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|. Introduction

Governor James E. McGreevey established the Renewable Energy Task Force by
Executive Order on January 28, 2003. The Task Force was created to make
recommendations on how to increase the use and development of renewable energy in
New Jersey. More specifically, the Task Force was charged with advising the Governor
and the Board of Public Utilities on how to strengthen New Jersey’s Renewable Portfolio
Standard (RPS) for Class 1 renewable energy.! The RPS, adopted in 1999, requires that
energy suppliers providing power to New Jersey supply a minimum percentage of power
generated from renewable resources.

New Jersey already stands as a national leader in the development of renewable energy.
New Jersey is the only Mid-Atlantic state to adopt renewable energy requirements of all
retail energy suppliers. Moreover, through the New Jersey Clean Energy Program the
state has one of the most aggressive funding mechanisms in the nation for promoting
renewable energy. Since this program’s inception in 2001, New Jersey has invested $51
million in promoting the use of renewable energy.? In addition, in 2002 New Jersey’s
state government signed a contract to receive 12% of its power from renewable resources.
This initiative has made New Jersey the cleanest powered state government in the
country, and earned the state the 2002 Green Power Leadership Award from the U.S.
Environmental Protection Agency and U.S. Department of Energy.

Despite all of these successes, however, the members of the Renewable Energy Task
Force agree with the Governor’s assessment that New Jersey can do even more to
accelerate the development of renewable energy. As the Governor stated in Executive
Order #45, the increased use of renewable energy has many benefits, including: reducing
greenhouse gas emissions and other pollution; decreasing our reliance on fossil fuels,
which can help protect energy prices from potentially volatile fossil fuel markets;
promoting economic development around renewable energy industries; and increasing
our security by relying on cleaner and more distributed sources of energy.

Accordingly, the Task Force respectfully submits this report, and the recommendations
contained therein, to the Governor. The Task Force believes that these recommendations,
if implemented, will further advance the development of renewable energy in New Jersey
and the surrounding region, and will ensure that New Jersey continues to be a national
leader in renewable energy.

! Class 1 renewable energy is defined in the Electric Discount and Energy Competition Act as “electric
energy produced from solar technologies, photovoltaic technologies, wind energy, fuel cells, geothermal
technologies, wave or tidal action, and methane gas from landfills or a biomass facility, provided that the
biomass is cultivated and harvested in a sustainable manner”

%2 The Clean Energy Program funds initiatives to promote both renewable energy and energy efficiency.
The program is currently funded at a total of roughly $120 million per year.



I1. Process and Methodology

The Renewable Energy Task Force consists of 16 members, including representatives
from state government, environmental and consumer groups, wholesale energy providers,
the renewable energy industry, utilities, regulators, academics and national experts (see
the appendix for complete biographies of Task Force members). During the nine weeks
since the Governor’s appointment, Task Force members have held three in-person
meetings and convened numerous conference calls in order to develop their
recommendations. The Regulatory Assistance Project, supported by the National Council
on Electric Policy, provided facilitation support for Task Force discussions.®  Staff
support for this effort was provided by the New Jersey Department of Environmental
Protection (DEP), the New Jersey Board of Public Utilities (BPU), and PJM
Interconnection.

In developing its recommendations, the Task Force analyzed available data on: the
current renewable energy generation capacity in the region; the resources available for
developing new Class 1 renewable generation capacity; and the costs of developing
various types of renewable energy. Using this data, which was primarily provided by
DEP, BPU and PJM, the Task Force developed multiple models for the potential for
Class 1 renewable energy development in New Jersey and the surrounding PJM region.
In addition to these models, Task Force recommendations were informed by discussions
with multiple participants in the energy market, and by drawing on the considerable range
of experiences and knowledge about all facets of the energy industry that exists among
Task Force members.

The Task Force’s final recommendations balance many factors, including: the financial
costs to ratepayers of developing renewable energy; the time needed to develop energy
generation projects; the environmental and health benefits of increased renewable energy
usage; the potential for economic development around renewable energy industries; the
security and reliability benefits of cleaner and more distributed forms of energy; the value
of a decreased reliance on fossil fuels; the current state of the energy market; and the
relative strengths and weaknesses of different types of renewable energy with regard to
all of these factors.

After much deliberation, Task Force members have arrived at a set of recommendations
that we believe are in the best interests of New Jersey citizens, and will help achieve the
Governor’s goal of making New Jersey the national leader in the development of
renewable energy. The members of the Task Force unanimously endorse this report, and
the recommendations therein.

® The Regulatory Assistance Project is a Vermont-based organization that advises state and national
governments on energy policy.

* PIJM Interconnection is a limited liability company responsible for the operation and control of the bulk
electric power system throughout major portions of five Mid-Atlantic states and the District of Columbia.

> The views expressed in this report, however, do not necessarily represent the exact or official positions of
the organizations represented by members of the Task Force.



I11. Task Force Recommendations

1. The Task Force recommends that the annual RPS requirement for Class 1 renewable
energy be increased to 4% by 2008, doubling the existing requirement for 2008. The
Task Force also recommends that the RPS requirement be set at 20% by 2020.

Some Task Force members believe that a greater increase in the 2008 RPS
requirement would be appropriate; however, the Task Force agreed that closer
analysis of available data would be necessary before such an increase were
considered by the BPU. The Task Force also suggests that the BPU create a
committee of the Clean Energy Council (see Recommendation #14), to develop a
recommended schedule of portfolio requirement increases for every year from 2004
to 2007, and 2009 to 2019.

The Task Force recommends that the Board of Public Utilities adopt new
requirements for the years 2004 through 2008, and the year 2020, by rule before the
end of this year. The standards for 2004 through 2008 should not be reduced under
any circumstances. A straw (or draft) schedule for 2009 through 2019 should also be
included in this rule to frame the discussion on the availability and cost of renewable
resources for this period. Final requirements for this later period, however, should
not be adopted until greater data analysis can be completed.

In order to assist the development and financing of renewable projects, the Task
Force feels it is important that RPS percentages must be established as minimum
percentages, with the BPU having the authority to increase the percentages. RPS
requirements after 2020 should be maintained at the 2020 level, until such time as
there is more data available to adjust those requirements in an informed manner.

2. While the standards recommended above will send a clear signal to developers and
investors that New Jersey is a fertile place for investment in renewable energy, a
successful RPS policy must also have the flexibility to adjust to changes in
technology, the economic climate, or the related policies of other states or the federal
government that might occur over the long time horizon of the RPS policy.
Accordingly, the Task Force recommends that the BPU should consider adjusting
RPS percentages beyond 2008 in the event of: a) significant changes in technological
or other development of renewable resources; b) significant changes in the cost or
relative cost of renewable resources; ¢) development of a RPS in other PJM states; d)
the implementation of a federal RPS; or e) further geographic expansion of the PJIM
regional transmission organization.

Any such changes that are made should be: prospective in nature, and not retroactive;
should never reduce the RPS below the percentage of renewable energy that has
already been achieved; and should be provided with two years notice to allow for
orderly changes in investment plans, unless immediate changes are necessary to
adjust for inappropriate market reaction to the RPS or significant and unanticipated
changes at the regional or national level.



3. The Task Force recommends that renewable energy be counted toward compliance
with the RPS requirements only if it is generated within, or delivered into, the
integrated multi-state PJIM system that serves New Jersey. Renewable energy
generated outside the PJM region, as it was configured on January 1, 2003, must
demonstrate that it is delivered into PJM by evidence of a contract or by applicable
scheduling and delivery data from PJM. Finally, renewable resources from outside
PJM should only be eligible to meet New Jersey’s RPS if they are new facilities.
“New” facilities are defined as those commencing construction on or after January 1,
2003. For renewable energy that meets these requirements, the renewable attributes
of the energy can be unbundled and used to demonstrate compliance with the RPS
(see Recommendation #5).

These requirements will ensure that the RPS is implemented in a manner that can be
feasibly tracked and enforced, and that operates smoothly in conjunction with our
current energy markets. As long as renewable energy is delivered into the PIM
system, New Jersey should enjoy benefits from reduced fossil fuel generation in the
PJM region, such as improved environmental and public health impacts and increased
energy independence. Other recommendations contained in this report, as well as
other state programs such as the Clean Energy Program, will further promote the
development of renewable energy generation capacity specifically within New Jersey.
Finally, the requirement that any generation outside of PJM must be new generation
will ensure that the RPS drives the creation of new renewable generation capacity,
and is not simply met with the transfer of energy from existing facilities.

4. The recommendations of this Task Force provide extensive incentives for the
development of renewable facilities in New Jersey and the region; however,
additional incentives are needed to allow the photovoltaic solar industry to become
more viable in the regional marketplace. As such, the Task Force recommends that a
comprehensive set of policies be developed that will enable substantial levels of
photovoltaic solar generation capacity to be developed in New Jersey, thereby making
New Jersey a leader in photovoltaic solar development. Specifically, the Task Force
recommends setting a goal of 120,000 MWhs of new photovoltaic solar generation
located within New Jersey by 2008, and developing policies designed to meet that
goal.

Policies that would enable New Jersey to meet this goal must address current barriers
to photovoltaic solar investment, including: offsetting the high upfront cost of
photovoltaic solar power; addressing the photovoltaic solar power industry’s need for
additional credit support; increasing the availability of longer-term contracts that are
needed to reduce the annual cost of photovoltaic solar power; and making standard
contracts available to reduce transaction and marketing costs for smaller photovoltaic
solar projects.



The Task Force considered a number of policies to address these existing barriers to
investment in, and development of, photovoltaic solar facilities including the
following four mechanisms:

a) Requiring that a specific amount of renewable energy in each supplier’s
portfolio come from photovoltaic solar facilities located in New Jersey;

b) Increasing the relative ‘value’ of each kilowatt hour of energy generated by
New Jersey-based photovoltaic solar facilities toward meeting a supplier’s
RPS requirement (under a certificate-based system, the value of a photovoltaic
solar certificate would be increased by a multiple, to be determined by the
BPU; see recommendation #5 for a description of certificate-based systems).

c) Establishing an administrative body responsible for ensuring that a designated
number of photovoltaic solar certificates are included in the renewable energy
portfolio of each supplier serving retail customers; setting the cost or price of
the certificates; selling the certificates; and entering into long-term contracts
and purchase agreements to acquire those certificates on behalf of New Jersey
retail energy suppliers; and/or

d) Mandating that a minimum percentage of the RPS Class 1 requirement be met
with renewable energy produced from photovoltaic solar sources.

The Task Force also discussed the use of some of the above-listed options as a means
of promoting Class 1 distributed generation® more generally, as well as a means to
promote clean renewable generation (for the purposes of this report, clean renewables
are defined as zero-emissions renewables and clean biomass ). The Task Force
believes that there is value in developing appropriate policies for promoting these
subsets of Class 1 renewable energy.

Given the limited time that the Task Force had to develop its recommendations, Task
Force members do not feel they have adequately evaluated these options for
improving the viability of photovoltaic solar energy in New Jersey. The Task Force
suggests that a committee of the Clean Energy Council (see Recommendation #14)
identify the most effective strategies, including but not limited to the above options,
for meeting the goal of developing 120,000 MWhs of new photovoltaic solar
generation in New Jersey by 2008. The Task Force suggests that a committee of the
Clean Energy Council also continue to examine the appropriateness of similar
policies for promoting other forms of Class 1 distributed generation and clean Class 1
renewable generation, more generally. Finally, this committee of the Clean Energy
Council should evaluate the appropriateness of setting similar goals for other sources
of customer-sited renewable energy, including wind, clean biomass, and tidal sources.

5. The Task Force recommends that a certificate-based program that tracks the
renewable ‘attributes’ of energy separately from the actual energy should be utilized
to track and implement the RPS requirement. Under such a program, the renewable
attribute of the energy is ‘unbundled’ from the energy itself; that is, a renewable

® Distributed generation is the use of small-scale power generation technologies located close to the entity
that is using the electricity.



energy generator can sell its energy to one energy supplier and sell the renewable
attribute certificate for that energy to a separate energy supplier, which would then
use that certificate toward meeting its RPS obligation. The state should support the
development of such a program by the PJIM Generation Attribute Tracking System
(GATS) Working Group. This unbundled certificate program will allow New Jersey
to meet its progressive renewable energy goals in an efficient, enforceable, market-
based manner that allows the trading of attributes as certificates.

6. The Task Force recommends that all retail suppliers in New Jersey be required to
disclose the renewable attributes of the power they sell to customers on an annual
basis. An annual accounting of renewable generation, as opposed to shorter time
frames, is appropriate given the variable nature of electrical generation from
renewable facilities.

7. The Task Force recommends that compliance with the RPS be enforced in two ways.
First, the BPU should review the compliance filings by retail suppliers to ensure that
they have an appropriate and verifiable mix of renewable resources in their supply
mix. Suppliers should be given the opportunity to address any shortfalls in
compliance with the RPS during a given year by making up that difference the
following year, provided that a supplier is not allowed to continue a shortfall beyond
the following year.

Second, retail suppliers should have the opportunity to achieve compliance with the
RPS through an alternative compliance payment (ACP). The ACP would allow retail
suppliers to make a payment of a dollar amount per MWh to cover any shortfall in the
supplier’s purchase of renewable certificates. ACP levels should be set at an amount
higher than the incremental cost of eligible renewable generation. The BPU should
set ACP levels on a periodic basis and with adequate notice in order to provide
greater certainty to retail suppliers and to protect the interests of ratepayers.

The ACP will protect suppliers and their retail customers from an unanticipated
failure of the market to yield enough renewable energy to meet the RPS requirements
or from an unanticipated increase in the cost of renewable certificates. The ACP
should not be used, however, as a permanent substitute for suppliers meeting their
RPS requirements, but rather a temporary alternative form of compliance due to
unexpected circumstances. All ACP funds should be used for the development and
use of renewable energy through the New Jersey Clean Energy Program.

8. The Task Force recommends that the BPU, working in consultation with DEP, PJM,
the GATS Working Group, utilities and other interested parties, develop a protocol,
based on accepted engineering practices, to encourage the output of customer-sited
renewable facilities in New Jersey to qualify for the RPS.’

" Customer-sited generation refers to smaller generation facilities that are located on the customer-side of
the electrical meter, and therefore directly offset end-use electricity demand-



9.

10.

11.

12.

13.

14.

The Task Force recommends that the BPU, working with suppliers, utilities and other
stakeholders, develop a statewide program that would offer retail electric customers
the option of selecting an energy product or products with a higher level of renewable
energy than is required by the RPS. This option should be available to all retail
electric customers in the state via a sign-up option on utility bills. Green power sales
in this voluntary program must use renewable energy that is not otherwise used to
meet a supplier’s RPS requirements and should include full disclosure of the power
supply mix utilized by the suppliers participating in the program.

This program, which would allow customers to select a product with even greater
renewable energy content at a potentially higher cost than basic generation service,
would provide additional incentives for the development of renewable energy
facilities throughout the region.

The Task Force recommends that the BPU develop a program that allows utility
customers to make additional financial contributions to the New Jersey Clean Energy
Program, via a check-off option on utility bills. The revenues from this check-off
would be used to further increase investment in renewable energy in New Jersey.

The Task Force recommends that the BPU work closely with the New Jersey
Economic Development Authority and other state financing authorities to develop
financing and credit support programs tailored to the needs of renewable project
development in New Jersey.

The Task Force recommends that New Jersey be a strong advocate for the
development of renewable portfolio standards by other states in the region.
Participation by other states would further promote the development of renewable
energy, and enhance the many benefits of establishing a RPS. Increased participation
by neighboring states could eventually be developed into a regional RPS requirement,
creating a more seamless market for the development of renewable energy in the
region. To further that goal, where a non-PJM state within the region has adopted a
RPS requirement that is similar to New Jersey's, the Board should consider policy
options such that renewable attribute certificates from otherwise eligible new
renewable generators located in such a state could be eligible under New Jersey’s
RPS requirements without an electricity delivery requirement, provided that
renewable energy generation located in New Jersey is treated similarly under that
state’s RPS requirements.

The Task Force recommends that the BPU implement many of the recommendations
contained in this report through rulemaking proceedings to address issues not fully
explored in this report, including but not limited to cost recovery, reporting
requirements, and the impact that changes in the RPS will have on renewable energy
markets, consumer prices and retail competition.

Given the short time frame in which it has had to develop its recommendations, there
are some matters that the Task Force has not adequately analyzed. Because there is



additional valuable work that can be done to further refine, expand on, and help
implement the recommendations contained in this report, the Task Force recommends
that a committee of the BPU’s Clean Energy Council be created to provide further
recommendations to the Board, through the Clean Energy Council, on renewable
energy and the RPS.®

® The Clean Energy Council is an advisory body to the Board of Public Utilities that makes
recommendations regarding the New Jersey Clean Energy Program.
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