UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Carbon Pricing in Organized Wholesale ) Docket No. AD20-14-000
Electricity Markets )

COMMENTS OF THE
NEW ENGLAND STATES COMMITTEE ON ELECTRICITY

The New England States Committee on Electricity (“NESCOE”) submits these comments
pursuant to the Notice of Proposed Policy Statement issued by the Federal Energy Regulatory
Commission (“Commission” or “FERC”) on October 15, 2020.! The stated purposes of the
Proposed Policy Statement are to encourage efforts to incorporate state-determined carbon prices
in organized wholesale electricity markets administered by regional transmission operators
(“RTOs”) and independent system operators (“ISOs”) and to clarify the Commission’s
jurisdiction over wholesale market rules that incorporate state-determined carbon prices.>

I. DESCRIPTION OF COMMENTER

NESCOE is the Regional State Committee for New England. It is governed by a board
of managers appointed by the Governors of Connecticut, Maine, Massachusetts, New
Hampshire, Rhode Island, and Vermont and is funded through a regional tariff that ISO New

England Inc. (“ISO-NE”) administers.®> NESCOE’s mission is to represent the interests of the

' Carbon Pricing in Organized Wholesale Electricity Markets, Notice of Proposed Policy Statement, 173 FERC
461,062 (Oct. 15,2020) (“Proposed Policy Statement”). The Commission issued the Proposed Policy
Statement following a September 30, 2020 technical conference (“Technical Conference™). Id. at P 1; Carbon
Pricing in FERC-Jurisdictional Organized Regional Wholesale Electric Energy Markets, Notice of Request for
Technical Conference or Workshop, Docket No. AD20-14-000 (Apr. 21, 2020) (“Technical Conference
Notice™).

2 Proposed Policy Statement at PP 1, 8-15.
3 ISO New England Inc., 121 FERC Y 61,105 (2007).



citizens of the New England region by advancing policies that will provide electricity at the
lowest possible price over the long-term, consistent with maintaining reliable service and
environmental quality.* These comments represent the collective view of the six New England
states. NESCOE filed comments earlier this year in response to the Technical Conference
Notice.’

II. INTRODUCTION AND SUMMARY

The New England States have a long history of taking a lead on developing and
implementing ways to address environmental objectives and support clean energy through
legislation, regulations, and other means. Carbon pricing is just one mechanism among many to
achieve state legal requirements. To the extent the Commission provides guidance on
incorporating carbon pricing in wholesale markets through a policy statement, it is critical that
such federal guidelines not impede state-led efforts to work with RTOs/ISOs to develop and
implement other mechanisms to support or advance state energy and environmental laws and
objectives. NESCOE appreciates the Commission’s attempt in the Proposed Policy Statement to
clarify the division of authority between the Commission and states in connection with carbon
pricing.® Any guidance that the Commission ultimately issues should affirm the central role that

states occupy in connection with carbon pricing.

4 See Sept. 8, 2006 NESCOE Term Sheet (“Term Sheet”) that was filed for information as Exhibit A to the
Memorandum of Understanding among ISO-NE, the New England Power Pool (“NEPOOL”), and NESCOE
(the “NESCOE MOU?”). Informational Filing of the New England States Committee on Electricity, Docket No.
ER07-1324-000 (filed Nov. 21, 2007). Pursuant to the NESCOE MOU, the Term Sheet is the binding
obligation of ISO-NE, NEPOOL, and NESCOE.

5> Comments of the New England States Committee on Electricity, Docket No. AD20-14-000 (filed May 21,
2020) (“NESCOE May 2020 Comments™).

Proposed Policy Statement at P 12 (“Wholesale market rules that incorporate a state-determined carbon price
into RTO/ISO markets would not regulate a matter reserved exclusively to the states under the FPA, or
otherwise displace state authority” and “the state would retain authority over that carbon price as well as other
measures for regulating generation facilities.”) (emphasis supplied).
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For over a decade, the New England States have been on the forefront in using a market-
based mechanism to reduce greenhouse gas (“GHG”) emissions from the power sector. Joining
with states in the Northeast and Mid-Atlantic to implement a cap-and-trade system through the
Regional Greenhouse Gas Initiative (“RGGI”), the New England States helped create the
nation’s first power sector carbon pricing program. In addition to participating in RGGI, three
New England States (Maine, Massachusetts, and Vermont) have adopted clean energy or
renewable portfolio standards of 50 percent or greater,’ and Massachusetts has developed and
implemented its own cap-and-trade carbon pricing program.® Five of the New England States
are committed to cost-effectively reducing economy-wide greenhouse gas emissions by at least
80 percent below 1990 levels by 2050.°

The New England States remain steadfast and resolute in these efforts today. Last month,
five of the New England Governors joined together in a statement to emphasize that they “are
deeply committed to addressing climate change and cost-effectively reducing economy-wide
greenhouse gas emissions by at least 80 percent below 1990 levels by 2050, recognizing some

states have higher goals.”!® NESCOE subsequently released a six-state Vision Statement for the

7 Id atn. 3; see also ISO-NE, 2020 Regional Electricity Outlook (“2020 Outlook™), at 23, available at
https://www.iso-ne.com/static-assets/documents/2020/02/2020 _reo.pdf (showing rise in New England States’
renewable portfolio standards).

8 310 C.M.R. § 7.74. See Proposed Policy Statement at n. 6 (citing Mass. Dept. of Env. Protection, Reducing
GHG Emissions under Section 3(d) of the Global Warming Solutions Act,
https://www.mass.gov/guides/reducing-ghg-emissions-under-section-3d-of-the-global-warming-solutions-act)

(“MA Generator Emissions Limits Program™).

Statement of the Governors of Connecticut, Maine, Massachusetts, Rhode Island and Vermont: New England’s
Regional Wholesale Electricity Markets and Organizational Structures Must Evolve for 21°" Century Clean
Energy Future (Oct. 2020) (“Governors’ Statement”), at 1, available at http://nescoe.com/wp-
content/uploads/2020/10/Electricity System Reform GovStatement 140ct2020.pdf; see Conn. Gen. Stat.

§§ 22a-200a and 22a-200c; 38 Me. Rev. Stat. ch. 3-A and 3-B; Mass. Gen. Laws ch. 21A § 22 and ch. 21N § 3;
R.I. Gen. Laws §§ 42-6.2-2, 42-17.1-2(19), 23-23, and 23-82; Public Act No. 153 (2020 Vt. Adj. Sess.).

Governors’ Statement at 1.



region’s electric grid.!! That statement confirmed NESCOE’s “opposition to an additional,
separate carbon pricing-style mechanism through the current ISO-NE wholesale markets.” !
However, NESCOE expressed a commitment from all six states “to pursu[e] a new, regionally-
based market framework that delivers reliable electricity service to homes and businesses,” with
that framework “account[ing] for and support[ing] States’ clean energy laws in an efficient and
affordable manner.”"?

This last point is critical. While NESCOE generally supports the non-prescriptive
approach in the Proposed Policy Statement—reserving judgment for any Federal Power Act
(“FPA”) section 205 filing—NESCOE emphasizes that the lens through which the Commission
views future filings must put consumer costs at the forefront of its inquiry into just and

reasonable wholesale rates.'* ISO-NE’s wholesale energy market already allows generators to

recover the costs of RGGI compliance.!> Depending on the magnitude of an incremental carbon-

1" NESCOE, New England States’ Vision for a Clean, Affordable, and Reliable 21st Century Regional Electric
Grid (Oct. 2020) (“NESCOE Vision Statement™), available at http://nescoe.com/resource-center/vision-stmt-
0ct2020/. New Hampshire noted in the statement that it “does not have the same or similar clean energy
mandates as do the other New England states” but that it has “a common interest in preserving efficient
wholesale markets and in ensuring that transmission system planning achieves least-cost solutions; as well as a
legislative mandate to prevent or minimize any rate impact of other states’ policies on New Hampshire retail
electric rates.” Id. atn. 2.

12 Id atn. 5.
3 Id at?2.

4 Xcel Energy Servs. Inc. v. FERC, 815 F.3d 947, 952 (D.C. Cir. 2016) (“It is long-established that the primary
aim [of the FPA] is the protection of consumers from excessive rates and charges.”) (cleaned up); Maine Public
Service Co. v. FPC, 579 F.2d 659, 668 (1st Cir. 1978) (the Commission must “put the welfare of consumers
first” in considering electric wholesale charges); ISO New England Inc., 173 FERC 9 61,106 at P 55 (2020)
(stating that “the Commission must protect consumers from excessive rates and charges.”) (citing NextEra
Energy Resources, LLC v. FERC, 898 F.3d 14, 21 (D.C. Cir. 2018) (cleaned up)); Pac. Gas and Electric Co.;
San Francisco Bay Area Rapid Transit District v. Pac. Gas and Electric Co., 154 FERC 61,025 at P 10 (2016)
(“The primary purpose of the [FPA] is the protection of customers from excessive rates and charges.”) (quoting
Southwestern Elec. Power Co., 39 FERC q 61,099 at 62,293 (1987)).

15 See ISO New England Inc., Pre-Technical Conference Statement, Docket No. AD20-14-000 (Sept. 25, 2020)
(“ISO-NE Pre-Technical Conference Statement™), at 4; see also ISO New England Inc., Internal Market
Monitor, 2019 Annual Markets Report (May 2020) at 8 and 34-38, available at https://www.iso-ne.com/static-
assets/documents/2020/05/2019-annual-markets-report.pdf.
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pricing mechanism that ISO-NE would administer, consumers could be exposed to costs
exceeding several billions of dollars each year—costs that would not be offset through rebates of
carbon fees.!® NESCOE respectfully requests that the Commission include in any guidance it
provides in a policy statement addressing carbon pricing in wholesale markets that consumer
costs must be a key consideration in evaluating the justness and reasonableness of any proposal
that comes before the Commission.

Indeed, carbon pricing is one of a number of tools states use to achieve decarbonization
compliance and, as discussed below, details matter in designing a cost-effective means of doing
so. NESCOE appreciates that the Proposed Policy Statement encourages and does not seek to
mandate that RTOs/ISOs incorporate new forms of carbon pricing into wholesale electricity
markets. Importantly, through its proposed policy of “encouraging” consideration of carbon
pricing, the Commission does not identify carbon pricing as a preferred or optimal solution to
addressing intersections between the requirements of state laws and wholesale markets. In the
NESCOE Vision Statement, among other potential mechanisms “capable of achieving the
requirements of state clean energy and carbon emissions reduction laws,” NESCOE expressed
interest in exploring the viability of some form of a forward clean energy market (“FCEM”).!”
NESCOE has subsequently supported various New England stakeholders’ request to ISO-NE to

conduct analysis of a variation of the FCEM, known as an Integrated Clean Capacity Market

See Section II1.A, infra. To understand the consumer cost implications of an ISO-NE administered incremental
carbon pricing mechanism requires consideration of a number of factors beyond energy market pricing,
including how the resource mix evolves over time, how the carbon price interacts across all ISO-NE markets,
and what other revenues are available to resources outside the ISO-NE markets.

NESCOE Vision Statement at 3. An FCEM is a centrally organized competitive market for resources’ clean
energy attributes (e.g., low- or zero-carbon emissions associated with electricity production). Id. at n. 4.
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(“ICCM”)."* In finalizing any policy statement related to carbon pricing in wholesale markets,
the Commission should ensure that its guidelines do not have the effect of impeding or delaying
efforts to develop mechanisms states and stakeholders in New England have expressed interest in
exploring and assessing.

The integration of state-determined carbon pricing into wholesale markets also implicates
foundational jurisdictional issues, as the Commission recognizes in the Proposed Policy
Statement. NESCOE has expressed reservations about achieving the requirements of state laws
through wholesale markets that are administered by an entity without direct accountability both
to state officials charged with implementing state laws and to the consumers they serve. As
NESCOE stated earlier in this docket: “[T]he current federal jurisdictional framework . . .
accords certain legal authority to ISO-NE over the administration of its markets and oversight to
FERC,” leaving “no meaningful role to the New England states in monitoring, effectuating,
modifying, or preventing modifications to the market rules governing the pricing of carbon
pursuant to state mandates.”!® NESCOE shares the concern articulated in the dissent that a
policy statement not prejudge any proposals—proposals that may, in fact, unlawfully intrude into
the authority of states.2’ While the Proposed Policy Statement appears to affirm the central role

that states occupy in setting any carbon price pursuant to their mandates, making clear that it is

18 See NESCOE Managers’ Memo to ISO-NE Board of Directors, Pathways to the Future Grid — ISO-NE
Analysis (Nov. 2, 2020), at 1, available at http://nescoe.com/wp-
content/uploads/2020/11/ISOBoD_MarketAnalysis 2Nov2020.pdf.

19 NESCOE May 2020 Comments at 3.

20 See Carbon Pricing in Organized Wholesale Electricity Markets, 173 FERC 9 61,062 (2020) (Danly, Comm’r,
concurring in part and dissenting in part) (“Dissent”).




not the role of an RTO/ISO to set that price,?! it is critical for the Commission to clarify this
division of authority in any policy statement.
III. COMMENTS

A. The Commission’s Guidance Should Make Clear that When Evaluating FPA

Section 205 Proposals to Incorporate a State-Determined Carbon Price in
Wholesale Markets, It Will View Consumer Costs as a Key Factor.

The Commission identifies certain considerations it proposes to take into account in
evaluating whether an FPA section 205 filing proposing to establish market rules incorporating a
state-determined carbon price in a wholesale electricity market is just, reasonable and not unduly
discriminatory or preferential.?> The Commission seeks comment on whether its list is
appropriate and whether there are different or additional considerations that should be taken into
account in evaluating a section 205 filing.

While the Commission must, of course, consider consumer interests in evaluating
whether a proposal is just and reasonable, the considerations enumerated in the Proposed Policy
Statement do not explicitly include consumer cost implications as a key factor in the
Commission’s decision-making on this issue. That factor is critical, particularly given the
potential costs at play if carbon pricing were to be implemented through a uniform-clearing price
market such as ISO-NE’s.?® In such a market, “the price of each product is set by the marginal

resource, and that marginal resource earns zero net revenue supplying it.”?* Resources that have

2l Proposed Policy Statement at P 12.

2 Id atP16.

23 In a multi-state wholesale market such as ISO-NE’s, the single clearing price is generally applied to all

electricity consumers, even those that reside in states that may not have the same carbon emission reduction

mandates.
24 Motion for Leave to Answer, Motion for Leave to Answer Out of Time, and Answer of ISO New England Inc.,

Docket Nos. EL18-182-000 and ER20-1567-000 (June 15, 2020), at 47.
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“lower costs, superior facilities, or greater efficiency will receive positive net revenues (also
called ‘inframarginal rents’ in economics).”?> Carbon pricing increases consumer costs in the
energy market because “resources setting the price in the electricity market are often carbon-
emitting and must increase their supply offers to cover their anticipated cost of carbon.”?¢
NESCOE is not through these comments calling into question the efficacy of the uniform
clearing approach as a market design tool. Rather, NESCOE describes the mechanics of that
market-clearing feature to bring attention to the multiplier effect that an incremental carbon price
adder will have on energy prices, an issue that received little, if any, discussion at the Technical
Conference.?’

The Exeter Carbon Pricing Analysis illustrates why the Commission must closely
scrutinize costs in connection with filings to implement a new carbon pricing program. The
analysis evaluates the impacts of such a potential program in the ISO-NE energy market and
highlights the potential consumer cost impacts of certain carbon pricing approaches not fully

explored at the Technical Conference. Exeter provides a high-level assessment of and a simple

approach to analyzing carbon pricing impacts on the New England power sector based on

»Id

26 Exeter Associates, Inc. (“Exeter”), Analysis of Carbon Pricing Impacts to the New England Power Sector (Fall

2020) (“Exeter Carbon Pricing Analysis”), atn. 11. A copy of this analysis is appended as Attachment A.

27 NESCOE understands the challenges in organizing an event where choices must be made in selecting among

many qualified speakers but notes that, on the whole, a narrower range of interests were represented at the
Technical Conference than the interests that are implicated by an RTO/ISO-administered carbon pricing
program. RTOs/ISOs, academics, and market participants and their representatives overwhelmingly occupied
the invited panel seats, while not a single state official operating in a wholesale market region—Iet alone one
involved in the state determination of a carbon price—was on a panel. To the extent the Proposed Policy

Statement was informed by the Technical Conference (and the statement cites both to the Technical Conference

transcript as well as pre-Technical Conference comments), that discussion did not give sufficient voice to state
officials executing carbon mandates in an RTO/ISO-administered wholesale market or to consumer cost
implications. That gap in the Technical Conference dialogue heightens the need for Commission guidance to
make explicit that cost would be a key consideration in any potential deliberation of wholesale market rules
relating to carbon pricing.



scenarios reflecting incremental increases to those prices outside of RGGI and the MA Generator
Emissions Limits Program. Using recent ISO-NE analyses and other relevant studies, Exeter
“analyzed the anticipated consumer cost and emissions reduction associated with a new,
incremental carbon pricing mechanism” implemented through the ISO-NE wholesale energy
market.?® The results of Exeter’s analysis raise critical questions about the material net costs in
ISO-NE’s energy market that consumers would be charged in connection with such an
incremental carbon pricing mechanism—costs that would not be fully offset from rebated carbon
fees.?’

The Exeter report underscores the need for state officials to assess any potential
incremental carbon price against the benefits received and other possible mechanisms to promote
the development of clean energy resources. This is critical as New England continues on its path
toward decarbonization in a manner that enables the New England States to meet their carbon-
reduction mandates and objectives at the lowest possible costs to consumers. Exeter’s
assessment of other studies suggests that adopting an incremental carbon pricing program would
result in lower emissions>® and reduce the need for mechanisms outside the ISO-NE markets, but
this would come at a significant price to consumers, with potential net costs to consumers in the

energy market of at least one, if not several, billion dollars each year.?! Understanding how to

28 Exeter Carbon Pricing Analysis at 1.

2 The net costs in Exeter’s analysis focus on just the energy market under a net carbon pricing approach where

carbon pricing fees are collected from emitting generation technologies and are rebated back to load. Exeter did
not assess the potential for an incremental carbon price to reduce costs associated with the capacity market or
state programs pursued outside the ISO-NE markets. Exeter’s analysis also did not reflect how evolving to a
lower-emitting resource mix and increasing levels of demand from electrified heating and transportation would
potentially affect costs associated with a carbon price over time.

30 Emissions reductions are estimated based upon graphics within the reports that Exeter cited in its analysis.

31 See, e.g., Exeter Carbon Pricing Analysis at 2. As the estimated net cost impact, those costs are not offset by

rebates of carbon fees. Costs of this magnitude may also not be materially offset by reductions in costs
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most cost-effectively reduce economy-wide emissions to meet state clean energy mandates and
goals is critical to developing appropriate mechanisms to achieve these objectives.

NESCOE emphasizes that the findings of the Exeter Carbon Pricing Analysis are very
much dependent on the input assumptions and expectations of the future and are not intended to
be taken as dispositive of the anticipated consumer cost of carbon pricing.** The point is that
depending on the type of carbon pricing and the manner in which it is implemented, the net
wholesale market costs of any RTO/ISO-administered carbon pricing program could be
significant. NESCOE asks the Commission to make explicit in any policy statement that such
costs would be a key consideration in its evaluation of a section 205 filing to incorporate a
carbon-pricing mechanism into an RTO/ISO’s wholesale market rules.

The Commission must also examine the full range of consumer cost impacts in assessing
any RTO/ISO-administered carbon pricing program. In a state-administered program, the states
determine and oversee three elements that affect the range of costs consumers incur: (i) the
carbon price, (ii) the entity administering the carbon pricing program, and (iii) the disposition
and allocation of revenues generated through the carbon price. For example, RGGI features an
emissions limit (or cap) that becomes an input to a market-based carbon price. State-
administration of RGGI enables each state to determine what is done with the carbon allowance
auction proceeds. In contrast, in an RTO/ISO-administered carbon program, such as the “net
carbon pricing” approach that ISO-NE has described, the RTO/ISO would rebate carbon

revenues back to load-serving entities. For the Commission to examine fully the overall

associated with the capacity market or any state determination not to pursue other mechanisms outside the ISO-
NE markets, analyses that are outside the scope of the Exeter report.

32 As stated above, supra n. 16, there are a number of factors that influence consumer costs aside from the carbon

price.
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consumer costs of an RTO/ISO-administered carbon pricing program, the filing that comes
before the Commission must closely detail how proceeds would be distributed and how the
RTO/ISO proposes to administer the program effectively and efficiently.

Finally, consideration should be given to potential unintended consequences. At least in
New England, decarbonization is an economy-wide endeavor.*® Increasing the cost of electricity
may impede the migration of heating and transportation demand to the decarbonized electricity
sector. Such economy-wide spillover effects throughout the region need to be considered in the
incorporation of any carbon pricing program in wholesale markets, since reducing emissions
solely from electric generation is only one element of carbon-related state law mandates and
objectives.

B. The Proposed Policy Statement Appropriately Acknowledges the Central

Role that States Occupy in Setting a Carbon Price—A Division of Authorities
That the Commission Should Reaffirm in any Future Policy Statement.

The Proposed Policy Statement appropriately recognizes that it is not the role of an
RTO/ISO to set a carbon price arising from the requirements of state law: “Wholesale market
rules that incorporate a state-determined carbon price into RTO/ISO markets would not regulate
a matter reserved exclusively to the states under the FPA, or otherwise displace state authority”
and “the state would retain authority over that carbon price as well as other measures for
regulating generation facilities.”** However, NESCOE echoes the concern expressed in the

Dissent that there could be “any number of RTO/ISO carbon-pricing proposals that would

33 See 2020 Outlook at 35 (“According to Energy Information Administration data, almost 75% of New England’s

GHG emissions come from the transportation sector and residential, commercial, and industrial buildings, with
the remaining 25% from the electricity sector. Regional policymakers are considering which policy instruments
will best incentivize New Englanders to adopt electric vehicles and convert their homes and businesses to
electric heat.”).

3% Proposed Policy Statement at P 12 (emphasis supplied).
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violate the Federal Power Act by impermissibly invading the authorities reserved to the States.”>

The Commission should continue to remain mindful of the need to respect the jurisdictional
authority of states over generation facilities and the implementation of state laws and policies.

NESCOE appreciates the Proposed Policy Statement’s assurance that the Commission is
“not ‘pre-judging’ particular matters or preemptively ‘dismiss[ing]...potential jurisdictional
concerns.””*® Any final policy statement should reaffirm this approach. Similarly, NESCOE
understands the Commission’s reference to a “program of cooperative federalism™” as a
recognition of the division of authorities reflected in the FPA, under which states are reserved
exclusive authority over regulating generation facilities. The Commission should clarify that its
policy guidance is not what the Dissent fears—*"“a non-binding, blanket dismissal of potential
jurisdictional concerns.”>8

NESCOE also refers the Commission to ISO-NE’s Pre-Technical Conference Statement
in which it stated that “ISO New England believes that, even if it is legally possible, it may not
be prudent for [ISO-NE] or the Commission to unilaterally set the fee on carbon emissions.
Instead, we look to policymakers to set that rate.”>® NESCOE agrees. Recognition that state
officials would exclusively occupy that position is not dependent on a legal conclusion. State

officials exercise judgment in implementing state laws, and they are ultimately accountable to

their states’ end-use consumers.

35 Dissent at P 4.

36 Proposed Policy Statement at P 8.

37 Id. at P 13 (citing FERC v. Elec. Power Supply Ass’'n, 136 S. Ct. 760, 779-80 (2016), as revised (Jan. 28,
2016)).

38 Dissent at P 4.

3 ISO-NE Pre-Technical Conference Statement at 1; see also Technical Conference Transcript at 126:13-126:17

(G. van Welie) (stating that ISO-NE’s ability to implement some form of carbon pricing would require the New

England states to agree to the proposal).
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C. Any Policy Statement Should Not Require Carbon Pricing or Otherwise
Mandate Any Particular Approach to the Intersection of State Policies and
Wholesale Markets.

In addition to addressing jurisdictional issues that may arise when an RTO/ISO
incorporates a state-determined carbon price into its wholesale market, the Commission proposes
to make it the Commission’s policy “to encourage efforts by RTOs/ISOs and their
stakeholders—including States, market participants, and consumers—to explore establishing
wholesale market rules that incorporate state-determined carbon prices in RTO/ISO markets.”*°
NESCOE agrees with the approach of not prescribing such filings. There are many ways in
which regions can work to account for state energy and environmental requirements in the
wholesale markets. State-determined carbon pricing is, indeed, one potential approach, but it is
not the only one.

As discussed above, the New England States have participated in RGGI for more than a
decade. NESCOE reiterates its view, articulated in its earlier comments, that RGGI continues to
be the most appropriate venue for implementing any carbon pricing mechanism intended to meet
the clean energy requirements of New England State laws.*! NESCOE has repeatedly
communicated that it does not support a new, incremental carbon pricing mechanism (beyond
RGGI) to execute the requirements of various New England State mandates that would be

administered by ISO-NE and, to the extent incorporated into wholesale market rates, subject to

Commission oversight.*?

40 Proposed Policy Statement at P 15; see also Dissent at P 3 (“This policy statement does not mandate that
RTOs/ISOs adopt carbon-pricing accommodation regimes. I agree that the Commission should not issue such a
mandate.”).

41 See NESCOE May 2020 Comments at 3.
42 See, e.g.,, NESCOE Vision Statement at n. 5; NESCOE May 2020 Comments at 3.

13



It is critical that the Commission allow state and regional stakeholder processes to
proceed as appropriate to their unique circumstances. In July 2019, NESCOE requested that
ISO-NE plan to dedicate market development and planning resources in 2020 to support states
and stakeholders in analyzing and discussing potential future market frameworks that
contemplate and are compatible with the implementation of state energy and environmental
laws.** ISO-NE has made such a commitment.** In so doing, ISO-NE stated that it “respects the
environmental policy objectives of the New England states,” and that “[b]y working with the
states and other industry stakeholders, we together will determine if there are better market
design solutions or needed adjustments to the markets.”*®

Separately, New England State officials are convening online technical conferences in the
coming months, open and accessible to the public and interested stakeholders, to discuss the
vision they set forth for a clean, affordable, and reliable regional electric grid.*® The questions
presented for public input include how to transition wholesale markets in light of the
requirements of state laws and mandates. NESCOE asks the Commission not to create any
barriers that could inhibit these collaborative processes.

NESCOE believes it is more constructive to put resources in New England toward

exploring market frameworks such as an FCEM and ICCM, for example, rather than replay

4 NESCOE memo to ISO-NE, ISO-NE 2020 Work Planning: Markets and State Laws (July 16, 2019), available
at http://nescoe.com/wp-content/uploads/2019/07/WorkPlan2020Request 16July2019.pdf.

4 See 2020 Outlook at 5 (explaining that ISO-NE is “dedicating market-development and planning resources in

2020, and beyond, to discuss potential future market frameworks that are consistent with state decarbonization
goals.”); see also id. at 35 (“As the region moves along its decarbonization journey, ISO New England’s goal is
to collaborate with the New England states and industry stakeholders to ensure that competitive markets and
reliability stay aligned and keep pace with environmental policies and rapid technological changes.”).

4 Id ats.
4 NESCOE Vision Statement at 8.
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continued advocacy for an ISO-NE administered incremental carbon pricing program in which
the New England States have, since at least 2017, expressed consistent, uniform disinterest to
ISO-NE and regional stakeholders. NESCOE reads the Proposed Policy Statement to represent
the Commission’s general receptiveness to other market rule changes designed to account for
and accommodate the requirements of state laws. It respectfully asks the Commission to make

this clear in any final policy statement.
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IV. CONCLUSION

For the reasons discussed above, NESCOE respectfully requests that the Commission
consider its comments in developing any final policy statement on carbon pricing in organized

wholesale electric markets.

Respectfully Submitted,

/s/ Jason Marshall

Jason Marshall

General Counsel

Ben D’ Antonio

Senior Counsel & Analyst

New England States Committee on Electricity
424 Main Street

Osterville, MA 02655

Tel: (617) 913-0342

Email: jasonmarshall@nescoe.com

/s/ Phyllis G. Kimmel

Phyllis G. Kimmel

Phyllis G. Kimmel Law Office PLLC
1717 K Street, NW, Suite 900
Washington, DC 20006

Tel: (202) 787-5704

Email: pkimmel@pgklawoffice.com

Attorneys for the New England States Committee
on Electricity

Date: November 16, 2020

16



Attachment A

Exeter Associates, Inc.,
Analysis of Carbon Pricing Impacts
to the New England Power Sector



Dwight D. Etheridge
Jerome D. Mierzwa
Christina R. Mudd

SSOCIATES, INC. Serhan Ogur
Kevin L. Porter
CONSULTING ECONOMISTS

10480 Little Patuxent Parkway
Suite 300

Columbia, Maryland 21044
(410) 992-7500

(410) 992-3445 FAX

cparent@exeterassociates.com REF: 3731-01

To: NESCOE

From: Chris Parent, Rebecca Widiss, Exeter Associates, Inc.

RE: Analysis of Carbon Pricing Impacts to the New England Power Sector
Date: Fall 2020

NESCOE engaged Exeter Associates, Inc. (Exeter) to explain the mechanics and impacts of a
hypothetical, incremental price on carbon dioxide emissions (carbon pricing), provide a general
assessment of carbon pricing mechanisms currently being discussed, or in effect, across North
America, and assess and explain the marginal carbon price levels and emissions reduction
results from recent studies. Exeter evaluated, at a high level, the impacts of carbon pricing in
the New England electricity markets and analyzed the anticipated consumer cost and emissions
reduction associated with a new, incremental carbon pricing mechanism using recent analyses
of the ISO New England (ISONE) system and other relevant studies referenced in the Technical
Appendix.

EXECUTIVE SUMMARY

There are two primary approaches to carbon pricing, Cap and Trade and Carbon Tax/Fee. Both
of these approaches result in product (e.g., electricity, fuel) market prices reflecting the cost
assigned to carbon. Governing bodies are responsible for determining how to handle the
distribution of carbon pricing funds collected from affected parties. Other approaches can also
be used to address power sector emissions.

There are two recent studies that provide perspective on the implications of an incremental
carbon price in New England. One commissioned by the New England Power Generators
Association (NEPGA) in 2020 determined that carbon prices ranging between $25-$35/short ton
in 2025 and $55-$70/short ton in 2030 and 2035 would help to maintain sufficient progress
toward the states’ collective greenhouse gas (GHG) reduction standard. The second by ISO-NE
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in 2016 presented the results of a carbon allowance cost sensitivity analysis conducted on
behalf of the New England Power Pool (NEPOOL). Based on certain scenarios, the ISO-NE
analysis indicated that a change from the base price of $24/short ton to $64/short ton
(incremental carbon price of $40/short ton) would add $1.9-5$2.8 billion in total costs and would
lower carbon emissions by an additional 2.8-8.3 million short tons annually, or 14-25%.

Exeter’s analysis determines that the incremental carbon price necessary to support the

investment in utility-scale solar is $45/short ton, onshore wind is $60/short ton, and offshore
wind is $167-168/short ton. These levels, while eliminating or minimizing the need for
mechanisms outside the wholesale markets to support these resources, could increase annual
total costs to New England load (excluding pumping load and external transaction) by between
$2.6-59.7 billion. This increase, when netted against carbon pricing fees/taxes collected from
emitting suppliers and refunded back to wholesale load, results in a net impact to consumers

between $1.0-$3.7 billion annually.

Carbon pricing reduces system emissions: (1) through the ability to dispatch lower-emitting

resources in place of higher-emitting resources;* and (2) over time, through investment in zero-
and lower-emitting technologies that replace retiring higher-emitting technologies. While
emissions impacts were not specifically assessed in this analysis, other available studies provide
some perspective on the range of potential carbon emissions reductions that could result from
a similar carbon price increase. Annual emissions could be reduced by 1-3 million short tons

annually (3-9% reduction as compared to 2018 emissions levels) associated with dispatching
lower-emitting resources for all project scenarios with a potential to reduce an additional 3-12

million short tons annually over time (9-35% reduction) depending on the amount of

investment that occurs in zero- and lower-emitting technologies driven by proposed carbon
price levels and growth in demand resulting from electrification of the transportation and
heating sectors.? 3

! Higher-emitting resources must increase their offers to sell electricity to reflect the cost of carbon, making lower-
emitting resources lower-cost and thus dispatched ahead of the higher-emitting resources.

2 Based on the 2016 ISO-NE Economic Study, total emissions declined between 3-8 million short tons due to
dispatching lower-emitting resources, with a $40/short ton incremental carbon price increase; however, the 2018
emissions are at 34 million short tons which is already below the level identified in three of the six scenarios which
reduces the expected level carbon emissions reduction associated with dispatching lower-emitting resources.

3 The same ISO-NE study shows incremental annual reductions in emissions ranging from 3-22 million short tons
driven by the level of zero- and lower-emitting resources assumed in each scenario; however, the study does not
reflect the impacts of increased demand due to electrification of transportation and heating sectors and, as
previously noted, has cases in which emissions exceeded the 2018 levels. The NEPGA study from 2020, which uses
carbon prices ranging from $25-570/short ton, shows that total emissions decline from 2020 to 2035 by about

11 million short tons annually in the power sector under a scenario with high electrification in the transportation
and heating sectors.
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This analysis provides a simple approach to estimating the carbon price levels required to
support the economic development of renewable energy projects by changing only the
incremental price paid to suppliers (and charged to load) in the electricity market—thus
showing the mechanics and potential impacts of the addition of a carbon price. This high-level
directional assessment of an incremental carbon price mechanism to meet the particular
objectives identified below is not, and should not be interpreted as, analysis appropriate to
inform adjustments to the New England states’ current carbon pricing mechanism, the Regional
Greenhouse Gas Initiative (RGGI). When states assess that programmatic changes may be in
order, they will commence a program review with associated in-depth analysis and opportunity
for broad stakeholder engagement.

CARBON PRICING OVERVIEW

Assigning a cost to carbon dioxide emissions is one of the tools used in the United States, and
throughout the world, as a means to represent the negative impacts of carbon emissions and to
reduce power sector carbon emissions. Carbon pricing may also be applied to other carbon-
intensive sectors, such as heating and transportation, or the economy as a whole. The resulting
price signal provides a market-based mechanism to curb emissions through reduced
consumption; investment in alternative, lower-emitting technologies; or investment in existing
technologies to reduce emissions.

There are two primary approaches to carbon pricing. Both of these approaches result in
product (e.g., electricity, fuel) market prices reflecting the cost assigned to carbon.

= (Cap and Trade sets a limit on total carbon emissions for one or more sectors. A
governing body then issues allowances (each representing a permit to emit an amount
of carbon) to affected parties, either through direct allocation or an auction. These
allowances are then bought or sold by companies whose emissions are over or under
their limit, respectively. Thus, the price of carbon is determined by the market.

= Carbon Tax/Fee sets a carbon price based on studies of the price required to achieve a
certain level of carbon reduction or the social cost of carbon (SCC).# This price is then
applied to the emissions associated with one or more sectors. Under this approach,
there is no explicit limit on emissions. However, the price of carbon can be calibrated
over time to influence emissions levels.

4 There are numerous studies on what the “right” price is for valuing carbon emissions. For example, in 2017, an
international commission supported by the World Bank recommended a carbon price of between $44-588/short
ton by 2020 and $55-$110/short ton by 2030 to meet the Paris Agreement (see link, values converted from metric
tons). These ranges comport with carbon values selected by Synapse and Brattle for recent carbon pricing studies
focused on New England (see link and link).
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Governing bodies, such as, for example, state government agencies or their representatives,
determine how to handle the distribution of carbon pricing funds collected from affected
parties. Judgements about how to distribute funds are often based on policy preferences.
Carbon pricing funds are commonly used to fund environmental/efficiency programs that
reduce emissions or to provide consumer rebates that mitigate cost increases (e.g., higher
electricity bills).

Carbon pricing can affect power sector emissions through both short- and long-term economic
substitutions by:

= Changing Dispatch Order. Carbon prices may make higher-emitting resources more
expensive than lower-emitting alternatives, thus causing the latter to be used more
frequently to provide energy.

= Changing the Resource Mix. Carbon prices may reduce potential revenues from higher-
emitting technologies (i.e., less energy provided and lower net price) and increase
potential revenues for lower- and zero-emitting technologies (i.e., more energy
provided at higher net price) over time, promoting investment in lower- and zero-
emitting technologies and investment in (e.g., retrofitting existing oil/coal resources for
natural gas or installing new, more efficient gas turbines) or retirement of higher-
emitting technologies.

The impact of carbon pricing on power sector emissions is highly dependent on the price of
carbon, the resource mix in a given region, and long-term expected load growth.

COMPLEMENTARY MECHANISMS

Carbon pricing is not the only tool used to address power sector emissions. Other approaches
include fuel taxes, the removal of fossil fuel subsidies, and payments for emissions reductions
or offsets. Alternatively, numerous state and federal programs provide direct support for lower-
or zero-emitting generation technologies. The most widely utilized state programs include
Renewable Portfolio Standards (RPS) and Clean Energy Standards (CES), which require that a
certain percentage of a state’s electricity come from lower- or zero-emitting sources. Long-term
contracts are also used to meet a portion of state RPS/CES requirements. Federal programs
establishing targeted tax credits/benefits (e.g., federal production and investment tax credits)
have also promoted the development of new lower- or zero-emitting sources.
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CARBON PRICING IN NORTH AMERICA

Table 1 provides a summary of carbon pricing approaches that have been implemented or are
actively being discussed across North America. Additionally, there are numerous carbon-related
bills being considered by the U.S. Congress in its current session.”

Table 1. Carbon Pricing in North America

Locations Program Status Sectors Impacted Price
Type ($ U.S./short ton)
CT, DE, MA, MD, ME,
NH, NJ, NY, PA,[1IRI, Cap & Trade Implemented Power $5-6 in 2020
VA, VT
MA Cap & Trade Implemented Power $7-8 in 2019
Power, Industry, .
CA Cap & Trade Implemented Transportation $21 in 2020
OR[3] Cap & Trade Pending TBD TBD
Under $47 in 20204
NY Tax discussion Power $69 in 20304
. Power & Other
WA Cap & Trade Pending Stationary Sources TBD
Tax Fuel $41 in 2022
CANADAI®! —————— Implemented
Cap & Trade Industry Unknown

11 pennsylvania is currently considering joining the Regional Greenhouse Gas Initiative (RGGI).

[2lvirginia is scheduled to join RGGI on January 1, 2021.

B10oregon lawmakers opposed to a cap-and-trade rule have prevented a final vote on enabling legislation in both
2019 and 2020. A subsequent Executive Order to reduce greenhouse gas (GHG) emissions has been challenged in
court.

I The New York PSC will determine an SCC if key stakeholders and the New York Independent System Operator
(NYISO) Board approve the concept of carbon pricing. The prices shown here reflect SCC levels consistent with
values used by the PSC to date.

[ Canada allows provinces and territories to use their own carbon pricing systems, provided they meet a federal
benchmark. All other provinces and territories are subject to a national fuel charge and a carbon trading system
for large industry.

Sources: S&P Global Market Intelligence (RGGI, CA); ISO-NE Market, Monitor (MA), link; NYISO (NY), link;
Canada.ca (Canada), link, link.

RECENT STUDIES SPECIFIC TO NEW ENGLAND

There are two recent studies that provide perspective on the implications of a new,
incremental carbon price in New England. In June 2020, the Analysis Group released the results
of a study commissioned by the New England Power Generators Association (NEPGA) and in
April 2017, the Independent System Operator of New England (ISO-NE) presented the results of

5 Carbon Pricing Proposals in the 116™ Congress, http://priceoncarbon.org/wp-content/uploads/2020/03/116th-
Leg-Table.jpg.
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a carbon allowance cost sensitivity analysis conducted on behalf of the New England Power
Pool (NEPOOL). These studies demonstrate both of the economic properties of carbon pricing
by using models that changed the dispatch order and resource mix over time to evaluate the
long-term effects of a carbon price on the power sector.

2020 NEPGA Carbon Pricing Study for New England

This study determined that carbon prices ranging between $25-$35/short ton in 2025 and
$55-5$70/short ton in 2030 and 2035 would help to maintain sufficient progress toward the
states’ collective greenhouse gas (GHG) reduction standards while reducing reliance on long-
term contracts.® As illustrated in Figure 1, carbon pricing—in conjunction with rapid
electrification of the heating and transportation sectors, increased energy efficiency, and
increased reliance on storage and zero-emissions resources—was projected to reduce regional
emissions by 53.5 million metric tons (59 million short tons) in 2035, relative to the study’s base
case, which reflects emissions reductions due solely to planned renewable resource additions.
According to the Analysis Group, the “introduction of a carbon price in the power sector would
increase wholesale electricity prices, but would not drive up consumers cost materially if states
choose to rebate carbon revenues.”” Notably, this study did not quantify the change in
wholesale prices or the sum of carbon revenues available to be rebated.

8 For reference, under the marginal emissions rate assumed for wholesale load in this analysis, the NEPGA study’s
carbon price estimates are approximately $12-$16/MWh in 2025 and $26-533/MWh in 2030 and 2035.

7 NEPGA Carbon Pricing Study at 28.
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Figure 1. New England Emission Reduction Goals Compared with Projected
Reductions Due to: (1) Planned Renewable Resource Additions; (2) Such
Additions with Increased Electrification; or (3) Such Additions with High
Electrification and Carbon Pricing

Source: Joseph Cavicchi and Paul Hibbard, Carbon Pricing for New England: Context, Key Factors,
and Impacts, Analysis Group, June 2020, (NEPGA Carbon Pricing Study)
https://www.analysisgroup.com/globalassets/insights/publishing/2020-june-analysis-group-carbon-
pricing-for-ne-main-report.pdf.

2016 ISO-NE Economic Study: Carbon Allowance Cost Sensitivity for New England

This study simulated six “base” scenarios for the year 2030, each of which involved fulfilling
New England state RPS requirements and replacing natural gas retirements in New England
through different combinations of new resources and, in some cases, alternative compliance
payments. The scenarios were simulated with a base carbon price of $24/short ton and
$64/short ton.? Figure 2 shows the resulting carbon emissions. Depending on the scenario, a
carbon price of $64/short ton lowered carbon emissions by 2.8 to 8.3 million short tons, or 14-
25%, relative to the base price of $24/short ton. In this study, the carbon prices result in
changes to the dispatch order, based upon that scenario’s assumed resource mix.

8 For reference, under the marginal emissions rate assumed for wholesale load in this analysis, the 2016 ISO-NE
study’s $24/short ton and $64/short ton carbon price assumptions are approximately equal to $11/MWh and
$30/MWh, respectively.
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Figure 2. Annual New England Power Plant CO2: Emissions in 2030,
Transmission Constrained

Source: 2016 Economic Study: Carbon Allowance Cost Sensitivity Draft Results, ISO-NE, April 2017,
https://www.iso-ne.com/static-assets/documents/2017/04/a6 2016 economic study carbon cost .pdf.

ISO-NE’s sensitivity analysis also evaluated the impact to load-serving entity (LSE) electricity
market and uplift costs.® Depending on the scenario, Figure 3 shows a carbon price of $64/short
ton increased the combined electricity market and uplift costs by $1.9-$2.8 billion, or 32-33%,
relative to the price of $24/short ton. Combined, the scenarios show that a $1.9-52.8 billion
cost would lower carbon emissions by an additional 2.8- 8.3 million short tons, or 14-25%. The
ISO-NE study did not include any estimate of the carbon tax charged to emitting power plants
or the total carbon tax disbursement fund available to be used as an offset to the increased
costs.

9 Uplift refers to payments that power plants receive when prices do not fully compensate them for following
reliability dispatch instructions from ISO-NE.
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Figure 3. Annual New England LSE Energy Cost in 2030, Transmission Constrained

Source: 2016 Economic Study: Carbon Allowance Cost Sensitivity Draft Results.

EXETER ECONOMIC ANALYSIS OF THE CARBON PRICE REQUIRED TO SUPPORT
ECONOMIC DEVELOPMENT OF ZERO-EMITTING TECHNOLOGIES

This high-level economic analysis seeks to better understand the impacts to the New England
region of adding an incremental carbon price in the power sector to promote investment in
zero-emitting technologies.'° To that end, this analysis estimates the carbon prices that would
be required to increase electricity market prices to levels that would support the economic
development of utility-scale solar (20 MW nameplate), onshore wind (82.5 MW), and offshore
wind (800 MW) under various cost assumptions,!! without the need for long-term contracts or
other non-market payments beyond what is currently in place (i.e., renewable energy
certificates [RECs]). Two scenarios, one for onshore wind and one for offshore wind, include
additional transmission costs to ensure that power can be delivered to loads in New England.

For each of the five scenarios, a carbon price is established that is estimated to provide
sufficient annual incremental electricity market revenue—in addition to existing electricity
market revenue, RECs, and an assumption of $2/kW-month in capacity market revenues—to

10 This high-level directional assessment of an incremental carbon price mechanism to meet the particular
objectives identified below is not, and should not be interpreted as, analysis appropriate to inform adjustments to
the New England states’ current carbon pricing mechanism, RGGIl. When states assess that programmatic changes
may be in order, they will commence a program review with associated in-depth analysis and opportunity for
broad stakeholder engagement.

11 The addition of a carbon price raises the electricity market price in many hours because resources setting the
price in the electricity market are often carbon-emitting and must increase their supply offers to cover their
anticipated cost of carbon. The hypothetical new resources in this analysis are based upon Concentric Energy
Advisors and Mott MacDonald’s preliminary analysis of the Cost of New Entry for 2025-26 (the capacity
commitment period associated with forward capacity auction #16).

Exeter Associates, Inc. Page| 9



Analysis of Carbon Pricing Impacts to the New England Power Sector

cover the given technology’s costs over the 20-year life of each project. This incremental carbon
price is then used to estimate the economic impacts to the New England wholesale electricity
markets including the incremental costs to load, incremental payments to supply, incremental
carbon tax applied to carbon-emitting supply, the overall carbon tax distribution fund level, and
then using other studies’ estimates a potential range of impacts to emissions.

The analysis uses 2018 historical data to establish a baseline for electricity production,
consumption, and associated emissions in the future. The economic analysis assumes that over
the life of each project scenario: (1) the marginal emissions rate and average emissions rate by
technology remain unchanged;*? (2) the incremental carbon price has no impact on how the
system is dispatched, rather uniformly shifting the portion of the supply curve up which is
setting the electricity price; and (3) the resource mix on the system remains unchanged.
Therefore, this simple economic analysis does not show a change to the total emissions on the
system. In reality, over the 20-year life of these projects, the total system emissions would likely
decline as more electricity is produced from lower- and zero-emitting technologies driven by
the level of investment in these technologies. However, increases in consumption resulting
from the electrification of the transportation and heating sectors would also put upward
pressure on power sector emissions for the New England region depending on how the
resource mix evolved.

Carbon Price Increases Costs to Load

Under the least expensive resource type scenario analyzed (utility-scale solar), an incremental
carbon price is estimated to increase electricity market costs (for wholesale load, pumping load,
and export transactions) annually by $2.7 billion. Carbon pricing revenue collected from
suppliers and rebated to load could be used to reduce these costs by $1.7 billion, resulting in a
net impact to all load of $1.0 billion.3 For resource-type scenarios with higher annual revenue
requirements to cover costs, the carbon price increases significantly, as do the annual costs.

Table 2 provides a summary of the results, showing a net impact to all load (including pumping
load and export transactions) ranging from $1.0-53.8 billion annually. Exeter also ran a

12 The all-hours marginal emissions rate (for 2018) used in this analysis is 916 Ibs/MWh or a natural gas machine
heat rate of 7.83 MMBtu/MWh. Exeter used this emissions rate since it aligned with the current resource mix, so
better matched the underlying average emissions rates used to determine the carbon tax for emitting supply.
Reducing the marginal emissions rate increases the carbon price, while increasing the marginal emissions rate
reduces the carbon price; however, overall costs should remain about the same since the electricity market price
paid to suppliers and charged to load remains unchanged.

13 For reference, wholesale electricity market costs in 2018 were approximately $9.8 billion. A net impact to load
of $1.0 billion resulting from a hypothetical new, incremental carbon price would approximately equal a 10%
increase in wholesale market costs in one year.
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sensitivity analysis with a higher assumption for capacity revenues (i.e., $4/kW-mo) that
reduced the net impact to load by $0.1-50.2 billion.

Table 2. Incremental Carbon Price Impact Summary Results, by Scenario

Electricity Carbon Tax
Incremental Price Increase Incremental Disbursement Net Impact
Carbon Price for Load Costs Fund to Load

Scenario ($/short ton)t ($/MWh) ($ billions) ($ billions) ($ billions)

Utility-Scale Solar $45 $21 $2.7 $1.7 $1.0
Onshore Wind [2]

(Load Deliverable) $60 $28 $3.6 $2.2 $1.4
Offshore Wind $167 $78 $9.9 $6.1 $3.8
Offshore Wind $168 $78 $10.0 $6.2 $3.8

(Load Deliverable)

(21 All analysis is based on 2025 U.S. dollars.

(21 Without considering the cost of ensuring that onshore wind could be deliverable to major load
centers in New England, onshore wind was determined to be economic, even without an
incremental carbon price.

Table 3 provides a breakdown of total costs by state and scenario (excluding pumping load and
export transactions) based on the 2018 annual load ratio share.'*

Table 3. Costs by State and Scenario ($ millions)

Scenario VT RI ME NH CT MA Total
Utility-Scale Solar $115 $170 $244 $246 $625 $1,173 $2,572
Onshore Wind
(Load Deliverable) $154 $228 $327 $330 $839 $1,573 $3,451
Offshore Wind $428 $633 $909 $918 $2,334 $4,377 $9,600
Offshore Wind 443, $638 $916 $925 $2,351 $4,409 $9,670

(Load Deliverable)

Carbon Price Reduces Emissions

While this economic analysis did not specifically evaluate how a carbon price impacts system
emissions, other available studies for New England provide a point of comparison. Based on
these studies, Exeter approximates that the carbon prices proposed in this analysis could result
in a decrease in annual carbon emissions related to dispatching lower-emitting resources in
place of higher-emitting resources of about 1-3 million short tons (3-9% reduction as compared
to 2018 emissions levels) with an additional 3-12 million short ton reduction annually (9-35%
reduction) occurring over time, depending on the level of investment driven by the proposed
carbon price and other mechanisms to support renewable and clean energy resources, and the
impacts to demand of the electrification of the transportation and heating sectors.

1 This does not reflect any reduction in costs associated with the portion of the carbon tax disbursement fund that
would be allocated to the wholesale load.
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Figure 2 above (from the 2016 ISO-NE Economic Study) shows the potential reduction in

emissions that could occur related to both dispatching lower-emitting resources with a higher

carbon price and if investment is made at various levels of lower- and zero-emitting resources.

This shows a reduction in annual emissions ranging from 3-8 million short tons related
to dispatching lower-emitting resources generally resulting from increasing natural gas
generation and reducing coal, oil, and biomass/refuse generation.?

The other scenarios in this study provide examples of how different resource mixes
would impact total emissions, ranging in reductions of 4-22 million short tons annually,
relative to the ‘No Retirements’ scenario (which most closely resembles the 2018 actual
system underlying the Exeter analysis). The reduction in carbon emissions would be a
function of the level investment in lower- and zero-emitting technologies driven by

(1) the proposed carbon price, with higher carbon prices resulting in greater emissions
reductions, and (2) other mechanisms to support renewable and clean energy
resources. However, this study does not reflect the potential significant impacts to
demand of electrification of the transportation and heating sectors.

Figure 4 (from NEPGA’s 2020 carbon pricing study) provides some context as to how increased

electrification of heating and transportation sectors could impact New England economy-wide

emissions. According to NEPGA’s analysis, reductions in power sector emissions are modest over

time and begin to increase again as 2035 approaches, even with installation of lower- and zero-

emitting resources, with an overall net decline of about 11 million short tons in the power
sector over the 15-year period. As shown in Figure 4, most of the economy-wide carbon
emission reductions would likely come from the transportation sector.

15 Carbon emissions levels for 2018 were around 34 million short tons. Three of the cases in the 2016 ISO-NE

Economic Study have emissions levels with hypothetical future resource mix in the year 2030 that are above 2018

emissions levels, ranging from 35-41 million short tons.
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[1] Economy-wide emission reduction goals are determined by aggregating each New England state's historical emissians by sector and annual GHG emission targsts. If data is
unavailable for a given year in a state, the goal is estimated by interpolating results from years where it is available. The carbon-specific emission goal is estimated by using
historical data on the share of total GHG emissions derived from carbon emissions.

[2] Power generation adjustments include higher levels of electrification, the retirement of fossik-fuel plants, the addition of energy

and a $25/short ton price on carbon in 2025, $65/short ton in 2030, and $70/short ton in 2035.

[3) Electrification assumes 25% (2025), 50% (2030), and 75% (2035) of residential homes currently heatingwith gas, oil, or propane switch to electric heating. It also assumes 25%
(2025), 60% (2030), and 90% (2035) of consumers driving light-duty vehicles switch to electric vehicles.

Figure 4. Projected CO: Emissions Changes by Sector: High Electrification

Source: Joseph Cavicchi and Paul Hibbard, Carbon Pricing for New England: Context, Key Factors,
and Impacts, Analysis Group, June 2020,
https://www.analysisgroup.com/globalassets/insights/publishing/2020-june-analysis-group-carbon-
pricing-for-ne-main-report.pdf.

EXETER DETAILED ANALYSIS RESULTS

CARBON PRICE IS DRIVEN BY REVENUE REQUIREMENT AND ENERGY PRODUCTION

Figure 5 shows that incremental carbon prices range to meet the annual required revenue
requirement by resource type from $45/short ton (utility-scale solar scenario) to $168/short
ton (offshore wind scenario), resulting in increases in the electricity market prices of $21/MWh
to $77/MWHh.® These results are comparable with modeling conducted by The Brattle Group on
behalf of NYISO Integrating Public Policy Task Force (IPPTF); namely, a carbon price of $49/short
ton raised wholesale electricity market prices in New York by $17.90/MWh.’

16 The average increase in electricity market prices is different by resource type, load category and external
interface due to the different weighted, marginal emissions rates used for each group in the analysis. Exeter
calculated a unique MW-weighted marginal emissions rate per external interface, generation fuel type and load
category using the hourly marginal emissions data published by ISO-NE for 2018 and adjusted to better reflect the
impact of a carbon price on pumped-storage facility bidding. Source: 1ISO-NE, 2018 ISO New England Electric
Generator Air Emissions Report, May 2020.

17 The Brattle Group on behalf of NYISO Integrating Public Policy Task Force, “Carbon Charge Customer Cost
Impact” (scenario results and abatement detail tabs), November 28, 2018.
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These carbon and electricity market prices are a function of each technology’s annual revenue
requirement (based on ISO-NE’s most recent publication of these technologies’ annualized
costs and revenues)!® and annual energy production.?® In the case of offshore wind, a
significant gap between annualized costs (assumes $1.5 billion in transmission costs) and
revenues drives the carbon price ($168/short ton) and associated incremental electricity
market price (577/MWh) relatively high compared to other scenarios.?°
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Figure 5. Annual Revenue Requirement and Incremental Energy and Carbon Prices, by Scenario

LOWER- AND ZERO-EMITTING TECHNOLOGIES BENEFIT FROM THE CARBON PRICE

The carbon price (as reflected in electricity market prices) results in an increase in revenues to
suppliers with lower- or zero-emitting technologies (including nuclear, solar, wind, hydropower,
and import transactions from other control areas and more efficient natural gas resources),
while higher-emitting technologies are charged for much or all incremental payments through
the carbon tax (creating the source for the carbon tax disbursement fund). The net supplier

8 The onshore wind scenario includes a proxy for costs of upgrading transmission to make the project deliverable
to load in southern New England of $139.6 million (2019S) in installed costs associated with 82.5 MW of an HVDC
line installation. This was developed based on a New England State Committee on Electricity (NESCOE) study in
2017. Source: NESCOE, Renewable and Clean Energy Scenario Analysis and Mechanisms 2.0 Study, Phase |:
Scenario Analysis, Winter 2017, p. 57.

191SO New England, NEPOOL Markets Committee, Agenda Item #4, August 11-13, 2020.

20 The $1.5 billion in transmission costs for interconnecting offshore wind resources is from Concentric Energy
Advisors and Mott MacDonald’s preliminary analysis of the Cost of New Entry for 2025-26 (the capacity
commitment period associated with forward capacity auction #16).
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settlement in Figure 6 reflects the incremental revenues that would be earned by lower- or
zero-emitting technologies.

The incremental payments to suppliers or gross cost to load (ranging from $2.7-$10.0 billion
annually) and the tax charged back to emitting technologies (ranging from $1.7-56.2 billion
annually), with the net supplier settlement or cost to consumers?! ranging from about $1.0-
$3.8 billion annually, this reflects the total gross payments minus the carbon tax
reimbursement on carbon emissions are shown in Figure 6 by resource type. The ISO-NE 2016
Economic Study used a similar increase in the assumed carbon price (540/short ton) as the
utility-scale solar (compared to $45/short ton in this analysis), and the incremental electricity
costs for supporting utility-scale solar of $2.7 billion are in the range of the $1.9-52.8 billion cost
increase published in the ISO-NE study. Accordingly, Exeter’s results are comparable to the /ISO-
NE 2016 Economic Study’s findings .
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Figure 6. Net Supplier Impact of Carbon Price, by Scenario

21 This assumes that all fees/taxes collected from emitting suppliers are credited back to consumers.
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ELECTRICITY COSTS INCREASE IN LINE WITH INCREASES IN PAYMENTS TO
SUPPLIERS
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Figure 7 provides a breakdown of costs by state (based on the annual load ratio share and
exlcuding pumping load and export transactions) as compared to the incremental carbon price
and incremental energy price paid by load. These costs mirror the total payments made to
suppliers, ranging from $2.6-59.7 billion annually .
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Figure 7. Incremental Costs from Carbon Price by State and Scenario
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MATERIAL NET CONSUMER COSTS REMAIN EVEN WHEN THE CARBON TAX
DISBURSEMENT FUND IS USED TO OFFSET THE INCREMENTAL COST

While total cost increases mirror the payments, and these costs can potentially be largely offset
by the carbon tax collected from suppliers depending on the allocation mechanism selected,
material net costs related to the carbon price are still charged to consumers. Figure 8 shows the
net impact of fully rebating carbon tax revenues back to all load to be between $1.0-53.8 billion
in incremental annual costs. This is a 62% reduction in each scenario from the total costs,
leaving 38% of costs that would not be offset.
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Figure 8. Net Impact to Wholesale Load, Pumping Load, and Export Transactions of Carbon
Price, by Scenario
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TECHNICAL APPENDIX

Note: This technical appendix provides details on the approach used in the analysis, key
assumptions, how various calculations are performed and the source data being used for the
analysis.

APPROACH

This analysis uses a simplified approach to estimate the potential costs of the addition of an
incremental carbon price set at a level that would enable utility-scale solar and onshore and
offshore wind (under different transmission cost assumptions) to be developed economically
without support of long-term contracts.?? This analysis only changes the incremental price paid
to suppliers and charged to load in the electricity (or energy) market (effectively holding all
other variables constant over the life of these projects), allowing for the mechanics and
potential impacts of the addition of a carbon price to be demonstrated in a straight-forward
manner.

This was done by (1) calculating an annualized revenue shortfall for each identified scenario
which would have to be recovered through an incremental carbon price being reflected in the
electricity market prices; (2) calculating the associated impacts to electricity market payments
to suppliers and charges to load servers; (3) calculating the carbon tax charged back to
emitting-supply resources and the associated aggregate carbon tax disbursement fund; and
(4) the directional impacts of an incremental carbon price to the net cost of new entry (CONE)
resources.

Key Assumptions

The following simplifying assumptions were used for this analysis:

= 2018 calendar year data are the basis for the production, emissions, and consumption
profile, and analysis is performed using aggregated annual data.

= Only those generation technologies participating in the New England electricity markets
directly as supply resources are included in the analysis (i.e., excludes all behind-the-
meter generation impacts when assessing carbon tax).

= Assumptions around costs and revenues are based on ISO-NE’s most recent proposed
offer review trigger price (ORTP) models.

22 Financing certain renewable energy projects without long-term contracts has been challenging, but for purposes
of this analysis it is assumed that a carbon price with expected electricity market revenues would provide
adequate certainty to support financing these projects.
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o Historical (2017-2019) energy and REC price revenues (adjusted for inflation) are
used to determine revenues over the life of the project.

o Project life is assumed to be 20 years for all technologies.

o Incremental transmission costs were provided by NESCOE staff.

= |ncremental carbon price does not change the real-time dispatch results, real-time
energy, or REC prices or the resource mix over time and thus cannot simulate changes
to total emissions levels.

o Analysis does not show how an incremental carbon price would impact dispatch
and the resource mix over time.

o Analysis focuses only on real-time and did not evaluate the day-ahead market
implications of impacts of the new day-ahead reserve products.

= Changes in revenues resulting from the carbon price are constant (levelized) over the
life of the project.

EMISSIONS RATES

Since the analysis is being performed on an annual basis, it is not possible to estimate the
hourly marginal emissions, so an approach needed to be developed to establish appropriate
emissions rates to use for purposes of estimating the incremental payments and charges
(marginal emissions rate) and carbon tax (average emissions rate).

Marginal Carbon Emissions Rates

One of the critical inputs to this analysis is the appropriate marginal emissions rate for
determining both the necessary carbon price for the identified project scenarios to recover
their costs and the rate paid to suppliers and charged to load servers.?? Three different options
were examined for determining the marginal emissions rate with a goal of calculating
representative system marginal emissions rates for external interfaces (export and import
transactions), wholesale load, pumping load, and generation (by fuel type).

OPTION 1: NATURAL GAS-BASED EMISSIONS RATE

Since natural gas resources are generally on the margin in New England, Exeter considered
using an average natural gas generation heat rate to calculate the marginal emissions level.

2 This is the emissions rate associated with the resource(s) that are setting the electricity market price (or
locational marginal price) in the wholesale electricity markets.
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Figure 1 shows the supply curve for the New England system and minimum and maximum load
to provide some context for different fuel types and where they show in the supply curve.?*
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Figure 9. Summer Generic New England Supply Curve (S&P Global 2019 data)

Exeter reviewed multiple data sources to determine an appropriate heat rate for the natural
gas resource mix in New England.

= The weighted generation production average using hourly S&P Global hourly generation
data from 2018 of 7.399 MMBtu/MWh.

* The weighted generation capacity average of 7.373 MMBtu/MWh using the full-load
heat rates published for the 2016 Net CONE/ORTP review.?>

Using this information, Exeter selected a heat rate of 7.4 MMBtu/MWh with a calculated
marginal emissions rate of 867 Ibs/MWh.%® This emissions rate would be applied universally to
all hours, external interfaces (exports and imports), wholesale load, pumping load, and
generation (by fuel type), so is not able to have differentiated marginal emissions rates by

group.

OPTION 2: ISO-NE 2018 MARGINAL EMISSIONS RATES

ISO-NE publishes marginal, system-wide, load-weighted marginal emissions rates for the region,
most recently in 2018. The load-weighted emissions approach provides a reasonable value that

24 Natural gas generation was on the margin in 73% of the pricing intervals. Source: ISO-NE, “2018 ISO New
England Electric Generator Air Emissions Report,” May 2020, p. 22.

25 |SO-NE, Markets Committee, “Net CONE Supporting Data Part 1,” December 3, 2017 (Revision 3 posted on
February 8, 2017).

26 Assumes 117 Ibs/MMBtu as the conversion factor.
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reflects the average, marginal emissions rate for the system for all-hours, on-peak, and off-peak
periods.?’ These are shown in Table 4 with the associated natural gas heat rate.

Table 4. ISO-NE Marginal Emissions Rates and Implied

Natural Gas Heat Rates

Marginal Est. Natural Gas
Emissions Rate Heat Rate
(Ibs/MWh) (MMBtu/MWh)
Load Weighted: All-Hours 745.0 6.4
Load Weighted: On-Peak?8 779.0 6.7
Load Weighted: Off-Peak?® 720.0 6.2

While these values are calculated for the entire system, the underlying hourly data are available
which provide for the ability to calculate an annual, weighted average, marginal emissions rate
by external interfaces (exports and imports), wholesale load, pumping load, and generation (by
fuel type) where hourly generation, load, and external transaction data are available.

OPTION 3: ADJUSTED ISO-NE 2018 MARGINAL EMISSIONS RATES

Exeter identified two shortcomings with the ISO-NE approach to marginal emissions rates in the
context of carbon pricing, both related to pumped-storage hydro.

1. Pumped-storage hydro is treated as a zero emissions resource when it is pumping.

The ISO-NE analysis treats pumping load as having zero emissions, and while this is
technically correct, there is the potential that the pumping load is being served by an
emitting resource and the assignment of this interval as having a marginal emissions
rate of zero is just a function of the clearing/pricing algorithm.3° The pumped-storage
hydro should be willing to bid higher in the off-peak hours (i.e., pay more to pump)
based on its expectations of how the emissions rates would impact on- and off-peak
prices, so the carbon price impacts their bids and thus the prices when marginal and

pumping.

To correct for this in the ISO-NE five-minute dataset, Exeter used the on-peak
(779 Ibs/MWh) and off-peak (720 lbs/MWh) marginal emissions rate as calculated by

271SO-NE, “2018 ISO New England Electric Generator Air Emissions Report,” May 2020, p. 33.

28 Id., pg. 13, “On-peak annual, consisting of all weekdays between 8:00 a.m. and 10:00 p.m.”

2 Id., pg. 13, “Off-peak annual, consisting of all weekdays between 10:00 p.m. and 8:00 a.m. and all weekend
hours.”

30 Imagine the circumstance where load is marginal in real-time in nearly every hour. This does not mean that the
price that load is paying does not reflect the cost of emissions; rather, it means demand is driving the pricing (i.e., a
reduction in demand is the least-cost solution). The underlying resource that is meeting the increment of demand
is really what should be used in determining the marginal emissions rate.
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ISO-NE as a proxy and modified the emissions rates in all five-minute intervals when the
pumping load is marginal from zero to these values. This resulted in the off-peak
marginal emissions rate increasing from 720 lbs/MWh to 798 lbs/MWh.

2. Pumped storage is treated as a zero emissions resource when it is supplying.

With an incremental carbon price, pumped-storage hydro would be expected to
increase its supply offer by the impact of the incremental cost increase associated with
the carbon price when pumping (consuming).3!

To account for this in the ISO-NE five-minute dataset, the revised off-peak, marginal
emissions rate of 798 Ibs/MWh is increased by 30% (reflecting the estimated 70%
efficiency of the pumped-storage hydro facilities) resulting in a marginal emissions rate
of 1,037 lbs/MWh for intervals when the pumped-storage hydro is supplying power and
marginal (in both on- and off-peak intervals).

Table 5 shows the impact to the adjusted marginal emissions rates and associated natural gas
heat rate, building upon the results from treating the pumped-storage hydro marginal
emissions rate as non-zero.

Table 5. ISO-NE Adjusted Marginal Emissions Rates and

Implied Natural Gas Heat Rates

Adjusted
Marginal Est. Natural
Emissions Rate Gas Heat Rate
(Ibs/MWh) (MMBtu/MWh)
Load Weighted: All-Hours 916 7.8
Load Weighted: On-Peak 965 8.2
Load Weighted: Off-Peak 880 7.5

RECOMMENDATION

Exeter used Option 3 results since (1) data were available to calculate a weighted, marginal
emissions rate by external interfaces (exports and imports), wholesale load, pumping load, and
generation (by fuel type); (2) this approach accounted for the incorrect assessment of a zero
emissions rate associated with the pumped-storage facilities; and (3) accounts for other, non-
natural gas technologies being marginal.

31 Offering storage into the market is a complicated calculation which would reflect both a minimum spread,
generally reflecting the efficiency of the facility, and a forecast of future prices to ensure that the energy is bought
and sold to maximize profits. The spread can be simply represented as a function of the efficiency of the facility
and the cost of the power. If a pumped-storage facility paid $10/MWh to pump, it would need to be paid at least
$13/MWh to break even, assuming willingness to take a zero return and 70% efficiency. If the pumping costs
increases to $15/MWh because of a carbon price, the supply offer would need to be at least $19.50/MWh, thus
the cost of carbon is reflected in the pumped-storage supply offers.
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* The Option 1 approach did not provide hourly information to determine a generation
fuel type, external interface, and load category-specific values since only one value is
calculated for the period. Further, this approach does not reflect other emitting and
non-emitting resources being marginal on the system, but does indirectly address the
pumped-storage hydro issues.

= The Option 2 approach provides time series data to determine a weighted emissions
rate by external interfaces (exports and imports), wholesale load, pumping load, and
generation (by fuel type), but likely understates the cost impact because of the
treatment of the pumped-storage hydro.

A comparison of the results is included in Table 6. The adjustment to the ISO-NE marginal
emissions rate increased these values, but also did not adjust them beyond the emitting units-
only case, which provides further support that these emissions rates are a reasonable proxy for
the cost impact of an incremental carbon price

Table 6. Marginal Emissions Options Comparison

Option 1: Average Option 2: ISO- Option 3: Adjusted Comparison: ISO-

Natural Gas NE Marginal ISO-NE Marginal NE Marginal

Emissions Emissions All Emissions All Units  Emissions Emitting

(Ibs/MWh) Units (Ibs/MWh) (Ibs/MWh) Units (Ibs/MWh)
All-Hours 867 745 916 971
On-Peak 867 779 965 987
Off-Peak 867 720 880 960

MARGINAL EMISSIONS RATES BY GENERATION FUEL TYPE, EXTERNAL INTERFACE, AND
LOAD CATEGORY

The marginal emissions data are time-weighted for the annual period and thus do not reflect
how different energy profiles for load, generation, and external transactions impact their
marginal emissions rates. The time-weighted approach results in the off-peak hours inherently
having a greater impact on the all-hours value that is calculated by ISO-NE.

To better reflect the different hourly energy profiles for load, generation and external
transactions, Exeter used hourly 2018 load,3? generation,3334 and external transactions,3* and
the adjusted, hourly, marginal emissions rates to produce an annual, weighted, marginal

32 Hourly wholesale load (excluding pumping load) was used from 2018 as available in S&P Global.

33 ISO-NE, “2018 — Hourly Solar Generation,” “2018 — Hourly Wind Generation.”

34 Hourly coal, oil, natural gas, and biomass/refuse generation were used from 2018 as available from S&P Global.
351SO-NE, “2018 — External Interchange.”
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emissions rate that is more reflective of the price impact for each group where hourly data
were available.3®

Table 7 shows the results of this analysis by category.

Table 7. Weighted Marginal Emissions Rate by Category
Hourly Weighted Hourly Weighted

Marginal Marginal
Emissions Rate Emissions Rate

Category (Ibs/MWh) (short tons/MWh)
Wholesale Load3” 931 0.4656
Coal 1,077 0.5383
Gas 939 0.4694
Qil 1,207 0.6037
Biomass/Refuse 926 0.4628
Solar3® 921 0.4605
Wind3° 913 0.4564
New Brunswick Import 917 0.4586
New York-North Import 935 0.4677
Hydro Quebec Phase II Import 911 0.4556
Hydro Quebec-Highgate Import 917 0.4583
New York-Shoreham Import 962 0.4811
New York-Northport Import 958 0.4790
New Brunswick Export 972 0.4858
New York-North Export 931 0.4653
New York-Shoreham Export 962 0.4811
New York-Northport Export 958 0.4790

36 Load, import, exports, solar, coal, biomass/refuse, wind, oil, and natural gas had hourly data available. Nuclear
and hydro (including pumped-storage hydro) did not have hourly data available, so had to be estimated based on
the all-hours, on-peak, or off-peak marginal emissions rates.

37 The same value was assumed for all New England states.

38 Using the ORTP generation data for solar for 2018 resulted in a slightly higher marginal emissions rate of 933
Ibs/MWh.

39 This rate was used for both onshore and offshore wind even though this value is largely driven by onshore wind.
Using the ORTP generation data for offshore and onshore wind for 2018 resulted in slightly higher marginal
emissions rates of 921 lbs/MWh and 917 Ibs/MWh, respectively.
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Table 8 reflects the assumptions used for those categories where hourly data were not
available.

Table 8. Estimated Marginal Emissions Rate by Category

Hourly Weighted Hourly Weighted

Marginal Marginal Emissions
Emissions Rate Rate
Category (Ibs/MWh) (short tons/MWh) Basis
Nuclear 916 0.4578 Option 3: All-Hours
Pumped Storage - Load 798 0.3990 As calculated above
Pumped Storage - Supply 965 0.4824 Option 3: On-Peak
Hydro (non-Pumped Storage) 916 0.4578 Option 3: All-Hours
PRD 965 0.4824 Option 3: On-Peak
Other 916 0.4578 Option 3: All-Hours

This approach resulted in the total incremental payments to suppliers and the total charges to
load being about equal (0.1% difference) when adjusting for the difference between the total
consumption and total supply in 2018. This outcome is consistent with what would be expected
in an unconstrained system since the load is paying the same incremental price as that being
paid to supply. Any differences between the load charges and supply payments are allocated to
supply categories by prorating the imbalance across generation/scheduled imports for 2018 to
ensure the supply payments and load charges are balanced.

Average Emissions Rates for Supply Resources

In addition to the marginal emissions rates which drive the incremental price that is paid to
supply and charged to demand, an average emissions rate is required to determine the amount
of a carbon tax that should be assessed for each type of emitting supply, including external
transaction imports and coal, oil, natural gas, and biomass/refuse (which includes landfill gas,
wood, trash burner) based generation.

Using the 2018 generation and emissions data from S&P Global (which are from EPA Clean Air
Markets Division data), Exeter calculated an annual, generation-weighted average emissions
rate by fuel type. These calculated average emissions values resulted in less than the total
emissions (by about 2.7 million short tons) as compared to the ISO-NE published value for 2018,
so Exeter adjusted each fuel type’s average emissions rate up based on the generation prorated
share to ensure that the total emissions in 2018 from the generation resources equaled the
value that ISO-NE reported.
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Table 9 provides the average emissions rates by generation fuel type and the associated
adjustment for total emissions, the 2018 supply and total estimated emissions.

Table 9. ISO-NE Marginal Emissions Rates and Implied Natural Gas Heat Rates

Average Adjusted Average 2018
Emissions Rate Emissions Rate 2018 Supply Emissions
Fuel Type (short tons/MWh) (short tons/MWh) (MWh) (short tons)
Coal 1.3335 1.4472 1,109,000 1,604,953
Natural Gas 0.4456 0.4836 50,515,000 24,428,869
Qil 0.9009 0.9777 1,161,000 1,135,133
Biomass/Refuse 1.0300 1.1178 6,228,000 6,961,834
TOTAL: 59,013,000 34,130,789

For import transactions, Exeter used the ISO-NE published average emissions rate by control
area for 2018 without adjustments since the ISO-NE value was within 34,000 short tons of what
was calculated in this analysis.*® Table 10 provides the average emissions rates by importing
interface, the 2018 supply and total estimated emissions.

Table 10. ISO-NE Marginal Emissions Rates and Implied Natural Gas Heat Rates

Average

Emissions Rate 2018 Supply 2018 Emissions (short

Interface (short tons/MWh) (MWh) tons)
New Brunswick 0.3086 4,058,000 1,252,489
New York-Northern AC Ties 0.2238 5,394,000 1,207,010
Hydro-Quebec Phase II 0.0014 12,032,000 17,242
Hydro-Quebec Highgate 0.0014 1,934,000 2,771
New York-Cross Sound Cable 0.2238 7,000 1,566
New York-Norwalk/Northport 0.2238 189,000 42,292
TOTAL: 23,614,000 2,523,370

CARBON TAX CALCULATION

In concept, the carbon tax that is charged to suppliers should generally be equal to or less than
the incremental payments; however, there are a number of reasons why in this simplified
analysis this may not be the case: (1) the carbon price would have changed system commitment
and dispatch, so resources would no longer be operating and thus would not be incurring a
carbon tax greater than their payment or, if they were operating, they would now be the
marginal resource at a higher overall energy price (this is not shown in this analysis which
assumes no change in the marginal resource/dispatch); (2) resources would be getting paid

40 |SO-NE, Environmental Advisory Group, “Estimating Environmental Attributes of System Imports to New
England,” p. 5.

Exeter Associates, Inc. Page| 26


https://www.iso-ne.com/static-assets/documents/2020/06/estimating_envtl_attributes_imports_2020625.pdf
https://www.iso-ne.com/static-assets/documents/2020/06/estimating_envtl_attributes_imports_2020625.pdf

Analysis of Carbon Pricing Impacts to the New England Power Sector

uplift to cover the costs of the carbon tax (these costs would be reflected in their offers into the
electricity market and be paid when revenues did not cover their costs), but not paid through
the incremental payment methodology in this analysis; or (3) resources with higher emissions
rates that were inframarginal would be earning less inframarginal revenues (i.e., this analysis
would show this as an incremental charge) because a lower-emitting, but still more expensive,
resource is setting the price.*! Further, since the value used for the average emissions rate is
estimated using a non-ISO-NE data source and is further adjusted to match the total emissions
for the region in 2018, this adds further noise to the average emissions rates.

Since this analysis applied a simplified approach and is performed on an annual basis, there is
no easy way to differentiate between these three cases, the frequency of these events, or
define a more refined emissions rate by technology, so Exeter focused on the net outcome in its
results, rather than providing a breakdown by supply resource type. This net charge to emitting
suppliers was 10.6% in each scenario, so could be interpreted as a further increase in costs,
even though Exeter did not include this impact in its results for the reasons noted above.

Emissions Rate Changes Over Time

Exeter assumed that fixed marginal and average emissions rates over the life of each project
aligned with the 2018 data that was used as the basis for determining these values. Using
constant values over the period is a reasonable approximation because the average energy
price that needs to be paid to a project to meet the annual revenue requirement is not
impacted by the marginal emissions rate or the carbon price, as the model solves for this
incremental energy price first and then determines the carbon price by the marginal emissions
rate associated with the project.

e [If the marginal emissions rate for the project declines, the carbon price would need to
increase to maintain the same level of electricity market revenues to meet the project’s
annual revenue requirement; however, the cost to load and payments to suppliers
should not change significantly assuming the marginal emissions rates are fairly
consistent across the different categories. In concept, if marginal emissions rates are
declining, then the average technology emissions rates (which form the basis for
assessing the carbon tax) should also be reduced, so a higher carbon price should
produce a similar netting impact.

e |If the system marginal emissions rate increases (which seems unlikely with more
efficient emitting technologies entering the power system, even if load is increasing),
the carbon price would need to decrease to maintain the same level of energy revenues
to meet the annual revenue requirement for the projects; however, similar to the
above, the cost to load and payments to suppliers should not change significantly since

1 This would be applicable to coal and oil resources under circumstances where natural gas is on the margin.
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the incremental energy price required is driving the carbon price. In concept, if marginal
emissions rates are increasing, then the average technology emissions rates (which form
the basis for assessing the carbon tax) should also be increasing, so a lower carbon price
should produce a similar netting impact.

MODELED CALCULATIONS

Incremental Carbon Price

For each identified project scenario (utility-scale solar, onshore wind, and offshore wind, plus
additional cases for increased transmission costs), the calculation for additional revenue
required from the energy market (S/year) to allow a technology to be economically developed
assuming a specific amount of forward capacity market revenue each year over the life of the
project can be represented as:

Annualized Qualified Capacity project = ((4 months x Summer Qualified Capacity project) +
(8 months x Winter Qualified Capacity project)) / 12 months

Adjusted Net Levelized Costs Qualified project = Net Levelized Costs Installed project X
Annualized Qualified Capacity project / Max Capacity project

Energy Market Required Revenue prject = (Adjusted Net Levelized Costs Qualified project —
Average Expected Capacity Price) x 1000 kW/MW x
12 months x Annualized Qualified Capacity project

Where:

e Annualized Qualified Capacity project references the specific renewable project
scenario for which the analysis was performed.

e Summer Qualified Capacity project is the qualified capacity based on the ISO-NE ORTP
dispatch model,*? measuring performance in hour ending (HE) 18 and 19 during the
summer months (June through September) and calculating the average of each
year’s seasonal summer median value for 2017, 2018, and 2019.

e  Winter Qualified Capacity project is the qualified capacity using the ISO-NE ORTP
dispatch model,*® measuring performance in HE 14 to 18 during the winter months
(October through May) and calculating the average of each year’s winter summer
median value for 2017, 2018, and 2019.

e Net Levelized Costs Installed project is the ORTP in S/kW-mo calculated by ISO-NE and
presented at the August 2020 Markets Committee meeting and adjusted for

42 |SO-NE, Markets Committee, August 11-13, 2020, “Concentric Energy Advisors ORTP Models.”
3 Ibid.
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transmission costs provided by NESCOE of an incremental $20 million (2019S) for
offshore wind and an incremental $133 million (2019S) for onshore wind.**4°

e Max Capacity project is the nameplate capability of the resource as provided for in the
ORTP assumptions.*®

e Average Expected Capacity Price is the level of expected capacity revenues over the
life of the project. This is set at $2.00/kW-mo for the base case analysis reflecting
the most recent forward capacity auction results. Exeter ran a sensitivity analysis at
S4/kW-mo (average of last five auctions’ prices).

The calculation for the average, hourly energy price increase (S/MWh) required to provide
adequate compensation for each identified project scenario to allow for the resource to clear
and earn a fixed amount of capacity revenue can be represented as:

Annual Energy Production intermittent Project = Energy-based Capacity Factor project X
Max Capability project X Performance Days

Annual Energy Production storage Technology = RoOuNd-Trip Efficiency project X
Energy Storage project X Performance
Days

Incremental Energy Price prject = Energy Market Required Revenue project /
Annual Energy Production project

Where:

e Performance Days is the number of days the resource is expected to perform during
the period. For intermittent resources, this is assumed to be 365 days since the
capacity factor already takes into account some level of non-performance. For
storage resources, this is assumed to be 350 days, which assumes a daily cycle
approach to operation that is limited based on contractual arrangements with the
manufacturer/supplier.

e Energy-based Capacity Factor project is the average capacity factor from the ORTP
models.%’

44 |SO-NE, Markets Committee, August 11-13, 2020, “Discounted Cash Flow Model.”

4 The “ORTP Qualified” calculated by ISO-NE is not used in this analysis because ISO-NE’s approach uses an “all-
hours” capacity factor as opposed to applying the intermittent qualification rules which only measure specific peak
hour performance. The qualified values are slightly lower than the values that will become the basis for which
these projects are paid.

46 ISO-NE, Markets Committee, August 11-13, 2020, “Discounted Cash Flow Model.”
47 Ibid.
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e Round-Trip Efficiency project is the value used in the ORTP models for storage.*®

The incremental (to RGGI and Massachusetts emissions limits) carbon tax (S/short ton) required
to provide adequate compensation for each identified technology scenario to have adequate
revenue to be developed can be calculated as:

Incremental Carbon Price inermitent Project ($/short ton) = Incremental Energy Price project /
Annualized Marginal CO, Emission Rate project

Incremental Carbon Price storage project ($/short ton) = Incremental Energy Price project /
(Annualized Marginal CO2 Emission Rate storage Supply —
Annualized Marginal CO, Emission Rate storage consumption)

Where:

e Annualized Marginal CO; Emission Rate project is set per the discussion in the section
above on Marginal Carbon Emissions Rates in MWh/short ton.

Energy Market Supplier and Load Impact

The calculation for the incremental energy market payment (S) by resource type (gas, oil,
biomass/refuse, coal, nuclear, hydro, pumped-storage hydro, imports, wind, solar, and demand
response) and category (supply and imports) can be represented as:

Effective Carbon Adder resource Type ($/MWh) = Incremental Carbon Price project X
Annualized Marginal CO2 Emission Rate resource Type

Incremental Energy Market Payment resource Type =
Supply Resource Type X EffeCtlve Carbon Adder Resource Type

Incremental Energy Market Payment category =
SUM [ Incremental Energy Market Payment resource Type ]

Effective Load Carbon Adder caegory = AVERAGE [Effective Carbon Adder resource Type ],
supply weighted

Incremental Energy Market Payment supply =
SUM [ Incremental Energy Market Payment category |

Effective Load Carbon Adder syppiy = AVERAGE [Effective Carbon Adder resource Type ],
supply weighted

Where:

®  Supply resource Type is the Generation ruel Type, Scheduled Imports interface, and Demand

“8 Ibid.
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Reduct’on Demand Response |n MWh from 2018.49

The calculation for the total energy market cost (S) by category (wholesale load, exports, and
pumped-storage hydro) and subcategory (state, exporting interface and pumped-storage
hydro) and can be represented as:

Effective Carbon Adder sub-category = INCremental Carbon Price project X
Annualized Marginal CO2 Emission Rate sub-category

Incremental Energy Market Cost sub- category =
Load sub-category X Effective Carbon Adder sub-category

Incremental Energy Market Cost category =
SUM [ Incremental Energy Market Cost sub- category |

Effective Load Carbon Adder caegory = AVERAGE [Effective Carbon Adder sup-category ]
load weighted

Incremental Energy Market Cost Loaa = SUM [ Incremental Energy Market Cost category]

Effective Load Carbon Adder 1.as = AVERAGE [Effective Carbon Adder sub-category |,
load weighted

Where:

o L0oad sub-category is the annual Wholesale Load state,”® Scheduled EXports interface,** and
Pumping Load Pumped-Storage Hydro52 in MWh from 2018.

An adjusted energy market payment is required to address the imbalance between incremental
payments and charges. The adjustment and final incremental energy payment can be
represented as:

Total Supply annuai = SUM [ Supply resource Type ]
Total Load annuat = SUM [LOGd Category]
Supply/Demand Difference annual = Total Load annuai— Total Supply annual

Supply/Demand Settlement Difference annual =
Effective Load Carbon Adder x Supply/Demand Difference annual

49 1SO-NE, “Net Energy and Peak Load by Source.xlsx File,” 2018.

50 1SO-NE, “Annual Generation and Load Data for ISO NE and the Six New England States,” June 7, 2019.

511SO-NE, “Net Energy and Peak Load by Source.xlsx File” 2018.
52 Ibid.
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Imbalance to Allocate = Incremental Energy Market Cost annual —
Incremental Energy Market Payment annuai—
Supply/Demand Settlement Difference annuai

Adjustment to Incremental Energy Payment resource Type = Imbalance to Allocate x
(Supply Resource Type / Total Supply annuai)

Final Incremental Energy Payment resource Type = Adjustment to Incremental Energy
Payment gesource Type + Incremental Energy Market Payment resource Type

Carbon Tax and Carbon Tax Distribution Fund

The CO; emissions (short tons) for emitting supply including generation and import resources
can be calculated as:

CO2 EmIssions Rresource Type = Average Emissions Rate ruel type X SUPPIY Fuel Type

Where:

®  Supply ruei Type is the Generation ruei Type and Scheduled Imports interface in MWh from
2018.3 Demand Reduction pemand Response 1S assumed to be from non-emitting
technologies.

e Average Emissions Rate ruel Type is calculated using a combination of the following
data: (1) U.S. Energy Information Administration (EIA) data for 2018 (includes total
emissions by plant);>* (2) S&P Global data for 2018 (including emissions rates and
implied heat rates); (3) heat rate data from the 2017 Net CONE/ORTP review;>’ and
(4) the ISO-NE 2018 emissions report;® and was further adjusted to match total
emissions as discussed above in the section on Average Emissions Rates for Supply
Resources.

e Scheduled Imports interface is the scheduled imports by interface for 2018 in MWh.>’

The calculation of the Carbon Tax (S) for each generation fuel type and importing interface and
by category (generation and imports) can be represented as:>®

53 Ipid.
54 EIA, “Emissions by plant for CO2, SO2, and NOx - 2018,” CO2.

551SO-NE, Markets Committee, “Supporting Data for the Cost of New Entry and Offer Review Trigger Prices - Part
1,” Generators.

56 ISO-NE, “2018 ISO New England Electric Generator Air Emissions Report,” May 2018.

571SO-NE, “Net Energy and Peak Load by Source.xlsx File” 2018.

58 Fuel types not identified with an emissions rate are considered to be non-emitting and do not have an
associated carbon tax.

Exeter Associates, Inc. Page| 32


https://www.eia.gov/electricity/data/emissions/xls/emissions2018.xlsx
https://www.iso-ne.com/static-assets/documents/2017/01/a4_net_cone_supporting_data_part_1.xlsx
https://www.iso-ne.com/static-assets/documents/2017/01/a4_net_cone_supporting_data_part_1.xlsx
https://www.iso-ne.com/static-assets/documents/2020/05/2018_air_emissions_report.pdf
https://www.iso-ne.com/static-assets/documents/2018/02/2018_energy_peak_by_source.xlsx

Analysis of Carbon Pricing Impacts to the New England Power Sector

|I’\Cl’ementa| Cal’bon TaX Resource Type = COz EmISSIOHS Resource Type X
Incremental Carbon Tax Rate project

Incremental Carbon Tax caegory = SUM [ applicable Incremental Carbon Tax resource Type ]
Incremental Carbon Tax supply = SUM [Incremental Carbon TaxX category |
The calculation of the Carbon Tax Disbursement Fund ($) can be represented as:

Carbon Tax Disbursement Fund = Incremental Carbon Tax suppy

Net CONE Impact

Note: A significant downward revision to Net CONE could shift the expectation of the amount
of capacity revenues that would be available. Exeter did not analyze the impact to the capacity
market outcomes of increased revenues to the Net CONE resource.

The calculation of a revised Net CONE value ($/kW-mo) associated with the combined cycle and
simple cycle proxy resources used in the Net CONE can be represented as:

Effective Carbon Adder proxy resource (B/MWh) = Incremental Carbon Price project X
Annualized Marginal CO2 Emission Rate proxy resource

Incremental Energy Market Payment proxy resource ($/MWh) = Generation proxy Resource X
Effective Carbon Adder proxy resource

Incremental Energy Market Payment proxy resource ($/kKW-mo) =
Incremental Energy Market Payment proxy resource ($/MWh) / 12 months /
1000 kW/MW

COZ EmISSIonS Proxy Resource = AVerage EmISSIOI’]S Rate Proxy Resource X Generat'on Proxy Resource

Carbon Tax proxy Resource ($) = CO2 EmMISSIONS proxy Resource X
Incremental Carbon Tax Rate technology

Carbon Tax Proxy Resource ($/kW'm0) = Carbon Tax Proxy Resource ($) /
Qualified Capacity proxy resource / 12 months / 1,000 KW/MW

Adjusted Net CONE proxy resource = Net CONE proxy Resource —
Incremental Energy Market Payment proxy resource ($/kW-mo) +
Cal‘bon TaX Proxy Resource ($/kW‘mO)

Where:

e Generation proxy resource IS the estimated annual energy production for each proxy
resource.>?

59 ISO-NE, Markets Committee, August 11-13, 2020, “Net CONE Dispatch Models.”
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Average Emissions Rate proxy resource is Calculated as an annual, weighted generation
emissions rate using the heat rates and dispatch for 2018 from the ORTP models.®°

Net CONE proxy resource is the Net CONE value calculated by ISO-NE for each proxy
resource.5?

&0 Ibid.

61 SO-NE, Markets Committee, August 11-13, 2020, “Discounted Cashflow Model.”
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