Energy and Technology Committee

Testimony Submitted by Kenneth Berlin

General Counsel, Coalition for Green Capital

Pubhc Hearing — March 15, 2011

Senate Bill No. 1 - AN ACT CONCERNING CONNECTICUT’S ENERGY FUTURE

Thank you for the opportunity to present testimony regarding Senate Bill Number One - AN
ACT CONCERNING CONNECTICUT’S ENERGY FUTURE.

I am the General Counsel of the Coalition for Green Capital (CGC). The CGCisa non-profit
organization working to establish investment funds on a state, national, and international level
that would provide low-cost loans to clean energy and energy cfficiency projects. Commissioner
Dan Esty and I have known and worked with each other for many years and we are discussing
my taking an unpaid position with him as a Special Policy Advisor.

The CGC believes that low-cost financing can have a dramatic effect on lowering the cost of
clean energy and energy efficiency projects. This is critical to a state like Connecticut that has a
RPS, but which is importing most of its renewable encrgy credits from projects outside the state.
Tt is also critical if Connecticut wants to lower the cost of doing business and living in the state
by expanding the funding needed to bring energy efficiency projects to scale. If Connecticut can
lower the cost of these projects, there is a much greater chance that renewable energy projects
will be built in state and that there will be many more energy efficiency projects in the state,
creating Connecticut jobs, lowering the cost of electricity, and keeping hard-earned Connecticut
funds in Connecticut.

In order to accomplish these goals, the CGC recommends the establishment of a financing entity
which we can preliminarily call the Connecticut Energy Investment Fund. The Fund would -
provide low-cost loans to clean energy and energy efficiency projects by relying on re-purposed
existing funds as well as tapping private capital markets. The Fund would require no new
appropriations from the Connecticut government.

Here is how a Connecticut Energy Investment Fund would keep down costs of clean energy
projects. First, our studies have shown that even today, when the cost of commercial loans is
relatively low, inexpensive, low-cost financing can reduce the cost of a wind or solar project by
15-25%. Earlier last year, when commercial interest rates were higher, low cost long term loans
would have reduced the cost of a project by up to 40%. A chart analyzing this, based on actual
PV solar projects, is attached to this testimony.

Second, if a fund is established, the Fund would also seek private funds to supplement its capital.
We think that Connecticut businesses and investors will step up to this challenge.




Third, establishing the Fund would greatly reduce the cost to Connecticut of supporting clean
energy and energy efficiency projects by making one dollar go much further than under current
programs. An independent investment fund can leverage its capital so that $1 can support $5 or
more of lending. The Fund would invest in low-risk, commercially-ready renewable energy
projects, and because the fund would be a not-for profit entity, it would have no incentive to take
risks with its capital. It would be subject to capital rules and other restrictions designed to ensure
that there is an adequate capital reserve to cover all project risks. And the legislature would set
the upper limits on the leveraging that the Fund could employ.

Fourth, there are at least 13 different funds in S-1 that support renewable energy and energy
efficiency projects. Consolidating the financing portions of many of those funds would enable
the Connecticut Energy Investment Fund to leverage these funds while greatly reducing the
administrative costs of running multiple overlapping funds.

Fifth, we recommend that this fund be a quasi-governmental entity. The Fund CEO and Directors
would initially be appointed by the Governor, but the fund would be independent from the
government and would not be a state agency. The Fund would reinforce public policy with
private sector expertise and discipline.

Finally, the fund would provide up to 100% long term low-cost financing to energy efficiency
projects. We have found that even though energy efficiency projects lower costs and recover
capital investments in many cases in a relatively short period of time, homeowners and small
businesses resist using their discretionary funds on energy savings. They have other uses of the
funds that usually take precedence. It thus has proven difficult to bring energy efficiency projects
to scale anywhere in the U.S. Bringing energy efficiency projects to scale in Connecticut requires
that retrofits occur on hundreds of thousands of buildings - there are over 1.4 million residential
buildings and 95,000 commercial buildings in the state. We believe that the potential scale of
funding that the Connecticut Clean Energy Investment Fund would provide would belp solve this
problem. ‘

] have also attached a PowerPoint that explains these issues in much more detail. I am always
available to answer questions and can be reached at 202-468-9040.
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(CGCO) 1s a non-profit organization that exists for the purpose of

‘advocating tax and finance policies that support investment in energy

efficiency and clean energy. CGC pursues such policies at the national,
state and international level.

Clean mbmam% Finance Center — the Clean Energy Finance Center
(CEFC) is a recently established non-profit organization that serves as
a nexus for objective research and analyses of clean energy and energy
efficiency finance and as a catalyst for economic development for the
State of Connecticut by building a new cluster in the emerging sector
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Here’s how $1 in public investment can return at
least $35 in Gross State Product (GSP) in
Connecticut through a private sector multiplier:

1. $1 in invested in Energy Efficiency in CT returns $7 in GSP

2. $1 in public investment can be matched, or “leveraged”, with $5
or more of private capital |

3. BEvery $1 public of investment can enable at least $5 of total
efficiency investments in CT, which in turn yields $35 in G

©) ¢1x$5x$7 = $35)
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Connecticut Energy Investment Fund

+ Combines currently existing entities and funds into a single
organization to advance Connecticut’s clean energy economy

+ Serves as a catalyst for public-private partnerships to scale
investments in clean energy and energy efficiency in our
communities — and allows public dollars to go further

+ Invests in Energy Efficiency, Distributed Generation, and
Electrification of Vehicles

+ Targets Commercial, Residential, and Public Buildings and
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Thete ate some government ptogtrams, but they

are scattered; because knowledge is specialized
| 2

The solution: Create a new CT Energy Investment Fund that centralizes existing
programs and is granted other authorities

AR e

“The case for centralization is to bring scale to financing to help programs
and companies achieve scale”

Standardization in financing contracts

-Will speed 1 tocessing, lower. costs,-and permit .
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More effective use of limited public financing resources
+ Combine public financing for projects that require multiple forms and

sources of public financing support, including financing support from a
complementary proposed federally-created Energy Investment Trust

+ Develop a core set of experienced staff to increase effectiveness of limited
public financing resources and reduce overall administrative costs |

Make public financing more attractive as an inducement
for significant private capital investments

2

+ “One-stop-shopping” will simplify public financing for private developers
,_ wav .M. and capital sources, and thereby encourage greater private investment

= 4 Investment Fund can validate worthiness of projects for private inve
coafition for CLEAN ENERGY
green capital | FINANCE CENTER
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Financing is an area of muarket failure in energy efficiency —
these investments have a quick payback (and therefore have
high rates of returns) but cannot be easily financed

+ Many projects are small

+ There is no standardization for performance of technology E,umhmmom
documentation, security for lenders (against default, fraud), contracts

+ Bank capital rules will continue to make bank lending difficult to obtain

+ Private investors (endowments, individuals, investment managers) have
cxpressed interest in investing in energy efficiency but limited amount
of assets and lack of standardization of underwriting standards and
contracts prevent participation

coalition for
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+ Connecticut’s RPS is being met almost exclusively by RECs
purchased from outside of Connecticut

+ Low-cost financing could make Connecticut renewable

energy projects competitive with out of state sources of
RECs

+ Low-cost financing will reduce the cost of projects
significantly (see appendix) while ensuring maximum
efficiency in the usage of state funds

+ Private capital will be a critical driver of the industry

CLEAN ENERGY
FINANCE CENTER
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Local consumetr-to-consumer and business-
to-business marketing optimized for our
compact state

+ Take economic lessons learned from 10 years of clean

energy and energy ome@bQ incentives to educate target
segments

+ Utilize the latest approaches in vm.rmﬁoﬁ& @mu\nroyom% and
enabling technologies to create demand

+ Provide financing solution that meets modest hurdle rates
of target demand segments |
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Ken Berlin: General Counsel
(kenneth.berlin@skadden.com)

+ Alex Kragie: Vice President, Coalition for Green Capital
(alex@coalitionforgreencapital.com)

+ Kerry O’Neill: Executive Director, Clean Energy Finance Center;
President, Dlarth Markets (kerrv(@cleanenergyfinancecenter.org)

+ Bryan Garcia: Program Director, Yale Center for Business and the
Environment; Board Member, Clean Energy Finance Center

(btyan.garcia@gyale.edu)
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ADDITIONAL NOTES , municipalities for Energy Savings

Performance Contracting and Property
Assessed Clean Hnergy

+ STRUCTURE

+  Could be a new not-for-profit - + ROLE IN ENERGY SAVINGS
possibly administered by a third party PERFORMANCE
{VT and OR take this approach) CONTRACTING (ESPC)

. Or could put it in an existing quasi- . ) ;
public nn%a\ for them to mmm:mamﬁnn a3 Program management: provide

muritcipalities and school boards with

outlined through a third party technical assistance with project design

. Financing: serve as aggregator smaller
+ BONDING AUTHORITY projects y
. Partnership can be established with . Note: Enabling legislation needed to
‘existing entity in state with bonding let State and municipalities enter into
authotity or Green Bank should be ESCO contracts

established with bonding authority
. The Connecticut Green Bank could 4+ ROLE IN PROPERTY

issue bonds that could be guaranteed

by a federal financing nnmm.w known as %%%mmmc CLEAN ENERGY
the “Energy Investment Trust,” A v

thereby eltininating the tisk default .

Program management: provide
municipalities with technical assistance
for program design/implementation

while investing the proceeds in clean
energy and energy efficiency activities
that would create’jobs in the state of
Connecticut e Financing: serve as aggregator for
bonding Nnmﬁ.ﬁ have all'1
municipalities doing this on their own)

+ USE(S) OF FUNDS
. Strategies to leverage public fundin + THIRD PARTY

with private sector mvestments an ADMINISTRATION

provide competitive loan rates

. : e | . For program administration and
sl buydovns cxtdie aencing dengry moddls
o i o including structuting of tevolving loan
reserve fund, loan guarantees, .

etc.) to achieve potential leverage fund, raising capital, lending

of public sector dollars with
ptivate funding of §5-20:1

Direct lending through a revolving
loan fund

Program development, administration
and technical assistance to
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_ The benefits of low-cost, long-term finance are clear: Solar

Market Financing

Assumptions: EIT Financing
CAPEX - Northeast (Rhode Island)  [$/kw] $4,180 $4,180
CAPEX - Plains (Kansas) [$/kW] $4,190 54,190
CAPEX - Southwest (Arizona) [8/kwW] : $4,1590 $4,190
Tenor Years 10 20

Solar Case/Coverage DSCR 1.40x 1.30%
Interest Rate [%] - . 6.8% 4.5%

Balance at Maturity Balance Fully Repaid

IRR to Equity (Leveraged) 11.0%

Revenue Requirement (2012 Power Price)
@ 2% Escalation

Northeast
Plains
Southwest

[$/MWh] .-

Balance Fully Repaid

11.0%

* Low-cost financing reduces the delivered electrici rices of solar photovoltaic
g P P

projects by 20-25%, this puts solar within striking distance of current peak power

prices, and generates electricity at the time when its most needed (peak hours) at the

location where its most needed (close to the load).

* With low-cost financing provided by the Energy Independence Trust, the investors’ internal
rate of return can be maintained while keeping the cost to consumers at or below current
delivered peak power prices. The cost of delivered electricity is reduced by $25-34/MWh

Notes:

- CAPEX is the EPC price of a
solar photovoltaic system priced
at $3.75/W, plus $.25/W debt
service reserves, $.08/W
development expenses, §.04/W
financing fees, $.06/W for
interest during construction,
working capital, and maintenance
reserves.

- Project is depreciated using
MACRS, and assumes a 30%
investment tax credit

- Both projects assume the same
system sizes, production, O&M,
etc.

- Production estimates for each
region:

Northeast: 1208 kWh/kWp
13.8% NCF

Plains: 1382 IWh/kWp
15.8% NCF

Southwest: 1675 kWh/kWp
19.1% NCF

- Assumes a 1MW distributed
generation project.

BeEcAnse ot Tow-cost financing ottered it the Hght COIumifl versus currently avattable bank

financing in the left column.

22
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