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ACCELERATING THE LEARNING CURVE:
FINANCING OPTIONS FOR RENEWABLES

Introduction: There are a number of ways in which to finance the acquisition of solar facilities
and solar power. If properly managed, all of the financing methods should save your business or
school district significant amounts of money as opposed to simply paying your existing energy
bill over time. The alternative that is best for your business or school district will depend on the
unique circumstances of your operations and financial resources.

For this reason you are encouraged to analyze more than one financing option and more than one
solar facility so that you may compare them. You are also encouraged to have your efforts aided
by an expert. The following are general factors to consider as you weigh each method.

1. Straight Purchase of the Solar Facility: Under this option, the district or business simply
purchases the equipment.

Advantages: Potential considerable savings in that energy cost savings are compounded by the
absence of financing costs. Districts will also avoid the challenges of coordinating operations
and construction of district property with vendor work crews.

Disadvantages: The main disadvantage and an "option killer" for most businesses and districts
contemplating the purchase option, is the significant upfront costs of purchasing solar facilities,
which can be several million dollars or more for larger systems. Coming up with this amount
from general funds or a budget may be impossible, especially in this fiscal environment. The
other challenge is that you will have to have the facility constructed and maintained. Production
"guarantees” from a manufacturer will be much less effective than a "guarantee" from a Power
Provider. As a result, your due diligence in determining the price and production of the system
will be greater. '

Issues and Solutions: Determine your time line. If you are taking a longer view (e.g.,
installation in five-seven years) have solar facilities included in your bond's list of projects.
Modify your facility plan to include solar power facilities. Determine with your Director of
Maintenance and Operations, whether the maintenance should be done by a third-party vendor or
whether it can be handled in house with your current or projected resources.

2. Power Purchase Agreements (""PPA''): PPAs are probably the most popular of the
financing methods for school districts and colleges. Under a PPA, a vendor installs and
maintains solar power facilities on district property. The vendor remains the owner of the
facility and maintains the facility during the life of the Agreement. The district purchases power
from the vendor according to a schedule. The energy purchased would be less than what would
otherwise be supplied by a utility provider.



Advantages: The most important advantage is that no significant upfront costs are required. The
operation is usually "turn-key" with both installation and maintenance performed by the same
vendor. Depending on the circumstances, prices can approach the costs of other methods of
financing (e.g., COPS, discussed below).

Disadvantages: Perhaps more than other methods of financing, the devil is in the details. Check
carefully the amounts found in the escalator clauses. Check them against estimates of utility
energy prices. Look closely at the cost of purchasing the facility at a later date. Most PPAs
allow the buyer to purchase the facility after a stated period of time (seven-ten years). Is the
purchase price fair?

Issues and solutions: Because the vendor will be performing the installation and maintaining the
facility, a number of other issues should be examined closely, including the following:

Construction bonds

Construction issues such as site access
Insurance

Site security

i

3. Finance with Certificates of Participation (““COP”): In the COP method, the school
district, as lessee, leases the property it is acquiring not from a lender but from a third-party
lessor, usually a non-profit corporation or a joint powers agency. The lease payments made by
the school district to the third party lessor are assigned to the lender (the COP owners) to repay
the debt. Each COP owner is entitled to a proportionate amount of the lease payments made by
the school district under the lease; the COPs represent this entitlement.

Advantages: Unlike General Obligation Bonds (“G.O.,” discussed below), no voter approval is
required. There is significant flexibility in the devising of COPS because they are not creatures
of statute. There is therefore, a lack of procedural and other restrictions.

Disadvantages: COPs do not generate additional revenue to pay debt service. Because lease
financing by COPs is more complex and less secure than general obligation bond financing,
interest rates and costs of issuance are higher. COPs also encumber the property leased,
complicating disposition of such property or future borrowing against it.

4. Finance with General Obligation Bonds ("G.0."): G.O. Bonds are voter approved long-
term debt instruments which are secured by the legal obligation to levy and collect ad valorem
property taxes sufficient to pay annual debt service on the bonds. Because G.O. Bonds are
secured by the taxing power of the school district, they are considered to pose minimal risk and
therefore provide the lowest borrowing costs to the school district of any of the financing
vehicles available.

Advantages: G.O. Bonds generate additional revenue to pay debt service with no encroachments
upon the general fund. They also provide lower interest rates and costs of issuance because of
the strength of the security and simplicity of structure.



Disadvantages: Voter approval is required. Query whether now is a good time to send out a
bond for voter approval. There are also debt limitations. There may be other needs of the
district that are considered more important. Election requirements impose a long delay between
the initiation of the proceeding and the school district's receipt of bond proceeds. )

Issues and Solutions: Including solar projects in your bond will boost the bond’s attractiveness
in most districts. The question is whether you should wait that long to go solar? Politically and
administratively, solar power provides good news now for districts that could use it.

5. Finance with COPs/G.O. Bond Hybrid: In this scenario, the facility is initially financed by
COPs. After the passage of a bond campaign and the issuance of sufficient bonds, the COPs are
purchased, and a new and lower interest rate is triggered from the G.O. Bonds.

Advantages: This method combines the best features of the COP and G.O. methods. The
facility is acquired quickly and financed at favorable returns and then is refinanced with G.O.
Bonds with no further pressure to the general fund. This method will probably save the most
money for districts.

Disadvantages: This is the most complex of the transactions and will demand the most of your
staff.
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Fagen Friedman & Fulfrost LLp

Redefining Education Law

Mark S. Williams, Partner

Mark S. Williams is a partner in the Oakland office. Mr. Williams serves as counsel
for a wide range of public entities, with a special emphasis on energy and
sustainability issues for both K-12 and community college districts. Mr. Williams is a
specialist in a wide range of facility and land use issues, including developer
agreements, construction and architect agreements, pre-qualification, and bidding.
He has experience in traditional bid-build construction agreements, as well as such
alternative project delivery systems as construction manager at risk, lease-leaseback,
and design-build. Additionally, Mr. Williams is recognized as a leader in areas of
alternative energy and energy conservation contracts.

In addition to his successful school facilities practice, Mr. Williams provides general
counsel services for clients and is regarded as an expert in conducting fraud and
employee theft investigations on behalf of school districts and colleges.

A popular speaker, he is often requested to present at the Association of Community
College Administrators, the Community College League of California, and the
Association of College Human Relations Officers. Additionally, Mr. Williams speaks
on energy issues, including RFP and contract topics throughout the state.

Mr. Williams has been active in community affairs and has served as a mentor in the
Big Brothers and Futures for Children programs for over 15 years, and received his
J.D. from the University of California at Berkeley.

: www.fagenfriedman.com
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