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Staff Stra Proposal ( Stra Proposal )
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March 1, 2019

Aida Camacho-Welch, Secretary
Board of Public Utilities
44 So. Clinton Avenue
Trenton, NJ 08625
Re: En i nmen al Ma ke A
cia i n C mmen
n Ne Je e
S la
Transition Proceeding and Renewable Portfolio Standard Recommendations
Dear New Jersey Board of Public Utilities Staff:
The Environmental Markets Association ( EMA ) is pleased to help inform the
design of New Jersey s solar transition as required b P.L. 2018, c.17 (the Clean Energ
Act ). EMA recogni es and appreciates the immense challenge that the Ne Jerse ( NJ )
Board of Public Utilities ( BPU ) has been assigned ith in the implementation of the Clean
Energy Act, particularly around the issues of the cost cap and the desire to promote solar
growth in the State, while cost-effectively achieving a 50% renewable portfolio standard
( RPS ) b 2030.
EMA is comprised of local, regional, and national member companies that have
participated in NJ s solar rene able energ certificate ( SREC ) market program since
inception, including early engagement in the actual setup and implementation of the
original NJ SREC program. EMA Members have worked extensively to achieve the
program s targets and continue to interface ith the polic in multiple a s (e.g., as retail
electricity suppliers, basic generation service providers, SREC traders, SREC brokers,
SREC marketplaces, SREC aggregators, solar energy project developers, and as solar
energy project investors). Accordingly, the EMA believes it is in a unique position to
provide the BPU with a balanced perspecti e of this polic s histor and to help the BPU
adopt a balanced framework that can satisfy each SREC Transition Principle.
EMA s comments are primarily focused on the design of the solar successor
program and the diverse set of options and tools available to the NJ BPU that can be used
to establish an RPS budget that can accommodate the NJ Class I, NJ SREC, and the
forthcoming NJ SREC II program. The EMA strongly recommends that the NJ BPU pursue
a tradable NJ SREC II program that is modelled based on the existing, effective, NJ SREC
program. Enclosed in this submission please find the following:
Appendix A Answers to NJ Solar Transition Staff Straw Proposal Questions
Appendix B Best Practice Principles for Renewable Energy Certificate Markets
Appendix C Supplemental Guidance Document
Attachment A: Excel-based Model NJ SREC Successor Program Model EMA
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EMA s primar goal ith this submission is to help the NJ BPU come up ith solutions
that allo the fulfillment of all Clean Energ Act requirements, including the La s
overarching legal requirement for the BPU to place greater reliance on competitive
markets. As such, a great deal of information is provided to illuminate this point further
and to demonstrate the practicality of adopting EMA s recommended framework
approach.
More specifically, EMA would like to make the NJ BPU aware of how its proposed
framework for a tradable NJ SREC II market can:
Be easy to administrate and start as soon as June 1, 2020, or the beginning of
Energ Year ( EY ) 2021, as the market and policy infrastructure already exists,
Efficiently operate with NJ s retail choice policy and BGS auctions to contain
electricity-sector ratepayer impact,
Consider cost cap banking and the inclusion of positive in-state solar energy
externalities to sufficiently expand the RPS budget to accommodate the NJ Class
I, NJ SREC, and NJ SREC II programs to achieve 50% Class I resources by 2030,
Be compatible with embedded long-term contracts in a way that adopts and
improves upon the existing and operational SREC-Based Financing Program if the
BPU decides it wants to pursue this type of policy to lower RPS costs through
amortization or to incentivize different types of project segments,
Use private pools of capital to carry NJ SREC II compliance costs forward to
accommodate the step-down of the existing Legacy SREC program
EMA hopes that its submission will highlight the myriad of tools available to the BPU that
can be used to achieve each SREC Transition Principle and get NJ s RPS back on track.
It is imperative for NJ stakeholders to understand that when federal subsidies for
renewable energy expire or weaken, there must be robust market mechanisms in place to
ensure that NJ will be able to cost-effectively support its clean energy targets. Failing to
make sure competitive markets remain in place for the achievement of these RPS targets
will create business continuity challenges for the industry and will create substantial risk
to NJ ratepayers in the future.
Thank you for your consideration of our comments. The EMA is ready to offer any
additional assistance as needed by the BPU as New Jersey moves toward its clean energy
future.
Sincerely,

David Bernstein
Executive Director
Environmental Markets Association
Ph: (212) 297-2138
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Appendix A

Answers to NJ Solar Transition Staff Straw Proposal Questions
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1) In your direct experience, how has the current SREC program functioned over the
past 5 years?
EMA believes that NJ s solar accomplishments would not have been possible without
the reliance on, and oversight of, a competitive SREC-based marketplace and
restructured electricity market that enables choice, the private ownership of
generation, and annual enforcement of solar energy targets. More specifically:
Positive program performance data The EMA believes that the current NJ
SREC program has functioned extremely effectively when measured against the
deployment of new solar energy resources and the achievement of all solar energy
percentage requirements in the quantity and timeframe as established by the NJ
Legislature. As a policy mechanism designed to verifiably achieve clean energy
targets through the facilitation of private investment, the program s performance
data has been one of the best in the Nation:
o Since program inception, 97% of historical compliance1 across all vintages
has been achieved through the issuance and retirement of SRECs. This
data shows that the pace and timing of solar development has consistently
been comparable to the requirements, which is remarkable given that NJ
has some of the most aggressive solar energy requirements in the Nation,
o Over $10 billion of private investment to date, which has simultaneously
enabled the successful leveraging of billions of dollars in federal resources
via the use of the federal investment tax credit,
o More than 2.7 gigawatts of cumulative solar energy generation capacity
and 105,000 solar energy installations that are benefitting NJ residents,
businesses, non-profits, and municipalities every day
A tradable SREC market that has orked efficientl
ith NJ s restr ct red
electricity market By design, the NJ SREC market has worked efficiently with
NJ s retail choice polic and full-requirements basic generation service auctions
despite some implementation challenges with the handling of exemptions and how
RPS obligations are reconciled annually. By using best-practice RPS design
principles such as a fixed and forward looking solar carve out compliance schedule
and solar alternati e compliance pa ment ( SACP ) schedule, NJ s solar carve out
maximizes compliance flexibility for electricity suppliers. Historically speaking (i.e.,
pre-Clean Energy Act percentage-based cost caps and market closure
proceedings), NJ s SREC market has been one of the most functional REC
markets in the U.S. when measured by market liquidity, pricing transparency, and
the ability of the over-the-counter (bilateral) market to generate forward SREC
contracts that developers have been able to use for project finance purposes. NJ
SREC contract liquidity on a forward-basis has existed in the 5-10 year range
depending on credit considerations. In addition, the market has available to it a
liquid market in NJ SREC futures contracts, which are further used by participants
to manage price risk. The fundamental design of NJ s SREC market, coupled with
appropriately set targets, has successfully fostered the mobilization of private
capital into the SREC market for offtake liquidity and project finance purposes.

1

http://www.njcleanenergy.com/files/file/rps/EY18/RPS%20Comp%20EY%202005-2018.pdf
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The solar carve out policy mechanism should not be confused with the
e cessi e cost debate and narrati e,
hich is a function of legislative
decisions rather than of fundamental policy design The EMA is dismayed by
the narrative that has been created around the NJ SREC program as a policy tool
that has led to excessive compliance costs. In practice, the current NJ SREC
mechanism has been so effective at promoting the deployment of new solar energy
resources (in combination with tax credits and net-energy metering policy) that the
Legislature has twice stepped in to increase the solar program requirement
percentage obligations ahead of the terminal year of the program (once in 2012
and again in 2018).

For this reason, it is important that the achievement of solar energy obligations
ahead of schedule be interpreted as the sign of a successful clean energy
deployment mechanism and not be misinterpreted as a sign of a policy mechanism
that over incentivizes the solar industry. To do the latter would be a material
misunderstanding of the fundamental policy itself as originally designed and
intended to operate and a failure to incorporate its regulatory history up through
the program s market closure proceedings. Since costs are so central to current
discussions and this regulatory proceeding, the EMA believes it is unfair to criticize
a successful policy mechanism that is working perfectly as designed. REC pricing
should decline in oversupplied markets and should increase in undersupplied
markets relative to legislatively set standards. Floating pricing is, in fact, a key
ratepayer relief valve mechanism that is misinterpreted as a boom / bust market
issue. Pricing that responds to information is the sign of a healthy market and not
the sign of market failure, hich is especiall true in Ne Jerse s conte t gi en
the success of solar resource deployment to achieve its solar targets. The tradable
NJ SREC mechanism works as designed and this is not an accident. An incredible
amount of expert regulatory and industry thought went into the initial establishment
of competitive-based market policies during the era of electric restructuring.
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2) How should any proposed SREC Successor Program be organized in conformance
ith the Clean Energ Act and Staff s SREC Transition Principles? Please pro ide
detailed quantitative and qualitative responses as to the perceived pros and cons of
each of the following options:
a. a fixed price SREC;
b. a market-determined SREC; and
c. any other option(s).
The progress achie ed b NJ s RPS polic through the use of tradeable products is
undeniable and should serve as an indicator to policymakers and stakeholders to continue
relying on competitive market mechanisms containing tradeable products to achieve future
renewable and clean energy goals. Therefore, EMA strongly encourages the NJ BPU to
adopt a market-determined SREC mechanism for the SREC Successor Program. The
EMA believes that this approach is most consistent with the legislative requirement of
paragraph l. of Section 38 of P.L.1999 to place greater reliance on competitive markets:

The EMA believes that a competitive and tradable SREC II market for the SREC successor
program is the most compatible path forward to encourage and ensure the emergence of
new entrants that can foster innovations and price competition. EMA s recommended
framework is also compatible with NJ s current reliance on other competitive market
policies, including:
Competitive infrastructure markets (private ownership of generation)
Competitive wholesale electricity markets (no mandated energy PPAs on EDCs)
Competitive retail electricity supply markets (retail choice, including for BGS
customers that want to switch to a third-party supplier at any time)
Competitive and tradable NJ REC markets (market-determined floating prices)
Ne Jerse s restructuring and participation in competitive wholesale, retail, and
renewable energy certificate markets has fostered innovation, price competition and
increased the diversity of energy market participants. The ratepayer benefits to states that
have restructured to place greater reliance on competitive markets is well documented.2

2

https://www.resausa.org/sites/default/files/RESA_Restructuring_Recharged_White%20Paper_0.pdf
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Regarding the benefits of a tradable NJ SREC II program, EMA members are
pleased to share a pair of guiding documents created by the collaboration of our
experienced members: Best Practice Principles for Renewable Energy Certificate Markets
(attached as Appendix B) and a Supplemental Guidance Document (attached as Appendix
C). In them, EMA explains areas that are crucial to a well-functioning and efficient REC
market that can maximize RPS benefits. Specifically, these principles are:
1) Tradeable Products
New Jersey should continue to achieve its RPS targets using tradable RECs,
wherever possible. Tradable RECs allow for accountable policy objectives,
compliance flexibility, and financial innovation3.
2) Market-Based Pricing
New Jersey should allow market participants to facilitate the price discovery
process for RECs wherever possible. Market-based pricing will allow for pricing
transparency, policy cost-effectiveness, ratepayer protection4, information
feedback signals, and a more diverse participant base.
3) Market Design that Fosters Transparency, Competition, and Liquidity
New Jersey should continue to promote competition among all technologies and
for all REC classes (NJ Class I, NJ Class II, NJ SREC, and the forthcoming NJ
SREC II program) b maintaining all RPS obligations ith electricit suppliers as
opposed to electric distribution companies. New Jersey should avoid placing longterm contracting obligations on any electricity supplier or on ratepayers. In
circumstances here tradable RECs ma not achie e NJ s polic objecti es (e.g.,
offshore wind), New Jersey should ensure that the design of a long-term
contracting program does not interfere or damage the integrity of New Jersey s
other REC classes or New Jersey s competiti e retail suppl market. Welldesigned REC markets allow for market efficiency, liquidity, investor certainty,
and lower costs of capital that support cost-effective RPS achievement.

3

Financial innovation refers to the creative usage of financial instruments for commercial purposes including,
but not limited to, project financing, investment certainty, risk management, and price hedging, all of which
contribute to competitive outcomes that ultimately benefit ratepayers. Tradable RECs priced by vintage create
reference prices for both physical and financial REC contracts (e.g. forward and futures contracts,
respectively) that can be used to facilitate project investment through contracted revenue and to manage price
risk. By helping to lower the risk of economic activity, or by giving market participants tools to transfer risk, the
availability of financial products can lower the cost of capital for renewable resource investments. This
supports lower REC prices and lower RPS costs.
4

A significant and compelling advantage of well-designed RPS mechanisms is that they leverage private
investment and utilize competitive markets to achieve the standards. For example, floating REC prices ensure
that when markets become oversupplied ratepayer costs also decline. RPS policies that place obligations on
electricity suppliers and use tradable RECs to incentivize and account for renewable energy targets yield many
benefits to ratepayers, one of the most important being that private investors, not ratepayers or taxpayers,
bear the risk of clean energy investments.
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4) Market Oversight
New Jersey should continue to maintain market oversight through the BPU and
the use of the PJM-GATS environmental registry to collect data, report on RPS
progress, and identify, monitor, and address any fraud or manipulation in the
markets.
5) Market Integrity and Stability
New Jersey s RPS mechanism has been successful because it facilitates pri ate
investment at the risk of private investors, not ratepayers, and is designed to
accommodate, not preempt, other federal, regional, and state policies. New Jersey
should promote Market Integrity and Stability by maintaining the fundamental
structure of its RPS to achieve 100% clean energy. Policy stability and long-term
certainty is not only crucial to investor confidence and financial innovation but also
for ratepayer protection.
EMA s principles and supplemental design practices encourage pri ate market in estment
and result in well-functioning and efficient markets that will achieve the stated goals at the
most competiti e price to ratepa ers. EMA s REC market principles are intended to
maintain the integrity of the RPS mechanism, which is extremely effective and is designed
to efficiently work with New Jersey s retail electric choice polic .

(A) and (C) commentary
The EMA strongly discourages the implementation of any incentive programs that place
less reliance on competitive markets or mo e Ne Jerse s electricit market policies back
towards re-regulation. At their core, regulated market policy constructs shift generation
investment risk back onto ratepayers through the fixing and guarantee of investment return
or revenue. In deregulated markets, generating investment risk sits with private investors
and entrepreneurs, which is an incredibly important ratepayer cost containment
mechanism since private investors bear the risk of their own economic assumptions and
ability to profitably deliver new generation resources. The same is not true of the following
alternatives to a tradable NJ SREC II program:
Feed-in Tariffs (Megawatt Block, Declining Block, Adjustable Block, Fixed Tariffs,
Competitive Tariffs, etc. In the Northeast, feed-in tariffs go by many names these
days in the regulatory realm),
Bundled Long-term Energy and SREC Contracts,
SREC-only Long-term Contracts, and
Fixed-Price SREC programs (queue-based capacity limits on annual build)
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As a group of practitioners with direct experience ith NJ s RPS and SREC market, EMA
cannot emphasize enough that while these types of policies may sound attractive in
academic theory or from a project finance 101 perspective, the on-the-ground reality and
historical experience with these programs does not align with their expectations and
therefore will not meet the needs of the SREC Transition Principles as laid out by the NJ
BPU. There are many reasons for this:
(1) Historical RPS data5 show that these types of policies are not as effective as
tradable REC markets when it comes to RPS achievement. According to a series
of reports issued annually by the Electricity Markets & Policy Group of Lawrence
Berkeley National Laboratory, RPS jurisdictions in the Northeast which prioritize
long-term contracts over tradable RECs for the purposes of RPS achievement
have consistently failed to achieve their standards compared to jurisdictions that
primarily rely on tradable RECs for RPS compliance:

Source: LBNL 2017 | Note: Previous annual reports are consistent with this trend.
In particular, NY and IL have been laggards in achieving their RPS standards on
time based on the design of how they procure attributes to achieve RPS targets.
(2) EMA s solar energy developer member feedback is that these types of policies are
less effective than tradable SREC markets because it is incredibly challenging to
align a shovel ready project, with a contract award, and a project finance
commitment (not to mention doing so at the right construction season and at the
right tax equity cycle). In New Jersey, EMA would also like to point out that the
State has already implemented long-term contracting programs that attempted to
fix and guarantee a price for cost recovery. The existing New Jersey long-term
contract program, or SREC-Based Financing Program, that is available today has
had uptake issues due to design flaws. According to feedback from our solar
energy developer members, these programs have been undersubscribed and
plagued by high administrative costs and implementation issues. Historically
speaking, this situation is not unique to New Jersey. Most long-term contracting
5

https://emp.lbl.gov/publications/us-renewables-portfolio-standards-1
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programs across U.S. jurisdictions have trouble at achieving their targets as the
LBNL reports highlight. EMA is therefore wary of incentive solutions that are
overprescribed or too engineered. Slight flaws in program or contract design can
break these programs which can then take a long time to fix in the regulatory
process. In New Jersey s case, the bidding requirements for this program do not
align well with the development reality of solar energy projects it is therefore
extremely challenging to use and even harder to employ a solar energy business
under this type of incentive model. The program is by no means a complete failure,
but it would not have had the same success as the NJ SREC market did if it were
to have been the primary incentive mechanism in the State. It would come as no
surprise to us if proponents of these programs are completely unaware that New
Jersey already has such a program in place. We hope that the NJ BPU takes the
historical experience of this program into account when proponents of feed-in
tariffs (fixed-price tariffs, MW blocks programs) or other long-term contracting
programs (bundled or unbundled) offer their solutions in this proceeding.
Generally, EMA is aware that there is a long-standing debate between the use of tradable
REC markets and administratively designed programs through long-term contracts or
feed-in tariff policies. To date, New Jersey s RPS has easil achie ed its targets through
tradable REC markets without the need to obligate ratepayers to long-term contracts or
feed-in tariffs. Although New Jersey has used some forms of long-term contracts as part
of its RPS policy, particularly within its SREC market, these have been embedded within
the overall SREC markets. EMA categorically opposes the use of feed-in tariff or longterm contracting programs for RPS achievement that displace or harm competitive
wholesale, retail, or tradable REC markets. There are many reasons for this:
1. These types of policies represent a form of re-regulation in that investment risk is
shifted back onto ratepayers. Programs that guarantee cost recovery can
discourage long-term market innovation and cost reductions.
2. Regulated policies often become overly prescriptive in their implementation, which
causes unintended consequences by producing outcomes that are inefficient or
ineffective (e.g., paper-based RPS achievement without the underlying delivery of
environmental, economic, or social attributes in their legislated timeframes).
Regulated programs are complex and take a long-time to set up, award contracts
/ incentives, approve contracts / incentives, and see the first projects get delivered.
It is very hard to engineer regulated market solutions to work for every developer
or type of project and the slightest design flaw breaks these programs or cause
delays in implementation as fixes are made through the regulatory process.
3. Regulated policies reduce RPS compliance flexibility in future years by locking
ratepayers into long-term liabilities that may not provide long-term cost savings if
technology costs continue to decline.
4. Regulated policies introduced into any REC market retroactively harm existing
investors to reward new investors. The issue with this is that many project owners,
developers, and capital pools are the very same in both programs, which can lead
to RPS integrity issues and capital risk premiums due to the perceived risk of
regulatory change.
5. Poorly designed regulated market programs can increase ratepayer costs by
harming retail supply markets and consumer choice and by displacing competitive
and tradable REC markets.
10
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Many jurisdictions have made the mistake of sacrificing the benefits of competitive REC
markets for long-term contracting programs, which has come at the expense of
undesirable environmental and economic impacts. It is also useful to note that welldesigned RPS programs with tradable RECs already facilitate forward contract markets
and bilateral long-term purchase agreements in the over-the-counter space. Today, New
Jersey s RPS facilitates a robust for ard market for its participants.
3) Based on your response to question 2 above, provide precise quantitative and
qualitative recommendations as to how your preferred SREC Successor Program model
ould be implemented, keeping in mind the necessit of satisf ing the SREC Transition
Principles set forth abo e.
EMA recommends an open, competitive, and tradable SREC II program that is modelled
after the existing NJ SREC program. The existing NJ SREC program has a floating and
market-determined SREC price, in addition to an embedded long-term contracting
program that is sleeved through the electric distribution utilities.
EMA s enclosed proposal should be considered a frame ork solution and includes an
Excel-based model (Attachment A) that the BPU may use as a quantitative tool to perform
scenario analysis on RPS program budgets when considering potential solutions. EMA
ould like to reiterate that it s primary goal is to offer the BPU various tools that it can use
to fully comply with the Clean Energy Act so that a 50% by 2030 RPS becomes achievable.
EMA s Recommendation for a Tradable NJ SREC II Market Design
Best-practice tradable REC program designs are simple and easy to implement and can
be engineered to be as cost-effective as the NJ BPU seeks while supporting other in-state
economic criteria. A tradable NJ SREC II market should be structured according to EMA s
best-practice design principles enclosed in these comments. Some design
recommendations that will help facilitate liquidity in the over-the-counter SREC II market
for long-term forward contracts that can be used for project finance and project
development purposes, while at the same time protecting ratepayers from excessive
investment relative to the standards, are:
A competitive and tradable SREC II program with pricing that is allowed to float
between $0 and the SACP depending on supply and demand dynamics,
100% of RPS obligations placed on third-party electricity suppliers, including BGS
suppliers,
A fixed and forward looking SREC II percentage requirement schedule out to 2030
at minimum,
One overarching, fixed, forward looking, and sufficiently set solar alternative
compliance payment schedule out to 2030 at minimum, and
Automatic ratepayer refunding of all compliance fee payments so that any short
markets that materialize do no harm ratepayers.
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A Tradable NJ SREC II market could be structured to provide the following benefits:
Effective deployment of solar energy resources and the achievement of legislated
targets on time
An open and inclusive market that does not discriminate against different kinds of
market participants,
A built-in ratepayer relief valve mechanism that allows pricing to fall when markets
become oversupplied, and
A requirement schedule that can begin in EY2021 and accommodate cost caps
while promoting solar build in early years. For example, If the NJ SREC II schedule
is set low in early vintages and then ramps aggressively in later vintages, the
design feature of SREC banking can employ private pools of capital to carry
compliance costs forward (from early years to later years) through the purchase
and banking of SRECs. This can provide runway for Legacy SREC program costs
to step down.
A tradable NJ SREC II approach is administratively simply to work with and will greatly
accelerate the timing of program implementation.
EMA s G idance on Embedded NJ SREC II Long-term REC-Only Contracts ( LTCs )
As discussed already, the EMA opposes the use of LTCs or feed-in tariffs for the
achievement of RPS targets. However, if the BPU decides LTCs are worthwhile to pursue
the EMA would like to offer the following design guidance so that minimal harm occurs to
NJ s retail choice or competiti e REC markets.
If LTCs are pursued, the EMA recommends embedding them into a tradable NJ SREC II
program. This will greatly simplify the overall solar successor program design as there
would only need to be one overarching NJ SREC II obligation on electricity suppliers, one
NJ SREC II commodity product, and one overarching SREC II SACP schedule. Embedded
LTCs could potentially reduce near-term RPS costs and alleviate budget concerns by
setting low incentive caps for each solicitation and amortizing RPS costs over many years.
The variability of these programs will also provide developers two options: (#1) compete
for a long-term contract, or (#2) sell your SREC IIs in the bilateral SREC II spot and forward
market.
The NJ SREC II REC-lifecycle flow under such an approach would be as follows:
LTCs are signed and awarded but no RECs are produced yet,
LTC projects COD and RECs are produced and delivered to the EDCs according
to the LTC agreement,
The EDCs aggregate LTC RECs and periodically auction them to EGSs, which
have the RPS obligation, and
EGSs purchase LTC RECs at auction and ultimately retire them for RPS
compliance.
Visually, this would look as follows:
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Information on EMA s E cel-Based Model
Regarding EMA s E cel-based model, it provides the NJ BPU the capability to understand
and analyze:
How the size of the NJ SREC II solar carve out % impacts the total cost of the
Class I RPS through 2050 and how the Class I non-solar and non-OSW piece
can be used to contain ratepayer impact through the tradable regional
PJM Tier I REC market,
How a tradable NJ SREC II program can leverage private pools of capital to
carry forward compliance costs (withholding them from ratepayers until a
future time) so that the NJ SREC legacy program can step down in and orderly
and transparent fashion according to the existing SACP set by law,
How Cost Cap savings can be banked forward to provide smoother
program operation and more investment certainty on a forward-looking basis,
How Cost Caps can include externalities to make sufficient budget for all
programs under the 50% Class I standard, and
How if the BPU concludes from its solar study that it wants to pursue long-term
contracts, it can embed them in a tradable NJ SREC II program to lower costs
in early years through amortization.
EMA s model does not:
Assume the schedule and size of the NJ SREC II solar program, and therefore
the Class I program indirectly, or
Assume the schedule and size of the NJ Class I program beyond 50% due to
ZEC and NJ Class II considerations as part of a 100% RPS.
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EMA s model estimates:
Future pricing for the Class I, NJ SREC, and NJ SREC II markets. Regarding
the SREC II market, since the ITC is stepping down, it is critical to get a
program in place that accommodates solar development costs without tax
credits, and
ACP and SACP schedules that are economically reasonable based on toda s
market conditions.
EMA s model produces information to understand the RPS budget available for all
programs. The following graph represents one such illustration of program parameters:

EMA s frame ork solution is fle ible enough to help the NJ BPU come up with the right
approach to achieve every SREC Transition Principle:
1. Provide maximum benefit to ratepayers at the lowest cost;
2. Support the continued growth of the solar industry;
3. Ensure that prior investments retain value;
4. Meet the Go ernor s commitment of 50% Class I Rene able Energ
Certificates ( RECs ) b 2030 and 100% clean energ b 2050;
5. Provide insight and information to stakeholders through a transparent
process for developing the Solar Transition and Successor Program;
6. Comply fully with the statute, including the implications of the cost cap; and
7. Provide disclosure and notification to developers that certain projects may
not be guaranteed participation in the current SREC program and continue
updates on market conditions via the New Jersey Clean Energy Program
( NJCEP ) SREC Registration Program ( SRP ) Solar Acti it Reports.
14
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4) How should Legacy SRECs be valued? Should these Legacy SRECs be valued under
the SREC Successor Program or valued separately?
To avoid conflicts of interest among industry participants, EMA has no comment on this
question e cept in relation to the NJ BPU s SREC Transition Principle #3: Ensure that
prior investments retain value. EMA believes that Legacy SRECs must remain
deli erable as NJ SRECs under an regulator proceeding outcome. An change to the
ability of participants to deliver NJ SRECs into bilateral (over-the-counter) spot and
forward sale contracts will cause the industry significant financial harm. EMA therefore
strongly discourages any regulatory actions that would preempt or eliminate the
deli erabilit of SRECs under the e isting regulator frame ork. For e ample, NJ SREC
deliverability could be impacted by a modification of the program that retroactively
eliminates the SREC program in exchange for a fixed fee, fixed tariff, or any other type of
tariff-based program to compensate existing NJ SREC investors that does not involve the
delivery of NJ SRECs. NJ SREC deliverability could also be impacted by subsuming the
Legacy SREC program into a successor program which changes the nature of the NJ
SREC product name or specification. This would cause substantial financial harm to NJ s
solar energy industry overnight and would lead to significant solar job layoffs and
irreversible harm to many solar energy project owners and developers. If NJ SRECs were
to become undeli erable due to regulator action, this ould cause the NJ solar energy
industry significant harm by impacting SREC forward sale contracts and project finance
agreements. This would lead to significant contractual damages, the evaporation of
contracted cashflow for projects already built, and investor defaults in the debt and equity
space. This result would be counterproductive to the objectives and intent of SREC
Transition Principles #3.
5) How should Pipeline SRECs be valued? Should these Pipeline SRECs be valued
under the SREC Successor Program or valued separately?
a. Should the Board continue the current SREC program as a separate program?
If so, how?
b. Should the Board include the current SREC program within the SREC
Successor Program? If so, how?
To avoid conflicts of interest among industry participants, EMA has no comment on this
question.
6) For an solar transition, should the Board set a mega att ( MW ) target for annual
new solar construction? If so, should those targets be defined as percentage of retail
sales or a set MW cap? Under what circumstances and/or assumptions is this target
achievable?
See comments in question 7.
7) In any SREC Successor Program, should the Board seek to set annual MW capacity
caps for new solar construction or percentages of retail sales? Why or why not? If yes,
what should be the value through 2030 and why? If yes, should the Board seek to set
differentiated capacity caps under the solar RPS based on project type?
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Under question 2, EMA s recommendation encourages the NJ BPU to adopt a tradable
NJ SREC II market using percentage-based RPS obligations on electricity suppliers that
is modelled after the current NJ SREC program.
EMA then offers additional guidance on an LTC program design that is similar to the
current SREC-based Financing Program6 if the BPU decides to employ it. An embedded,
competitive, and performance-based REC-only long-term contracting program can be
modified to accommodate:
MW targets (or MW capacity caps) for different solar project types. Meaning, the
size and frequency of long-term contract procurements can be set by the NJ BPU
to incentivize different types of projects or market segments that may be found to
provide unique value to the State of New Jersey,
Market-based or competitively priced procurement outcomes. Each segment or
solicitation could have set maximum incentive caps (not to be confused with the
NJ SREC II SACP schedule) to ensure cost-effective solicitations, and
Cost recovery through long-term contracts and the amortization of RPS costs over
many years to lower the near-term cost of the SREC II program.
EMA encourages the NJ BPU to think about how such a design could be compatible with
the intent and / or outcome of the following study requirements required by the Clean
Energy Act:

6

https://njsolarprogram.com/
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8) In the SREC Successor Program, should the Board provide differentiated SREC or
solar value incentives to different types of projects? Should such differentiated SREC
compensation be created through SREC multipliers, through an add-on valuation, or
through some other method? Based on what factor(s) should any SREC compensation
be differentiated?
EMA discourages the use of SREC multipliers or administratively-determined add-on
values in the successor SREC program since they distort the market pricing signal and
reduce the integrity of the RPS by diluting the quantity of attributes needed to meet clean
energy targets.
SREC factors would be a better method to use if the NJ BPU determined it necessary to
award different types of solar projects different incentives under a tradable SREC II
program. SREC factors could reduce program costs further and could negate the need for
long-term contracting programs. However, SREC factors also add program complexity.
To ensure there is no environmental attribute or economic waste, NJ Class I RECs should
be awarded for the portion of production that does not receive an SREC.
9) Ho should the cost cap be measured? Should an
in the first ears be banked ? Wh or h not?

head space under the cost cap

Measurement (Denominator): The percentage-based cost cap formula that the NJ BPU
adopts should use total revenue from retail sales of electricity as the denominator to
maximize the available RPS budget. Preferably, from a data source that is transparent
and accessible to all market participants, frequently updated, and independently verified.7
Also, since the adoption of in-state distributed generation lowers total retail revenue
through the self-consumption of electricity, the value of these electricity savings should be
estimated and added back to the total revenue from retail sales figure to represent a more
accurate depiction of total revenue from retail sales and to expand the available RPS
budget. The EMA believes this interpretation to be consistent with the La s language, of
the total paid for electricity b all customers in the State. The numerator of the percentagebased cost cap formula will be commented on in question 10.
Head Space: The BPU could consider the banking forward of cost cap savings that are
drawn down in future energy years where cost caps are exceeded. This could expand the
RPS program budget, help reduce RPS investment uncertainty, and increase the
probability that NJ s clean energy targets will be achieved on time, according to schedule,
and in the most cost-effective manner.
10) Can and should the cost cap be determined based on net costs that include some
type of valuation of associated benefits? If so, what should those qualitative and
quantitative benefits be and how should they be assigned a value? If the Board can and
should consider a net benefits test, should other cost impacts be included? Which ones?
Why? If other cost impacts should not be included, why not?
The adoption of distributed solar generation at scale, as is occurring in New Jersey today,
provides the State with real and positive externalities that could be valued and used to
expand room under the cost caps.
7https://www.eia.gov/electricity/data/browser/#/topic/6?agg=0,1&geo=0004&endsec=vg&linechart

=ELEC.REV.NJ-ALL.A&columnchart=ELEC.REV.NJ-ALL.A&map=ELEC.REV.NJALL.A&freq=A&ctype=linechart&ltype=pin&rtype=s&maptype=0&rse=0&pin
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Measurement (Numerator):
If the BPU decides to include externalities in the cost cap formula, they should be
estimated on a $ per megawatt-hour ( $/MWh ) basis and netted from RPS costs in the
numerator. Using a $/MWh basis to measure benefits will be the most straightforward way
to model how the MWh-penetration of solar in New Jersey delivers these benefits to the
State. A $/MWh basis can be easily applied to the production of solar energy in New
Jersey each energy year to calculate the benefits that are be netted from the cost figure
in the numerator of the BPU s cost cap formula.
Although a different jurisdiction with different circumstances, Washington D.C. s Office of
the People s Counsel Value of Solar Stud of Distributed Solar in the District of Columbia 8
could provide the BPU with a useful framework in which to understand how to identify and
measure the benefits that are best suited for New Jersey. This report estimated the value
of solar in the District to be in the range of $132.66/MWh to $194.40/MWh in 2015 dollars.
Costs and benefits that the study identified were as follows:

Even if the value of solar in New Jersey turns out to be a fraction of the District of
Columbia s estimates, EMA s RPS model demonstrates that the State s cost cap
constraints could be greatly relieved, thereby giving the BPU the ability to create sufficient
RPS budget to accommodate NJ Class I, NJ SREC, and NJ SREC II program targets and
re-instill investor confidence in the RPS..
In addition, the NJ BPU could take in to account general employment, tax, and economic
investment benefits to the State that may not be captured in the benefits identified above.
It is also useful to note that many NJ SREC compliance costs will directly represent
savings to residents and businesses that adopt solar energy, which is capital that is
retained in the local economy.

8http://www.opc-dc.gov/images/pdf/solar/Synapse-DC-Solar-Report-April1217.pdf
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It is extremely important for the NJ BPU to fix the percentage-based cost cap flaw in the
State s RPS design if the clean energy targets are going to be achieved. The more defined,
transparent, and formulaic the cost cap solution can be, to meaningfully increase the RPS
budget commensurate ith the State s targets, the less the percei ed regulator risk of
the cost caps will be and the greater the likelihood that the RPS will continue to facilitate
private investment to achieve the State s RPS targets in the most cost-effective manner
that is achie able under the State s RPS design (i.e., the cost-effectiveness of NJ s RPS
in the long-run will be driven by the decisions and approaches that the BPU adopts in this
regulatory proceeding. These decisions include how to close the current NJ SREC
program, how to design a solar successor program, and how much to rely on the regional
NJ Class I REC market to achieve the standards).
11) What steps should the Board take to implement the cost cap? In particular, please
discuss the pros and cons of decreasing the Class I REC Renewable Portfolio
Standards. Should any measures implemented differentiate among the different type of
Class I renewable energy technologies? Should these measures differentiate among the
different market sectors (e.g. utility-scale grid supply versus small residential systems)?
Should these measures be technology neutral? Why or why not?
The EMA encourages the NJ BPU to recognize that the percentage-based cost cap is a
severely flawed RPS design mechanism and to take steps to create an adequate RPS
budget so that this e entualit does not ha e to occur. Other ise, the State s RPS ill not
encourage the investment in the new renewable energy resources it requires to meet the
50% by 2030 target.
12) Should the solar industry transition into a true, incentive-free market as the costs of
solar begin to approach grid parit be a goal, or e en a consideration, of the SREC
Successor Program? If so, how can a SREC Successor Program assist that transition?
Should a transition also encompass changes to the net metering program (cf. ongoing
FERC/PJM review of DER aggregation)?
If the NJ BPU determines that the solar energy industry should one day transition into an
inventive-free, or lower-incentive market, the EMA believes it is important that the State of
NJ preserve and increase reliance on its competitive energy and tradable NJ Class I REC
market policy foundations so that there are open and accessible markets for new solar
energy resources if incentives step down. Given that federal tax credits will be expiring in
the next few years, it cannot be emphasized enough how important this proceeding will
be to renewable energy development in the state over the course of the next decade.
13) Please provide comments on any significant issues not specifically addressed in the
questions above, making specific reference to their applicability in the New Jersey context.
Please do not reiterate previously made comments.
Regarding the cost cap issue, EMA understands that percentage-based cost caps are law
handed down by the NJ Legislature to the BPU for enforcement. That said, EMA still feels
it important to share its perspective on what we believe to be an extremely misguided RPS
provision. Percentage-based cost caps are worst-practice RPS design when it comes to
cost containment. This is because percentage-based costs caps introduce investment
uncertainty into a market-based policy mechanism which is fundamentally designed to
leverage private investment (at the risk of private investors) for the achievement of legally
established and enforceable clean energy targets. This provision increases the cost of
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capital required to achie e Ne Jerse s RPS, since participants must build in risk
premiums to financial transactions since RPS requirements are not known with certainty
to retail electricity suppliers, developers, or investors (i.e., they could be lowered in the
future). This distorts the pricing signal the RPS is designed to provide through its tradable
REC markets because participants are unable to model supply and demand and therefore
unable to understand how much renewable energy needs to be purchased or developed.
In New Jersey s case, although ell-intentioned by its advocates, the introduction of
percentage-based costs caps has severely damaged the RPS investment mechanism
because they are not set high enough to accommodate competing legislative priorities
(i.e., in-state jobs vs. cost-effective clean energy achievement). This has damaged liquidity
in the NJ Class I and NJ SREC markets and has distorted the investment signal that
developers, investors, and compliance entities rely on to fulfil the RPS. It is also extremely
unfortunate that this pro ision as inserted into NJ s RPS right at the time New Jersey
should be encouraging development of new resources that maximize federal resources
available to New Jersey through the investment tax credit and production tax credit (which
are declining year-over-year and will eventually expire). Percentage-based cost caps are
the least effective RPS design provision when it comes to balancing ratepayer impact and
RPS achievement.
Best- ac ice RPS de ig i ha al e a i e c
lia ce a e ( ACP ) ched le a e
the sole form of RPS cost containment. Fixed and transparent ACP schedules provide a
ceiling price on compliance costs, while providing the certainty the market needs to invest
in resources that can take up to five years to develop. The use of tradable REC markets
with pricing that is allowed to respond to supply and demand is the best way to contain
ratepayer impact while achieving the standards. This is because tradable REC markets
have an automatic cost relief valve oversupply relative to the standards will cause pricing
to decrease. The EMA believes it is a responsibility of market participants to manage price
risk appropriately regarding development and investment decisions.
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Appendix B

Best Practice Principles for Renewable Energy Certificate Markets
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Appendix C

Supplemental Guidance Document
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