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Overview

Most states have been supporting the expansion of renewable energy via mandates or requirements, known as Renewable Portfolio Standards (RPS), and have created markets where Renewable Energy Certificates, or Credits, known in short as RECs, or green tags can be traded.  A REC represents one MWh of metered power produced by a renewable generator, which has to be certified as such by organizations such as Environmental Resources Trust and the Center for Resource Solutions (Green-e) among others.  Each REC has a unique serial number and usually is valid in a specific jurisdiction.  Some RECs are exclusive for generation by a renewable resource; others acknowledge environmental attributes associated with renewable generation such as reduced emissions.  Although there are voluntary markets for RECs, markets created by policy are significantly larger.  States generate incentives for REC markets by either requiring utilities to produce a certain amount of their power from renewable sources or retailers to supply a certain percentage of their markets with electricity produced from renewable sources.  In competitive electricity markets like that of Texas, where even the residential users can chose their electricity supplier, creating demand for renewable energy through the retail providers appears desirable and useful.  By relieving buyers of renewable electricity from the obligation of arranging for physical delivery of such power, RECs promote a greater demand for electricity generated from renewable sources. 

Based on the success of the REC market leading to satisfaction of SB 7 RPS requirements in few years, the Texas Legislature expanded the RPS goals of the state significantly in 2005 with the passage of SB 20.  Despite this positive and encouraging record, the REC market in Texas went through cycles and revisions, offering valuable lessons.  At this point in time when strategies for inducing more alternatives are needed and GHG regulation is more likely, it seems timely and valuable to take stock of past performance and potential evolution of REC markets.  Accordingly, we will evaluate the REC market performance in Texas in order to draw some lessons such as key components to facilitate greater trading of RECs, best practices that lead to RECs being more liquid and interchangeable, standardizing the methods used to authenticate, certify and issue RECs, barriers to efficient development of market for environmental commodities and interstate trading, integrating green tags and white tags, creating incentives for a larger variety of renewables as well as energy efficiency and demand side response.  
Methods

In addition to reviewing existing reports and analyses on the Texas RPS program, we will interview and/or survey key market participants, who may have been involved in various stages of RPS policy development,, regulatory implementation, managing and/or monitoring the REC market, traders of RECs, investors in renewables projects among others. 
Results

So far, the Texas RPS program is almost universally considered as a great success story.  The goals for installed MWs set by SB 7 and then SB 20 were met very quickly, mostly by wind projects.  REC prices remained low; and in general the cost of electricity did not increase noticeably due to the rapid addition of wind.  As elsewhere in the United States, more than the REC prices, federal investment and production tax credits have been crucial for these projects’ financial viability.  The key issue has been and remains to be the expansion of transmission capacity to prolific wind areas in western parts of the state, including the Texas Panhandle.  The PUCT, with stakeholder input, developed the competitive renewables energy zone (CREZ) concept to help facilitate timely investment in transmission facilities that could in turn remove a barrier in financing of renewables projects. There are a variety of other issues such as capacity conversion factor calculation and dispatch order from CREZ areas once the new transmission facilities are built.
Conclusions

The design and implementation of the Texas RPS program appear to meet many of the best practices criteria developed by industry experts and researchers.  Beyond reaching the installed capacity goals of the RPS relatively quickly and easily, Texas seems to set an example for other jurisdiction in terms of how to design and implement an RPS program with a high chance of success.  Nevertheless, the state falls short of some of the best practices criteria.  Also, each jurisdiction have their own priorities and restrictions.  For example, Texas has a competitive market and is blessed with some of the best wind resources, albeit far away from load centers.  These two conditions do not exist in many other states.  As such, their RPS design and implementation is likely to differ.  Going forward, we will compare experiences across jurisdictions with that of Texas, seeking ways to harmonize RPS programs (especially REC trading as it seems to be one aspect that can be most easily regionalized).  
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