
From: renewables-bounces@njcleanenergy.com on behalf of Hunter, B
To: Renewable Energy Committee (Notification)
Subject: RE: Reminder RE Committee Meeting - Trenton Monday 1/7/13 at 1 PM
Date: Monday, January 07, 2013 12:24:57 PM
Attachments: Letter to BPU.pdf

Copy of Nj EDC Model.pdf
ATT00001.txt

Note, we also received a request to discuss a solution to solar market development volatility, that
we may discuss during today’s agenda time permitting, see attached and also posted to the RE
Committee logistics page at http://www.njcleanenergy.com/main/clean-energy-council-
committees/renewable-energy
 
Scott
 
B. Scott Hunter
Renewable Energy Program Administrator,
Office of Clean Energy
Division of Economic Development and Energy Policy
New Jersey Board of Public Utilities
44 S. Clinton Ave., POB 350
Trenton, NJ 08625-0350
www.njcep.com
(609) 292-1956
 
 
 
From: renewables-bounces@njcleanenergy.com [mailto:renewables-bounces@njcleanenergy.com] On
Behalf Of Garrison, Charlie J (NJ10)
Sent: Monday, January 07, 2013 10:52 AM
To: Renewable Energy Committee (Notification)
Subject: RE: Reminder RE Committee Meeting - Trenton Monday 1/7/13 at 1 PM
 
Attached please find the agenda and meeting materials for today’s meeting.
 
Regards,
 

Charlie
From: renewables-bounces@njcleanenergy.com [mailto:renewables-bounces@njcleanenergy.com] On
Behalf Of Garrison, Charlie J (NJ10)
Sent: Friday, January 04, 2013 12:23 PM
To: Renewable Energy Committee (Notification); smallwind@njcleanenergy.com
Subject: Reminder RE Committee Meeting - Trenton Monday 1/7/13 at 1 PM
 
The next Renewable Energy Committee Meeting will be held in Trenton on Monday
January 7, 2013 from 1:00 – 3:30 pm. The Agenda and presentations will be sent out
prior to the meeting.
 

mailto:renewables-bounces@njcleanenergy.com
mailto:B.Hunter@bpu.state.nj.us
mailto:renewables@njcleanenergy.com
http://www.njcleanenergy.com/main/clean-energy-council-committees/renewable-energy
http://www.njcleanenergy.com/main/clean-energy-council-committees/renewable-energy
mailto:renewables-bounces@njcleanenergy.com
mailto:renewables-bounces@njcleanenergy.com
mailto:smallwind@njcleanenergy.com
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3838 N. Braeswood Blvd. Unit 356 


Houston, TX, 77025 


801-455-3033 


January 3, 2013 


Mr. Scott Hunter 


New Jersey Board of Public Utilities 


44 South Clinton Avenue 


Trenton, NJ 08625-0350 


 


RE: Response to request for suggested agenda items for the upcoming Renewable Energy 


Committee meeting regarding solar market development volatility. 


 


 


Dear Mr. Hunter, 


 


Thank you for the opportunity to submit suggestions for discussion at the upcoming RE 


Committee meeting. In response to your request during the December meeting Alpha Inception 


would like to suggest the following proposals be discussed on the agenda for the upcoming 


Committee meetings: 


1. The establishment of an Auction Reserve Price 
2. The establishment of a Price Containment Reserve 
3. Potential mechanisms for Reintroduction of Reserve SRECS 


Included below, for your consideration, is an analysis by Alpha Inception highlighting the 


potential benefits of the above-mentioned mechanisms. You will find that by creating an Auction 


Reserve Price or “floor” in the SREC auctions and allowing for a Price Containment Reserve to 


hold in reserve any SRECs that fail to clear at the floor price, market confidence and stability 


will return to New Jersey’s Renewable Energy Program. This confidence will promote economic 


growth for the state through the encouragement of further developments in solar generation 


(keeping pace with demand), thereby adding to the number of jobs within the state. 


We thank the committee members for their interest and efforts in working to achieve a real 


working solution to the current issues surrounding the SREC program. 


Sincerely, 


 


Andre Templeman 


Principal 


andre@alphainception.com
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CURRENT SREC MARKET OUTLOOK 


During the first year of the program SRECs traded near the Solar Alternative Compliance 


Payment (“SACP”) of about $650.
1
 Recently, as a result of oversupply concerns in the market, 


prices have collapsed considerably down to levels between $60 and $70. On July 23, 2012 New 


Jersey Governor Chris Christie signed bill S-1925 that increased the solar component of the 


Renewable Portfolio Standards (“RPS”) from a fixed 772 Gwhrs in 2014 to 2.050%,
2
 with 


subsequent increases in remaining years.  S-1925 also established a diminishing SACP through 


2028
3
 and extended the useful life of an SREC to 5 years, among other things.  


Although these adjustments are intended to stabilize the SREC market, alone they are 


insufficient to balance the volatile “boom/bust” cycle we have seen as a result of the current 


market construct. This cycle of rapid escalations in demand followed by an oversupply of SRECs 


in leads to an increased cost to the load serving entities and ultimately the ratepayers themselves.  


Additionally, the lack of predictability in the market has stymied economic development and 


employment opportunities within the state. Simple economic analysis of the SREC market shows 


the need for a substantial increase in SREC prices before there is any incentive for companies to 


invest capital into building new solar projects. The current market equilibrium price of SRECs to 


support continued steady solar development is approximately $180/SREC. However, instability 


in the market causes artificially high SREC prices when supply is low which in turn causes a 


surge in new installation projects likely to flood the market once again with a surplus of SRECs 


continuing this boom/bust cycle, harming developers, utilities, and ultimately ratepayers. Due to 


a significant surplus of existing market supply and the large amounts of SRECs offered in the 


quarterly EDC auctions, prices continue to fluctuate between $70 and $80. 


Under the EDC program the last couple of years; utilities have purchased output from these 


projects at SREC prices of up to $350/MWh for 10 years. The EDC program requires utilities to 


sell the quarterly SREC generation at the EDC auction, which due to oversaturation of SRECs 


and low auction value, has resulted in significant losses of approximately $200/SREC sold.
4
 Flett 


Exchange, a leading solar market exchange, brokerage and consulting firm, in a recent market 


brief to clients estimated losses of $18,000,000 as a result of the recent October 2012 auction in 


which SRECs sold for around $70.
5
 It is expected that if the current low SREC prices continue 


and development is curtailed, demand will outpace supply in 2015 and 2016 resulting in yet 


another artificial price spike. (See attached Appendix 1). According to Alpha Inception’s 


estimates the 2016 excess demand will be nearly 400MWs. The potential 2016 price spike 


resulting from this shortage is likely to be $323, which represents the 2016 SACP. Assuming this 


price trend of $80/SREC continues nearly 1,000,000 EDC SRECs will likely be sold at a 


                                                      
1
 http://www.njcleanenergy.com/renewable-energy/project-activity-reports/srec-pricing/srec-pricing; 


http://srectrade.com/srec_prices.php 
2
 N.J. Stat. Ann. § 48:3-87 (d)(3) 


3
 N.J. Stat. Ann. § 48:3-87 (j) 


4
 Auction results: April 2012 approx. $155, July 2012 approx. $135, and October 2012 approx. $70 


5
 http://www.njcleanenergy.com/renewable-energy/project-activity-reports/srec-pricing/srec-pricing 
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significant loss.
6
 The total loss the ratepayers are likely to suffer as a result of the current market 


structure and volatility could be approximately $160,000,000.
7
  


PROPOSED MARKET SOLUTION 


To accomplish the purposes of the SREC market and encourage future development to keep pace 


with future demand, Alpha Inception respectfully requests the Board consider adopting into 


regulation the following market control mechanisms: 


1. Establish an Auction Reserve Price (“ARP”)  


Having an ARP in place sets a floor price for SRECs and would mean that SRECs would not be 


sold for less that the ARP. It would therefore, protect ratepayer investments in solar projects by 


not being forced to sell at significant losses. In addition, short-term prices will rise to equilibrium 


levels and provide incentives for reasonable market stability.  


2. Create a Price Containment Reserve (“PCR”) 


If the auction fails to clear at the ARP for all or a portion of the quarterly volume, SRECs would 


be transferred to the PCR. Reserve volumes would then be held for a designated period of time 


until demand has increased sufficiently. (See attached Appendix 2).  


3. Establish a mechanism to gradually reintroduce reserve volumes when demand exceeds 


supply. 


After the designated trigger for reintroduction of credits held in reserve has been met, reserve 


volumes would then be reintroduced into the market in a controlled manner.
8
 Implementation of 


these price containment reserve instruments will bolster current market mechanisms and provide 


much needed stability and security. A gradual reintroduction of the reserve protects against 


supply shortages as well as price spikes and creates a design that is more sustainable in the 


market by dampening volatility, taming the current boom/bust cycle. (See attached Appendix 3). 


CONCLUSION 


Ultimately, the benefactors of the proposed market mechanisms will be the ratepayers through 


the protections against future price spikes and non-discounted selling. The net savings for New 


Jersey residents resulting from the Price Containment Reserve is projected to be roughly 


$140,000,000.
9
 In addition to ratepayer savings, these proposed standards provide jobs and 


protect against supply shortages by enticing new build solar installation projects and 


infrastructure as well as creating reserves in years of excess protecting ratepayers from future 


price spikes.  


                                                      
6
 Estimate assumes 75,000 SRECs per auction x 4 quarterly auctions each year for 3 years (2013-2015).  


7
 $90 million loss in rate payer investments in solar (market equilibrium price of $180 – $80 recent SREC price at 


auction) plus $70 million in additional costs from purchasing SRECS at the 2016 ACP of $323/SREC instead of the 


equilibrium price of $180.  
8
 In order to prevent an oversupply, SRECS could be reintroduced at auction in increments of approx. 25% for 


example.  
9
 ($160,000,000 savings from mitigated losses + increased costs) – ($20,000,000 in carry costs (assuming 8% cost of 


carry), resulting from shifting excess EDC auction supply from 2013 to 2016. 
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Appendix 1 


 


  







lpha Inception, llc  Page 4 of 5 


Appendix 2 
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Appendix 3 


 


 


 








EDC Auction - Ratepayer Impact:


Market Assumptions:


Market Oversupply until 2015/2016 (see next tab)


Excess demand in 2016 (MWhs) 494,400           


ACP in 2016 ($/SREC) 323.00$           


Initial Utility EDC Purchase Price ($/SREC) 350.00$           


Market Equilibrium Price ($/SREC) 180.00$           


Cost of Carry 8%


EDC Assumptions: Oct-12 Jul-12 Apr-12


2013 Forward Price 85$                  160$          175$          


EDC Auction Clearing Price ($/SREC) 70$                  135$          155$          


EDC Discount to Forward Price ($/SREC) (15)$                (25)$          (20)$          


Average Discount to forward price (20)$                


2013 2014 2015


Current Forward Curve 90$                  95$           115$          


Average 3-year strip price ($/SREC) 100$                


Less EDC Average Discount to forward price (20)$                


Expected EDC clearing price ($/SREC) 80$                  


EDC Auction Volume (SRECs) 75,000             


EDC Auction Volume 2013-2015 900,000           


Analysis:


1. Forced EDC/Customer Losses: (243,000,000)$  


2. Increased Costs to Ratepayer:


Lost Ratepayer Investment in Solar (90,000,000)$   


Increased costs in 2016 (70,699,200)$   


(160,699,200)$  


EDC Proposal Savings:


Avoided costs to ratepayer 160,699,200$   


Cost of carry charges (18,699,264)$   


Net Savings 141,999,936$   






_______________________________________________

Renewables mailing list



Renewables@njcleanenergy.com

To make changes to your subscription preferences, be removed or request someone else be subscribed to this listserv please contact webmaster@njcleanenergy.com with your request or visit:

http://mail.njcleanenergy.com/mailman/listinfo/renewables



Call-in number: 1-866-740-1260
Meeting ID: 2183408#
 
Location:
First floor Multi-Purpose Conference Room
New Jersey Board of Public Utilities
44 South Clinton Avenue
Trenton, NJ 08625-0350 
 
There is a parking deck alongside the building, and visitors should enter from the front
of the building to get a visitor pass. 
The building is also near the Trenton train station should you desire mass transit.
 
Future meeting date announcements may be found at the webpage listed below.
 
http://www.njcleanenergy.com/main/clean-energy-council-committees/renewable-
energy
 
 
 
Regards,
Charlie
 
Charlie Garrison 
New Jersey’s Clean Energy Program™
c/o Honeywell, Inc 
145 Route 46 West 
Wayne, NJ  07470
www.njcleanenergy.com
 

http://www.njcleanenergy.com/main/clean-energy-council-committees/renewable-energy
http://www.njcleanenergy.com/main/clean-energy-council-committees/renewable-energy
http://www.njcleanenergy.com/renewable-energy/home/home

