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Overview

There are two kinds of markets that can deploy renewable

energy or reduce greenhouse gas emissions: the compliance 20,000

market and the voluntary market. Compliance markets are ﬁlgjggg

mainly the result of state renewable portfolio standards (RPS) E Eggg

that require utilities or other load serving entities to utilize 2 10000
renewable energy for a portion of their electricity supplies, or E’ 8,000 -

cap and trade systems that limit the amount of allowable z ijggg:
greenhouse gas emissions. 2,002 .

The voluntary market is significantly different. It is composed of 2003 2004
businesses, households, or organizations that decide to install Source: Lori Bird, NREL

on-site solar energy or another renewable energy system, or

voluntarily purchase renewable electricity or renewable energy certificates- usually as part of a social commitment to help
combat climate change and contribute to a clean energy economy. SEIA’s goal is to recognize the contribution of clean
energy from the voluntary renewable energy market by retiring allowances equivalent to the amount of voluntary

renewable energy produced in that compliance year.

The voluntary market is composed of:

1) Individuals, businesses, and organizations that own Renewable Energy Credits (RECs) and/or the carbon attributes
from renewable-generated energy (either from generating the energy themselves — e.g., from their rooftop solar
energy system — or from purchasing the RECs and carbon attributes on the market) but choose not to sell them into
the compliance market to allow a utility to help satisfy its RPS or other compliance requirement; and

2) Individuals, businesses and organizations that pay a premium for solar or other clean energy as a part of a utility’s
Green Power Program (and with that premium, purchase the RECs and carbon attributes of the energy).

Importance of the voluntary market

If the level of emissions allowed under a nationwide cap and trade system is not reduced in recognition of the voluntary
market, then participation in this renewable energy market will become much less attractive, as the actions of participants

would have no effect on the amount of emissions.

To restate the problem, these voluntary purchases of renewable energy result in a real amount of emissions not being
released into the atmosphere each year. However, these avoided emissions do not count towards (i.e., are not subtracted
from) the total amount of emissions allowed in each year, as stated in the cap and trade provision of ACES.

For example:
Total # of emissions allowed in year 1 =
Person X voluntarily purchases solar energy, avoids 10 emissions =
Total # of emissions allowed in year 1 =
The math doesn’t add up!

100
-10
still 100, and not 90

Not accounting for these avoided emissions allows for the same amount of pollution and therefore eliminates the

incentive for consumers to continue voluntarily purchasing renewable energy.
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Preserving the voluntary renewable energy market

There must be a mechanism put in place that recognizes the voluntary purchases and the fact that they have carbon
implications. SEIA recommends that an “off the top” approach be used for holding and retiring emission allowances under a
cap and trade provision.

At the beginning of a compliance year, SEIA recommends that 2% of total allowances should be held for that particular year
for potential retirement at the end of that year. This is equal to 92.5 million allowances under ACES in 2012. At the end of
the compliance year, the amount of allowances that will be permanently retired will be revised and based on the actual
voluntary purchases of renewable energy made in that year, and the corresponding emissions avoided.

For example, assuming 100 allowances in year 1 and 90 allowances in year 2:

Total # of emission allowances allowed in year 1 = 100
2% of emission allowances held the beginning of year 1 = (-2)
Therefore, total # of emission allowances auctioned/given in year 1 = 98
Actual # of emissions avoided from voluntary purchases in year 1 = (-2)
Therefore, # of emission allowances retired after year 1 = -2
Total # of emission allowances allowed in year 2 = 920

A certain amount of flexibility is required for this approach. The difference between the estimated and actual voluntary
renewable energy purchased can be accounted for by adding to or subtracting from the amount of allowances set aside for
the next compliance period.

For example, assuming 100 allowances in year 1 and 90 allowances in year 2:

Total # of emission allowances allowed in year 1 = 100

2% of emission allowances held the beginning of year 1 = (-2)

Therefore, total # of emission allowances auctioned/given in year 1 = 98

Actual # of emissions avoided from voluntary purchases in year 1 = (-1)

Therefore, # of emission allowances retired after year 1= -1

Total # of emission allowances allowed in year 2 = 90 + 1 surplus allowance from year

This recognition of the efforts and response from voluntary renewable energy markets is also currently done within the
Regional Greenhouse Gas Initiative (RGGI).! The cost of such an off-the-top program is very minimal compared to the benefit
from preserving the voluntary renewable market and the potential renewable energy that can be deployed. This Ooff the
topé approach continues to provide an incentive to consumers for voluntary purchases of renewable energy, and will lead
to _additional reductions in the pollution responsible for climate change. For more information and sample language,
please see the proposal from the Renewable Energy Marketers Association: http://www.renewablemarketers.org/

About the Solar Energy Industries Association

Established in 1974, the Solar Energy Industries Association is the national trade association of the U.S. solar energy
industry. As the voice of the industry, SEIA works with its 1,000 member companies to make solar a mainstream and
significant energy source by expanding markets, removing market barriers, strengthening the industry and educating the
public on the benefits of solar energy.

For a referenced version of this factsheet and more information, please visit www.seia.org.

! In the RGGI system, each participating state chooses whether or not to participate in preserving the voluntary renewable energy markets. The state
determines the percentage of allowances set-aside, and determines if there is a provision for adjusting this cap or not. The below table goes into more
detail on the RGGI states that have chosen to implement a set-aside program, which could show ideas for how a national set-aside policy could be
created.

http://www.epa.gov/greenpower/documents/events/rggi status table.pdf
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