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Why GAO Did This Study

Title XVII of the Energy Policy Act
of 2005 established DOE’s loan
guarantee program (LGP) for
innovative energy projects that
should decrease air pollutants or
greenhouse gases and that have a
reasonable prospect of repayment.
For fiscal years 2008 and 2009,
Congress authorized the use of
borrower fees to pay the costs of
loan guarantees through Title
XVII's “borrower pays” option,
under which DOE will limit loan
guarantees to $38.5 billion.
Congress mandated that GAO
review DOE’s progress in
implementing the LGP. GAO
assessed DOE’s progress in (1)
issuing final regulations and (2)
taking actions to help ensure that
the program is managed effectively
and to maintain accountability.
GAO also assessed how inherent
risks due to the nature of the LGP
may affect DOE’s ability to achieve
intended program outcomes. GAO
analyzed DOE'’s regulations,
guidance, and program documents
and files; reviewed Title XVII; and
interviewed DOE officials.

What GAO Recommends

GAO suggests Congress consider
limiting loan guarantee commit-
ments DOE can make until it has
put adequate controls in place. In
this regard, GAO is recommending
actions by DOE to help ensure that
the LGP will be well managed.
DOE disagreed with two recom-
mendations, indicated it has largely
accomplished four, and disagreed
with the matter for congressional
consideration. GAO reaffirms its
recommendations and matter for
congressional consideration.

To view the full product, including the scope
and methodology, click on GAO-08-750.

For more information, contact Frank Rusco at
(202) 512-3841 or ruscof @gao.gov.

DEPARTMENT OF ENERGY

New Loan Guarantee Program Should Complete
Activities Necessary for Effective and Accountable
Program Management

What GAO Found

In October 2007, DOE issued regulations that govern the LGP and include
requirements for application submissions, project evaluation factors, and
lender eligibility and servicing requirements. The regulations also generally
address requirements set forth in applicable guidance. Some key aspects of
the initial LGP guidelines were revised in the regulations to help make the
program more attractive to lenders and potentially reduce financing costs for
projects. For example, the maximum loan guarantee percentage increased
from 80 to 100 percent of the loan. In addition, the regulations define equity as
“cash contributed by the borrowers,” but DOE officials told us they also plan
to consider certain non-cash contributions, such as land, as equity. As a
result, applicants may not fully understand the program’s equity requirements.

DOE is not well positioned to manage the LGP effectively and maintain
accountability because it has not completed a number of key management and
internal control activities. As a result, DOE may not be able to process
applications efficiently and effectively, although it has begun to do so. DOE
has not sufficiently determined the resources it will need or completed
detailed policies, criteria, and procedures for evaluating applications,
identifying eligible lenders, monitoring loans and lenders, estimating program
costs, or accounting for the program—Kkey steps that GAO recommended DOE
take over a year ago. DOE also has not established key measures to use in
evaluating program progress.

Risks inherent to the LGP will make it difficult for DOE to estimate subsidy
costs, which could lead to financial losses and may introduce biases in the
projects that receive guarantees. The nature and characteristics of the LGP
and uncertain future economic conditions increase the difficulty in estimating
the LGP’s subsidy costs. Because the LGP targets innovative technologies and
the projects will have unique characteristics—varying in size, technology, and
experience of the project sponsor—evaluating the risks of individual projects
will be complicated and could result in misestimates. The likelihood that
DOE will misestimate costs, along with the practice of charging fees to cover
the estimated costs, may lead to biases in the projects that receive guarantees.
Borrowers who believe DOE has underestimated costs and has consequently
set fees that are less than the risks of the projects are the most likely to accept
guarantees. To the extent that DOE underestimates the costs and does not
collect sufficient fees from borrowers to cover the full costs, taxpayers will
ultimately bear the costs of shortfalls. Even if DOE’s estimates of subsidy
costs are reasonably accurate, some borrowers may not pursue a guarantee
because they perceive the fee to be too high relative to the benefits of the
guarantee, affecting the project’s financial viability. To the extent that this
financial viability is not distributed evenly across the technologies targeted by
Title XVII, projects in DOE’s portfolio may not represent the range of
technologies targeted by the program.

United States Government Accountability Office


http://www.gao.gov/cgi-bin/getrpt?GAO-08-750
http://www.gao.gov/cgi-bin/getrpt?GAO-08-750
mailto:ruscof@gao.gov


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




