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The C u r r e n t  S t a t u s  of the G e o t h e r m a l  Loan G u a r a n t y  P r o g r a m  

V i t o  A. Magliano, D i r e c t o r  
Geothermal Loan Guaranty Program 

U . S .  Department of Energy 
Oakland, 

The common i n g r e d i e n t  i n  a l l  t h e s e  a p p l i c a -  
t i o n s  i s  t h a t  t h e  p r o j e c t  m u s t  p r o v i d e  a rea- 
s o n a b l e  a s s u r a n c e  of b e i n g  a b l e  t o  r e p a y  t h e  
g u a r a n t i e d  loan .  Any p r i v a t e  o r  p u b l i c  organi-  
z a t i o n  t h a t  has a n  i n t e r e s t  i n  geothermal  energy 
c a n  q u a l i f y  as  a b o r r o w e r ,  i n c l u d i n g  p r o p e r t y  
owners, deve lope r s ,  u t i l i t i e s ,  o t h e r  p roduce r s  
of e l e c t r i c a l  e n e r g y ,  and  u s e r s  of g e o t h e r m a l  
energy f o r  n o n - e l e c t r i c  p r o j e c t s .  

We are  a b l e  t o  gua ran ty  up t o  $100 m i l l i o n  p e r  
p r o j e c t  and $200 m i l l i o n  p e r  b o r r o w e r .  F o r  
d i r e c t  u s e  p r o j e c t s ,  t h e  maximum g u a r a n t y  i s  
$50 m i l l i o n .  W e  can gua ran ty  up t o  75  p e r c e n t  
of  t h e  p r o j e c t ,  and t h e  b o r r o w e r  mus t  p r o v i d e  
e q u i t y  of a t  l e a s t  2 5  p e r c e n t  of t h e  p r o j e c t  
c o s t s .  These c o s t s ,  however, can  i n c l u d e  p re -  
v i o u s  e x p e n d i t u r e s ,  a n d  a d d i t i o n a l  e q u i t y  c a n  
be c o n t r i b u t e d  p r o p o r t i o n a t e l y  du r ing  t h e  devel-  
opment o r  c o n s t r u c t i o n  phase  of  t h e  p r o j e c t .  W e  
c a n  g u a r a n t y  l o a n s  f o r  u p  t o  30 y e a r s .  A t  
p r e s e n t  o u r  l o a n  g u a r a n t y  a u t h o r i t y  i s  $350 
m i l l i o n ,  and w e  have r e q u e s t e d  a n  a d d i t i o n a l  $200 
n i l l i o n  i n  t h e  1981 budget .  

Our a p p l i c a t i o n  e v a l u a t i o n  p r o c e s s  s t a r t s  w i t h  
p r e l i m i n a r y  d i s c u s s i o n s  w i t h  t h e  b o r r o w e r  a n d  
t h e  l e n d e r .  A f t e r  submiss ion  of a n  a p p l i c a t i o n ,  
we  do  a q u i c k  r e v i e w  t o  d e t e r m i n e  t h a t  i t  i s  
complete  and i n c l u d e s  a l l  t h e  necessa ry  informa- 
t i o n .  We t h e n  proceed w i t h  a d e t a i l e d  e v a l u a t i o n  
which cove r s  s e v e n  key a r e a s :  r e s o u r c e ,  engineer-  
i n g ,  m a r k e t a b i l i t y  , f i n a n c i a l ,  management, envi- 
ronmental ,  and l e g a l .  

The  f i r s t  a rea  we l o o k  a t  i s  t h e  r e s o u r c e :  
What are t h e  expected c h a r a c t e r i s t i c s ?  What i s  
t h e  t empera tu re ,  f l ow,  chemis t ry  and r e s e r v o i r  
magnitude? The U.S. G e o l o g i c a l  Survey and p r i v a t e  
c o n s u l t a n t s  w i l l  ass is t  i n  t h i s  eva lua t ion .  When 
t h e  p o t e n t i a l  c h a r a c t e r i s t i c s  are d e f i n e d  they a r e  
g i v e n  t o  one of o u r  e n g i n e e r i n g  . c o n s u l t a n t s .  The 
c h a r a c t e r i s t i c s  are ana lyzed  t o  determine engi-  
n e e r i n g  f e a s i b i l i t y  , t o  d e s i g n  t h e  u t i l i z a i o n  
p r o c e s s ,  and t o  v a l i d a t e  e s t i m a t e d  c o s t s .  The 
n e x t  s t e p  i s  a n a r k e t  a n a l y s i s  t o  d e t e r m i n e  
i f  t h e  end p roduc t  is marke tab le  and i f  so ,  a t  
what p r i c e .  

C a l i f o r n i a  

T h e  G e o t h e r m a l  Loan  G u a r a n t y  P rogram i s  one 
of  s e v e r a l  DOE i n i t i a t i v e s  t o  a c c e l e r a t e  t h e  
comme r c  i a l i z  a t i o n  of a1 t e rna t i v e  e ne r gy sources  . 
The program's o b j e c t i v e s  a r e :  f i r s t ,  t o  encourage 
a n d  a s s i s t  t h e  p r i v a t e  and p u b l i c  s e c t o r s  t o  
a c c e l e r a t e  t h e  commercial u t i l i z a t i o n  of geother-  
mal r e s o u r c e s  by minimizing t h e  l e n d e r ' s  f i n a n c i a l  
r i s k ;  s e c o n d ,  t o  d e v e l o p  a f i n a n c i a l  s e r v i c e  
i n f r a s t r u c t u r e  t o  u l t i m a t e l y  provide f inanc ing  of 
ge o t  hermal p r o j e c t s  w i  thou t f e d e r a l  a s s  is tance;  
and t h i r d ,  t o  promote compe t i t i on  and encourage 
new . e n t r a n t s  i n t o  t h e  g e o t h e r m a l  m a r k e t .  The 
development of a f i n a n c i a l  s e r v i c e  i n f r a s t r u c t u r e  
i s  impor t an t  because  our  program has  a l i m i t e d  
l i f e  -- on ly  f o u r  more yea r s .  A t  t h e  end of t h i s  
p e r i o d  w e  hope t h e  i n d u s t r y  w i l l  be s e l f  s u f f i -  
c i e n t .  

Wi th in  DOE, t h e  A s s i s t a n t  S e c r e t a r y  f o r  Resource 
A p p l i c a t i o n s  i s  r e s p o n s i b l e  f o r  t h e  a d m i n i s t r a t i o n  
and management of t h e  program. Her s t a f f  e s t a -  
b l i s h e s  p o l i c y  and t a k e s  a c t i o n  on O p e r a t i o n s  
O f f i c e  recomendations.  Nationwide r e s p o n s i b i l i t y  
f o r  t h e  implementat ion of t h e  program has been 
a s s i g n e d  t o  t h e  Manager  of t h e  S a n  F r a n c i s c o  
Opera t ions  O f f i c e .  Under t h e  Manager of the  San 
F r a n c i s c o  Opera t ions  O f f i c e ,  t h e  O f f i c e  of Geo- 
the rma l  Loan Guaranty Program r e c e i v e s  and evalu- 
ates a p p l i c a t i o n s  and monitors  approved gua ran t i e s .  

G e o t h e r m a l  l o a n  g u a r a n t i e s  c a n  be  made f o r :  

1 .  E v a l u a t i o n  of t h e  commercial p o t e n t i a l  
of a r e source .  

2 .  R e s e a r c h  a n d  deve lopmen t  d e a l i n g  w i t h  
e x t r a c t i o n  and u t i l i z a t i o n  methods.  

3 .  A c q u i s i t i d n  of  r i g h t s  i n  g e o t h e r m a l  
r e sources .  

4 .  C o n s t r u c t i o n  a n d  o p e r a t i o n  o f  f a c i -  
l i t i e s  f o r  t h e  p r o d u c t i o n  of e l e c t r i -  
c i t y  f r o m  g e o t h e r m a l  r e s o u r c e s  and ;  

5 .  C o n s t r u c t i o n  and  o p e r a t i o n  o f  f a c i -  
. l i t i e s  w h i c h  u s e  g e o t h e r m a l  r e s o u r c e s  

i n  non-elect  r i c  a p p l i c a t i o n s .  

75 



Magliano 

- .-_-- Coopers 8 Lybrond 

Capilal ncsearcli 

snl 
I' I F I  ANC I A L  

----- 
_ _  - RPA 

L 

GLGP PflOJECT flEVlEW 
SEVEN AREAS 
- OI'*_L,OE . _ . ~  REVIEW -- nEVlEWEn INFOl3MAlION nEVlEWED CONCLUSIONS 

GEOTI IEIIMAI. nEsouncE -+ USGS Acceplable rcsoiirce risks @ 

Company's slaylng power; 
Adeqiialo borrower's slrarc, elc. 

Adequale cash llow 

I 

Cas t i ,  1 low cap 1 I al lza I Io1 I -b 

Acceplable coiisliuclloii plans; 
INEL --C operallon, and 01 ullllzallon Accaplable englnecrliig risks 

- MANAGEMEN r C- .. - . _  

Adeqiiale inanagerrwrrl ofan and rcsouicos. prolecl mlleslories: 
conlonl arid liiiiliiy persoirncl resor~rces 

NEnA 

i ~ ~ l l ~ t l ~  ness 

_. - _-- 

ENVIIIONMEN I A L  c - .-. . ---- - 

---__-- 

US(; SlOl IN L Impacl on alr, waler, nolse, elc. -b- EIS lslls 1101 needed 

We now have t h e  b a s i c  i n g r e d i e n t s  of a t y p i c a l  
c a s h  f l o w  a n a l y s i s  -- c o s t  a n d  r e v e n u e s .  The 
c a s h  f low a n a l y s i s  is a key p a r t  of ou r  evalua-  
t i o n  s i n c e  w e  mus t  d e t e r m i n e  i t s  s u f f i c i e n c y  
t o  c o v e r  t h e  d e b t  s e r v i c e  r e q u i r e m e n t s  o f  t h e  
g u a r a n t i e d  loan.  Our management e v a l u a t i o n  i s  
d i r e c t e d  a t  t h e  proposed o r g a n i z a t i o n a l  s t r u c t u r e ,  
t h e  f i r m ' s  o r  p a r t n e r ' s  f i n a n c i a l  s t a n d i n g ,  
a n d  t h e  i n t e r r e l a t i o n s h i p s  and  e x p e r i e n c e  of 
key ma nageme n t  pe r s o n n e l  . 
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A l l  of o u r  p r o j e c t s  m u s t  b e  e n v i r o n m e n t a l l y  
sound and DOE performs an environmental  review.  
The e x t e n t  and t h e  n a t u r e  of t h e  review v a r i e s  
w i t h  each p r o j e c t .  
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F i n a l l y ,  t h e  a p p l i c a t i o n  and r e l a t e d  documents 
a r e  r e v i e w e d  f o r  l e g a l  s u f f i c i e n c y .  A d e t e r -  
mina t ion  is made that t h e  proposed p r o j e c t  com- 
p l i e s  w i t h  DOE a n d  o t h e r  f e d e r a l  r e g u l a t o r y  
and s t a t u t o r y  requirements .  These requirements ,  
f o r  t h e  most p a r t ,  are con ta ined  i n  our r egu la -  
t i o n s  and e n a b l i n g  l e g i s l a t i o n .  O t h e r  a r e a s ,  such 
as  a c c e p t a b i l i t y  o f  l o a n  a g r e e m e n t  terms a n d  
c o n d i t i o n s ,  s e c u r i t y  i n t e r e s t s  i n  c o l l a t e r a l ,  
l e g a l i t y  of t h e  proposed bus iness  o r g a n i z a t i o n ,  
and compliance w i t h  s ta te  and l o c a l  p e r m i t t i n g  

r equ i r emen t s ,  a r e  a l s o  examined. C a r e f u l  a n a l y s i s  
of t h e  r i s k s  i n  each of t h e  above areas i s  made 
i n  o r d e r  t o  r e a c h  t h e  b o t t o m  l i n e  d e t e r m i n a -  
t i o n  -- r e a s o n a b l e  a s s u r a n c e  of payback. Due t o  
t h e  many u n c e r t a i n t i e s  a s s o c i a t e d  w i t h  development 
and use  of a geothermal  r e s o u r c e ,  t h e  d e t e d n a -  
t i o n  of r easonab le  a s s u r a n c e  of payback i s  o f t e n  
complex. 

What is t h e  s t a t u s  of t h e  Geothermal Loan Guaranty 
P r o g r a m ?  On b a l a n c e  i t  l o o k s  good .  We h a v e  
approved f i v e  g u a r a n t i e s  w i th  t o t a l  p r o j e c t  c o s t s  
of $93 m i l l i o n  and follow-on commitments of $153 
m i l l i o n .  Four a d d i t i o n a l  a p p l i c a t i o n s  a r e  under  
review w i t h  gua ran ty  r e q u e s t s  of $114 m i l l i o n .  I n  
summary w e  have  a p p r o v e d ,  c o m m i t t e d  o r  u n d e r  
r e v i e w  p r o j e c t s  w h i c h ,  i f  a l l  a r e  a p p r o v e d ,  
e x h a u s t  our  $350 m i l l i o n  a u t h o r i t y .  With p o s s i b l y  
o n l y  $200 m i l l i o n  i n  a u t h o r i t y  f o r  f i s c a l  y e a r  
1 9 8 1 ,  we are faced  w i t h  a l l o c a t i n g  t h o s e  funds 
on a p r i o r i t y  b a s i s .  We w i l l  be  . p u t t i n g  a 
h igh  p r i o r i t y  on t h o s e  p r o j e c t s  which p rov ide  u s  
wi th  t h e  g r e a t e s t  l e v e r a g e  i n  terms of s t i m u l a t i n g  
p r i v a t e  s e c t o r  d e v e l o p m e n t .  F o r  e x a m p l e ,  a n  
e l e c t r i c  g e n e r a t i n g  p r o j e c t  i n  a n  u n d e v e l o p e d  
r e s o u r c e  area would p r o v i d e  more l eve rage  t h a n  
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SUMMARY: GEOTHEFIPIAL LOAN GUARANTY APPLICATIONS 

CATEGORY MUMBElCi 
GI I'ARANTY 

APIOUNT 
( $ M I  

APPROVED PROJECTS 5 92,s 

APPLICATIOYS UIIDER EVALUATION 4 

PRE-APPLICATIOM DISCUSSIONS J5 
TOTAL 24 

TYPE 

EAST MESAIR-1975 ( TiG I ) FIELD DEV, 
(ELECTP, I C 1 

CU I VENTURE EXPLOPATION 
(ELECTRIC) 

114,l 

396,8 
$633 , 7 

COST G U.4 RANTY 
lJuLlE2 0 

2 ,8  1 , 8  

CU I VENTURE FIELD DEV, 78,8 4984 
(ELECTR I C 1 

GEOTHERfZAL FOOD PROCESSORS VEGETABLE 
DEHYDRATION 

(NON ELECTRIC) 4,8 . 3 , 5  

WESTMORLAND FIELD DEV, 

(ELECTRIC) LU! BJ 
u l ! i . A 3  $92,8 

77 



Mag 1 i ano 

one  i n  a r e s o u r c e  a r e a  a l r e a d y  u n d e r  d e v e l o p -  
ment w i th  nonguarant ied p r i v a t e  s e c t o r  f inanc-  
i n g ,  I n  n o n - e l e c t r i c  p r o j e c t s  we w i l l  be look ing  
a t  t h e  p o t e n t i a l  f o r  a d d i t i o n a l  i n d u s t r i a l  a p p l i -  
c a t i o n  of t h e  p rocess  a t  t h e  proposed s i t e  and  a t  
o t h e r  l o c a t i o n s  t h r o u g h o u t  t h e  U n i t e d  S t a t e s .  

I t  may b e  h e l p f u l  a t  t h i s  p o i n t  t o  d e s c r i b e  
some of o u r  p r o j e c t s .  The f i r s t  i s  t h e  Geo- 
thermal  Food P r o c e s s o r s ,  a v e g e t a b l e  dehydra t ion  
p l a n t  a t  Brady Hot Spr ings ,  Nevada. The p l a n t  
i s  t h e  f i r s t  v e g e t a b l e  d e h y d r a t i o n  p l a n t  t o  
u s e  geothermal  energy i n  t h e  U.S. It  is  capab le  
of p r o c e s s i n g  30 m i l l i o n  pounds of  raw o n i o n s  
p e r  y e a r  a s  w e l l  as o t h e r  v e g e t a b l e s  s u c h  as 
c a r r o t s ,  c e l e r y ,  b e l l  peppers ,  c h i l i  peppers ,  and 
po ta toes .  Geothermal f l u i d s  are used i n  p l a c e  of 
n a t u r a l  gas ,  as p rocess  wa te r ,  and h e a t  f o r  t h e  
p l a n t  o p e r a t i o n s .  I t  i s  e s t i m a t e d  t h a t  t h e  
company w i l l  s ave  $1.8 m i l l i o n  i n  f u e l  c o s t s  o v e r  
t h e  next  15 yea r s .  Although de layed  complet ion 
of t h e  p l a n t  r e s u l t e d  i n  t h e  company expe r i enc ing  
some f i n a n c i a l  d i f f  i c u f t i e s ,  t h e  company ac- 
q u i r e d  a d d i t i o n a l  e q u i t y  c a p i t a l  and DOE i n -  
c r e a s e d  t h e  l o a n  guaranty t o  p rov ide  a d d i t i o n a l  
f i n a n c i n g  t o  complete  t h e  p l a n t  and s tar t  oper- 
a t i o n s  last yea r .  

An example of an e a r l y  e lec t r ic  p r o j e c t  is  Re- 
p u b l i c  G e o t h e r m a l ' s  f i e l d  e x p l o r a t i o n  p r o j e c t  
a t  E a s t  Plesa. With t h e  Bank o f  America p r o -  
v i d i n g  t h e  f i n a n c i n g ,  t h e  o b j e c t i v e  i s  t o  demon- 
s t r a t e  t h e  e c o n o m i c  v i a b i l i t y  of  p r o d u c i n g  
e l e c t r i c i t y  from h o t  water unde r ly ing  t h e  East 
Mesa a r e a  o f  t h e  I m p e r i a l  V a l l e y .  We e x p e c t  
t o  r e c e i v e  two s u p p l e m e n t a r y  a p p l i c a t i o n s  t o  
complete t h e  p r o j e c t :  one t o  b u i l d  a 64 g r o s s  
megawatt double-f l a s h  power p l a n t ,  and t h e  o t h e r  
f o r  a n  expanded  f i e l d  t o  s u p p o r t  t h e  p l a n t .  
A t  t h i s  time i t  appea r s  t h e  East Mesa p r o j e c t  w i l l  
r e s u l t  i n  t h e  f i r s t  p r i v a t e l y  f inanced  hydrother-  
mal power p l a n t  i n  t h e  country o v e r  10 megawatts. 
We b e l i e v e  t h i s  p r o j e c t  w i l l  be a s i g n i f i c a n t  
d e m o n s t r a t i o n  of t h e  v i a b i l i t y  of  a m o d e r a t e -  
t e m p e r a t u r e  h o t  water r e s o u r c e  f o r  p r o d u c i n g  
e l e c t r i c i t y  s i n c e  E a s t  Mesa t e m p e r a t u r e s  and 
f low r a t e s  a r e  bo th  a t  t h e  low end of t h e  commer- 
c i a l  range.  I t  a l s o  demonstrates  t h e  v i a b i l i t y  
of t h e  Loan Guaranty Program. Through t h e  use 
of  t h e  l o a n  g u a r a n t y ,  R e p u b l i c  w i l l  be  a b l e  
t o  p r i v a t e l y  f i n a n c e  a l l  phases  of t h e  p r o j e c t .  
Because of t h e  i n i t i a l  high r i s k ,  p r i v a t e  f inanc -  
i n g  wou ld  n o t  h a v e  b e e n  a v a i l a b l e  w i t h o u t  t h e  
guaranty.  

A t  t h i s  s t a g e  of development i n  t h e  geothermal  
i n d u s t r y  n o t h i n g  seems t o  go a s  p l a n n e d .  I n  
o r d e r  t o  be a v i a b l e  f i n a n c i a l  i n c e n t i v e  t h e  
Loan  G u a r a n t y  P rogram mus t  be a b l e  t o  r e s p o n d  
t o  changing t e c h n i c a l  and economic cond i t ions .  
T h e  McCulloch O i l  and G e o t h e r m a l  K i n e t i c s  ex- 
p l o r a t o r y  d r i l l i n g  p r o j e c t  a t  S o u t h  B r a w l e y ,  
C a l i f o r n i a  i s  a r e c e n t  example.  A t  t h e  time 
t h e  l o a n  was c l o s e d ,  D O E ,  t h e  b o r r o w e r ,  a n d  
t h e  l e n d e r  -- t h e  Bank of Montreal ,  C a l i f o r n i a  
-- a l l  were i n  a g r e e m e n t  as t o  wha t  s u c c e s s  
c r i te r ia  shou ld  be f o r  t h e  f i r s t  w e l l  i n  terms 
of t empera tu re ,  f l ow rate,  and f l u i d  chemis t ry .  

Upon c o m p l e t i n g  t h e  w e l l  a c o l l a p s e d  c a s i n g  
c u t  t h e  w e l l  t e s t  s h o r t  and p r e v e n t e d  u s  f rom 
de te rmin ing  whether  t h e  c r i t e r i a  had been met. 
R a t h e r  t h a n  s t o p  t h e  p r o j e c t  DOE a g r e e d  t o  in -  
c r e a s e  i t s  r i s k  by a l l o w i n g  t h e  borrowers  t o  draw 
down t h e  b a l a n c e  of  t h e  g u a r a n t e e d  d o l l a r s  t o  
c l e a n  o u t  t h e  w e l l  and make a b e t t e r  d e t e r m i n a t i o n  
on t h e  v i a b i l i t y  of t h e  resource.  Our persever-  
ance  has paid o f f .  The w e l l  was completed w i t h  
ve ry  promising r e s u l t s .  The well was t e s t e d  a t  
approximately 75,000 pounds of steam p e r  hour w i t h  
a narrow d iame te r  c a s i n g .  From draw down tests, 
t h e  borrower b e l i e v e s  t h a t  t h e  well may be capab le  
of d e l i v e r i n g  a t  o r  above  200,000 pounds of 
steam p e r  h o u r .  W e l l h e a d  t e m p e r a t u r e s  were 
measured a t  422 F. T h i s  p a s t  A p r i l  DOE approved 
t h e  borrower's  a p p l i c a t i o n  f o r  f u l l  f i e l d  develop- 
ment of t h e  r e s o u r c e  f o r  a 55  MW power p l a n t .  

The  l a s t  p r o j e c t  I wou ld  l i k e  t o  t a l k  a b o u t  
is t h e  Northern C a l i f o r n i a  Power Agency's proposed 
power p l a n t  a t  The  G e y s e r s .  T h e  p r o j e c t  pro-  
v i d e s  f o r  a 110 megawatt p l a n t  t o  be  l o c a t e d  
i n  t h e  C a s t l e  Rock Spr ings  a r e a  of The Geysers.  
The Bank of Montreal ,  C a l i f o r n i a  w i l l  p r o v i d e  t h e  
i n i  t i a l  c o n s t r u c t  i o n  f inanc ing .  Es t ima ted  c o s t s  
are approximately $58 m i l l i o n .  We w i l l  gua ran ty  
abou t  $ 4 4  m i l l i o n .  DOE s igned  a memorandum of 
unde r s t and ing  wi th  t h e  S t a t e  of C a l i f o r n i a  and 
o t h e r  F e d e r a l  a g e n c i e s  t o  conduct a j o i n t  environ-  
men ta l  review. The j o i n t  e f f o r t  approach i s  a 
landmark and w i l l  i n  my op in ion  r e s u l t  i n  a more 
e f f e c t i v e  and speedy environmental  review process .  
We hope t h e  c o o p e r a t i v e  approach w i l l  be t h e  wave 
of t h e  f u t u r e .  

What a b o u t  t h e  f u t u r e ?  We a r e  c u r r e n t l y  i n  
t h e  p rocess  of implementing s e v e r a l  i n i t i a t i v e s  
t o  make t h e  program more a t t r a c t i v e .  Our e f f o r t s  
f o c u s  around t h r e e  a r e a s :  l e g i s l a t i v e  changes,  
r e v i s e d  r e g u l a t i o n s  a n d  t h e  i s s u a n c e  of l o a n  
gua ran ty  po l i cy  g u i d e l i n e s  and management proce- 
du res .  

Our i n i t i a l  l e g i s l a t i o n  was amended i n  February 
1978. These amendments p rov ide  s e v e r a l  provi-  
s i o n s  which a r e  des igned  t o  make t h e  program more 
a t t r a c t i v e  t o  l e n d e r s  and borrowers. Fo r  l e n d e r s ,  
we c a n  pledge t h e  f u l l  f a i t h  and c r e d i t  of t he  
U n i t e d  S t a t e s  on t h e  payment  of p r i n c i p a l  and 
i n t e r e s t .  F o r  t h e  b o r r o w e r ,  we c a n  now l e n d  
up t o  a maximum of  $100 m i l l i o n  p e r  p r o j e c t  and 
$200 m i l l i o n  i n  t o t a l .  We h a v e  a u t h o r i t y  t o  
p r o v i d e  t h e  b o r r o w e r  w i t h  b o t h  p r i n c i p a l  and 
i n t e r e s t  a s s i s t a n c e  under  c e r t a i n  c o n d i t i o n s .  For 
t h o s e  r e p r e s e n t a t i v e s  of p u b l i c  a g e n c i e s ,  w e  now 
have t h e  a u t h o r i t y  t o  a l low i n t e r e s t  d i f f e r e n t i a l  
payments. We cannot  guaranty t a x  exempt f i n a n c i n g  
as  t h e  i n t e r e s t  f r o m  o u r  g u a r a n t y  l o a n s  must  
be t a x a b l e ,  however, a new i n t e r e s t  d i f f e r e n t i a l  
p r o v i s i o n  a l l o w s  u s  t o  pay a p o r t i o n  of t h e  
d i f f e r e n c e  between the t a x a b l e  i n t e r e s t  rate of 
t h e  l o a n  and t h e  market y i e l d s  on o t h e r  t a x  exempt 
o b l i g a t i o n s  of t h e  borrower.  

I n  December, 1979, we pub l i shed  r e v i s e d  regula-  
t i o n s  t o  i n c o r p o r a t e  t h e  l e g i s l a t i v e  c h a n g e s ,  
and 50 c o r r e c t  c e r t a i n  problem areas i d e n t i f i e d  
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f r o m  o u r  p a s t  e x p e r i e n c e .  T h e s e  c h a n g e s  a r e  
d e s i g n e d  t o  e n h a n c e  t h e  a t t r a c t i v e n e s s  of t h e  
program. We have t r i e d  t o  f a c i l i t a t e  t h e  market- 
a b i l i t y  of g u a r a n t e e d  s e c u r i t i e s  by c l a r i f y i n g  
and  changing  s e v e r a l  s e c t i o n s  of t he  r e g u l a t i o n s .  
A p r o v i s i o n  h a s  b e e n  a d d e d  a l l o w i n g  h o l d e r s  
of l o n g - t e r m  n o t e s  a s  w e l l  as  l e n d e r s  t o  make 
demand fo . r  payment i n  t h e  e v e n t  of d e f a u l t  under  
t h e  l o a n .  We have t h e  a b i l i t y  t o  borrow funds 
from t h e  Treasury  i f  ba lances  i n  t h e  Geothermal  
Resources  Development Fund cannot  c o v e r  a l o a n  
f o r  which payment h a s  been demanded. Revis ions  
c o n c e r n i n g  t h e  w i t h d r a w a l  a n d  r e d u c t i o n  of a 
guaranty  should  make t h e  guaranty  more a c c e p t a b l e  
t o  long-term h o l d e r s  of t h e  o b l i g a t i o n s .  F i n a l l y ,  
we have a l s o  made changes t o  b r i n g  t h e  l e n d e r s  
s e r v i c i n g  o b l i g a t i o n s  more i n  l i n e  w i t h  t h e i r  
normal  p r a c t i c e s .  

With regard  t o  t h e  borrower,  we have s h o r t e n e d  
and s i m p l i f i e d  the requi rements  f o r  i n f o r m a t i o n  
s u p p o r t i n g  t h e  a p p l i c a t i o n .  A p r o v i s i o n  h a s  
been added to  a s s u r e  t h a t  l o a n  g u a r a n t e e s  do n o t  
a d v e r s e l y  a f f e c t  t h e  c o m p e t i t i v e n e s s  of t h e  
i ndu s t r y  . 
Based on comments r e c e i v e d  o n  t h e  proposed regu- 
l a t i o n s  and our  r e c e n t  e x p e r i e n c e s  we c a n  c o n s i d e r  
g u a r a n t i e s  f o r  l e v e r a g e  lease f i n a n c i n g  on a 
case by case b a s i s .  The geothermal  i n d u s t r y  is  
composed of two r a t h e r  d i s t i n c t i v e  s e g m e n t s :  
d e v e l o p e r s  a n d  u s e r s .  The  d e v e l o p e r s  a r e  t h e  
r e s o u r c e  companies which hold  l e a s e s  and d r i l l  
p r o d u c t i o n  w e l l s .  Users are t h e  companies which 
c o n s t r u c t  a n d  o p e r a t e  t h e  power  o r  i n d u s t r i a l  
p r o c e s s  p l a n t .  While t h e r e  h a s  been a c o n s i d e r a b l e  
amount of d e v e l o p e r  a c t i v i t y ,  t h e r e  h a s  n o t  been 
much u s e r  a c t i v i t y  o u t s i d e  of The Geysers  area. 
We found t h a t  one r e a s o n  t h e  deve loper  is  re luc-  
t a n t  t o  g e t  involved  w i t h  o p e r a t i o n  of a power 
p l a n t  is f e a r  of r e g u l a t i o n  as a u t i l i t y .  

On t h e  o t h e r  hand,  t h e  u t i l i t i e s  are r e l u c t a n t  
t o  i n v e s t  i n  t h e  geothermal  power p l a n t  because  
of t h e  technology and r e s o u r c e  r i s k s  a s s o c i a t e d  
w i t h  u n d e v e l o p e d  g e o t h e r m a l  r e s o u r c e s  areas.  
Under a l e v e r a g e d  l e a s e ,  a t h i r d  p a r t y  i n v e s t o r  
u s u a l l y  w i l l  p u t  u p  2 5  p e r c e n t  e q u i t y  and  t h e  
DOE w i l l  g u a r a n t y  a l o a n  f o r  t h e  r e m a i n i n g  75 
p e r c e n t .  R e c e n t l y  l e g i s l a t e d  i n v e s t m e n t  t a x  
c r e d i t s  make t h e  l e v e r a g e  lease a t t r a c t i v e  f o r  t h e  
e q u i t y  i n v e s t o r .  The t h i r d  p a r t y  e q u i t y  i n v e s t o r  
w i l l  be t h e  owner and r e c e i v e  t h e  t a x  b e n e f i t s .  
The u t i l i t y  w i l l  o p e r a t e  the  p l a n t  as a l e s s e e ,  
t h e r e b y  g r e a t l y  r e d u c i n g  i t s  r i s k  a n d  c a p i t a l  
i n v e s t m e n t .  The  l e v e r a g e  lease,  t h r o u g h  t h e  
i n t r o d u c t i o n  of the t h i r d  p a r t y  i n v e s t o r ,  p r o v i d e s  
a means t o  t i e  t o g e t h e r  deve loper  and u s e r  i n t e r -  
e s t s  s o  t h a t  t h e  g e o t h e r m a l  r e s o u r c e  c a n  b e  
developed and  u t i l i z e d .  

The f i n a l  a r e a  of o u r  e f f o r t s  h a s  been t h e  recent  
i s s u a n c e  of DOE l o a n  guaranty  p o l i c y  and manage- 
ment  p r o c e d u r e s .  P o l i c y  p r o v i s i o n s  i n c l u d e :  

DOE'S acceptance  of a r e a s o n a b l e  v a l u a t i o n  
f o r  t h e  e q u i t y  s h a r e  of p r o j e c t  c o s t s .  

DOE's r e c o u r s e  w i l l  be g e n e r a l l y  l i m i t e d  
t o  p r o j e c t  assets. 

DOE's heavy r e l i a n c e  on l e n d e r s  t o  evalu- 
a t e  t h e  borrower's f i n a n c i a l  c o n d i t i o n .  

Management p r o c e d u r e s  a r e  d e s i g n e d  t o  s h o r t e n  
DOE response  times, i n c l u d i n g :  

Delega t ion  of a p p r o v a l  a u t h o r i t y  t o  t he  
. f i e l d .  

P z . o c e d u r e s  t o  e x p e d i t e  h e a d q u a r t e r s  
l e v e  1 r e v i  ew . 
D e f i n i t i o n  of d e p a r t m e n t a l  o r g a n i z a -  
t i o n a l  r e s p o n s i b i l i t i e s  and a u t h o r i t i e s .  

I n  summary, we h a v e  t a k e n  a c t i o n  t o  make o u r  
program more a t t r a c t i v e  t o  borrowers and  lenders .  
We do n o t  p l a n  t o  s t o p  h e r e  and w i l l  c o n t i n u e  t o  
e v a l u a t e  a n d  improve our  program i n  t h e  fu tu re .  
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