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ABSTRACT 

The Geothermal Loan Guaranty Program was es- 
tab l i shed by Congress i n  1974 t o  ass i s t  indus t ry  
w i th  the f inancing requirements f o r  the develop- 
ment and commercialization o f  geothermal energy. 
It was on ly  the  substantive Federal a i d  program 
t o  an energing technology a t  t h a t  time. Yet i n  
s i x  years (as o f  A p r i l  1980) only four  p ro jec ts  
have been approved f o r  a loan guaranty, three 
o f  which are e l e c t r i c  p ro jec ts  and one i s  a 
small d i r e c t  thermal app l i ca t ion .  Many small 
business/small p ro jec t  energy producers , devel - 
opers, and users have found o r  concluded t h a t  
they cannot q u a l i f y  f o r  a geothermal loan guar- 
anty. 
ommendations o f  a comprehensive evaluat ion o f  
the GLGP from the perspective o f  the small 
business/small p ro jec t  entrepreneur and from 
the pract ices o f  the small t o  medium s ize  lend- 
i n g  i n s t i t u t i o n s .  The f ind ings  are div ided i n -  
t o  administrat ive,  regu la to ry  and l e g i s l a t i v e  
recommendations. 

This paper repor ts  the  r e s u l t s  and rec- 

I NTRODUCT I ON 

When the Geothermal Loan Guaranty Program 
(GLGP) was establ ished i n  1974, the U.S. Con- 
gress, the geothermal indus t ry  and the Energy Re- 
search and Development Administrat ion (ERDA) were 
a l l  concentrat ing on increasing the e l e c t r i c a l  
power production capaci ty o f  the country. I n  the  
past two to'  three years, however, the character 
o f  the U.S. Department o f  Energy (DOE) geother- 
mal program and o f  the  geothermal indus t ry  i t s e l f  
has changed. D i rec t  thermal appl icat ions have 
acquired increased emphasis by DOE and the geo- 
thermal indus t ry  has expanded t o  include numer- 
ous producers, developers and users o f  geothermal 
d i r e c t  heat. 
pants include small businesses and/or small pro- 
jec ts .  

Many o f  the d i r e c t  heat p a r t i c i -  

The Geothermal Loan Guaranty Program has 
been widely c r i t i c i z e d  by the  small business/ 
small p ro jec t  sector o f  the geothermal industry.  
Many who have examined i t  say t h a t  i t  i s  too  
burdensome t o  be useful ,  i s  useful  on ly  f o r  
m u l t i m i l l i o n  d o l l a r  projects,  and i s  no t  a f fo rd-  
able f o r  small p ro jec ts  o r  small businesses. 

One consequence o f  these changes and con- 

cerns has been a recogni t ion by DOE o f  the need 
t o  ad jus t  the GLGP t o  accommodate the demands o f  
the small business/small p ro jec t  pa r t i c i pan t  i n  
geothermal energy development and u t i  1 i za t i on .  
The San Franci sco Operations O f f  i ce (DOE-SAN) 
authorized EG&G Idaho, Inc .  (EG&G) t o  conduct an 
evaluat ion o f  the  Geothermal Loan Guaranty Pro- 
gram. EG&G, i n  turn,  contracted w i th  Western 
Energy Planners, Ltd., t o  provide spec i f i c  tech- 
n i c a l  services. WEPL was assigned responsi b i l  i ty 
f o r  t he  i d e n t i f i c a t i o n  and formulat ion o f  new and 
simp1 i f i e d  loan guaranty app l i ca t ion  procedures 
and o f  new administrat ive,  regulatory and l e g i s l a -  
t i v e  proposals t o  match the requirements o f  small 
business/small p ro jec t  uses o f  d i r e c t  thermal 
geothermal energy. 

TECHNICAL APPROACH 

I n  order t o  design app l ica t ion  procedures 
and documents and t o  generate substantive rec- 
ommendations f o r  the Geothermal Loan Guaranty 
Program t h a t  would serve the intended purpose, 
several primary a c t i v i t i e s  were conducted: 

0 Published mater ia ls were reviewed and 
analyzed. 

0 Interviews were conducted i n  order t o  
s o l i c i t  comments and recommendations from 
GLGP par t i c i pan ts  and prospective p a r t i c i -  
pants (appl icants , lenders , and DOE s t a f f ) .  

0 D r a f t  Small Pro jec t  GLGP Appl icat ion Pro- 
cedures were prepared and revised based 
upon the in te rv iew f ind ings  and consulta- 
t i ons  w i t h  DOE s t a f f .  

0 A comprehensive p ro jec t  repor t  was prepared 
f o r  EG&G which documents the administrat ive,  
regu la to ry  and l e g i s l a t i v e  recommendations 
f o r  improvement o f  the  GLGP. 

RECOMMENDATIONS FOR THE GLGP 

Administrat ive Chanqes 

0 New App l ica t ion  Mater ia ls 

Both descr ip t i ve  and i n s t r u c t i v e  app l i ca t ion  
mater ia ls  should be prepared t o  create a 
more p o s i t i v e  image and be t te r  understanding 
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o f  the GLGP. Informat'ion requirements f o r  
small p ro jec ts  should be provided, as wel l .  
The inibrmation required should be 1 i m i  ted  t o  
t h a t  which w i  11 demonstrate the  geothermal 
resource, engineering, f i nanc ia l  , market, 
management and lega l  elements f o r  the  i n -  
tended use o f  the  geothermal resource. 

Changes i n  the App l ica t ion  Procedures 

A multi-phased, f l e x i b l e  se t  o f  app l i ca t i on  
procedures i s  recomnended f o r  the GLGP. This 
would a l low the appl icant t o  t a i l o r  the ap- 
p l i c a t i o n  process t o  the p ro jec t  spec i f i ca-  
t i ons  and the informat ion avai lable.  The ap- 
p l  i can t  could a l so  ob ta in  t e n t a t i v e  approval 
from DOE o f  the informat ion submitted before 
proceeding t o  the  next step i n  the  process. 

Changes i n  the Implementation Procedures 

A shortened appl i c a t i o n  review process, es- 
p e c i a l l y  f o r  small projects,  poss ib ly  by 
performing more o f  the  evaluat ion w i t h i n  
DOE-SAN o r  i n  co l labora t ion  w i t h  a q u a l i f i e d  
lender i s  suggested. A more e x p l i c i t ,  spec- 
i f i c  and consistent d e f i n i t i o n  o f  t he  evalu- 
a t i o n  c r i t e r i a  would a lso  reduce a major 
pact o f  the  uncer ta in ty  associated w i t h  ap- 
p l y ing  f o r  a geothermal loan guaranty. 

Marketing the GLGP 

Conferences, workshops and meetings should 
be held t o  in fo rm prospective appl icants 
and lenders about the program. 
informat ion brochures o r  f l y e r s  should be 
prepared and d is t r ibu ted .  It i s  t o  be noted 
t h a t  such items are cu r ren t l y  being prepared 
by EG&G. 

Descr ip t i ve  

Programmatic Addit ions 

Technical assistance t o  he1 p prepare engi - 
neer i  ng and u t i  1 i zat ion  p l  ans and/or 1 oan 
guaranty app l i ca t ions  could assure the  op- 
portuni  ty  f o r  small business appl icants t o  
apply. Loan repayment f l e x i b i l i t y  such as 
normally employed by lending i n s t i t u t i o n s  
would be more acceptable t o  appl icants than 
cur ren t  GLGP pract ice.  Delegation o f  cer- 
t a i n  evaluat ion elements t o  lenders could 
help speed and improve the  eva lua t ion  proc- 
ess. C e r t i f i c a t i o n  o f  lenders would serve 
a s i m i l a r  funct ion,  precluding the  need f o r  
a lender evaluat ion each t ime the same lend- 
e r  pa r t i c i pa tes  i n  a guaranteed loan. Help- 
i n g  borrowers t o  i d e n t i f y  1 enders i s another 
way i n  which the  oppor tun i t ies  f o r  use o f  the 
GLGP can be increased. 

Regulatory Chanqes 

Small Projects D e f i n i t i o n  

Based upon several invest igat ions,  i t  i s  rec- 
omnended t h a t  small p ro jec ts  be def ined as 
those w i t h  t o t a l  p ro jec t  costs o f  l ess  than 

$10 m i l l i o n .  O f  more than 70 proposed, plan- 
ned and prospective d i r e c t  thermal p ro jec ts  
i den t i f i ed ,  95 percent were estimated t o  cost  
less  than $10 m i l l i o n .  This d e f i n i t i o n  would 
accomodate several other regulatory changes 
t h a t  are recommended t o  address the  spec i f i c  
needs o f  small projects.  

@ L imited L i a b i l i t y ,  Non-Recourse Balance 
Sheet Loans 

A l i m i t e d  l i a b i l i t y  (non-recourse) p rov is ion  
fo r  corporate balance sheet f inanc ing  under 
the  GLGP could be designed t o  l i m i t  the  l i a -  
b i l i t y  t o  the  physical  assets associated w i t h  
the  geothermal/business enterpr ise,  wh i le  a t  
t he  same t ime basing the loan repayment eval- 
uat ion on the  t o t a l  corporate operation. An 
establ ished small business can more r e a d i l y  
demonstrate c a p a b i l i t y  t o  pay a loan from 
the proceeds o f  i t s  t o t a l  operat ion than from 
a semi - f i c t i t i ous  "p ro jec t "  w i t h i n  i t s  oper- 
at ion.  

Exempt Small Projects From U.S. Treasury 
Approval 

A1 though the 1979 Regulations have required 
U.S. Treasury approval on ly  on loan guaran- 
tees over $25 m i l l i o n ,  a l l  geothermal loan 
guaranty app l i ca t ions  have been re fe r red  t o  
the  Treasury. The t ime and cost o f  proces- 
s ing  a loan guaranty app l i ca t ion  could be 
reduced by exempting pro jec ts  under $1 0 m i  1 - 
1 i o n  from Treasury approval. 

Es tab l i sh  a Set Aside of Funds f o r  Small 
Projects 

A se t  aside o f  a t  l e a s t  10% i s  now provided 
f o r  small u t i l i t i e s  and small businesses f o r  
only the f i r s t  s i x  months o f  each f i s c a l  
year. An increased se t  aside should be 
provided t o  inc lude small p ro jec ts  and t o  
continue throughout the f i s c a l  year  t o  assure 
t h a t  funds are ava i lab le  when needed. 

Transfer Small Pro jec t  Approval Author i ty  
t o  DOE-SAN 

Most pa r t i c i pan ts  i n  the GLGP ind i ca ted  t h a t  
DOE-SAN should have au tho r i t y  f o r  loan guar- 
anty approval, espec ia l l y  f o r  small projects.  
They be l  ieve  t h i  s would reduce the  appl i ca-  
t i o n  processing t ime and would be consistent 
w i th  o ther  Federal programs, i nc lud ing  o ther  
geothermal programs. The DOE-SAN s t a f f  has 
acquired s u f f i c i e n t  experience and success 
w i th  the  GLGP t o  warrant t h i s  t rans fer .  

El iminate P ro jec t  P r i o r i t i e s  

Evidence shows t h a t  the system f o r  p r i o r -  
i t i z i n g  GLGP pro jec ts  has discouraged ap- 
p l i can ts .  
needed o r  used f o r  decision-making. 
d i  t i o n  , the  regulat ions have been changed 
w i th  the  1979 rev ised regulat ions from the 

The p r i o r i t i e s  have n o t  y e t  been 
I n  ad- 
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ori  g i  nal 1976 version. Geothermal producers 
and users would prefer to have projects eval- 
uated and judged simply on the merit of the 
project rather than on a priority basis. 

Reduce Maximum Loan Guaranty Percentage to  
90 or  95 Percent of the Loan 

Requiring a lender to  accept a risk exposure 
of 5-10 percent of the loan would effect  a 
stringent evaluation of the project by the 
lender, eliminate duplicate evaluation pro- 
cedures, reduce appl ication time and costs, 
and ultimately develop normal borrower-lend- 
e r  relationships i n  the geothermal industry. 

Legi s l a t  i ve Recomendati ons 

Although most of the recommended GLGP changes can 
be accommodated through administrative or  regula- 
tory actions, a few inay require legislative ac- 
tion. They are as follows: 

Authorize Loan Guarantees u p  to 90% o f  the 
Project Costs for  Small Projects and Small 
Businesses. 

Since a primary deterrent to  geothermal 
develQpment is  the lack of capital ,  i n -  
creasing the percentage el igible  for  the 
GLGP could make the program accessible to 
a great many more small project participants. 

Additional and A1 ternative Geothermal 
Program Funds 

To stimulate geothermal commercial ization, 
a comprehensive funding program is needed. 
T h i s  would include grants, direct  loans, 
forgi vabl e 1 oans and 1 oan guarantees. 

These recommendations were, for  the most part, 
stimulated by interviews w i t h  numerous partici-  
pants or  would-be participants i n  the geothermal 
industry. They are designed .to overcome those 
aspects of the GLGP most often seen as deficien- 
cies. Prospective applicants and lenders f i n d  
the GLGP most interesting, b u t  they have been 
discouraged from participation by their  impres- 
sions of the program, some accurate, some not. 
Wi th  some changes, most of which can be imple- 
mented administratively, the GLGP is  capable o f  
making a significant contribution to  the stimu- 
lation of the geothermal industry and the com- 
mercial ization of geothermal energy. 
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