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“We're not post-something anymore. We're not post-war, we're not post-Cold War, we're not
post-post Cold War. We're pre-something. And what we're pre-...is the energy climate era, defined by
these five problems (energy and resource supply and demand, petro-dictatorship, biodiversity loss,
climate change, and energy poverty) going over a tipping point. And how we manage these five problems,
| believe, is really gonna define the stability or instability of the 21st century.” Thomas Friedman, in
Call for a Green Revolution.

Mr. Chairman, Ranking Member Domenici and Membefrshe Committee, it is a
distinct honor as well as a pleasure to testifyolefyou today in support of S. 3233, theé'21
Century Energy Technology Deployment Act, and S3@®the Clean Energy Investment Bank
Act of 2008. | am currently of counsel at Dykemas&ett, PLLC, where | advise clients on
energy infrastructure and project finance issueBly testimony today, however, reflects
exclusively my personal opinions. | come to tlasuie with more than 30 years in the energy
infrastructure and finance sector.

These bills address the critical challenge of oeneggation, which is, as the author
Thomas Friedman states, to resolve the energy-@im@blems that will define the stability of
the 2F' century. Our success or failure will determine tlving conditions of this planet’s
inhabitants in the near as well as distant futur€his challenge is critical to each of us
personally, it is urgent and it is huge. We arebi@yond the moral equivalent of war. This is a
real war, with immediate security impacts. Thisasmatter of economic, physical and
environmental survival.

In 1998, | became a partner in Cantor Fitzgeraldwih an office on the 105floor of
the North World Trade Tower. Cantor was and silthe leading secondary market for US
Treasuries. It achieved this distinction by pravida marketplace for bond trading that is open,
transparent, rules-based and heavily monitored. Tt#asuries became the benchmark against
which all other financial actions could be index®xtause of the safe, trusted and creditworthy
market Cantor created. Howard Lutnick, Cantor'setlexecutive officer, believed the same
kind of market could be created for electricity avadural gas. Cantor hired me to help bring the
discipline of the financial trading markets to #eergy markets. | was working toward that goal
on September 11, 2001. | am here to talk abdagctiuse | was working here in Washington on
that day of the terrorist attack that destroyed Werld Trade Towers. Almost everyone |
worked with and almost everything | had done foefyears were vaporized.
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The introduction of these bills documents that we aell past the point of debating
whether this country must undertake a massive gnefgastructure improvement effort. The
relationship between energy and security is novwogeized as a national priority. | have
integrated into my work what | refer to as the F@e@curities. These are: energy security,
economic security, national security and environt@lesecurity. | believe the first three are
familiar to all. The fourth, environmental secyyitefers to avoidance of the more dire climate-
change scenarios. The Four Securities are syrodillytiintertwined, as each of the bills
recognizes, and none can be achieved without ssictesch of the others.

Both bills recognize the need for immediate actiorsolve the challenge of the Four
Securities, recognizing that the earlier theseoastiare undertaken, the greater and more
immediate the payoff will be.

In fact, the amount of agreement between the isikncouraging.

Both bills create a funding entity which can becas#-supporting. S. 3233 creates the
21° Century Energy Deployment Corporation, while S.3@7creates the Clean Energy
Investment Bank of the United States. For simplicl will refer to the “financing entity”
created by the bills. Furthermore, the bills asttnowledge that federal resources may not be
adequate to directly fund the effort at the levetessary through annual appropriations.

Both bills acknowledge that private investment g ultimately will, meet the demand
for financing domestic, reliable, clean energy depment projects, but that action is required
now to provide the foundation for that investmeptbearing the immediate risks of technology
development.

Both bills would leverage the unique position o tHS Government to accelerate the
ability of the private financial markets to rapidlgploy technologies which have the potential to
radically reduce reliance upon carbon-based cordyugir transportation and generation and to
more efficiently use the energy that is producediuding more efficient and intelligent delivery
systems and markets.

Both bills acknowledge that the expertise to opethe proposed financing facility is not
common in the civil service and civil service intiees are highly unlikely to attract the
expertise required.

Both bills are technology neutral, are clearly ramigan and do not pit consuming
regions against producing regions, the notoriouseba energy legislation. Instead these bills
benefit innovators and developers who are curremhstrained by lack of access to the financial
markets.

| turn now to what | believe are the specific sgts of each bill.

S. 3233 recognizes the vast breadth of technologies traathaeded to meet the Four
Security challenges. Its defined term ‘Clean Egdirgchnology’ covers any technology “related
to the production, use, transmission, control anrseovation of energy” that will improve the
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efficiency of use or transmission of energy, difgrthe sources of environmentally sustainable
energy, or stabilize greenhouse gas (“GHG”) emrissio

| urge the Committee to retain this definition aodspecifically recognize the need to
update our power delivery system, most of which tuait after World War 11, and which is in
desperate need of modernization, including theayepént of advanced control and smart-grid-
enabling technologies. Our nation’s power deliveygtem is generally under tremendous strain,
at both distribution and transmission voltage Isvel

Adequate transmission is necessary for power matkefunction properly and to attract
sufficient liquidity. Many regional markets todaye limited by the perception that the delivery
system is stacked in favor of the transmission o#ne the detriment of non-transmission-
owning market participants. Although this is nbée tforum to address that market structure
issue, it is important to note that adequate playsielivery infrastructure is necessary to
properly address the structure issue. The womsgestion pricing’ will continue to depress and
distort power markets until congestion is elimiwhate

Expansion of delivery capacity is not just a ploybenefit speculators and arbitrageurs.
Neither the energy generated at remote or disperseewable energy installations nor that
generated from existing facilities can be usedrarep efficiently without an assured delivery
system. Increased interconnectivity will also bak renewables’ intermittency with non-
intermittent resources, increasing its usefulnesBuildout of new generation and new
transmission must be coordinated to prevent théscafsachieving energy security being far
greater than would otherwise be necessary.

S. 2730 provides the financing entity with a broad selactiof financing tools and
flexibility in selecting which tool to use. Noné these tools is unique to energy infrastructure
and all are used, in varying combinations, by otjerernment-sponsored programs. Each tool
has a different specific purpose, cost and risKilptoand no one tool can perform all tasks.
With this wide array of tools, the financing entign more finely tune the project’s need with
the funding available.

One tool that S. 2730 does not explicitly includethe one tool that S. 3233 provides.
Securitizing a portfolio of loans for remarketirgyaritical to adding depth to the private financial
markets, as it was for home mortgages and farmtcrdthis tool should definitely be available
to the financing entity and should be specificaligted in the legislation.

If the goal is to make the financing entity selpparting, then allowing for limited
equity investment, perhaps through preferred stoay not only be helpful, but may also be the
most cost-effective way for the financing entitysopport a particular project. The dividends
would also provide a non-appropriated budgetaryrwf funding. In other cases, the
financing entity could issue letters of credit (“CQ or other credit enhancements, short of loan
guarantees, to meet the project’s need. The ttdnsal costs in time and dollars charged to the
developer for an LOC would be significantly reduasinpared to the transactional costs of a
loan guarantee. Similarly, allowing the financiagtity to provide insurance to transfer an
investor’'s technology risk on a specific projectghti be the only support necessary for a
breakthrough technology to succeed. In additionnew technologies, the issue is usually less
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about the interest rate than it is of finding amestor willing to incur the technology, credit
and/or development risks.

| am mindful of the old adage that warns, if onéydras a hammer, everything looks like
a nail. | urge the Committee to provide the firagcentity with multiple specialized tools
which will enable it to deploy and leverage itso@es in the most cost-effective way possible
and support the broadest range of developmentgtsoje

| want to emphasize a point that the bills haveammon. Both bills recognize that the
civil service workforce and rules are not conducteeacquiring the sophisticated financial
expertise that the financing entity requires. Tikiaot a small issue, and | believe it is vitatth
this entity not be restrained by rules and proces$isat make sense in other contexts, but that
have not been designed to enable the agencieg thegmost benefit from the expertise created
in the private markets. It is not a lack of witl the part of the agencies; they are as frustraged
anyone. The people involved in building this n@vahcing facility will need the ability to move
in support of the broader private financial marketsiting one area when private markets are
capable and entering others where the market igatateveloped.

The two bills are silent on exactly how the finargcientity will relate to existing capital
markets. It has been my experience that the agistiarkets are attracted to financing large
projects, such as hundred or thousand megawattrajene facilities or large transmission
projects, and projects that have limited risks. e Tachnologies that suffer from a lack of
attention by the financial markets are not onlystowith technology risk, but also the
unglamorous projects of residential and commersddr and efficiency improvements, which
are too small to interest investment banks andtgduinds because they cannot bear the burden
of significant transaction costs.

Savings that could be accomplished by retrofitsotar thermal for heating and cooling
in terms of reduced electrical and gas loads azatgr than any one or ten plants standing alone,
but since they are so dispersed, they are alsmutfto finance and achieve. To give you an
idea of the type of savings | am talking about,cading to Solarsa, a solar developer located in
Florida, each ton of solar cooling installed usegsting technology avoids the production of
2.27 tons of carbon equivalent per year. At 1asfewh and $12/Dth, each 50,000 tons of solar
cooling systems will shift $10 million per year ifinoforeign fossil fuel purchases to domestic
renewable energy systems providing good local joli3ver the 20-year useful life of the
equipment, each ton of solar cooling will reducesfb fuel purchases by $45,890 on an
investment of $10,000. That is a huge payoff dmeltechnology to achieve this is currently
available. (Solarsa is not a client of Dykema.nhtlerstand the European Union expects to meet
one-fourth of its target GHG reductions by 2020dggregating a large number of these solar
thermal and biomass projects.

Thus, there are at least two gaps in the existapgtal markets that could be filled by this
financing entity—the gap cause by lender’s relucgato incur technology risks and the gap of
financing wide deployment of available technologysmall-scale applications. It is important
that the new entity be structured to focus its e$f@n the gaps in the markets, and to exit that
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specific area once the private markets are adeqsateas to enhance funding for energy
infrastructure and not compete with the privatam@ec

To conclude, | believe the financing entity will dadss each of the Four Security
challenges as follows:

Energy Security will be enhanced by the development of domestior@able, reliable
and sustainable sources of energy to meet the akfoariuels and electricity, simultaneously
making the system less vulnerable to intentionstughition.

Economic Security will be enhanced through the increased abilitthef United States to
insulate itself from the inflationary pressuresdependence on a petroleum-based economy, as
well as slow the imbalance of payments to oil- gad-producing nations. By retaining petro-
dollars at home and refocusing them on a “greeeeshomy, the United States can maintain its
manufacturing and intellectual competitivenessat@eand maintain good jobs and support
thriving new technologies.

National Security will be enhanced by reducing our need to protectifm oil and gas
infrastructure while allowing the reduction of tpppresence in sensitive areas.

Environmental Security will be enhanced by reducing the volume of emissiaich
contribute to climate change and otherwise polluéeair, water and ground.

Mr. Chairman, thank you for the opportunity to tigstoday in support of legislation that
is so vital to our country. | urge this Committeeact on these bills and to move legislation to
the floor as quickly as possible. Time is trulytioé essence.

This concludes my prepared remarks. | look forwargour questions.



