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What is the Alternate Energy Revolving Loan Program?

The AERLP is a revolving loan program created by the lowa General Assembly in 1996 that is
designed to encourage the development of alternate energy production facilities within lowa

and is administered through the lowa Energy Center. The program is open to any individual or
organization. Loans may be issued for projects ranging in size from small residential /farm systems
to large industrial-scale systems. Rural electric cooperatives and municipal utilities are eligible under
limiting rules.

How does the lowa Energy Center work with lenders to disburse AERLP funds?

The Energy Center accepts applications for AERLP funds continuously for small projects (having a

total financed cost < $50,000) and four times per year for large projects (where the total financed
cost > $50,000). Upon receipt of an application, the Energy Center conducts a review to determine
the technical merit of the proposed project. After the technical approval is secured, the applicant is
notified by mail of the necessary steps required to secure the financing for the project. At the same
time, the applicant’s designated lender is sent a packet of materials that includes a copy of the
application, a technical opinion of the proposed project, the amount of AERLP funds approved, a
lender Participation Agreement and other informational documents. The Energy Center then works
with the lender to structure a financing package that will include up to $1 million of AERLP funds and a
matching (or greater) amount of lender funds. The AERLP share of the funds will carry a zero percent
interest rate with a loan term not to exceed 20 years. The lender’s share of the funds will be loaned at
market interest for a term not less than that applied to the AERLP funds.

The lender assumes responsibility for performing the due diligence associated with the financial
qualification or credit worthiness of the applicant. Upon successful execution of the lender Participation
Agreement, AERLP funds are transferred to the lender who combines them with the lender’s own

funds and disburses the loan proceeds to the borrower. The lender services the entire loan package
throughout its term and forwards repayments to the Energy Center on a monthly basis.

When does the loan repayment begin?

The Energy Center requires its first monthly repayment within 60 days following loan closing.
Loan repayments are due monthly thereafter. The lender should prepare a loan repayment
schedule for the borrower and provide a copy of that schedule to the Energy Center as part of
the Participation Agreement.

The Energy Center does not allow for a grace or deferment period on repayment of its share of the
loan. The bank, at its discretion, may choose to provide a grace period (or require interest payments
only) on its share of the loan; however, doing so does not relieve the borrower from making full
scheduled repayments on the balance due to the Energy Center.
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Can the lender issue two notes, one for the lender funds and one for the AERLP funds?

Yes provided a master loan agreement is used that clearly ties the separate notes to a single
financing package. The Energy Center has a Participation Agreement that has been written to
accommodate a two-note arrangement and can provide the lender with a simple master loan
agreement template for its consideration.

Can the lender use its own Participation Agreement?

The Energy Center prefers to use its Participation Agreement since it was prepared by a banking
attorney who was familiar with both the legislation that created the AERLP and the Energy Center’s
intent with regard to working with the lending community. The Energy Center’s Participation Agreement
ensures that the AERLP funds are managed by the lender in accordance with lowa law and Energy
Center requirements. The Energy Center will work with lenders to address specific concerns.

What happens if a borrower can’t make the full, required monthly repayment?

Until the loan is declared to be in default, the lender continues to distribute any repayment received
between the lender and the Energy Center on a pro rata basis determined by the ratio of each
party’s initial investment in the loan. Once a loan is declared to be in default, collection of funds is
governed by the terms of the Participation Agreement between the Energy Center and the lender.

Can the lender share of the funds be paid off earlier than the AERLP share?

No. The borrower makes a single monthly repayment toward retiring a single promissory note. The
Energy Center will not enter into an agreement whereby the AERLP funds are disbursed on a “first
in, last out” basis or any similar arrangement. In special circumstances, the Energy Center may
participate in a loan in which the repayment term for the lender’s share is actually longer than the
repayment term for the AERLP share. This should be discussed with the Energy Center and the loan
applicant to ensure that all parties understand the arrangement.

How is the loan term determined?

The AERLP is a competitive loan program. The technical application is approved, in part, on the
calculated simple payback period for the applicant’s project, which in turn dictates the anticipated
loan term. This loan term is used by the Energy Center in managing the revolving loan funds and in
making decisions on how many applications to approve and at what level. Because the program

is competitive, applicants may seek loan terms shorter than the calculated payback to become more
competitive. In such circumstances, lenders play an important role in determining if the applicant’s
requested loan term is financially prudent.

Why did the Energy Center structure the program the way we did?

The Energy Center is primarily a research grant funding and management organization. Through
legislative mandate, the Energy Center was assigned responsibility for implementing and
administering the AERLP; however, no funding provision was included in the legislation to administer
the program. The Energy Center’s staff consists of technical professionals without experience in
consumer lending. The Energy Center has no infrastructure or staff available for performing the
duties and services that lenders are accustomed to providing. As a means to provide a viable
program, the Energy Center partnered with associations representing lowa’s banks, savings and
loan institutions, and credit unions to develop the program structure. Coupling the technical
expertise of the Energy Center with the financial expertise of the lending institution enables the two
organizations to jointly qualify the applicants, which maximizes the probability that the project will
be a success.

Why should a lender consider working with the lowa Energy Center and the AERLP?
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There are several reasons; the most important one being that the AERLP can help lenders secure
profitable loans for projects that might otherwise be deemed an unacceptable risk. When the
Energy Center enters info a Participation Agreement with a lending institution for an AERLP loan,
the Energy Center assumes a substantial share of the risk. This arrangement can give the lender
the level of comfort it needs to issue a loan. Additionally, the Energy Center assumes a secondary
position on the loan note so that in a default situation, the lender’s share of the loan receives the
highest priority during recovery.

By working with the Energy Center and the AERLP, lenders play a critical role in helping
shape lowa’s energy future.
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