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For over two decades, the United States bioeconomy has possessed the technological 
ingenuity to replace fossil-derived fuels, chemicals, and products, revitalize rural 
economies, establish domestic energy independence, and challenge global competitors for 
energy dominance. 
 
Yet, a persistent and formidable barrier has stood between groundbreaking laboratory 
innovations and commercial-scale production: the infamous “Valley of Death.” 
 
Navigating the transition from a pilot plant to a commercial facility requires a massive 
investment of private capital. Since 2005 and 2008, this burden has been shared by two 
federal loan guarantee programs: 
 

The U.S. Department of Energy’s Title 17 Loan Guarantee Program 
The U.S. Department of Agriculture’s (USDA) Section 9003 Biorefinery, Renewable 
Chemical, and Biobased Products Manufacturing Assistance program. 

 
While both programs were conceived as financial bridges, the Section 9003 program has 
faced severe bottlenecks. Historically, the program’s success rate has been minimal, with 
its last commercial loan closing occurring in December 2020. 
 
Lenders and borrowers have struggled to close deals primarily because very few 
developers possess the upfront capital required to fund the Integrated Demonstration Unit 
(IDU) required by the Section 9003 program. This structural hurdle has left many high-
potential projects stranded and caused senior lenders to back away from acting as “lenders 
of record” due to the high rate of projects failing to reach a closing. 
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Recognizing these structural flaws, the Alternative Fuels & Chemicals Coalition (AFCC) 
launched an aggressive advocacy campaign to reform the program. 
 
While Congress has not yet fully enacted the final package—and the House and Senate 
must still align their respective versions during the conference process—AFCC has 
successfully secured major programmatic fixes in both of the House and Senate drafts of 
the 2026 Farm Bill. 
These victories aim to eliminate historic bottlenecks, significantly de-risk investments for 
senior lenders, and unlock a new era of commercial deployment. 
 
Dismantling the IDU Bottleneck: A Permanent Solution 
At the heart of the Section 9003 program lies the Integrated Demonstration Unit (IDU) 
requirement. Designed to ensure first-of-a-kind (FOAK) technologies will successfully 
function at scale before hundreds of millions in loan guarantees are finalized, the 
requirement is conceptually sound. It validates and de-risks emerging technologies. 
 
In practice, however, some industry observers have historically mischaracterized the 
Section 9003 program as treating all projects as inherent FOAK risks. In reality, the core 
issue has always been a total lack of funding for the IDU itself, which costs several million 
dollars—capital that both startups and mature companies routinely lack and have been 
unable to secure. 
To satisfy the mandate, companies must build and operate a costly demonstration plant 
that replicates the proposed commercial facility in every way except size—using identical 
feedstocks, handling systems, mechanical and chemical processes, and producing a 
finished consumer product. 
 
Because moving through multiple Technology Readiness Levels (TRLs) takes 8 to 12+ 
years, applicants frequently exhaust their capital – and the willingness of investors to 
provide yet more capital, time and time again – before reaching the TRL-9 level required 
to apply for the Section 9003 loan guarantee. 
 
Without a funded IDU, there is no viable path for a project to move forward to closing, final 
engineering and design, and construction. Promising projects have died on the vine, not 
due to faulty science, but from a structural lack of one final $10 million to $15 million equity 
infusion. 
 
The Evolution of IDU Funding 
AFCC has systematically attacked this crisis through a multi-stage strategy: 
 
[2024: BDAP Grants] ➔ AFCC’s advocacy led to the creation of the Biobased Market 
Development and Access Grant Program which was funded through Commodity Credit 
Corporation (CCC) funds; 18 companies applied, but the program was frozen in 2025 after 
2 awards, then canceled in 2026 leaving 16 applicants in limbo. 
 
[2025: House Pivot] ➔ AFCC drafted report language urging the release of the remaining 
$18M in frozen 9003/CCC funds to rescue the 16 stranded applicants: USDA Secretary 
Rollins instead cancelled the program and diverted these funds to farmers. 
 
[2026: Senate Fix ] ➔ Formally codifies IDU grants as a permanent fixture of Section 9003 
as a funding bridge targeted explicitly to ensuring projects can complete the IDU 
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requirement. AFCC also has asked that the $166.8 million in remaining Section 9003 funds 
be used to provide IDU grants to the 16 projects that were stranded when the BDAP grant 
program was cancelled. 
 
Key Statutory Change: Moving forward, individual applicants can receive up to $10 million 
each specifically to build, validate, and operate their demonstration units. 
 
While the Senate has authorized this grant language, it has not yet established a separate, 
dedicated appropriation for it. 
 
Currently, the text dictates that these grants be drawn from the $75 million annual funding 
authorized for the broader Section 9003 program between 2027 and 2032. 
 
To prevent this from diluting the program’s primary mission, which is to provide senior 
lenders with loan guarantees so that FOAK projects can be financed, AFCC is actively 
advocating to have the IDU grants added directly to the USDA’s annual appropriations 
requests. 
 
This will ensure the grants do not draw down the vital capital required to cover the Credit 
Subsidy Costs (CSC) of the loan guarantees themselves. 
 
Expanding the Cap and Unlocking Private Capital 
As industrial biomanufacturing projects have grown in sophistication, they have also grown 
in scale. The previous statutory loan guarantee cap of $250 million has become highly 
restrictive due to inflation and massive industrial buildout costs. 
 
To keep pace with market realities, AFCC drafted a critical amendment—introduced by 
Rep. Chrissy Houlahan of Pennsylvania (D-PA-6) and accepted by the House Committee—
which successfully increased the Section 9003 loan guarantee cap from $250 million to 
$400 million in the House Farm Bill. 
 
This expanded ceiling remains budget-neutral for the Section 9003 program, satisfying 
Congressional bookkeepers who “score” legislation to keep costs within budget. 
Importantly, it will enable the development of larger, more financially robust facilities 
capable of achieving true economies of scale. 
 
Bridging the “Lender Exposure” Gap 
Expanding the cap only solves half the problem; senior lenders remain deeply risk-averse 
regarding FOAK technologies. Under standard Section 9003 rules, the USDA’s guarantee 
operates on a declining sliding scale: 
 

Loan Amount USDA Guarantee Percentage Lender Risk Exposure 

Up to $150 Million 80% guarantee 20% exposure 

Up to $200 Million 70% guarantee 30% exposure 

Up to $250 Million 60% guarantee 40% exposure 
 
This exposure frequently derails commercial loan closings. To bridge this gap, AFCC 
engaged with the insurance sector. At AFCC’s prompting, two of its member companies, 
Gallagher and New Energy Risk, developed an unprecedented financial solution: 
specialized private risk insurance designed to wrap around Section 9003 projects. 
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Under this new framework, once an applicant completes its IDU requirement and passes 
technical due diligence, these insurers will issue policies covering the financial delta 
between the USDA guarantee and the total senior loan amount. 
 
By completely insulating commercial lenders from uncollateralized risk, AFCC has 
transformed Section 9003 projects into highly secure, investment-grade opportunities. 
 
The Road Ahead: Budget Realities and National Security Imperatives 
While major victories have been won, significant legislative work remains during the 
conference process to prevent new bottlenecks: 
 

Defending Section 9003 Capital: Both the House and Senate bills currently propose 
a rescission of $18 million from Section 9003 to fund the Section 9002 BioPreferred 
Program. AFCC is actively working to allow Section 9002 to draw from the annual 
appropriations process instead, preserving the 9003 capacity needed to protect 
pioneer projects. 
Funding Stranded IDU Grant Applicants: Of the $166.8 million remaining in the 
Section 9003 program, AFCC is working to have these funds used to finance the 16 
applications that were stranded when the BDAP grants were frozen, then cancelled by 
USDA Secretary Rollins. 
Increasing Annual Authorizations: AFCC is advocating to raise the annual Section 
9003 authorization from $75 million to $100 million per year from 2027 through 2032 
to ensure the program can accommodate incoming projects. 
Managing Credit Subsidy Costs (CSC): To legally approve a loan, the USDA must 
allocate a portion of its budget to cover the CSC—the net present value of estimated 
long-term costs to the government. Because the historical average credit subsidy 
scoring rate requires roughly $1 for every $6 of the total amount being guaranteed, a 
$150 million loan with an 80% guarantee requires the USDA to tap its budget authority 
for roughly $15 million to $20 million. Under the current $75 million annual cap, the 
USDA’s capacity remains severely throttled, which is why separate appropriations for 
IDU grants are so critical. 

 
The Global Scale-Up Race and How it Relates to Section 9003 
This legislative fix is unfolding against a much larger geopolitical backdrop. Some policy 
analysts are looking to the National Security Commission on Emerging Biotechnology 
(NSCEB), which has urged the U.S. government to mobilize $15 billion over the next five 
years, to maintain global leadership and counter rapid international advancements. 
 
While some view this as a general research initiative, the NSCEB explicitly frames 
biotechnology as a national security imperative. Its mandates extend far beyond simple 
lab grants, targeting defense resilience—such as reshoring munitions chemicals, producing 
domestic food alternatives for the military, and unlocking critical minerals. One of its 
“pillars,” which dovetails with the Section 9003 program, is to “mobilize the private sector 
to get U.S. products to scale.” 
 
International competitors, particularly China, have recognized this reality for two decades. 
The Chinese government treats biomanufacturing as a strategic national priority, spending 
an estimated $4.17 billion in 2024 alone to aggressively fund both ends of the development 
pipeline. They have built a distinct commercialization advantage by targeting first-of-a-kind 
facilities and financing them each step along the way to move them quickly to industrial 
scale. 
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The proposed $15 billion U.S. strategy is intended to increase the development of biotech 
products, attract top scientific talent, and establish vital security alliances. 
 
However, without a fully funded, functional Section 9003 program to handle the actual 
industrial scale-up, the U.S. risks funding excellent science only to watch the physical 
supply chains, skilled workforces, and manufacturing leverage move overseas. 
 
Conclusion: Securing the Future of the American Bioeconomy 
The AFCC legislative victories secured in the 2026 Farm Bill draft mark a historic turning 
point for the U.S. bioeconomy. By dismantling the paralyzing IDU bottleneck, raising the 
loan guarantee cap to match modern market realities, and introducing groundbreaking 
private risk insurance, AFCC is fundamentally rewriting the rules of commercial 
deployment. 
 
What was once a treacherous journey through the “Valley of Death” is being systematically 
replaced by an institutionalized, de-risked bridge to commercialization. 
 
The Bottom Line: Innovation has never been America’s bottleneck; infrastructure and risk 
management have. With these critical Section 9003 upgrades, the financial architecture 
finally aligns with U.S. technological ingenuity. 
 
The remaining legislative tasks—defending capital allocations and expanding annual 
authorizations —are not merely administrative adjustments; they are the final keys needed 
to unlock trillions in private capital. 
 
As both chambers of Congress move toward a unified conference bill, finalizing these 
provisions it will give senior lenders, developers, and rural communities alike a clear 
message: the American bioeconomy is no longer stranded in the lab. It is ready to build, 
scale, and lead the global stage. 
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