Agenda Item — 4.B.2
Resolution No. 22-SM029-02

CALIFORNIA ALTERNATIVE ENERGY AND
ADVANCED TRANSPORTATION FINANCING AUTHORITY

Request to Approve an Extension of the
15% Purchase Requirement Timeframe?!

California Safe Soil, LLC
Application No. 22-SM029

Tuesday, December 12, 2023

Prepared By: Katrina Walters-White, Program Analyst

SUMMARY

Applicant — California Safe Soil, LLC
Location — McClellan, Sacramento County
Industry — Mixed Organics Recycling

Project — Upgrade of an Existing Organics Recycling and Soil Amendment Manufacturing
Facility (Recycled Resource Extraction)

Total Amount Qualified Property Approved- $23,089,719
Estimated Sales and Use Tax Exclusion Amount at Approval? — $1,962,626
Amount of Time Requested —
e Requesting a one (1) year extension, until December 21, 2024, for the 15% purchase
requirement timeframe (two (2) years and six (6) months from the date of initial
CAEATFA Board approval)

Staff Recommendation — Approval

1 All capitalized terms not defined in this document are defined in the Sales and Use Tax Exclusion Program’s
statutes and regulations.
2 This amount is calculated based on the average statewide sales tax rate of 8.5%.
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REQUEST

On June 21, 2022, the CAEATFA Board approved a sales and use tax exclusion (“STE”) for
California Safe Soil (the “Applicant”) for the purchase of up to $23,089,719 in Qualified
Property to upgrade and expand its existing organics recycling and soil amendment
manufacturing facility in McClellan (the “Project”). The Regulatory Agreement (“Agreement”)
provided the Applicant with 18 months from the date of CAEATFA Board approval to purchase
or execute purchase orders for at least 15% of the total Qualified Property amount approved.

As of October 2023, the Applicant has used the STE to purchase approximately $446,000 of
Qualified Property (2% of the total Qualified Property approved). The Applicant is requesting to
extend the 15% purchase requirement timeframe by one year to accommodate delays in
obtaining capital funding for the Project.

The Board can extend the 15% purchase requirement timeframe upon a finding of extraordinary
circumstances and that an extension is in the public interest and advances the purposes of the
STE Program.

According to the Applicant, the current market conditions have impacted the Applicant’s ability
to raise funding, particularly as it relates to raising debt and equity due to the interest rate
increases set by the Federal Reserve Bank and the collapse of the venture capital equity market.
In response to the market conditions, the Applicant states it has found other sources of funding
so that it may proceed with the Project. The Applicant initially intended to fund the Project
through the issuance of tax-exempt private activity bonds by the end of Q3 of 2022, however, it
has since applied and received a $75 million tax exempt bond allocation from the California
Debt Limit Allocation Committee (“CDLAC”) in November 2023 in part to fund the equipment
purchases that are subject to this STE award. After financial close, the Applicant anticipates
construction will be completed by June 2025, coinciding with the expiration of its Agreement
initial term.

THE APPLICANT

The Applicant is a Delaware limited liability company established for the purpose of converting
unsold organics from supermarkets into soil amendment and animal feed. The Applicant
operated a pilot plant in West Sacramento from 2013 to 2015, serving local grocery chains such
as Safeway, Nugget, Whole Foods, Save Mart, and Grocery Outlet. More recently, the Applicant
has added Sacramento’s Goldenl1 Center as a recycling customer. The Applicant also partnered
with scientists at UC Davis to study the efficacy and environmental benefits of its process and
product.

On January 19, 2016, the CAEATFA Board granted the Applicant an STE award for the
purchase of up to $3,750,000 in Qualified Property for an estimated STE value of $315,750 to

3 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)
4 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)(A)
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build a commercial-scale organics recycling and soil amendment manufacturing facility. As of
December 2023, the Applicant has used the STE to purchase approximately $3.2 million of
Qualified Property (85% of the total Qualified Property amount approved) and completed the
project.

The major shareholders (10.0% or greater) of The corporate officers of the Applicant are:
the Applicant are:

Mikaez Salovaara (36.5%) Daniel Morash, CEO

REDFOR, Inc. (16.4%) Steve Zicari, COO

THE PROJECT

The Applicant received an STE to build a commercial-scale mixed organics recycling, fertilizer and
animal food by-product production facility in an 80,000 square foot warehouse in McClellan and will
be expanding it to accommodate an increase in demand for its pet food byproduct.

The Applicant’s business model involves collecting unsold food from participating grocery chains
before it starts to rot or ferment. The Applicant states that this is different from all other methods of
food waste recycling, where food is allowed to become putrescent in the process. By using special
insulated totes and buggies to keep food waste fresh, the Applicant’s facilities can be permitted in
urban areas, closer to the waste sources. This advantage eliminates the need for long distance hauling
to a landfill or composting site, which in turn saves money and reduces GHG emissions.

Once at the Applicant’s facility, food waste is put through a proprietary system that uses heat,
mechanical action, and enzymes to convert food into a liquid soil amendment with a small particle
size (approximately 26 microns) in only three hours. The Applicant maintains that this new
technology saves time and energy relative to composting food waste. The Applicant also notes that,
because food waste is fresh, the resulting fertilizer, called Harvest to Harvest (“H2H”), is of a higher
quality than industry standard. The Applicant has been working with scientists at UC Davis and the
UC Coop Extension offices to demonstrate that H2H can increase crop yields, cut the use of nitrate
fertilizer, and increase water efficiency. Additionally, because of the manufacturing process, the
Applicant represents that the end-product is pathogen free, which is not the case for composted soil
amendments.

The Applicant states its product is also highly palatable to animals in the form of a byproduct known
as “yellow grease”. Yellow grease is used in animal feed to add nutrients and calories, which can
allow healthier and more rapid growth in livestock. The demand for this animal food byproduct has
increased since production began in 2016, and has now become a larger part of its business than the
Applicant previously realized. At this time, the demand for its product from the pet food market has
surpassed the demand from the organic fertilizer market, which has been the main focus up until this
point. Currently, the Applicant indicates its current capacity is 5,000 tons per year, and its goal is to
increase that capacity by six times, to 30,000 tons per year.
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15% PURCHASE REQUIREMENT TIMEFRAME EXTENSION REQUEST

The Applicant has requested that the 15% purchase requirement timeframe be extended from
December 21, 2023 to December 21,2024 in order to accommodate delays in obtaining financing
for the Project.

Staff Evaluation

The Applicant states that the market conditions hindered its ability to obtain financial capital for
the Project, but the scope of the Project remains unchanged. As mentioned, rising interest rates
and the collapse of the venture capital equity market made financing the Project a challenge. The
Applicant overcame these challenges by receiving a tax exempt bond through CDLAC and has
retained Goldman Sachs as its underwriter for the bonds, which will allow it to proceed with the
Project. According to the Applicant, it has also acquired Black & Veatch as its engineering firm
and has been in discussions with the California Municipal Finance Authority for additional
potential bond allocations. Moreover, the Project’s development of useful food- to- petfood
manufacturing processes requires additional time and efforts, but the Applicant states it is ready
to move forward with production and purchases.

Based on this information, Staff believes these are extraordinary circumstances, and that
extending the 15% purchase requirement timeframe will allow for the Project to be completed,
and is, therefore, in the public interest and advances the purposes of the STE Program.

LEGAL QUESTIONNAIRE

Staff reviewed the Applicant’s responses to the questions contained in the Legal Status portion of
the Application. The responses did not disclose any information that raises questions concerning
the financial viability or legal integrity of this Applicant.

CAEATFA FEES

In accordance with STE Program regulations,® the Applicant has paid an additional fee of $1,500
because extending the 15% purchase requirement timeframe qualifies as a modification to the
Applicant’s Agreement.

> California Code of Regulations Title 4, Division 13, Section 10036(c)(1)(A)
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RECOMMENDATION

Staff recommends that the Board approve the Applicant’s request to extend the 15% purchase
requirement timeframe by one year to December 21, 2024 as the Applicant has demonstrated
extraordinary circumstances, and it is in the public interest and advances the purposes of the STE

Program.

Attachments

Attachment A: California Safe Soil, LLC’s letter requesting waiver (September 21, 2023)
Attachment B: California Safe Soil, LLC’s’s staff summary at the time of approval
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RESOLUTION APPROVING AN EXTENSION OF
CALIFORNIA SAFE SOIL, LLC’ S 15% PURCHASE REQUIREMENT
TIMEFRAME UNDER THE REGULATORY AGREEMENT

December 12, 2023

WHEREAS, on June 21, 2022, the California Alternative Energy and Advanced
Transportation Financing Authority (the “Authority™), a public instrumentality of the State of
California, approved a Sales Tax Exclusion (“STE”) in the amount of $23,089,719 of Qualified
Property for California Safe Soil, LLC (the “Applicant”); and

WHEREAS, within 18 months of approval by the Authority, the Applicant must purchase
or execute purchase orders for at least 15% of the total amount of Qualified Property listed in the
approval resolution (STE Program regulations Section 10035(b)(1)); and

WHEREAS, upon a finding of extraordinary circumstances and that it is in the public
interest and advances the purposes of the Program, the Authority may waive the requirement that
the Applicant must purchase or execute purchase orders for at least 15% of the total amount of
Qualified Property within 18 months of Application approval (STE Program regulations Section
10035(b)(1)(A)); and

WHEREAS, the Applicant has requested a waiver of the requirement to purchase or
execute purchase orders for at least 15% of the Qualified Property amount within 18 months due
to unexpected delays in the Project timeline, extending the term by one (1) year to December 21,
2024; and

WHEREAS, the Applicant has demonstrated extraordinary circumstances as to why it
cannot meet the 18-month 15% purchase requirement timeframe; and

WHEREAS, granting the waiver will allow the Project to proceed and the state to receive
the anticipated environmental and economic benefits that justified the initial approval of the
Project in accordance with the law, thereby advancing both the public interest and the purposes
of the Program.

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Authority finds these are extraordinary circumstances and that it is in the
public interest and advances the purposes of the Program to extend the Applicant’s deadline to
meet the 15% purchase requirement to December 21, 2024.

Section 2. This resolution shall take effect immediately upon its passage.
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Attachment A: California Safe Soil LLC’s Letter Requesting Waiver (September 21, 2023)

A-1
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Attachment B: California Safe Soil LLC’s Staff Summary at the Time of Approval

B-1
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