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Dear Secretary Phillips: 
 
The Institute for Policy Integrity at New York University School of Law (Policy Integrity)1 
respectfully submits the following comments in response to the Proposed Rulemaking notice 
published in the State Register July 29, 20262 concerning the White Paper on Optimizing the 
Index REC Settlement Structure, filed in the Clean Energy Standard (CES) docket on behalf 
of New York State Energy Research and Development Authority (NYSERDA) and 
Department and Public Service (DPS) Staff (NYSERA and DPS Staff collectively, the 
Agencies) on July 1, 2026 (the White Paper).3 Policy Integrity is a non-partisan think tank 
dedicated to improving the quality of government decisionmaking through advocacy and 
scholarship in the fields of administrative law, economics, and public policy. Policy Integrity 
has extensive experience advising stakeholders and government decisionmakers on the 
rational, balanced use of economic analysis, both in federal practice and at the state level. 

 
1 This document does not purport to present the views, if any, of New York University School of Law. 
2 47 N.Y Reg. 18 (July 29, 2026).  
3 Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable Program 
and a Clean Energy Standard, Department of Public Service Staff and NYSERDA White Paper on Optimizing 
the Index REC Settlement Structure (July 1, 2026) [hereinafter White Paper].  
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POLICY INTEGRITY COMMENTS ON DEPARTMENT OF PUBLIC SERVICE 
STAFF AND NYSERDA WHITE PAPER ON OPTIMIZING THE INDEX REC 

SETTLEMENT STRUCTURE 
 

I. Introduction 

The White Paper responds to certain specified risks faced by developers of large-scale 
renewables—shape risk and basis risk—by proposing changes to the Index Renewable Energy 
Credit (REC) settlement structure. Index REC payments are set based on the difference 
between a strike price applicable to a particular resource (proposed during procurement by a 
developer and accepted by NYSERDA) and a reference price that generally represents market 
payments for energy and capacity. The reference price is an around the clock (ATC) average 
zonal price. Shape risk arises from a mismatch between the reference price, which is a single 
value for a given month, and the market prices experienced by a particular intermittent 
resource, which may be greater or less than the reference price depending on that resource’s 
particular generation profile during that month. Basis risk arises from a mismatch between the 
reference price, which is set at the zonal level, and a project’s specific nodal energy price 
profile. Developers bidding to develop new renewable resources respond to shape risk and 
basis risk by bidding higher strike prices upfront, driving up the cost of developing these 
resources in New York.  

To combat shape risk, the White Paper recommends a “technology output weighted” (TOW) 
reference price set based on a statewide average performance of particular generation 
technologies.4 To mitigate the impact of basis risk, the White Paper recommends reducing REC 
payments to $0.01 when reference prices fall below $0.5  

In these comments, Policy Integrity makes the following recommendations:  

• Before attempting to address the shape risk using an approximation rather than a precise 
solution that completely eliminates shape risk, DPS Staff/NYSERDA should analyze 
and compare the benefits and costs of possible approaches.  

• To efficiently mitigate the harmful effects of basis risk, the New York Public Service 
Commission (the Commission) should harmonize any new policy that avoids the 
increasingly negative bidding that occurs in certain congested conditions with its 
long-term transmission planning efforts. 

• To the extent currently available analytic tools produced by federal agencies do not 
provide a sound foundation for state renewable-energy policy development or 
implementation, the Agencies should consider developing their own tools (in this case, 
a power sector modeling framework) in partnership with other states with similar 
electric-sector policy goals.  

• The Agencies and the Commission should examine and compare the benefits and costs 
of the proposed approaches to improving large-renewables procurement described in 

 
4 See id. at 13-15. 
5 See id. at 27-29. 
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the White Paper, while recognizing that later phases of electric-system decarbonization 
may require different and more targeted types of policy support. 
 

II. Background 

The Commission adopted the CES in 2016, bolstering the development and preservation of 
renewable and non-emitting resources for New York’s electric grid with the goal of generating 
50% of New York’s electricity by 2030.6 As part of the CES, the Commission adopted the 
Renewable Energy Standard (RES), creating a Tier 1 Renewable Energy Credit (REC) Program 
to procure new renewable resources, as well as two additional tiers to bolster existing 
renewable and nuclear facilities.7 The Order Adopting a Clean Energy Standard (the 2016 CES 
Order) directed NYSERDA to administer the program, running fixed-price REC contract 
auctions that procure new renewable resources to meet statewide goals.8  

The 2019 Climate Leadership and Community Protection Act (CLCPA) codified ambitious 
decarbonization targets for the New York State electric sector in Public Service Law Section 
66-p, including goals for 70% renewable generation by 2030 and a “zero-emissions” statewide 
electrical demand system by 2040.9 The law further established capacity targets for specific 
renewable technologies, including 9 GW of offshore wind by 2035, 6 GW of solar by 2025, 
and 3 GW of storage by 2030.10 The Commission has identified the CES as a critical 
mechanism for realizing these goals.11  

In 2020, the Commission, in response to a petition, directed NYSERDA to update the 
compensation structure of the Tier 1 REC program.12 The 2020 order directed NYSERDA to 
offer, in addition to fixed-price RECs, Index RECs, which, the Commission said, would give 
developers greater flexibility in their bidding, reduce risk premiums for developers, and protect 
against potential “double payments” resulting from carbon pricing mechanisms.13 In response, 
NYSERDA began to offer Index REC contracts that pay dynamic per-MWh compensation. To 
earn an Index REC contract, developers bid a “strike price,” representing their total estimated 

 
6 See generally Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale 
Renewable Program and a Clean Energy Standard & Case 16-E-0270, Petition of Constellation Energy 
Nuclear Group LLC; R.E. Ginna Nuclear Power Plant, LLC; and Nine Mile Point Nuclear Station, LLC to 
Initiate a Proceeding to Establish the Facility Costs for the R.E. Ginna and Nine Mile Point Nuclear Power 
Plants, Order Adopting a Clean Energy Standard (Aug. 1, 2016) [hereinafter 2016 CES Order]. 
7 Id.at 154-157. 
8 Id. 
9 N.Y. Pub. Serv. Law § 66-p(2). 
10 Id. § 66-p(5).  
11 See Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable 
Program and a Clean Energy Standard, Order Adopting Modifications to the Clean Energy Standard 2 (Oct. 15, 
2020).  
12See Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable 
Program and a Clean Energy Standard, Order Modifying Tier 1 Renewable Procurements 3 (Jan. 16, 2020) 
[hereinafter 2020 Index REC Order]. The Order cites a petition from the American Wind Energy Association 
and the Alliance for Clean Energy New York requesting an Index REC mechanism similar to that used to 
procure Offshore Wind Renewable Energy Certificates. See generally Case 15-E-0302, Proceeding on Motion 
of the Commission to Implement a Large-Scale Renewable Program and a Clean Energy Standard, Petition of 
American Wind Energy Association and Alliance for Clean Energy New York for an Order Modifying the 
Clean Energy Standard Tier 1 Procurement Process (Mar. 12, 2019). 
13 See 2020 Index REC Order, at 3.  
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per-MWh revenue requirement from producing and selling electricity.14 Once selected 
resources are online and operating, REC payments are calculated by subtracting a “reference 
price” for energy and capacity from the strike price. Under current practice, the reference price 
is the around-the-clock (ATC) average zonal price.  

Developers operating a project with an Index REC contract thus receive dependable 
compensation on a per-MWh basis, with REC payments increasing when wholesale prices are 
low and decreasing when they are high.  

New York has faced significant challenges to its renewables-development efforts during the 
2020s, and the Commission and NYSERDA have continued to work to improve CES 
performance. The White Paper identified two types of risk that inflate costs and reduce program 
efficiency: shape risk and basis risk.15  

Shape risk arises from a mismatch between the reference price (the ATC average zonal price) 
and the “actual generation profile of an intermittent energy resource”.16 Absent co-located 
storage, intermittent resources such as wind and solar sell energy only during the subset of 
hours when the resource is available (that is, when the wind is blowing or the sun is shining). 
A given project may experience an actual per-MWh revenue in a given period that is 
significantly lower than the ATC average zonal price because some that particular renewable 
resource may disproportionately produce and sell energy when energy prices are low. 
Anticipating this possibility, developers may introduce a risk premium into their strike price 
bids, leading to higher REC prices for which ratepayers bear the cost. The Agencies have 
observed that, from 2022 to 2024, wind generators faced between $4 to $6/MWh of shape risk 
in New York State.17 The Agencies expect shape risk to grow as renewables penetration 
increases.18 

Basis risk arises from a mismatch between a specific resource’s nodal energy price and the 
reference price (that is, the ATC average zonal price).19 This mismatch usually arises from 
congestion restraints, which can keep nodal prices for resources behind a congested node low, 
even if the zonal price is high. For a resource owner, under the current Index REC formula, 
these depressed prices cause REC payments to be issued at a level such that the sum of those 
payments and the revenues the resource receives from selling energy and capacity can fall well 
short of the strike price, causing revenue shortfalls. This mismatch can have especially 
damaging effects when prices for energy fall below $0.  

In negative-price situations, generators with higher REC strike prices can afford to make lower 
(that is, more deeply negative) energy market bids than resources with lower strike prices (or 
simply comparatively low fixed-price RECs). Perversely, this dynamic results in resources 
with lower strike prices (that is, those with the RECs that are the least expensive to ratepayers) 
being curtailed while those higher strike prices (that is, those with the most costly RECs) 

 
14 See id. at 2. 
15 See generally White Paper, supra note 3. 
16 Id. at 10. 
17 See id. at 12 (citing POTOMAC ECONOMICS, 2024 STATE OF THE MARKET REPORT FOR THE NEW YORK ISO 
MARKETS 18 (2025), https://perma.cc/AAJ8-6Z2Z). 
18 See White Paper, supra note 3, at 17. 
19 See id. at 23.  
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continue to sell energy (and receive REC payments), driving up ratepayer costs. And 
prospective developers of additional renewable generation attempt to insulate themselves from 
curtailment by bidding higher strike prices in future REC procurements, driving up the cost of 
future renewables as well. 

To combat shape risk, the White Paper recommends a “technology output weighted” (TOW) 
reference price set based on a statewide average performance of particular generation 
technologies. While acknowledging that there are other approaches that would resolve more of 
the risk, such as an “as generated” approach relying on a given resource’s actual resource 
profile, the White Paper states that its preferred approach “ensures that shape risk is not fully 
mitigated and that developers still retain locational and performance incentives” while 
addressing 90% of the risk.20 

To address basis risk, the Agencies take a different tack. Rather than adjusting the settlement 
inputs as they propose for shape risk, the White Paper suggests reducing REC payments to 
$0.01 when reference prices fall below $0. This change would remove incentives for generators 
to bid increasingly negatively, limiting the gap between nodal Locational Based Marginal 
Prices (LBMPs) and reference prices, and ensuring that resources with less costly RECs—
usually older resources—are not disadvantaged in wholesale markets. While this proposal does 
not entirely eliminate basis risk, it mitigates some of the costly consequences of that risk and 
should reduce the tendency of that risk to drive strike price bids increasingly high. 

III. The Agencies should analyze the benefits and costs of adopting a TOW 
reference price, and compare the two to ensure that the benefits outweigh the 
costs.  

Policy Integrity welcomes the Agencies’ effort to reduce the mismatch between the ATC 
Average Zonal Price and the real value of MWh actually produced by particular resources, as 
we have urged in previous comments.21 Policy Integrity further appreciates that the Agencies 
have developed their Index REC settlement proposals in the context of an energy market that 
is undergoing rapid changes due to significant technology, economic, and policy shifts, and 
that any possible approach will come with its own unique risk of advantages, disadvantages, 
and risks. While the Agencies have provided reasons for their particular choices, Policy 
Integrity recommends a more transparent and structured analysis of the tradeoffs as they 
currently exist and as they are likely to exist in the future.   
 
In recommending a TOW reference price, DPS Staff and NYSERDA have forgone proposing 
clearing on an “as generated” basis, which the Agencies say would entirely eliminate shape 
risk.  
 

 
20 White Paper, supra note 3, at 14. 
21 See Case 15-E-0302, Proceeding on Motion of the Commission to Implement a Large-Scale Renewable 
Program and a Clean Energy Standard & Case 22-E-0633, In the Matter of New York Independent System 
Operator, Inc. Proposed Public Policy Transmission Needs for Consideration for 2022, Policy Integrity 
Comments on Biennial Review Order 4-7 (Oct. 31, 2025).  
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As a theoretical matter, an “as generated” solution would eliminate shape risk entirely by 
removing any temporal inconsistencies between the reference price and resource-specific 
price; however, by ensuring REC payments would always be adequate despite suboptimal 
resources-specific output, it would fail to incentivize developers from making project-
upgrade and siting decisions to improve their specific projects’ output. Policy Integrity 
discussed the consequences of resources having no incentive to optimize across different 
short-term market segments if their shape risk is 100% hedged—the “produce-and-forget” 
strategy—in our Comments on the Biennial Review Order.22 The TOW reference price 
approach that the White Paper recommends instead would base the reference price applicable 
to a given resource on a statewide average of the output of intermittent renewable resources 
of the same type. The White Paper estimates that this would mitigate 90% of the shape risk, 
while leaving some gap between the reference price and “as generated” prices to incentivize 
developers to attempt to improve the output of any specific resource above the technology-
specific baseline. 

 
The Agencies do not explain their assumption that this solution would mitigate 90% of the 
shape risk; given that that assumption is critical to the Agencies’ assertion that its 
recommendation would have significant benefits, they should provide some foundation for 
this estimate. They estimated per-MWh developer risk reduction and 20-year cumulative 
ratepayer savings based on Real Capital Charge Rates from EPA’s 2023 Reference Case; as 
further described below in Section V of these comments, the reliance on the 2023 Reference 
Case leaves room for doubt about the Agencies’ estimate of cost savings as well. All told, the 
existence and magnitude of the purported benefits of the Agencies’ preferred approach are 
uncertain and require further examination. 
 
Further, to the extent the Agencies’ proposal does not fully hedge risk, it risks perpetuating 
market distortions that may result from shape risk. For example, shape risk distorts how 
resources are dispatched by distorting when and at what price generators are incentivized to 
bid into energy markets. The resulting distortions in bidding change what resources are 
curtailed at various times and prices, and changes in curtailments affect grid reliability, 
emissions, and air quality. By leaving a portion of the shape risk unaddressed, the White 
Paper perpetuates these distortions, but the document includes no discussion of these 
distortions, which constitute costs of the Agencies’ suggested approach.  
 
Additionally, because the TOW approach would in effect provide a single reference case for 
all Index REC resources that use a particular technology in a particular zone, it might reduce 
an incentive that would otherwise exist for the owners of specific resources to use storage or 
strategic siting to reduce their specific shape risk exposure. Overall, various market 
distortions could drive early retirements, stymie market-based adoption of storage and other 

 
22 See Policy Integrity Comments on Biennial Review, supra note 19, at 6 (citing Ingmar Schlecht et al., 
Financial Contracts for Differences: The Problems with Conventional CfDs in Electricity Markets and How 
Forward Contracts Can Help Solve Them, 186 ENERGY POL’Y 113981 at 2 (2024)). 
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resources, undermine efficient investment by market actors, and risk jeopardizing New 
York’s ability to reach generation and storage targets.  

 
With the benefit of a thorough examination of the benefits and costs of this proposal, the 
Agencies and the Commission would be better situated to examine the tradeoffs and 
understand the relationship between benefits and costs, and the circumstances in which 
benefits can reasonably be expected to exceed costs.  

IV. The Agencies should expressly harmonize their proposal to mitigate the 
impact of basis risk with ongoing transmission planning reform efforts.   

The Index REC settlement structure provides policy support to a resource owner by providing 
revenue stability. REC payments are calculated based on a reference price that is based on the 
ATC average zonal price, and not the resource’s specific nodal LBMP, which is more closely 
reflective of the actual wholesale revenues that the resource can earn. Basis risk is the risk 
that a negative gap can emerge between the per-MWh revenue implied by the reference price, 
and what a particular resource in fact receives based on its nodal LBMP.  
 
Resource owners are particularly exposed to basis risk when several resources sit behind a 
congested node.  If the node cannot accommodate electricity from all applicable generators 
simultaneously, each generator is incentivized to bid as low as possible to ensure that its bid 
clears the market, driving down local LBMPs. If congestion exists at a particular node but is 
not present in the rest of the zone, the average zonal price may be much higher than the local 
LBMP, causing a large gap between nodal LBMPs and the (zonal) reference price, resulting 
in REC payments that do not satisfy resource owners’ revenue requirements.  The risk of 
such future revenue shortfalls can drive up the costs of future development of renewable 
resources using Index RECs, as prospective resource developers set inflated strike prices that 
include a risk premium to protect against basis risk.  
 
This cycle of congestion-driven revenue shortfalls becomes particularly problematic when 
generators’ nodal LBMPs drop below $0/MWh. As generators compete in wholesale markets 
by bidding negatively, generators with higher strike prices (and thus more expensive RECs) 
have the flexibility to bid lower than those with lower strike prices (or comparatively low 
fixed-price RECs), because generators with high strike prices can earn net positive revenue 
from their energy sales through the associated REC payments even when LBMPs drop far 
below zero.   
 
This situation harms ratepayers in several ways. First, because cheaper resources with lower 
fixed-REC prices or strike prices are the first to be curtailed, ratepayers are forced to foot the 
bill for more expensive RECs while resources with lower policy support costs sit idle. 
Second, the policy-induced negative prices eat into revenue streams of other generators, 
which will cause those generators to attempt to recover their losses through capacity market 
payments or else retire.  Further, anticipating this dynamic in the future, prospective 
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developers bid increasingly inflated strike prices upfront, saddling ratepayers with high 
renewables-procurement costs over the long term. 
 
The core solution offered by the White Paper to address this risk, awarding $0.01 for all REC 
payments when nodal LBMP’s fall below $0,23 will protect ratepayers from some of the 
perverse impacts of congestion.  This resolution mirrors an approach suggested by Policy 
Integrity in our October 2025 comments,24 which has seen successful adoption in the United 
Kingdom.25 Although this proposal does not reduce basis risk directly, it addresses problems 
with long-term renewables-siting incentives that arise from basis risk. Prospective developers 
of renewables will find locations that experience negative prices more unattractive if they do 
not have an opportunity to get topped off through REC payments. But it does nothing to 
address the underlying physical realities that both cause basis risk for developers and also 
block New York ratepayers from realizing the full benefit of the renewable resources for they 
provide policy support: congestion and curtailment.  
 
Unlike the proposed change in Index REC settlement practices, transmission reforms and 
other coordinated siting decisions that actually reduce congestion and curtailment would 
actually reduce the risk that resources at certain nodes where prices might otherwise diverge 
widely from applicable zonal averages. Even a credible commitment from the Commission 
and other policymakers to reduce congestion in a given area, whether through new 
transmission capacity or through incremental load or storage additions at useful locations, 
might incentivize lower strike price bidding, as developers would expect less congestion-
driven basis risk and would incorporate lower risk premiums.  

V. The Agencies’ choice of modeling inputs suggests a need for expanded state-
level power-modeling capacity.  

The Agencies estimate that their proposed solution to shape risk, adopting a TOW settlement 
structure using statewide average technology load profiles, would reduce developer exposure 
to shape risk by 90%, lowering the risk premiums in developer strike price bids, resulting in 
significant near future ratepayer savings from a reduced REC cost burden.26  As discussed 
above, they propose this solution in lieu of an “as generated” approach, which would use 
resource-specific generation profiles to calculate reference prices, and explain that an 
intentionally imperfect method to mitigate shape risks has the advantage of retaining 
“appropriate locational and efficiency incentives for projects.”27  
 
To develop dollar estimates of per-MWh risk premium reductions from addressing shape risk 
in this manner, the Agencies rely on two important choices that they do not explain: the 

 
23 See White Paper, supra note 3, at 27. 
24 See Policy Integrity Comments on Biennial Review Order, supra note 21, at 7.  
25 See id.; see also SUBSIDY ADVANCE UNIT, REPORT ON CONTRACTS FOR DIFFERENCE (AR6/2024) (Feb. 21, 
2024) 3 n.3, https://perma.cc/6GQN-3GPR; see also U.K. DEP’T FOR BUS., ENERGY & INDUS. STRATEGY 51–53 
(2020), https://perma.cc/9KGQ-VK7F. 
26 See White Paper, supra note 3, at 15. 
27 Id.  

https://perma.cc/6GQN-3GPR
https://perma.cc/9KGQ-VK7F
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assumption that adopting a TOW settlement structure will reduce up to 90% of shape risk, 
and the utilization of the Real Capital Charge Rates from the 2023 EPA Reference Case in 
projecting developer risk premium reduction.28 Policy Integrity appreciates that the Agencies 
may face a dearth of available data for making such projections. But the White Paper explains 
neither of these choices.  
 
The 90% assumption is important for assessing whether the proposal to use a particular 
benchmark other than “as generated” outputs is a satisfactory solution. The Agencies should 
also explain their decision to use sample Real Capital Charge Rates from the 2023 EPA 
Reference Case, which is important for estimating ultimate benefits to ratepayers. The Capital 
Charge Rates are national standardized biannual power-sector modeling benchmark 
estimations for Independent Power Producer and Utility financing costs in new renewable 
projects. Released in 2023, these rates may not be fully reflective of recent changes in the 
power sector from factors such as federal policy changes, increases in electricity demand 
from the growth of the AI and data centers, and financial trends in the ownership of utility 
companies. EPA issued the “2025” edition of the Reference Case in February 2026, and the 
EPA purports that that edition “reflects recent updates to federal legislation affecting the 
power sector, including the One Big Beautiful Bill Act (OBBBA) of 2025, and also accounts 
for large projected increases in electricity demand stemming from data centers and Artificial 
Intelligence applications”.29  
 
The White Paper does not explain why its analysis relied on figures from the 2023 Reference 
Case when a 2025 Reference Case was available.30  The 2023 Reference Case data that they 
relied on is certainly stale (that is, potentially inaccurate), and relying on it for regulatory 
decisionmaking presents significant downside risk. If the Agencies believe the 2025 
Reference Case to be an inadequate replacement for the 2023 Reference Case, they should 
explain the reasons and consider developing comparable state power sector modeling that 
does not rely on federal-agency analysis—potentially undertaking such work in collaboration 
with other states working to formulate sound climate and energy policies. In addition to not 
leaving state agencies at sea when federal agencies walk away from the table, tools built and 
maintained by state environmental and energy regulators could have real advantages over 
tools developed by federal agencies, insofar as they might provide more granular, locally 
appropriate, analytic foundation for state policies. 
 
By developing maintaining its own sound versions of methodological tools and data inputs 
needed for state policy analysis, and making them publicly available, New York could 
provide a blueprint for other states seeking to achieve similar energy, climate, public health, 
and equity goals. Further, by providing maximum transparency as to the inner workings of its 

 
28 See White Paper, supra note 3, at 20-22; see also U.S. ENV’T PROT. AGENCY, 2023 REFERENCE CASE: 
FINANCIAL ASSUMPTIONS 10-13 (2024), https://www.epa.gov/system/files/documents/2024-04/chapter-10-
financialassumptions.pdf.  
29 See U.S. ENV’T PROT. AGENCY, 2025 REFERENCE CASE (2026), 
https://www.epa.gov/system/files/documents/2024-04/chapter-10-financialassumptions.pdf.  
30 See generally White Paper, supra note 3.  

https://www.epa.gov/system/files/documents/2024-04/chapter-10-financialassumptions.pdf
https://www.epa.gov/system/files/documents/2024-04/chapter-10-financialassumptions.pdf
https://www.epa.gov/system/files/documents/2024-04/chapter-10-financialassumptions.pdf
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modeling tools and the data sources on which they rely, New York can provide critical 
leadership to other jurisdictions that also seek to undertake sound policymaking aligned with 
the best science and economics. New York is already providing such leadership in connection 
with the global social cost of greenhouse gas emissions, as policymakers in other jurisdictions 
seeking to use the best estimates and to remain current beyond 2023 can follow updates from 
NYDEC, which has indicated that it will continue to rely on its current methodology and 
incorporate the most up-to-date science regardless of federal rollbacks.31 If EPA’s reference 
case is, in effect, another federal tool that is no longer aligned with sound economic analysis, 
New York may be in a position to provide similar leadership in this area, thus magnifying the 
state’s contribution to climate mitigation. 

VI. The Agencies and the Commission should examine benefits and costs of 
renewables procurement holistically, while recognizing that later phases of 
electric-system decarbonization may require different or more targeted 
approaches.  

Given the uncertainty about the purported benefits of the Agencies’ proposals for improving 
large-scale renewables procurement and their unexamined downside, the Commission should 
require a fuller examination of both the costs and benefits and at least a high-level analysis to 
ensure that benefits outweigh costs. Such an analysis might find that the costs of the proposed 
approach outweigh its benefits, or that benefits of the proposal outweigh costs only at certain 
levels of renewable penetration. In systems with a large share of renewables, new renewable 
capacity may crowd out existing low-carbon sources such as hydro- or nuclear power, 
reducing the value of subsidizing procurement. Further, if net benefits are sufficiently low 
during specific periods of time, limited subsidy funds may yield higher net benefits if used 
for purposes other than additional generation procurement, such as efficiency, storage, or 
improved grid operation. The Agencies and the Commission need to be prepared to revisit 
policy designs as the generation fleet and market dynamics change over time. 
 
As discussed in earlier sections of this comment, Index REC procurements can likely be 
made to function more efficiently, but procuring renewable generation resources is only one 
tool for decarbonizing the electric sector. And the usefulness of these procurements, as well 
as their optimal design, will likely change as the electric system and the policy environment 
in which it operates continues to evolve. 
 
Renewable energy capacity procurement mechanisms target the deployment of renewable 
generation capacity, typically measured in megawatts. Their primary goal is to lower the 
capital cost of renewable technologies, making them more competitive over the long term. 
While renewable generation can reduce emissions, it does so only indirectly, by displacing 
higher-emitting, fossil-fuel-based generation. This relationship generally holds in systems 
dominated by fossil fuels, where fossil-fuel-based plants have higher marginal operating 
costs. 

 
31 See N.Y. DEP’T OF ENV’T CONSERV., ESTABLISHING A VALUE OF CARBON: GUIDELINES FOR USE BY STATE 
AGENCIES 4 (updated Apr. 2025), https://perma.cc/WT8Y-NCDU. 

https://perma.cc/WT8Y-NCDU
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This logic, however, weakens in systems with a large share of renewables, where new 
renewable capacity may instead crowd out existing low-carbon sources such as hydro or 
nuclear power. In such cases, policies focused solely on expanding renewable capacity may 
not be justified. For example, under the Inflation Reduction Act (IRA), tax credits for “clean 
energy” were offered at the same rate for projects displacing zero-carbon sources like 
hydropower as for those replacing the dirtiest fossil fuels.32  
 
To reduce emissions more effectively, more targeted approaches are needed, particularly in 
the later stage of the energy transition. One option is to develop environmental policies tied to 
locational marginal emissions (LMEs),33 which capture real-time variations in emissions 
across time and space, ensuring policy incentives align with actual emission reductions. 
Establishing LMEs can help guide investment and procurement by establishing where current 
carbon-dioxide emissions, and thus the abatement opportunity, are highest.34  
 
Additionally, a more robust price on carbon dioxide emissions from non-zero-emitting 
generators would internalize the emissions externality more efficiently than any program 
awarding support payments to zero-emitting generators. Therefore, a sufficiently ambitious 
Regional Greenhouse Gas Emissions program, or other applicable cap-and-trade scheme 
applicable to generators, could potentially obviate the future need for renewable resources to 
be paid for emissions-avoidance.35 

 
Moreover, if renewable energy capacity procurement mechanisms succeed in lowering 
capital costs and driving broader system changes, such as investments in transmission, 
storage, and demand-side flexibility, continued subsidies for renewable energy resources may 
no longer be necessary. In that case, market dynamics could sustain decarbonization without 
policies. 

 
32 See John Bistline et al., Economic Implications of the Climate Provisions of the Inflation Reduction Act, 
BROOKINGS PAPERS ON ECON. ACTIVITY 77, 130 (Spring 2023), https://perma.cc/FU9E-JQJQ..  
33 See generally Fed. Energy Regul. Comm’n, Utilizing Locational Marginal Emission Rates to Achieve 
Decarbonization Goals (2024), https://perma.cc/X3JQ-S2E5.  
34 Id. at 21.  
35 See Muhammad Maladoh Bah & Hannes Weigt, Early Nuclear Power Plant Retirement and Policy Choices in 
the New York Electricity Market, 208 ENERGY POL’Y 114925 at 12-13 (2026). 
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