Experienced investment managers in the private marketplace, with their own

capital at risk, are likely to find and execute the best clean energy deals. If designed with appropriate

priorities and safeguards, this approach would leverage to the greatest extent the skills and depth of the

financial community.

Accelerating private sector capital off the sidelines – By enabling investment managers to fund a

portfolio of projects and requiring private sector capital to move alongside the DOE loans, this approach

would maximize the level of investments that the DOE resources will stimulate without either DOE or

the private sector increasing its risk of loss.

Key Insights and Recommendations

1. Debt is scarce, equity is not

Capital at the scale required for key large projects is scarce. Although equity funding is readily

available to support the best startup renewable energy companies, with developed projects,

business plans, and management capacity, the collapse of traditional forms of debt financing has

essentially stalled the effectiveness of this capital because project-scale financing is unavailable at

this time. The DOE’s current efforts to mobilize resources are impressive and helpful. However,

evaluating individual loan guarantee applications will be an overwhelming task for the DOE and

could lead to lengthy delays or adverse project selection, either of which could jeopardize the long-

term success of the program. All of the Working Group participants agree that multiple channels
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must be found to help the DOE’s Loan Guarantee funds find their way into “shovel ready” projects

as quickly as possible. This would rapidly bring a substantial amount of equity capital back off the

sidelines.

Our group estimated that up to $5 billion of equity capital is ready to be mobilized by a PPIF

program that offered a debt-to-equity ratio of 1:1. Such an arrangement would be consistent with

the successful Overseas Private Investment Corporation (OPIC) fund model.

The PPIF structure will allow for both equity and combined debt-plus-equity investments. This will

broaden the opportunity set of high quality, investable companies and allow the investment

manager to optimize the security and collateral supporting the DOE loan guarantee.

2. Timing is key, structure should follow

A PPIF offers a very promising model for rapid deployment of 1705 Loan Guarantee Program Funds,

backed by the discipline of highly qualified investment managers. Some of the attributes would be:

o Clear alignment of interests – DOE financing would only go to those private sector

managers who are able to raise equity in the capital markets today and managers who

effectively can match 100% of DOE’s commitment with equity capital raised from outside

sources.

o Positive risk management – DOE loans could be collateralized by a pool of investments in

each PPIF vehicle, thereby minimizing any cost to the taxpayer in the event that any single

project fails.

o Existing federal models – Several successful federal programs, particularly the OPIC

Program, provide useful precedents in terms of risk scoring and policy oversight that

should help speed program development.

o Complementarity to other DOE initiatives – The PPIF program would complement other

approaches contemplated by the DOE, such as the qualified lender program, but has the

advantage of delivering both debt and equity funding in one step rather than multiple

steps. It may therefore be a more attractive mechanism for some investors (and provide

more effective risk-sharing mechanisms for the DOE loans).

o Institutional resource efficiency – The PPIF program would not create any additional cost

burden on DOE as the project investment selection and management would be effectively

outsourced to experienced professionals in the private sector.

A PPIF program should initially focus on supporting the deployment of 1705 resources in the near

term to advance the goals of ARRA. As such, the objective should be to identify a small number of

highly qualified fund managers using a transparent and competitive process who are capable of

sourcing, evaluating, and negotiating multiple medium-to-large scale investments over the next 18-

24 months (i.e. the ARRA time horizon). This approach would ensure that the strongest and most

prudent fund managers would be selected, because it would limit the program in the near-term to

fund managers able to commit equity funds from existing capital under management. As additional

managers demonstrate the ability to raise capital from commercial sources, they could also qualify

for PPIF financing.
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Based on the near-term focus, the target of the PPIF program should be on more mature

technologies and companies which (i) have the financial strength to support DOE loans and (ii) offer

meaningful employment opportunities. Our group estimated that the amount of investment should

be in the $100 - $150 million range per transaction. This would suggest that a group of investors

could pool sufficient private sector equity, on a matching basis with DOE guaranteed debt, to

support a target PPIF size of no less than $1 billion. Assuming that the current OMB subsidy estimate

of 12% is applied, for each PPIF of $1 billion the DOE would need to commit roughly $60 million (i.e.

12% of 500 million face value guarantee) of its $6 billion appropriation. The availability of $5 billion

of private capital at 1:1 leverage indicates DOE would select approximately 10 PPIF fund managers.

Credit Budget Subsidy Scoring – The working group appreciates the need for close collaboration

between DOE and OMB in project-by-project reviews in the initial implementation phase of the Title

XVII program. The key to ensuring a robust score that minimizes taxpayer risk is to adopt a portfolio

management approach. Specifically, DOE, with OMB concurrence, could set a target credit subsidy

cost for the portfolio, with an agreed-to credit scoring methodology for the fund managers to apply

to individual projects. The fund managers could then negotiate terms and conditions for individual

projects in a manner that ensures that the portfolio-wide credit subsidy cost falls within the

portfolio target. Periodic portfolio oversight by DOE, combined with portfolio-wide credit

enhancements such as cross-collateralization, would ensure that the cost to the taxpayer remains

within the established portfolio target.

National Environmental Policy Act (NEPA) – Renewable energy projects funded by a PPIF must

comply with NEPA. However, DOE and the President’s Council on Environmental Quality should

consult to establish a streamlined NEPA process that incorporates the environmental requirements

— including scoping, periods of public comment, Environmental Assessments and Environmental

Impact Statements—conducted by other federal agencies and state governments. It also may be

appropriate for DOE and CEQ to investigate whether compliance with NEPA requirements can be

achieved more effectively and efficiently at a programmatic (or fund portfolio) level rather than

project-by-project. The working group acknowledged that NEPA compliance was a very important

issue that required an intensive review of all possible flexibilities. If this is not done, projects will

take much longer to commence, forestalling the effect of ARRA funding and specifically the near

term job creation.

3. Benefits in the near-term, lessons for the long-term

The OPIC Funds program worked closely with OMB to develop a robust scoring model used to

estimate the credit subsidy cost. A fund-based credit subsidy model was used to score investments

in unrated companies in developing economies and was employed successfully in multiple OPIC-

sponsored funds. Our group strongly recommends that DOE and OMB adopt a similar portfolio-

based model in order to expedite the launch of a PPIF program for clean energy. The group felt that

the OMB approach to scoring could be a critical constraint in the deployment of capital and that

benchmarks need to be established that would add transparency as well as streamline and

automate the scoring process.



The National Commission on Energy Policy is a project of the Bipartisan Policy Center

5

Once the PPIF program is operational, DOE should consider launching a parallel program under its

existing Section 1703 authority targeting technologies that are not eligible to receive Section 1705

funds. A PPIF in this context could fill a much needed gap. The need for commercialization of

innovative technologies, while riskier, also fits extremely well under a public-private investment

fund as outlined above and aligns private sector equity investment with public sector debt in a

manner that enables portfolio risk management to minimize the impact of lower than expected

performance from any one investment.

The experience obtained in running a PPIF program will be invaluable in designing longer-term

programs such as the “Clean Energy Deployment Administration” (CEDA), now under consideration

by Congress, which would provide a sustainable source of funding for clean energy companies

looking to scale. Indeed, there is growing consensus that a long-term government-backed funding

solution will be necessary to help bridge the many market challenges facing promising new energy

technologies, including and perhaps most importantly, scale-up and commercialization risks (a stage

often referred to as the “valley of death”). Without such programs, the ability to introduce

promising technologies into the market at scale will be constrained.

Conclusion

NCEP’s Clean Energy Finance Working Group strongly believes that the PPIF concept holds merit. Such a

program will help mobilize billions of dollars of private capital and leverage private sector talent immediately,

thereby helping the DOE deploy ARRA resources in a timely and disciplined manner. We thank you in advance

for considering these suggestions and our Working Group looks forward to continuing to engage with you and

others in the Administration to work through the issues identified above.

Sincerely,

Jason Grumet
Executive Director, National Commission on Energy Policy
President, Bipartisan Policy Center

cc: Carol Browner, Assistant to the President for Energy and Climate Change
Lawrence Summers, Assistant to the President for Economic Policy


