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2o%® THE ASSIGNMENT

“The board shall complete a proceeding to
investigate approaches to mitigate solar
development volatility and prepare and submit,
pursuant to section 2 of PL.1991, c.164 (C.52:14-
19.1), a report to the Legislature, detailing its
findings and recommendations. As part of the
proceeding, the board shall evaluate other
techniques used nationally and internationally.
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9¢® PRESENTATION OVERVIEW
e

* Introduction to the Project Team

* Market Development Volatility Defined
e Analysis of Past Market Experience

* Market Development Volatility Drivers
* Example Policies

* Potential New Jersey Policy Options
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% Sustainable Energy Advantage, LLC

Mission: Sustainable Energy

Approach:  Sustainable Advantage

Helping governments, research institutions, developers, asset owners, investors,

and utilities build renewable energy businesses, markets, policies & projects...
through analysis, strategy & implementation

Consulting Services

* Renewable Energy Market,
Policy, Financial and Strategic
Analysis (regional & national)

Subscription Services

* New England Renewable Energy
Market Outlook’™ (REMO)
market fundamentals briefings

* New England Eyes & Ears*™
Regulatory, Policy & Legislative
Tracking and Analysis Service

* (full and solar versions)

Practice Areas

Public Policy Analysis, Development and Implementation
Quantitative Analysis and Modeling.

Strategy Development and Market Analysis.

Financial Analysis & Economic Feasibility.

Renewable Energy Supply & Procurement.

Transaction Facilitation, Contract Development and
Negotiation Support.

Business infrastructure development.
Financial Modeling and Advisory Services




2% ABOUT MEISTER CONSULTANTS GROUP
e
Company Description Expertise

 Renewable Energy

Energy Efficiency

Climate Adaptation
International Green Growth
Corporate Sustainability

* |International, Boston-

headquartered consulting firm

specializing in energy policy and

strategy development

* Clients include state energy Services
Market Research

Policy Analysis

Program Implementation
Network Management
Stakeholder Engagement
Participation and Dialogue

offices, local governments,

international institutions,
national labs, and the U.S. DOE.
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0.% THE NEW JERSEY SOLAR MARKET STRUCTURE

o’e® SoLAR AcT OF 2012
e Accelerated near-term SREC requirements on LSEs

* Provided BPU with discretion to approve solar projects on

farmland
* Developed program to support PV on brownfields

* Requirement that between EY 2014-2016 the BPU
approve 80 MW of grid-supply capacity per year

* Extended SREC banking to five years
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’0:0. SOLAR MARKET DEVELOPMENT VOLATILITY

.‘.‘ WHAT IS IT & HOW DO WE KNOW WHAT IT LOOKS LIKE?

Extensive BPU stakeholder process
* No consensus definition

 Based on roles in market, stakeholders differ on:

* Definition of “Solar Market Development Volatility”
e Future potential for volatility

* Limited discussion of what appropriate market volatility would

look like. Should New Jersey market be compared to:

e QOther state solar markets?
* Energy commodity prices?
e QOther similar industries?
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R SOLAR MARKET DEVELOPMENT VOLATILITY

 Team “Working” Definition: significant and rapid changes

in rate of market capacity additions over time.

* Analysis performed on a quarterly basis, but other timeframes
could be valid from market actor perspective.

 Why Quarterly Analysis?

* Provides some data smoothing but still allows for granularity

* Aligns with standard economic and business reporting data
e E.g., Quarterly business reporting, GDP, housing starts, etc.
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Analysis of Past

Market Experience
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'o:o. NJ SOLAR MARKET HISTORY

o'e® MULTIPLE FACTORS DRIVING MARKET BOOM
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‘.:.. MARKET PERFORMANCE BY SECTOR
.‘.‘ GRID-SUPPLY AND COMMERCIAL PEAKS DURING THE BOOM
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*.% MARKET PERFORMANCE BY SECTOR

.‘,’ QUARTERLY MARKET COMPOSITION VARIES OVER TIME
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0% MARKET PERFORMANCE BY SECTOR

.... STATISTICAL ANALYSIS 2009-2013

Commercial Non-Profit Public Residential

Average

Quarterly
Installations
(MW)
Standard
Deviation
Coefficient of

2.6 2.8 4.5

0.85 1.36 0.66 0.68 1.36

Variation

While measures of volatility are relative, sector
volatility over entire period is significant. But...
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“ege, MARKET PERFORMANCE BY SECTOR

.... VOLATILITY DIFFERS BY SECTOR OVER TIME
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.0:0. MARKET PERFORMANCE BY SECTOR

.’.‘ RESIDENTIAL DOMINATES NUMBER OF SYSTEMS
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%% MARKET PERFORMANCE BY SYSTEM SIZE

TN ) LARGE SYSTEMS DOMINATE VOLATILITY SPIKE
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Market Development Volatility Drivers
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0% MARKET DEVELOPMENT VOLATILITY DRIVERS

o e®  STAKEHOLDER PERSPECTIVES

* SREC Price Volatility

* Consensus views: market prices appear to have stabilized since
Solar Act

e Concern that future instability could lead to boom-bust
development cycles

e Lack of Long-term SREC Contracting

e Generally not provided by LSEs (typically have 1-3 year
contractual load obligations)

* Lack of substantial long-term forward SREC contract market
increases SREC revenue volatility
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0% MARKET DEVELOPMENT VOLATILITY DRIVERS

o e®  STAKEHOLDER PERSPECTIVES

* Limited Market Transparency

* Market transparency key to functioning of competitive markets
» Stakeholders note market information has improved
 Some note improved price information would be useful

e Potential for Regulatory Change

* Some stakeholders indicated expectations that demand schedule
likely to be revised in future

* Creates incentives to make decisions that look beyond current
supply and demand dynamics

19
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’.:o. POTENTIAL MARKET VOLATILITY DRIVERS
o"e® RESEARCH DERIVED

e Vertical Demand Curve

 SREC demand fixed based on legislatively established schedule...
not responsive to price

e Current SREC market supply based on investment decisions
made months and years earlier

* SREC prices near ACP in shortage, near zero in surplus
e SREC banking can

partia”y m|t|gate Price SREC prices are high P.. when the market iz
. - short (1.e., supply 1s tight, 5.)
SREC price volatility  sacp
Py  ---ooooo-- |

’f”f SREC prices are low, P;, when the market 15
long (1Le., supply 15 abundant, 5;)

P] ----------- B

Quantity

Requirement. B Adapted from Felder & Loxley |
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’0:0. POTENTIAL MARKET VOLATILITY DRIVERS
o’e® SREC REQUIREMENT SCHEDULE
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e_o_ POTENTIAL MARKET VOLATILITY DRIVERS
o e®  ANNUAL INCREMENTAL SREC REQUIREMENT SCHEDULE
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o o POTENTIAL MARKET VOLATILITY DRIVERS
o%e®  15-YEAR SREC GENERATION LIFE
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‘.:o. POTENTIAL MARKET VOLATILITY DRIVERS
o’e® FEDERAL TAX CREDIT EXPIRATION

* Federal Business Energy Investment Tax Credit (ITC) &

Residential Renewable Energy Tax Credit currently at 30%

* After 2016, ITC declines to 10 percent
* Residential credit is eliminated

* Accelerated development prior to incentive expiration

deadline is common phenomenon

* Prior spike driven by expiration of Sec. 1603 cash grants, bonus
depreciation

* Could lead to significant over-build in 2016 as developers
race to meet deadline

24
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0% MARKET DEVELOPMENT VOLATILITY MITIGANTS

.0.' EXISTING MARKET CHARACTERISTICS

* EDC Programs

* Regular capacity additions promote market stability

* Agreements to adjust programs to prevent SREC market over-
supply

 Solar Act Constraints on Grid-Supply Projects
* Reduces future potential for rapid market imbalances

 Relatively High Electricity Revenues

* Creates substantial and relatively stable PV project revenue
stream

* BGS Auction — Three Year Tranches
e Supports 3-year forward SREC market hedging

25
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Example Policies
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.0:0. EXAMPLE POLICIES

o e®  DEVELOPMENT AND EVALUATION CRITERIA

* Example policies generated from stakeholder process and

literature review of models used elsewhere

* Policy review based on BPU-provided criteria:

* Promotion of sustained orderly market development
* Minimization of ratepayer costs

* Creation of diverse marketplace, open to participation from
many ratepayer classes

* Long-term reductions in incentives leading to market
transformation

e Consistency with current legislation

27
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@
o%® PoLiCYy EVALUATION CRITERIA
L )
4 A
Market Development .
.re e Stable quarterly market capacity growth rate
Stability
.
4
Ratepayer Cost J Relatiye cost imposed on ratepayers per quantity of installed PV
capacity
.
4
Ratepayer Cost VoIatiIity J Varialgility of ratepayer costs for MWs of installed solar systems
over time
.
4
. ep epe e How difficult is policy implementation
Implementatlon FeaSIblhty e Likelihood of changes being broadly acceptable to stakeholders
.
e
. . e Support variety of supplier and host-project types
Market Diversity e Allow both large & small firms and hosts
.
e ) ] A
Long-term incentive . :
. ® Encourage market to move away from incentives
reduction
.
e
Consistency with Current e Consistent with existing RPS & SREC framework )
Framework e Operate best as a stand-alone or separate policy )
-
28
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0.0‘
o%® EXAMPLE POLICIES

Standard Offer
Contracts

Expand EDC Programs Green Bank Financing

with Volume-based
Price

Competitive
Procurement of Long- SREC Price Floor
term Contracts

Supply-responsive
Demand Formula

BGS SREC Auction RPS Assignment to
Tranche EDCs
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'.: POLICY FRAMEWORK
) MARKET DEVELOPMENT QUANTITY CONTROLS

£Target | £Open
S Quantity | S Quantity | S Ended

< . c . 2 .
2Policies | s Policies | 3 Policies

30
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0.% EXPAND EDC PROGRAMS
o e® PoLCY DESCRIPTION

e Stakeholders noted EDC programs were effective and should be
continued/expanded

e Recently approved program extensions provide roughly a third of
market development requirement over the next several years

* Could leaded to decreased potential future market volatility

* Provides long-term SREC price certainty to sub-set of market
* Requires roll-out schedule that syncs with SREC demand schedule

* Further expansion would not require major changes in market
structure

e Could crowd-out ‘unstructured market’ development

31

*&lstainable Energy Advantage, LLC o= MEISTER

CONSULTANTS GROUP



.0:0. ExPAND EDC PROGRAMS

o e® CRITERIA REVIEW

* Increase Stability

* If implementation is coordinated with demand schedule
* Minimize Ratepayer Cost

* Significant administrative costs

* Relatively high rates of return for loan program

* Ratepayer risk related to long-term contracting
* Implementation Feasibility

* Likely easily implemented through existing structures

Minimize . Increase Long-term
Increase Ratepayer Implementation

Complementar
Market Incentive P y

Cost Volatilit Feasibilit vs. Stand-alone
¥ 4 Diversity Reduction

Medium
(Loan +
Solicitation)
Low (EDC
Direct
Ownership)

Options Ratepayer

Stability e,

Expand
EDC Medium Low Unknown High
Programs

Medium | Complementary

32
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0.% GREEN BANK FINANCING

.0.0 PoLicYy DESCRIPTION

* Decreasing PV financing costs would lower required SREC

revenues

* Accelerates transition to market not bound by SREC demand schedule

Green Banks implement initiatives to attract private sector

capital by lowering financing risk

e Credit enhancements, interest rate buy downs, commercial PACE

* New Jersey’s proposed Resilience Bank follows a similar model

Number of states implementing Green Bank programs

 New York, Connecticut, Mass.

33
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0% GREEN BANK FINANCING

o e® CRITERIA REVIEW

* Increase Stability
* Moderate long-term stability increases from reduced SREC incentive
requirements
* Minimize Ratepayer Cost
* Direct ratepayer impact would depend on funding model
* Implementation Feasibility
* May require new legislation and creation of a new entity to coordinate
activities

- - Compatibilit -
Maximize - Minimize o .p y Maximize
Minimize . Maximize with long- .
Market Ratepayer Implementation Consistency
Market term

Ratepayer
Development - Cost Feasibility . . . . with Current
" Cost o Diversity incentive
Stability Volatility . Framework
reduction

Option

Green Bank
Financing

Medium Medium/Low Medium Medium Complementary
3
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STANDARD OFFER CONTRACTS WITH VOLUME-BASED PRICE
.0. PoLicy DESCRIPTION

* New generation of standard offer

$12

programs include volume-responsive /"v
Pricing lllustratior $113.23
pricing adjustments (california, Germany) N,
.,\0‘1 /‘;: \
* Limited volume available over short 3 s/ \1; "
] ] — S Se, s 2
period of time win 2823 N / &

i % 54 T,?’ y
. . . ce @3 .
* |If fully subscribed, price decreased in next 4 S01.23

round - %

| | | 512 >
1 | F—8 |

Bl-monthly Program Perlods

* Provides upper-bound for market
build rate

* Could result in market under-performance
if contract failure rate is high
35
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'0:0. STANDARD OFFER CONTRACTS

o'e® CRITERIA REVIEW

* Increase Stability
* Significant increase in market development stability
* Minimize Ratepayer Cost
* Long-term contracting could lead to lower SREC incentive requirements
e (Can be structured to be market-responsive with declining prices
* Ratepayer risk if technology prices decline substantially
* Implementation Feasibility
* Requires significant change to existing model
* Central contracting authority or EDCs
* Potential transition issues for existing system owners

Minimize Ratepayer . Increase Long-term
Implementation

Increase

Complementar
- Market incentive P y
Stability

E 1113 . . . vs. Stand-alone
Diversity reduction

Options Ratepayer Cost

Cost Volatility

Potentially
high
Standard Off:

ST High | Moderate | High Low depending |  High Stand-Alone
Contracts i

on policy

choices

36

*&lstainable Energy Advantage, LLC «* MEISTER

CONSULTANTS GROUP



o’e® COMPETITIVE PROCUREMENT OF LONG-TERM CONTRACTS
-e POLICY DESCRIPTION

* EDCs or central authority procure all SRECs through
competitive solicitation process for entire market demand

 Solicitations scheduled over relatively short, regular intervals
to maintain market activity

* Could be structured to provide support for range of system
types

e Variations of model used in Del., N.Y., Ct. and R.I.

* Requires carefully-tailored market entry barriers to prevent
speculative bidding while allowing new players to enter market

37
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.0:0. COMPETITIVE PROCUREMENT

o’e® CRITERIA REVIEW

* Increase Stability
* Significant increase in market development stability
* Minimize Ratepayer Cost
* Long-term contracting could lead to lower SREC incentive requirements
* Lowest cost systems built — drives competition
* Risk of over-payment if technology costs decline significantly
* Implementation Feasibility
* Requires significant change to existing model
* Central contracting authority or EDCs
* Potential transition issues for existing system owners

Minimize Ratepayer Increase Long-term

Impl tati ! ! Complementar
Ratepayer Cost i Market incentive i Y
o Feasibility o ! vs. Stand-alone
Cost Volatility Diversity reduction

I EHA
Stability

Options

Competitive Potentially

. High Stand alone
Procurement High &
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’o:o. SREC PRICE FLOOR

.0.0 PoLicYy DESCRIPTION

e Can be structured either as a firm floor or a soft floor

e Firm floor requires credit-worthy counterparty
e Soft floor could include market mechanisms to raise SREC value

* Improves certainty around minimum SREC market values

and can improve project financing

* Challenges in setting appropriate floor price in a diverse
market

* Likely best implemented with supply responsive demand
formula

39

*&lstainable Energy Advantage, LLC o= MEISTER

CONSULTANTS GROUP



.0:0. SREC PRICE FLOOR

o'e® CRITERIA REVIEW

* Increase Stability

* May prevent significant market declines, but could result in over-build in
absence of modulating demand

* Minimize Ratepayer Cost
e Could support lower cost financing
e Risk of floor being too high

* Implementation Feasibility
* Few viable examples of setting an effective floor; (effectiveness)
* Likely best implemented with other policies

Minimize Ratepayer Increase  Long-term

Implementation ! Complementar
Ratepayer Cost P . Market Incentive P ¥
o Feasibility . . . vs. Stand-alone

Cost Volatility Diversity Reduction

Increase
Stability

Options

Low to Low to
SREC Price Moderate, | Moderate,

Floor depending | depending
on details | on details

Medium Low Unclear Low Complementary
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2%e® SUPPLY-RESPONSIVE DEMAND FORMULA
e

e Establishes a preliminary SREC target which adjusts based on
an established formula

* Results are SREC obligations that respond to supply changes
and price signals
* Response is somewhat delayed

e SREC price swings are mitigated because market participants
can anticipate adjustments in SREC demand

 Complementary to banking

Total Compliance Obligation (Current Year)

= Total Compliance Obligation (CY — 1)

+ [(Total Projected SRECs Generated CY — 1) — (SRECs Generated CY — 2)]x 1.3]
+ (Banked VolumeCY — 2) + (Auction VolumeCY — 2)

Example from Massachusetts’ model 41
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% SUPPLY RESPONSIVE DEMAND FORMULA

.‘.‘ EVALUATION CRITERIA NOTABLES

* Increase Stability

* Allows market to adjust to external influences
* Minimize Ratepayer Cost

e Could raise or flatten near-term demand
* Implementation Feasibility

 Complexity

* May require new legislation

L Minimize Long-
Minimize . Increase
Increase Ratepayer Implementati term Complementary
" Ratepayer o Market .
Stability S Cost on Feasibility Incentive vs. Stand-alone

Diversit
Volatility 4 Reduction

Options

Supply-
Responsive High Neutral High Medium Neutral Neutral
Demand Formula

Complementary
or Stand-Alone

42
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se® BGS SREC AUCTION TRANCHE
e

* Basic Generation Service (BGS) procurement would
include tranches for long-term SREC contracts with the
overarching goals to:

e Separate the BGS retail load obligations of one or three years
from the SREC obligations.

e Auction procures SRECs thru distinct tranches over longer
duration than the current BGS obligation (e.g., 10 years)

* Intermediary entities (e.g., non-utility, credit-worthy
organizations potentially called Renewable Serving Entities
[RSEs]) respond, taking on long-term responsibility for
procuring and retiring SRECs; and,

* Ultimately provide a market composed of credit-worthy
entities purchasing long-term strips from SREC owners / solar

generators... who then retire SRECs associated with BGS load
43
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“e’s, BGS SREC AUCTION TRANCHE

.‘.‘ EVALUATION CRITERIA NOTABLES

* Increase Stability
* Dependent on RSE’s procurement strategy (duration)
* Dependent on load served by BGS tranche (% of market)
* Minimize Ratepayer Cost
* Uncertain (depends on RSE’s portfolio strategy; perception of
guantity risk)
* Could also increase transaction and administration costs
* Implementation Feasibility
* Defining role of, qualifying, policing of, etc. RSEs
* May require new legislation

. Lower
Minimize Ease of Increase Long-term

Ratepayer o Implementation Market Incentive

Cost Volatility Feasibility Diversity Reduction

Increase
N %111114Y

Complementary

Options
P vs. Stand-alone

BGS Tranche Unclear Unclear Complementary
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o%® RPS ASSIGNMENT TO EDCS
e

 Shift SREC obligation from LSEs to EDCs

* EDCs could be encouraged / legislated to take a portfolio

approach to SREC contracting

e LSEs have limited interests in longer-term SREC contracts
* Developer interest in long-term contracts

e EDCs are highly creditworthy

e SREC contracts with EDCs would likely lead to lower system
financing costs

45
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°.° RPS ASSIGNMENT TO EDCs

.... VALUATION CRITERIA NOTABLES

* Increase Market Stability
* Would depend on EDC SREC portfolio procurement SREC structure
* Minimize Ratepayer Cost

* Long-term contracts could lower SREC incentive requirements, lowering
ratepayers cost

* Implementation Feasibility

* Would be a major change from current policy and disruptive to current
business models.

L Lower
Minimize Increase Long-term Complementar

Incr R r Implementati !
- efa.se Ratepaye atepaye pie e. .tgto Market Incentive vy vs. Stand-

Stability Cost n Feasibility : : :

Diversity Reduction alone

FCOSt\olatility

Options

RPS Obligation - |NANI IS MRUE | s alee
to EDCs to Low
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Tentative

Potential NJ Policy Options
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pC O POTENTIAL PoLicy OPTIONS
[ )
Option 1: Option 3:
No future Moderate

intervention in
current framework
-Supply-Responsive
Demand

Limited Policy — -Price floor

Adjustments | Transformation of
Policy Framework

policy
intervention

Option 2:

Establish Option 4:
complﬁmentary Adjust market structure
policies to capped quantity
-Green Banks incentives

-EDC Program
Expansion

-Procurement Model
-Standard Offer
Contracts 48
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o%® OPTION 1: NO FUTURE POLICY INTERVENTION
e

* Implement existing policies and programs, but make no

new adjustments to incentive programs
* The Solar Act of 2012 included major changes to stabilize market
development:

e Future caps on grid-supply projects
e Extension of banking provisions
* Near-term acceleration of demand
* Decrease in SACP levels

e Other recently implemented policies include:
e Reporting requirements for large projects
* Extension of EDC financing programs

* These should reduce solar market development volatility

49
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.8, OPTION 1: NO FUTURE POLICY INTERVENTION
o“e®  BENEFITS

* Enhances regulatory certainty

* Implementation of Solar Act has reduced potential solar

market development volatility

* Existing system owners and other market stakeholders

protected from regulatory change

* Acknowledges perspective of many stakeholders

50
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.o:o. OPTION 1: NO FUTURE PoLICY INTERVENTION
0’e®  CHALLENGES

* Current demand schedule creates conditions for potential

future market volatility

e Decline in build rates built into schedule from 2019-2022

* Projects limited to 15-years of SREC eligibility suggests demand
spike thereafter

 Market may or may not be able to adapt to Federal ITC

e Loss of major incentive in 2016

e Potential over-supply event in 2016 due to increased build rates
to capture 30 percent ITC

* Development stability bolstered by credible commitment
to a “hands-off” approach during periods of over-supply
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“ege_  OPTION 2: POLICY INTERVENTION WITH COMPLEMENTARY
o%® POLICIES

* Implementation of one or more complementary initiatives

to further stabilize solar development:

2.1 Expansion and long-term extension of EDC financing programs

e Goalis to increase the proportion of the market participating in
procurements

2.2 Implementation of PV financing initiatives under a Green Bank

e Goal to reduce financing costs, diminish relative reliance on
volatile SREC revenue streams, and accelerate transition away
from SREC market as required incentive

* Policies could be implemented in complementary fashion or
independently
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0.0. OPTION 2: POLICY INTERVENTION WITH COMPLEMENTARY POLICIES
o'e®  BENEFITS

2.1 Expanding EDC Programs

* Implemented through existing models
 Significant past experience and market acceptance
* Competitive procurement drives market transformation

2.2 Green Bank

e Could be implemented through adapting existing structures (e.g.,
Resilience Bank)

e Reduces cost of capital, leading to market transformation away from
SREC incentives
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OPTION 2: PoLICY INTERVENTION WITH COMPLEMENTARY POLICIES
.0. CHALLENGES

2.1 Expanding EDC Programs

* Administrative cost of programs may be high
* Increased ratepayer exposure under current model

e Ratepayer impact may be positive or negative, but increased program
size increases potential risk

* Non-procured market segment will either shrink, or exacerbate
market development volatility

2.2 Green Bank

 Models are immature, limited experience

* May require legislation, initial capitalization and significant program
design/implementation

 May not be able to attract private-sector investment as planned

* Experience limited, CEFIA and NYSERDA models currently in early
stages
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.0:0. OPTION 3: MODERATE INTERVENTION WITHIN CURRENT
(]

o’e® MARKET FRAMEWORK

* Implement supply-responsive demand curve with, or

without, SREC price floor, through new legislation

* Supply-responsive demand curve would use a predetermined
formula to adjust market demand in response to supply
conditions

e SREC price floor could be either a ‘soft’ or ‘firm’ floor depending
on legislated mechanism, risk appetite and credit-worthiness of
buyer-of-last resort
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'0:0. OPTION 3: MODERATE INTERVENTION WITHIN CURRENT
o’¢® MARKET FRAMEWORK

BENEFITS

* Expected to dampen market development volatility

* Allows market to better respond to shifting conditions

* Changes to global module prices, changes to federal tax
Incentives, etc.

* Reduces potential for iterative legislative intervention in
demand schedule

* Floor mechanism creates enhanced revenue certainty =»
allows for lower cost financing =»lower overall program

costs

* Firmer floor leads to lower SREC price volatility and
increased potential for debt financing
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.0:0. OPTION 3: MODERATE INTERVENTION WITHIN CURRENT

o’e® MARKET FRAMEWORK
CHALLENGES

e Supply-Responsive Demand Curve:

e Lag-time in supply-responsive demand formula impacts effectiveness

* Increase in demand may increase ratepayer costs relative to current
policy

* Price Floor:

* Establishing and funding floor mechanism could be challenging

* Establishing a proper floor price will be critical to ensuring market
diversity and limiting buyer-of-last resort’s exposure

* Procedure for surplus SRECs when market reaches floor
* Purchase vs. Banking/Reserves
* Floor is a transfer of risk from system owner to another entity

* Complexity
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o%® OPTION 4: IMPLEMENT QUANTITY INCENTIVE
e

e Convert entirety of market to either:
4.1 Competitive procurement or

4.2 Standard offer contract with volume-based price

e Central procurement entity (or entities) provide long-term
contracts in advance of system installation

* Would include regular awards over short time intervals to ensure
continuous market activity

* Could include mixed-policy model with procurements for large
grid-supply projects and standard offers for smaller system types
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‘.:.. OPTION 4: IMPLEMENT CAPPED QUANTITY INCENTIVE
o’e® BENEFITS

* Benefits: Auction & Standard Offer (4.1 & 4.2)

* Long-term contracts lower system cost of capital leading to
lower incentive requirement

* Reduced opportunity for developer windfall
* Allows incentive levels to adapt to external market forces
e Can be structured to support market diversity

* Benefits: Auction (4.1)

* Most assured potential reduction of market development volatility, if
speculative bidding minimized

* Least-cost award model drives competition at project level

e Benefits: Standard Offer (4.2)

* Drives supply chain competition
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®e%  OPTION 4: IMPLEMENT CAPPED QUANTITY INCENTIVE
...

o’e® CHALLENGES

* Challenges: Auction & Standard Offer (4.1 & 4.2)

* Disruptive to existing business models

e Similar options already evaluated during prior market transition
* Requires significant new responsibilities for procurement entity

e Challenges: Auction (4.1)

» Speculative bidding vs. barriers to participation (i.e., security, etc.)
* Build rates may be less than expected due to speculative bidding

* Prices set based on speculative bids could cause developers to exit market
* Winning projects are unknown

* Requires developers to develop/sell more projects than succeed, increasing costs
* Host customer frustration with losing bids

* Challenges: Standard Offer (4.2)

* Speculative queuing may result in less than expected build rates 0
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