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Securing Private Equity Funding in the
Evolving U.S. Electric Power Industry

The U.S. electric powerindustry is undergoing significant
transformations driven by technological advancements, regulatory
changes, and the growing demand forrenewable energy. Companies
in this sector seeking to capitalize onthese opportunities oftenturnto
private equity (PE) funding to support their growth and innovation. This
whitepaper provides a detailed overview of the key considerationsfor
securing private equity funding, from market analysis to exit
strategies, andincludesinsightsinto the PE funding process andits
implications for the electric powerindustry.
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INTRODUCTION & BACKGROUND

Transforming U.S. Energy

Tech, Policy, and Private Equity

Evolution of the U.S

Decentralizationand S

The electric powerindustry in the United States has seen substantial changes over the past
few decades. The traditional model of large, centralized power plants supplying electricity
through a vast transmission and distribution network is being supplemented and, in some
cases, replaced—by more decentralized and sustainable energy sources. Several factors
drive this evolution, including technological advancements, regulatory changes, and
consumer demand.

&)

Innovations inrenewable energy technologies, such as solarand wind power, have made
these sources more cost-competitive with traditional fossil fuels. Federal and state policies
have increasingly favored clean energy, providing incentives forrenewable energy projects
and imposing stricterregulations on emissions. There is also growing consumer demand for
sustainable energy solutions, driven by increasing awareness of climate change and
environmental sustainability.

Leveraging Private
Growth and Innovationi

Private equity plays a crucial role in this evolving landscape. By providing the necessary
capital and expertise, PE firms help drive the growth and modernization of the electric power
industry. This includes funding for new renewable energy projects, upgrading existing
infrastructure, and supporting innovative technologies that improve efficiency and reliability.
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Private
Equity

Investment

Strategies DeCOding
Private Equity

s\

Investment Terms and
Strategies
Understanding the language of

— private equity (PE) investing involves

ob explaining key terms and concepts
commonly usedintheindustry. Here's
a structured outline that covers

Fund essential terminology, investment

Lifecycle strategies, and metrics relevant to

private equity:
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Introduction to Private Equity

Private equity refers to investment funds, generally organized as limited partnerships, that buy
andrestructure companies that are not publicly traded. PE firms raise capital frominstitutional
investors and accredited investors.

Key Terms in Private Equity

General Partner (GP): The entity orindividual who manages the PE fund, making investment
decisions and overseeing portfolio companies.

Limited Partner (LP): Investors in the fund who contribute capital but do not take partin day-
to-day management. LPs are typically institutional investors, pension funds, or high-net-worth
individuals.

Capital Commitment: The amount of money promised by aninvestorto a PE fund, which can
be calledupon asinvestments are identified.

Drawdowns: The process of calling capital frominvestors to make investments.

Dry Powder: Committed capital that has notyet been invested.

Investment Strategies

Leveraged Buyouts (LBOs): Acquiring a company using a significant amount of borrowed
money to meet the acquisition cost. The company's assets being acquired usually serve as
collateral forthe loans.

Growth Capital: Investments in more mature companies that need capital to expand or
restructure operations, enter new markets, or finance a significant acquisition without a change
of control.

Venture Capital: Investment in early-stage companies that exhibit high growth potentialin
exchange foran equity stake.

Distressed Investments: Investing in undervalued companies that are facing financial or
operational difficulties.

Performance Metrics

Internal Rate of Return (IRR): The annualized effective compounded returnrate that can be
earned on the invested capital in a PE fund.

Multiple on Invested Capital (MOIC): The total value returned to investors divided by the total
amount of capital invested.

Carried Interest: The share of any profits that the general partners of private equity funds
receive as compensation, typically around 20%, contingent on achieving a minimum rate of
return.
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Fund Lifecycle

Fundraising: The period during which PE firms seek capital from potential investors fora new
fund.

Investment Period: The time frame in which the fund identifies and invests in target companies,
typically lasting 3-5 years.

Holding Period: \When a PE fund manages and adds value toits portfolio companies.

Exit Strategies: The methods by which PE firms realize areturn on theirinvestment, such as an
initial public offering (IPO), sale to another PE firm, or sale to a strategic investor.

Understanding Private Equity Agreements

Limited Partnership Agreement (LPA): The key document outlining the terms of the
partnership between the GP and LPs, including the investment strategy, fees, and distribution of
returns.

Subscription Agreement: A document executed by aninvestor committing to invest a specific
amount and agreeing to the terms of the PE fund.

Risks and Considerations

Market Risk: The risk of losses due to market conditions impacting the performance of
portfolio companies.

Liquidity Risk: The risk associated with the inability to quickly exit positions without significant
loss.
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UNDERSTANDING

Private Equity Funding

Private equity fundinginvolves investment firms raising capital from institutional investors such as
pension funds, insurance companies, and high-net-worthindividuals. These investors commit their
capitalto a PE fund managed by the PE firm. The firm then targets companies or projects withinthe
electric powerindustry that show potential for significant returns. These investments can take various
forms, including equity investments, debt financing, or hybrid structures combining both equity and
debt.

Private equity firms begin by raising capital frominstitutional investors. Once the funds are secured,
they seekinvestment opportunitiesinthe electric powerindustry. These opportunities typically fall into
several categories, such asinvestmentsin power plants, both conventional (fossil fuels) and renewable
(solar, wind, hydro); infrastructure projects related to the transmission and distribution of electricity;
investmentsinbothregulated and unregulated utility companies; and companies providing energy
efficiency services, grid modernizationtechnologies, orinnovative energy solutions.

Once potentialinvestment targets are identified, the PE firm conducts thorough due diligence. This
involves evaluating the financial health, management team, operational performance, regulatory
environment, market position, and growth potential of the target company or project. Due diligenceis
critical to ensure that the investment aligns with the PE firm's objectives and has the potential to deliver
the expectedreturns.

If the due diligence is favorable, the PE firm
structures the deal. This typically involves
negotiating the terms of the investment, such as
the amount of equity to be acquired, the price, and
the rights and obligations of both parties. The deal
can be structured in various ways, including direct
purchase of equity in the company, providing
loans or other forms of debt that can be converted
into equity, or a combination of equity and debt
financing.

| |

After the investment is made, the PE firm works
closely with the portfolio company’'s management
team to create value. This can involve enhancing
efficiency, reducing costs, and improving
performance; expanding into new markets,
launching new products or services, or making
strategic acquisitions; and refinancing debt,
improving capital structure, and optimizing
financial management.

R IL-‘
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PE firms typically have a finite investment horizon,
usually 5-7 years. They plan an exit strategy to
realize the returns on their investment. Common
exit strategies include taking the company public
through a stock market listing, selling the
company to another company in the industry,
selling the company to another private equity
firm, or refinancing the company to return capital
to investors while retaining ownership.

_

b \!gdeniEngrgy

WWW.VEDENI.ENERGY WHERE MARKETS MEET INSIGHTS



for Companies
Seeking Private
Equity Funding

A comprehensive market analysisis crucial for
companies seeking PE funding. Thisincludes
understanding currentindustry trends, the
regulatory environment, and the competitive
landscape. Companies must be aware of shifts
towards renewable energy, advancementsin
energy storage, and grid modernization efforts.
It's essential to stay informed about federal and
stateregulations, subsidies, andincentives that
impacttheindustry. [dentifying key competitors,
theirmarket share, and unique value
propositions helps position the company
effectively.

A clearand compelling business model and
strategy are vital for attracting PE investment.
Companies should clearly define what sets them
apart, such as technologicalinnovation, cost
efficiency, or superior service. Demonstrating
diverse and sustainable revenue streams assures
investors of the company's financial health.
Providing a clear growth strategy, including
market expansion, new product development,
and strategic partnerships, is also important.

Strong financial performanceis a significant
factorin securing PE funding. Companies should
present arobust track record of financial
performance, including revenue growth,
profitability, and cash flow. Offering realistic
financial projections based on solid assumptions
and detailing cost efficiencies and any plans for
costreductionare alsoimportant.

Operational excellence demonstrates the
company's ability to manage resources
efficiently and effectively. Highlighting the
experience and expertise of the management
team, showcasing operational processes,
technological capabilities, and infrastructure,
andidentifying potential risks and strategies to
mitigate them are all crucial.
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Awell-definedinvestment thesisis crucial for
convincing PE firms to invest. Companies
should clearly articulate how the PE funds will
be used, such as expanding capacity, entering
new markets, orinvestingin R&D.
Demonstrating how investors will achieve their
desiredreturns, whether through growth,
profitability, or an exit strategy, is also
important.

Preparationfor due diligenceis essential to
streamline the investment process.
Companies should prepare comprehensive
documentation, including financial
statements, business plans, market analyses,
andlegalcompliance records. Being
preparedforrigorous due diligence and
maintaining transparency about the
company's strengths and weaknesses are
alsoimportant.

Having a clear andrealistic exit strategy is
critical for PE firms. Companies should outline
potential exit strategies, suchas PO,
acquisition, or buyout, and provide arealistic
timeline for the exit strategy.

Environmental, Social, and Governance (ESG)
factors are increasingly important for
investors. Companies should highlight their
commitment to reducing their environmental
footprint and aligning with sustainable
practices, demonstrate social responsibility
initiatives and community engagement, and
showcase strong corporate governance
practices.

Building strong relationships with potential
investors and advisors can significantly
impactthe success of securing PE funding.
Companies should maintainrelationships with
potentialinvestors throughregular
communicationandupdates and engage
industry experts and advisors to strengthen
strategic approaches and credibility.

Ensuringlegal andregulatory complianceis
fundamental. Companies should maintain
compliance with allindustry regulations and
standards, protectintellectual property and
technologicalinnovations, and ensure clear
and enforceable contracts with customers,
suppliers, and partners.
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Detailed Case Studies
Y;@mples

Private equity firms have actively financed the development of solarand wind
farms. These projects oftenrequire substantial upfront capital, which PE firms
provide. By investinginthe development and construction of these projects,
PE firms can exit through sales to utility companies or infrastructure funds
once the projects become operational and generate stable cash flows.

Inone case, aleading PE firminvestedin a solar farm development company
that had secured permits and land for multiple large-scale solar projects. The
PE firm provided the necessary capital for construction and facilitated
partnerships with technology providers to ensure the use of state-of-the-art
solar panels and energy storage solutions. Within five years, the projects were
fully operational and generating significantreturns. The PE firm exited the
investment by selling to a major utility company seeking to expandits
renewable energy portfolio.

PE firms sometimes acquire utility companies, especially underperforming
ones, toimprove their operations and financial performance before selling
them at a profit. This strategy involves significant operational restructuring and
investment in modernization. In one example, a private equity firm identified an
underperforming utility company with outdated infrastructure and inefficient
operations. The PE firm acquired the utility, invested in modernizing its grid,
andimplemented advanced energy management systems. Over a period of
sixyears, the utility's performance improved dramatically, withincreased
reliability, reduced costs, and higher customer satisfaction. The PE firm
eventually sold the utility to a strategic buyer at a substantial profit.

Investmentsin companies that provide smart grid technologies, energy
management systems, and otherinnovative solutions support the
modernization of the electric powerindustry. These investments often focus
on companies at the forefront of technologicalinnovation. Forinstance, a PE
firminvestedin a startup specializingin smart grid technologies. The startup
developed advanced software forreal-time grid monitoring and
management, enabling utilities to optimize electricity distribution and reduce
outages. The PE firm provided funding for product development and market
expansion. Withinfouryears, the company had secured contracts with several
major utilities. The PE firm exited the investment through a sale to a strategic
buyer, alarge technology firm looking to enhanceits portfolio in the energy
sector.
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Benefits and Risks

of Private Equity Funding

PE funding provides significant financial
resources that can be used for growth and
expansion, allowing companies to undertake
large projects that might be beyond theirreach
with traditional financing methods. PE firms bring
extensive management expertise, industry
knowledge, and operational resources. This
support canbe crucial forcompanies looking to
improve efficiency, enternew markets, or develop
new products. PE firms focus on enhancing the
performance and profitability of their portfolio
companies. They work closely with management
teams to implement operationalimprovements,
strategic growth initiatives, and financial
optimization.

However, PE deals ofteninvolve significant
leverage, increasing financial risk. High levels of
debt can straina company's cash flow, especially if
market conditions change orif the company fails to
meet performance targets. The success of aPPE
investment largely depends on the ability to exit the
investment at a favorable valuation. Market
conditions, regulatory changes, orcompany
performance issues canimpact the timing and
profitability of the exit. The electric powerindustry
is highly regulated, and regulation changes can
significantly affect the viability and profitability of
investments. Companies must stay abreast of
regulatory developments and ensure compliance
to mitigate theserisks.

&= VedeniEnergy

WWW.VEDENI.ENERGY WHERE MARKETS MEET INSIGHTS



Future Outlook

The trend towards renewable energy is expected to
continue, driven by technological advancements and
regulatory support. PE firms will likely focus on
investmentsin solar, wind, and otherrenewable energy
projects. Asrenewable energy becomes more
prevalent, the need for effective energy storage
solutions grows. Innovations in battery technology and
other storage methods present significant investment
opportunities.

Modernizing the electric gridis critical to accommodate
new energy sources and improve reliability. Investments
in smart grid technologies and infrastructure upgrades
willbe key focus areas for PE firms. The rise of
decentralized energy systems, such as microgrids and
distributed generation, presents new opportunities for
PE investment. These systems can enhance grid
resilience and provide localized energy solutions.

The growth of electric vehicles (EVs) requires substantial
investment in charging infrastructure. PE firms may find
lucrative opportunities in developing and expanding EV
charging networks. Future policy and regulatory
changes will continue to shape the investment
landscape. Companies must stay informed about
potential shiftsin energy policy, carbon pricing, and
otherregulatory measures that could impact their
business.
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Unlocking Federal Support

Incentives and Subsidies for Renewable Energy Projects

When exploring renewable energy projects, understanding the landscape of federal incentives and
subsidies can provide critical financial support and reduce overall project costs. The U.S. government
offers avariety of incentives designed to promote the adoption of renewable energy technologies,
aiming to make clean energy more accessible and cost-effective. These incentives include tax
credits, grants, loan programs, and more, each tailored to different energy production and
consumption aspects.

Navigating these options effectively requires familiarity with the specific details of each program,
including eligibility criteria, application procedures, and the strategic integration of these incentives
into project planning. This guide provides an overview of the key federal incentives and subsidies
currently available for renewable energy projects, helping stakeholders from project developers to
residential homeowners make informed decisions and leverage available financial benefits to
promote sustainable energy solutions.

01 Federal Tax Credits

Investment Tax Credit (ITC)

Ataxcreditforsolar, fuel cells, and small wind turbines at 30% of the installation cost. This
creditis available through2032 and then decreases gradually until 2035.

Production Tax Credit (PTC)

Offers a per-kilowatt-hourtax credit for electricity generated by renewable energy sources
suchaswind andbiomass. This creditis also extended through 2032 for wind facilities and is
subjectto phase-down.

Residential Energy Efficient Property Credit

Through 2032, homeowners canreceive a credit of 30% of the cost of installing qualified
renewable energy systems like solar panels and geothermal heat pumps.

0z Loan Programs

Loan Programs Office (LPO)

Offersloans andloan guaranteesto support deploying large-scale energyinfrastructure
projectsin the United States, includingrenewable energy.
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Rural Energy for America Program (REAP) Loans

Provides loan financing and grant funding to agricultural producers and rural small businesses
forrenewable energy systems or to improve energy efficiency.

0o Grants and Rebates

Rural Energy for America Program (REAP) Grants

Offers grants forup to 25% of total project costs for developing and implementingrenewable

energy systems and energy efficiency improvements for agricultural producers and small rural
businesses.

High Energy Cost Grants

Administered by the USDA, these grants are designed for communities with exceptionally high
energy costs to acquire, construct, extend, upgrade, and otherwise improve energy
generation, transmission, or distribution facilities.

0% Bond Financing

Clean Renewable Energy Bonds (CREBs)

The U.S. Treasury Departmentissues tax-credit bonds to finance renewable energy projects.
Theissuer pays backthe principal onthe bond, and the investorreceives federal tax creditsin
place of traditionalbond interest.

05 Research and Development Support

Advanced Research Projects Agency-Energy (ARPA-E)

This agency provides funding forresearch and development of advanced energy technologies
that aimto enhance the United States' economic and energy security.

Solar Energy Technologies Office (SETO)

Supportsresearch, development, and demonstration of solar energy technologies.
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Ot State-Specific Incentives

Many states offer additionalincentives that can be paired with federal benefits. Examples
include net metering, property taxincentives, and additional rebates or tax credits. Itis
important to research state-specific opportunities as they can significantlyimpact the overall
financials of arenewable energy project.

Ui Market-Based Incentives

Renewable Energy Certificates (RECs)

These certificates canbe sold or traded andrepresent proof that 1 megawatt-hour (MWh) of
electricity was generated from an eligible renewable energy resource.
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Securing Private Equity Funding

For Growth in the U.S. Electric Power Industry

Private equity fundingis crucialinthe U.S.
electric powerindustry by providing the
necessary capital and expertise to drive
growth, innovation, and operational
improvements. Companies seeking PE
funding must prepare thoroughly by
understanding market trends, developing
acompelling business strategy,
demonstrating strong financial
performance, and ensuring operational
excellence. By addressing these key
considerations, companies can better
positionthemselvesto attract and secure
private equity funding, facilitating growth
andinnovationin the evolving electric
powerindustry.

This guide aims to equip companiesin the
electric power sectorwith the knowledge
and insights needed to navigate the
complexlandscape of private equity
funding successfully. By leveraging the
strategic partnership andresources
offered by PE firms, companies can
achieve their growth objectives and
contribute to the ongoing transformation
of the electric powerindustry.
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About Vedeni Energy

Vedeni Energy offers specialized services designed to help businesses navigate the complexities of the
modern energy landscape. Our offerings are tailored to meet the unique needs of utilities, independent
power producers, regulatory bodies, and other stakeholders, ensuring success through strategic
insights, expert guidance, and innovative solutions.

Vedeni.Spark+, a service provided by Vedeni Energy, is designed to help start-ups and established
companies secure the capital funding necessary forgrowth and success. Our team of seasoned
advisors works closely with clients to develop tailored funding strategies that align with their business
goals and financial requirements.

Leveraging arobust network of private equity firms and brokers, Vedeni.Spark+ connects businesses
with the most advantageous funding opportunities. From initial consultation to final funding, our expert
guidance ensures a smooth and efficient journey, fostering long-term partnerships that support
sustained growth and financial stability.
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