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nterviewer Samantha McDermott spoke with some industry insiders including Taylor Hon-
rath of CleanTech OC; Peter Polydor of Sail Capital Partners; Tim O’Brien, co-chair of
Stradling’s Clean Technology Practice; and Greg Hanson, managing director of First Cor-
nerstone about the above, as well as the opportunities and challenges that cleantech
companies are facing today.

McDermott: Who do you see cleantech and renewable energy companies turning to
for funding?

Greg Hanson/First Cornerstone: I see cleantech and renewable energy companies in the
early stages turning to potential investors who can also be partners in the project that can
provide potentially valuable services for the project. For example, good partners are ones
who can make an investment in capital and can also contribute to the success of the company.
The benefit is that the active investor is able to help the company achieve success through
participation rather than as a passive investor. The active investor lowers their own risk and
likely the company’s too. Investor contributions can be of many forms other than just capital,
including being able to make key introductions to potential buyers of your product or service,
providing engineering and construction services, access to economic development incentive
programs, or even site development, to help the company be successful.

Tim O’Brien/Stradling: In Stradling’s practice, the primary sources of funding are venture
capital and private equity funds. Equity financing from the public markets is generally not
available for emerging companies in the cleantech space. This is a similar issue for many
companies in the technology and life science sectors. The lack of significant assets or rev-
enues makes these companies poor candidates for bank loans or other types of debt financ-
ing.

Peter Polydor/Sail Capital: Cleantech companies are facing an even more competitive
market for fundraising today than ever before. The number of venture firms in the space is
shrinking whereas the number of companies seems to keep increasing putting downward
pressure on new deal valuations. Still, according to the Cleantech Group Q2 report $1.6B
was invested so companies looking for funding should continue to pursue the venture capital
and corporate ventures. Alternatively entrepreneurs should add to the list family offices, angel
investors and any kind of government funding they can find.

Taylor Honrath/CleanTechOC: First, it’s important to make the delineation between clean-
tech companies raising a Series C round, and cleantech companies that are attempting to
raise their first round. Those in the former category are still able to successfully approach
VCs (and in some instances private equity) to continue funding their efforts at scaling up and
commercializing their product. Startup cleantech companies raising their first round, on the
other hand, aren’t having quite as much luck with VCs at the present time, due to the dimin-
ished appetite for risk in the VC world. The consequences of this trend are considerable –
new innovations are being underfunded, and entrepreneurs are relying much more heavily
upon friends and family, foundations and angel investors. Unfortunately, this funding strategy
is not sustainable for most companies, highlighting the critical importance of appropriate gov-
ernment support during times when the private investment market scales back.

McDermott: What are some of the biggest hurdles these companies face when trying
to raise capital?

Tim O’Brien/Stradling: Venture capital financing has fallen significantly over the last year
with the decline being most obvious in the solar energy sector. Solar, transportation and biofuel

I
Cleantech Capital Update

How are cleantech companies getting funded? And who is investing?
companies continue to receive the bulk of the money. Early stage companies are receiving
the least money showing that cleantech is experiencing the same phenomenon seen in many
technology sectors in recent years, where venture capital has focused on funding later-stage
companies. In addition, the amount of capital required for cleantech companies involved in
major infrastructure projects (building solar farms or production scale biofuels plants) greatly
limits the number of these companies that can be funded in their later stages by available
venture capital sources. Significant strategic investments by large companies are essential
to many of these companies.

Peter Polydor/Sail Capital: The biggest hurdle for a company today is flexibility. In the
market right now the quantity and quality of deal flow seems higher than ever. From the in-
vestor perspective it’s frustrating as great companies with innovative technologies have to be
passed on. What this means for entrepreneurs is they need to be flexible on the time it takes
to raise money, the amounts they are looking for and the price they are asking for.

Taylor Honrath/CleanTechOC: The reputation of the cleantech industry in the VC world
has suffered a bit, partly as a result of unrealistic expectations of VCs and their LPs. A number
of early stage investors thought cleantech would be similar to the IT boom – we have all since
learned that the runway for cleantech is longer, and the time it takes to achieve ROI is more
significant as well. At a fundamental level, investors want to see some evidence that a com-
pany can commercialize and achieve profitability as they claim to in their investor decks. In-
vestor confidence is everything at a time when the capital markets are increasingly
risk-averse.

Greg Hanson/First Cornerstone: The biggest hurdle I see is if the company does not have
a commercial-scale demonstration facility. It’s one thing to have a research model, or lab
bench model, or small pilot model, but the risk that exists in proving the ability to demonstrate
that the company can achieve commercialization at the level needed for profitability is a fear
that investors have. Investors will ask, “Are you able to demonstrate that the assumptions in
your financial model can be achieved at a commercial scale?”

McDermott: To Greg’s point, we know investors will back a company that can demon-
strate its assumptions can be achieved on a commercial level. Which of these compa-
nies are getting funded?

Peter Polydor/Sail Capital: Looking at the numbers no one subsector of cleantech is now
the majority of funding with capital flowing into everything from transportation and energy ef-
ficiency to water and wastewater technologies. The short answer is companies who have
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Tim O’Brien
Tim O’Brien is a shareholder at Stradling Yocca Carlson & Rauth and is co-chair of

the firm’s Cleantech practice. He represents companies in their formation and organi-
zation, initial and follow-on public offerings, venture capital financings and private equity
investments, mergers and acquisitions, antitrust compliance, and other general corpo-
rate and securities law matters. In addition to his cleantech clients, he works with life
science and technology companies in transactions involving the nation’s leading banks,
investors and other professionals.

Taylor Honrath
Taylor Honrath is the director of CleanTechOC, a regional nonprofit trade association

serving the cleantech cluster in the Orange County area. CleanTechOC serves as the
connective tissue between the public sector, private sector and academia and seeks to
promote economic growth and job creation in Southern California’s cleantech industry.
Prior to joining CleanTechOC, Taylor was the legislative aide for Mayor Bob Foster in
the City of Long Beach, and has also worked in Sacramento and Washington, D.C. He
is a graduate of California State University, Long Beach, and resides in Seal Beach.

Gregory Hanson
Greg Hanson is managing director of First Cornerstone with over 30 years of working

in public and private companies, including 20 years as CFO or head of finance opera-
tions. He focuses on financing strategies and business plans for commercialization of
renewable fuels, renewable feed and other co-products from cellulosic waste, biosensor
devices, biotechnology, alternative energy products, project development and finance,
and investment banking. During his career he has listed two public companies on Na-
tional Stock exchanges and completed approximately $1 billion in financing transac-
tions, licensing and partnering arrangements, M&A activity and cost avoidance
measures to fund operations.

Peter Polydor
Peter joined SAIL in early 2009 and has been an active entrepreneur, market analyst

and policy advisor. Currently, he focuses on global cleantech networks, portfolio com-
pany acceleration, operations and new investment opportunities. Peter also played a
major role in founding and is the lead for SAIL’s Toronto office.

continued on page B-71First
Cornerstone
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— Clean Technology Supplement continued on page B-69
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