Comments on the Air Resources Board’s AB 32 2013 @uing Plan Update
August 5, 2013
INTRODUCTION AND EXECUTIVE SUMMARY

The Coalition for Green Capital (“CGC”) thanks tie Resources Board (“ARB”) for
this opportunity to provide comments regardingAlssembly Bill 32 (“AB 32”) 2013 Scoping
Plan Update (“2013 Scoping Plan Update”). CGCn®iprofit organization based in
Washington, DC that advocates for tax and finaradeips at the state, national, and
international levels that would support investmanenewable energy, energy efficiency and
other clean energy technologies, products andaEs\{together, “clean energy and energy
efficiency projects”). In particular, CGC workséstablish “green banks”—entities that provide
low-cost, long-term financing support to clean gyeasnd energy efficiency projects.

These comments will explain how certain financitrgctures implemented by a state
green bank can leverage scarce government dofidratéract private investment so that each
public dollar invested in clean energy and enef§giency projects can support multiple dollars
of private investment. By providing financing sop a California state green bank could drive
down the price of deploying clean energy and eneffigiency projects so that fewer public
dollars will be needed to meet the State’s 2020pst-2020 greenhouse gas (“GHG”)
reduction goals under AB 32 and Executive Order({-3

The State’s auction proceeds from the AB 32 capteattk program provide an
opportunity to capitalize a California state gréamk that could become self-sustaining once it
begins generating proceeds and reinvesting thesksfuAB 32 and subsequent California
legislation provide standards and guidelines ferekpenditure of cap-and-trade furida. state
green bank could be structured to meet these sdmdad guidelines for investment of the
proceeds from the cap-and-trade auctions. If ddsa state green bank could even assist in
streamlining and coordinating the many clean energgntive programs that already exist in
California.

The 2013 Scoping Plan Update is an ideal venuadorse the formation of a state green
bank. AB 32 requires ARB to develop a Scoping Rtaachieve the maximum technologically
feasible and cost-effective reductions in GHG emissto 1990 levels by 2020 and to update
that Scoping Plan every five yedrslo reach 1990 levels, California must reduce siois to
achieve a target level of 427 million metric tdns.

! See Cal. Health & Safety Code § 38565.
2 Id. at § 38561.
3 California Air Resources Board (“ARB”), Assemltityll 32: Global Warming Solutions Act,

available at http://www.arb.ca.gov/cc/ab32/ab32.htlBetween 2000 and 2011, California’s
GHG emissions trended downward, reaching 449 miltieetric tons in 2011See Mike




ARB’s 2008 Climate Change Scoping Plan (“2008 Sogtlan”) provided an approach
for California to reduce emissions of GHGs to 189&Is by 2020 and also recommended a
comprehensive set of actions intended to improgeetivironment, create jobs, increase energy
efficiency, diversify energy sources, and enhandgip health! The 2008 Scoping Plan
includes emission reduction measures, includingpaand-trade program, designed to work
synergistically toward achieving the AB 32 mandata effective program to reduce
California’s GHG emissions will encourage investtreboth public and private—in low-
carbon energy solutions, such as green technolagieswable energy sources, and energy
efficient infrastructure.

In addition to utilizing and improving upon redwstimeasures set forth in the 2008
Scoping Plan, we understand that the 2013 ScopargWpdate will outline California’s
strategy to achieve Executive Order S-3-05’s goalt California’'s GHG emissions to 80
percent below 1990 levels by 2050. This levelrafssions reduction will require a monumental
effort on the part of Californians.

CGC believes these ambitious 2020 and post-2028 goa achievable with the prudent
use of cap-and-trade auction revenues. Investniesteffectively deploy existing technologies
for clean energy and energy efficiency projects thatl spur the development of new clean
technologies will be an essential part of Califarsicomprehensive climate change strategy.
Smart investments also will bring green jobs aralthebenefits to the State and can be
structured to address negative environmental insgaalisadvantaged communities. The State’s
budget constraints only serve to increase the itapoe of implementing cost-effective
solutions, particularly in striving to meet the téta goals for 2050. A green bank is a powerful
tool that can leverage public funds to increasdiltve of private capital to endeavors that will
help California meet both its 2020 and post-202033#duction goals. It would further cement
California’s place as an environmental leader and model for other states seeking to reduce
GHGs. Consequently, CGC strongly encourages atigbr discussion and favorable
recommendation of a green bank in the 2013 Scdpiag Update.

These comments will provide an overview of the liiehéhat a state green bank can
provide, as well as some fundamental principlesshauld be used when structuring a state
green bank. Next, we explain how the State’s prdsdrom the AB 32 cap-and-trade auctions
could be used to capitalize a state green banktly,.ave provide specific examples of how a
state green bank could be structured in California.

Tollstrup, Project Assessment Branch Chief, StatipiSource Division, California Air
Resources Board&coping Plan Overview: 2013 Update to AB 32 Scoping Plan, 18-19
(June/July 2013pvailable at
http://www.arb.ca.gov/cc/scopingplan/meetings/0&I8du_workshop presentation_final.pdf

4 See ARB, 2008 Climate Change Scoping Plan (Dec. 2008), [hereinaft&008 Scoping Plan]
available at http://www.arb.ca.gov/cc/scopingplan/document/addpscoping plan.pdf
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Il A STATE GREEN BANK IS A COST-EFFECTIVE TOOL TO REDU CE
CALIFORNIA'S GREENHOUSE GAS EMISSIONS

A. Defining a State Green Bank

A state green bank is a public or quasi-publicrimal institution that provides low-cost,
long-term financing support to clean energy andgnefficiency projects by leveraging public
funds through the use of various financial mechasito attract private investment so that each
public dollar supports multiple dollars of privateestmenf. A state green bank would be able
to increase the deployment of clean energy andygredficiency projects in California by
lowering the cost of projects, correcting commengiarket failures in commercial capital
markets, and leveraging public funding resource$ sis the State’s proceeds from the cap-and-
trade auction. In California, a green bank wodtplenable companies to build clean energy
and energy efficiency projects that generate et#gtiat competitive market rates and would
provide increased access to debt financing at &bterrates. It also means that fewer public
dollars will be needed in order to achieve thee€ssaBHG reduction goals.

B. How a State Green Bank Leverages Public Funds

A state green bank may use various financial mashemnto leverage public funds,
including, but not limited to direct loans, guaeed, and credit enhancements, as well as
financing support for pooling and securitizatidfor example, a state green bank could, in
combination with private lenders, directly lendctean energy and energy efficiency project
developers or stakeholders at below-market ratestlee state green bank could provide a layer
of debt subordinated to private debt. These measuould lower the risk for private investors
and address possible shortages of senior debtciiman A state green bank also could provide
other forms of financing support to reduce the all@ost of capital for clean energy and energy
efficiency projects such as loan loss reserve fimdsloan guarantees. Another option would be
for a state green bank to facilitate the poolind aecuritization of clean energy and energy
efficiency project financial instruments (e.g.,nealeases). It could do so by standardizing
clean energy and energy efficiency project finadnastruments, bundling them and selling the
aggregated product, or by investing in an entitpaoled fund that aggregates smaller financial
instruments such as those for energy efficiencyepts.

Importantly, a state green bank could develop anpl@y risk management techniques to
ensure that the types of financing support beinygiged have low default rates and generate
interest revenue so that the state green bankad@beinvest its proceeds and eventually
become self-sustaining without additional publinding. By focusing on self-sustaining
financing support programs instead of grants (egtallation rebates), interest rate buy-downs
and other one-time funding support tools, a stetembank increases the deployment of clean
energy and energy efficiency projects for everyatadf public funding available and shifts the
focus from untested technologies to those thatamemercially viable but for the availability of
low-cost capital. Further, by partnering with @& sector financial institutions in the vetting
process, state green bank financing support williire potential recipients to meet commercial
financing standards.

See generally Ken Berlin, et al.State Clean Energy Finance Banks: New Investment Facilities
for Clean Energy Deployment (Brookings-Rockefeller Sept. 2012).
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C. Support for State Green Banks

In June 2011, with significant policy and legal pag from CGC, Connecticut became
the first state in the U.S. to create a green binekClean Energy Finance and Investment
Authority (“CEFIA”). The legislation creating CERIpassed unanimously in the Connecticut
Senate, and by a vote of 138-9 in the Connecticutsid of Representatives. CEFIA is a quasi-
public clean energy authority that combined exgstitean energy funds into an entity with the
ability “to make loans, and to leverage its capitédh private capital, permitting private
investment in and alongside the bank with the itoregeceiving a reasonable rate of return on
their investments®

The successful creation of CEFIA in Connecticutkpa the interest of policy leaders in
numerous other states. In October 2011, CGC padneith the Brookings Institution to host a
workshop on state green banks that was attendedllny leaders from 14 different states,
including California. Those discussions led to 8sptember 2012 release of a report co-
authored by the Brookings Institution and CGC’'setliixecutive Officer (Reed Hundt) and
Senior Vice President for Policy and Planning amthé&al Counsel (Kenneth Berlin), entitled
Sate Clean Energy Finance Banks: New Investment Facilities for Clean Energy Deployment.’

We also have worked with policy leaders in Hawahgre Governor Neil Abercrombie
recently signed legislation in June of this yeat thill create a state-administered green bank
through a green infrastructure authority and amiefrastructure loan prografhHawaii's
innovative program is the first to combine bondafining and on-bill repayment for clean energy
infrastructure, including distributed generatiotasdV systems. This feature will allow
residents to install distributed generation soMrslystems using state-assisted financing that can
be repaid on monthly electric bills. The legigatreceived strong public support from policy
leaders ingawaii, and overwhelmingly passed inSbrate by a 23-1 vote and in the House by
a 50-1 vote.

Other states also are considering creating greekstbamilar to CEFIA. For example, in
his January 9, 2013 State of the State Address, Waw Governor Andrew Cuomo proposed
the creation of a New York Green Bank. This Newk/@reen Bank would leverage $1 billion
of public funds, matched from the private sectbhis proposal is outlined in the Governor's NY
Rising: 2013 State of the State (“NY Rising”), dmndhlights many of the reasons states should

6 Id. at 3.

This reporis available for download at the Brookings Instints website,
http://www.brookings.edu/research/papers/2012/08tafe-energy-investment-mur@€GC also
has authored numerous other publications, includingajor release co-authored with the Center
for American ProgressSee, e.g., Cutting the Cost of Clean Energy 1.0, available for download at
the Center for American Progress’s website,
http://www.americanprogress.org/issues/green/ré3iit0/11/16/8655/cutting-the-cost-of-clean-

energy-1-0/
8 See Hawaii Senate Bill 1087 (2013)yailable at
http://www.capitol.hawaii.gov/measure indiv.aspXme=SB&billnumber=1087

Anne C. MulkernHawaii Approves First-in-the-Nation Finance System for Solar Power,
ClimateWire (May 3, 2013).
4



create green bank8. As stated in NY Rising, state green banks camamvee the concern of
“unstable federal funding and policy, uncoordinaaetion and disparate one-time subsidies at
the state level, a lack of appropriate financiatimments, and an apprehension in the investor
community.**

Support for a green bank also exists within Catifaywhich has long been considered a
preeminent leader in enacting forward-looking eorvmental policies and reducing harmful
GHGs. In September 2012, Governor Brown signedlBBR into law, which identified the
purposes for which the legislature can spend mam#ye Greenhouse Gas Reduction Fund, a
fund made up of revenues for the cap-and-tradéamsct As the name indicates, the legislature
must appropriate the funds to go toward technotiepelopment and projects that reduce GHG
emissions. The Governor also signed SB 535 intdriaSeptember 2012, which earmarked at
least 25 percent of the Greenhouse Gas Reductioth fu disadvantaged communitiésA
green bank would be an effective tool for the immatation of this legislation because it allows
both for easy and prompt distribution of publicdisnas well as continued funds for future
projects without additional governmental assistaase¢he money loaned is paid back with
interest.

The creation of a state green bank already hasteeegnized by the California Senate
Office of Oversight and Outcomes as one of its printecommendations to encourage the
manufacturing of clean energy technologies andymtsdin California* In fact, ARB has
recognized the importance of leveraging public gtreent in its Draft Concept Paper for how
the proceeds from the cap-and-trade auctions shomuidvested® Further, ARB'’s 2008
Scoping Plan notes the possibility of using reverfoem cap-and-trade auctions to leverage
private investment, and it remarks on the neednioovative financing options to help achieve
AB 32's GHG reduction goaf$. Legislation also was introduced earlier this yegarding the

10 Governor Andrew M. Cuomd\Y Rising: 2013 Sate of the Sate 28 (January 13, 2013yailable
at http://www.governor.ny.gov/sites/default/themesfgmor/sos2013/2013SOSBook.pdf

1 Id.

12 Assembly Bill No. 1532, Chapter 807 of the Stasudf 2012, Legislative Counsel’s Digest,
http://leginfo.leqgislature.ca.gov/faces/bill Text€hi.xhtml?bill_id=201120120AB1532

13 Cal. Health & Safety Code § 39713(a).

14

Nancy Vogel and Dorothy Korber, California Sen@téce of Oversight and Outcomdsanding
the Sweet Spot: Green Energy Incentives and Job Creation (Apr. 26, 2012) [hereinafter “Senate
Office of Oversight and Outcomes Reportygailable at
http://sooo.senate.ca.gov/sites/sooo.senate.célgeinding%20the%20Sweet%20Spot.pdf

15 See, eg., ARB, Draft Concept Paper: Cap-and-Trade Auction Proceeds Investment Plan 15

(Released Feb. 15, 2013)[hereinaibeaft Concept Paper], available at
http://www.arb.ca.gov/cc/capandtrade/auctionproséeatkshops/concept_paper.gtFunding
should leverage private and other government invest to the maximum extent possible.”).
This language from ARB’s Draft Concept Paper wéisnaltely included in the Department of
Finance’s Final Investment Plan. California Depent of FinanceCap-and-Trade Auction
Proceeds Investment Plan: Fiscal Years 2013-14 through 2015-16, at 34 (May 14, 2013)
[hereinafter Final Investment Plan].

16 ARB, 2008 Scoping Plan, supra note 4, at 42-43, 58, 69-71.
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formation of a state green bank in California. E&ruary 22, 2013, Senator Kevin de Leén (D-
Los Angeles) introduced Senate Bill (“SB”) 798, ainiwould create the California Green
Infrastructure Bank (“CGIB”), an entity capablembviding financing support for clean energy
and energy efficiency projects in the State.

In addition, the California Energy Commission (“CE@as issued a Draft Action Plan
for the Comprehensive Energy Efficiency ProgramBwisting Buildings (“Draft Action Plan”),
which calls for increased investment in clean epéeghnology and products, and encourages
public entities to partner with private financiabgps to obtain the level of financing California
needs to meet its energy efficiency goals—whidht igast four to ten times the amount of
current investments. The CEC emphasizes the need for easily accessipiel, loan
guarantees, and industrial development bonds teweelthese goal$. It also calls for more
diverse funding methods other than the currentpater investment into energy efficiency
upgrades? Because rate-payer funded loans are limited aot-gbrm, low risk products, the
CEC articulates the need for “uniform platforms &mtling requirements that can attract capital
at scale.?® A green bank could potentially assist in provigthe financing support highlighted
in the CEC’s Draft Action Plan while minimizing plibexpenditures and risk.

The California State Treasurer’s Office alreadyrahterizes some of its sub-entities as a
limited version of “California’s Green Bank” based the notion that the California Alternative
Energy and Advanced Transportation Financing Auth¢fCAEATFA") and the California
Pollution Control Financing Authority (“CPCFA”) ‘fiance and administer programs and
projects that help promote green jobs and greeifio@ah industries.?* Both CAEATFA and
CPCFA have implemented programs which provide redusterest loans and low-rate bonds
for qualified projects with environmental benefitsin addition, the CEC’s Draft Action Plan
expresses its continued commitment to working WREATFA's loan program and seeks to
further develop a public building revolving loarogram?®

D. The Benefits of a State Green Bank in California

The fundamental purpose of a state green bankdsve down the cost of deploying
clean energy and energy efficiency projects by enpnting financing mechanisms that lower
the cost of projects, correct commercial markdtifas, and leverage existing public funds to

Efficiency & Renewable Energy Division, CalifoanEnergy Commissiomraft Action Plan for
the Comprehensive Energy Efficiency Program for Existing Buildings, at 61, (June 2013),
available at http://www.energy.ca.gov/2013publications/CEC-4@01-2-006/CEC-400-2013-

006-D.pdf
18 Id. at 61-62.
19 Id.

20 Id.

21 See California State Treasurer, California’s Green IBawvailable at

http://www.treasurer.ca.gov/greenbank/
22 Seeid.

23

Efficiency & Renewable Energy Division, CalifoanEnergy Commissiomraft Action Plan for
the Comprehensive Energy Efficiency Program for Existing Buildings, at 64,supra note 17.
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attract private investment that might not otherviiseavailable. Reducing GHG emissions as
envisioned in AB 32 is a historic and monumentskia@and one that is not without both positive
and negative economic impacts. A state green ba@klifornia has the ability to minimize
potential negative economic impacts by sufficietalyering the cost of projects to make them
cost competitive with existing generation and kyuieng use of fewer public dollars from the
State’s cap-and-trade auction proceeds to reactietsieed levels of GHG emissions reductions.
At the same time, the Green Bank would act asaysdtfor private sector investment in clean
energy and energy efficiency projects in California

In a report issued last year, the California Sef4fee of Oversight and Outcomes
effectively summarized the three primary beneffta €alifornia state green bank. First, “unlike
grants, loans are repaid, creating a revolving fiandeinvestment* It should be noted that the
self-sustaining nature of a state green bank retgptmone of the primary difficulties in
developing an investment plan for cap-and-tradéi@uproceeds, as acknowledged by ARB
and the Department of Finance: “One of the plageimallenges is drafting an investment plan
when the amount of auction proceeds to the State year is unknown? After an initial
capitalization, potentially from the proceeds o$tpauctions with known revenues, a state green
bank could function without further injections aflgic funds. Second, “taxpayers’ dollars
would be multiplied by leveraging public investmevith private capital® And lastly, project
eligibility requirements could be established sat tithe fruits of California’s innovators—jobs
and profits—would stay in Californi&®

An additional benefit of creating a green bank alif©rnia is that it would be synergistic
with the existing Property Assessed Clean EnerBACE”) program, which allows local
governments to provide renewable energy projecidaa property owners. PACE allows
property owners, using financing districts, to fina the installation of onsite renewable
generation or energy efficiency improvements thiougluntary assessment on their property
tax bills?® Although PACE is facing significant implementatichallenges for residential
properties, it continues to be used for commemmiaperties, through financing provided to local
governments by CaliforniaFIRS?. CaliforniaFIRST received bond funding in summet2
and, as of December 2012, was providing $7.5 miltibfinancing for 22 active projeci8. A
California green bank could provide another sowfdending for the CaliforniaFIRST and
PACE programs.

24 Senate Office of Oversight and Outcomes Repattat

25 ARB, Draft Concept Paper, supra note 15:see also Final Investment Plarsupra note 15, at 30.

26 Senate Office of Oversight and Outcomes Repattiat

27 Id.

28 Center for Sustainable Energy, “Property Asse€dedn Energy (PACE) Programs,”

http://energycenter.org/index.php/incentive-progggrace-property-assesed-clean-energy

29 California Statewide Communities Development Auity, “About CaliforniaFIRST,”

https://californiafirst.org/about

30 Center for Sustainable Energypra note 28.
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[l. POSSIBLE STRUCTURES FOR A GREEN BANK IN CALIFORNIA

A fundamental principle of a state green banksgatus on self-sustaining financing
support programs that allow it to function by ressting its own proceeds without the need for
additional infusions of public capital. Proceedsi AB 32’'s cap-and-trade auctions represent a
logical source for revenues needed to capitaligi@t green bank in California. To date, cap-
and-trade auctions have raised $257 million forGheenhouse Gas Reduction Fihdihile
the enacted 2013-14 budget includes a $500 mildian from the Greenhouse Gas Reduction
Fund to the General Fund, the loan will be repaiti mterest when needed by the Greenhouse
Gas Reduction Funtf. As discussed below, a state green bank, cagithby funds from the
Greenhouse Gas Reduction Fund, can be housed withar a newly created entity or one of
several existing entities.

A. A New Entity Could House a State Green Bank infGalia

A new entity, either quasi-public or public, colld formed to house a state green bank.
A quasi-public entity would have greater freedorerowhich investments it could take, and also
would be separate and independent from other pagkacies and the state budget process.
Connecticut created CEFIA as a quasi-public ent@¥£FIA was formed from an existing entity,
the Connecticut Clean Energy Fund, which was tansfd into a green bank, using existing
staff and a new Board of Directors.

A purely public entity would be completely withine public sphere; thus, it would
operate as a non-profit organization, be limited/at private funds it could accept, and
maintain a link to the state budget. For exantple CGIB proposed in SB 798 would be a new
public entity modeled in part after the Califorhimdrastructure and Economic Development
Bank (“I-Bank”), which is discussed in more detaglow. As proposed, the CGIB would be
able to provide a range of financing support fead energy and energy efficiency projects
using bond issuances and a portion of auction pasg&om the cap-and-trade program. Similar
to the I-Bank, the CGIB would be governed by a-{member Board of Directors with broad
discretion regarding funding decisions. Partieksegy financing support from the CGIB would
partner with a “sponsor,” which is defined as anlgdivision of state or local government, to
apply for such support. Again, this process islainto that of the I-Bank.

The CGIB is one of several ways in which a stagegrbank could be created in
California to leverage public funds realized frdme tGHG allowance auctions. While there are
certain advantages to creating a new entity, @ slpossible to work within existing frameworks
to create a state green bank.

81 2013-14 Budget Summary, Environmental Proteci@al, Dept. Financevailable at

http://www.ebudget.ca.gov/2013-14/pdf/Enacted/BuSgmmary/EnvironmentalProtection. pdf

32 Id. One reason for making the loan is to await tmmgetion of ARB’s 2013 Scoping Plan

Update, which will provide guidance to the Legistatin the best of use of such funds to reduce
GHGs. Id.
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B. Existing Entities in California that Could Hous&tate Green Bank

Existing entities provide additional options forusing a state green bank. By providing
staff and infrastructure, this model can allow &ker start-up time for a green bank. A green
bank built on an existing entity might alter theignso that it may operate by providing loans,
rather than grants, and create a partnership agrggmcombine the new entity’s funds with
private funds. These changes could be accomplisitieer by creating a new entity within an
existing entity or through expansion of an exismdity if there is no current entity with
sufficient authority*>

There are at least four existing entities in Catifa that potentially could either house a
state green bank or become a state green bankehas:s (i) the California Alternative Energy
and Advanced Transportation Financing Authority;tfie California Pollution Control
Financing Authority; (iii) the California Infrastature and Economic Development Bank; and
(iv) the California Clean Energy Fund, now knownCesCEF.

1. California Alternative Energy and Advanced Transgoion Financing
Authority (“CAEATFA”)

CAEATFA was created to finance alternative enengy advanced transportation
technologies. In particular, it is a vehicle toqmote the development of renewable energy
sources and energy efficiency programs while atb@acing the state’s GHG reduction goals
and creating quality job¥. To these ends, it offers an alternative methdihahcing that
encourages the establishment of both facilitiediZzutg alternative methods and sources of
energy” and facilities required “for the developrhand commercialization of advanced
transportation technologied> Because CAEATFA was established as an alternfitigacing
source for renewable energy generating and manufiagtfacilities, it appears it could be
established as a “home” for a green bank, perhabew further legislation.

CAEATFA's enabling statute affords it fairly brodascretion to engage in actions
necessary to accomplish the goals of a green blakieady is authorized to finance a wide
array of clean energy and transportation techneki§i The financial assistance CAEATFA is
authorized to provide is far-reaching in that gtludes, without limitation, loans, loan loss
reserves, interest rate reductions, proceeds afdmsued by the authority, insurance,
guarantees or other credit enhancements or liguialdlities, contributions of money, property,
labor, or other items of value, and any other typassistance the authority determines is

33 Ken Berlin, et al.Sate Clean Energy Finance Banks: New Investment Facilities for Clean

Energy Deployment 3 (Brookings-Rockefeller Sept. 2012).
34 Cal. Pub. Res. Code §§ 26001(a), 26002 (2013).
% Id. at § 26002.

% “Alternative sources” of energy are defined byERMTFA’s enabling statute to include “devices

or technologies” used to produce renewable enétigy efficient use of which will reduce the
use of fossil and nuclear fuelsld. at 8 26003(a)(3)(A). “Advanced transportatiorhigalogies”
has a similarly broad definition, which includegrierging commercially competitive
transportation-related technologies,” which crgabs and “enhanc[e] the state’s commitment to
energy conservation, pollution and greenhouse geéss@ns reduction, and transportation
efficiency.” 1d. at § 26003(a)(2)(A).
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appropriaté’ The types of parties and projects for which CAEATcan provide financing
support appear to be similarly extensive undestasutory authority® although CAEATFA has
interpreted the scope of this authority narroWlyConsequently, while CAEATFA has
significant discretion to provide financing suppfmnt activities with an alternative energy or
advanced transportation technology nexus, it cbaltkefit from clarification regarding the scope
of projects to which it may provide financing suppander its existing statutory authority.

In addition, CAEATFA is imbued with a number of pers and duties which it can
exercise in the role of financing energy and tranigption technologies. These powers include a
broad authorization to carry out its purpose arspoesibilities’® CAEATFA also is empowered

37 Id. at § 26003(a)(6).

38 CAEATFA can provide financing to a “participatipgrty,” which is defined as “a person,

federal or state agency, department, board, atyhoricommission, state or community college,
or university, or a city or county, regional agengyblic district, school district, or other patiil
entity engaged in the business or operations istdite, whether organized for profit or not for
profit, that applies for financial assistance frtira authority for the purpose of implementing a
project.” Id. at 8§ 26011(d), 26003(a)(7). Eligible projectduide “land, building, improvement
to the land or building, rehabilitation, work, pespy, or structure, real or personal, stationary or
mobile, including, but not limited to, machinerydaequipment, whether or not in existence or
under construction, that utilizes, or is desigredttlize, an alternative source, or that is utitiz
for the design, technology transfer, manufacturedipction, assembly, distribution, or service of
advanced transportation technologies, or alteraaburce components” and “for the purposes of
Section 26011.8 and Section 6010.8 of the Revendd axation Code, means any tangible
personal property that is utilized for the desig@anufacture, production, or assembly of
advanced manufacturing, advanced transportatidmégagies, or alternative source products,
components, or systemsld. at 8 26003(a)(8)(A)-(B).

39 An assessment of CAEATFA prepared in February Z@igliminarily concluded that CAEATFA
is limited to financing projects relating to manttizring of renewable energy equipment (and not
renewable energy projects themselves). This aisghginted to the statutory definition of
“project.” However, the statute contains two digiims of “project” (see Section
26003(a)(8)(A)-(B) of the California Public ResoescCode) and we believe CAEATFA may be
more broadly encompassing as a result.

One definition applies only to the statutory psien authorizing a sales and use tax exclusion
(sometimes referred to as “SB 71”), which is foan@ 26011.8.d. at § 26003(a)(8)(B) (2013).
The other definition includes renewable energyquty and applies to the § 26011 general
financing authority and § 26011.6 renewable energgram discussed belovd. at

§ 26003(a)(8)(A). CAEATFA issued an interpretatairits SB 71 sales and use tax authority
stating that the Legislature “carved alternativaerse generation out of the program” via the
definition of “project” specifically associated Wwithe SB 71 programSee California State
Treasurerlegal Analysis of the Use of AB 71 STE for Alternative Source Energy Generation
Facilities, http://www.treasurer.ca.gov/caeatfa/sb71/analydis.p

Nonetheless, the same interpretation confirmetgaerating facilities, while exempt from the
SB 71 program, are fully eligible for financing wrdhe § 26011 general financing authority and
§ 26011.6 renewable energy program discussed lypl@m the definition of “project” applicable
to these programs: “it is clear that under PRCiBe&6003[(a)(8)(A)] CAEATFA has the
authority to provide financial assistance to akitre source generating facilities as ‘machinery
and equipment... that utilizes, or is designed tlizetian alternative source...’.Id.

4 Cal. Pub. Res. Code §§ 26006, 260011(h).
10



to take other actions not specifically discusseavalwhich could fall under the purview of a
green bank, such as collecting interest on [Jaarsd purchasing bonds issued by a public
agency®

2. California Pollution Control Financing AuthorityGPCFA”)

Since 1972, the CPCFA has issued over $13 billidaxaexempt private activity bonds
to support qualified waste and recycling projéttdts statutory purpose is to, among other
things, “provide industry within the state, irrespee of company size, with an alternative
method of financing in providing, acquiring, enlgug or installing facilities for establishing
pollution control, providing supplies of clean wiatend producing energy from alternative or
renewable source$®

The CPCFA is authorized to incur indebtedness anskue securities “of any kind or
class.*® It also may accept monies from both public aridgpe entities to carry out its
directives?® The CPCFA's organic statute authorizes it toctedeojects and lend financial
assistance to both public and private entitle®rojects that may qualify for financial assis&nc
are broadly definedf

The CPCFA'’s organic statute also authorizes ir¢at® “small business assistance
funds,” and provides additional guidance as to viiahs of financial assistance the CPCFA
may provide to small businessBsWith respect to the small business assistanagsfithe
CPCFA is authorized to provide assistance to rethaeinterest rates and to acquire letters of
credit, insurance, guarantees, or other formseditsupport’ The CPCFA also may make or
acquire loans or guarantee commercial loans tacgzating parties eligible for assistance from

“ Id. at § 26011 (e).
42 Id. at § 26011(Q).

43 California Pollution Control Financing Authorit@verview,available at

http://www.treasurer.ca.gov/cpcfa/

4 Cal. Health & Safety Code § 44502.
45

Id. at 8 44540. Specifically, CPCFA may issue bondges or other securities “for any
corporate purpose;” however, these bonds do na thee/full faith and credit of the statkd. at
88 44542, 44544¢e also id. at 44526

46 Seeid. at § 44526(c)-(d).
47 Seeid. at § 44526(a).

48 Such projects include “land, building, structureprovement thereto, work, real or personal

property, vehicle, or equipment providing or desigimo provide for the control, reduction,
abatement, elimination, remediation, or preventibpollution, improvement of air, water, or soil
quality, ensure the safe handling, recycling, spdsal of materials that might otherwise be
improperly disposed of, or provide for environméméstoration, cleanup, or enhancement’”

at § 44508.

49 Seeid. at § 44548. The CPCFA's regulations define “srhalliness” by referencing the
provisions in 13 C.F.R. Part 121, but it also ides any entity that employs no more than 500
employees.See 4 CCR 8020(1).

%0 Cal. Health & Safety Code § 44548(b)(1).
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these funds! The CPCFA recently began an Energy EfficiencyrLBarticipation Program,
which will provide loan assistance to small bussassfor projects that include energy efficiency,
distributed generation, renewable energy, and veateservatior?

3. The California Infrastructure and Economic DeveleptBank
(“I-Bank”)

The mission of the I-Bank is to finance public adtructure and private development
projects that promote economic development, rezgalommunities, and enhance quality of life
for Californians®® The I-Bank was created in 1994 and operates potsa the Bergeson-Peace
Infrastructure and Economic Development Bank Awe ({HEDB Act”).>* The I-Bank is located
within the Business, Transportation and Housingmdgeand is governed by a five-member
Board of Directors. The I-Bank has broad authdotissue tax-exempt and taxable revenue
bonds, provide financing to public agencies, prewtdedit enhancements, acquire or lease
facilities, and leverage state and federal furfsigme of the I-Bank’s current programs are the
Infrastructure State Revolving Fund Program, 5qBjdrevenue Bond Program, Industrial
Development Revenue Bond Program, Exempt FaciiyeRue Bond Program and
Governmental Bond Program.

Although not specifically established to addressrgy-related or cleantech investments,
various provisions within the IEDB Act may provideannels through which a green bank or
specific clean energy and energy efficiency prgj@cay apply for funding from the I-Bank.
Section 63040 of the IEDB Act describes the mininuriteria that projects receiving funding
must meet, including “the State Environmental Gaalg Policy Report, or its successot. A
party applying for funding, however, may need tamer with a state or local government
sponsoP’ If a party is an Economic Development Facilityalso can apply direct?

> Id. at § 44548(b)(4).

52 See California Pollution Control Financing Authority aifornia Energy/Environmental Loan

Participation Program, Presentation at 4 (Feb0%3® available at
http://www.treasurer.ca.gov/cpcfa/ce3lpp/workshpmsgentation. pdf

53 California Infrastructure and Economic Developir@ank, “Welcome,”

http://www.ibank.ca.gov/
>4 Cal. Gov't Code 88 63004 seq.

% See California I-Bank,Programs Fact Sheet,
http://www.ibank.ca.gov/res/docs/pdfs/Programs Falstet.pdf

% Cal. Gov't Code § 63040(b)(1).
57

Id. at § 63041. A sponsor is defined as “any subtivi of the state or local government
including departments, agencies, commissions s¢itieunties, nonprofit corporations formed on
behalf of a sponsor, special districts, assesstistnicts, and joint powers authorities within the
state or any combination of these subdivisionsHietes an application to the bank for financial
assistance in connection with a project in a maprescribed by the bankfd. at § 63010(u).

%8 Id. at 8§ 63044. The Act defines an Economic Develapriracility as “real and personal

property, structures, buildings, equipment, angeuing components thereof that are used to
provide industrial, recreational, research, comiagratility, or service enterprise facilities,
12



While it is unclear whether a state green bankfitaguarely within the I-Bank’s current
programs, the language of the IEDB Act providesliBank’s Board of Directors with broad
discretion regarding funding decisions and doesemtire that a project fit within existing
program categories to be eligible for funding. TBEBB Act does provide, however, that money
in the I-Bank fund “is available for expenditure fpeneral administration only upon
appropriation by the Legislature,” while the I-B&nkuthority to expend funds directly related
to the servicing of approved debt is not limitédif the I-Bank were to be reconfigured to
include a state green bank, such a bank shoulddogporated as its own division of the I-Bank
separate from other divisions of the I-Bank focusedarge infrastructure projects because the
scope and characteristics of clean energy and gedfigiency projects differ significantly from
large infrastructure projects such as bridges agliways. The financial models and selection
criteria for clean energy and energy efficiencyjgects will likely differ accordingly, and having
a separate division in the I-Bank that focuseshesée types of projects will help to ensure that
new state green bank will receive the approprxellof expertise and attention.

4. CalCEF

Whereas the three existing entities discussedrsardaall public institutions, another
option for implementing a state green bank in ©atiia would be to partner with an existing
private entity with specific expertise to creatguasi-public entity similar to CEFIA. For
example, CalCEF is a non-profit, public benefitgmation created in 2004 and initially funded
by litigation settlement payments resulting frora @alifornia energy crisis of 2000-2001 that
has been working to promote the transition to arclenergy economy by creating institutions
and investment vehicles that grow markets for cka@rgy technologies, and could potentially
help establish or become the home of a state draekin Californi’”

CalCEF is in part comprised of two affiliated et (i) CalCEF Innovations, a non-
profit organization that leads CalCEF’s analysid product development by designing its
market strategies, business models, and publicipsjiand (ii) CalCEF Ventures, a $30 million
non-profit venture capital fund that executes C#iGHEnvestment strateddf. CalCEF Ventures
uses a “fund-of-funds” model to create institutiamsl investment vehicles focused on
advancing clean energy technologies and is investatre than 40 companies covering a range
of clean energy technologies. CalCEF Ventures sékeprofit investments and then recycles
its profits using an “evergreen” investment strgtego further fund creation. CalCEF
Innovations and CalCEF Ventures are governed bgragpboards of directors comprised of
prominent policy makers, scientists, entrepreneand,financial professionals.

By leveraging the expertise of an organization aglCalCEF in areas such as project
selection and investment strategies, a hasceet@t@én bank would be able to begin providing
financing support to eligible clean energy and gnafficiency projects quickly and efficiently.

community, educational, cultural, or social welféaeilities and any parts or combinations
thereof, and all facilities or infrastructure nesay or desirable in connection therewith,
including provision for working capital, but shalbt include any housing.td. at § 63010(Q).

%9 Id. at § 63051(c).

60 See generally http://calcef.org

61 CalCEF also includes CalCEF Catalyst, a 501(d¢)ég)e association platform.
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As with CEFIA in Connecticut, legislation would nidi&ely be necessary to create a quasi-
public state green bank within CalCEF.

V. CONCLUSION

Regardless of how it is structured and whereuttisnately placed, a state green bank
could lower the costs of deploying clean energy emergy efficiency projects and incentivize
the manufacturing of clean energy technologiespanducts in California. By lowering the cost
of capital for clean energy and energy efficienoyjgcts, a state green bank would help
California meet its 2020 goals under AB 32 by extegl the deployment of already developed
technologies and projects while working toward plet-2020 goals by also financing the
development of innovative new technologies. Initaldl a state green bank could help to create
quality green jobs in the State and could providierdable financing support for otherwise
shovel-ready projects in disadvantaged communiti@sly a portion of the proceeds from cap-
and-trade auctions would be necessary to capitalstate green bank, and each of those public
dollars would support and attract multiple dollefprivate investment in California. For these
reasons, we strongly encourage ARB to include asbdliscussion of a state green bank and
recommend its formation in the 2013 Scoping Pladai.

Respectfully submitted,

/s/ Kenneth Berlin
Kenneth Berlin
General Counsel
The Coalition for Green Capital
2001 K Street N.W.
Suite 802
Washington, D.C. 20006
Phone: 202-371-7350
Email: kenneth.berlin@skadden.com
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