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Section 1 
Introduction 

As part of the Future Grid Initiative, the Pathways to the Future Grid process will model potential 
market designs that will help the region decarbonize the New England electric system. In the fi rst 
half of 2021, stakeholders discussed a variety of pathways and the ISO agreed to undertake the 
modeling of two decarbonization frameworks – a forward clean energy market (FCEM) and net 
carbon pricing – that will be studied as part of this process.1 

In a FCEM, the states would submit demand bids that specify the quantity of clean energy they wish 
to procure in a given year and the price they are willing to pay for this energy. “Clean” resources 
(the definition of which is discussed later in this document) would then sell that clean energy 
forward and use this additional revenue to cover their costs. In a market with net carbon pricing, a 
carbon price would be implemented so that carbon-emitting resources pay for each unit of carbon 
they emit while generating energy. Carbon-emitting resources would incorporate this price into 
their energy offers, and the higher energy prices would incent clean and efficient resources to enter 
ISO-NE’s markets. The revenue gained from the carbon price would be rebated to consumers.  

As part of the Pathways analysis, both of these frameworks will be compared to a “status quo” 
framework, where there are no substantial changes to current market rules and that the region’s 
decarbonization goals are satisfied using long-term power purchase agreements with clean 
resources. Each framework – i.e., the status quo, FCEM, and net carbon pricing – will be designed to 
meet a regional decarbonization target of 80 percent reduction in carbon em issions by 2040 
compared to 1990 levels and will have consistent assumptions (e.g., load forecast, resource costs, 
fuel prices, etc.). This will allow the key model outputs for each framework to be directly compared.  

This document describes the two frameworks and some of the important decisions ISO staff and 
stakeholders have made with respect to their designs. When deciding on elements of the 
frameworks, the ISO used three criteria: 

i. Choose design options that more closely align with sound market design principles and 
allow the region to decarbonize in a cost-effective manner; 

ii. Put forth frameworks that are conducive to quantitative modeling; and 
iii. Where possible, choose design options that are consistent across frameworks, allowing 

for more easy comparison. 

If the New England stakeholders ultimately were to consider market rule changes to introduce a 
FCEM or net carbon pricing, the Pathways analysis may provide guidance about some potential 
design parameters and their expected outcomes. However, a process to further flesh out design 
details, more comprehensively assess implementation questions, and to draft market rules would 
still be needed and would involve significant additional time and effort.  

The remainder of this document details design questions and the modeling approach AGI will take 
in this analysis. The second section specifically discusses the FCEM, with Table 1 providing an 
overview of relevant design questions. The third section considers net carbon pricing, with Table 4 

                                                             
1 Analysis Group Inc. (AGI) was retained by the ISO to model and evaluate proposed alternative approaches to a more  

decarbonized future grid. 
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providing an overview of its related design questions and approaches. The fourth section lists the 
key outputs AGI’s model will provide. 
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Section 2 
Forward Clean Energy Market framework to be analyzed 

2.1 Overview 

Table 1 below summarizes the key design elements for the FCEM framework that we will analyze. 
Column [a] highlights the design question and column [b] then offers an answer based on ISO and 
stakeholder discussions. Finally, column [c] notes the section in this memo that discusses this 
question in greater detail. 

 

As this table illustrates, the framework outlined in this document specifies potential technologies 
for which resources receive a clean energy certificate (CEC) for each MWh of energy production 
(section 2.2). It also outlines a settlement structure for suppliers and a cost allocation method ology 

[a] [b] [c]

Design Question Approach to Framework Section

[1] Technology types that receive clean energy certificates

Wind, Solar, Hydro, Nuclear, Municipal Solid 

Waste 2.2.1

[2] Does storage receive clean energy certificates? No 2.2.2

[3] Are clean energy certificates static or dynamic? Static 2.2.3

[4] Are there additional clean energy products? No, there is only a single product 2.2.4

[5] Are imports eligible to earn Clean Energy Certificates (CECs)?

Quebec based Hydro resources are eligible 

to earn CECs. Other resources outside of 

New England that also sell RECs to New 

England are eligible for CECs 2.2.5

[6] What is the settlement structure for sellers?

Two settlement structure where supplier 

buys/sells certificates to true up forward 

position 2.3.1

[7] What is the non-compliance penalty rate?

Given AGI's model, identifying a non-

compliance penalty is not necessary at this 

time. 2.3.2

[8] Cost allocation for clean energy certificates bought forward

Allocated to RTLO in states that buy clean 

energy certificates forward 2.3.3

[9]

How do clean energy certificates interact with existing state 

programs such as RECs?

It is not necessary to specify precisely how 

this interaction would occur at this stage; 

the model is general enough to handle a 

range of approaches 2.4

D. Integration with Forward Capacity Market

[10]

Is the forward clean energy certificate procurement separate 

from or integrated with FCM?

AGI will model a FCEM that is integrated 

with the FCM, but the model is general 

enough that its results can be viewed as 

consistent with a separate FCEM as well 2.5

Table 1: Summary of FCEM Framework Elements

A. Who Receives Clean Energy Certificates?

B. Settlement

C. Interaction with existing programs
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for consumers (section 2.3). It presumes that the FCEM and FCM are integrated, such that forward 
clean energy is procured jointly with forward capacity (section 2.4). 
2.2 Determination of clean energy certificates 

2.2.1 What technologies receive clean energy certificates? 

The Pathways analysis will generally assume that resources that do not produce carbon emissions 
will be eligible to earn CECs when they generate energy. Under such a definition, resources that are 
categorized as renewable energy resources, including wind and solar, could receive  clean energy 
certificates for their production. Moreover, generation that comes from other technologies that do 
not emit carbon, including hydropower and nuclear, would also receive clean energy certificates.  
 
This approach would not award clean energy certificates to generation technologies that emit 
carbon, such as natural gas, oil, and coal. However, given stakeholder feedback, the analysis will 
consider some technologies that emit carbon eligible for CECs if they are currently eligible for state 
RECs. For example, municipal solid waste plants emit carbon when they produce energy, but, on 
net, they reduce green house gas emissions and so are awarded RECs by some states. AGI will 
assume that such resources are eligible for CECs for the modeling effort.  
 
2.2.2 Treatment of storage 

The Pathways analysis will assume that storage resources are not eligible to earn CECs when they 
discharge energy. The ISO and stakeholders discussed this approach for the following reasons: 
 

 Unlike renewable, nuclear, and hydro resources, the electricity discharged from batteries is 
not necessarily carbon-free. Indeed, the environmental attributes of the discharged energy 
are a function of the resource that was marginal at the time the storage resource charged. 

 In some instances, storage resources will contribute to the region’s clean energy goals. More 
specifically, when storage resources charge in hours when clean resources are marginal and 
discharge electricity in hours when carbon resources are marginal, storage shifts electricity 
production from carbon resources to clean resources. However, storage resources will be 
compensated for this contribution to the region’s clean energy goals because they will see a 
larger spread between energy prices when they charge and discharge if a FCEM is 
implemented. For example, if a clean resource is marginal when the storage resource is 
charging, the storage resource would expect to face a lower energy price as the clean 
resource would incorporate their expected CEC revenue into their energy offer.  

For more details and examples on the treatment of storage resources, see the memo the ISO 
distributed to stakeholders on this topic located in Appendix A.  
 

2.2.3 Employing “fixed” rather than “dynamic” clean energy certificates simplifies design 

The Pathways analysis will award a CEC for each MWh of energy produced by a resource that is 
eligible to receive CECs for its energy production. We refer to this as a “fixed” certificate approach, 
as the quantity of certificates awarded for each MWh of clean energy produced is fixed across all 
hours of the delivery period. Stakeholders have raised the possibility of pursuing a dynamic 
approach, where the compensation for providing clean energy is weighted by the emissions rate 
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associated with the marginal supplier.2 The fixed approach is simpler than a dynamic approach for 
purposes of modeling, and so AGI will consider fixed certificates for the FCEM framework.   
 
More specifically, there appear to be many outstanding questions with how a dynamic approach 
would work in practice. Importantly, a dynamic approach requires a methodology to determine the 
weights that correspond with marginal emissions. These weights can either be determined before 
the corresponding interval (ex-ante), or they can be calculated based on actual system conditions 
during the relevant interval (ex-post). Each approach introduces potential challenges for the 
modeling efforts, and possibly for clean energy suppliers making FCEM and energy offers.  
 
An ex-ante approach raises numerous questions about how these weights would be estimated, 
including how granular they are with respect to time of day, season, day of week, and how 
frequently they are re-estimated. Consideration of such an approach would add significant 
complexity to the model. Moreover, if these weights were not known to sellers before the forward 
auction is run (three years before the delivery period), they face a new form of risk associated with 
selling clean energy on a forward basis, as they must not only forecast their energy production 
during the delivery period, but they must also develop expectations about the applicable weights 
that would be used when they are generating. If their expectations of these weights are incorrect, 
they may fail to provide sufficient energy to meet their forward position. 
 
An ex-post approach that determines weights using the actual marginal emissions rate introduces 
potential modeling challenges and raises a similar concern about suppliers’ ability to forecast the 
weights when determining how much clean energy to sell forward. Moreover, it also introduces a 
new source of uncertainty for suppliers: they must forecast the weights when bidding into the 
energy market, as these values will not be determined until the interval has occurred.  
 
For these reasons, the Pathways analysis will model a fixed certificate approach by awarding a CEC 
for each MWh of energy produced by a resource that is eligible to receive CECs for its energy 
production. 
 

2.2.4 Consideration of additional clean energy products 

A FCEM framework that only includes a single clean energy product simplifies the modeling process 
by limiting the number of demand parameters that must be defined and modeled. Using a single 
clean energy product will therefore help facilitate the production of model results in a more timely 
manner than if the model framework allowed for multiple forward clean energy products to be 
procured. 
 
Additionally, by only specifying a single product, the approach will foster greater competition 
between clean energy suppliers than if there were multiple products. This will help ensure that the 
framework will procure clean energy in a cost-effective manner. 
 
While the FCEM framework will model the procurement of a single clean energy product, the model 
will account for the procurement of related products through separate state programs (e.g., 
renewable energy certificates) that can be produced by the same clean energy resources. The 
interaction of the FCEM with these separate state programs is discussed in Section 2.4 below. 

                                                             
2 For further discussion of this dynamic approach see slides 24 through 28 of the pathways presentation by Kathleen Spees 

from August 6, 2020, available at https://nepool.com/uploads/FGP_NPC_20200806_Spees.pdf.  
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2.2.5 Are Imports eligible to earn CECs? 

Allowing resources from outside New England to earn CECs can decrease the costs of the FCEM by 
allowing low cost, importing resources to contribute to region’s clean energy goals. However, 
stakeholders have raised concerns that allowing resources from outside of New England to earn 
CECs may result in the “double-counting” of clean energy, where the same MWh of clean energy is 
counted toward two regions’ goals. Given these two considerations, for the purposes of the 
modeling efforts, imports eligiblity will be defined as follows: 
 

 Quebec based hydro resources will be eligible for CECs. 

 To be eligible to earn CECs, other resources from outside of New England will have to sell 
RECs into New England as well. 

If the region decides to pursue a FCEM in the future, further consideration of the treatment of 
imports will be necessary, such as specific processes to account for an import resource’s clean -
energy and any renewable attributes to ensure that such attributes are not double -sold into two 
separate regional markets. 
 

2.3 Settlement and cost allocation 

2.3.1 Settlement for energy suppliers 

As the ISO has noted in numerous proceedings and projects, a forward market most sensibly settles 
against a corresponding spot market. Employing a two-settlement approach will create strong 
incentives for market participants to satisfy their forward positions in a cost-effective manner 
while helping to meet the region’s clean energy goals. Consistent with this observation, the FCEM 
framework will include a “spot market” for CECs that allows suppliers to buy and sell CECs if their 
production during the delivery period turns out to be higher or lower than what they sold forward. 3 
 
This approach would create strong incentives for resources to deliver clean energy (and thus, 
receive clean energy certificates) during the delivery period to meet the CECs that were sold 
forward. More specifically, resources that sold CECs forward would have a strong incentive to 
produce this clean energy during the delivery period to satisfy their positons. Resources that did 
not sell clean energy forward would also have strong incentives to produce clean energy as they 
could sell the CECs they created to participants that may otherwise not meet their forward 
positions.   
 
The inclusion of a spot market for clean energy certificates would tend to reduce energy market 
offers from clean resources relative to current market rules. More specifically, resources that 
receive clean energy certificates for their spot market production would tend to lower their 
competitive energy offer price to reflect the fact that if they generate electricity they receive a 
certificate that can then either be used to meet their forward position (thus preventing them from 
                                                             
3 This spot market could resemble those currently in place for existing environmental certificates, where participants buy and 

sell certificates to satisfy their obligations (and therefore avoid non-compliance penalties). These transactions could be 

conducted bilaterally between market participants, or the ISO could take a more direct role in this process. However, for 
purposes of the Pathways analysis, we do not believe it is necessary to determine whether the ISO has a role in administering 

this market at this time.  
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having to buy this certificate from another participant) or be sold.4 In either case, the value of this 
certificate is equal to the price at which it could be sold.  Thus, if the spot price at which certificates 
were sold is $10 per MWh, we would expect resources that produce clean energy to reduce their 
energy market offer price by $10 per MWh to reflect this value.  
 

2.3.2 Non-compliance penalty rate 

For an implemented FCEM, a non-compliance penalty would be applied to any resource that falls 
short of its forward clean energy obligation, where revenues associated with such a penalty would 
be rebated to load. Such a non-compliance penalty would be necessary to give resources the 
incentive to deliver clean energy consistent with their forward positions. A higher penalty rate will 
tend to reduce the likelihood that the region produces less clean energy than was procured 
forward, but it also is likely to increase clean energy certificate prices because resources must 
consider higher charges if they fail to procure sufficient certificates to meet their forward position.5 
 
For the purposes of modeling the FCEM, the ISO has determined that it is not necessary to set a non -
compliance penalty rate at this time, as AGI’s model will assume that all resources meet their 
forward clean energy obligations with clean energy production during the delivery year. If 
stakeholders opt to pursue a forward clean energy framework, more detailed discussion and 
consideration of the non-compliance penalty rate would be necessary. 
 

2.3.3 Cost allocation 

The costs associated with compensating energy suppliers for providing forward clean energy will 
be covered by new charges to consumers in states that buy this clean energy using a two-step 
process. First, each state’s total costs associated with this forward procurment are calculated as  the 
product of the clean energy price and the quantity of clean energy awarded to that state, as 
determined by its accepted demand bid(s). Second, these costs are then allocated within each state 
on a pro-rata basis to Real-Time Load Obligation (RTLO) over the course of the delivery period.6 
This cost allocation methodology is illustrated via a simple numerical example.  
 
Imagine that there are three states with different levels of load for the delivery period, and differing 
environmental goals that lead to varying levels of clean energy procurements. This is illustrated in 
Table 2 below, which considers these three states (column [a]) and for each, shows the total clean 
energy procurements for the commitment period (column [b]), and their total RTLO for the  
commitment period (column [c]). In this example, small state 1 serves the entirety of its 1,000 MWh 
of load via clean energy, large state 2 serves 1,500 MWh of its 3,000 MWh of load via clean energy, 
and medium state 3 does not serve any of its 2,000 MWh of load via clean energy. 

                                                             
4 This same logic leads resources that receive RECs or production tax credits for their electricity to reduce their competitive  

energy market offer price to reflect the expected revenues associated with these credits. 

5 Furthermore, this penalty rate acts as a price ceiling for the certificates, as participants would never pay more than this price 

to procure a certificate.  

6 Whether these charges are administered by the ISO or another entity, the precise manner and frequency by which these 
charges are assessed, and the process to “true up” any deviations that occur if expected load differs from realized load woul d 

need to be determined for a fully developed proposal, but is not be critical for the purpose of modeling the FCEM framework. 
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With these procurement and RTLO quantities established, consider how the costs associated with 
these forward clean energy procurements are distributed to consumers across the three states. We 
start with the first step, which determines the total costs borne by each state. These values are 
shown in column [d] of Table 3 (where columns [a] through [c] follow from those in Table 3). 
Because state 1 procures 1,000 MWh of the clean energy certificates, its consumers bear total costs 
of $10,000 (1,000 MWh × $10/MWh). Similar logic indicates that consumers in state 2 incur total 
costs of $15,000 for clean energy certificates. Because state 3 does not procure any clean energy 
forward, it does not bear any incremental costs.  
 

 
 

For the second step, we calculate the charge rates to RTLO that states 1 and 2 apply to cover their 
respective forward clean energy costs. These values are given in column [e] of Table 3.  When the 
$10,000 of costs in state 1 are distributed to its RTLO from the delivery period, this results in an 
additional cost of $10 for each MWh of energy consumed on top of the wholesale electricity price, 
thereby reflecting that a forward certificate is procured at a cost of $10 for every MWh of energy 
consumed. For consumers in state 2, the additional cost is instead $5 per MWh. This lower cost 
reflects the fact that only half of state 2’s energy consumption is clean. Thus, the incremental charge 
associated with forward clean energy in state 2 is equal to half of the cost of a  clean energy 
certificate.   
 

2.4 Interaction with existing state programs (RECs, etc.) 

The ISO and stakeholders discussed several potential approaches on how the clean energy 
certificates could interact with existing state programs. Broadly, three approaches were considered: 
 

[a] [b] [c]

State

Clean Energy 

Procured 

[MWh]

Total 

RTLO 

[MWh]

State 1 1,000 1,000

State 2 1,500 3,000

State 3 0 2,000

Total 2,500 6,000

Table 2: Clean Energy Procurements 

and Load

[a] [b] [c] [d] [e]

State

Clean Energy 

Procured 

[MWh]

Total 

RTLO 

[MWh]

Total 

Costs 

[$]

Charge 

Rate 

[$/MWh]

State 1 1,000 1,000 $10,000 $10

State 2 1,500 3,000 $15,000 $5

State 3 0 2,000 $0 $0

Total 2,500 6,000 $25,000

Table 3: Clean Energy Costs and Charge Rates
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Approach 1: Clean energy certificates reflect a clean attribute that does not overlap with 
other environmental attributes. Under this approach, a wind resource that qualifies under 
existing state renewable energy programs would receive both a clean energy certificate and a 
renewable energy certificate for each MWh of production.   
 
Approach 2: Clean energy certificates encompass all environmental attributes. Under this 
approach, a wind resource that qualifies under existing state renewable  energy programs and sells 
clean energy certificates would not receive renewable energy certificates for its production.   
 
Approach 3: The existing programs are discontinued, and the region uses clean energy 
certificates to meet its environmental objectives. Under this approach, the wind resource is only 
awarded a clean energy certificate, as this is the only environmental attribute for which the region 
provides compensation. 
 
After consultation with AGI, the ISO concluded that AGI’s model is consistent wi th multiple 
approaches, and so it is not necessary to specify precisely how the programs would interact with 
each other. However, given stakeholder feedback, the AGI will assume that the existing state 
programs continue and so they will be accounted for in the modeling effort. For more material on 
this topic, see an ISO memo on regulatory integration in Appendix B, as well as slides 5-14 from the 
ISO’s May presentation, located here, that clarify the ISO’s rationale. 
 
2.5 Integration of the FCEM with the Forward Capacity Market 

Stakeholders have expressed interest in exploring the feasibility of determining forward clean 
energy positions as part of a single joint optimization with the existing Forward Capacity Market 
(FCM) that simultaneously determines clearing awards and prices for both capacity and forward 
clean energy. Such a design is referred to as an Integrated Clean Capacity Market (ICCM) and may 
reduce the uncertainty that occurs under a sequential approach where participants do not know 
the awards or prices for the second product when determining offers for the first.   
 
As the ISO explains in its memo titled “Evaluation of an Integrated Forward Clean Energy Market,” 
located in Appendix C, our analysis to date suggests that the joint clearing of capacity and clean 
energy in a single auction is theoretically feasible and thus we plan to model a framework where 
these products are procured jointly. 
 
Under the approach outlined in the ISO’s integrated FCEM memo, resources would submit a single 
price, much like under the current FCM. In addition to submitting a capacity quantity, they would 
also submit a clean energy parameter that reflects the MWh quantity of forward clean energy they 
would sell for each unit of capacity sold. The auction would determine capacity and clean energy 
awards to maximize social surplus and specify separate prices for each product.   
 
While we believe that the ICCM is theoretically feasible and the concept put forth can be modeled as 
part of the Pathways analysis, significant additional work would be necessary to evaluate the 
challenges that may come with translating this novel concept into a fully developed and 
economically sound auction framework. 
 
Finally, note that while AGI will model an ICCM, their model is consistent with both i) sequential 
clearing of clean energy and capacity products, and ii) the simulataneous clearing of both products 
(ICCM). For more information on this modeling equivalence, see an ISO memo on this topic, located 
in Appendix D. 
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Section 3 
Net carbon pricing framework to be analyzed 

3.1 Overview 

Table 4 below summarizes the key design elements for the net carbon pricing framework that we 
will analyze. Column [a] highlights the design question and column [b] then offers an answer based 
on ISO and stakeholder discussions. Finally, column [c] specifies the section in this document where 
the topic is discussed further. 

 

Compared to the FCEM framework being analyzed, this summary includes fewer design elements 
because net carbon pricing is a less novel concept that has been employed in numerous settings. 
For example, a net carbon price is better defined and more widely understood, and has been 
implemented in some regions to address carbon emissions or for other types of emissions (e.g., for 
sulfur oxides). Further, the net carbon price framework does not require the development of a 
forward procurement of the relevant product or the determination of details such as a non-
compliance penalty rate. 

3.2 Product definition 

Under a net carbon price,7 the product is defined as carbon emissions arising from electricity 
production.  This product definition is simple and transparent. Carbon emissions can be mea sured, 
and carbon markets have been used in New England and elsewhere. For example, the Regional 
Greenhouse Gas Initiative (RGGI) represents a carbon emissions market that includes the six New 
England states as well as New York and several states in the Mid-Atlantic. To limit the scope of 
work for these modeling efforts and to allow for more sensible comparisons between market design 
frameworks, AGI’s model will limit the carbon market to the electricity sector. 8 
 

                                                             
7 The term “net” reflects the fact that revenues collected from generators are rebated to load.  This is discussed further in 

section 3.3. 

8 In theory, this carbon market could be expanded to other sectors of the economy, but such a framework is outside the scope 

of the Pathways analysis. 

[a] [b] [c]

Design Question Approach to Framework Section

[1] What is the product in this framework?

Suppliers pay for each unit of carbon they 

emit to generate electricity 3.2

[2] What is the settlement structure for sellers?

Pay carbon price for each unit of carbon 

emissions from electricity generation 3.3.1

[3] How are revenues from carbon price distributed? Allocated to RTLO across all states 3.3.2

[4]

How does a carbon price interact with existing 

state programs such as RECs?

The carbon price does not interact with 

these programs, which are assumed to 

continue 3.4

Table 4: Summary of Net Carbon Pricing Framework Elements

A. Product definition

B. Settlement

C. Interaction with existing programs'
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One design question with any carbon pricing market is to decide whether to fix the carbon price, 
which ensures a constant price per unit of carbon emissions, or to fix the quantity of carbon, which 
instead sets a maximum carbon emissions quantity and allows the price associated with carbon 
emissions to float. While these two approaches may have different practical implications, for 
purposes of modeling a conceptual framework for the Pathways analysis, we do not believe it is 
critical to specify one approach over the other, as quantitative analysis of net carbon pricing can 
provide information on both approaches. Note that AGI’s model will set a carbon price to achieve 
80% electricity sector decarbonization from 1990 levels by 2040, consistent with the goals for the 
forward clean energy framework and the status quo framework. 
 
There are a number of product definition details and questions that would require further 
consideration if the region were to develop net carbon pricing market design, which would 
necessitate additional discussion. 
 

3.3 Settlement and cost allocation 

3.3.1 Settlement for energy suppliers 

With a net carbon price, energy suppliers are charged a cost based on carbon emissions from 
producing electricity. Thus, a participant’s total cost associated with the carbon price is equal to the 
product of the carbon price and the total carbon emissions. We expect suppliers to reflect this new 
cost in their energy offer price.9   
 
This will have two primary effects that will be considered in the modeling efforts. First, it will tend 
to reorder the energy market supply stack so that non-emitting and lower-emitting resources are 
more likely to sell energy. Second, it will increase the net revenues for non-emitting and lower-
emitting resources, as these resources incur lower costs associated with carbon emissions than the 
marginal resource that sells energy. This will reduce the missing money for such resources, and 
may therefore make them more likely to enter or remain in the New England market relative to 
current market rules. Both of these effects will reduce the region’s carbon emissions by displacing 
electric generation from higher emitting resources with that from lower emitting resources.  
 
3.3.2 Revenue allocation 

Unlike an FCEM framework where the payments made to clean resources result in charges to load, 
a net carbon pricing framework collects revenues from carbon emitting generators which are then 
rebated to load. 
 
While there are many ways to distribute any revenues collected from carbon-emitting suppliers, 
AGI’s model will allocate these revenues on a pro-rata basis to all Real-Time Load Obligation 
(RTLO) in New England.10 Under such an approach, the rebate to each MWh of RTLO during the 
delivery period would be constant across states, and would be equal to the product of net carbon 

                                                             
9 This would be similar to how, under current market rules, carbon-emitting generators would include any carbon costs 

associated with RGGI in their energy market offer price.  

10 Whether these charges are administered by the ISO or another entity, the precise manner and frequency by which the 

rebates are distributed, and the process to “true up” any deviations that occur if expected load differs from realized load w ould 
need to be determined for a fully developed proposal. We would seek policymaker and stakeholder input on how carbon price 

proceeds ought to be distributed.  
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price and the average carbon emissions per MWh of energy produced for the relevant delivery 
period. This approach is illustrated using a simple example. 
 
Imagine that the carbon price is $50 per ton of carbon emissions and that there are three resources 
that provide energy during the delivery period. Resource A generates 175 MWh of energy without 
emitting carbon.  Because it does not emit carbon, it does not incur a carbon charge. Resource B is 
an efficient combined cycle resource that produces 250 MWh of energy and emits 0.5 tons of carbon 
per MWh. Finally, resource C is a less efficient peaking resource that produces 75 MWh of energy, 
with 1 ton of carbon emissions for each MWh produced. 
 

 
 

In this example, the three resources emit a total of 200 tons of carbon during the deliver y period for 
which they are charged $10,000 (200 tons × $50/ton). This revenue would then be distributed back 
to the 500 MWh of load from this delivery period on a pro-rata basis. Thus, the rebate to load 
during this period would be equal to $20 per MWh ($10,000 / 500 MWh). 
 

3.4 Interaction with existing state programs (RECs, etc.) 

The ISO and stakeholders discussed two broad approaches for the interaction between a net carbon 
pricing framework and the existing state environmental programs. 
 
Approach 1: The carbon price does not interact with the existing state programs. Under this 
approach, the existing state renewable energy programs would persist and resources that can 
provide renewable energy would continue to be compensated for these environmental attribute s. 
Thus renewable resources may receive increased energy market revenues via the net carbon price, 
and they would also continue to receive additional revenues for their environmental attributes 
associated with these state polices. 
 
Approach 2:  The net carbon price replaces the state programs. Under Approach 2, the net 
carbon pricing framework would replace the existing state environmental programs. As such, 
resources would no longer be directly compensated for providing renewable energy via renewable 
energy certificates. Rather, non-emitting resources (and lower emitting resources) would be 
compensated via larger energy market revenues than they receive under current market rules, 
where no such carbon price is in place. 
 
After continued discussions with stakeholders, AGI will assume that the existing programs will 
continue and will run concurrently with the carbon price in their model – i.e., Approach 1 will be 
assumed. 

Rate of 

Carbon 

Emissions

Energy 

Generated

Total Carbon 

Emissions

Carbon 

Charges

Tons/MWh MWh Tons $

Resource A 0 175 MWh 0 $0

Resource B 0.5 250 MWh 125 $6,250

Resource C 1 75 MWh 75 $3,750

Total 500 MWh 200 $10,000

Table 5: Total Carbon Pricing Charges to Resources
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Section 4 
Key model outputs 

AGI’s model will produce several outputs to allow for comparison across the frameworks, including: 

 Total customer payments 

 Total production costs, by technology type 

 Changes in net revenues, by technology type, relative to the status quo case 

 Wholesale energy and reserve prices 

 Capacity prices 

 Environmental prices (carbon price, CEC price) 

 Total CEC payments by states 

 Total carbon price payments by resources 

 Emissions by technology type 

 Resource mix, by technology type (MW, MWh) 
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Section 5 
Next steps 

This document, in addition to Analysis Group ’s slides from the June PC Working Session, defines the 
structure for the central cases of the Pathways modeling efforts. In addition to the central cases, AGI 
will also conduct a series of scenarios/sensitivities, where AGI will examine the impact of changes 
to certain input values or on modest changes to the model ’s structure. Stakeholders are currently 
submitting conceptual proposals for these scenarios, and the ISO and AGI will continue discussions 
on the development of these potential scenarios in the coming months. 

AGI will launch their internal modeling efforts in July and will be spending the next few months fine 
tuning their model and running simulations. They will prepare initial results for discussion with 
stakeholders by October. The ISO and AGI will present a report on the FCEM and net carbon pricing 
in February of 2022. 
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Section 6 
Appendices 

This report contains four appendices (Appendix A through Appendix D). These appendices include 
external memos that the ISO distributed to stakeholders and provide additional details on the 
topics discussed in the report. 

Appendix A. Storage Resources and Pathways to a Future Grid 

 Introduces a series of numerical examples that consider storage’s impact on production  
 costs, clean energy production, and carbon emissions. Finds that it is most consistent with  
 sound market design to not award storage resources with clean energy certificates.  

Appendix B. The FCEM and Existing State Programs 

 Considers three approaches to the modeling interaction between the FCEM and existing  
 state programs, such as RECs. The memo shows that under many circumstances, the  
 different approaches will yield identical modeling results.  

Appendix C. Evaluation of an Integrated Forward Clean Energy Market 

 Provides a high-level discussion of a possible approach to a FCEM that is integrated  
 with the Forward Capacity Market.  

Appendix D. Modelling Equivalence of the FCEM and ICCM 

 Considers the potential modeling differences between the FCEM and the ICCM. Concludes  
 that the two frameworks will produce identical results, given AGI’s model.  
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To:  NEPOOL Participants Committee Working Session 

From:  Market Development 

Date:    April 8, 2021 

Subject:  Storage Resources and Pathways to a Future Grid 

 
As the ISO and its stakeholders evaluate pathways to a future grid, a key consideration is the role of 
storage resources in this transition, and the extent to which the frameworks being evaluated facilitate 
their participation in the decarbonization of the region’s energy sector. While this discussion in ongoing, 
the ISO prepared this memorandum in order to offer some practical observations about the implications 
of various treatments for energy storage, including if it is eligible to receive clean energy certificates under 
an forward clean energy market (FCEM) framework,1 and how it participates in a net carbon pricing 
framework.   

To evaluate these treatments, the memorandum introduces a series of numerical examples that consider 
storage’s impact on production costs, clean energy production, and carbon emissions. These examples 
then evaluate storage’s compensation under current market rules, an FCEM framework considering cases 
where storage does and does not receive clean energy certificates, and net carbon pricing. 

These examples, summarized in Table 1 below, find that storage resources are compensated for their 
marginal contributions to clean energy production via increased energy market revenues under an FCEM 
framework. As such, it is most consistent with sound market design to not award clean energy certificates 
to storage resources as this would lead them to be compensated at a rate above their clean energy 
contributions. The examples also find that a net carbon pricing approach that does not charge storage 
resources for carbon emissions will appropriately compensate them for its contributions to carbon 
emissions reductions.  

                                                      
1  In  this document,  the FCEM  refers generally  to  the  forward clean energy procurement  framework as has been 
discussed  recently  at  the  NEPOOL  Participants  Committee  and  is  outlined  in  the  scoping  memo,  available  at 
https://nepool.com/wp‐content/uploads/2021/03/1a‐FCEM‐Scoping‐Memo_vfinal.pdf. The observations provided in 
this memo apply equally whether the forward procurement of clean energy occurs outside of the Forward Capacity 
Market (where this is commonly referred to as the FCEM framework), or if this procurement is instead integrated with 
the Forward Capacity Market (where this approach is commonly referred to as the Integrated Clean Capacity Market, 
or ICCM). 
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1. Storage’s role in the region’s decarbonization 

Storage’s role in energy production differs from that of other technologies, as it charges (withdraws / 
consumes) during lower priced periods and then discharges (injects / generates) during higher priced 
periods. Thus, rather than producing energy like a traditional generator, energy storage enhances the 
market’s efficiency by allowing some of the peak load, which is typically supplied by high‐cost peaking 
generation, to be met by lower cost generation stored during off‐peak hours. In addition to lowering costs, 
storage can play an important role in the region’s decarbonization. For example, it may allow generation 
to be shifted from peak hours, where the marginal energy supplier emits greater levels of carbon for each 
MWh of energy produced, to off‐peak hours, where the marginal energy supplier may emit relatively less 
carbon.2 

By transferring the energy production to lower emitting resources, storage can help to reduce the region’s 
total carbon emissions. Applying similar logic, storage resources may increase the region’s production of 
clean energy if it shifts energy generation from peak hours when the marginal resource is not producing 
clean energy to off‐peak hours when it is. It is therefore appropriate to evaluate the potential treatment of 
storage resources under an FCEM or net carbon pricing framework to determine what approach most 

                                                      
2 While storage may also provide other benefits that help to facilitate the region’s decarbonization, such as reliability 
services, these are outside the scope of this memo. 

Market Rules Storage's Impact on Outcomes Key Takeaways

Example a1
Current 

Market Rules

Storage transfers production 

from peaker to clean baseload 

resource

Storage is compensated for its contributions to reducing 

production costs.

Example b1 FCEM

Storage transfers production 

from non‐clean peaker to clean 

baseload, increases clean energy 

production.

Storage is compensated for its contributions to reducing 

production costs and increasing clean energy production 

without being awarded clean energy certificates.

Example b2 FCEM

Storage transfers production 

from non‐clean peaker to non‐

clean baseload, does not 

increase clean energy 

production.

Storage is compensated for its contributions to reducing 

production costs without being awarded clean energy 

certificates.

Example c1
Net Carbon 

Pricing

Storage transfers production 

from carbon emitting peaker to 

non‐emitting baseload, reduces 

carbon emissions.

Storage is compensated for its contributions to reducing both 

production costs and carbon emissions.

Example c2
Net Carbon 

Pricing

Storage transfers production 

from carbon emitting peaker to 

less carbon emitting baseload, 

reduces carbon emissions.

Storage is compensated for its contributions to reducing both 

production costs and carbon emissions. While storage 

transfers energy production in same manner as Example b2 

(where it does not increase clean energy production), under 

a carbon price framework, it reduces carbon emissions and is 

compensated as such.

Table 1: Summary of Examples
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appropriately compensates them for their environmental contributions in a manner that is commensurate 
with other resource types. 

2. Numerical Examples  

While the numerical examples make a number of simplifying assumptions, their findings generalize to a 
broad set of market and resource conditions. They consider two hours – an off‐peak hour when energy 
demand is low, and an on‐peak hour when energy demand is high. They assume that there are two 
generating resources that can meet this demand. The first generator is a lower cost “baseload” resource, 
B, which has 100 MW of capacity. This resource is assumed to be marginal during off‐peak hours, as its 
capacity exceeds energy demand, and its offer therefore sets the clearing price in this hour. However, 
during on‐peak hours, it is infra‐marginal as demand exceeds its maximum output. In these examples, we 
consider outcomes when the baseload resource is one of two different kinds of technologies: a clean, non‐
emitting resource (examples a1, b1, and c1), and a (relatively) low emission, natural gas generator 
(examples b2 and c2).  

The second generator is a higher cost “peaker” resource, P, which also has 100 MW of capacity. This 
generator does not run during the off‐peak hour (as demand can be met entirely by the lower cost “base” 
resource), but it is needed to meet the higher energy demand during the on‐peak hour. In this on‐peak 
hour, resource P is the marginal resource, and its offer sets the clearing price. 

Finally, each example considers two cases. In case 1, energy demand in both hours is met entirely by these 
two generators. In case 2, we introduce a storage resource, S, that charges at a rate of 10 MW during the 
off‐peak hour (meaning total energy supplied from the non‐storage generators increases by 10 MWh 
during this hour), and discharges at a rate of 10 MW during the on‐peak hour (meaning total energy 
supplied by the non‐storage generators decreases by 10 MWh).3  

For simplicity, we assume that this storage resource incurs no costs except for those associated with 
buying energy during the off‐peak hour. In each example, we compare outcomes between these two 
cases, with a focus on how storage’s participation impacts the production costs incurred to meet 
electricity demand, clean energy production, and carbon emissions.   

These assumptions are summarized in Table 2 below. 

                                                      
3 We assume for simplicity that storage resource is a price‐taker as demand in the off‐peak hour, and is a price‐taker as 
supply in the on‐peak hour. Moreover, for simplicity, we assumes S incurs no losses between charging and discharging. 
However, the key observations would apply even when storage is not 100 percent efficient. 
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After evaluating storage resource’s impact on production costs and environmental outcomes, we consider 
the storage resource’s compensation under case 2. For the FCEM, this includes consideration of market 
rules that do not award storage clean energy certificates as well as those that do award it such certificates.  
This analysis seeks to determine which set of market rules better aligns storage’s compensation with its 
marginal contributions to reducing production costs and increasing clean energy production. 

a. Compensation for storage resources under current market rules 

We begin with an example that employs the current market rules. More specifically, this example assumes 
that neither an FCEM nor a net carbon price framework is in effect.   

Example a1: Storage shifts energy production from the on‐peak hour to the off‐peak hour 

In this example, we assume that the baseload resource B is a clean resource that has “physical” marginal 
costs4 of producing electricity of $0 per MWh, and the peaker resource P is a combustion turbine 
generator with “physical” marginal costs of producing electricity of $100 per MWh. Market outcomes 
under cases with and without the participation of storage resource S are illustrated in Table a1.1 below. 

                                                      
4 We define “physical” marginal costs as the costs that the resource incurs to produce electricity before consideration 
of any environmental costs or rebates. We will use these costs to determine the production costs that are considered 
in addition to environmental costs or benefits in the examples throughout. 

Baseload capacity

Peaker capacity

Off‐peak demand

On‐peak demand

Case 1: No Storage Case 2: Storage

Off‐peak (non‐storage) generation 80 MWh 90 MWh

On‐peak (non‐storage) generation 150 MWh 140 MWh

Total generation 230 MWh 230 MWh

Assumptions that Vary Between Cases

100 MW

80 MWh

150 MWh

Table 2: Example Assumptions

100 MW

Assumptions Applicable to Both Cases
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Case 1 is given in the top panel of the table (rows [1] through [3]), where storage resource S does not 
participate. In this case, the 80 MWh of demand in the off‐peak hour is met by the base resource B (row 
[1]) and the entire 150 MWh of demand in the on‐peak hour is met by generation in that hour (row [2]). 
This results in total production costs of $5,000, where, because the base resource has physical marginal 
costs of $0 per MWh, these costs come entirely from the 50 MWh provided by peaker P during the on‐
peak hour. The total generation and production costs are summed across the off‐ and on‐peak hours in 
row [3]. 

Case 2 is illustrated in the second panel of the table (rows [4] through [6]), where storage resource S 
consumes electricity during the off‐peak hour, thus increasing off‐peak demand by 10 MWh to 90 MWh, 
as shown in row [4], and discharges this energy during the on‐peak hour, thereby reducing on‐peak 
generation by this same 10 MWh to 140 MWh (row [5]).   

The impact of the storage resource’s participation, measured as its total reduction in production costs, is 
illustrated in the row [7]. In this example, storage reduces the production costs to meeting demand across 
these two hours by $1,000 ($100/MWh × 10 MWh) as the costly peaker P now only provides 40 MWh of 
energy, 10 MWh less than in Case 1. This reduction in production costs is calculated by subtracting the 

Generation Production Costs

[MWh] [$]

$0

[80 MWh × $0/MWh]

$5,000

[100 MWh × $0/MWh + 

50 MWh × $100/MWh]

[3] Total 230 MWh $5,000

Generation Production Costs

[MWh] [$]

$0

[90 MWh × $0/MWh]

$4,000

[100 MWh × $0/MWh + 

40 MWh × $100/MWh]

[6] Total 230 MWh $4,000

Generation Production Costs

[MWh] [$]

[7] 0 MWh ($1,000)

Change in Costs Due to Storage Participation

[5]

90 MWh

140 MWh

Table a1.1: Energy Awards and Production Costs

Case 1: No Storage

Case 2: Storage

Off‐peak

On‐peak

Off‐peak

On‐peak

[4]

[1]

[2]

80 MWh

150 MWh
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total production costs without storage participation (row [3]) from those with storage participation (row 
[6]). 

In this example, storage resource S is compensated for its contributions to reducing production costs 
based on the difference between energy prices when it charges and discharges. More specifically, as 
shown in Table a1.2 below, storage incurs no costs when charging in the off‐peak hour because it 
consumes 10 MWh of electricity at a price of $0 per MWh (row [1]). It then receives total payments equal 
to $1,000 during the on‐peak hour when it discharges because it produces 10 MWh of energy that is sold 
at $100 per MWh (row [2]). Thus, storage resource S receives total compensation of $1,000 (row [3]), 
equal to its revenues from energy sold less its costs from energy bought. This compensation is 
commensurate with the degree to which its shifting energy production from the higher cost peaker P to 
base resource B reduces the total production costs, as shown by comparing production costs between the 
cases in Table a1.1 (rows [3] and [6]).5 Under these current market rules, which do not compensate 
resources for either for clean energy production or reductions in carbon emissions, storage does not 
receive any additional compensation for its contributions to these environmental objectives. 

 

b. Storage’s compensation under an FCEM 

We now consider a pair of examples that are similar to that presented above, except they now presume 
that an FCEM is in place and consider two additional factors – how storage contributes to the production 
of clean energy, and how storage’s compensation changes with the introduction of this new market. In 
each case, we assume that the FCEM specifies a value of $10 per MWh of clean energy produced.6  

Additionally, consistent with the cost allocation methodology put forth in the straw FCEM framework, we 
presume that the new costs associated with procuring clean energy certificates are allocated to Real‐Time 

                                                      
5 The energy market price is based on marginal costs and as such, a resource’s profits from the energy market are based 
on its contributions to reducing production costs at the margin. In this example, and those that follow, these profits are 
also equal to the storage resource’s total contributions to reducing production costs (and improving environmental 
outcomes) because the storage resource’s participation does not change the marginal resource in either the off‐ or on‐
peak hour, and as a result, its first MWh charged/discharged yields the same reduction in production costs as its last. 
Thus, while  resources  are generally  compensated based on  their marginal  contribution  to production  costs  (and 
environmental outcomes), the assumptions in this example lead the storage resource’s compensation to also equal its 
total contribution to production costs (and environmental outcomes). This assumption helps to simplify the comparison 
of storage’s compensation and contributions to production costs (and environmental outcomes). 
6 The example’s takeaways would hold under a range of assumed clean energy certificate prices, where this price 
reflects the value of a certificate as specified during the delivery period. 

[a] [b] [c] = [a]  × [b]

Energy Clearing Price Cleared Supply Storage Net Revenues

[$/MWh] [MWh] [$]

[1] Off‐peak $0/MWh ‐10 MWh $0

[2] On‐peak $100/MWh 10 MWh $1,000

[3] 0 MWh $1,000

Table a1.2: Storage Revenues

Total
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Load Obligation (RTLO). This approach does not allocate these new clean energy costs to storage 
resources when they are charging.7   

In the first of these examples, we assume that baseload resource B produces clean energy, whereas in the 
second, we presume that it is an efficient gas‐fired combined cycle plant that does not produce clean 
energy. 

Example b1: Storage increases clean energy production 

In this example, baseload resource B again produces energy with phystical marginal costs of $0 per MWh. 
However, these MWh are now considered clean, and thus produce clean energy certificates that are 
valued at $10 per MWh. This is reflected Table b1.1 below, which builds appears similar to Table a1.1 from 
the earlier example. This table includes a new column that calculates the total benefit from clean energy 
production as the product of baseload resource B’s production and $10 per MWh (column [c]).8 In case 1 
(no storage participation) where B produces a total of 180 MWh across the two hours, the total clean 
energy benefit provided is $1,800, equal to the product of 180 MWh of energy generated by clean 
resource B and the $10 per MWh value associated with this clean energy.   

                                                      
7 While the memo does not explicitly evaluate approaches that would allocate clean energy costs to storage, such 
approaches do not appear well‐equipped  to  robustly compensate storage commensurate with  their clean energy 
contributions across a range of market and resource conditions. 
8 Thus, these calculations assume that consistent with the payment rate of $10 per MWh of clean energy production 
provided to suppliers, the social benefits from an incremental 1 MWh of clean energy production are $10.  
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Observe that in this example, where the FCEM values clean energy at a price of $10 per MWh, the clean 
energy benefit is $100 greater in case 2 than in case 1, as shown in row [7]. This increase in the clean 
energy benefit occurs because the storage resource shifts 10 MWh of production from peaker P, which 
does not produce clean energy to baseload resource B, which does produce clean energy. In total, clean 
energy generation from baseload resource B therefore increases by 10 MWh with the participation of 
storage. 

Thus, when we consider storage’s impact on total costs, which are equal to the production costs less the 
clean energy benefits, the participation of storage reduces total costs by $1,100, equal to the difference 
between the total costs in cases 1 and 2 (rows [7], column [d]). Storage’s benefit in this example is greater 
than that estimated in example a1 because storage not only reduces production costs by $1,000 (the 
same amount as in example a1), but it now also increases clean energy production by 10 MWh, which 
when valued at the $10 per MWh of clean energy, yields an incremental clean energy benefit of $100. 

[a] [b] [c] [d] = [b] ‐ [c]

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

$0 $800

[80 MWh × $0/MWh] [80 MWh × $10/MWh]

$5,000 $1,000

[100 MWh × $0/MWh + 

50 MWh × $100/MWh]

[100 MWh × 

$10/MWh]

[3] Total 230 MWh $5,000 $1,800 $3,200

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

$0 $900

[90 MWh × $0/MWh] [90 MWh × $10/MWh]

$4,000 $1,000

[100 MWh × $0/MWh + 

40 MWh × $100/MWh]

[100 MWh × 

$10/MWh]

[6] Total 230 MWh $4,000 $1,900 $2,100

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

[7] 0 MWh ($1,000) $100 ($1,100)

Change in Costs and Benefits due to Storage Participation

[4]

[5]

Case 2: Storage Participation

Off‐peak 80 MWh

Off‐peak

On‐peak

90 MWh ($900)

140 MWh $3,000 

Table b1.1: Energy Awards, Production Costs, and Clean Energy Benefits

[1]

Case 1: No Storage Participation

On‐peak 150 MWh

($800)

$4,000 [2]
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With the understanding that storage reduces total costs by $1,100, we now consider how two different 
FCEM eligibility criteria would impact storage’s compensation, and how each relates to its contributions to 
reducing costs, as measured using both production costs and clean energy production.   

To do so, we must first consider the impact of the FCEM on energy market prices. Recall from the earlier 
example that the baseload resource B that sets the clearing price during the off‐peak hour has physical 
marginal costs of producing this energy of $0 per MWh. Under current market rules, we would expect this 
resource to offer into the energy market at these costs, and because it is the marginal resource in this 
hour, the off‐peak clearing price would therefore be $0.   

Under the FCEM, where the value of clean energy is assumed to be $10, we expect resource B to 
internalize this revenue in its energy offer price. More specifically, rather than offering at $0, its 
competitive offer price would decrease to –$10 per MWh because for each MWh of energy produced, it 
receives a clean energy certificate valued at $10.9 As a result, in this example, the introduction of the 
FCEM would reduce the energy clearing price in the off‐peak hour by the price of the clean energy 
certificates to –$10 per MWh. 

Table b1.2 illustrates the total compensation to storage under two potential FCEM eligibility treatments.  
Under the first treatment, storage is not directly credited with certificates for clean energy production for 
each MWh of energy it supplies during the peak hour (illustrated in column [c]). Under the second 
treatment, storage is credited with clean energy certificates for this supply (column [e]). Observe that in 
both treatments, the storage resource is paid $100 to consume 10 MWh of energy in the off‐peak hour, as 
the energy price in this hour is ‐$10 per MWh. 

 

Under the first treatment, where storage is not directly credited with clean energy production, its 
compensation is nonetheless greater than it would be under current market rules. More specifically, its 
total net revenues increase by $100 from $1,000 to $1,100. This increase in revenues paid to the storage 
resource appropriately accounts for its contributions to clean energy production, as this $100 in additional 
revenues is equal to the product of the incremental clean energy facilitated by the resource (10 MWh) and 
the value associated with this clean energy ($10 per MWh). 

                                                      
9 This reduction in offer prices is consistent with those observed for other programs for environmental attributes such 
as Renewable Energy Certificates (RECs) and production tax credits, where resources with low physical marginal costs 
lower their offer prices to reflect the value of these credits and this results in negative offer prices. 

[a] [b] [c] = [a]  × [b] [d] [e] = [c] + [d]

Energy 

Clearing Price

Cleared 

Supply

Storage Net Revenues 

without Clean Energy 

Credits

Storage Clean 

Energy Credit 

Revenues

Storage Net 

Revenues with Clean 

Energy Credits

[$/MWh] [MWh] [$] [$] [$]

Off‐peak ‐$10/MWh ‐10 MWh $100 $0 $100

On‐peak $100/MWh 10 MWh $1,000 $100 $1,100

0 MWh $1,100 $100 $1,200Total

Table b1.2: Storage Revenues with and without Clean Energy Credits
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Importantly, this property will hold more generally. Storage resources will facilitate additional clean 
energy production when they charge during periods where the marginal resource produces clean energy, 
and when they discharge during periods where the marginal resource does not produce clean energy. In 
such cases, the energy price when the storage resource charges (that is, the price the storage resource 
pays to consume electricity) will decrease relative to current market rules because the marginal resource’s 
energy offer price will be reduced to reflect the value of of clean energy certificates. However, there will 
not be a corresponding decrease in the price the storage resource is paid to discharge because the 
marginal resource in this hour is not clean, and it therefore does not reduce its energy offer price. Thus, 
storage’s net revenues would increase because the spread between the price it is paid to supply energy, 
and the price it is charged to consume energy increases.  

We now consider the second treatment, where storage is also credited with clean energy certificates for 
the energy it provides during the on‐peak hour. Under this scenario, the storage resource’s net revenues 
increase by another $100 relative to the first treatment to reflect the fact that it is awarded clean energy 
certificates for its 10 MWh of energy that it supplies during the on‐peak hour. In this second treatment, 
the storage resource is effectively compensated twice for its contributions to clean energy production. It is 
compensated indirectly via greater energy market revenues than under current market rules because of 
the impact of the clean energy certificates on the energy market clearing price. Under this treatment, it is 
now also compensated a second time via revenues from clean energy certificates.   

In this example, the storage resource helps to facilitate greater clean energy production by transferring 
generation from the non‐clean peaker P to the clean base resource B. Yet, it is appropriately compensated 
for these contributions under the first treatment when it is not awarded a clean energy certificate for the 
energy it discharges. In fact, when it is credited with providing clean energy, as occurs in second 
treatment, its total compensation exceeds its contributions to the region’s clean energy production 
because it effectively gets paid twice for its contributions to clean energy production – once via increased 
revenues from the energy market, and a second time via clean energy certificates. 

Based on these observations, this example suggests that to awarding clean energy certificates to storage 
resources would not align the FCEM framework with sound market design, as they are already 
appropriately compensated for their clean energy contributions in the energy market. Moreover, such an 
approach helps to prevent consumers from “paying twice” for 10 MWh of clean energy that is produced 
by clean base resource B in the off‐peak hour, consumed by storage resource S in this same hour, and 
then discharged by S in the on‐peak hour.  

Example b2: Storage does not increase clean energy production 

The assumptions in this example mirror those from b1, with one key difference. The baseload resource is 
no longer a clean resource that has physical marginal costs of $0 per MWh. Rather, it is now a combined 
cycle resource that emits 3 units of carbon per MWh and therefore does not receive clean energy 
certificates.  This resource has physical marginal costs of $30 per MWh. As with example b1, peaker P has 
physical marginal costs of $100 per MWh, where this corresponds with carbon emissions of 10 units per 
MWh. 

Table b2.1 below shows energy awards, production costs, and clean energy benefits under cases with and 
without storage participation. Observe that in this example, where neither the baseload nor peaker unit 
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produces clean energy, the total clean energy production is equal to 0 MWh under both cases, and thus 
there is no clean energy benefit with or without the participation of the storage resource (this is shown in 
column [c]). 

 

In this example, while storage does not impact the clean energy benefit (which is $0 across all hours), it 
does reduce production costs by $700 by shifting energy production from the higher cost peaker to the 
lower cost baseload unit (shown in row [7], column [b]).   

Table b2.2 considers the storage resource’s total compensation under these same two eligibility 
treatments, where the first treatment does not credit storage with clean energy production for each MWh 
of energy it supplies during the peak hour (column [c]), and the second treatment does (column [e]). 

 

[a] [b] [c] [d] = [b] ‐ [c]

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

[1] Off‐peak 80 MWh $2,400 $0 $2,400

[2] On‐peak 150 MWh $8,000 $0 $8,000 

[3] Total 230 MWh $10,400 $0 $10,400

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

[4] Off‐peak 90 MWh $2,700 $0 $2,700

[5] On‐peak 140 MWh $7,000 $0 $7,000 

[6] Total 230 MWh $9,700 $0 $9,700

Generation Production Costs Clean Energy Benefit Total Costs

[MWh] [$] [$] [$]

[7] 0 MWh ($700) $0 ($700)

Case 1: No Storage Participation

Case 2: Storage Participation

Table b2.1: Energy Awards, Production Costs, and Clean Energy Benefits

Change in Costs and Benefits due to Storage Participation

[a] [b] [c] = [a]  × [b] [d] [e] = [c] + [d]

Energy 

Clearing Price

Cleared 

Supply

Revenues without 

Clean Energy 

Certificates

Storage Clean 

Energy Certificate 

Revenues

Storage Net 

Revenues with Clean 

Energy Certificates

[$/MWh] [MWh] [$] [$] [$]

Off‐peak $30/MWh ‐10 MWh ($300) $0 ($300)

On‐peak $100/MWh 10 MWh $1,000 $100 $1,100

0 MWh $700 $100 $800

Table b2.2: Storage Revenues with and without Clean Energy Certificates

Total
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As occurred with the first treatment in example b1, if storage is not credited with delivering clean energy, 
its total net revenues are equal to the benefits it provides when accounting for both production costs and 
clean energy. This compensation is equal to $700, the amount by which it reduces total costs (in this case, 
just through reduced production costs), as shown by comparing total costs in cases 1 and 2 in row [7] of 
Table b2.1. Importantly, under a clean energy framework, while the storage resource reduces carbon 
emissions by shifting production from peaker P, which emits 10 units of carbon per MWh of energy 
produced to baseload resource B, which only emits 3 MWh, it receives no incremental revenues for these 
contributions because these contributions do not increase clean energy production. As explained later in 
example c2, a carbon price would allow the storage resource to be compensated for these carbon 
emisison reduction contributions.   

However, if storage is also credited with delivering clean energy as occurs under the second eligibility 
treatment, it would instead receive total compensation of $800, where this additional $100 corresponds 
with the value of these certificates. This value exceeds the benefits that it provides, as measured using the 
FCEM framework which values clean energy production at $10 per MWh, but does not directly value 
carbon emissions reductions. More specifically, it compensates the storage resource as if it increased the 
region’s clean energy output by 10 MWh, even though the storage resource’s participation has no impact 
on clean energy production. 

This example again illustrates an instance where storage is appropriately compensated for its 
contributions to reducing system production costs and clean energy production when it is not credited 
with providing clean energy. If it was credited with providing clean energy, this would result in the storage 
resource receiving compensation that exceeds its contributions to system efficiency, as it would 
incorrectly indicate that storage’s participation increased clean energy production. 

Awarding clean energy certificates to storage could undermine FCEM’s effectiveness in increasing clean energy 

production 

As examples b1 and b2 illustrate, directly crediting storage resources with clean energy certificates would 
lead such resources to be compensated at a level that exceeds their contributions to clean energy 
production. By overcompensating storage resources when they cycle, this approach would create financial 
incentives for storage resources to charge and discharge (cycle) in order to receive clean energy 
certificates, including instances when this cycling does not benefit the system, as measured by production 
costs, clean energy production, or carbon emissions reductions.10  

Additionally, by overcompensating storage resources, this approach may undermine the FCEM’s ability to 
increase actual clean energy production, as this increased cycling by storage resources would reduce the 
number of certificates available for other types of clean generation. While states may adjust clean energy 
targets upwards to account for storage activity, forecasting the quantity of clean energy certificates 

                                                      
10 Taken to its extreme, if storage receives clean energy certificates for its energy supplied, a facility with two adjacently‐
located storage assets could be simultaneously charging one while discharging the other. Because this energy is simply 
being transferred back and forth between the facilities, it provides no value to the system. However, the asset could 
profit from the clean energy certificates it is awarded. 

NEPOOL PARTICIPANTS COMMITTEE
FUTURE GRID PATHWAYS

APR 15 2021 MEETING



 

April 8, 2021 

Page 13 of 17 

 
 

 
 
 

 

 
 

ISO‐NE PUBLIC 

iso‐ne.com 
isonewswire.com
@isonewengland

iso‐ne.com/isotogo
iso‐ne.com/isoexpress

ISO New England Inc. 
One Sullivan Road 
Holyoke, MA 01040‐2841 
 

 

awarded to storage resources would likely prove challenging and may therefore increase uncertainty 
about the states’ ability to achieve their desired environmental outcomes in a cost‐effective manner. 

As illustrated in examples b1 and b2, not awarding clean energy certificates to storage resources 
compensates storage resources for their contributions to reducing production costs and increasing clean 
energy production. By not compensating storage resources above their contributions, it avoids creating 
these perverse incentives for storage resources to cycle to receive clean energy certificates even when this 
act does not reduce system production costs, increase clean energy production, or reduce carbon 
emissions. 

c. Storage’s compensation under a net carbon price 

This section now considers storage’s contributions and compensation under a net carbon pricing 
framework. It uses the same pair of numerical examples as are presented in section b, where, rather than 
employing an FCEM, there is now a carbon price of $1 per unit of carbon emitted. In this example, when 
the baseload resource is a clean resource, as occurs in example c1, it produces no carbon emissions and 
thus does not increase its offer price to reflect a cost for emitting carbon.   

The peaker resource is a combustion turbine generator that emits 10 units of carbon per MWh of energy 
produced. To account for the cost associated with these emissions, this unit adds a $10 per MWh to its 
energy offer. 

Similar to the discussion of the FCEM framework above, these examples assume that any new revenue 
that is collected via a net carbon price is rebated to RTLO, where this distribution does not extend to 
storage resources.11 

Example c1: Storage shifts generation to non‐emitting resources 

This example mirrors examples a1 and b1, where the base resource B is clean and does not emit carbon.  
Rather than including a clean energy benefit as is consistent with an FCEM construct, this example 
considers the costs associated with carbon emissions in a manner consistent with a net carbon pricing 
framework, which effectively assigns a cost to carbon emissions. This results in carbon costs being added 
to the production costs to produce total costs, whereas in the earlier examples the clean energy benefits 
were subtracted from the production costs. 

As previously, case 1 reflects the total system costs when the storage resource does not participate, and 
case 2 illustrates the costs when the storage resource does participate.   

                                                      
11 While  the memo does not explicitly  consider approaches  that would  rebate  carbon  revenues  to  storage,  such 
approaches appear to be less effective in compensating storage for their contributions to carbon reductions. 
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As can be seen by comparing total cost between cases (row [7], column [d]), the participation of the 
storage resource reduces total costs by $1,100, where $1,000 of this cost reduction comes via lower 
production costs (consistent with examples a1 and b1 and shown in column [b]), and the remaining $100 
comes via reduced carbon emissions (as illustrated in column [c], 10 MWh of generation that produce 100 
units of carbon at total cost of $100 are replaced by non‐emitting generation). 

We now consider storage resource S’s revenues under such a framework which depend on the energy 
prices in the off‐ and on‐peak hours. Importantly, the baseload resource B will offer its energy at a price of 
$0, to reflect the fact that it has physical marginal costs of $0, and it incurs no incremental costs associated 
with the carbon price.  Thus, in the off‐peak hour, the energy price will be $0 per MWh. The peaker P will 
set the energy price at $110 per MWh, reflecting its physical marginal costs of $100 and a carbon adder of 
$10 per MWh. 

These revenues are shown in Table c1.2, where storage resource S is appropriately compensated for the 
$1,100 reduction in costs it provides, as this revenue accounts for both the decrease in production costs, 
and the value associated with storage resource S’s role in reducing carbon emissions. In this example, the 
introduction of a carbon price has no impact on storage’s costs to buying energy during the off‐peak hour 
relative to current market rules because the marginal resource (clean resource B) does not emit carbon. 

[a] [b] [c] [d] = [b] + [c]

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

$0 $0

[80 MWh × $0/MWh] [80 MWh × $0/MWh]

$5,000 $500

[100 MWh × $0/MWh + 

50 MWh × $100/MWh]

[100 MWh × $0/MWh + 

50 MWh × $10/MWh]

[3] Total 230 MWh $5,000 $500 $5,500

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

$0 $0

[90 MWh × $0/MWh] [90 MWh × $0/MWh]

$4,000 $400

[100 MWh × $0/MWh + 

40 MWh × $100/MWh]

[100 MWh × $0/MWh + 

40 MWh × $10/MWh]

[6] Total 230 MWh $4,000 $400 $4,400

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

[7] 0 MWh ($1,000) ($100) ($1,100)

Change in Costs due to Storage Participation

Case 2: Storage Participation

[4]

[5]

Off‐peak

On‐peak

90 MWh $0

140 MWh $4,400 

Table c1.1: Energy Awards, Production Costs, and Carbon Emissions Costs

[2] 150 MWh $5,500 On‐peak

[1] 80 MWh $0

Case 1: No Storage Participation

Off‐peak
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However, the carbon price increases its revenues during the on‐peak hour because the marginal resource, 
peaker P, does emit carbon and thus increases its energy offer price. As a result, its total compensation 
accounts for its contributions to reducing carbon emissions, as the net carbon price leads it to receive 
higher revenues when discharging without impacting its costs to charge. 

 

Thus, a net carbon price leads the marginal carbon emissions rate to be incorporated in the energy price in 
the hours when storage is charging and discharging.  This leads the storage resource’s profits to include its 
marginal contributions to reducing carbon emissions. 

Example c2: Storage shifts generation to lower‐emitting resources 

Finally, we consider the example where the base resource B is no longer clean, and instead is a combined 
cycle resource that emits 3 units of carbon per MWh of energy produced. As a result, in this example, base 
resource B adds $3 per MWh to its energy offer to account for the cost associated with its carbon 
emissions under this net carbon pricing framework, resulting in an energy offer of $33 per MWh. 

This example is analogous to example b2, except that we now assume a carbon price is in place rather 
than an FCEM. The impact on total costs, including those associated with carbon emissions, is included in 
Table c2.1. 

[a] [b] [c] = [a]  × [b]

Energy Clearing Price Cleared Supply

Storage Net Revenues 

without Clean Energy 

Credits

[$/MWh] [MWh] [$]

Off‐peak $0/MWh ‐10 MWh $0

On‐peak $110/MWh 10 MWh $1,100

0 MWh $1,100

Table c1.2: Storage Revenues under Net Carbon Pricing

Total
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As shown in row [7], the participation of the storage resource in this example reduces costs by $770, 
where $700 of this cost reduction stems from decreased production costs, and the remaining $70 comes 
from a decrease in carbon emissions. 

As illustrated in table c2.2, a carbon price framework would appropriately compensate the storage 
resource for these contributions, as its net revenues are equal to this reduction in total costs. In this 
example, the storage resource’s costs associated with consuming energy during the off‐peak hour 
increase relative to current market rules because the marginal resource increases its offer price by $3 per 
MWh to reflect the costs associated with its carbon emissions. However, this increase in costs is more 
than offset by an increase in revenues during the on‐peak hour, where the price increases by $10 per 
MWh, thus indicating that storage is shifting energy production from a higher emitting resource (peaker P) 
to a lower emitting resource (baseload B). 

 

[a] [b] [c] [d] = [b] + [c]

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

[1] Off‐peak 80 MWh $2,400 $240 $2,640

[2] On‐peak 150 MWh $8,000 $800 $8,800 

[3] Total 230 MWh $10,400 $1,040 $11,440

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

[4] Off‐peak 90 MWh $2,700 $270 $2,970

[5] On‐peak 140 MWh $7,000 $700 $7,700 

[6] Total 230 MWh $9,700 $970 $10,670

Generation Production Costs Carbon Emissions Costs Total Costs

[MWh] [$] [$] [$]

[7] 0 MWh ($700) ($70) ($770)

Case 1: No Storage

Case 2: Storage

Change in Costs due to Storage Participation

[a] [b] [c] = [a]  × [b]

Energy Clearing Price Cleared Supply

Storage Net Revenues 

without Clean Energy 

Credits

[$/MWh] [MWh] [$]

Off‐peak $33/MWh ‐10 MWh ‐$330

On‐peak $110/MWh 10 MWh $1,100

0 MWh $770

Table c2.2: Storage Revenues under Net Carbon Pricing

Total
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Importantly, the carbon price framework more directly connects compensation to carbon emissions, 
rather than employing a binary eligibility criteria to determine what technologies are clean. This allows the 
storage resource (and other lower emitting resources that are not characterized as clean) to be 
compensated for their contributions to reducing carbon emissions, even if they do not increase the 
quantity of clean energy produced. This can be seen in the above example in which the net carbon pricing 
framework leads the storage resource to receive $70 for its contribution to reducing carbon emissions.   

3. Conclusion 

The memorandum highlights how storage contributes to clean energy production or reduction in carbon 
emissions by shifting energy production from higher emitting resources during on‐peak hours to lower‐ or 
non‐emitting resources during off‐peak hours. It then considers a series of examples to assess how storage 
are appropriately compensated for these contributions under FCEM and net carbon pricing frameworks 
using a series of numerical examples.   

Examples b1 and b2 find that storage resources would be appropriately compensated for their 
contributions to reducing production costs and increasing clean energy production under an FCEM 
framework if they are not awarded clean energy certificates. This outcome occurs because the energy 
market revenues storage receives would reflect its contribution to clean energy production because the 
price it pays to consume electricity and that it receives for discharging electricity both account for the 
clean energy contributions of the marginal resource. 

In fact, if energy supply provided by storage resources was awarded clean energy certificates under an 
FCEM framework, storage’s compensation would exceed its clean energy contribution. This outcome 
would adversely impact the region’s ability to cost‐effectively meet its environmental objectives via an 
FCEM and create incentives for storage resources to cycle even when doing so did not reduce production 
costs or increase clean energy production. Thus, awarding storage resources clean energy certificates in 
the FCEM framework is inconsistent with sound market design.   

The memorandum also shows that a net carbon pricing framework is well situated to appropriately 
compensate storage resources for their contributions to reducing carbon emissions. Under this 
framework, both the price storage pays to consume electricity and the price it is paid to discharge 
electricity include carbon costs associated with the emissions rate of the marginal resource. Thus, if 
storage is shifting energy production from a higher emitting resource to a lower emitting resource, the 
higher carbon adder will be included in the energy price it is paid, and the lower carbon adder will be 
embedded in the energy price it is charged. This outcome is illustrated in Examples c1 and c2.    

The examples also illustrate instances where different pathways the region is evaluating, an FCEM and net 
carbon pricing, produce dissimilar outcomes for storage resources based on the new product definitions. 
More specifically, examples b2 and c2 identify an instance where storage’s participation has no impact on 
clean energy production, but it would reduce carbon emissions by transferring generation from a higher 
emitting resource to lower emitting (but not a carbon‐free) resource. Storage would be compensated for 
this contribution under a net carbon pricing framework, as its contributions are consistent with the 
environmental attribute targeted – carbon emissions reduction. However, under an FCEM approach it 
would not be compensated for this contribution because its participation does not impact clean energy 
production. 
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To: NEPOOL Participants Committee Working Session 

From: Market Development 

Date:   April 8, 2021 

Subject: The FCEM and Existing State Programs 

 

Introduction 

Stakeholders and the ISO are scoping the framework for a “Forward Clean Energy Market” (FCEM) that 
would procure clean attribute certificates (CECs) years in advance. We seek to clarify necessary scoping 
details so that the ISO and the Analysis Group (AGI) can complete the modelling framework for 
quantitative analysis. A key outstanding question is the extent to which the new CECs would be integrated 
with existing state programs, which are designed to help facilitate the development of resources with 
specific environmental attributes. Because this design choice will likely affect CEC and REC pricing, it may 
be important for modelling purposes. The ISO and stakeholders are evaluating three approaches, 
summarized below:1 

Approach 1: Clean energy certificates reflect a clean attribute that is distinct from and does not overlap 
with other environmental attributes so that clean resources that are eligible can earn both CECs and 
renewable energy certificates (RECs) with each MWh of energy production during the delivery year. 

Approach 2: Clean energy certificates encompass all environmental attributes, so that a resource that 
chooses to sells CECs in the FCEM cannot also sell a REC in the delivery year for the same MWh.2 

Approach 3: The existing programs are discontinued, and the region uses clean energy certificates to meet 
its environmental objectives. 

This memo considers six cases (labelled A through F) that demonstrate total payments to resources under 
the different approaches and with different relationships between CEC demand and REC demand. In the 
numerical examples, there are two renewable resources that produce both renewable and clean energy, 
and therefore can sell both CECs and RECs, and two clean resources that can sell only CECs. The cases 
assume competitive markets for both CECs and RECs, meaning that the price that is set for each of these 

                                                      
1 See Section 4 of the FCEM Scoping memo,  
https://nepool.com/wp-content/uploads/2021/03/NPC_FG_20210318_Supplemental-1.pdf.  
2 Approach 2 would require clear rules regarding how a resource eligible to produce either a CEC or a REC would 
determine which type of credit it would like to generate. 
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certificates is based on the “break even” cost that must be recovered by the marginal resource that 
provides this product, outside of revenue from other markets such as the real-time energy market. The 
table below summarizes the cases, their assumptions, and key takeaways. 

 

The cases demonstrate three key points: 

1. Stakeholders have expressed concern about the possibility of “double payments” under 
Approach 1, where resources that can sell both CECs and RECs will see increased payments per 
MWh of energy relative to Approach 2 and Current Market Rules. The examples suggest that such 
double payments may not materialize because CEC and REC prices adjust to ensure that marginal 
resources that are capable of selling both CECs and RECs will recover their costs, but no more 
than that amount.3 

2. Approach 1 and Approach 3 yield equivalent outcomes when CEC demand is sufficiently large 
compared to REC demand, because this may lead to a quantity of renewable energy that is 
greater than or equal to the state requirements. 

3. Approach 2 can lead to additional payments compared to Approach 1. Approaches 1 and 2 may 
yield equivalent results when CEC demand is reduced to account for the existing programs, but it 

                                                      
3 Costs here, and throughout the memo, refer to incremental costs that the resource does not expect to recover 
through other wholesale markets, like the real-time energy market and capacity market. 

Approach

Relationship between 

REC and CEC Demand Key Takeaways

Case A

Current 

Market Rules Only REC Demand

Under current market rules, resources recover their costs through REC revenue. 

Total payment for certificates is $200,000.

Case B Approach 1

CEC Demand > REC 

Demand

CEC demand is introduced and is greater than REC demand. Resources can now 

recover costs through REC and/or CEC revenue. Total payment for RECs and CECs is 

$210,000, with the increase compared to Case A due to the increased quantity of 

clean energy. The resources that sell CECs and RECs don't receive double payment 

compared to Case A.

Case C Approach 1

CEC Demand >>> REC 

Demand

CEC demand is set far greater than REC demand. The REC constraint is not binding 

and the REC price is $0/MWh. Total payments increase to $475,000, reflecting the 

larger quantity of clean energy demanded. No double payment occurs.

Case D Approach 3 Only CEC Demand

CEC demand is kept at the higher level but the state REC programs are 

discontinued so that there is no REC demand. This case clears the same quantity of 

MWhs from the same resources at the same price as Case C. When CEC demand is 

sufficiently large relative to REC demand, Approach 1 and Approach 3 yield 

equivalent results.

Case E Approach 2

CEC Demand > REC 

Demand

CEC demand is set as in Case B but we assume Approach 2. The renewable 

resources satisfy the REC demand and the clean resources satisfy the clean energy 

demand. Total payments are $335,000, larger than Case B's total payments = 

$210,000. This increase in payments reflects the fact that more clean MWhs have 

to clear to meet the same clean energy demand.

Case F Approach 2

CEC Demand < REC 

Demand

CEC demand is decreased to avoid purchasing excess clean energy. Total payment 

for RECs and CECs is $210,000, as in Case B.

Summary of Cases and Results
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may be difficult to make these approaches equivalent in practice, given the large number of state 
programs, where these each have different eligibility criteria, non-compliance rates, etc. 

Given the above observations, the ISO proposes that AGI assume Approach 1 for the straw FCEM 
framework, as this appears to align most appropriately with the criteria the ISO identified for choosing 
between design options.4 More specifically, it appears relatively simple to model, avoids the double 
payment concern identified by stakeholders, and allows for the continuation of the existing state 
programs.  However, as the examples in this memo show, this approach may produce similar outcomes as 
Approach 2. 

This memo, however, should not suggest that the ISO has finalized its thinking on the extent to which the 
existing programs should be integrated with the new CECs for the purposes of modelling. Indeed, the ISO 
welcomes stakeholder feedback on the proposed approach, particularly as it may relate to stakeholder’s 
goals for the FCEM framework, and looks forward to further discussion. 

Case A: Current Market Rules 

Table 1 below summarizes the parameter values for the resources in all six cases considered in this memo. 
In each of the cases, there are two clean resources (Clean 1 and Clean 2) that can sell only CECs, and two 
renewable resources (Renewable 1 and Renewable 2) that can sell both CECs and RECs. The renewable 
resources are assumed to have greater costs and so need to be compensated at a higher rate to be 
economical.5 For example, Renewable 2 would need to be paid at least $25/MWh for their clean energy 
or renewable attributes. If they are not paid at least this much, their resource will not be built. Clean 1, on 
the other hand, has fewer costs and so only needs to be paid $10/MWh to be built. All four resources 
have the same maximum certificate award of 5,000 MWh, so that no resource can sell more than 5,000 
MWhs of CECs and the two renewable resources cannot sell more than 5,000 MWhs of RECs. Note that 
for simplicity and ease of comparison, we assume each resource submits fully rationable offers, so that 
there is no lumpiness in REC or CEC awards. Finally, we assume that the markets for both the RECs and the 
CECs are competitive, so that the marginal resource breaks even on their investment. 

 

While all six cases assume these same resource properties, they will produce different results based upon 
assumptions about the demand for each environmental attribute and whether resources can receive both 

                                                      
4 For further discussion of these criteria, see the ISO’s memo on the straw FCEM framework, available at 
https://nepool.com/pathways-study-process/1a-fcem-scoping-memo_vfinal/.  
5 Because resources that qualify as renewable must have additional attributes, they generally have higher costs than 
resources that are only “clean.” In practice, some resources that qualify as renewable may be cheaper than other 
resources that qualify as “clean.” 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] Unrecovered Costs/MWh $10 $15 $20 $25

[2] Maximum Certificate Award 5,000 MWh 5,000 MWh 5,0000 MWh 5,000 MWh

[3] Qualified to Sell RECS? No No Yes Yes

[4] Qualified to Sell CECs? Yes Yes Yes Yes

Table 1: Parameter Summary for Resources
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clean and renewable energy certificates for each MWh produced.  These cases begin with current market 
rules, where there are renewable energy credits, but no clean energy credits.    

Under current market rules, there are no CECs so the resources can only recover their costs with REC 
revenue. The table below summarizes the results for Case A, where the REC demand is set at 8,000 
MWh.6 

 

In this case, Renewable 1 clears for its entire capability so Renewable 2 is marginal as it provides 3,000 
MWh of renewable energy.  Because Renewable 2 is the marginal resource for RECs, it sets their price at 
its “breakeven” cost of $25/MWh. In total, the resources sell 8,000 MWh of RECs and so satisfy the REC 
requirement. Total payments to the resources is $200,000. 

Note that, without CEC demand, there is not compensation for clean energy. Thus, the clean resources 
that are eligible only for CECs earn no incremental revenues from the sale of environmental attributes. As 
a result, neither clean resource is developed and the region’s energy mix doesn’t include any clean energy 
beyond what is provided by the two renewable resources. 

Case B: CEC Demand > REC Demand, Approach 1 

Under Approach 1, the renewable resources can sell both CECs and RECs for the same MWhs. Assume the 
CEC demand is 9,000 MWh, REC demand remains unchanged from Case A at 8,000 MWh, and that the 
resources have the same parameter values as in Table 1. The table below summarizes the results for Case 
B. 

                                                      
6 For simplicity, we assume the demand bids are vertical. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award 0 MWh 0 MWh 5,000 MWh 3,000 MWh

[4] CEC Award - - - -

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $0/MWh $0/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$200,000

-

$200,000

Case A: Current Market Rules, No CEC Demand

8,000 MWh

-

$25/MWh

-
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As in Case A, the least cost way to meet the REC demand is to award Renewable 1 with 5,000 MWh of 
RECs and Renewable 2 with 3,000 MWh of RECs. With Approach 1, Renewable 1 and Renewable 2 can be 
awarded CECs in addition to RECs, and so Renewables 1 and 2 also receive 5,000 MWh and 3,000 MWh of 
CECs, respectively. To meet the remainder of CEC demand, Clean 1 provides the final 1,000 MWh at least 
cost. 

While the change in awards from Case A is modest, the pricing implications are important. First, Clean 1 is 
now marginal for CECs and so sets the CEC price. That is, if the CEC demand was increased by 1 MWh, 
Clean 1 would clear for an additional MWh of CEC at a cost of $10. This increase in costs sets the CEC price 
at $10/MWh. Note that this price is the “break even” price for Clean 1. 

Second, Renewable 2 remains marginal for RECs. However, because Renewable 2 receives $10/MWh for 
each CEC it is awarded, it can recover its costs while receiving a lower REC payment than in Case A. More 
specifically, Renewable 2 only needs to be paid $15/MWh for RECs to break even as this will result in it 
fully recovering its costs of $25/MWh ($15 for each REC sold, and another $10 for each CEC sold). As a 
result, Renewable 2 sets the REC price at $15/MWh.  

Note that despite the fact that the two renewable resources are paid twice for each MWh, their total 
compensation per MWh is still $25. (Row [7] is the same in both of the above tables for the two 
renewable resources.) Thus, the double payment concern that has been highlighted with respect to 
Approach 1 does not appear to materialize. 

Finally, note that the total payment to the resources for both CECs and RECs is $210,000. The additional 
$10,000 in total payments in Case B compared to Case A reflects Clean 1’s cost for providing CECs. 

Case C: CEC Demand >>> REC Demand, Approach 1 

Continuing with Approach 1, Case C is identical to Case B except the CEC demand is increased by 10,000 
MWh to 19,000 MWh. The table below summarizes the results for Case C. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award 0 MWh 0 MWh 5,000 MWh 3,000 MWh

[4] CEC Award 1,000 MWh 0 MWh 5,000 MWh 3,000 MWh

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $10/MWh $0/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$120,000

$90,000

$210,000

Case B: CEC Demand > REC Demand, Approach 1

8,000 MWh

9,000 MWh

$15/MWh

$10/MWh
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Clean 1, Clean 2, and Renewable 1 all clear for their maximum capabilities, so Renewable 2 is marginal for 
both RECs and CECs. Note, however, that the REC demand is no longer binding: the 9,000 MWhs of RECs 
awarded is greater than the 8,000 MWh demand.7 As a result, the REC clearing price is $0/MWh. The CEC 
demand is still binding, however, and Renewable 2 sets the CEC price at $25/MWh. Note that this 
$25/MWh CEC price is necessary for Renewable 2 to break even and recover their costs because, in this 
case, they expect no additional revenue from RECs. 

The total payment to the resources for both CECs and RECs is $475,000. The additional payments reflect 
the fact that substantially more CECs are awarded in Case C than in Case B. Despite the additional 
payments, there is still no “double payment”: the two renewable resources are still paid $25/MWh, as in 
Case A and Case B. (Row [7] is unchanged for the renewable resources.) 

Case D: Approach 3, No REC Demand 

With Approach 3, the state programs are assumed to be discontinued so that there is no REC demand. 
CEC demand is unchanged from Case C at 19,000 MWh. The table below summarizes the results for Case 
D. 

                                                      
7 Whether the REC demand bid binds is a function not only of the size of CEC demand, but also of supply conditions. 
For example, if the maximum capability of clean resources was substantially decreased, the REC demand could be 
rendered non-binding in Case B as well. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award 0 MWh 0 MWh 5,000 MWh 4,000 MWh

[4] CEC Award 5,000 MWh 5,000 MWh 5,000 MWh 4,000 MWh

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $25/MWh $25/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$0

$475,000

$475,000

Case C: CEC Demand >>> REC Demand, Approach 1

8,000 MWh

19,000 MWh

$0/MWh

$25/MWh
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Renewable 2 is still marginal for CECs, as Clean 1, Clean 2, and Renewable 1 clear for their entire capability. 
Without REC demand, there is no REC price, and the resources recover their costs entirely from CECs. As in 
Case C, the total payment to the resources is $475,000, and the renewable resources are paid $25/MWh. 
There is no double payment to the renewable resources. 

Note that Approaches 1 and 3 will generally yield the same results when REC demand is not binding, as 
occurred with Case C. If, however, REC demand is binding, as in Case B, Approach 1 will yield different 
outcomes than Approach 3. In particular, under Approach 3 without the REC demand, fewer renewable 
resources and more clean (but not renewable) energy resources are likely to clear than under Approach 2 
when REC demand is binding. Approach 3 will generally result in lower costs for the same quantity of clean 
energy but it will yield less renewable energy. 

Case E: CEC Demand > REC Demand, Approach 2 

With Approach 2, the renewable resources can be compensated for either CECs or RECs, but not both. 
More specifically, for the purposes of this memo, we assume that each MWh’s attributes can only be 
counted for one product. In practice, we expect the resources to sell the highest value certificates, subject 
to their capability. In this case, where the REC price is higher than CEC price, we expect the renewable 
resources to sell the RECs and the clean energy resources to sell the CECs. To ease comparisons, CEC and 
REC demand are the same as in Case B with Approach 1, as illustrated in the table below. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award - - - -

[4] CEC Award 5,000 MWh 5,000 MWh 5,000 MWh 4,000 MWh

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $25/MWh $25/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$475,000

$475,000

Case D: No REC Demand, Approach 3

-

19,000 MWh

-

$25/MWh

-
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Renewable 2 is marginal for the RECs and sets the REC price at $25/MWh, while Clean 2 is marginal for the 
CECs and sets their price at $15/MWh. Because the renewable resources cannot sell both CECs and RECs, 
their total revenue per MWh is $25/MWh. Note that the total revenue to the renewable resources is the 
same in Case E as in all of the other cases. 

Despite the fact that CEC demand is only 9,000 MWh, the resources sell 17,000 MWhs of energy that 
could yield CECs, where this remaining 8,000 MWh of energy instead is used to satisfy only demand for 
RECs. As a result, the total overall payment to the resources in Case E ($335,000) is substantially higher 
than in Case B ($210,000). 

Case F: CEC Demand < REC Demand, Approach 2 

To avoid the increased costs seen in Case E that result from procuring excess clean energy, Case F reduces 
CEC demand to 1,000 MWh, so that Cases F and B result in the same total payments. See the table below. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award 0 MWh 0 MWh 5,000 MWh 3,000 MWh

[4] CEC Award 5,000 MWh 4,000 MWh 0 MWh 0 MWh

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $15/MWh $15/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$200,000

$135,000

$335,000

Case E: CEC Demand > REC Demand, Approach 2

8,000 MWh

9,000 MWh

$25/MWh

$15/MWh
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Once again, Renewable 2 is marginal for RECs and sets their price at $25/MWh. Reducing CEC demand 
from 9,000 MWh to 1,000 MWh decreases Clean 1 and Clean 2’s CEC awards, so that Clean 1 is now 
marginal for CECs and sets their price at $10/MWh. These prices ensure that each Clean 1 and Renewable 
2 both recover their costs and break even. Note that the total resource revenue per MWh (Row [7]) and 
total payments to the resources (Row [10]) are the same in Cases B and F. 

Case F demonstrates that it is possible to achieve the same outcomes with Approaches 1 and 2, as this 
outcome is effectively equivalent to Case B, where resources are permitted to sell both clean energy 
certificates and RECs. However, given that there are often many different RECs, where the products vary 
by state, technology, and location, it may not be practical to adjust clean energy demand to produce an 
outcome that meets both the region’s clean energy targets and its many REC requirements in a cost-
effective manner.  

Conclusion 

The six cases above show that, given competitive REC and CEC markets, we do not expect renewable 
resources to receive additional revenue per MWh with the introduction of clean energy certificates. 
However, given the same levels of demand, we do observe increased costs with Approach 2 compared to 
Approach 1. These increased costs from Approach 2 can be alleviated by adjusting demand, but the ISO 
believes that this may be difficult in practice, given the large number of overlapping state programs with 
different eligibility criteria, noncompliance rates, etc. Finally, Approach 1 and Approach 3 will often yield 
identical results, and when the two approaches yield different results, Approach 3 will generally entail 
lower costs. 

Given these observations, the ISO proposes that, for modelling purposes, AGI assume Approach 1 so that 
the CECs are not integrated with the existing state programs. This approach appears to be relatively 
simple to model, avoids the double payment concern identified by stakeholders, and allows for the 
continuation of the existing state programs. The ISO has not finalized its thinking on this issue, however, 
and welcomes stakeholder input and feedback in the coming weeks as we move towards a decision. 

Clean 1 Clean 2 Renewable 1 Renewable 2

[1] REC Demand

[2] CEC Demand

[3] REC Award 0 MWh 0 MWh 5,000 MWh 3,000 MWh

[4] CEC Award 1,000 MWh 0 MWh 0 MWh 0 MWh

[5] REC Price

[6] CEC Price

[7] Resource Revenue/MWh $10/MWh $0/MWh $25/MWh $25/MWh

[8] Total REC Payments

[9] Total CEC Payments

[10] Total Payments

$10,000

$210,000

Case F: CEC Demand < REC Demand, Approach 2

8,000 MWh

1,000 MWh

$25/MWh

$10/MWh

$200,000
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To:  NEPOOL Participants Committee Working Session 

From:  Market Development 

Date:    March 11, 2021 

Subject:  Evaluation of an Integrated Forward Clean Energy Market 

 
Introduction 

As part of the Future Pathways project, stakeholders have requested feedback on the feasibility of a 
forward clean energy market (FCEM) that is integrated with the forward capacity market, also known as 
an integrated clean capacity market (ICCM). This memo describes, at a high level, the ISO’s current 
assessment of a potential conceptual approach for an ICCM construct for purposes of the pathways 
analysis. The ISO welcomes feedback on the approach and looks forward to continued discussion of a 
forward clean energy framework that will be modeled in these pathways efforts. 

Conceptually, an ICCM would jointly procure both conventional capacity and clean energy on a forward 
basis to satisfy both sets of demand bids at least cost. Under such an approach, “clean” resources would 
be able to sell forward both capacity and clean energy, where the states would submit demand bids for 
clean energy.1 More specifically, as part of their capacity offers, “clean” resource owners would include an 
offer parameter indicating how many MWh of forward clean energy they wish to sell for each unit of 
capacity awarded. As a result, capacity and clean energy awards would be bound together in a single 
procurement. The next section provides a more in‐depth review of the formulation, including a numerical 
example. 

While there are still many outstanding questions, this memo provides a high‐level discussion of a possible 
conceptual approach for an integrated design.  As such, stakeholders should not consider the details 
included in this memo as ISO recommendations or implicit confirmation that the ISO could implement 
such an approach.  Rather, as is typical with the development of novel auction constructs, significant 
additional work would be necessary to evaluate critical design details, potential pricing rules (given there 
are multiple products and non‐rationable offers), and potential implementation challenges.  

                                                      
1 The  ISO presumes  that  the  forward positions would  settle  against  a  “spot” position  that  is determined by  the 
resource’s actual clean energy production during  the delivery period. Further discussion of how  this may work  is 
included in the FCEM scoping memo. 
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Design Details 

In an ICCM that procures clean energy forward, the FCM would be expanded to include clean energy bids 
determined by the states. In the following subsections, the memo details the ISO’s current thinking on i) 
how participants might formulate and submit offers under this ICCM construct, ii) how the integrated 
auction clearing process would assign awards, and iii) how prices would be determined (when the 
marginal offer for each product is rationable). The memo concludes with a numerical example to illustrate 
these points. 

Offer Structure 
With the FCM as currently structured, resources submit offers that reflect the minimum amount of 
payment needed for the resource to take on a Capacity Supply Obligation (CSO). Such an offer includes, at 
a minimum, any “missing money” that the resource would need to recover its capital costs as well as any 
forgone revenues associated with selling capacity forward under pay‐for‐performance. With this $/unit of 
capacity offer, resources also have a qualified capacity value that represents the maximum capacity award 
that they can receive. The capacity offers can be rationable, where the CSO awarded can be less than the 
resource’s qualified capacity, or non‐rationable, where the resource’s CSO award is all‐or‐nothing. 

The ISO anticipates that a conceptual ICCM framework could build off this structure: participants would 
still submit a $/unit of capacity offer, their capacity awards would still be capped by their qualified 
capacity, and the resources would still be able to submit rationable or non‐rationable offers. New to the 
FCM through an ICCM construct, however, is that resources would also submit a clean energy parameter 
that reflects the MWh quantity of clean energy they would sell on a forward basis per unit of capacity 
awarded. This clean energy parameter would bind the resource’s CSO award with their clean energy 
award, so that, for each MW of CSO awarded, they are also awarded a forward clean energy position 
equal to their offered clean energy parameter. 

Note that allowing non‐rationable offers, as under the current FCM construct, may raise additional 
questions and challenges with current rules, including numerous questions about the pricing rules and the 
possibility of make‐whole payments in the primary forward capacity auction. 

Integrated Auction Clearing 
The ICCM would clear resources based on their offers and their contribution to both the capacity and the 
clean energy bids. The capacity demand bids would be set in a manner consistent with the current FCM 
rules, but the clean energy demand bids would be set by the states. The auction would then clear bundles 
of capacity and clean energy to maximize social surplus, where the social surplus considers the benefits of 
both products. Holding a resource’s offer constant, resources that are willing to take on larger forward 
clean energy positions would have a higher chance of receiving forward positions in the auction because 
their award would contribute more to meeting the region’s clean energy demand. 

Numerical Example 
Three tables below outline a numerical example. Table 1 below contains key parameters for the example.2 

                                                      
2 Note  that,  to  simplify  the  incorporation of  clean energy awards  in  these examples, offers and CSO awards are 
measured in MW‐Year rather than the typical kW‐Month. 
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In the example, there are two resources that can sell clean energy forward (Clean 1 and Clean 2) and two 
resources that cannot (Non‐Clean 1 and Non‐Clean 2).  Each resource submits offers that are fully 
rationable, meaning the auction can award it forward positions that are less than its maximum capacity 
capability.3  

Non‐Clean 1 and Non‐Clean 2 are each qualified to sell 500 MW‐Year of capacity and Clean 1 and Clean 2 
are each qualified to sell 300 MW‐Year of capacity. Non‐Clean 1 and Non‐Clean 2 submit offers to sell 
capacity of $60,000/MW‐Year and $70,000/MW‐Year, respectively. These offers reflect the minimum 
payment per MW‐Year that Non‐Clean 1 and Non‐Clean 2 must receive to sell capacity.  Clean 1 and Clean 
2 offer to sell both capacity and clean energy forward. For every MW‐Year of capacity that Clean 1 sells, it 
would also sell a quantity of clean energy forward.  More specifically, for each MW‐Year of capacity that 
Clean 1 sells, it would sell 6,000 MWhs of clean energy. Clean 1’s offer of $150,000/MW‐Year indicates 
that to sell both one MW‐Year of capacity and 6,000 MWhs of clean energy, Clean 1 would need to be 
paid at least $150,000. Similarly, for every MW‐Year of capacity that Clean 2 sells, it would sell 7,000 MWh 
of clean energy forward. Clean 2’s offer of $200,000/MW‐Year indicates that Clean 2 would need to be 
paid at least that price per MW‐year of capacity to sell its capacity and clean energy.4 Note that the offers 
from Clean 1 and Clean 2 of $150,000 and $200,000 per MW‐Year, respectively, represent an offer to sell 
a bundled product of capacity and clean energy on a forward basis. As such, their offers include both costs 
associated with capacity and costs associated with taking on a forward clean energy position. See 
Appendix A for a more detailed examination of how participants might submit offers in an ICCM. 

For simplicity, this example assumes vertical demand curves for capacity and clean energy set at 850 MW 
and 2,500,000 MWh, respectively.5 Given the offers and clean energy parameters in Table 1 above, Table 
2 below contains the awards and clearing prices for this simple ICCM. 

                                                      
3 This assumption allows prices for each product to be set based on the marginal supply offer.  If these offers were 
instead assumed to be non‐rationable, it is less clear how prices for each product would be established. 
4 The difference between the two resources’ clean energy parameters could reflect differences in expected production 
or risk preferences. 
5 This ICCM concept can be applied similarly to instances where sloped demand curves are employed. 

Generator Max Capacity Clean Energy Parameter  Offer

Non‐Clean 1 500 MW‐Year ‐ $60,000/MW‐Year

Non‐Clean 2 500 MW‐Year ‐ $70,000/MW‐Year

Clean 1 300 MW‐Year 6000 MWh/MW‐Year $150,000/MW‐Year

Clean 2 300 MW‐Year 7000 MWh/MW‐Year $200,000/MW‐Year

Table 1. Resource Parameters
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Non‐Clean 1 is the marginal resource for capacity and sets the capacity price at $60,000/MW‐Year. This is 
the price Non‐Clean 1 is paid per MW‐Year. To see how this price is determined, consider an incremental 
increase in the installed capacity requirement of one MW‐Year without a corresponding increase in the 
clean energy bids. To meet this additional MW‐Year of capacity demanded, Non‐Clean 1 would receive an 
additional one MW‐Year of capacity award, at a cost to the system of $60,000/MW‐Year. Note that, 
absent the clean energy requirement, Non‐Clean 2 would be marginal for capacity and would set the 
capacity price at $70,000/MW‐Year. 

Clean 2 is the marginal resource for the forward clean energy positions and so sets the forward clean 
energy price at $20/MWh. To see how this price is determined, consider an incremental increase in the 
forward clean energy demand bids of one MWh. To meet this additional one MWh bid, Clean 2 must be 

awarded an additional   MW‐Year of CSO,6 costing the system   ∗ $200,000 $28.57. Because 

Clean 2 clears for an additional   MW‐Years of CSO, however, Non‐Clean 1’s CSO award can be 

decreased by   MW‐Years, saving the system  ∗ $60,000 $8.57. The total change in system 

costs is thus $28.57 ‐ $8.57 = $20, and so the forward clean energy price is $20/MWh. 

The total price paid to each resource per unit of capacity awarded is the capacity clearing price 
($60,000/MW‐Year) plus their clean energy parameter times the forward clean energy price ($20/MWh). 
That is, resources can be paid different prices per unit of capacity sold if their clean energy parameters 
differ. Table 3 below details price formation for the three resources that receive capacity awards. 

 

Note that Clean 2 is paid more per MW‐Year than Clean 1 because Clean 2 sells an additional 1,000 MWh 
of clean energy forward each awarded MW‐Year of capacity. 

                                                      
6 From Table 1, Clean 2 provides 7000 MWh of clean energy/MW‐Year of capacity, so one additional MWh of clean 
energy from Clean 2 requires 1/7000 MW‐Year of additional capacity from Clean 2. 

Generator Offer
Capacity 

Award

Clean Energy 

Award

Non‐Clean 1 $60,000/MW‐Year 450 MW 0 MWh

Non‐Clean 2 $70,000/MW‐Year 0 MW 0 MWh

Clean 1 $150,000/MW‐Year 300 MW 1,800,000 MWh

Clean 2 $200,000/MW‐Year 100 MW 700,000 MWh

Table 2. ICCM Clearing and Awards

Non‐Clean 1 Clean 1 Clean 2

[1] CSO Clearing Price $60,000/MW‐Year $60,000/MW‐Year $60,000/MW‐Year

[2] Clean Energy Parameter 0 MWh/MW‐Year 6000 MWh/MW‐Year 7000 MWh/MW‐Year

[3] Forward Clean Energy Price $20/MWh $20/MWh $20/MWh

[4] Resource Price Per MW‐Year =[1]+[2]*[3] $60,000/MW‐Year $180,000/MW‐Year $200,000/MW‐Year

Table 3. Resource Specific Clearing Prices
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Key Observations 
 This formulation effectively yields two prices for the procured products – one for capacity in 

$/MW‐Year and one for forward clean energy in $/MWh. This is necessary to account for the fact 
that the optimization procures two distinct products, and there are different costs associated 
with each. 

 Some stakeholder presentations have discussed an ICCM with fully non‐rationable offers for both 
capacity and clean energy. The concept proposed in this memo allows for participants to offer the 
products in a more flexible manner, as their offers can be either non‐rationable or rationable. This 
is consistent with the current capacity market rules. However, allowing participants to submit 
non‐rationable offers for both capacity and clean energy may raise additional challenges that 
need to be investigated further. 

 At present, the ISO has not evaluated the work or implementation challenges that may arise 
when considering whether this conceptual framework could be sensibly translated into a more 
fully developed market design.  We expect it would likely add significant complexity to the FCM 
process, and there would require a number of substantial changes to the FCM rules, schedule, 
and processes to implement such an approach.  Further consideration of these challenges is 
outside the scope of these pathway efforts. 

Conclusion 

Based on preliminary analysis, the ISO believes that the joint procurement of capacity and clean energy in 
an integrated forward market is conceptually feasible as illustrated above and thus can be considered in 
the pathways analysis. However, additional work would be necessary to fully evaluate if this conceptual 
approach can be sensibly translated into a more concrete market design, and such work is outside the 
scope of these efforts. The ISO welcomes observations and feedback from stakeholders on this approach. 
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Appendix A 

Table A1 below displays the offer components for “Clean 2”, a resource that features prominently in the 
numerical example above. 

 

In the FCM as it currently exists (capacity only), Clean 2’s offer for capacity is simply the expected PFP 
settlement. (For simplicity, we are assuming that the resource has no missing money.) With an ICCM, 
however, the resource would also submit a clean energy parameter, given in Row [2]. Because Clean 2 
could opt not to sell their clean energy forward and instead sell it in the delivery year, they must be paid at 
least the expected clean energy price in the delivery year per MWh of clean energy they sell forward. As 
such, their ICCM offer is the sum of the expected PFP settlement (Row [1]) plus their offered clean energy 
parameter (Row [2]) times the expected clean energy price in the delivery year (Row [3]). Note that Clean 
2’s offer is substantially larger in an ICCM than in a “capacity only” market. This reflects the additional 
costs of the forward clean energy position Clean 2 would take if they receive an award. 

 

Offer Components Capacity Only
Capacity + Clean 

Energy

[1] Expected PFP Settlement $60,000/MW‐Year $60,000/MW‐Year

[2] Clean Energy Parameter N/A 7000 MWh/MW‐Year

[3] Expected Spot Clean Energy Price N/A $20/MWh

[4] Clean 2's Offer =[1] + [2]*[3] $60,000/MW‐Year $200,000/MW‐Year

Table A1. Clean 2's Optimal Offer, $/MW of CSO
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To: NEPOOL Participants Committee Working Session 

From: Market Development 

Date:   May 6, 2021 

Subject: Modelling Equivalence of FCEM and ICCM 

 

Introduction 

The Pathways to the Future Grid study explores potential market frameworks that will help the region 
achieve clean energy goals. As part of this process, Analysis Group (AGI) will model a forward clean energy 
framework and a net carbon pricing framework to compare their expected market outcomes to a “status 
quo” framework where there are no substantial changes to the region’s markets and states continue using 
bilateral contracts to achieve their policy objectives. In previous meetings and materials, stakeholders and 
the ISO have discussed whether AGI should model a forward clean energy market that is integrated with 
the capacity market or model a forward clean energy market that is conducted separately from the 
capacity market.1  

Under an integrated clean capacity market (ICCM) construct, resources would submit a single offer for the 
forward sale of both capacity and clean energy, while in a separate forward clean energy market (FCEM) 
resources would first participate in a forward market for clean energy before submitting offers in a 
subsequent forward market for capacity. While both frameworks would require significant work to 
translate the high-level concepts into fully developed designs, the ISO views the ICCM as having 
particularly complex design and implementation challenges, given the added difficulties associated with 
jointly procuring two distinct products through a single auction.2 Nonetheless, the ISO feels that AGI’s 
modeling can simulate outcomes from a high-level ICCM framework, which will provide stakeholders with 
some insight about its theoretical application.  

This memo considers potential differences between the FCEM and the ICCM concepts, with a focus on 
how these approaches may be similar or different in the context of the modeling efforts that are part of 
the Pathways to a Future Grid study. In particular, given AGI’s proposed modelling structure and the 

                                              
1 See the “Scoping” document for the FCEM, located here: https://nepool.com/wp-content/uploads/2021/03/1a-
FCEM-Scoping-Memo_vfinal.pdf  
2 While the ISO cannot fully evaluate the work or implementation challenges that may arise under an ICCM design that 
has not yet been established, we imagine that, at a minimum, the ICCM would likely add significant complexity to the 
FCM process. For more information on the ICCM, see the “Evaluation of an Integrated Forward Clean Energy Market,” 
located here: https://nepool.com/wp-content/uploads/2021/03/NPC_FG_20210318_Supplemental-1.pdf 
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corresponding model inputs and assumptions, the memo concludes that the two approaches should 
produce identical awards and compensation. This result holds because the model makes two key 
assumptions: i) under an FCEM, resources account for their expected capacity revenue when formulating 
their competitive clean energy offers, and ii) that these expectations are accurate (i.e., the expected FCM 
prices are the same as the actual prices.) Based on this finding, it does not appear critical for the region to 
choose between an FCEM and an ICCM for the distinct purpose of finalizing the straw forward clean 
energy framework to be modeled.3 

The memo begins by describing some of the key assumptions for the following examples. The memo next 
considers a numerical example that demonstrates awards, prices, and total compensation to resources in 
a hypothetical ICCM. The memo follows with a similar numerical example for a FCEM with the same 
assumptions and resource parameters as the ICCM example. The numerical examples show that the FCEM 
and ICCM will yield identical awards, prices, and total revenue for each resource, given the 
aforementioned assumptions. The memo concludes with a discussion of AGI’s model mechanics and how 
their assumptions compare to those employed in these examples. It finds that because the assumptions 
listed in the memo’s first section mirror AGI’s model structure, the memo’s numerical examples are 
consistent with the model output we would expect from AGI under equivalent conditions. 

Given that AGI’s expected modelling results can be viewed as consistent with either the FCEM or the 
ICCM, the ISO does not believe it is necessary for the region to pick one over the other for the purpose of 
studying a straw forward clean energy framework. The ISO welcomes stakeholder feedback on this issue 
and looks forward to further discussion. 

Key Assumptions and Parameters for Numerical Examples 

This section lists the key assumptions for the numerical examples in the subsequent section. Note that 
these assumptions reflect those AGI will make in their modelling efforts. 

Assumption 1: Resources submit offers for capacity and clean energy based on their missing money, 
where their missing money is defined as the revenue they would need to receive, in addition to that from 
the energy and ancillary service markets, to recover their costs.4 

Assumption 2: The markets for renewable energy certificates (RECs) and clean energy certificates (CECs) 
are competitive, so that the marginal resource recovers its missing money, but no more. In practice, if the 
REC or CEC markets were not competitive and the marginal resource recovered more than their missing 
money, we would expect additional resources to enter the markets to profit themselves. As more 
resources enter the markets, we would expect that competition would increase until the marginal 

                                              
3 While the modelling efforts are unlikely to detect differences between the FCEM and the ICCM, there will likely be 
important differences in practice. As a result, if the region decides to pursue a forward clean energy framework, further 
consideration of the pros and cons of an FCEM versus an ICCM, as well as additional design details, will be necessary. 
Moreover, we will seek to provide qualitative information on these differences to help inform the region before it 
proceeds further into developing potential proposals.  
4 This is a simplifying assumption and generalizes to cases where resources submit offers based on the maximum of 
their missing money and the “common value component”, or the expected opportunity cost of taking on a forward 
position. 
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resources earn no profit. Note that this is a natural extension of Assumption 1: if resources submit offers 
to recover their missing money, the marginal resource will recover its missing money and earn no profits.  

Assumption 3: Resources offer to sell the entirety of their clean energy and capacity capability forward. 
For example, if a clean energy resource expects to produce 3,000 MWh of clean energy for each MW of 
capacity during the delivery year, they will offer to sell this entire 3,000 MWh of clean energy in the 
forward markets. We make this assumption because, in equilibrium, we expect the forward clean energy 
price to equal the expected clean energy price in the delivery period, so that resources cannot profit from 
selling some of their clean energy in the spot market rather than the forward market. 

Assumption 4: Resources submit fully rationable (i.e., non-lumpy) offers for capacity. This is a simplifying 
assumption to make the examples easier to follow. 

Assumption 5: Resources have perfect foresight, so that they can exactly predict the capacity clearing 
price, their capacity award, their real-time energy profits, their clean energy production, etc. 

Assumption 5 is an important modeling assumption that may not hold in practice, as it is likely that actual 
capacity prices will differ from those expected by resources when formulating the clean energy offer 
prices. However, it is consistent with the model framework that AGI will employ in the pathways efforts. 
Without this assumption, we might observe divergent outcomes between the ICCM and the FCEM, 
particularly when the resources have different beliefs about the expected capacity prices.5 

Key Parameter Values for the Numerical Examples 

The following numerical examples consider market outcomes for four resources. More specifically, the 
examples consider how the resources offer to sell their capacity and clean energy in a FCEM and an ICCM, 
and the resulting awards, prices, and compensation in each framework. The examples show that each 
framework results in the same awards and prices so that the resource’s total compensation is identical in 
both the FCEM and the ICCM. 

Table 1 below lists parameter values for the four resources included in this memo’s numerical examples. 
Note that the parameter values are held constant across the two examples so that the results are 
comparable. Row [1] contains each resource’s missing money per MW. This represents the revenue they 
would need to recover from capacity or clean energy to be economical. Row [2] contains their maximum 
capacity award, which is the maximum quantity of capacity the resource can sell in a FCM or an ICCM. 
Row [3] lists each resource’s expected clean energy production during the delivery year.  Row [4] sets the 
CSO demand at 1,200 MW and Row [5] sets the clean energy demand at 3,000,000 MWh. Note that we 
assume vertical demand curves, for simplicity, but the results generalize to sloped demand curves as well. 

                                              
5 While it may not be possible to fully eliminate this divergence, there may be mechanisms that would tend to reduce 
this divergence by decreasing the uncertainty of the price for the second product and ensuring that there are retrading 
opportunities for both products after the primary auction. If the region chooses to pursue a forward clean energy 
framework, further consideration of these mechanisms may be worthwhile when evaluating the relative merits of an 
FCEM versus an ICCM. 
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Numerical Example: Integrated Clean Capacity Market 

With an ICCM, capacity and forward clean energy are procured simultaneously in one forward auction. 
Resources submit a single $/MW offer to provide both clean energy and capacity, where their offer 
includes a “clean energy parameter” that defines the quantity of forward clean energy they would need to 
sell per unit of capacity. In effect, the clean energy parameter “binds” a resource’s capacity award with 
their clean energy award, so that a resource’s capacity award cannot be increased without also increasing 
the resource’s clean energy award by their clean energy parameter.6 

For example, suppose that Clean 2 submits an offer of $150,000/MW into the ICCM with a clean energy 
parameter of 3,000 MWh/MW (equal to their expected clean energy production from Table 1). This offer 
suggests that they would need to be paid at least $150,000/MW to be awarded both 1 MW of CSO and 
3,000 MWh of forward clean energy. If Clean 2 is awarded a MW of CSO, they must also be awarded 3,000 
MWh of forward clean energy. 

Table 2 below contains the resource offers, awards, prices, and total revenue in the ICCM, given the 
parameter values in Table 1. 

 

 

Rows [1] and [2] define the offer parameters for the resources. Row [1] provides the $/MW offer for each 
resource. These offers represent the amount of money the resources would need to be paid to sell 1 MW 
of CSO and the accompanying forward clean energy defined by their clean energy parameter, displayed in 

                                              
6 Stakeholders have questioned whether it would be possible for some resources to sell only clean energy in an ICCM. 
While submitting “clean energy only” offers in an ICCM is not considered in this memo, the ICCM (and AGI’s model) 
can likely be modified to accommodate such offering behavior. 

Non-Clean 1 Clean 1 Clean 2 Clean 3

[1] Missing Money Per MW $60,000/MW $160,000/MW $150,000/MW $200,000/MW

[2] Max Capacity Award 1,000 MW 300 MW 300 MW 300 MW

[3] E[Clean Energy] - 6,000 MWh/MW 3,000 MWh/MW 7,000 MWh/MW

[4] CSO Demand

[5] Clean Energy Demand

Table 1. Resource Parameters for Numerical Examples

1,200 MW

3,000,000 MWh

Non-Clean 1 Clean 1 Clean 2 Clean 3

[1] ICCM Offers $60,000/MW $160,000/MW $150,000/MW $200,000/MW

[2] Clean Energy Parameter - 6,000 MWh/MW 3,000 MWh/MW 7,000 MWh/MW

[3] CSO Award 728.6 MW 300 MW 0 MW 171.4 MW

[4] CSO Price $60,000/MW $60,000/MW $60,000/MW $60,000/MW

[5] Clean Energy Award - 1,800,000 MWh 0 MWh 1,200,000 MWh

[6] Clean Energy Price - $20/MWh $20/MWh $20/MWh

[7] Total Revenue =[3]*[4]+[5]*[6] $43,714,800 $54,000,000 $0 $34,285,200

Table 2. Resource Offers, Awards, Prices, and Revenue in ICCM
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Row [2]. Note that the offers in Row [1] equal each resource’s missing money in Table 1 Row [1]. Because 
Non-Clean 1 does not provide clean energy, they do not submit a clean energy parameter and their offer 
only represents the minimum amount they would need to be paid to sell capacity. In these examples, 
Non-Clean 1 would need to be paid $60,000/MW for capacity. 

Row [3] lists CSO awards. Clean 1 clears for their entire capability because, as we will see, they are infra-
marginal for clean energy and their capacity award is bound to their clean energy award by their clean 
energy parameter. Clean 3 is awarded 171.4 MW of capacity, but they are not marginal for capacity, as 
Non-Clean 1 can provide capacity more cheaply than Clean 3. Indeed, Clean 3 is awarded capacity 
because, when they sell capacity, they also sell clean energy that contributes to meeting the clean energy 
demand.  

Row [4] lists the CSO clearing price. Non-Clean 1 is marginal for capacity and sets the CSO price at 
$60,000/MW. To see how this price is determined, consider an incremental increase in the installed 
capacity requirement of 1 MW, without a corresponding increase in clean energy demand. The least-cost 
way to meet this increment is to increase Non-Clean 1’s CSO award by 1 MW, at a cost to the system of 
$60,000. Thus, Non-Clean 1 sets the CSO clearing price at $60,000/MW. 

Note that Clean 2 does not clear for capacity despite the fact that their offer is less than Clean 3’s offer 
(See Row [1]). While Clean 2 submits a lower-priced capacity offer, their clean energy parameter is also 
much smaller than Clean 3’s and so they contribute less to clean energy demand. From the perspective of 
the optimization problem, Clean 3’s additional contributions to clean energy demand per MW outweigh 
their increased cost, and so they are awarded capacity and clean energy positions ahead of Clean 2. 

Row [5] lists the forward clean energy awards. Clean 1 is infra-marginal for clean energy and so clears for 
their entire capability, 1,800,000 MWh. Because they clear their entire clean energy capability, they also 
clear for their entire capacity capability. Clean 3 is awarded 1,200,000 MWh of forward clean energy to 
meet the remaining clean energy demand. 

Row [6] lists the forward clean energy price. Clean 3 is the marginal resource for the forward clean energy 
positions and sets their price at $20/MWh. To see how this price is determined, consider an incremental 
increase in the forward clean energy demand of 1 MWh, without a corresponding increase in CSO 

demand. To meet this additional 1 MWh demanded, Clean 3 must be awarded an additional 
1

7000
 MW of 

CSO, costing the system 
1

7000
∗ $200,000 = $28.57. Because Clean 3 clears for an additional 

1

7000
 MW of 

CSO, however, Non-Clean 1’s CSO award can be decreased by 
1

7000
 MW, saving the system 

1

7000
∗

$60,000 = $8.57. The total change in system costs is thus $28.57-$8.57 = $20, and so the forward clean 
energy price is $20/MWh. 

Finally, Row [7] lists the total revenue to each resource. Because Non-Clean 1 cannot sell clean energy, 
their total revenue is equal to their capacity revenue: $60,000/MW * 728.6 MW = $43,714,800. For the 
clean resources, their total revenue is the sum of their capacity revenue and their clean energy revenue. 
Clean 3’s total revenue, for example, is their capacity revenue ($60,000/MW * 171.4 MW = $10,285,200) 
plus their clean energy revenue ($20/MWh * 1,200,000 MWh = $24,000,000), for a total of $34,285,200. 

Note that Clean 3’s per MW revenue is their total revenue divided by their capacity award, 
$34,285,200

171.4 𝑀𝑊
=
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$200,000/𝑀𝑊. That is, Clean 3 is paid their offer for their capacity and clean energy, and so they exactly 
recover their missing money. This is consistent with Assumption 2, the competitive markets assumption, 
as it indicates that the marginal resource for clean energy does not earn infra-marginal profits. 

Numerical Example: Forward Clean Energy Market 

In a market where forward clean energy is purchased in advance of the capacity market, clean resources 
submit offers to sell clean energy in the FCEM and then subsequently submit offers in the FCM.  That is, 
unlike the ICCM which has one optimization that solves for both capacity and clean energy awards, the 
FCEM has two sequential optimizations, the first for clean energy and the second for capacity. As a result, 
resources know their forward clean energy awards and revenue before they submit offers for capacity in 
the FCM. This section considers 1) clean resource’s offers into the FCEM, 2) the resulting forward clean 
energy awards and prices given those offers, 3) the resource’s CSO offers in the capacity market, given the 
awards and prices in the FCEM, and, finally, 4) the capacity prices and awards in the FCM. 

Resource Offers in the FCEM 

Clean resources submit offers into the FCEM that reflect the missing money they would need to recover to 
enter the market or remain in operation. However, the calculus associated with this decision differs from 
that in the ICCM because clean energy and capacity are awarded in separate auctions. While resources 
seek to recover their missing money via payments for their clean energy and capacity (as they do in the 
ICCM), they now must determine their competitive FCEM offers before the capacity market price has 
been determined. Thus, when submitting their FCEM offers, the resources do not know how much of this 
missing money would be recovered via the sale of capacity. 7 

However, we assume that these resources have perfect foresight regarding the capacity clearing price 
when developing their clean energy offers (consistent with Assumption 5.) As such, resources set their 
clean energy offers as the remaining missing money that they must recover, net of their future capacity 
revenues. Table 3 below displays the clean resource’s FCEM offers. 

 

Row [1] contains each resource’s missing money, where this value does not account for their expected 
capacity revenue. In other words, the values in Row [1] are the quantity of money the resources need to 
recover through both capacity and clean energy revenue. For example, Clean 3 needs to be paid $200,000 
for each MW of capacity they sell and the clean energy they expect to produce with that capacity. Note 
that values in Row [1] above are the same as those in Row [1] of Tables 1 and 2.  

                                              
7 The results illustrated in this example would still hold if the order of the markets were reversed, so that the FCM 
occurs before the FCEM and where resources would develop their capacity offer prices using the expected clean energy 
price. 

Clean 1 Clean 2 Clean 3

[1] Missing Money $160,000/MW $150,000/MW $200,000/MW

[2] E[Capacity Price] $60,000/MW $60,000/MW $60,000/MW

[3] E[Clean Energy Production] 6,000 MWh/MW 3,000 MWh/MW 7,000 MWh/MW

[4] FCEM Offer =([1]-[2])/[3] $16.67/MWh $30.00/MWh $20.00/MWh

Table 3. Clean Resource Offers in FCEM
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Row [2] contains the expected capacity price. By Assumption 5, each of the resources perfectly predicted 
the capacity price at $60,000/MW. (We will see in subsequent tables that the capacity clearing price in the 
FCM is indeed $60,000/MW, meaning each resource’s expectations about this price is correct.) 

Row [3] contains their expected clean energy production per MW, which is identical to the clean energy 
parameter the resources submitted as part of their offers in the ICCM example above. (See Assumption 3 
in the first section.) 

Finally, Row [4] contains each resource’s per MWh offer. For each resource, they subtract their expected 
capacity revenue from their missing money (Row [1] – Row [2]), as they expect to recover this revenue via 
the capacity market and therefore do not include it in their clean energy market offers.  They then divide 
the remaining missing money by their expected clean energy production per MW (Row [3]). This is the 
missing money they need to recover for each MWh of clean energy that they deliver, and therefore 
reflects their competitive clean energy market offer price. 

FCEM Awards, Prices, and Revenue 

Given the offers in Table 3 above, Table 4 contains the awards, prices, and revenue to each clean resource 
in the FCEM. As in the case of the ICCM, total demand for clean energy is equal to 3,000,000 MWh. 

  

Each resource’s FCEM offer is listed in Row [1], for convenience. Row [2] contains each resources clean 
energy award and Row [3] contains their maximum clean energy capability. Note that Clean 1 clears for 
their entire capability and so are infra-marginal. 

The forward clean energy clearing price is listed in Row [4]. Clean 3 is the marginal resource and sets the 
price at $20/MWh. To see how we arrive at this price, consider an incremental increase in forward clean 
energy demand of 1 MWh. To meet this increase in clean energy demand, Clean 3’s forward clean energy 
award is increased by 1 MWh at a cost to the system of $20. As a result, Clean 3 sets the forward clean 
energy price at $20/MWh. Note that the forward clean energy price is the same here as in the ICCM 
example, and in each case, it is set to Clean 3’s incremental cost of supplying a MWh of clean energy (Row 
[5] of Table 2.) This will be important when we compare the two frameworks. 

The total FCEM revenue for each resource is listed in Row [5]. Their total revenue is the product of the 
forward clean energy clearing price ($20/MWh) and their FCEM award, listed in Row [2]. 

Clean 3’s CSO Offers after the FCEM 

Now that the FCEM has been run and forward clean energy awards have been assigned, the FCM is 
conducted. Each resource will submit offers into the FCM that seek to recover any outstanding missing 

Clean 1 Clean 2 Clean 3

[1] FCEM Offer $16.67/MWh $30/MWh $20/MWh

[2] Clean Energy Award 1,800,000 MWh 0 MWh 1,200,000 MWh

[3] Max Clean Energy Award 1,800,000 MWh 900,000 MWh 2,100,000 MWh

[4] Clean Energy Price $20/MWh $20/MWh $20/MWh

[5] FCEM Revenue =[2]*[4] $36,000,000 $0 $24,000,000

Table 4. Resource Awards, Prices, and Revenue in FCEM
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money while accounting for their revenue from the FCEM. Table 5 below lists only Clean 3’s offer, for 
brevity. 

 

First, note that Clean 3 was awarded 1,200,000 MWh of forward clean energy in the FCEM. Because Clean 
3 sold 57 percent of its forward clean energy capability (1,200,000 MWh out of a possible 2,100,000 
MWh), we also assume that it seeks to sell 57 percent of its capacity capability, which as illustrated in Row 
[2] of Table 5 is 171.4 MW.8 As a simplifying assumption, we assume that Clean 3 submits only one offer 
with a maximum award of 171.4 MW, as shown in Row [3].9 

Clean 3 thus submits their CSO offer to recover the missing money associated with this 171.4 MW of 
capacity that was not recovered in the FCEM. To do so, Clean 3 incorporates the FCEM revenue it 
received, which totals $24,000,000.  Given that its total missing money on this block of capacity is 
$34,284,000 (its missing money in Row [1], $200,000/MW, times its maximum offered capacity, 171.4 
MW), it must recover the remaining $10,284,000 via the FCM.  When this remaining missing money is 
translated into a $/MW value by dividing it by 171.4, it comes to $60,000 per MW.  Thus, in order to 
recover the missing money on this 171.4 MW of capacity, Clean 3 offers its capacity at $60,000/MW. 

Key Takeaway: For Clean 3’s 171.4 MW of offered capacity, they only need to be paid $60,000/MW to 
recover their missing money because they also recovered some of their missing money in the FCEM. 

Total Revenue to Resources Via the FCEM and FCM 

Once the FCEM has been run and resources have received their forward clean energy awards, a separate 
FCM will be run to procure the region’s capacity. Table 6 contains each resource’s CSO offer and award, 
the CSO clearing price, and their total revenue across both the FCEM and the FCM. 

                                              
8 In any example, for the FCEM outcome to be an equilibrium, the clean resources have to recover missing money on 
the entirety of the capacity they would need to support their forward clean energy positions. 
9 In practice, Clean 3 may submit another offer block at a higher price for its remaining capacity that did not sell clean 
energy, where this second block may be priced at $200,000/MW to reflect the fact that all of their missing money per 
MW would need to be recovered by capacity revenue. 

Clean 3

[1] Missing Money $200,000/MW

[2] E[Capacity Award] 171.4 MW

[3] Maximum Capacity Award 171.4 MW

[4] FCEM Revenue $24,000,000

[5] FCEM Revenue Per E[MW of CSO] =[4]/[2] $140,000/MW

[6] Missing Money Less FCEM Revenue =[1]-[5] $60,000/MW

[7] CSO Offer =[6] $60,000/MW

Table 5. Clean 3's CSO Offer after FCEM
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Each resource’s CSO offer is listed in Row [1]. Note that Clean 3’s offer has a maximum award of 171.4 
MW. This quantity of capacity will result in enough clean energy to satisfy their forward obligation. Note 
also that Clean 1 submits an infra-marginal offer of $40,000/MW. Clean 1 has received sufficient revenue 
in the FCEM that they are price-takers in the FCM. 

Row [2] lists each resource’s CSO award. Clean 1 is infra-marginal for capacity and sells their entire 
capability. Clean 3 also sells their entire offered capability of 171.4 MW.10 Non-Clean 1 satisfies the rest of 
the capacity demand, providing 728.6 MW of CSO. 

Row [3] contains the CSO price. Non-Clean 1 is marginal for capacity and sets the capacity clearing price at 
$60,000/MW. To see how this price is determined, consider an incremental increase in the installed 
capacity requirement of 1 MW, without a corresponding increase in the clean energy bids. The least-cost 
way to meet this increment is to increase Non-Clean 1’s CSO award by 1 MW, at a cost to the system of 
$60,000. Thus, Non-Clean 1 sets the CSO clearing price at $60,000/MW. 

Row [4] provides each resources FCM revenue, defined as the CSO price (Row [2]) times their CSO award 
(Row [3]). Row [5] pulls each resources FCEM revenue from Table 4 Row [4]. Finally, Row [6] provides each 
resource’s total revenue, defined as their FCM revenue (Row [4]) plus their FCEM revenue (Row [5]). 

Comparison of Awards, Prices, and Total Revenue Between ICCM and FCEM 

Table 7 below lists the CSO and clean energy awards and prices, as well as total revenue for each resource 
under both frameworks.  As illustrated by comparing the ICCM and FCEM results, the awards, prices, and 
revenues are equivalent for each of the four resources between the two cases.  Thus, in these examples 
and any examples with Assumptions 1-5, there is no difference between market outcomes under an ICCM 
and an FCEM. 

                                              
10 While the example assumes that Clean 3 submits the same offer as Non-Clean 1, Clean 3 is willing to accept Non-
Clean 1’s offer as the clearing price and so would likely submit an offer just below Non-Clean 1’s offer. Thus, as a 
simplifying assumption, we assume that Clean 3 clears before Non-Clean 1. 

Non-Clean 1 Clean 1 Clean 2 Clean 3

[1] CSO Offer $60,000/MW $40,000/MW $150,000/MW $60,000/MW

[2] CSO Award 728.6 MW 300 MW 0 MW 171.4 MW

[3] CSO Price $60,000/MW $60,000/MW $60,000/MW $60,000/MW

[4] FCM Revenue =[2]*[3] $43,714,800 $18,000,000 $0 $10,285,200

[5] FCEM Revenue - $36,000,000 $0 $24,000,000

[6] Total Revenue =[4]+[5] $43,714,800 $54,000,000 $0 $34,285,200

Table 6. Resource Awards, Prices, and Revenue in FCM after FCEM
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Key Takeaway: Table 7 shows that, given the assumptions listed in the first section, the ICCM and FCEM 
will yield identical outcomes for each resource. Under an FCEM, resources incorporate their future 
capacity revenue when determining how much missing money they must recover by selling clean energy 
forward. When these capacity revenue predictions are accurate, as we assume in the above examples, we 
get equivalent results under an FCEM or an ICCM. 

Analysis Group’s Model Framework 

Analysis Group’s modeling efforts determine the resource mixes under i) a forward clean energy 
framework, ii) a net-carbon pricing framework, and iii) a “status quo” framework. As part of this effort, 
AGI’s model will make assumptions that are generally consistent with those employed in the above 
examples. Specifically, the model used to simulate market outcomes will assume the following: i) the 
markets for RECs and CECs are competitive, ii) resources submit offers to sell clean energy based on their 
clean energy production in the delivery period, iii) resources submit fully rationable offers for capacity and 
clean energy, and iv) resources have perfect foresight about future prices and awards in all markets when 
making entry/exit decisions. 

Digging deeper into the modelling details, the capacity expansion model that will be used to determine 
the resource mix in each framework conducts a single, global optimization that considers each resource’s 
costs and solves for the lowest cost set of resources that meet a series of constraints. In this case, the 
model will include constraints corresponding with i) capacity demand, ii) renewable energy demand, or 
renewable portfolio standards, and iii) clean energy or carbon emissions abatement demand. As such, this 
modelling approach does not clearly distinguish between a sequential FCEM and a simultaneous ICCM 
because it is equally consistent with either i) an ICCM where capacity and clean energy awards are 
determined simultaneously, as in the first example, or ii) a FCEM where resources correctly forecast 
capacity prices when formulating their clean energy offers, as in the second example. Thus, given these 
assumptions, this modeling approach is consistent with either an FCEM where resources correctly 
internalize the actual capacity price when formulating their clean energy offer price, or an ICCM where 
clean energy and capacity are procured jointly.  

Non-Clean 1 Clean 1 Clean 2 Clean 3

[1] ICCM CSO Award 728.6 MW 300 MW 0 MW 171.4 MW

[2] FCEM CSO Award 728.6 MW 300 MW 0 MW 171.4 MW

[3] ICCM CSO Price $60,000/MW $60,000/MW $60,000/MW $60,000/MW

[4] FCEM CSO Price $60,000/MW $60,000/MW $60,000/MW $60,000/MW

[5] ICCM Clean Energy Award - 1,800,000 MWh 0 MWh 1,200,000 MWh

[6] FCEM Clean Energy Award - 1,800,000 MWh 0 MWh 1,200,000 MWh

[7] ICCM Clean Energy Price $20/MWh $20/MWh $20/MWh $20/MWh

[8] FCEM Clean Energy Price $20/MWh $20/MWh $20/MWh $20/MWh

[9] ICCM Total Revenue $43,714,800 $54,000,000 $0 $34,285,200

[10] FCEM Total Revenue $43,714,800 $54,000,000 $0 $34,285,200

Table 7: Awards, Prices, and Total Revenue Comparison
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Conclusion 

Using two numerical examples, this memo demonstrates that a FCEM and an ICCM will yield identical 
pricing, awards, and total revenue to resources under assumptions that mirror Analysis Group’s modelling 
approach. Specifically, in an ICCM, capacity and clean energy are procured simultaneously in one 
optimization problem. In an FCEM, clean energy and capacity are procured separately in two sequential 
optimization problems. When determining their clean energy offers in an FCEM, resources will make 
predictions about the amount of revenue they will receive in the capacity market. If these predictions are 
accurate, then the same resources will sell the same quantity of capacity and clean energy at the same 
prices in a FCEM as in an ICCM, leading both approaches to produce equivalent results.  

AGI’s model output for the “forward clean energy framework” can thus be viewed as broadly consistent 
with either a FCEM or an ICCM. As a result, the ISO proposes that it is not necessary for stakeholders to 
choose one framework over the other at this time. Rather, the model results can be interpreted as 
representing both a FCEM and an ICCM. If the region chooses to pursue a clean energy framework, the 
region may wish to further consider the tradeoffs between a FCEM and an ICCM, including those that are 
not fully captured in the modeling during the pathways efforts. 
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