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Depariment of Energy
Washington, DC 20585

-December 2, 2008

Bruce S. Maxwell

Chief Financial Officer
XP Vehicles, Inc

601 Van Ness Avenue
Suite E3613

San Francisco, CA 94102

Dear Mr. Maxwell:

Thank you for submitting your application in response to the Interim Final Rule ("IFR”) for the
Advanced Technology Vehicles Manufacturing Incentive Program. In the IFR, the Department of
Energy (DOE} stated that it “will consider and evaluate substantially complete applications (emphasis
added) as and when they are submitted during the first tranche period, which will close on December
31, 2008." DOE has determined that the application you submitted on November 10" is not
substantially complete. We will need to receive the requested iters prior to continuing to evaluate
your application.

In order for that application to become substantially complete you must provide the information
described in the attachments to this letter. In preparing these attachments, DOE relied on Section
611.101 of the Interim Final Rule—the section of the regulation that details what must be included in
an application for a loan. The information required by Section 611.101 falls jnto four broad categories:;
(1) general, (2) financial, (3) technical and (4) environmental. The attachments to this letter set forth,
by reference to the subsections of Section 611,101, the additional information that needs to be
submitted for an application to be determined substantially complete. The attachments also indicate
those sections in Section 611.101 that DOE has determined are substantially complete. A
determination that a requirement is substantially complete does nat restrict DOE from requesting
additional information in its evaluation of an application.

In order to be considered for a loan in the first tranche period, a substantially completc application
must be submitted to DOE no later than December 31, 2008.

In order to assist you in submitting a substantially complete application, DOE representatives are
available to meet with you or you may submit your questions in writing. Should you desire a meeting
or want to submit questions, please contact Brent Peterson, at 202-586-8146.

In addition to providing the assistance described above, please be assured that DOE is committed to a
prompt review of your application as soon as it is deemed substantially complete.

Sincerely,

Director, Advanced Technology Vehicles Manufacturing Loan Program

Printed wi'h soay ink on recycled paper
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. U.S. DEPARTMENT OF

YENERGY

Advanced Technology Vehicles Manufacturing Loan Program

Applicant: XP Vehicles

General Requirements

XIA) A certification by the applicant that it meets each of the requirements of the
program as set forth in the statute, the regulations in this part, and any
supplemental requirements issued by the DOE [Section 611.101(a)];

Though a certification staternent was included in the application overview provided, the
certification statement provided was not directly signed by an officer of the applicant
organization.

[IB) A description of the nature and scope of the proposed project for which a
loan or award is sought under this part, including key milestones and location of
the project [Section 611.101(b)];

Substantially Complete. Although a description is provided, no XP Vehicles
manufacturing facilities or working prototypes currently exist, placing them in the
category of "new manufacturer” under the statute and DOE's IFR.

XIC) An analysis of projected market use for any product (vehicle or component)
to be produced by or through the project, including relevant data and assumptions
justifying the analysis, and copies of any contractual agreements for the sale of
these products or assurance of the revenues to be generated from the sale of these
products [Section 611.101(g)];

The applicant's business plan incorporates a short market analysis which identifies the
market opportunity for their technology including market size, target markets,
distribution strategy, and a brief competitive analysis. There is no significant data or
listed assumptions, however, included to support their claimis.

[]D) Written assurance that all laborers and mechanics employed by contractors
or subcontractors during construction, alteration, or repair that is financed, in
whole or in part, by a loan under this Part shall be paid wages at rates not less than
those prevailing on similar construction in the locality, as determined by the
Secretary of Labor in accordance with 40 U.S.C. sections 3141-3144, 3146, and
3147 [Section 611.101(m)];

| Substantially Complete.
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. U.S. DEPARTMENT OF

&) ENERGY

Advanced Technology Vehicles Manufacturing Loan Program

[ JE)Completed Form SF-LLL, as required by 10 CFR Part 601 [Section
611.101(n)]

| Substantially Complete.

o]
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32, U.S. DEPARTMENT OF

&) ENERGY

Advanced Technology Vehicles Manufacturing Loan Program

Applicant: XP Vehicles

Financial Requirements

PXIA) A detailed estimate of the total project costs together with a description of the
methodology and assumptions used to produce that estimate [Section 611.101(d)];

Project costs have been included in the application as an addendum to the original
application, however, the applicant has simply provided their financial projections for
their anticipated project costs with no further detailed description or justification of how
these numbers were obtained.

[XIB) A detailed description of the overall financial plan for the proposed project,
including all sources and uses of funding, equity, and debt, and the liability of
parties associated with the project [Section 611.101(e)];

General corporate financial projections are included with this application, though again,
there is little to no detail with regard to the proposed project's financial plan. They
provide only the top-level numbers of what they believe it will take to successfully
launch the vehicle over the next 5 years. There is no further breakdown at the project
level of funding, equity or debt amounts. Also, there is no detail or information
concerning the liabilities of parties associated with the project.

XIC) Applicant’s business plan on which the project is based and applicant’s
financial model presenting project pro forma statements for the proposed term of
the obligations including income statements, balance sheets, and cash flows. All
such information and data must include assumptions made in their preparation
and the range of revenue, operating cost, and credit assumptions considered
[Section 611.101(f)];

In addition to the financial projection mentioned above, the applicant includes the
following corporate financial projection documentation: a P&L staternent, Sources and
Uses of Funds, and a Balance Sheet. There is no back-up information concerning
assumptions, no footmotes to refer to, etc.

XID) Financial statements for the past three years, or less if the applicant has been
in operation less than three years, that have been audited by an independent
certified public accountant, including all associated notes, as well as interim
financial statements and notes for the current fiscal year, of the applicant and

1
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S. DEPARTMENT OF

JENERGY

Advanced Technology Vehicles Manufacturing Loan Program

parties providing the applicant’s financial backing, together with business and
financial interests of controlling or commonly controlled organizations or persons,
including parent, subsidiary and other affiliated corporations or partners of the
applicant [Section 611.101(h)];

This applicant is in a start-up phase, and as such, has not included any audited financial
information.

IXE) A listing and description of assets associated, or to be associated, with the
project and any other asset that will serve as collateral for the Loan, including
appropriate data as to the value of the assets and the useful life of any physical
assets. With respect to real property assets listed, an appraisal that is consistent
with the “Uniform Standards of Professional Appraisal Practice,” promulgated by
the Appraisal Standards Board of the Appraisal Foundation, and performed by
licensed or certified appraisers, is required [Section 611.101(k)];

The applicant lists intellectual property, including 11 pending patent applications and
four established patents, as well as trade relationships in its application. No supporting
data was provided as to the value of this intellectual property, or as to the assets that
might serve as collateral for the loan.

DXIF) An analysis demonstrating that, at the time of the application, the applicant is
financially viable without receipt of additional Federal funding associated with the
proposed project, and that there is a reasonable prospect that the applicant will be
able to make payments of principle and interest on the loan as and when such
payments become due under the terms of the loan documents, and that the
applicant has a net present value which is positive, taking all costs, existing and
future, in account. This information must include, from publicly traded
companies, relevant filings with the Securities and Exchange Commlssmn [Section
611.101(D)J;

The applicant is high-technology start-up and as such, cannot demonstrate financial
viability as a going concern until it reaches a positive cash flow situation. There is also a
risk that a govermment loan will not be sufficient to entice private investors to supply the
additional dollars required to successfully launch the applicant's product to the market.
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3 U.S. DEPARTMENT OF

) ENERGY

Advanced Technology Vehicles Manufacturing Loan Program

Applicant: XP Vehicles

Technical Requirements

D<IA) A detailed explanation of how the proposed project qualifies under the
applicable law to receive a loan or award under this part, including vehicle
simulations using a generally accepted model to show projected fuel economy
[Section 611.101(c)];

The application did not provide sufficient data to verify vehicle mileage and/or
component efficiency claims. For example, while adequate analysis and modeling may
have been employed to provide the estimated performance of specific vehicles or
components, this performance must be able to be verified independently. Two possible
paths for verification are suggested:

1)  Provide the detailed inputs to your analysis/modeling process, describe the
analysis process fully, and provide the informational outputs from the model.

2)  Provide enough data to allow independent verification of each claim. A
commonly available model, such as the Argonne National Laboratory’s Powertrain
Systems Analysis Toolkit (PSAT) would be employed to verify the performance claims.

Examples of desired data are provided below.

Overall Vehicle:
Name/Description Unit Example
Vehicle mass minus powertrain
mass kg 1000
Frontal area of the vehicle M2 22
Drag coefficient Unitless 0.28
Vehicle test mass kg 1340

Electric Machines:

Parameters
Name/Description Unit Example
Electric machine mass kg 50
Inverter mass kg 20
Time lo go from 10 to 90% max torque s 0.06
Time the motor can remain at maximum torque S 120
Max current allowed by the motor and controller A 480
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- % U.S. DEPARTMENT OF

JENERGY

Advanced Technology Vehicles Manufacturing Loan Program

Minimum veltage allowed by the motor and controller V 120
Maximum power W 50000
Motor base speed rad/s 300
Inertia kg.m2 0.02
Performance
Name/Description Unit
Speed vector indexing the continuous torque curve rad/s
Continuous torgue curve Nm
Speed vector indexing the maximum torque curve rad/s
Maximum torque curve Nm
Speed vector indexing the efficiency rad/s
Torque vector indexing the efficlency Nm
Efficiency map %
Engines:
Parameters
Name/Description Unit Example
Engine mass kg 220
Time to go from 10 to 90% max torque / 0.2
Time to go from 90 te 10% max torque / 0.05
Idle speed rad/s 80
Maximum power W 50000
Fuel heating value Jikg 42500000
Displacement cc 1987
Inertia kg.m2 0.08
Starting speed rad/s 10
Performance
Name/Description Unit
Speed vector indexing the wide open throttle curve | rad/s
Wide open throttle torque curve Nm
Speed vector indexing the closed throttie curve rad/s
Closed throttle torque curve Nm
Speed vector indexing the fuel rate rad/s
Torgue vector indexing the fuel rate Nm
Fuel rate map kg/s

Detailed specific data for other components as employed in your applications is also required (such as
transmissions, advanced batteries, etc.).
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U.S. DEPARTMENT OF

\ JENERGY

Advanced Technology Vehicles Manufacturing Loan Program

Applicant:  [ypvehicles

Environmental Requirements

XJA) A list showing the status of and estimated completion date of applicant’s
required project-related applications or approvals for Federal, state, and local
permits and authorizations to site, construct, and operate the project, a period of 5
years preceding the submission of an application under this Part [Section
611.101(i)];

| No environmental permitting information provided

(XIB) Information sufficient to enable DOE to comply with the National
Environmental Policy Act of 1969, as required by § 611.106 of this part [Section
611.101()1;

No environmental information was provided to comply with the requirements of
section 106 of the Interim Final Rule (10 CFR 611.106).
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Department of Energy
Washington, DC 20585

December 31, 2008

Bruce S. Maxwell

Chief Financijal Officer

XP Vehicles, Inc

601 Van Ness Avenue, Suite E3613
San Francisco, CA 94102

Dear Mr. Maxwell:

The Department of Energy (DOE) has determined that your application for the ATVM loan program is
substantially complete. Accordingly your application will now be reviewed to determine whether you
are an Eligible Applicant as set forth in Section 611.100 of the Interim Final Rule (IFR) and your
proposed project is an eligible project as defined in Section 611.2 of the TFR. DOE will advise you if it
needs additional information as it continues the application review process. We are committed to
processing your application as quickly and responsibly as possible.

Since your application has been reviewed by DOE and is substantially complete, we will now proceed
to the next stage in the review process. To enable DOE to more efficiently proceed with its review,
please submit your application (with any changes included to reach the substantially complete level) in
electronic form. Please send your documents to Brent. Peterson@hg.doe.gov in their original format
(i.e., as Word and/or Excel files). Do not submit .PDF files for this review.

In addition, and as part of the ongoing review, DOE contractors will be reviewing applications.
Therefore, please sign and retumn to me - via e-mail to Brent.Peterson@hg. doe.gov or via facsimile to
(202) 586-4504 - the following acknowledgement:

XP Vehicles acknowledges that in the course of DOE's review of its application for a loan
under the Advanced Vehicles Manufacturing Incentive Program, DOE contraciors will be
involved in the review of my application. All such contractors have been screened for conflicts
and have executed DOE confidentiality agreements.

Signature of Applicant’s Responsible Officer Date

Sincerely yours,

N,
2 )
achlan W. Sewar %

Dircetor
Advanced Technology Vehicles Manufacturing Loan Program

@ Printzd with soy ink on recycled paper
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Department of Energy
Washington, DC 20585

August 21, 2009

Scolt Redmond

Chairman

XP Vehicles, Inc

601 Van Ness Avenue, Suite E3613
San Francisco, CA 94102

Dear Mr. Redmond:

On behalf of the U.S. Department of Energy (DOE) we would like to thank you for
submitting an application to the Advanced Technology Vehicles Manufacturing Incentive
Program (ATVMIP). We recognize and appreciate the effort you put into preparing your
application. Applications, such as yours, that were determined 1o be eligible for
consideration were subject to an extensive substantive review by the ATVMIP in
accordance wnh the evaluation criteria set forth in the governing regulations. See, 10
CFR 611.103." Unfortunately, due 1o the lar ge volume of applications received and the
amount of loan dollars sought, we are not in a position to award every eligible
application. This necessitated that the program choose applications that are most likely to
use the limited loan proceeds in a way that will best achieve the goals of the program.
Unfortunately, on that basis, your application was not selected for negotiation of a loan.

On behalf of the DOE, [ would like to express a sincere appreciation for your interest and
participation in the ATVMIP and hope that you will continue to participate in future
activities and programs with the DOE. Any questions regarding this notification can be
addressed by Chris Foster at 202-586-8146 or Chris.Foster{@hg.doe.gov.

_ S,incert.aly, l'\l
r\l‘l’YU -" ‘{l !,.}-éﬁf ('l \_I”H
M Lac la'\W exxat‘d

Director,

Advanced Technology Vehicles Manufacturing Incentive Program

LA copy of the regulations is also available on the DOT website at wiaww.energv.com.

@ Printac wilh sby ink o2 racyciad paper
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XPuE®

XP Vehicles. inc.

September 21, 2009

The Honorable Steven Chu
Secretary, Department of Energy
1000 Independence Avenue, SW
Washington, DC 20585

Dear Secretary Chu,

Several weeks ago, XP Vehicles received a letter simply stating that our loan application under
the Advanced Technology Vehicles Manufacturing (ATVM) Program had been rejected. No
reasons were given in the letter and only after several attempts at phoning the ATVM office
were we able to receive the reasons orally (we still have not received the reasons in writing).
We would understand a rejection if the reasons given were applicable to our loan application.
However, they were not and many did not even reflect what was included in our submission.

After several more attempts at receiving more clarification from the ATVM office, no one has
been in further contact with us. We are still requesting additional information about our loan
application and more applicable reasons. Because our efforts have been ineffective, we are
asking for your help. We have not even been able to find out whether there will be another
round of loans granted and how we can alter our loan application to increase our chances of
success.

Our car goes an almost unlimited range via hot-swap cartridges, costs less than $20,000, uses
no gasoline, is easy to repair and build, saves your life better than any other car, is faster than
competing solutions, does not require an extension cord, uses electricity and creates green
jobs. We need the DOE loan application to conduct further testing, as well as start building a
prototype of the vehicle. We already have thousands of customers lined up who want to buy our
unique and very “green” car. Our company currently has no debt and our company leaders have
been contributing their time and resources for many years based on positive feedback received
repeatedly by DOE loan reviewers and staff.

As stated above, we would understand a rejection of this loan application if legitimate
reasons were given, but they were not. One of the reasons given was that our car does not
use E85. No, this car uses NO gasoline which we thought is a goal our country should want to
attain. Another reason was that we were not making millions of cars. Our marketing plan did not
support that nor did the funding levels we requested. DOE also stated that XP was not planning
to sell cars to the government which is 100% false and clearly stated in our application that the
core sales plan of the company is based on government fleet sales. We cannot help but wonder
if DOE even read the application. Finally, and another example of a failure to read the
application, was that DOE asserted our factory cost estimates were too low because the metal
body fabrication systems were not calculated high enough. XP Vehicles use no metal fabrication
in its bodies.
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The Honorable Steven Chu Page Two

We submitted the following questions to the DOE ATVM staff the day after we received the
rejection and have still not received any response:

1.

DOE reviewers never even talked to the founder, inventor, engineers, project leads or
primary contractors. We even were told over and over again that everything in our
application was good and that no additional information was needed. This is despite the
fact that the reasons given for our rejection did not reflect the technology being used and
therefore the ATVM reviewers did not understand our concept and product. Why was no
one at XP Vehicles contacted?

After nearly a year of waiting, accompanied by writing, verbal and in-person
proclamations that “everything was fine”, “everything is on-track”, “you appear to meet
every criteria®, etc. and after staff expended the majority of their personal funds based
on these positive assertions, the application was suddenly and mysteriously rejected.
Why was staff at DOE during the course of the year, positive about the outcome and
never asked for additional information?

At the start of the application process XP was told that the review would be very
interactive but there was almost no interaction with us while larger players, who applied
later, were reviewed earlier, had extensive interaction and have already been awarded
their funds. Why was the interactivity process never used with us?

Rejection comments supplied by Chris Foster of DOE and third party press seem to be
unrelated to the business of the company and have no foundation in fact. Why is that?

One of the main reasons they gave us for the rejection was the fact that our vehicles do
not use E85 gasoline. If that was true, why did Tesla & Nissan get approved funding?
Their vehicles also do not use E85.

While it is true that we do not wish to use carcinogenic gasoline, (Here in California we
have a sticker on every gas pump that warns that filling your tank is likely to expose you
to cancer), at no point was E85 gasoline ever mentioned, discussed, commented on or
requested. In fact the topic was particularly avoided by DOE staff. Why not?

Another rejection point was that we were not planning to make enough cars. This is
false. The company would like to build and sell more cars than any other car company.
We are fully willing to produce millions of vehicles if provided with the appropriate
funding as it has quantified millions of fleet buyers for its vehicles. No DOE entity ever
asked us to adjust, discuss or amend our numbers and we were more than willing to
adjust those numbers if anyone had even bothered to ask. One must start out with small
steps and were planned to ramp up to a massive number over time. To suggest that one
do otherwise would demonstrate questionable judgment. What is the validity of this
comment by the reviewers based on?



8.

10.

11.

12.

13.

14.
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We provided $100 million+ of asset collateral opportunity for only a $40M loan. To
repeat, we provided over TWICE the collateral of the value of the loan. How is this not as
secure of a structure as any of the other applicants?

We were told that we were rejected because we were not planning to sell cars to the
government. This is 100% false. The core sales plan of the company is based on
government and commercial fleet sales. Why did your reviewers say this? Why did you
think this?

Additionally we were told that electric motors and batteries were considered by the
reviewers to be too futuristic of a technology and not developed for commercial use even
though they have been in use in over 40 industries for over 20 years, including by NASA.
What is the rationale for this argument?

Almost every other part of the XP car was to be purchased from existing commercial
sources with multiple points of supply, so it is not possible to see how a reviewer might
think the vehicle had any significant technical acquisition hurdles. WWhy does DOE
assume that the following companies with whom we would be contracting could not
perform the following responsibilities:

a. Deloitte & Touche to provide auditing and reporting of financial data.
b. Autodesk or Microsoft to deliver the process and design software.

c. NEC, Intel or the other leading electronics companies in the world to build our
controllers.

d. Roush Automotive, one of the most successful automobile electronics groups in
the world, to build the electronic module.

e. US National Lab system to solder a box together.

f.  Over 100 other major supplier companies that have been building parts for the
auto, aerospace and industry for decades to deliver the component parts for our
vehicles.

The primary purpose of this loan program, XP was told by its authors, was to develop
advanced technology and further reduce our dependence on gasoline. The XP Vehicles
car uses no gasoline and gets over 125 miles per battery charge. How is this not a
direct conflict with the precepts of the Section 136 law?

XP was also told that its factory cost was too low because the metal body fabrication
systems were not calculated high enough but the reviewers apparently did not even pay
attention to the fact that XP uses no metal fabrication in its body. VWhat was the rationale
in making such an erroneous comment?

Reviewers also stated that the car was a "hydrogen car” which it is not. It is an electric
car. Why did they say that?
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15. In what ways were the following documents actually reviewed? Your office stated that
they “lost our documents” twice. Why?

Documents XP vehicles submitted to DOE:

e Detailed financials that cost the company almost $200,000.00 to prepare;

e Metrics that demonstrated that the XP car can save millions of lives per year and that it
was safer than any vehicle;

e Metrics that demonstrate that a gasoline/hybrid vehicle is dangerously carcinogenic
when filled at a gas station compared to an XP Vehicle;

e Engineering and |P metrics that beat every competitor on price, range, safety, TOC,
efficiency, toxic safety and hundreds of other points;

e Examples of work from $3M of cash and person-hours previously invested by
founders, DOE & partners;

e Lists of top auto and aerospace corporate partners, staff and resources, on stand-by,
equaling thousands of people in all groups combined;

e Validation of a deep team of core staff that have been developing the project and parts
of the project for 3-15 years part time;

e Samples of extensive international positive press coverage;

e Proof of a market opening timed with tax and national imperative incentives that
created a dramatic window for success;

e Proof that XP was the lowest overhead car company in the market which equates to
the best chance to profit and return funds;

e Samples of an in-house created online process management architecture; market and
marketing studies;

e CAD designs, engineering plans and manufacturing plans;

e A detailed website;

e A detailed path to $1.5B within 5 years or less from a less than $100M investment;

e Examples of dozens of prototypes as seen in the photographs on the BUILDS page of
our website;

e Numerous patents;

e Large pending portfolio with third party valuation and validation reports valuing IP at
over $100M;

e People: Senior Scientists, Chemists & Engineers from Top University & Federal Labs,
including staff that has built and delivered millions of vehicles to the consumer market;
e Partners: Federal, University, Fortune 500, Private Research Organizations;

o Written Customer inquiries from a massive national customer base of qualified retail
leads and 1.2M of commercial unit opportunities equaling a $1.5B+ opportunity. Also
submitted an extensive package of letters from each customer candidate;

e Contracts: Federal Contract fully executed and MOU'’s executed;

e Awards/Commendations: Congress, DARPA,;

e Research Data: Over 200+ technical research documents & 15+ years of research;

e Know How: Over 22,000+ man hours of development;

e Market data;

e Over 100+ documents of industry study;

e |ssued trademarks;

e Facilities;

e Unique access to Federal Labs & leased facility options;

e and other supporting materials.

Mr. Secretary, we certainly are not claiming that our vehicles will solve all of our energy
problems. However with each car that we sell, we will help reduce our reliance on imported fuel
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by putting a vehicle on the road that uses absolutely no gasoline. But we cannot do this without

some financial assistance from DOE. We truly are using “advanced technology” in our approach
and only ask for DOE's support in moving our process forward. In addition, with a company that
has no current debt, several patents, and thousands of interested customers, | would assert that
your department’s financial risk in investing in our technology would be extremely low.

Although | know you are extremely busy, | would ask for the opportunity to talk with you in
person to discuss our technology and how it can help our country. | believe there was some
confusion about our application and vehicle technology that | would very much like to clear up
with you in person. We are free to discuss this at your earliest convenience and ask that you
please consider this request.

Sincerely,

/g,,@\__

Scott Redmond
CEO and Founder
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Department of Energy
Washington, DC 20585

QOctober 23, 2009

Scott Redmond
Chairman

XP Vehicles, Inc

601 Van Ness Avenue
Suite E3613

San Francisco, CA 94102

Dear Mr. Redmond:

Thank you for your inquiry into the circumstance regarding the notice that your
application was not selected for negotiation of a loan.

This letter is in response to your request for more information in regards to the rejection
of the aforementioned application. The application was deemed Substantially Complete
on November 10, 2009. On this date, your company completed stage one of the review
process, providing the DOE with the necessary information and materials to begin its
detailed evaluation process.

Subsequently, extensive review conducted in accordance with the evaluation criteria set
forth in the governing regulations found your proposal would not utilize the limited
funding available to best achieve the goals of the program. As a result, your application
was excluded by the Program from further evaluation,

In regards to your application, the following critical issues were identified:

= The proposed technology appeared from the application to be at a development stage and not
yet ready for commercialization
o The assumption that this vehicle coucept will be ready for production in less than
three years, the allowable funding period under ATVM, is a significant weakness
due to the high level of risk associated with the design
= The proposed project’s impact on fuel economy of the US Liglt Duty Fleet over time, as
presented by the applicant’s calculations and asswinptions was determined to be weak
* A review of the use of advanced fuels in your project and the feasibility of that energy source
for use in the project as presented by your teclinical data was questionable
o The assumptions used in calculating the potential use of hydrogen are based on a
storage system thiat is unproven and potentially impractical for a consumer vehicle
» A review of the calculations and assumptions supporting your claims for reductions in
petroleum use for the project were deeined to be unrealistic

We believe the project as presented by XP Vehicles mﬁy be commercializable in the
future, but is far too early in the development process to qualify for ATVMLP funding.

@ Printed with soy ink on recycled paper
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Thank you for your interest in DOE’s Advanced Technology Vehicles Manufacturing
Loan Program. We hope that you will continue to participate in future activities and
programs with the DOE.

Sincerely,

achlan W. Seward

Director,
Advanced Technology Vehicles Manufacturing Incentive Program
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Department of Energy
Washington, DC 20585

April 10, 2009

Scott Redmond
Chairman

Limnia, Inc.

601 Van Ness Ave.

Suite E3613

San Francisco, CA 94102

Dear Mr. Redmond:

Thank you for your application for a loan under the Advanced Technology Vehicles
Manufacturing Incentive Program (Program). The Department of Energy (DOE) has carefully
reviewed your application and has determined that your proposed project can not, as a matter of
law, be funded under the Program. Section 136 of the Energy Independence and Security Act of
2007 (EISA: Pub. L. 110-140) states that DOE is to provide loans under the Program for -

(1) the cost of reequipping, expanding, or establishing a manufacturing facility in the
United States to produce —

(A) qualifying advanced technology vehicles; or

(B) qualifying components; and
(2) engineering integration performed in the United States of qualifying vehicles and
qualifying components.

(See, 42 U.S.C. 17013(d)(1))) Section 136 defines “engineering integration” as including the
costs of engineering tasks rclated to —
(A) incorporating a qualifying component into the design of an advanced technology
vehicles; and
(B) designing tooling and equipment and developing manufacturing processes and
material suppliers for production facilities that produce qualifying components or
advanced technology vehicles.

(42 U.S.C. 17013(a)3)) In both the specification of eligible activities and the definition of
“engineering integration,” eligible engineering integration costs relate to those costs associated
with the production of advanced technology vehicles and qualifying components.

Section 136 also defines the term “qualifying component.™ A “qualifying component™ is a
component that DOE determines is “designed for advanced technology vehicles,” and “installed
for the purpose of meeting the performance requirements of advanced technology vehicles.” (42
U.S.C. 17013(a)(4), emphasis added)

@ Printed with soy ink on recycled paper
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It appears from the proposal in your application that the subject product is a stand alone
recharging station. The charging station and associated cassettes do not appear to be designed
for installation in an advanced technology vehicle, and therefore are not “qualifying
components.” As your application does not request funding for activities related to the
production of qualifying components (or an advanced technology vehicle), your proposal is not
eligible for the Program as established by EISA.
0 S‘«Jl,eﬂ

achlan W. Seward

Director
Advanced Technology Vehicles Manufacturing Incentive Program.
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e Limnia, Inc.
150 Post Street, Suite 650
San Francisco, CA 94108
® ® 1.510-868-2862
L ' m n , a FX 1-510-868-2862
contact@limnia.com

Energy without end ™ www.limnia.com

4.11.09

Lachlan W. Seward

Director

ATVM Loan Program
Department of Energy

1000 Independence Avenue, SW
Washington, DC 20585

Dear. Mr. Seward;

Thank you for the communication of April 10, 2008 regarding the Limnia ATVM loan application.
There appear to be some points of confusion that we would like to clarify, with hopes that your
position will turn to positive support.

We are truly dismayed at the conclusion of the review and, at a minimum, politely request additional
consideration.

Limnia has a sound and viable product that fully meets all of the requirements to participate in the
ATVM loan program.

Please allow me to directly address ATVM's response that "we are not seeking to manufacture a
qualifying component”:

With all due respect we ARE manufacturing the “battery” that goes inside the car. Our technology runs
an electric car three or more times longer than any traditional battery.

1. The issued patents on this technology clearly describe the technology as being created to be used
in advanced technology vehicles.

2. The prime sub-contractor for this project was Sandia National Laboratones, Livermore, CA. The
vehicle technologies group there were to work on this device for advanced technology vehicles. All
such subsequent discussions with Sandia leaders have verified this. By eliminating Limnia from this
funding opportunity, millions of dollars is terminated from the National Lab program.

3. Qur effort focuses on re-hiring the group that GM had previously employed (which is not feasible for
GM to continue with, as the future existence of GM is in doubt). This team is working on
improvements to current vehicle technology, part of which is now patented by Limnia, Inc.

4. As inventor of the device and technology | hereby verify that | created this device to be installed in
advanced technology vehicles to provide power. This is the core and primary purpose of the device.

5. The basis of the patents and previous work on this device in fact has been funded by DOE for
advanced technology vehicles.
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6. One must recharge electric vehicles and this device both powers and charges those vehicles. It is
interchangeable. The “Recharging Station" is just a name for the same device which would be called
an “Auxiliary Power Unit” or “Range Extender” when placed in the car. The cosmetics of the device
may be different depending on where it is located but it is an interchangeable device. Please do not
consider this to be a device exclusively created for kitchen power or other non-automotive
requirement type.

7. We have been recognized with a congressional commendation in the Iraq War bill for helping’
reduce America's dependence on oil specifically because we replace gasoline in cars with
chemicalffuel cell energy.

é. Advanced Technology Vehicle manufacturers are MOU-committed to using our devices once they
are manufactured and are counting on this device for those vehicles.

All in all, the device we are proposing 1S for advanced technology vehicles and was created for
advanced technology vehicles as it's core purpose.

Please advise if we can assist in further clarification. Thank you for your reconsideration of this
integral technology in America’s automotive future.

Sincerely,

Scott Redmond
Chairman

Limnia, Inc.

CC: S. Chu, N. Pelasi, H. Reid
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Department of Energy
Washington, DC 20585

May 13, 2009

Scott Redmond
Chairman

Limnia, Inc.

601 Van Ness Ave.

Suite E3613

San Francisco, CA 94102

Dear Mr. Redmond:

The Department of Energy (DOE) has carefully considered your letter of April 11,2009. At this time
the additional information has not changed our determination that your proposed project can not, as a
matter of law, be funded under the Advanced Technology Vehicles Manufacturing Incentive Program
(Program). However, DOE asks for clarification on some issues pertaining to your application.

As we stated in our previous response, section 136 of the Energy Independence and Security Act of
2007 (EISA; Pub. L. 110-140) states that DOE is to provide loans under the Program for -

(1) the cost of reequipping, expanding, or establishing.a manufacturing facility in the United
States to produce —

(A) qualifying advanced technology vehicles; or

(B) qualifying components; and
(2) engineering integration performed in the United States of qualifying vehicles and qualifying
components,

Section 136 defines the term “qualifying component.” A “qualifying component” is a component that
DOE determines is “designed for advanced technology vehicles,” and “installed for the purpose of
meeting the performance requirements of advanced technology vehicles.” (42 U.S.C. 17013(a)(4),
emphasis added)

As noted in our previous letter, it appears from the proposal in your application that the subject product
is not installed in the advanced technology vehicle. The charging station and associated cassettes do
not appear to be designed for installation in an advanced technology vehicle, and therefore were
identified as not “qualifying components.”

@ Printed with soy ink on recycled paper
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In order to clarify your initial proposal, we request Limnia respond to the following issues:

- Please provide anticipated production volumes for your product.

- Please indicate the specific advanced technology vehicle into which the product will be
installed. In the response letter dated April 11, 2009, the company states that manufacturers
are "MOU-committed" to using your devices. Please provide the MOUs and detaj] the
arrangements that have been made.

- Please indicate if all vehicles will require the same number of cassettes and indicate the range

that a given vehicle can travel on a charged cassette.

Please, in text format, explain PowerPoint s)ides #4,9, and 10.

Please detail the vehicle installation process of the device.

- Please expand on the cassette and onboard and off board phases of the cassette's charging/refill
and use. Can this cassette be charged onboard the vehicle? If not please explain how the
cassette is recharged off board.

Should you have any questions or concermns regarding this matter please contact Brent Peterson at (202)
586-8146 or brent.peterson@hgq.doe.gov.

Sincerely,
Mrd
Director,

Advanced Technology Vehicles Manufacturing Incentive Program
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Limnla

feorgy

Development Office
150 Post Street, Suite 650
San Francisco, CA 94108

June 3, 2009

Department of Energy
Washington, DC 20585
Attention: Lachlan W, Seward, Director,
Advanced Technology Vehicles Manufacturing Incentive Program

RE: Limnia, Inc. (“Limnia” or the “Company™)
Dear Mr. Seward:

Per your letter of May 13, 2009, Limnia has reviewed Section 136 of the Energy Independence
and Security Act of 2007 (“Section 136”) in connection with Limnia’s application for funding under the
Advanced Technology Vehicles Manufacturing Incentive Program. The Department of Energy (the
“DOE”) appears to have denied Limnia’s request at least in part because the DOE has determined that
Limnia’s cassettes are not a “qualifying component” as that term is defined in subsection (a}4) of Section
136. Limnia respectfully disagrees with the DOE’s determination on this point.

A “qualifying component™ is defined by subsection (a}(4) of Section 136 as a component that the
DOE determines is “(A) designed for advanced technology vehicles; and (B) installed for the purpose of
meeting the performance requircments of advanced technology vehicles.” In the DOE’s letter of May 13,
2009, the DOE specifically pointed out that it appeared from Limnia's proposal, that “the charging station
and associated cassettes do not appear to be designed for installation in an advanced technology vehicle,
and therefore were identified as not ‘qualifying components.’”

For the following reasons, the Company respectfully suggests to the DOE that the Limnia
Cassettes are “qualifying components™ as that term is defined in subsection (a)4) of Section 136. The
Company’s cassettes provide fuel in the form of hydrogen to advanced technology vehicles. In order to
do so, the cassettes must be installed prior to use in an advanced technology vehicle and are, accordingly,
designed for such installation, and therefore, Limnia Cassettes are prime candidates for identification by
the DOE as “qualifying components.™

Section 136 does not include any requirements as to the manner or methods by which installation
occurs, and thus we do not address this subject. However, we note that the statute expressly contemplates
that funding be directed to both automobile manufacturers and component suppliers. Typically, a
manufacturer would install components supplied to it by a component supplier. Thus, by clear implication
a component supplier need not directly undertake installation of the components manufactured by it.

Per your request and in order to clarify our initial proposal, please see the following responses to
the requests for information found on page 2 of your letter of May 13, 2009. The requests of the DOE are
set forth below in bold italics, followed by our response.

Please provide anticipated production volumes for your product.
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Letter to Department of Energy
June 3, 2009
Page 2

RESPONSE: The anticipated production volumes for client A are 300,000 units for the first production
run of 100,000 vehicles with a set of 3 cassettes per vehicle. The anticipated volumes for Defense

Department, Homeland Security, FEMA, seacraft and secondary clients is anticipated to be 250,000
units,

Please indicate the specified advanced technology vehicle into which the product will be installed. In
the response letter dated April 11, 2009, the company states that manufacturers are “MOU-committed”
to using your devices. Please provide the MOUs and detail the arrangements that have been made.

RESPONSE: The first specific advanced technology vehicles is the XP Vehicles, Inc. Runabout with the
draft production nomenclature of *MUV”. The MOU for this effort is attached.

Please indicate if all vehicles require the same number of cassettes and indicate the range that a given
vehicle can travel on a charged cassette.

RESPONSE: Each vehicle may operate on a single cassette but optimized performance is achieved with 3
cassettes in the case of flexible charging, discharging and stand-by functionality. The range of each
vehicle is contingent on the vehiclc manufacturers configuration of the vehicle. Our system, essentially,
provides for “unlimited range” because the cassettes are endlessly hot-swappable. Thus, as long as you
carry extra cassettes and pick-up additional cassettes at private resellers, along the route, a driver could,
conceivably, drive all the way from San Francisco to Washington, D.C. without turning the engine off in
an advanced technology vehicle such as the ultralight electric vehicle proposed to be built by XP
Vehicles, Inc.

Please, in text format, explain PowerPoint slides #4, 9, and 10.

Slide #4:

RESPONSE: This slide illuminates the advantages of the Limnia cassettes over batteries and pressure
tanks in that the Limnia fuel cassette has distinct advantages such as:

HYDROGEN PACKS VS. BATTERIES

» Batteries catch on fire quite a bit and have been the result of many more fires and explosions than
hydrogen. AT&T 's U-verse TV service now has an exploding battery problem, making it
necessary for the firm to replace 17,000 backup batteries in its nationwide network. The Federal
Government has OUTLAWED Lithium Batteries on airplanes because they explode unexpectedly
so often. Batteries blow up when they want to. Hydrogen blows up when you tell it to. Limnia
technology does not provide an explosive source like batteries do.

e Limnia power systems will be designed to run many, many times longer and provide massively
greater range per charge than batteries.

¢ The run time of batteries constantly shortens while Limnia technology does not.
e Batteries have a problematic “Memory Effect” while Limnia technology does not.
o Limnia technology is instant charge via hot-swap while battery packs require hours to recharge.

e (Charge life- Limnia systems have an extensive charge life while batteries have a much shorter
end-of-life metric.

e The cost per 300 mile range for a Limnia technology car system is far lower than a battery
system. A Limnia powered car TODAY that will drive 300 miles without a refill is 50% or less of
the price of a battery car that will drive 300 miles without a refill.

e A Limnia system can be charged from a completely clean home energy system but batteries need
to be charged from a “sour-grid™.
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Letter to Department of Energy
June 3, 2009

Page 3

Limnia technology can make energy at home. Batteries cannot.
Limnia technology has a far higher storage density than batteries.
Limnia systems are far less bulky than batteries. '

The weight of batteries is so great that it reduces the range of trave! of a vehicle which causes the
use of wasteful energy just to haul the batteries along with the car. Limnia energy systems weigh
far less.

The disposal of batteries, after use, presents a deadly environmental issue while Limnia
technology does not.

Limnia technology does not self discharge like batteries.
Batteries cause a greater carbon footprint than Limnia technology

Batteries require coal be burned to charge them. One pound of coal has roughly 14.000 Btu of
chemical energy in it. When everything operates well, all that turns out to be generally around
30% efticient, meaning that 30% of the chemical energy that started out in the coal has become
actual electricity. New H2 production systems are up to 93% efficient.

HYDROGEN TANKS VS. HYDROGEN SOLID STATE CASSETTES

Infrastructure cost per cubic foot of H2 is far more expensive with pressurized and liquefied
hydrogen.

In an accident, the pressure tanks could shoot, like a rocket, through hundreds of innocent
bystanders killing or maiming most of them.

In an accident, the pressure wave from pressure tanks expels the organs of nearby people out of
their bodies.

In an accident, the pressure wave from pressure tanks crushes the lungs of nearby people.

In an accident, the pressure wave from pressure tanks shoots shrapnel through the neighborhood
like a hand grenade.

Ability to ship via UPS/FEDEX/US MAIL does not exist for pressurized and liquefied hydrogen
but does for H2 cassettes.

Percentage of existing infrastructure that can be used for H2 cassettes is far, far greater than that
which can be used for pressurized and liquefied hydrogen.

Insurance costs are far less for H2 cassettes.

Ability of tank to crush the foot of workers, thus increasing insurances costs, does not exist with
H2 cassettes.

Time to refuel vehicle is only seconds for an H2 cassette while it is many times longer for
pressurized and liquefied hydrogen.

Only the Limnia products have the ability to be hand carried.

Only the Limnia products are H2-on-Demand where H2 is not present unless needed.
Limnia products have less bulkiness.

Limnia products are fully scalable while tanks are not very scalable.

Limnia products have better hydrogen-source-to-consumption efficiency metrics.

Limnia products require no special delivery vehicles and can use any common carrier while tanks
cannot.

Tanks require special pipelines while Limnia technology requires no pipelines.
High pressure is required for tanks while no pressure is required for Limnia technology.
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Letter to Department of Energy
June 3, 2009

Page 4

Skin cutting on refueling or refilling occurs with tanks but not with Limnia technology.
Your finger could freeze and snap off using liquid hydrogen but not with Limnia technology.
Limnia fuel is intelligent and monitors itself but tanks do not have this ability.

Limnia fuel notifies you when you need more but tanks do not.

Limnia fuel advises you of its health and purity but tanks do not.

The overall transport safety of Limnia beats tanks by at least a magnitude.

Limnia technology uses off-the-shelf, domestically available scalable components but tanks
require special service safety parts,

Limnia technology has fully rechargeable, recyclable, pressure variable output but tanks do not.

Limnia technology use may improve insurance premiums but tanks will always increase
pretniums.

Factory man-power productivity increases using Limnia at the plant-level over tanks

All stored H2 is live and explosive with tanks but not with Limnia.

Limnia increases balance-of-plant metric but tanks reduce the metrics.

Limnia’s source compound agnostic but tanks are fixed to source compound.

Limnia’s technology is subject to patent protection and tanks are not.

Limnia base hardware investment is future-protected while tanks are only partially protected.
Limnia technology is fully systemically modular while tanks are fixed.

Limnia technology fits the box-like form factor of car while tanks dictate their location.

Tanks require an extensive safety compound required around customer storage area while Limnia
does not.

Tanks need an annual X-Ray and material audit while Limnia technology does not.

Limnia technology does not flow across the ground and surfaces in a fire like napalm like liquid
hydrogen.

GASOLINE VS. HYDROGEN SOLID STATE CASSETTES

Limnia technology does not flow across the ground and surfaces in a fire like napalm or gasoline.

Gasoline service stations are one of the primary sources and causes of cancer. Limnia eliminates
the need to go to a service station.

The gasoline and associated vapors in a vehicle while you drive cause cancer, brain damage and
numerous health issues and Limnia technology does not.

The residue after use of gasoline causes numerous environmental damage issues and Limnia
technology does not.

The residuc after use of gasoline causes numerous environmental damage issues and Limnia
technology does not.

Gasoline is increasing in cost and hydrogen sources and end product are decreasing in cost.

Slide # 9

RESPONSE: This slide illuminates the dramatic reduction in costs of infrastructure deployment and seeks
to make the key point that the use of this technology can save the United States many billions of dollars in
infrastructure build out for chemical energy and new energy deployment because the overall system can
be deployed as stationary individualized systems.
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Slide #10

RESPONSE: This slide illuminates one of many options for deployment of the fuel cassette whereby
commercial package delivery services, such as UPS or FEDEX, could deploy fuel cassettes via direct
delivery and via pick-up points at their existing nationwide store outlets, which provides an existing.

nationwide, already built-out fuel supply for advanced technology vehicles.

Please detail the vehicle installation process of the device.

RESPONSE: The vehicle installation of the device requires the following steps for the average
installation as an Auxiliary Power Unit (APU) or Range Extender:

The unit is unpacked and the cable harness is laid out.

The unit is mounted to the vehicle frame.

The electronics system interface is connected to the master vehicle 1/O bus.

The battery port connect is connected to the charge controller interface of the electric vehicle
battery charging system.

Please expand on the cassette and onboard and offboard phases of the cassette’s charging/refill and
use. Can this cassette be charged onboard the vehicle ? If not Please explain how the cassette is
recharged offboard.

RESPONSE: Yes, the cassette can be charged on- board the vehicle. A user can have the unit in the car as
one option or the users can have a unit in the car and a unit at their home or office as a second option. In
one case the medium volume user is processing all of their needs on-board the vehicle, in the latter
instance the user is processing onboard and producing a stockpile of additional cassettes at home on a
trickle-fill basis so as to avoid the need for a cumbersome inefficient air compressor to fill an intermediate
and unsafe tank.

Given the foregoing, Limnia respectfully requests that the DOE reconsider its determination that its
proposed project can not, as a matter of law, be funded under the Advanced Technology Vehicles
Manufacturing Incentive Program. Limnia would be happy to provide additional information or
clarification upon request.

Sincerely,

LIMNIA, INC.

Patricia Hester, Development Director
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----- Original Message-----

From: Marhamati, Joseph F
Sent: Thursday, April 09, 2009 6:33 A
To:*

Subject: Status of Loan Guarantee Application

April 9, 2009

Scott Redmond
Limnia, Inc.
Chairman

Re: Status of Loan Guarantee Application Under Energy Efficiency,
Renewable Energy and Advanced Transmission and Distribution Technologies
Solicitation No. DE-FOA-0000005 (the "Solicitation™)

Dear Mr. Redmond:

I regret to inform you that due to non-remittance of the required
application fee, your application will not be reviewed. The application
has been deemed non-responsive.

Please note that this letter does not prejudice you from applying under
future solicitations. Thank you for your interest in DOE's Title XVII
Loan Guarantee Program.

Sincerely,

Daniel C. Tobin
Senior Investment Officer
DOE Loan Guarantee Program Office
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No virus found in this incoming message.
Checked by AVG - #
Version: 8.0.238 / Virus Database: 270.11.47/2047 - Release Date: 04/08/09

05:53:00

No virus found in this incoming message.

Checked by AVG - www.avg.com
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Under Way, but
Enhanced Technical
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5 GAO

Accoumabillty * Integrity * Reliability

nghhghts

Highlights of GAO-11-145, a report to the
Subcommittee on Energy and Water
Development, Committee on Appropriations,
U.S. Senate

Why GAO Did This Study

In the Energy Independence and
Security Act of 2007, Congress
mandated higher vehicle fuel
economy by model year 2020 and
established the Advanced Technology
Vehicles Manufacturing (ATVM) loan
program in the Department of Energy
(DOE). ATVM is to provide up to $25
billion in loans for more fuel-efficient
vehicles and components. Congress
also provided $7.5 billion to pay the
required credit subsidy costs—the
government's estimated net long-term
cost, in present value terms, of the
loans. GAO was asked to review the
ATVM program and agreed to (1)
identify the steps DOE has taken to
implement the program, (2) examine
the program'’s progress in awarding
loans, (3) assess how the program is
overseeing the loans, and (4) evaluate
the extent to which DOE can assess
progress toward meeting its goals.
GAO analyzed loan documents and
relevant laws and regulations and
interviewed DOE and ATVM officials.

What GAO Recommends

To help ensure the effectiveness and
accountability of the ATVM program,
GAO recommends that DOE
accelerate its efforts to engage the
engineering expertise needed for
effective technical oversight and
develop sufficient, quantifiable
performance measures for its
program goals. DOE disagreed with
GAOQ'’s recommendations. GAO
continues to believe DOE should
engage expertise and reaffirms its
recommendation that DOE develop
sufficient performance measures.

View GAO-11-145 or key components.
For more information, contact Frank Rusco at
(202) 512-3841 or ruscof @gao.gov.

DEPARTMENT OF ENERGY

Advanced Technology Vehicle Loan Program
Implementation Is Under Way, but Enhanced
Technical Oversight and Performance Measures Are
Needed

What GAO Found

DOE has taken several steps to implement the ATVM program. First, it set
three goals: increase the fuel economy of U.S. passenger vehicles as a whole,
advance U.S. automotive technology, and protect taxpayers’ financial
interests. DOE also set technical, financial, and environmental eligibility
requirements. In addition, DOE established criteria for judging the technical
and financial merits of applicants and projects deemed eligible, and policy
factors to consider, such as a project’s potential for supporting jobs. DOE
established procedures for ATVM staff, aided by experts from within and
outside DOE, to score applicants and projects. Finally, the Credit Review
Board, composed of senior DOE officials, uses the scores and other
information to recommend loan decisions to the Secretary of Energy.

The ATVM program has made $8.4 billion in loans that DOE expects to yield
fuel economy improvements in the near term along with greater advances,
through newer technologies, in years to come. Although the loans represent
about a third of the $25 billion authorized by law, the program has used 44
percent of the $7.5 billion allocated to pay credit subsidy costs, which is more
than was initially anticipated. These higher credit subsidy costs were, in part,
a reflection of the risky financial situation of the automotive industry at the
time the loans were made. As a result of the higher credit subsidy costs, the
program may be unable to loan the full $25 billion allowed by statute.

Although the ATVM program has set procedures for overseeing the financial
and technical performance of borrowers and has begun oversight, it has not
yet engaged engineering expertise needed for technical oversight. To oversee
financial performance, staff review data submitted by borrowers on their
financial health to identify challenges to repaying the loans. Staff also rely on
outside auditors to confirm whether funds have been used for allowable
expenses. To oversee technical performance, ATVM staff analyze information
borrowers report on their technical progress and are to use outside
engineering expertise to supplement their analysis. According to our review,
projects needing additional technical oversight are under way and the ATVM
staff lack the engineering expertise called for by the program’s procedures for
adequately overseeing technical aspects of the projects. However, the
program has not yet engaged such expertise. As a result, DOE cannot be
adequately assured that the projects will be delivered as agreed.

DOE has not developed sufficient performance measures that would enable it
to fully assess the extent to which it has achieved its three program goals. For
example, while DOE has a measure for assessing specifically the fuel
economy gains for the vehicles produced under the program, the measure falls
short of enabling assessment of progress in achieving DOE’s broad goal of
improving the fuel economy of U.S. passenger vehicles as a whole because it
does not account for, among other things, the fuel economy improvements
manufacturers would have made, in the absence of the loans, to remain in
compliance with increasingly strict federal fuel economy requirements.
Principles of good governance call for performance measures tied to goals as

a means of assessing the extent to which goals have been achieved.
United States Government Accountability Office
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Abbreviations

ATVM Advanced Technology Vehicles Manufacturing
CAFE corporate average fuel economy

CBO Congressional Budget Office

DOE Department of Energy

EERE Office of Energy Efficiency and Renewable Energy
EISA Energy Independence and Security Act

EPA Environmental Protection Agency

GPRA Government Performance and Results Act

mpg miles per gallon

mpgge miles per gallon of gasoline equivalent

NEPA National Environmental Policy Act

NHTSA National Highway Traffic Safety Administration
OMB Office of Management and Budget

PSAT Powertrain System Analysis Toolkit

This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distributed in its entirety
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The Honorable Dianne Feinstein

Chairman

The Honorable Lamar Alexander

Ranking Member

Subcommittee on Energy and Water Development
Committee on Appropriations

United States Senate

In recent years, concern about fluctuations in gasoline prices, along with
worries about the environmental impact of petroleum use, such as
increasing greenhouse gases, has prompted Congress to take steps aimed
at making passenger vehicles in use in the United States more fuel-
efficient. In December 2007, Congress enacted the Energy Independence
and Security Act (EISA), which made the nation’s corporate average fuel
economy (CAFE) standards for newly manufactured passenger vehicles
more stringent by requiring significant increases in the fuel economy of
the vehicles being sold in the United States by 2020. In addition, EISA
authorized, but did not provide funding for, the Advanced Technology
Vehicles Manufacturing (ATVM) loan program, to provide loans for
projects to produce more fuel-efficient passenger vehicles and their
components.' The fiscal year 2009 continuing resolution appropriated $7.5
billion from which the Department of Energy (DOE) is to pay the
program’s credit subsidy costs to support up to $25 billion in direct loans
to manufacturers of passenger vehicles and their components. Credit
subsidy costs are the estimated net long-term costs to the government, in
present value terms, of loans over the entire period the loans are
outstanding.’ In November 2008, DOE received and began to review the
program’s first loan applications. In December 2008, under the Troubled
Asset Relief Program, the United States entered into loan agreements with
two of the major U.S. automakers—Chrysler Group, LLC and General
Motors Corporation—to provide $62 billion in restructuring loans. In

'In Section 136 of EISA, Congress also authorized the ATVM program to make grants, but
to date, this has not been funded.

*Credit subsidy costs exclude administrative costs and any incidental effects on
governmental receipts or outlays. Present value is the worth of the future stream of returns
or costs in terms of money paid immediately. In calculating present value, prevailing
interest rates provide the basis for converting future amounts into their “money now”
equivalents.

Page 1 GAO-11-145 Department of Energy



Case 1:13-cv-00037-KBJ Document 23-3 Filed 07/30/13 Page 47 of 80

addition, in May 2009 the Administration announced its National Fuel
Efficiency Policy, which, to implement the increase in fuel economy
required by EISA, called for higher CAFE standards for model years 2012
through 2016 for passenger cars and light-duty trucks—surpassing those
EISA required by 2020. On April 1, 2010, the National Highway Traffic
Safety Administration (NHTSA) and the Environmental Protection Agency
(EPA) made final the rule putting the more stringent CAFE standards in
place.’

In this context, you asked us to review the ATVM loan program.
Specifically, our objectives were to (1) identify the steps DOE has taken to
implement the ATVM loan program, (2) examine the ATVM program’s
progress in awarding loans, (3) assess how the program is overseeing the
loans, and (4) evaluate the extent to which DOE can assess its progress
toward meeting program goals. To address these objectives, we analyzed
relevant legislation and regulations, Office of Management and Budget
(OMB) guidance on federal loan programs, our prior work on
implementing the Government Performance and Results Act (GPRA),*
federal standards for internal control,’ and DOE’s program guidance. In
addition, we analyzed information on applicants and documents DOE
decision makers used to select borrowers. We also reviewed the loan
agreements DOE had executed as of February 24, 2011. We analyzed DOE
data on the expected fuel economy of vehicles to be produced by projects
funded by ATVM loans and compared them with data on future regulatory
requirements; we examined documentation on DOE'’s model and its
process for generating these data—we believe the data to be sufficiently
reliable for our purposes. In addition, we interviewed relevant DOE
officials. We did not evaluate the technical or financial soundness of the
projects that DOE considered for loans. We conducted this performance
audit from September 2009 through February 2011 in accordance with
generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions

*EPA is responsible for developing and executing CAFE testing and calculation procedures.
NHTSA uses EPA data to determine if a manufacturer’s fleet is in compliance for a given
model year. The final rule was published in the Federal Register on May 7, 2010.

‘GAO, Effectively Implementing the Government Performance and Results Act,
GAO/GGD-96-118 (Washington, D.C.: June 1996).

5GAO, Standards Sfor Internal Control in the Federal Government, GAO/AIMD-00-21.3.1
(Washington, D.C.: November 1999).
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Background

based on our audit objectives. We believe that the evidence obtained does
so. A further discussion of the scope of our review and the methods we
used is presented in appendix L.

In recent years, concerns have arisen about fluctuations in gasoline prices
and the environmental impact of petroleum use. For example, the price of
gasoline increased significantly from 2002 to 2008, negatively affecting
consumers, domestic automakers, and the U.S. economy in general. In
addition, gasoline-fueled passenger vehicles are a major source of
greenhouse gas emissions, and public concern has grown about the
relationship between their greenhouse gas emissions and global climate
change. According to our analysis of EPA data, passenger cars and light-
duty trucks are responsible for a significant share of greenhouse gas
emissions in the United States—in 2007, their use accounted for 18 percent
of total greenhouse gas emissions. In light of these concerns, in 2007,
Congress enacted EISA, which, among other things, increased CAFE
standards, requiring that the nation’s automobile manufacturers’ new
vehicle fleets attain at least an average of 35 miles per gallon by 2020.

In addition to increasing CAFE standards, EISA also authorized, but did
not provide funding for, the ATVM loan program to provide up to $25
billion in loans to support projects to produce more fuel-efficient
passenger vehicles and components. Loans made under the program are to
be disbursed by the Federal Financing Bank,® have an interest rate equal to
the government’s cost of funds,’ and be in force for a period of 25 years or
the projected life of the eligible project, whichever is less. Congress also
required that DOE, when making loans to manufacturers with existing
facilities, among other things, give priority to those facilities that are the
oldest or are at least 20 years old.

In addition to the negative effect that rising fuel prices had on domestic
automobile sales, the economic recession that began in late 2007
particularly affected the three major domestic automakers—Chrysler
Group, LLC; Ford Motor Company; and General Motors Corporation—

The Federal Financing Bank is a government corporation, created by Congress, under the
supervision of the Department of the Treasury.

"The government’s cost of funds is the interest cost that the federal government must pay
for the use of the money it lends to ATVM borrowers—that is, the interest rate on Treasury
notes at the time the funds are disbursed.
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known as the Detroit 3. Rising fuel prices had negatively affected the sales
of domestic automakers as consumers shifted to smaller, more fuel-
efficient vehicles and away from less fuel-efficient light trucks and sport
utility vehicles. At the end of 2008, several economic indicators, including
economic growth and the unemployment rate, worsened while credit
markets tightened and dampened consumers’ demands for new passenger
vehicles. Sales of new vehicles had been trending downward since 2006,
but the decrease was markedly sharper in 2008 and 2009. For example,
U.S. sales for the Detroit 3 dropped by 49 percent from February 2008
through February 2009, whereas U.S. sales for American Honda Motor Co.,
Inc.; Nissan North America, Inc.; and Toyota Motor North America, Inc.,
dropped 39 percent during this period. Additionally, the Detroit 3 had been
losing U.S. market share to foreign automakers for several years. For
instance, General Motors’ U.S. market share for total light vehicle retail
sales—including passenger cars and light-duty trucks—fell from 27.2
percent in 2004 to 22.1 percent in 2008, while the market share of Japanese
auto manufacturers grew from 29.8 percent to 38.9 percent during the
same period. Furthermore, since the 1980s, the Detroit 3 have relied
heavily on sales of light-duty trucks and sport utility vehicles, which were
more profitable than passenger cars but had relatively low fuel economy
ratings. As a result of this reliance, the Detroit 3 faced more difficulty in
achieving substantial improvements in fuel economy than most foreign-
based manufacturers, which historically had produced and sold more fuel-
efficient vehicles. When proposing the new, more stringent CAFE
standards, NHTSA estimated that the Detroit 3 would face significantly
higher costs to meet revised standards than the major Japanese
automakers.

In September 2008, the Consolidated Security, Disaster Assistance, and
Continuing Appropriations Act provided $7.5 billion to DOE to pay the
credit subsidy costs of up to $25 billion in ATVM loans.® Congress also
provided $10 million to DOE to administer the ATVM loan program and
required that DOE issue an interim final rule to establish regulations
necessary to implement the program. DOE issued an interim final rule for
implementing the program in November 2008.

®The Federal Credit Reform Act of 1990 requires that the credit subsidy costs of federal
loan programs be paid; for the ATVM program, they are paid by congressional
appropriations.
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DOE Established
Program Goals and
Set Criteria for
Applicant and Project
Eligibility and Merit

To implement the ATVM program, DOE established three goals and set, in
its interim final rule, certain technical and financial criteria and
environmental requirements that vehicle and component manufacturers
must meet to qualify to receive a loan under the program. DOE also
established criteria for determining the technical and financial merits of
projects once they have been deemed eligible.

DOE Established Three
Goals for the ATVM
Program

Although DOE documents do not specifically identify the goals of the
ATVM loan program, DOE officials told us that they established three
broad goals for the program:

increase the fuel economy of U.S. passenger vehicles as a whole,
advance automotive technology in the United States, and
protect taxpayers’ financial interests.

According to DOE officials, the program’s first goal is to increase the fuel
economy of U.S. passenger vehicles as a whole. Specifically, EISA calls for
the program to make loans to provide funding to automobile
manufacturers and component suppliers for projects that re-equip,
expand, or establish manufacturing facilities in the United States for the
purpose of building more fuel-efficient passenger cars and light-duty
trucks. According to DOE's 2011 budget submission, the first and second
goals support the agency-level goal to build a competitive, low-carbon
economy by, among other things, funding vehicles that reduce the use of
petroleum-derived fuels and accelerating growth in advanced automotive
technology manufacturing. According to DOE officials, the program’s third
goal is to protect taxpayers’ financial interests. This goal reflects EISA's
requirement that loans are to be made to financially viable borrowers.
Specifically, ATVM's interim final rule states that the program should
make loans only to borrowers who have a reasonable prospect of repaying
the loan. According to the Executive Director for DOE's Loan Programs
Office, whom we interviewed about ATVM as well as the office’s loan
guarantee programs, identifying applicants with projects for innovative
technologies and strong prospects of repaying a loan is particularly
difficult because innovative technologies are typically more risky than
established technologies.
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DOE Set Criteria to
Determine Eligibility for
Loans

Technical Eligibility Criteria for
Applicants and Their Projects

DOE set technical and financial criteria and environmental requirements
in its interim final rule that applicants and their projects must meet to be
eligible for an ATVM loan.’

To ensure that applicants meet the minimum fuel economy improvement
thresholds specified by EISA, DOE established a technical eligibility
criterion for vehicle manufacturers. An established vehicle
manufacturer—that is, a manufacturer that produced passenger vehicles
in model year 2005—must demonstrate that the adjusted average fuel
economy of the fleet of vehicles it produced for the most recent model
year is at least equal to the adjusted average fuel economy of the fleet it
produced in model year 2005." An applicant that is not an established
manufacturer—that is, one that did not produce vehicles in 2005—must
demonstrate that the fuel economy of its proposed vehicles will at least
equal the adjusted average fuel economy of established manufacturers’
model year 2005 vehicles in the same vehicle class.

For applicants deemed eligible, DOE also used statutory-based technical
criteria that a project must meet to be eligible for a loan under the
program:

a proposed passenger vehicle must meet the fuel economy and emissions
requirements set forth in the definition of an advanced technology vehicle,
and a proposed component must be designed for a specific advanced
technology vehicle;

a proposed passenger vehicle or component must be designed or
manufactured in the United States; and

applicants’ proposed projects must meet federal prevailing wage
requirements for facility construction, alteration, and repair."

*DOE evaluates proposed projects individually. Applicants may submit loan requests for
multiple projects in a single application, but each proposed project must include all
necessary information specific to that project.

The interim final rule defines the “most recent” year as the year for which the most recent
CAFE compliance data are available. DOE defines “adjusted average fuel economy” as the
average of the combined CAFE fuel economy ratings—adjusted by production volume—of
all the relevant vehicles in a manufacturer’s vehicle fleet.

"The federal prevailing wage requirements, commonly known as Davis-Bacon
requirements, are codified at 40 U.S.C. §§ 3141-3148 and apply to borrowers, contractors
and subcontractors.
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For a project to meet the first criterion, a proposed vehicle, or a vehicle in
which a proposed component will be used, must meet the fuel economy
and emissions requirements for an advanced technology vehicle as defined
in EISA. EISA specifies that the vehicle, when produced, must achieve at
least 125 percent of the average fuel economy for all manufacturers’
vehicles with substantially similar attributes in a base year. The vehicle
must also meet EPA emissions standards in effect at the time the vehicle is
manufactured."” Conventional vehicles—that is, vehicles powered
primarily by gasoline-fueled internal combustion engines like those in
wide use in the United States today—can be considered advanced
technology vehicles under the law if they meet the fuel economy and
emissions requirements. In addition, vehicles with newer technologies—
including conventional hybrid vehicles, such as those that are powered by
both gasoline and a battery that is charged during driving; plug-in hybrid
vehicles, such as those that are powered by both gasoline and a battery
that is charged using an electrical outlet; and all-electric vehicles, such as
those powered by plug-in batteries alone—can be considered advanced
technology vehicles under the law. The interim final rule calls for
component projects to identify the specific advanced technology vehicles
in which the proposed components will be installed. According to its
interim final rule, DOE chose 2005 as the base year because, among other
reasons, model year 2005 CAFE compliance fuel economy data for all
manufacturers’ vehicles were fully available when the interim final rule
was published, and using model year 2005 as the base year “would
promote efficient and effective administration” of the program and would
be consistent with the technical eligibility criterion for vehicle
manufacturers set forth in EISA. To help the program determine whether
vehicles share “substantially similar attributes,” the interim final rule set
out vehicle classes based on vehicle size and horsepower. DOE based
these classes largely on EPA’s vehicle classes for 2005, which are size-
based.

For a project to meet the second technical eligibility criterion, the interim
final rule calls for proposed vehicles or components to be either designed
or manufactured in the United States. Furthermore, DOE set limits on the
types of design activities—that is, engineering integration—that may be
paid for using ATVM loan funds. In general, engineering integration
involves the design and layout of production processes necessary to
implement and build a new vehicle or component, according to the ATVM

“Pub. L. No 110-140, § 136(a), 121 Stat. 1492, 1514 (2007), codified at 42 U.S.C. § 17013.
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Financial Eligibility Criteria for
Applicants

Director. The interim final rule allows two engineering integration
activities: incorporating qualifying components into the design of an
advanced technology vehicle and designing and developing production
facilities for producing qualifying components or vehicles.

Because of their technical expertise, staff in DOE’s Office of Energy
Efficiency and Renewable Energy (EERE) are responsible for determining
whether applicants and proposed projects have met the program’s
technical eligibility criteria. EERE staff perform most of the technical
eligibility analysis; for example, EERE staff determine whether the
adjusted average fuel economy of an applicant’s current production fleet is
at least equal to the adjusted average fuel economy of the applicant’s
comparable fleet in model year 2005. In addition, EERE staff rely on the
Argonne National Laboratory to analyze applicant-provided data using a
computer model developed by the laboratory. The model estimates the
miles per gallon (mpg) that a proposed vehicle is likely to achieve.”* EERE
uses the results to determine whether the vehicle meets the program’s fuel
economy eligibility criterion. According to EERE staff, laboratory staff test
one vehicle per project. In the case of a single-vehicle project, laboratory
staff analyze data provided for that vehicle alone. For projects for which
the borrower plans to produce multiple variations of a vehicle, the
applicant provides data on a vehicle it has deemed to be “representative”
of those it plans to produce under the project.” Our review of DOE’s test
results and approved loan documents indicated that, in the event that the
project is approved for a loan, the vehicles produced may or may not have
the same specifications as the representative vehicle. According to EERE
staff, to judge whether the variations of the vehicle that were not modeled
are likely to meet the program'’s fuel economy eligibility criterion, the staff
compare applicant-submitted data on the expected mpgs of those
variations with that eligibility criterion.

Applicants must also demonstrate financial viability to be selected for an
ATVM loan. According to DOE'’s interim final rule, an applicant is
financially viable if it has (1) a reasonable prospect of repaying principal

To determine the expected fuel economy of proposed vehicles, DOE laboratory staff
analyze applicant-provided data on the specifications of a proposed vehicle using the
Powertrain System Analysis Toolkit, which DOE uses as its primary fuel-efficiency
simulation tool for a number of vehicle-related projects.

“Manufacturers may produce multiple versions of a model within a project that have
varying technical specifications—that is, for a sedan model, manufacturers might plan to
produce versions with automatic and manual transmissions that vary in their fuel economy.
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Environmental Eligibility
Requirements for Projects

and interest in accordance with the proposed loan terms and (2) a positive
net present value—that is, estimated flow of future income exceeds
estimated flow of future costs when discounted and expressed in today’s
dollars. Furthermore, by law, for the purpose of determining its financial
viability, a selected applicant must not receive any additional federal
funding associated with the proposed project.

To determine whether an applicant has a reasonable prospect of
repayment, ATVM staff are to analyze an applicant’s current financial
condition and develop a projection of its ability to repay the loan over
time. Specifically, ATVM staff are to analyze an applicant’s liquidity and
debt-to-equity ratio at the time of the application, as well as the applicant’s
balance sheet and income statements. ATVM staff then build on this
financial analysis to examine an applicant’s prospect of repayment by
determining an applicant’s net present value. ATVM staff use an
applicant’s projected cash flows and underlying assumptions, as well as
the state of the automotive industry, to make a net present value
determination. The ATVM program uses accounting and market analysis
firms to help with its financial analysis, according to ATVM officials. For
example, the market analysts assess whether an applicant’s likely
production volume and sales projections are realistic given overall market
conditions. ATVM officials also told us the firms perform cost analyses to
help verify the costs of proposed projects.

To comply with the National Environmental Policy Act (NEPA),” DOE
requires that ATVM applicants submit three environmental impact reports
for each project they propose. Specifically, applicants are to submit
reports on the following:

the likely environmental impacts of the project, including the
construction and operation of the facilities to be associated with it;

the likely socioeconomic impacts of constructing and operating the
proposed project, including the likely effects on nearby towns and
counties; and

5Under NEPA, federal agencies evaluate the likely environmental effects of projects that
are proposed using an environmental assessment or, if projects are likely to significantly
affect the environment, a more detailed environmental impact statement. See 42 U.S.C. §§
4332(2)(0), (E).
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a comparison of the environmental impacts proposed in the first report
with alternatives to the project, including a comparison of the
environmental benefits and costs with the economic benefits and costs.

Depending on the proposed activities, applicants may have to take
additional steps to mitigate the potential environmental impacts of their
projects. If, however, applicants demonstrate minimal impacts, these
reports may satisfy the NEPA requirements. For example, a project may be
“categorically excluded” from a more detailed environmental analysis if it
falls within a category of activities that a federal agency has previously
determined has no significant environmental impact. To determine
whether applicants meet the NEPA requirements for a categorical
exclusion or whether additional analysis and, perhaps, mitigation are
needed, specialists in DOE's NEPA office review ATVM applicants’
environmental impact reports. They then share the results of their review
with the ATVM Director and staff.

DOE Also Set Criteria for
Determining Eligible
Projects’ Technical and
Financial Merits

To help choose among applicants and projects deemed eligible, DOE also
considers their technical and financial merits. According to DOE officials,
to determine technical merit, at least three experts from EERE or the DOE
national laboratories individually review each project according to four
criteria and provide written documentation of the strengths and
weaknesses in each area. The technical merit criteria, as specified in the
program’s procedures, are (1) improved vehicle fuel economy; (2)
contribution to improved fuel economy of passenger vehicles in use in the
United States; (3) promotion of the use of advanced fuels (e.g., electricity
and ultra-low sulfur diesel); and (4) reductions in petroleum use by the
passenger vehicles in use in the United States. After the individual reviews,
the experts must agree on a single final merit score. To the extent that a
project exceeds the fuel economy eligibility threshold for its vehicle class,
the project receives a correspondingly higher technical merit score.

According to program procedures for determining financial merit, the
ATVM program staff score an applicant on the basis of its likely ability to
repay a loan. As part of this effort, the Credit Division—a separate group
within DOE’s Loan Programs Office—reviews the financial soundness of
applicants and their projects, producing both a credit rating for applicants
and an estimate of the applicants’ credit subsidy cost.® ATVM staff rank an

“The ATVM program'’s credit rating for applicants is based, in part, on any publicly
available credit ratings.
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applicant’s financial merit by considering (1) the credit rating generated by
the Credit Division, (2) the Credit Division’s estimated credit subsidy cost
and the proportion that cost represents of the funds available to the
program for paying credit subsidy costs, and (3) the loan's credit subsidy
rate, which is the ratio of the loan’s credit subsidy cost to the total amount
of the loan. A loan with a relatively low credit subsidy rate is considered
the most desirable. The Credit Division briefs OMB on its analysis and its
credit subsidy cost estimate for each applicant. OMB then reviews this
analysis and produces the final credit subsidy cost for the ATVM applicant.

In addition, the ATVM staff told us they gather information on how
applicants and their projects address six additional “policy factors”:

» aproject’s potential impact on the local economy, such as job creation or
job preservation;

» whether a project is likely to advance automotive technology;

« an applicant’s significance to the overall well-being of the automotive
industry;

 the risk that an applicant may not be able to complete a proposed project,
including difficulty in translating plans for innovative technology into
manufactured vehicles and components;

» the geographic location that will be affected by a proposed project; and
» the age of any facilities that would be improved with the loan proceeds.

The ATVM staff provide the information to the Credit Review Board, a
group composed of senior DOE officials charged with overseeing the
ATVM program and making recommendations to the Secretary of Energy
on whether to award ATVM loans." Finally, the program’s procedures call
for the Credit Review Board to weigh an applicant’s technical and financial
merit scores, the credit subsidy cost approved by OMB, the six policy
factors, and other information, such as a summary of the financial

"Prior to the review by the Credit Review Board, the Credit Committee—a group
composed of the Director of the Loan Guarantee Program and senior staff of the Chief
Financial Officer’s Office—reviews the financial analysis and makes recommendations to
the Director of the ATVM program and the Credit Review Board on whether to award
loans.
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The ATVM Program
Has Awarded $8.4
Billion in Loans That
Largely Enhance
Conventional Vehicle
Technology, but the
Program May Be
Unable to Lend the
Full Authorized
Amount

analysis, to decide whether to recommend that the Secretary of Energy
award a loan.

The loan funds the ATVM program has awarded largely enhance
conventional vehicle technology and, according to DOE, are expected to
result in improved fuel economy. The remainder of the funds support
vehicles with newer technologies—specifically, conventional hybrid
vehicles, plug-in hybrid vehicles, and all-electric vehicles—that are also
expected to result in improved fuel economy. In addition, DOE officials
cited other benefits that could result from the projects. The loans the
ATVM program has made to date have used almost half of the $7.5 billion
available to pay credit subsidy costs. At this rate, the program may not be
able to provide the full $25 billion in loans allowed by statute.

The Loan Funds Largely
Support Projects for
Enhancing Conventional
Vehicle Technology, with
the Remainder Supporting
Newer Technologies

Of the about $8.4 billion in loans the ATVM program has awarded to date,
$5.9 billion went to the Ford Motor Company; $1.4 billion to Nissan North
America; $529 million to Fisker Automotive, Inc.; and $465 million to Tesla
Motors, Inc."® About $5.2 billion—62 percent of the loan funds awarded so
far—is for projects that largely enhance the technologies of conventional
vehicles powered by gasoline-fueled internal combustion engines. These
projects include such fuel-saving improvements as adding assisted direct
start technology to conventional vehicles, which reduces fuel consumption
by shutting off the engine when the vehicle is idling (e.g., while at traffic
lights) and automatically restarting it with direct fuel injection when the
driver releases the brake. According to DOE’s analysis, the projects will
result in vehicles with improved fuel economy that will contribute in the
near term to improving the fuel economy of the passenger vehicles in use
in the United States as a whole because the conventional vehicles are to be
produced on a large scale relatively quickly and offered at a price that is
competitive with other vehicles being offered for sale. We are not
reporting details on DOE's expectations for production of the enhanced

¥, 0an amounts awarded to each company do not add up to the total loan amount the
ATVM program awarded to date because of rounding.
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conventional vehicles or those vehicles’ expected prices because of
concerns raised by Ford about the proprietary nature of this information.

DOE used data from the borrowers in its modeling software—the
Powertrain System Analysis Toolkit (PSAT)—to estimate the fuel
economy of the vehicles being considered for ATVM loans. For
conventional vehicles and conventional hybrid vehicles, fuel economy was
estimated in terms of mpg. For all-electric and plug-in hybrid vehicles, fuel
economy was estimated in terms of the number of miles the vehicles can
drive with the energy equivalent of one gallon of gasoline. The PSAT
model, in an effort to be consistent with CAFE mpg ratings (which are
calculated after vehicles have been produced), estimates a vehicle’s fuel
economy using two drive-cycle tests—commonly referred to as the
Highway and City tests. EPA’s CAFE mpg ratings are typically higher than
its ratings that appear on new car window stickers, in part because, since
2008, the window sticker ratings have been calculated using three
additional drive-cycle tests—commonly referred to as the High Speed, Air
Conditioning, and Cold Temperature tests. Furthermore, EPA has not yet
made final a standard calculation for reporting the fuel economy of plug-in
hybrids and all-electric vehicles. EPA expects to issue a regulation
standardizing fuel economy calculations for plug-in hybrid and all-electric
vehicles that it will use when reporting the estimated fuel economy of new
vehicles to the public, such as on a new car’s window sticker.

According to our calculations using DOE’s modeled estimates of fuel
economy, the projects for enhanced conventional vehicles are expected to
result in vehicles with improved fuel economy that exceed both the
program'’s eligibility requirements and the CAFE targets that will be in
place at the time the vehicles are produced.” We calculated the extent to
which the vehicles are expected to exceed the program’s fuel economy
eligibility requirements by comparing DOE'’s estimated fuel economy for
the vehicles it used to establish the projects’ eligibility for the program to
the fuel economy of the comparable vehicle class for model year 2005.
Taken together, the average expected fuel economy of the enhanced
conventional vehicle projects is 33.5 mpg. This is about 42 percent better

The CAFE standards for 2012 to 2016 will subject passenger cars and light trucks to target
levels of fuel efficiency based on the vehicles’ “footprints.” A vehicle’s footprint is a
measure of its size calculated by multiplying its wheelbase (the distance from the center of
the front wheels to the center of the rear wheels) by its average track width (the average of
the width between the two front wheels and the width between the two rear wheels). The
vehicle-level mpg targets generally become more stringent with each new model year.
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than the average 2005 baseline of 23.6 mpg for the respective vehicle
classes and exceeds the 25 percent improvement over the 2005 baseline
required to be eligible for the program.* We also used DOE'’s fuel economy
estimates to calculate the extent to which the funded vehicles are
expected to exceed the CAFE targets that will be in place at the time the
vehicles are produced. According to our calculations, the projects for
enhanced conventional vehicles as a whole are expected to achieve fuel
economy that exceeds the CAFE targets by, on average, 21 percent.

The remaining funds—$3.1 billion, or about 38 percent of the $8.4 billion—
support projects for vehicles and components with newer technologies.
Fisker has received a loan for two plug-in hybrid projects: the Karma, a
sedan classified by DOE as a subcompact-performance sedan at the time
its eligibility was established; and the Nina, classified by DOE as a
subcompact sedan.” Tesla received a loan to manufacture an all-electric
midsize sedan, the Model S, and Nissan received a loan to manufacture an
all-electric vehicle, the LEAF, classified by DOE as a small wagon at the
time its eligibility was established.® Finally, a portion of the loan to Ford
supports projects for manufacturing conventional hybrid and all-electric
vehicles. In addition, there are two advanced technology components
projects: Nissan has a project to build a manufacturing facility to produce
batteries for the LEAF and potentially other vehicles, and Tesla has a
project to build a manufacturing facility to produce electric battery packs,
electric motors, and electric components for the Tesla Roadster and
vehicles from other manufacturers. In contrast to the projects supporting
enhancements to conventional vehicles, DOE’s and the borrowers'
analyses indicate that the projects with newer technologies will result in
vehicles with far greater fuel economy gains per vehicle but that these

®We calculated harmonic averages, which are often used for determining the average of a
set of rates, such as, in this case, mpgs. DOE used harmonic averages to calculate the
combined average fuel economy for its vehicle classes under the ATVM interim final rule.

*'For the purpose of establishing eligibility, DOE used the classifications in the interim final
rule. According to Fisker officials, while these classifications accurately reflect the
vehicles’ footprints and are appropriate for judging the fuel economy of the vehicles, the
classifications do not accurately reflect the type of vehicles to be produced by Fisker under
the program. More specifically, the officials characterized the Karma as a “premium-luxury
sedan” and the Nina as a “near-luxury performance sedan,” noting that vehicles that are
known in the industry as “subcompacts” generally are not luxury vehicles.

“Nissan officials told us that the LEAF that will be produced will be a midsize sedan,
differing slightly from the design classified by DOE as a small wagon that was used to
establish eligibility. DOE’s projected fuel economy for the LEAF also exceeds the
eligibility requirements for the midsize sedan classification.
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vehicles will be sold in smaller volumes, thereby having a less immediate
impact on the fuel economy of total U.S. passenger vehicles. For example,
DOE’s analysis estimates that the Fisker Nina subcompact sedan will
achieve the equivalent of about 111 mpg. Fisker has stated production of
the Nina will begin in late 2012, with expected production capacity of
70,000 to 100,000 vehicles per year. The Fisker Karma is estimated by DOE
to achieve fuel economy that is the equivalent of 86 mpg. Fisker has stated
that production of the Karma will begin in 2011 and that the company will
have a production capacity of 15,000 vehicles per year. The Karma has a
base price of $95,900, prior to any federal tax credit. Similarly, DOE’s
analysis estimates that the Tesla Model S will achieve the equivalent of
about 111 mpg, with production planned to begin in 2012. According to
Tesla officials, the company plans to produce as many as 7,000 vehicles in
2012 and up to 20,000 vehicles per year thereafter. In addition, DOE’s
analysis indicates that the Nissan LEAF is estimated to achieve the
equivalent of about 165 mpg.” The LEAF is currently listed to sell for
about $33,000 each, and Nissan has accepted 20,000 reservations for the
vehicle in the United States.* The company expects to have a production
capacity in the United States of 150,000 vehicles per year once the ATVM-
funded manufacturing facility, scheduled to open in 2012, reaches full
capacity in 2015. Finally, for Ford, we are not reporting information on
expected production levels or prices for conventional hybrids or all-
electric vehicles to be produced with ATVM loan funds because the
company is concerned about the proprietary nature of this information.

According to our calculations, the projects for vehicles with newer
technologies, like the projects for enhanced conventional vehicles, are
expected to result in improved fuel economy that exceeds the program'’s
eligibility requirements, as well as CAFE targets. The average expected
fuel economy of the vehicles with newer technologies is 78.1 mpg. This is
about 181 percent better than the average 2005 baseline of 27.8 mpg for the
respective vehicle classes and exceeds the 25 percent improvement over

“Nissan has announced that EPA has approved a fuel economy window sticker for the
LEAF for model year 2011 with a rating of the equivalent of 99 miles per gallon of gasoline
equivalent (mpgge), resulting from the five-cycle testing regimen EPA is using until it
makes final its regulation.

¥For sales occurring after December 31, 2009, the cost to consumers of plug-in hybrid
vehicles and all-electric vehicles is reduced by a federal tax credit ranging from $2,500 to
$7,500, depending on the battery capacity of the vehicle. The credit begins to phase out for
a manufacturer after it has sold at least 200,000 qualifying vehicles for use in the United
States.
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the baseline required to be eligible for the program. Using DOE'’s fuel
economy estimates to calculate the extent to which the funded vehicles
are expected to exceed the CAFE targets that will be in place at the time
the vehicles are produced, we calculated that the vehicles’ fuel economy is
expected to be about 161 percent better than the 29.9 mpg CAFE target
average for the respective vehicles.

The extent to which DOE's and borrowers’ projections of gains in fuel
economy and reductions in petroleum use will prove accurate depends on
a number of factors. These include the borrowers’ ability to overcome
technical challenges they may face in producing vehicles that achieve the
intended fuel economy gains and the extent to which the vehicles are sold
in numbers that meet the initial projections, which itself depends largely
on whether consumers consider the vehicles to be competitive in price
and costs to operate when compared with vehicles offered by competitors,
including conventional vehicles and those with newer technologies.
Moreover, the extent to which the vehicles that are sold actually replace
older vehicles currently on the road will affect the accuracy of the
projected gains in fuel economy and reductions in petroleum use;
similarly, how much consumers use the new vehicles compared to their
use of the replaced vehicles will affect the accuracy of the estimates.

DOE Officials Also Cited
Benefits Other than
Improved Fuel Economy
That Projects Could
Provide

In addition to improved fuel economy, ATVM program staff identified
other potential benefits projects could provide. Benefits cited by the
program staff include the geographic location of proposed projects—that
is, whether a project would benefit an area that had not otherwise
received funding under the program—and the potential impact of the
projects in creating or sustaining economic development—in particular,
creating or sustaining jobs (see table 1). In the case of Fisker, the program
staff also identified the extent to which the company’s projects would
support U.S. parts suppliers, noting that over 65 percent of the parts for
Fisker's Karma are expected to come from U.S. parts suppliers.
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Table 1: ATVM Loan Program Expectations of Jobs to Be Created or Preserved and
Their Locations

Locations of facilities funded by ATVM Borrowers’ estimates of

Borrower loans jobs created or preserved

Ford 13 factories in lllinois, Kentucky, Michigan, 33,000
Missouri, and Ohio

Nissan 2 factories in Tennessee 1,300

Fisker 1 factory in Delaware 2,000

Tesla 2 factories in California 1,500

Total 37,800

Source: ATVM analysis of borrower data.

ATVM program officials also noted other benefits the projects could
provide after the loans had been awarded. For example, the ATVM
Director stated that awarding loans to all-electric vehicle manufacturers
has influenced major automakers to enter the advanced automobile
technology market in order to remain competitive. Specifically, he noted
that the recently announced partnership between Tesla and Toyota to
build components for all-electric vehicles may have been encouraged by
the ATVM loan to Nissan supporting the all-electric LEAF. Additionally,
DOE has announced that Nissan is forming partnerships with states,
counties, cities, and electric utilities to install charging stations needed to
introduce and sustain all-electric vehicles.

Moreover, ATVM officials noted that all of the funded projects could result
in environmental benefits—for example, by reducing petroleum
consumption, they could reduce emissions of greenhouse gases and air
pollutants. However, the extent of the environmental benefits will depend
a number of factors, including the number and type of ATVM-funded
vehicles consumers buy, the number and type of vehicles currently on the
road that consumers replace with the ATVM-funded vehicles produced,
and the extent to which consumers use the new vehicles compared with
the vehicles they replaced. These benefits will also depend on the vehicles
that the borrowers actually deliver to the market. DOE’s estimates of fuel-
economy gains were calculated using the information the borrowers
provided on the vehicles they plan to produce; however, the loan
agreements allow the borrowers to alter their production plans for
individual vehicles as long as the projects as a whole comply with the
program’s eligibility requirements.

Furthermore, consumers may be deterred from buying ATVM-funded
vehicles if they are not competitive in terms of their purchase prices and
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their costs to operate when compared with vehicles available from
competitors, including conventional vehicles and those with newer
technologies (such as all-electric vehicles) that were not funded by the
ATVM program. The competitiveness of the three types of vehicles with
newer technologies, in particular, will be determined largely by the cost of
batteries and, for plug-in hybrid and all-electric vehicles, by trends in the
price of gasoline relative to the price of electricity and the available
infrastructure for charging batteries. Moreover, because the plug-in hybrid
and all-electric vehicles rely on electricity, the extent to which they will
reduce greenhouse gases and air pollution depends on, among other
things, whether producing the electricity they use leads to fewer emissions
of greenhouse gases and pollutants than the gasoline the electricity
replaces. For example, hydroelectric plants produce significantly fewer
greenhouse gases and pollutants than coal-burning plants. In June 2009,
we reported on these and other issues related to consumer adoption and
the environmental effects of advanced technology vehicles.?

The ATVM Program Has
Used about Half of the
Funds Available to Pay
Credit Subsidy Costs,
Which May Limit the
Program’s Ability to Loan
the Entire $25 Billion
Allowed by Statute

In order to make loans, federal agencies are required by the Federal Credit
Reform Act of 1990 to set aside the estimated net long-term costs of the
loans to the government over the life of the loans in present value terms—
that is, the loans’ credit subsidy costs. In September 2008, the
Congressional Budget Office (CBO) was tasked with determining the
amount of funds needed by the ATVM program in order to pay the credit
subsidy costs that would enable the program to award $25 billion in
loans—the full amount of the program'’s loan authority. CBO estimated
that a total of $7.5 billion would be needed to pay credit subsidy costs.
This would amount to an average credit subsidy rate of 30 percent per loan
($7.5 billion divided by $25 billion equals 30 percent). In line with CBO’s
estimate, Congress appropriated $7.5 billion to be used to pay credit
subsidy costs for the ATVM program. However, the average credit subsidy
rate for the $8.4 billion in loans awarded as of February 24, 2011, was 39
percent—a total of roughly $3.3 billion in credit subsidy costs. At this rate,
the $4.2 billion remaining to be used to pay credit subsidy costs will not be
sufficient to enable DOE to loan the full $25 billion in loan authority. For
DOE to make loans that use all of the remaining $16.6 billion in loan

*See GAO, Federal Energy and Fleet Management: Plug-in Vehicles Offer Potential
Benefits, but High Costs and Limited Information Could Hinder Integration into the
Federal Fleet, GAO-09-493 (Washington, D.C.: June 9, 2009).
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authority, the credit subsidy rate for the loans would have to average no
more than 25 percent ($4.2 billion divided by $16.6 billion).

A primary reason for the high credit subsidy rate for the loans made thus
far is that they were made at a time of particularly difficult economic
conditions for the automotive industry. For example, in September 2008,
by the time CBO made its credit subsidy cost estimate, Ford’s credit rating
was B-, indicating the company was more vulnerable to adverse business,
financial, and economic conditions than higher-rated companies but had
the capacity to meet its financial commitments.” However, when the
ATVM program considered Ford's application in June 2009, Ford'’s credit
rating had dropped to CCC+ as a result, in part, of the severe economic
downturn. Since the ATVM loan recipients first applied to the program, the
economic standing of the U.S. automotive industry has improved. For
example, Ford’s credit rating had risen to B+ in August 2010. The
improved economic conditions within the industry suggest that the loans
awarded to date might not have reached an average credit subsidy rate of
39 percent had their credit subsidy costs been determined at a more
economically favorable time. The Federal Credit Reform Act of 1990 and
OMB guidance call for initial credit subsidy rates to be updated or
“reestimated” annually to reflect any changes in assumptions related to
future loan performance, such as the recent changes in the economic
conditions of the U.S. automotive industry. However, reestimates that
result in lower credit subsidy costs do not return funds to the program—
once funds for credit subsidy costs have been apportioned for a loan, they
are no longer available to support other loans. Therefore, it remains
unclear whether the ATVM program will have sufficient funds remaining
to loan the full amount allowed by statute.

®The credit rating was determined by Standard and Poor's.
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The ATVM Program
Has Begun
Overseeing Loans to
Ensure Borrowers
Comply with
Financial and
Technical
Requirements but Has
Not Engaged
Engineering Expertise
That Would Help
Ensure That Projects
Are Delivered as
Agreed

ATVM program staff have set procedures and have begun using those
procedures to oversee borrowers’ compliance with the financial and
technical requirements of the loans. ATVM staff share responsibility for
financial oversight of the loans with external auditors engaged for that
purpose. Although ATVM program procedures call for sufficient expertise
to help oversee borrowers’ compliance with the loans’ technical
requirements, the ATVM program has not yet engaged such engineering
expertise and without it, cannot be sure that the projects are being
delivered as agreed.

To help ensure that borrowers are complying with the financial
requirements of the loans, the ATVM program calls for staff and external
auditors to share oversight duties. ATVM officials developed monitoring
procedures and a plan for each borrower that specifies the financial
information to be collected and analyzed by ATVM staff. The ATVM
program staff, as called for in the procedures and plans, oversee the loans’
financial requirements by monitoring the financial health of borrowers to
help identify potential challenges they might face in repaying the loans. To
do this, ATVM staff analyze market trends and conditions that could affect
the borrowers and information on the financial standing of the companies.
For example, according to the procedures, ATVM staff collect and analyze
information on market trends in the automobile industry that may affect
the borrowers’ liquidity, as well as analyze a variety of information
provided by borrowers, such as their income statements, debt levels,
changes to credit ratings, and the value of pledged collateral. If ATVM staff
determine that a borrower is facing financial challenges but remains
financially viable, they are to develop a plan for restructuring the loan,
among other steps, to protect the investment. In the event that the steps
fail and the borrower is deemed to be no longer financially viable, the
ATVM program may foreclose on a loan if it concludes that doing so would
offer the best protection of the taxpayers’ financial interests.

The ATVM program is also using external auditors to oversee borrowers’
financial performance by verifying that loan funds are being spent as
intended, as called for by the program'’s procedures. To date, the auditors
have reported instances in which three of the four borrowers did not
spend funds as required, with, for example, two borrowers spending some
loan funds outside the United States and the third spending some loan
funds on ineligible payroll expenses. ATVM officials told us these
instances were minor because the amounts were small relative to the total
value of the loans and that the inappropriate use of funds has been
corrected in these cases. Moreover, the officials stated that the borrowers
have made corrections to their practices in light of these findings. We did
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not evaluate the extent to which borrowers have complied with
requirements for use of ATVM funds or the sufficiency of the borrowers’
corrections of the instances noted by the auditors.

The ATVM program's procedures also specify technical oversight duties, a
primary purpose of which is to confirm that borrowers have made
sufficient technical progress before the program disburses additional
funds. ATVM staff are to periodically review information borrowers submit
on projects’ progress to determine whether they are adhering to the
technical requirements of the loan agreements. The procedures also call
for “heightened [technical] monitoring” when borrowers are (1)
constructing or retrofitting manufacturing facilities or (2) performing
engineering integration—that is, designing and building vehicle and
component production lines. Further, the procedures call for engaging
independent engineering expertise to provide independent validation of
project progress when ATVM staff determine it is needed. ATVM officials
have indicated independent engineering expertise is an important aspect
of heightened technical monitoring,.

To date, according to ATVM officials, the program’s technical oversight for
all the funded projects has largely consisted of ATVM staff reviewing
borrower-submitted information on the projects’ technical progress.
Although the expertise of program staff is largely financial, rather than
technical, ATVM officials told us that their technical reviews have been
sufficient so far, including those reviews for the one borrower officials
identified as having projects at a stage requiring heightened technical
monitoring. In that regard, the program staff responsible for overseeing
the ATVM loan to Ford has been reviewing Ford’s quarterly reports on the
progress of production and engineering integration activities, visiting
facilities, and meeting regularly with company officials to discuss the
projects’ progress. According to the ATVM Director and staff, established
manufacturers such as Ford will require little additional independent
engineering expertise to supplement the oversight performed by ATVM
staff because those manufacturers have experience with successfully
bringing vehicles from concept to production. In contrast, the Director and
staff explained that the start-up manufacturers are less experienced with
the complexities of setting up new production processes and, therefore,
their projects may be riskier. For this reason, ATVM officials told us, they
plan to engage independent engineering expertise in the months ahead to
monitor the activities of the start-up companies and Nissan once they
reach a phase requiring heightened technical monitoring. According to
ATVM staff, as of September 2010, they were in the process of evaluating
one consultant’s proposal to provide engineering expertise and were
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DOE Lacks
Performance
Measures That Would
Enable It to Fully
Assess the Extent to
Which the ATVM
Program Has
Achieved Its Goals

working with DOE’s Loan Guarantee Programs to make those programs’
manufacturing consultants available to assist the ATVM program.

According to documents we reviewed, however, all four borrowers—
rather than the single borrower that the ATVM program staff asserts—
have one or more projects that, according to the program'’s procedures,
have already reached the stage requiring heightened technical monitoring.
Specifically, Nissan has begun constructing its new battery manufacturing
facility, and Fisker, Ford, and Tesla are performing engineering
integration. Because ATVM staff, whose expertise is largely financial
rather than technical, are so far providing technical oversight for the loans
without the assistance of independent engineering expertise, the program
may be at risk of not identifying critical deficiencies.

DOE lacks sufficient performance measures that would enable it to fully
assess whether the ATVM program has achieved its three goals. Principles
of good governance indicate that agencies should establish quantifiable
performance measures to demonstrate how they intend to achieve their
program goals and measure the extent to which they have done so.” These
performance measures should allow agencies to compare their programs’
actual results with desired results and should be linked to program goals.

For the program goal of increasing the fuel economy of total passenger
vehicles in use in the United States, the ATVM program has established
two performance measures that assess the performance of ATVM-funded
vehicles relative to the performance of similar vehicles in model year 2005,
the base year. However, the measures do not enable DOE to assess the
program'’s success in increasing the total fuel economy of U.S. passenger
vehicles. The current ATVM program performance measures assess (1) the
extent to which the average fuel economy of vehicles manufactured
through projects funded by the ATVM program has increased over the
average fuel economy of similar vehicles in model year 2005, expressed in
percentage terms, and (2) the extent to which the petroleum used by
vehicles manufactured through projects funded by the ATVM program has
decreased from the amount used by similar vehicles in model year 2005,
expressed in millions of gallons of fuel per year.

YGAO, Agencies’ Annual Performance Plans under the Results Act: An Assessment
Guide to Facilitate Congressional Decisionmaking, GAO/GGD/AIMD-10.1.18 (Washington,
D.C.: February 1998) and GAO, The Results Act: An Evaluator’'s Guide to Assessing
Agency Annual Performance Plans, GAO/GGD-10.1.20 (Washington, D.C.: April 1998).
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While these two performance measures will enable DOE to assess the fuel
economy improvements of ATVM-funded vehicles specifically, the
measures stop short of enabling DOE to fully determine the extent to
which it has accomplished its overall goal of improving the fuel economy
of all passenger vehicles in use in the United States. The measures stop
short, in part, because neither isolates the improvements resulting from
the program from those due to other factors. For example, the final rule
effective July 6, 2010, implementing new CAFE standards requires that
automakers selling vehicles in the United States produce more fuel-
efficient passenger cars and light-duty trucks starting in model year 2012.
In light of these new standards, in the future, ATVM borrowers might have
acted to increase fuel economy and reduce the petroleum use of their
vehicles in order to meet the more stringent CAFE standards—even
without the ATVM funds. Without knowing the actions these companies
might have taken in the absence of ATVM funding, the program will not be
able to measure the extent to which the improvements in fuel economy
and reductions in petroleum used by ATVM-funded vehicles resulted
directly from the program. In prior work, we noted that it can be difficult
to isolate the improvements resulting from a federal program when
external factors also play a role, and this can hinder agency efforts to
identify meaningful performance measures. In situations where a federal
program is one factor among many contributing to an intended result of a
program, measuring the effect of the other factors may help the agency
measure the effect of the program. CAFE standards are one external factor
affecting automakers’ decisions about improving the fuel economy of their
vehicles. Facing new CAFE standards beginning in model year 2012,
automakers will need to improve the fuel economy of their vehicles to
bring them in line with the new standards, and U.S. automakers in most
cases have historically complied with increases in CAFE standards. For
those ATVM-funded vehicles that will have achieved fuel economy that
exceeds the CAFE targets in place at the time they are delivered, the
extent to which their fuel economy exceeds the CAFE targets could
indicate the maximum amount of improvement in fuel economy that could
be attributed to the program.

Furthermore, the two performance measures stop short of enabling DOE
to account for the effect of the ATVM program on the fuel economy of the
passenger vehicles in use in the United States as a whole because they do
not put the fuel economy improvements of vehicles funded by the program
into the broader context of total U.S. passenger vehicle fuel economy. The
two measures will enable DOE to take critical steps toward assessing its
achievement of the overall goal by accounting for the fuel economy
improvements and petroleum use reductions specific to ATVM-funded
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vehicles. However, assessing achievement of the overall goal would
require DOE to put those specific achievements into the context of the fuel
economy of all passenger vehicles in the United States and would require
accounting for several factors, including the number and type of ATVM-
funded vehicles consumers buy, the number and type of vehicles currently
on the road that consumers replace with ATVM-funded vehicles, and the
extent to which consumers use the ATVM-funded vehicles as compared
with the vehicles they replaced. Our prior work has highlighted the
importance of developing performance measures that provide a basis for
comparing actual results with goals. Although problems with isolating
program contributions make it difficult to develop performance measures
that account for program effects with precision, a link between goals and
measures is needed to provide important information for decision makers
on the effectiveness of a program. In the case of the ATVM program, this
would mean not only isolating the contribution of the program when it
accounts for the fuel economy improvements and reductions in petroleum
used for ATVM-funded vehicles, but also taking into account the numbers
and types of ATVM vehicles that consumers have bought, the numbers and
types of vehicles consumers have replaced, and the extent to which the
new vehicles have been used by consumers relative to the old vehicles.

In addition, the ATVM program lacks performance measures that will
allow DOE to assess the extent to which it has achieved the other two
goals of the program—advancing automotive technology and protecting
taxpayers’ financial interests. ATVM program managers told us they
believe that supporting the first generation of all-electric vehicles will
further the program’s second goal of advancing automotive technology by
providing a springboard for industry to expand production of that
technology in future years. However, the ATVM program does not have
measures that will enable DOE to assess the extent to which the
technologies it has supported have been adopted in the marketplace.
Similarly, officials have said that to achieve the program'’s third goal of
protecting taxpayers’ financial interests, the program must award loans
only to borrowers who are financially viable—that is, have reasonable
prospects of repayment. However, the ATVM program has not identified
related performance measures. When overseeing the loans, ATVM program
procedures call for program staff to periodically review the borrowers’
financial condition, examining such factors as borrowers’ liquidity and
debt service coverage ratios—used when the program established the
borrowers’ eligibility—as well as other indicators of borrowers’
performance, such as timeliness of payments. However, the program has
not set targeted levels of performance for all of these factors to be used to
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judge the financial condition of the borrowers and the extent to which
taxpayers’ financial interests have been protected.

Conclusions

DOE established the ATVM program so that it would, according to
program estimates, result in fuel economy gains for the nation’s vehicle
fleet, advance the availability of innovative automotive technology to
consumers, and protect the taxpayers’ financial interests. In making its
first loans, the ATVM program has injected significant funds into the U.S.
automotive industry for promoting improved fuel efficiency of
conventional vehicles and encouraging the development of vehicles with
newer technologies that rely less, or not at all, on petroleum.

Technical oversight of the program is important to ensure that it delivers
on its promises of advanced vehicles and components, thereby providing
U.S. taxpayers what they paid for through the loans. However, the
program’s current approach of using ATVM staff to monitor the technical
progress of the projects may not be sufficient to ensure that the vehicles
are delivered as agreed because their expertise is largely financial and not
technical—that is, ATVM staff lack the engineering expertise called for in
the program’s procedures, which cite the need for independent
engineering expertise to validate project progress. Without qualified
oversight to analyze the information submitted by the borrowers and to
provide technical monitoring, the ATVM program cannot be adequately
assured that the borrowers are delivering the vehicle and component
projects as required by the loan agreements.

Further, assessing the extent to which the ATVM program has delivered on
its promises requires the discipline of using quantifiable performance
measures tied to program goals as a means of charting the program'’s
direction and assessing its achievement. Although the ATVM program has
performance measures tied to DOE'’s first goal of increasing the fuel
economy of passenger vehicles in use in the United States, because these
measures do not isolate the net effect of the program—that is, the
improvements in fuel economy achieved by ATVM-funded vehicles that are
the direct result of the program and that would not have occurred for
other reasons, such as complying with new CAFE standards—gains in fuel
economy and reductions in petroleum use that the program reports could
be inaccurate. The extent to which the ATVM-funded vehicles achieve fuel
economy that exceeds the CAFE targets in place at the time the vehicles
are delivered, and associated reductions in petroleum use, may indicate
the maximum amount of improvement in fuel economy that could be
attributed to the ATVM program and could provide a useful metric for
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Recommendations for
Executive Action

Agency Comments
and Our Evaluation

assessing program performance. Further, because the performance
measures for the fuel economy goal stop short of quantifying the impact of
the program on total U.S. passenger vehicles—by not taking into account
the number and type of ATVM-funded vehicles consumers may purchase,
the number and type of vehicles that may be replaced, and the relative
usage of the new vehicles compared with that of the old ones—DOE will
be unable to assess the extent to which the program has achieved this
goal. Moreover, because DOE does not have quantifiable measures for
assessing the extent to which the advanced technologies supported by the
program have been adopted in the marketplace, DOE will not be able to
assess its achievement of this second goal. Similarly, DOE’s ability to
assess its achievement of its third goal—protecting taxpayers’ financial
interests—is limited because DOE has not identified measures for
quantifying indicators of borrowers’ financial condition or other indicators
of borrower performance.

To help ensure the effectiveness and accountability of the ATVM program,
we recommend that the Secretary of Energy direct the ATVM Program
Office to take the following two actions: (1) accelerate efforts to engage
sufficient engineering expertise to verify that borrowers are delivering
projects as agreed and (2) develop sufficient and quantifiable performance
measures for its three goals.

We provided a draft of this report to the Secretary of Energy or his
designee for review and comment. In his comments, the Executive
Director of DOE'’s Loan Programs Office responded that he was pleased
that we reported on the progress DOE has made in awarding loans that
promise to deliver gains in fuel economy, but that DOE did not agree with
either of our two recommendations.

DOE disagreed with our recommendation that the agency accelerate its
efforts to engage sufficient engineering expertise to verify that borrowers
are delivering projects as agreed. According to the Executive Director, the
program will use engineering expertise to help monitor projects under
certain circumstances, such as during the construction of manufacturing
facilities. However, he explained in his comments that the projects for the
four loans DOE has made to date are in the very early stages of
engineering integration—at drafting tables and on computers—and
therefore such expertise has not yet been required to monitor them. We
disagree. That the work may be in its early stages does not diminish the
need for independent engineering expertise. In fact, the ATVM program'’s
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procedures state that engineering integration and construction activities
require heightened technical monitoring, and, as DOE officials have
previously told us, independent engineering expertise is an important
aspect of such monitoring—particularly since ATVM staff expertise is
largely financial, rather than technical. Moreover, three of the four loans
have one or more projects that have been in the engineering integration
phase for at least 10 months, and the other loan has at least one project
that has begun construction—suggesting that DOE’s assessment of the
projects’ status may not be up to date. By not engaging engineering
expertise to aid ATVM staff in monitoring the projects, DOE has not taken
appropriate steps to become adequately informed about the technical
progress of the projects. Thus, DOE cannot be assured that the projects
are on track to deliver the vehicles as agreed nor be in a position to require
the borrowers to make any corrections in a timely and efficient manner.
We maintain that DOE should accelerate its efforts to engage sufficient
engineering expertise for monitoring technical aspects of the projects as
soon as possible.

DOE also disagreed with our recommendation to develop sufficient and
quantifiable performance measures for its three ATVM program goals. In
his comments, the Executive Director stated that the performance
measures suggested by GAO would greatly expand the scope of the ATVM
program and do not appear to be consistent with the intent of Congress in
authorizing the program. However, he did not explain how measuring the
performance of the program would expand its scope or be inconsistent
with Congress' intent beyond pointing out that measuring performance as
we recommended would require research efforts by program staff and that
Congress did not specify the performance measures. Principles of good
government, as specified in the Government Performance and Results Act,
require agencies to establish goals for their programs and performance
measures that provide a basis for comparing program goals with the
results. DOE rightly established performance goals for the program, which
are to (1) increase the fuel economy of U.S. passenger vehicles as a whole,
(2) advance automotive technology in the United States, and (3) protect
taxpayers’ financial interests. Furthermore, as we reported, DOE
established two performance measures for its first goal—the extent to
which the average fuel economy of ATVM-funded vehicles has increased
over that of similar vehicles from model year 2005 and the extent to which
the vehicles have consumed petroleum in comparison to similar vehicles
from model year 2005. These performance measures fall short, in part,
because they address only improvements at the program level and do not
put those improvements into the broader context of total U.S. passenger
vehicle fuel economy, which is necessary for assessing progress toward
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the national-level goal. For example, DOE’s measure for assessing the
petroleum saved by vehicles in the program provides a first step in
determining whether the program is making progress toward its national-
level goal of increasing fuel economy of U.S. passenger vehicles as a
whole. However, to put DOE’s estimates of petroleum to be saved by
program vehicles into the context of U.S. vehicles as a whole, DOE would
need to determine such additional factors as (1) the extent to which
program vehicles become part of the U.S. fleet as a whole, (2) the number
of vehicles that the program vehicles replace, and (3) the number of miles
the new vehicles are driven as compared with the miles driven by the
vehicles they replace. Furthermore, DOE’s two performance measures do
not isolate the effects of the program from other factors. Although this can
be difficult to do with precision, accounting for the effects of other factors
could help the agency more accurately determine the effects of the
program. We note in our report that, because automakers selling cars in
the United States have to meet increasingly stringent CAFE targets, DOE
could approximate the effects of the program by measuring the extent to
which the ATVM-funded vehicles achieve fuel economy that surpasses
those CAFE targets. However, in his comments, the Executive Director
stated that DOE will not create new performance measures for any of its
three program goals. By not setting sufficient performance measures for
its three program goals, DOE is unable to assess its progress in
accomplishing them. Assessing the extent to which the ATVM program is
accomplishing its goals is particularly important given the current
economic climate and constrained federal budget. DOE’s failure to
develop and use appropriate performance measures means that Congress
lacks important information on whether the funds spent so far are
furthering the program’s goals and, consequently, whether the program
warrants continued support. It also means that U.S. taxpayers do not
know whether they are getting what they paid for through the loans.

DOE’s letter commenting on our report is presented in appendix II. DOE

also provided more details and technical comments, which we
incorporated as appropriate.
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As agreed with your offices, unless you publicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies to appropriate congressional
committees, the Secretary of Energy, and other interested parties. In
addition, the report will be available at no charge on the GAO Web site at
http://www.gao.gov.

If you or your staffs have any questions about this report, please contact
me at (202) 512-3841 or ruscof@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page
of this report. GAO staff who made major contributions to this report are
listed in appendix IIL.

Dot Yoo

Frank Rusco
Director, Natural Resources and Environment
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Appendix I: Objectives, Scope, and
Methodology

To identify the steps the Department of Energy (DOE) has taken to
implement the Advanced Technology Vehicles Manufacturing (ATVM)
Loan Program, we analyzed relevant provisions of the Energy
Independence and Security Act of 2007 (EISA) and the Consolidated
Security, Disaster Assistance, and Continuing Appropriations Act, 2009;
the ATVM program’s 2008 interim final rule; the ATVM program’s credit
policies and procedures manual; and other documentation provided by
DOE. We discussed the interim final rule and program implementation
with officials from the ATVM program; the Office of Energy Efficiency and
Renewable Energy; the Office of the Secretary of Energy; the Office of the
Chief Financial Officer; and the Credit Review Board, which is charged
with overseeing the ATVM program and making recommendations to the
Secretary of Energy on whether or not to award loans. We also compared
the interim final rule with applicable requirements contained in EISA and
the Office of Management and Budget Circular A-129, Policies for Federal
Credit Programs and Non-Tax Receivables.

To examine the ATVM program’s progress in awarding loans, we analyzed
documents DOE decision makers used to select borrowers; minutes of
Credit Review Board meetings; the loan agreements made as of February
24, 2011, and other relevant documents. We also interviewed cognizant
DOE and ATVM officials to gain further information on the loans. We did
not evaluate the technical or financial soundness of the projects that DOE
considered for loans.

In addition, we compared the program’s fuel economy estimates for the
funded vehicles with (1) the average fuel economy of the comparable
vehicle class for model year 2005 and (2) data on future CAFE targets. For
each vehicle project that has received funding from the ATVM program,
we compared the miles per gallon (mpg) or miles per gallon of gasoline
equivalent (mpgge) result from DOE's Powertrain System Analysis Toolkit
(PSAT) model for the representative vehicle used to establish the project’s
eligibility to the average mpg for the comparable vehicle class for model
year 2005 as defined under ATVM’s interim final rule. We also compared
the mpg or mpgge result from DOE's PSAT model, which is a single mpg
rating for a particular model year, with the mpg target under corporate
average fuel economy (CAFE) standards for a vehicle with the same
footprint in the same model year. We did not compare the estimated mpg
or mpgge to CAFE targets in years subsequent to the first year of expected
production for that model. We determined that these data were sufficiently
reliable for our purposes.
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Appendix I: Objectives, Scope, and
Methodology

To assess how the ATVM program is overseeing the loans, we analyzed the
ATVM program’s credit policies and procedures manual, the program'’s
credit monitoring plans for borrowers, borrowers’ progress reports, and
the external auditors’ reports available for the three borrowers who have
had external audit reports as of September 16, 2010. In addition, we
discussed loan oversight and monitoring with officials from the ATVM
program and the Office of Energy Efficiency and Renewable Energy.
Finally, we consulted GAQ'’s Standards for Internal Control in the
Federal Government.

To evaluate the extent to which DOE can assess its progress toward
meeting program goals, we analyzed relevant provisions of EISA, DOE’s
budget request documents, and other documentation provided by the
ATVM program. We also analyzed relevant provisions of the Government
Performance and Results Act (GPRA), as well as our prior work on GPRA
and federal standards for internal control. Finally, we discussed strategic
planning and program implementation and evaluation with relevant ATVM
officials.

We conducted this performance audit from September 2009 through
February 2011 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.
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Appendix II: Comments from the Department
of Energy

Department of Energy
Washington, DC 201585

bl B JREIE
PATEN !

Mr. Frank Rusco

Director. Natural Resources and Environment
Government Accountability Oftice
Washington, DC 20548

Dear Mr. Rusco:

Thank you for the opportunity to comment on the Government Accountability Office’s (GAO)
draft report on the Department of Energy’s (DOE or Department) Advanced Technology
Vehicles Manufacturing Incentive Loan Program (ATVM). Advanced Technology Vehicle Loan
Program Implementation Is Underway but Enhanced Technical Oversight and Performance
Measures Are Needed.

The Department is pleased that the GAO recognizes the progress of the ATVM program in
making $8.4 billion in loans that will yicld fuel economy improvements in the near and long-
term while creating or saving an estimated 37,800 jobs. ATVM loans are fostering the
development of a varicly of advanced automotive projects including those that offer improved
internal combustion technology as well as those utilizing electric and hybrid technologies

DOF is very proud of the fact that the program was set up in record time. Authorized under
Section 136 of the Energy Independence and Security Act of 2007 (P.L. 110-140) (EISA). the
program was not funded until the Fiscal Year 2009 Continuing Resolution was approved by
Cangress in October 2008. On November 5. 2008, DOE issued the Interim Final Rule in
approximately half of the 60-day expedited timeframe mandated by Congress. The ATVM
program has been enthusiastically received by the automobile industry. Over 130 applications
for nearly 290 projects have been submitted to the ATVM program. These applications have
come from both automobile manufacturers and component makers, It is also important to note
that the funding provided by ATVM came at a critical time in the development of plug-in hybrid
and electric vehicles providing long-term capital for these efforts when private financing was not
available.

As noted in your report. the Department has taken numerous steps to successfully implement the
ATVM program. The Department set three goals: increase the fuel economy of U.S. passenger
vehicles as a whole, advance U.S. automotive technology, and protect taxpayers’ financial
interests. DOE also set technical, financial, and environmental eligibility requirements.
Additionally. DOE established criteria for judging the technical and financial merits of
applicants.

A paramount concern is protecting the American taxpayer. To that end. the ATVM program

undertakes a rigorous screening for technical merit, financial viability, including a thorough
credit underwriting of the project, and then negotiates a commitment term shect. The project then

& -
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Appendix II: Comments from the Department
of Energy

enters the approval process which, if successtul, leads to negotiation of a loan agreement. After
closing loans, the Department monitors the financial conditions of borrowers through
comparisons of actual performance to the established financial covenants and other key terms
and conditions associated with the loan to ensure taxpayers are protected.

GAO'’s report makes two recommendations. With respect to the first. DOE agrees that engineers
should be engaged to monitor certain aspects of ATVM loans as part of a comprehensive
monitoring program, and in fact, the Loan Programs Otfice has already engaged independent
engineers to review certain aspects of ATVM applications. DOE takes exception with GAO's
assertion that all four outstanding A'I'VM loans made to date should have had independent
engineers reviewing initial stages of engineering integration work. This is done primarily at
drafling tables or on computers and as such would be difficult to appraise. Engaging engineers at
this stage would likely not yield the insights which would increase effectiveness of the ATVM
program. DOE engineers will provide more extensive oversight of start-up companies including
monthly on-site inspections. However, DOE believes that established original equipment
manufacturers which have large staffs of highly experienced engineers and other experts require
less frequent inspection unless there is a problem achieving performance specifications of new
vehicles or in case there arc manufacturing cost issues. DOE will utilize engineering expertise on
a regular basis during the construction of all vehicle assembly and component manufacturing
facilities supported by ATVM loans.

With respect to the second recommendation regarding performance measures. DOE believes that
the ATVM program has faithfully adhered to the requirements of the EISA as more fully
developed in its implementing regulations. Performance measures suggested by the GAO
greatly expand the scope of the program and do not appear consistent with the intent of Congress
in authorizing this program. We do not intend for the program to create new performance
measures that Congress did not specify. Furthermore, isolating the contribution of the ATVM
program by taking into account the numbers and types of ATVM vehicles that consumers might
have bought. the numbers and types of vehicles consumers have replaced. and the extent to
which the new vehicles have been used by consumers relative to the old vehicles as GAO
suggests would require a significant research effort which would divert resources and produce no
benefit.

Enclosed are the Department’s detailed response to GAQ's specific recommendations and
separate technical and factual comments on specific language in the draft report. We look
forward to working with your team on future engagements.

’

Sincergly. ~
74

Jonathan M. Silver
Executive Director
Loan Programs Oftice

Enclosures
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