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Agenda

— Introduction

— Global WTE Trends

— MSW/ Waste Facts

— Sources of Cash & Tax Benefits

— Non-Traditional Debt

— Financing Structures, Tax Issues & Numbers
— Risk Mitigation

— Questions
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Global Waste to Energy Investment Trends

Global Waste to Energy Investment Trends

“ Global investments in energy plants using biomass (i.e., solids)have hovered around $9-10 B/year since
2007 — much more consistent than for biofuels (ie., liquids)

' Europe is the leader, followed by China

" China’s NDRC is targeting to increase biomass power from <6GW in 2010 to 24 GW by 2020 (estimated
cost ~$70 billion

"+ EU expects to double biomass capacity by 2020 to ~26 GW (~%50 Billion)
"~ Brazil likely to spend at least $55 bilion for power & cellulosic fuels to use wood & sugar cane biomass

Global Asset Financing in Biomass and Waste- Cumulative Growth in Biomass and Waste-to-Energy Asset
to-Energy (2005-2011)1 Financing?!
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Historical Investment

Historical Investment

WTE Investment Trends, 2004-11 ($billions)

First-generation Versus Next-generation
Vc/Pe By Technol
VcfPe Investment c/Pe By Technology
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Almost by definition, very little WVC/PE capital is going into first generation WTE.

Within the second generation technologies, VC/PE capital is increasingly focused on Thermo-chemical
approaches (eq., pyrolysis & gasification) as opposed to Bio-chemical approaches (eg., enzymatic
hydrolysis). This is partly in response to the fact that the former is generally better able to handle a
wider range of feedstocks.
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g
Waste Facts

— Each person in U.S. today
generates 1,584 Ibs. per year

= Decreased from 1,643 Ibs

. Yard trimronings Food Scraps
per person per year in 2008 o 14.10%
— What is in our waste?
. ReCyCIableS Rubber, leather
= Feasible now to recycle up to “oamn
°0-60% bl
. Plastics
— Energy content of remainder: 12.30%

5,500 BTUs per pound
» Coal at 9,000 BTUs per pound

Source: US EPA, 2012 data
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Significant opportunity for the provision of non-traditional debt finance
to the WTE sector

Five Key Reasons:

1. High government debt
» Development Banks will have less capital

2. Weak European banking system
» Retreat of the largest project financiers

3. Basil 3requirements
» More conservative capital ratios for all banks

4. Rapid reductions in the Levelized Cost of Renewable Energy
» Driven by technological change

5. Selected environmental regulations

» Eg., RFS-2 in the United States — creates a market for products
with technological risk.
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Sources of Cash and Tax Benefits

» Project Revenue
= Energy Sales

= REC Sales
» Federal Tax Credits / Loan Guarantee
=  PTC
ITC

= DOE Loan Guarantee

USDA Incentives: Loans, Loan Guarantees, Biomass Crop
Assistance, Rural Energy for America Program, Community Wood
Program, Woody Biomass Grants

» Accelerated Tax Depreciation

= MACRS

State Incentives

= Sales and Property Tax Rebates

= Capital Cost Rebates

=  Other Incentives

NMTC Financing,P3’s, VCs, PE and Infra Funds (equity and debt)
144 A Bonds

CREBS

Tax Exempt Bonds

YVVY
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SOLID WASTE PRIVATIZATION PROCESS

Assessment of Current Solid Waste Management Regulations, Trends and
Practices:

e Examine policies and regulations.

« Examine solid waste characteristics and quantities.

* Demographic analysis.

* Methods of collection, treatment and disposal.

 Current facilities, facilities siting options, facilities management.

* Economic and financial options.

Laws and
Legislation
Solid Waste
Information

Unit Costs Privatization Feasibility Analysis:

« ldentify technical and operational aspects of the current system that could have an
impact on potential privatization projects.

Existing Fees

Service Cost Accounting/Recovery:

Local Funding » Examine demand projections and willingness to pay.
Mechanisms » Examine current tariffs and tariff structure.

* Prepare service growth projections.

« Identify methods for calculating tariffs.
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SOLID WASTE PRIVATIZATION PROCESS (cont.)

Service Cost Accounting/Recovery:

Public Awareness « Examine demand projections and willingness to pay.
« Examine current tariffs and tariff structure.

« Prepare service growth projections.

* Identify methods for calculating tariffs.

Start public awareness
campaign to ensure that

public is made aware of ) _
e Financing and Recovery Method
the privatization process.
Pre-Qualification and Tender Document Preparation:
* Identify criteria for pre-qualifying potential bidders.
» Determine information to be provided to bidders.
* Prepare tender documents.
» Develop tender evaluation criteria

Pre-Qualification Process.

Performance Targets and Measures

Tendering & Contracting
Process

Developing Contract Monitoring Units:
* Organizational setup.

* Institutional setup.
* Implementation of monitoring system.
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What do Investors Want?

» Risk Mitigation:

. Experienced Management Team with demonstrable Track Record

. Realistic valuations

. Fully financed business plans / limited capital intensity

. Limited technology or market development risk

=  Structured securities with seniority in capital structure
A validating investment from a strategic or a deeply experienced VC
Strong management teams with proven execution track records

Continued financial and business support from existing investors

vV V V V

A realistic exit plan which includes strategic acquirers
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What Do Lenders Want?

Financeable PPAs
» Reasonable Performance Requirements and Penalties
Reasonable limits on utility curtailment or pay — Change of
Law Protection — Reasonable Leeway on Development
Milestones
Force Majeure and Uncontrollable Permitting Delays
Revenue During Startup Period
» Lender Rights to Cure Defaults and Reasonable Cure Periods —
Utility Consent to Assign PPA to Lender as Loan Collateral
Transfer Rights
Utility Continuity of PPA Terms on Foreclosure
Portfolio Finance Issues
Efficient Dispute Resolution

© 2014 Baker & McKenzie LLP
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In traditional infrastructure development, emphasis is on the Project

» Approval processes

» Opposition from local
stakeholders (NIMBY)

» Locked in engineering,
procurement and construction
contracts with fixed price
arrangements

> Labor and material risk

» Embedded ‘optionality’ and long
term credit exposures

Integration into the power system
Pricing on power
Availability and performance

Y V V

Sponsor to mitigate risks

Lenders and investors require
term contractual arrangements

Will rely on the financial capacity
of the sponsors to absorb any
market risk inherent in the project

Canadian lenders and
investors have not had as
much experience with
renewable energy

Venture capital interests are in
the development of technology

Government support is needed in
the form of grants, loans,
guarantees and tax concessions

Risk mitigation is best achieved by assigning key risks to suitable
counterparties
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WTE projects have unique scale and technology issues that
pose a challenge to conventional risk mitigation

Corporate ~ InvestmentinWTEProjects
Finance
V.S.

Project
e s
Sources
of £ = Project |
Capital Sponsor(s)
equilyi dividencs
project I repayment
| ey e |
Oft-taker(s) Project SPV Lender(s)
Tax M off-take 1p"\:ject
Issues : a4 dabt funding
Opex | i
v
contractors

and suppliers

Cash

Flow Impacts Assessment of Key Risks and Mitigative Commercial Arrangements

Sunk costs and

Financial BC stranded assets

Performance Revenue Commodity Regulatory

Lenders are typically last in and need to understand that the project can
work under best and worst case conditions
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A well defined business case that follows a carefully laid out commercial risk mitigation
structure is a key success factor

r
|
|

Review Structuring of Public Policy
Key Components
\/ I
\/’
Equity Sponsors Needs Commodity Risks
W
Approvals
Hold Co Structure
Wrapping Design-Build-
EPC and Operating Risks
O&M

Sponsor Return
Requirements
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Risk Mitigation Options

Project/Pre-construction Track Record of project team; Get involved with developer
Pre-Project early/ introduce partners Debt- Equity as required/ structure,
Conceptualization Contingent grants underwrite and syndicate/develop lending off take Project
Implementation community/ participate/understand other transactions/ value
chains

Infrastructure Construction Risks
Construction Insurance - CAR/EAR Experienced contractors, EPC turnkey
Counterparty Surety Bonds Independent Tech Reviews. Completion guarantees

Performance guarantees
Liquidation damages
Operational Risks
Performance Insurance Proven Tech, Operator incentives, Independent Review

Counterparty Surety Bonds

Performance guarantees

Liquidation damages
Fuel/ Feedstock Supply/ Weather Weather Insurance/ Derivatives/ Hedges  Fixed off take and supply contracts
Credit Risks Guarantees

Credit derivatives/Swaps

Generic - All Phases

Policies Subsidies, Funding FIT, etc. Insurance/Hedges
Financial ( Interest/ Tax, etc) Derivative Products
Political Political Risk Guarantees

MFI Guarantees

Export Credit Guarantees

Holistic Management of Risk

Force Majeure Insurance/Hedges
CAT bonds
Market
8 Market Derivatives/Hedges Fixed off take and supply contracts, regulations
% Delivery
LEL CER Proposal Insurance/Guarantees

CER Delivery Insurance/ Carbon delivery & Permit delivery Guarantees




Mass Burn/WaterWall
Mass Burn/Modular
RDF/ Dedicated Boiler

RDF/Fluid Bed

Pyrolysis

Gasification

Anaerobic Digestion

Mixed-Waste Composting

Chemical Decomposition

Technologies and Risk

Proven commercial technology
Proven commercial technology
Proven commercial technology

Proven technology; limited U.S commercial experience

Previous failures at scale, uncertain commercial potential; no
operating experience with large - scale operations

Limited operating experience at only small scale; subject to scale-up
issues

Limited operating experience at small scale; subject to scale-up
issues

Previous large failures; No large-scale commercially viable plants in
operation; subject to scale-up issues

Technology under development; not a commercial option at this
time

Source: Gershman, Brickner & Bratton, Inc. September 2012
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THANK YOU!
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The materials contained in this PowerPoint are provided for informational purposes only and
do not constitute legal advice or legal opinions. These materials are intended, but not
promised or guaranteed to be current, complete, or up-to-date and should in no way be taken
as an indication of future results. Transmission of the information is not intended to create,
and the receipt does not constitute, an attorney-client relationship between sender and

receiver. You should not act or rely on any information contained in this PowerPoint without
first seeking the advice of an attorney.
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