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NeZ JeUVe\ 2019 EQeUg\ MaVWeU PlaQ (³EMP´) 

Clean and Renewable Energy Work Group  
 

VIA ELECTRONIC DELIVERY           October 12, 2018 

Mr. Kenneth Sheehan 
Director ± Division of Clean Energy 
Board of Public Utilities 
44 So. Clinton Avenue 
Trenton, NJ 08625 
 
 
 Re: Renewable Portfolio Standard Policy Recommendations for the Clean 
and Renewable Energy Component of New Jersey’s 2019 Energy Master Plan 
 
Dear Mr. Sheehan: 

TKH EQYLURQPHQWaO MaUNHWV AVVRcLaWLRQ (³EMA´) aSSUHcLaWHV WKH RSSRUWXQLW\ WR 
provide input to the Clean and Renewable Energy Work Group (³WRUN GURXS´). EMA 
applauds GRYHUQRU MXUSK\¶V JRaO RI HVWabOLVKLQJ a SaWK WR 100% clean energy for New 
Jersey (³NJ´) by 2050 aQG cRPPHQGV WKH BRaUG RI PXbOLc UWLOLWLHV (³BPU´) IRU Lts leadership 
in making New Jersey a national leader in renewable energy. NJ¶V renewable portfolio 
VWaQGaUG (³RPS´) policy has been successful at incentivizing new clean and renewable 
energy generation since its enactment and serves as an example for other stateV¶ 
policymakers. We look forward to participating in this process to ensure NJ accomplishes 
its economic and environmental sustainability policy objectives in the most efficient and 
cost-effective manner. 

The EMA is a U.S.-based trade association representing companies that have 
interests in the trading, legislation, and regulation of environmental markets. EMA was 
founded in 1997 as a 501(c)(6) not-for-profit organization. The members have decades of 
extensive, first-hand experience with market instruments related to federal and regional 
cap-and-trade programs in sulfur dioxide, nitrogen oxide, and greenhouse gas  emissions, 
as well as state-driven UHQHZabOH HQHUJ\ cHUWLILcaWH (³REC´) programs. EMA¶V diverse 
member group represents a wide variety of participants in the clean energy markets, from 
utilities and electricity suppliers to renewable energy project developers and investors. 
Our members have extensive operational experience with RPS compliance, REC trading, 
and renewable energy investment in several states and, collectively, have contributed to 
the aggregate economic investment of billions of dollars to achieve NJ¶V RPS. The EMA 
has a vested interest in the continued success of market-based mechanisms and RPS 
programs throughout the U.S. Given this, we believe that the EMA is uniquely qualified to 
share its experience with the Work Group and the EMP process that New Jersey is 
embarking on, especially as it relates to NJ¶V RPS and its continued use as the primary 
policy framework on the path toward 100% clean energy by 2050. 

 

As stated in the Clean and Renewable Power Stakeholder Discussion Points, the 
focus of this Work Group is on shifting NJ¶V HQHUJ\ SURGXcWLRQ SURILOH aZa\ IURP a reliance 
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on fossil fuels and moving toward clean energy sources. To achieve this, NJ policymakers 
will be required to maintain a delicate balance between fostering a robust environment for 
the development of the clean energy resources it seeks, while at the same time closely 
scrutinizing and minimizing the cost to ratepayers. EMA strongly believes that using a 
market-based policy solution with competitive market elements will be the most cost-
effective path toward a 100% clean energy future. As such, the EMA recommends that NJ 
accelerate its progress toward this goal by building upon the competitive REC market 
model that is successfully in place today. 

To that point, 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 A) and a Supplemental 
Guidance Document (attached as Appendix B). 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 

NJ should continue to achieve its RPS targets using tradable RECs, wherever 
possible. Tradable RECs allow for accountable policy objectives, compliance 
flexibility, and financial innovation1. 

2) Market-Based Pricing 

NJ 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 protection2, information 
feedback signals, and a more diverse participant base. 

3) Market Design that Fosters Transparency, Competition, and Liquidity 

NJ should continue to promote competition among all technologies and for all REC 
classes (NJ Class I, NJ Class II, NJ SREC, aQG WKH IRUWKcRPLQJ ³NJ SREC II´ 
program) by maintaining all RPS obligations with electricity suppliers as opposed 
to electric distribution companies. NJ should avoid placing long-term contracting 
obligations on any electricity supplier or on ratepayers. In circumstances where 
tradable RECs may not acKLHYH NJ¶V SROLc\ RbMHcWLYHV (e.g., offshore wind), NJ 
should ensure that the design of a long-term contracting program does not interfere 

                                                           
1 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. 
 
2 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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RU GaPaJH WKH LQWHJULW\ RI NJ¶V other REC classes or NJ¶V competitive retail supply 
market. Well-designed REC markets allow for market efficiency, liquidity, 
investor certainty, and lower costs of capital that support cost-effective RPS 
achievement. 

4) Market Oversight 

NJ 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 
 

NJ¶V RPS PHcKaQLVP has been successful because it facilitates private investment 
at the risk of private investors, not ratepayers, and is designed to accommodate, 
not preempt, other federal, regional, and state policies. NJ 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¶V SULQcLSOHV aQG VXSSOHPHQWaO GHVLJQ SUacWLcHV encourage private market 
investment and result in well-functioning and efficient markets that achieve the stated 
goals at the most competitive price to ratepayers. EMA¶V REC market principles are 
intended to maintain the integrity of the RPS mechanism, which is extremely effective and 
is GHVLJQHG WR HIILcLHQWO\ ZRUN ZLWK NJ¶V UHWaLO electric choice policy. 

TKH SURJUHVV acKLHYHG b\ NJ¶V RPS SROLc\ WKURXJK WKH XVH RI WUaGHabOH SURGXcWV 
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 that will be part of the EMP.   The 
following table contains a summary of key NJ RPS data: 

 

These key conclusions from this data are: 

x Scale: NJ's RPS supports 14,551 PHJaZaWWV (³MW´) RI UHQHZabOH HQHUJ\ within 
the PJM footprint that produced 28,644,411 megawatt-KRXUV (³MWh´) of clean, 
verified, electricity in EY2018. NJ-certified clean energy production has seen an 
11.0x increase since data became available in EY2005. RPS policy is extremely 
effective at ensuring large-scale capacity development in legislated timeframes. 
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x Additionality: 90%, or 13,156 MW, of NJ-certified renewable energy capacity has 

come online since NJ restructured its electricity market and enacted its RPS policy. 
 
In-State vs. Out-of-State Generation Capacity: NJ's solar renewable energy 
cHUWLILcaWH (³SREC´) market has supported significant in-state generation capacity. 
NJ¶V COaVV I REC PaUNHW KaV mostly encouraged build outside of the state but 
within the PJM Interconnection region, of which NJ is a member. There has been 
a long-standing debate among stakeholders about the merits of procuring in-state 
vs. out-of-state generation through RPS policy design. This data suggests that 
there is an inherent trade-off in cost between incentivizing in-state and out-of-state 
clean energy resources. Although Class I and Class II resources now procure 
almost 20% RI NJ¶V cOHaQ HQHUJ\ aW a cumulative cost of $500 million to date, solar 
resources produce only 5% RI WKH VWaWH¶V HOHcWULcLW\ needs at a cost of $2.2 billion 
to date (80% of cumulative RPS costs since enactment). In-state clean energy 
resources can provide additional benefits in the form of local employment, tax 
revenue, and grid resiliency, but these additional benefits appear to come at a 
higher cost and lower penetration rate than out-of-state resources. Procuring out-
of-state resources, through a tradable REC market where prices have been able 
to respond to supply and demand, has been incredibly cost-effective in achieving 
NJ¶V RPS and protecting ratepayers. As New Jersey¶V RPS targets continue to 
increase, and the market share of in-state solar and offshore wind climb, the 
continued regional participation through a tradable NJ Class I REC market is 
crucial to containing ratepayer costs while achieving aggressive RPS targets. 
 

x Tradable REC Markets vs. Long-term Contracts: There is also 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, NJ¶V RPS 
has easily achieved its targets through tradable REC markets without the need to 
obligate ratepayers to long-term contracts or feed-in tariffs. Although NJ 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 REC markets (as 
opposed to the outright displacement of the REC markets). Other jurisdictions have 
made the mistake of sacrificing the benefits of competitive REC markets for long-
term contracting programs, often at the expense of environmental and economic 
impact. It is also useful to note that well-designed RPS programs with tradable 
RECs already facilitate forward contract markets and bilateral long-term purchase 
aJUHHPHQWV. TRGa\, NJ¶V RPS IacLOLWaWHV a URbXVW IRUZaUG PaUNHW IRU its 
participants. 

 

EMA believes WKaW NJ¶V RPS accomplishments would not have been possible 
without the reliance on, and oversight of, a competitive REC-based marketplace. Looking 
ahead, EMA encourages policymakers to ³place greater reliance on competitive markets, 
with the explicit goal of encouraging and ensuring the emergence of new entrants that can 
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foster innovations and price competition.´3 More specifically, EMA offers the following 
recommendations to LPSURYH NJ¶V RPS SROLc\ aQG LWV cRPSHWLWLYH REC PaUNHWV:  

1) Remove all percentage-based cost cap provisions in all years from NJ¶S RPS. IQ 
well-designed REC markets, alternative compliance payment schedules should 
be the only form of cost containment. This is an extremely important concept for 
policymakers to understand. The RPS mechanism is designed to facilitate private 
investment which is, in part, recovered by future REC cash flows. Alternative 
Compliance Payment provisions serve an important purpose in that they protect 
ratepayers from excessive cost from infinite pricing in an undersupplied market 
while providing developer and investors certainty into the price range in which 
RECs can trade. Percentage-based cost caps stifle market liquidity and make it 
harder to raise project finance, which increases the cost of capital to build new 
projects and ultimately ratepayer costs. This is not a theoretical concept. Today, 
NJ¶V SHUcHQWaJH-based cost caps are negatively impacting liquidity and are 
creating a great deal of uncertainty over future NJ Class I REC demand, which 
fundamentally weakens the RPS in a way that deters private investment in new 
generation capacity. Private investment in generation capacity drives the 
environmental, economic, and social benefits that the RPS policy seeks. This 
provision runs counter to RPS objectives. 

 
2) Establish RPS percentage schedules in a timely fashion as forward looking as 

possible. A long-dated and transparent schedule is essential to price discovery, 
market transparency, and liquidity. Long-term schedules give producers and 
compliance buyers information they need to develop and purchase renewable 
energy. 
 

3) Maintain and preserve the integrity of the current Class I ACP rate. It is important 
to recognize that sufficiently high and stable ACP rates provide the market the 
proper signals to encourage investment and incentivize new projects. This 
provision is fundamental to the creation of a tradable and liquid market. 
 

4) In implementing the 3,500 MW Offshore Wind carve out, do not reduce NJ Class I 
REC demand until a project has become commercially operable and is producing 
RECs. This will ensure RPS integrity, by ensuring that if a project awarded a long-
term contract is delayed, the RPS is still procuring RECs (and therefore the 
benefits of those attributes) from market participants on an annual basis. Change 
the Offshore Wind ACP mechanism to require Tier I RECs in-kind before any ACP 
payment can be made. 
 

5) Implement an open and tradable NJ SREC II program as a successor to the NJ 
SREC program. As stated in the Clean Energy Act of 2018, policymakers are 
encouraged to implement its responsibilities in VXcK a PaQQHU aV WR ³«SOacH 
greater reliance on competitive markets, with the explicit goal of encouraging and 
ensuring the emergence of new entrants that can foster innovation and price 
cRPSHWLWLRQ.´ (cLWaWLRQ ± VHcWLRQ ³L1´) IQGHHG, EMA HQcRXUaJHV NJ to build on this 
record of competitive success and asks the BPU to consider its Best Practice 

                                                           
3 This language is cited from S2314 / A3723 lines 14-16 LQ WKH cRQWH[W RI WKLV bLOO¶V OHJLVOaWLYH GLUHcWLYH WR WKH 
BPU LQ GHVLJQLQJ NJ¶V VXccHVVRU VROaU SURJUaP. TKH EMA IHHOV that this principle should be usefully applied 
to the entire RPS. 
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Principles for REC markets when designing this program. We also ask that if any 
long-term contracting provisions are to be used, that they maintain a similar 
structure to the NJ SREC II-based financing program and do not displace the 
SREC demand mechanism. The successor program should be structured 
similarly to the current, successful, SREC program and RPS obligations should 
remain on suppliers in the form of SREC purchases. 
 

6) Explore how the RPS policy can evolve to support grid resiliency and 
technologies such as cogeneration and energy storage through tradable 
environmental commodities. 

 
As federal policy changes, such as through the expiration of tax incentives for 

renewable energy investments, a policy that has been essential to supporting renewables 
growth in the region, the policy actions of NJ and that of its fellow member states in the 
PJM region will become even more important. It is imperative for policymakers 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-
HIIHcWLYHO\ VXSSRUW NJ¶V cOHaQ HQHUJ\ WaUJHWV. FaLOLQJ WR PaNH VXUH cRPSHWLWLYH markets 
remain in place for the achievement of these RPS goals 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 towards its clean 
energy future. 

 

Sincerely, 

 

David Bernstein 

Executive Director 

Environmental Markets Association 

Ph: (212) 297-2138 
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Appendix A ± Best Practice Principles for Renewable Energy Certificate Markets 
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