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Executive Summary

The Regional Greenhouse Gas Initiative
(RGGI), created more than a decade ago

by Northeastern and Mid-Atlantic states,
has been a clear success. The program has
contributed to the 60 percent reduction in carbon
pollution from power plants in those states since
2005, while fueling the transition to a clean
energy future.

Smart investments in clean energy programs
have been critical to the program’s success. With
the nine current RGGI states having recently
tightened the program’s limits on power plant
pollution, and with New Jersey and Virginia
aligning themselves with RGGI, it is important
that the region invest revenue from the program
in ways that move as quickly as possible toward
a clean energy future.

Smart clean energy investments can make a big
difference. Northeastern and Mid-Atlantic states
saved 4.4 million megawatt-hours of electricity
and cut global warming pollution by 2.4 million
tons with their clean energy investments from
2009 through 2016.! If New Jersey were to
rejoin RGGI, adopt a strong cap on power plant
emissions, and follow the example of leading
states by investing revenues from carbon
pricing in clean energy, its investments from
2020 through 2030 could save nearly 9 million
megawatt-hours of electricity, equal to the
amount of electricity consumed by more than
96,000 households over that period.?

To maximize the benefits for the environment and
residents of the region, every state should commit
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to investing carbon revenue in clean energy and
adopt the best practices for investment of carbon
cap revenue developed by leading states in the
Northeast and Mid-Atlantic.

The Regional Greenhouse Gas Initiative has
contributed to the 60 percent reduction in
carbon emissions from power plants in the
region from 2005 to 2017, while reducing energy
bills for consumers in Northeastern and Mid-
Atlantic states.

* RGGI-funded investments in clean energy
have cut energy use, saving residents,
businesses and industries $658 million on
energy bills.3

¢ Health-threatening air pollution from power
plants has fallen, reducing premature deaths,
asthma attacks, and emergency room visits.*
According to a 2017 study, in the first six years
of the program, improved air quality resulted
in an estimated 9,000 avoided asthma attacks
and helped prolong between 300 and 830
lives.

*  Electricity generation from wind turbines
and solar panels in the region increased
nine-fold from 2008 to 2017, thanks to RGGI
investments, other policies, and declines in
the price of clean energy technologies.®

Smart investments of revenue from RGGI are
driving clean energy progress in the region.
Among the most effective investments have
been those that:



Focus on energy efficiency. Massachusetts
dedicates most of its carbon auction revenues
toward meeting the state’s ambitious energy
efficiency goals. In 2017, Massachusetts’
efficiency investments enabled the state to
avoid electricity consumption equal to 2.57
percent of electricity sales and cut global
warming pollution.’

Help unlock private investments in clean
energy. Connecticut’s commercial property
assessed clean energy (C-PACE) program,
partially supported through mid-2017

by revenue from RGGI, provides loans

to businesses to finance clean energy
investments that are repaid over time on
property tax bills. From 2011 to 2017, the
program supported more than $100 million in
clean energy investments, saving customers
nearly $200 million in energy costs over the
lifetime of the projects.?

Extend the benefits of clean energy to low-
and middle-income households. Maryland
grants RGGI funds to local governments and
community organizations that serve low- and
moderate-income residents. In 2016 alone,
these programs reduced energy use by 7.4
million kilowatt-hours and saved consumers
$1.2 million on their electricity bills.’

Incentivize local governments to adopt clean
energy. Massachusetts’ Green Communities
program offers RGGI funds to cities and towns
that reduce their environmental impact. More
than 200 communities have committed to a
set of clean energy policies, becoming eligible
for $39 million in funding and unlocking
greater energy savings than could have been
obtained through direct spending of RGGI
funds alone.!

Reduce pollution from sources other than
electricity generation. Sometimes, the

most important and cost-effective clean
energy investments can be found outside
the electricity sector. Maine, for example,
for several years earmarked 35 percent of
carbon auction funds for measures to reduce

pollution from home heating.!! As a result,
thousands of Mainers installed high-efficiency
ductless heat pumps and reduced their home
heating bills.?

Advance the next generation of clean energy
technologies. Because more than one-third
of New York State’s global warming pollution
results from heating, cooling and ventilating
buildings, New York uses some of its carbon
auction revenues to spur research into
technologies that will help reduce building
energy use and future emissions.!?

Not every investment made with carbon revenue
has helped to move the region toward a clean
energy future. States should avoid common
pitfalls, including:

Diverting carbon revenue to cover budget
deficits. New York, New Jersey (before it
withdrew from RGGI in 2012) and other states
have used money from RGGI fees to cover
shortfalls in the state budget rather than
reducing climate pollution. In New Jersey,

for example, the diversion of $65 million in
fiscal year 2010 meant that consumers and
businesses received less help improving
energy efficiency.

Spending money on programs that do little
or nothing to promote the region’s long-
term transition to clean energy. Maryland
used RGGI funds help purchase propane-
and natural gas-powered vehicles, which,
though they produce less carbon pollution
than conventional vehicles, are not as clean
as electric vehicles and commit the state to
continued use of dirty fuels.'

To maximize the benefits of the regional carbon
program, states must make smart decisions

to implement it—especially when it comes to
investing revenue in clean energy. To get the
most benefit out of RGGI:

New Jersey and Virginia should propose and
other states should approve a strong cap
on carbon pollution from the states’ power

Executive Summary



plants. According to an analysis by the Natural
Resources Defense Council (NRDC), for New
Jersey a strong cap would be 12 to 13 million
tons per year.!® For Virginia, NRDC’s analysis
shows a strong cap would be 28 million tons."”

States should spend revenues from the sale of
pollution allowances to accelerate the region’s
transition to a clean energy future.

Virginia should formally join the regional
carbon program via legislative action so that it
can ensure that auction revenues are spent on
policies that will deliver the greatest carbon
pollution reductions.

States should not divert carbon revenues to
unrelated purposes.

Using carbon auction revenues, Delaware provided a low-interest loan that allowed the City of Lewes
Public Library Board to install solar panels, LED lights and an efficient heating and cooling system at the
town’s new library. The clean energy measures will save the library 547,500 annually.’® Photo: Becker
Morgan Group, Inc.
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Introduction

magine what a clean, carbon-free economy
might look like in the Northeast and Mid-
Atlantic.

We might live and work in highly efficient homes
and buildings powered by electricity, with most
of our energy coming from wind turbines on land
and off our coasts, along with solar panels on our
rooftops and over parking lots. Clean, efficient
electric cars, trucks and buses would travel our
streets. All of it would be made possible by a
modern electric grid capable of balancing the
supply of zero-carbon energy with daily energy
demand.

It’s an attractive future, to be sure. It is harder,
however, to envision how we might get there,
especially in the narrow window of time we have
to prevent the worst impacts of climate change.

Making the leap to a clean energy future in the
Northeast and Mid-Atlantic will require a steady
and significant stream of investment—along with
the wisdom to squeeze the most clean energy
progress out of every scarce dollar.

States from Maryland to Maine are fueling this
transition to clean energy by making smart
investments of carbon revenue from the
Regional Greenhouse Gas Initiative. Since the
program began in 2009, nine Northeastern and

Mid-Atlantic states from Maine to Maryland

have invested hundreds of millions of dollars in
improving energy efficiency, expanding renewable
energy, and reducing climate pollution.

Those investments have delivered results: a
cleaner environment, monetary savings for
thousands of households and businesses, and a
speedier transition to clean energy. Moreover,
the experience of the last decade has shown what
works and what doesn’t when it comes to carbon
investments—revealing lessons for states as they
plan to achieve future waves of carbon emission
reductions.

By following the playbook of the most successful
states, both current RGGI states and new program
participants such as New Jersey and Virginia can
get the most out the program—while avoiding
missteps that waste money or delay the transition
to a clean energy future.

This report highlights some of the best programs
that Northeastern and Mid-Atlantic states have
funded with revenues from the sale of carbon
emission allowances. These experiences can
inform the choices New Jersey, Virginia and other
states make in investing the proceeds of carbon
pollution auctions and ensure that the RGGI
program continues to play an important role in
preparing the region for a clean energy future.

Introduction



The Regional Greenhouse Gas
Initiative Is Cutting Pollution and
Encouraging Clean Energy

he Regional Greenhouse Gas Initiative
I (RGGI) is the nation’s first multi-state policy
to cut carbon pollution from power plants.
The program limits carbon pollution from electric
power plants and, by charging power plant
owners a fee to emit pollution, generates revenue
that states can reinvest in energy efficiency,
clean energy and other programs to benefit the
environment and consumers.

Cleaner Air, Better Health and

Consumer Savings: Benefits to Date
The program has helped slash climate pollution
from power plants. Because of the Regional
Greenhouse Gas Initiative—along with new
environmental rules, changes in energy
technology and increased use of gas instead of
coal—climate pollution from electricity generation
declined by 60 percent from 2005, the year the

Figure 1. CO, Emissions from Power Plants in the RGGI States, 2005-2017* (RGGI was fully

implemented beginning in 2009)
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program was announced, to 2017 in the nine
states that currently participate—Connecticut,
Delaware, Maine, Maryland, Massachusetts,
New Hampshire, New York, Rhode Island and
Vermont.'® (See Figure 1.)

The sale of pollution allowances has generated
$2.9 billion in revenue (through mid-2018).2!
States have invested much of that money into
programs that protect the environment, public
health and consumers. Data are available on the
benefits from $2.17 billion in investments made
through 2016.

Reduced Carbon Pollution

States have invested money in energy efficiency,
clean energy and greenhouse gas abatement
(such as efforts to reduce emissions from
transportation and research to develop new
technologies). These efforts reduced global
warming pollution by a cumulative total of 2.4

million tons from 2009 to 2016, equal to the
annual emissions of 450,000 cars.?? (These
savings partially overlap with the carbon pollution
reductions that have occurred at power plants.)
Over the lifetime of the investments made
through 2016, they will avoid 27.8 million tons

of carbon dioxide pollution, equal to annual
emissions from 5.4 million cars.?

Improved Public Health

By accelerating the region’s transition away from
coal and oil, which produce health-threatening air
pollution in addition to carbon dioxide pollution,
the Regional Greenhouse Gas Initiative has helped
protect the health of residents throughout the
Northeast and Mid-Atlantic regions. According to
a 2017 study, in the first six years of the program,
between 300 and 830 lives were prolonged as

a result of reduction in emissions.?* Improved

air quality also resulted in an estimated 9,000
avoided asthma attacks.?

Figure 2. Solar Electricity Production Increased from 2008 to 2017 in the Nine RGGI

States?’
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More Clean Energy

RGGI investments, in tandem with other clean
energy policies and declines in the price of clean
energy technologies, have spurred the growth of
solar and wind energy. Electricity production from
wind energy increased six-fold and generation
from solar energy increased 100-fold from 2008
to 2017 in the nine RGGI states.?® (See Figures 2
and 3.)

Consumer Savings

The investment of carbon auction proceeds in
clean energy saved residents, businesses and
industries $658 million by the end of 2016, and
will save 10 times that over the lifetime of the
efficiency, clean energy and greenhouse gas
abatement measures already undertaken.?
(This does not include benefits of direct bill
relief.) These investments have boosted local
economies: When consumers spend less money

on energy that comes primarily from outside the
region, they have more money to spend at local
businesses.

These savings figures do not include benefits
New Jersey experienced from the program from
2009 to 2011, before the state withdrew from
the program.’® New Jersey’s 2012 exit from RGGI
resulted in greater carbon pollution and missed
opportunities for investing in clean energy.?!

The Benefits of RGGI Will Grow

Over Time

In the years to come, RGGI will deliver greater
benefits to participating states. According to a
strengthened plan the nine states agreed upon in
2017, power plant emissions will fall an additional
30 percent from 2020 levels by 2030.32 By 2030,
emissions will be 66 percent lower than they were
when the RGGI program was announced in 2005.3

Figure 3. Wind Electricity Production Increased from 2008 to 2017 in the Nine RGGI States?®

9,000

8,000

7,000

6,000

5,000

4,000

3,000

Wind Electricity Production (GWh)

2,000

1,000

10  From Pollution to Solutions

0 I I I ‘ | ‘ ‘ | | ‘

2008 2009 2010 2011 2012

2013 2014 2015 2016 2017



The program will also continue to generate
revenue for participating states to invest in clean
energy efforts. Between 2020 and 2030, the sale
of pollution allowances could generate billions of
dollars for investment in renewable energy, energy
efficiency and other emission-reduction efforts.3*

The addition of New Jersey and Virginia to RGGI
will result in further emission reductions. As New
Jersey rejoins the program, it should establish

a reasonable and achievable target, which an
analysis by the Natural Resources Defense Council
estimates is 12 to 13 million tons in 2020.% By
2030, the state’s power plant carbon emissions
could be more than 3 million tons lower than in
2020.%¢ If Virginia joins the program and sets its
cap at 28 million tons, as the state has proposed,
emissions from electricity generation in the state
could fall by 7 million tons from 2020 to 2030.%

By joining RGGI, both New Jersey and Virginia
will receive revenue from the sale of pollution
allowances that they can invest in clean energy

The Regional Greenhouse Gas Initiative Is Cutting Pollution and Encouraging Clean Energy

measures. If New Jersey adopts a strong pollution
cap, carbon auction revenues could be tens of
millions of dollars annually.® Virginia could also
receive tens of millions for clean energy programs
each year.”

If New Jersey invests its auction proceeds in
ways similar to other states, it could significantly
cut emissions and energy use. New Jersey’s
investments from 2020 to 2030 could avoid
emissions of more than 5 million tons of carbon
dioxide and reduce energy use by nearly 9 million
megawatt-hours of electricity and 28 million

Btu of heating fuels (over the lifetime of the
clean energy upgrades).*® For context, 9 million
megawatt-hours is how much electricity 97,000
households would consume over that same
period.* Consumers would also save millions

of dollars on their energy bills. These estimated
savings are based on the benefits other states
received from their 2016 investments in energy
efficiency, renewable energy and greenhouse gas
abatement efforts using RGGI funds.

11



Smart Investment Choices Can Move
States toward a Clean Energy Future

ortheastern and Mid-Atlantic states have
N invested much of their carbon auction

revenues in clean energy programs,
delivering environmental, public health and
consumer benefits. The best clean energy
programs provide examples of how New Jersey,

Virginia and other states can maximize benefits
from their carbon revenues.

States have invested more RGGI proceeds in
energy efficiency than in any other category. As of
2016, states had spent $1.3 billion, 58 percent of
invested RGGI auction funds, on energy efficiency
efforts.*? (See Figure 4.) That is one reason
electricity consumption in New England has been
declining since the mid-2000s and is projected to
continue falling for the next decade.®

Figure 4. States Have Invested Most 2009-2016 Auction Revenues on Energy Efficiency*
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Energy efficiency programs help homeowners,
business owners and industrial operators to
upgrade buildings so that they require less
energy to heat, cool, light and operate. State
efficiency programs offer financial assistance
in the form of grants, rebates and loans to
help defray the cost of installing energy-saving
equipment. Energy efficiency programs also
educate building owners about the benefits of
efficiency and opportunities for improvements,
and train contractors in how to evaluate and
provide energy efficiency upgrades.

Northeastern and Mid-Atlantic states have also
used auction revenues to support the installation
of more wind and solar energy, spending more
than $300 million on clean, renewable energy
(as of 2016).% Renewable energy can replace
electricity from dirty sources and help reduce
the need to build new, polluting power plants.
RGGI-funded incentives for clean, renewable
energy help homeowners, business owners
and developers with the logistical and financial
challenges of installing solar panels or adding
wind turbines.

The nine RGGI states have also spent funds to
reduce emissions from other sources, ensure
future emission reductions, and help develop
technologies that will be important in the future.

By reviewing the experiences of these programs,
current RGGI states and those that aspire to

align themselves with the program can develop

a strategy to maximize the benefits of the
investments they make with carbon revenue. That
strategy should be built on the following principles.

Focus on Energy Efficiency

Energy efficiency is inexpensive, clean and
widely available, making it a smart use of carbon
auction revenues. Maine, Massachusetts and
Vermont have all chosen to invest 85 percent or
more of their RGGI funds in energy efficiency,
supplementing other energy efficiency efforts.*
Rhode Island has spent more than 70 percent of
its funds on energy efficiency. These investments
have helped Vermont, Rhode Island and

Massachusetts earn rankings as the top three
states in the nation for the amount of electricity
and natural gas they save every year.*’ Unlike
direct bill assistance or reductions in electricity
rates, investments in energy efficiency provide
long-term savings to utility customers by reducing
their electricity and natural gas consumption and
thus their utility bills.

Massachusetts: Committed to
Saving Energy

Massachusetts has long-term goals to reduce
electricity and natural gas consumption and
provides consistent funding for energy efficiency
programs. From 2008 through 2016, the state
spent $338 million of its RGGI funds—more than
85 percent of its auction revenues—to support
energy efficiency programs, supplementing
ratepayer funding that provides the bulk of the
money for energy efficiency efforts.*® This steady
focus on energy efficiency has enabled the state
to reap large energy savings year after year.

In 2008, Massachusetts set a goal of pursuing

all cost-effective energy efficiency.* To meet

that target, it establishes ambitious, frequently
updated goals for electricity and natural gas use
reduction and requires utility companies to offer
energy efficiency programs to achieve those goals.

Utilities market energy efficiency offerings under
the Mass Save brand, making it straightforward
for homeowners and businesses in different
utility territories to know where to seek energy
efficiency help. Offerings include energy audits
that help identify where heat escapes from a
building and assistance fixing problems identified
during the audit.’® Upgrades can include air
sealing, better insulation, lighting upgrades, and
replacement of inefficient appliances. Commercial
and industrial facilities can receive financial
incentives and technical advice for how to reduce
energy use with efficient equipment and lighting,
combined heat and power systems, and revamped
manufacturing processes.’!

In its quest for greater efficiency savings,
Massachusetts has developed approaches that

Smart Investment Choices Can Move States toward a Clean Energy Future



have opened up new efficiency opportunities. For
example, instead of requiring customers to mail
in a rebate request for efficient equipment they
have already purchased and then wait several
months to receive payment, Massachusetts has
worked with manufacturers and distributors

to reduce the upfront cost to customers.>? This
makes efficient equipment more immediately
appealing to consumers and has also encouraged
retailers to offer more high-efficiency products.
Massachusetts has also created several programs
that provide enhanced energy efficiency services
to hard-to-reach customers, such as low-income
neighborhoods and business districts with a high
share of small businesses.

In 2017, Massachusetts’ efficiency investments
enabled the state to shave off 2.57 percent of
electricity sales and 1.08 percent of natural

gas sales, reducing global warming pollution.>
Even though the state has already tapped

many of the easiest and most obvious energy
efficiency possibilities, it continues to find cost-
effective savings: for savings obtained from
2013 to 2015, the state gained more than $4.50
in benefits for every dollar it spent on energy
efficiency.>* Massachusetts adopted new clean
energy legislation in 2018 that broadens its
energy efficiency goals to include new tools and
technologies.”® Massachusetts’ commitment to
energy efficiency has been recognized by the
American Council for an Energy-Efficient Economy,
which has ranked the state’s energy efficiency
policies and investments first in the country for
eight years in a row.3

Unlock Private Investment in
Clean Energy

Energy efficiency upgrades and renewable energy
technologies require an upfront investment that
pays for itself over time through lower monthly
energy bills. However, many homeowners, small
businesses, non-profits and others need help with
the initial capital costs. States can help to unlock
these private investments in cost-effective clean
energy improvements through loans and rebates
funded by revenue from RGGI.

14 From Pollution to Solutions

Connecticut has developed several programs to
help overcome the financing hurdles that many
energy consumers face.

Connecticut: Using Energy Savings to
Pay for Energy Efficiency Projects

In 2017, Metal Finishing Technologies, based

in Bristol, Connecticut, invested $657,000 in
extensive energy efficiency improvements that
will reduce the company’s energy bill by nearly
$2 million over the lifetime of the upgrades and
curb greenhouse gas pollution resulting from
its use of energy.>” The investment will clearly
pay for itself, but it required a large amount of
capital up front.

Connecticut has helped address this problem
through its commercial property assessed clean
energy (C-PACE) program, which provides loans for
clean energy investments that are repaid over time
on the building’s property tax bill. The Connecticut
Green Bank, partially supported through mid-2017
by funds from the sale of RGGI carbon pollution
allowances, developed and administers the C-
PACE program, and provides C-PACE financing to
commercial and industrial property owners.

The Green Bank helped Metal Finishing
Technologies combine a $367,649 C-PACE loan
with approximately $282,000 in energy efficiency
incentives from their utility, Eversource, and

a $17,600 grant through the Manufacturing
Innovation Fund, a program operated by the
state’s Department of Economic and Community
Development that encourages manufacturers to
use the C-PACE program.®

The funds enabled the company to make multiple
efficiency upgrades to its 70,000-square-foot
manufacturing facility, where it provides surface
preparation and metal finishing to customers in the
automotive, marine, medical and other industries.>®
Upgrades included LED lighting and windows,

more efficient compressors and heating/cooling
equipment, and more efficient transformers.

Over the life of the new equipment, Metal
Finishing Technologies will reduce its electricity



and natural gas consumption, saving nearly $2
million on their energy bills over the life of the
improvements and reducing its carbon footprint.
Even after paying off the 5.5 percent C-PACE loan
over the next 10 years, the company will have a
net project savings of just over $1.5 million.®°

In addition to helping business owners obtain
financing for energy efficiency upgrades, the Green
Bank offers low-cost financing and programs for
homeowners, owners of multi-family housing,
municipal facilities and non-profits. It also provides
loan loss reserves to local banks and credit unions
to enable them to increase their lending for clean
energy projects. All these measures help building
owners overcome financial hurdles to improving
energy efficiency or adding renewable energy.

From 2013 to 2017, the C-PACE program supported
more than $100 million in clean energy investments
in commercial, industrial and non-profit operations,
saving customers nearly $200 million in energy
costs over the lifetime of the projects.®

Connecticut: Attracting Private
Financing for Clean Energy

School officials at Reed Intermediate School in
Newtown, Connecticut, wanted to install solar
panels on their roof but needed help.®? Potential
solar projects like the one at Reed Intermediate
are poorly served by traditional financing because
they do not qualify for residential solar financing
or tax credits and are too small to attract financing
and project development assistance from bigger
companies.®® Connecticut’s Green Bank, partially
supported through mid-2017 by funds from

the sale of RGGI carbon pollution allowances,
addresses this gap in the market and helped Reed
Intermediate reach its goal.

The Green Bank helped arrange financing and
technical support that enabled Reed Intermediate
School to install solar panels at no cost to the
school. A 617 kW solar system now supplies

39 percent of the school’s electricity needs

and reduces the school’s energy costs.* The

solar installation is owned and maintained by a
third party, with Reed Intermediate buying the
electricity generated by the solar panels at a

pre-approved price. Over 25 years, electricity
from the solar panels will cost the school about
half as much as electricity from the grid—saving
the school approximately $1.5 million over two
and a half decades.

Frederick Hurley, Director of Public Works for the
Town of Newtown, said in a press release issued by
the Connecticut Green Bank, “Installing the solar
system on the school provides many opportunities
for us.... We can show students, parents, and staff
how the technology works, and it will provide
significant savings to the town and its residents.
Plus, we are using clean energy, which is good for
the environment and future generations.”®

The private investors who own the solar panels

on the school recoup their investment with
several sources of revenue.® The owner sells
electricity from the panels to the school or, if

the school doesn’t need power at the time, into
the electricity grid. The owner also receives
payment from the local utility for producing clean,
renewable electricity that helps the utility meet
its renewable electricity production requirements.
Solar investment tax credits and tax deductions
for depreciation of the solar equipment also help
repay the investor.

The Green Bank helps to smooth the way for
small institutions like schools to take advantage of
clean energy.?’ It helps build the capacity of solar
installers to identify and develop medium-size
projects and helps private investors understand
the value of financing clean energy projects. The
Green Bank also bundles together multiple small
projects to attract the attention of private funders.
By unlocking these opportunities, the Connecticut
Green Bank has generated $8 of investment in
clean energy by homeowners, business owners,

and private investors for every dollar it has spent.®®

Extend the Benefits of Clean Energy to
Low- and Middle-Income Households
Inefficient energy use can create a financial
burden for low- and middle-income households.
Nearly half of low-income households struggle

to pay their heating, cooling and energy bills.*

Smart Investment Choices Can Move States toward a Clean Energy Future



For these families, the upfront costs for energy
efficiency improvements can be a challenge, even
though such improvements usually deliver long-
term cost savings while contributing to a cleaner
environment.

Programs tailored to low- and middle-income
customers, including those in multi-family
buildings, are important for states seeking robust
energy efficiency savings.

Maryland: Serving People Not Reached
by Other Energy Efficiency Programs
Since the start of the RGGI program, Maryland
has used some of its carbon revenues to improve
energy efficiency for nearly 17,000 low- to
moderate-income households.” Energy efficiency
upgrades for low-to moderate-income households
in fiscal year 2016, for example, cut electricity

use by 7.4 million kWh annually and also reduced

natural gas, propane and heating oil use, saving
consumers a total of $1.2 million on their
electricity bills each year, avoiding 5,400 metric
tons of carbon dioxide pollution annually.™

Maryland’s Clean Energy Communities Low-to-
Moderate Income Grant Program distributes
funds to county and local governments, non-
profit groups and other organizations across the
state that serve the targeted population. Funded
organizations provide energy efficiency assistance
to homeowners, multi-family buildings, and other
projects that benefit low- and moderate-income
Marylanders.”?

Low- and moderate-income households may not
always be reached through typical advertising
and outreach methods. That’s why Maryland’s
approach of using community organizations can
be so powerful. For example, grant recipient
Civic Works uses trusted messengers within the

Civic Works staff, shown here at a training facility, make home visits to educate low- and moderate-
income residents about the benefits of improved efficiency and install simple efficiency measures. Photo:

Dean Fisher/Maryland Energy Administration.
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community to help contact low- to moderate-
income Baltimore City residents.” Civic Works
staff also make home visits to educate residents
about the benefits of improved efficiency and
install simple efficiency measures, such as
efficient light bulbs and water heater insulation.
Based on these initial upgrades and personal
interactions, Civic Works can help guide low-
and moderate-income residents to other
weatherization programs that provide further
efficiency benefits.”

Building-wide grants help facilities that serve

low- to moderate-income households and
otherwise wouldn’t qualify for energy efficiency
assistance. Weatherization programs, for example,
often require proof of cost effectiveness before
improvements can be made. But in multi-story
apartments, like the Harbour House Apartments

in Annapolis, air leakage between floors may
result in energy efficiency improvements in one
unit delivering cost savings in another, making
them ineligible for funding.” With a building-wide
grant, Arundel Community Development Services
improved efficiency throughout the Harbour
House Apartments, a move that also unlocked bulk
discounts on the purchase of new, efficient heating
and cooling units. Overall, the efficiency upgrades
and weatherization measures save each resident of
the building an average of $600 per year.

Incentivize Local Governments to Adopt
Clean Energy

The RGGI program is an important part of the
Northeastern and Mid-Atlantic states’ efforts

to reduce global warming pollution, but states
need to adopt additional policies if they are to
cut pollution to the levels needed to maintain a
stable climate. Several states use RGGI funds to
encourage local governments to adopt policies
that boost renewable energy production, improve
energy efficiency, and cut climate pollution.

Massachusetts: Grants Encourage
Adoption of Clean Energy Policies
Making carbon auction funds to municipal
governments contingent upon local adoption

Smart Investment Choices Can Move States toward a Clean Energy Future

With funding from Maryland’s Clean Energy
Communities Low-to-Moderate Income Grant
Program, Arundel Community Development
Services improved efficiency throughout the
Harbour House Apartments. Photo: Dean Fisher/
Maryland Energy Administration.

of smart clean energy policies has enabled
Massachusetts to obtain additional benefit from
grants to towns and cities.

Massachusetts launched the Green Communities
Designation and Grant Program in 2009 to help
cities and towns reduce their environmental impact
and increase adoption of renewable energy. The
program’s primary funding source is revenue from
the sale of carbon pollution allowances to power
plants.”® To be designated a Green Community

and receive funding through the program,
municipalities must demonstrate a commitment to
renewable energy and energy efficiency. By using
RGGI funds as an incentive, Massachusetts has
been able to spur better clean energy policies in
cities and towns across the state.

Municipalities seeking designation as a Green
Community must do the following:”’

1) Update zoning requirements to facilitate
construction of commercial- or industrial-
scale renewable energy generation, a clean
energy research and development facility, or
a clean energy manufacturing facility.



2) Process permit applications for clean energy
facilities in one year or less.

3) Create a plan to reduce energy use in
municipal buildings and facilities by 20
percent over five years.

4) Commit to buying fuel-efficient vehicles for
the municipal vehicle fleet.

5) Reduce life-cycle energy costs in new public
and private buildings by adopting a stronger
energy code.

Massachusetts provides guidelines and, in some
cases, model ordinances that communities can
adopt to fulfill these various requirements.”

As of July 2018, 210 towns and cities—home to
more than two-thirds of the state’s population—
have earned the Green Communities designation
and have received $39 million in grant money

to help cut energy use and reduce emissions.”
Municipal governments have used RGGI-funded
grants and other resources to upgrade lighting,
heating, air conditioning and weatherization in
buildings, replace inefficient equipment at water
treatment facilities, install efficient streetlights,
and other measures. By the end of 2016, the

After being designated as a Green Community

in 2017, the Town of Grafton received a grant of
S5157,485 to reduce municipal energy consumption
by retrofitting lighting at the police station and
town hall, installing LED streetlights, and other
measures. Photo: Town of Grafton.
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most recent year for which data are available,
designated “Green Communities” reduced their
energy use in municipal buildings by 12 percent
and cut emissions from municipal governments by
96,000 metric tons of carbon dioxide equivalent.®

Green Communities have increased renewable
energy production and development, issuing 41
permits for renewable energy facilities.?! The
adoption of tighter building energy codes has also
contributed to the improved energy efficiency of
new homes in Massachusetts.%?

Massachusetts is not the only state to use
revenue from the regional carbon program to
encourage local leadership. New York’s Clean
Energy Community program uses RGGI funds

to spur local governments to make additional
commitments and investments in clean energy.®
Municipalities need to complete at least four
“high-impact” actions (such as streamlining

the solar permitting process, training city staff
on how to enforce building energy codes, or
organizing a community solar power purchase) to
be designated a “Clean Energy Community” and
become eligible for up to $250,000 in funding for
clean energy projects.®

Cut Carbon Pollution Beyond the
Electricity Sector

While the regional climate initiative’s primary
target is carbon pollution from electricity
generation, revenues from the program can help
reduce climate pollution from other sources—
often cost-effectively.

In the home heating sector, many northeastern
residences are still heated with heating oil, which
creates more climate pollution than other heating
sources. Transportation is now the region’s
leading source of carbon pollution and is not yet
subject to a program like RGGI. Until other policies
are adopted to drive emission reductions from
those sources, funds from the sale of carbon
pollution allowances may be an effective way to
begin to reduce emissions. However, investments
outside of the electric sector should be weighed
against the benefits achieved from reducing



emissions from electricity through investing in
energy efficiency and clean energy programs.

Maine: Reducing Emissions from Home
Heating

Sixty-four percent of homes in Maine are
heated with heating oil, which has higher

global warming emissions than other common
home heating sources such as natural gas or
electricity.®® In 2013, Maine earmarked 35 percent
of carbon auction revenues for “measures

that lower residential heating energy demand
and reduce greenhouse gas emissions.” The
approved measures included “energy efficiency
improvements to residential buildings and
upgrades to efficient heating systems that will
reduce residential energy costs.”%¢

Efficiency Maine, which administers ratepayer-
funded energy efficiency programs for the whole
state, combined funding from the carbon auction
with money from other sources and broadened
the heating-related incentives available through
its Home Energy Savings Program (HESP).?” (These
incentives were subsequently scaled back when
carbon auction revenues declined because of a
surplus of carbon allowances in RGGI.%8) Efficiency
Maine also expanded its advertising and outreach
to homeowners and contractors.

HESP offers owners of single-family homes and
small multi-family buildings rebates and loans

to finance measures to reduce energy used for
home heating. The program supports building
weatherization measures such as adding better
insulation, sealing air leaks, and replacing oil
furnaces and boilers with heating systems that
use less-polluting fuels, such as heat pumps and
pellet boilers.?* While the program helps fund the
purchase of more efficient oil-burning heating
systems, which continue the state’s reliance

on fossil fuels, it also helps fund electric heat
pumps, which help Maine transition to truly clean
energy sources. Electric-based heating options
will become cleaner over time as more electricity
is produced from clean, renewable sources,

and improved energy efficiency delivers savings
regardless of a home’s heat source.

Heat pumps, which use an electric-powered motor
to extract warmth from outdoor air and bring it
inside, have been especially popular with Maine
homeowners. They can reduce home energy use
by up to 40 percent, and are less expensive than
heating with oil.*° For example, owners of a home
in Presque Isle, Maine, switched from an oil boiler
to a ductless heat pump as their primary home and
water heating source, reducing their energy bills by
75 percent.’!

Heat pumps do not require ductwork and thus can
be installed relatively easily. Some heat pumps are
able to provide heat when outside temperatures
fall as low as -15°F.”* (A supplemental heat source,
such as electric resistance heating or an oil boiler,
may be needed during periods of extreme low
temperatures.) By 2017, Efficiency Maine had
helped building owners install more than 25,000
high-efficiency ductless heat pumps.” Many of
these installations were conversions from oil
heating.

J

The indoor unit for a ductless heat pump can be
installed without significant construction. Photo:
Sara Thompson via Flickr CC BY-SA 2.0.

By expanding its offerings to include home
heating, Efficiency Maine’s Home Energy Savings
Program doubled the amount of energy its
clients saved in 2014 compared to 2013.* These
investments also save Mainers money. Efficiency
Maine calculates Mainers will save $19 million
over the lifetime of efficiency measures installed
in 2017.%
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Advance the Next Generation of Clean
Energy Technologies

Existing energy efficiency and renewable energy
technologies are capable of providing large energy
savings and emission reductions. But to help
reach the region’s climate goals, we will also need
to deploy new technologies and approaches that
are currently either experimental or too expensive
for widespread use. Research and development
investments can help bring these new
technologies to our homes and businesses faster.
New York and Rhode Island both use revenue
from the sale of carbon pollution allowances to
fund developments that would help speed future
emission reductions.

New York: Funding More Efficient
Heating and Cooling for Buildings

More than one-third of New York State’s global
warming pollution results from the energy used
to heat, cool and ventilate buildings.*® If New

York is to meet its global warming pollution
reduction goals, it needs to find more efficient
and less polluting ways to keep buildings warm in
the winter and cool in the summer. Additionally,
because heating, ventilation and air conditioning
(HVAC) equipment is expensive and long-lived,
building owners want to install tested and reliable
equipment and are unwilling to take a chance on
more efficient but unproven technologies.

To address these challenges, the New York State
Energy Research and Development Authority
(NYSERDA) uses some of its RGGI revenues to
fund research into improved HVAC technologies.
The Advanced Buildings Program’s NextGen
HVAC Innovation Challenges solicit proposals
from companies and groups seeking funding to
develop more efficient technologies or ways of
ensuring widespread marketplace acceptance of
those technologies.”” NYSERDA is interested in
technologies such as heat pumps, better HVAC
controls, and coupling renewable energy and

Efficiency Maine has used carbon auction revenues to help homeowners install heat pumps, which use an
electric-powered motor to extract warmth from outdoor air and bring it inside, reducing home energy use
by up to 40 percent. This Maine home has two separate ductless heat pumps. Photo: Courtesy Efficiency

Maine.
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New York has used carbon auction funds to spur advancement of clean energy technologies, such as a
faster and less expensive method of drilling and installing pipes in the ground for geothermal heating

systems. Photo: Dandelion Energy

energy storage capacity with conventional heating
and cooling equipment.®®

For example, NYSERDA has helped fund work

in Rhinebeck, New York, by energy company
Dandelion to demonstrate a faster and less
expensive method of drilling and installing pipes

in the ground for geothermal heating systems.”
Dandelion, a spinoff of Google parent company
Alphabet, Inc., also has developed an innovative
financing program that allows homeowners to
install geothermal heating with no money down.
NYSERDA has also supported a demonstration of
the energy savings possible with a new fluid for
ground source heat pumps. The new fluid, made by
Kilfrost GEO, moves more easily in cold conditions
than traditional fluids, reducing the amount of
energy required to move it through pipes. It also is
safer because it is not flammable. NYSERDA hopes
to help demonstrate the feasibility and value of this
new product and encourage geothermal system
installers to begin using it.

Rhode Island: Planning for the
Electricity Grid of the Future

Rhode Island’s energy sources are going to change
dramatically in the years to come. The state plans
to add tens of thousands of electric vehicles to

its roads by 2025, which will increase electricity
demand.!? By 2035, the state will obtain 38.5
percent of its electricity from wind, solar and
other sources of renewable energy, up from 13
percent today.'”! The state also has committed

to reducing its total global warming pollution by
45 percent from 1990 levels by 2035, which will
require changes in all aspects of energy use.!”?

To meet these goals, Rhode Island’s electricity
system will need to undergo significant changes.
The electricity grid will need to be able to handle
the multidirectional flow of electricity, as more
power comes from small, distributed generation
sources, such as rooftop solar facilities. Electricity
grid operators will need more ability to manage
electricity demand, not simply its supply, such

Smart Investment Choices Can Move States toward a Clean Energy Future

21



22

as by delaying some electric vehicle charging to
periods of low demand or high renewable energy
availability, instead of having every electric vehicle
be charged in the early evening when commuters
return home.

Anticipating these changes and what they
might mean for the state’s electricity grid,
in 2015 Rhode Island used RGGI funds for an

————

= P e

initial analysis of the challenges to modernizing
the grid.'® A stakeholder group that included
representatives from the state’s Office of Energy
Resources, the utility company that serves the
state, the state’s energy efficiency provider,

and others considered various scenarios

of future clean energy use. They evaluated

the consequences for the state’s electricity
system of increased electricity demand for

w

As more Rhode Islanders drive electric vehicles, operators of the electricity grid will need to be able to
manage demand, such as by delaying some electric vehicle charging to periods of high renewable energy
availability, instead of having every electric vehicle be charged in the early evening when commuters
return home. Rhode Island has used revenue from its carbon auction funds to develop plans to upgrade
the state’s electricity grid. Photo: Misuzu Allen/U.S. Air Force
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charging vehicles and heating buildings. They
also considered the greater need to centrally
influence electricity demand.!* They identified
existing planning mechanisms that will help
grid operators, power suppliers and customers
prepare for Rhode Island’s clean energy future.
The Systems Integration Working Group also

recommended next steps for the state, including:

*  Preparing for and encouraging the adoption
of electric vehicles, such as by adjusting
electricity pricing to encourage vehicle
charging during off-peak hours, clarifying
policies so that companies that provide
electric vehicle charging are not mistakenly
regulated as utility companies, and improving
tools that forecast electricity demand to help
understand the impact of electric vehicles on
the grid.

Smart Investment Choices Can Move States toward a Clean Energy Future

* Researching the potential costs and
benefits of investing in advanced metering
infrastructure that provides more information
and control over electricity use.

* Evaluating the potential for changing how
regulators evaluate the success of electric
utilities and determine how to set rates.
By changing incentives that utilities face,
regulators could better reward utilities for
investing in energy efficiency and meeting
environmental goals.

Since publication of the Systems Integration
Working Group’s recommendations, Rhode Island
has begun to redesign the regulatory framework
governing its electricity grid and undertaken
additional research and policy development to
prepare for a clean energy future.!%
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Short-Sighted Spending Decisions
Slow the Clean Energy Transition

RGGI to cut pollution, save consumers

money, and speed the transition to a clean
energy future. But some states have spent
carbon revenue in ways that don’t forward the
region’s emission-reduction goals—reducing the
effectiveness and benefits of the program.

S tates have used carbon revenue from

Diverting Funds from Clean

Energy Purposes

New York, Connecticut, New Jersey and New
Hampshire have all diverted RGGI funds to state
general funds, making it harder for the region to
achieve its long-term carbon emission reduction
goals.

In 2009, New York transferred $90 million in RGGI
proceeds to its general fund as a deficit reduction
measure.'® New York has also used carbon auction
revenue funds to pay for existing clean energy
programs rather than to expand clean energy
efforts, according to an analysis by Environmental
Advocates of New York (EANY), which notes that
this “deviated from the original intent of the
[RGGI] program.” According to EANY’s analysis:

*  From 2015 to 2018, New York used $92
million of RGGI funds to support energy
tax credits, but some of that RGGI money
replaced funding that had previously come
from state operating funds.'"’

*  From 2013 through September 2017, $208
million in RGGI funds were budgeted for
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efficiency and renewable incentive programs
run by the Long Island Power Authority.!%8
EANY found that over “a similar time period,
LIPA cut its own program spending by 30
percent from 2013 levels,” resulting in RGGI
funds “effectively subsidizing LIPA rates.”'?

Connecticut’s two-year budget ending in June
2019 diverts a total of $20 million in carbon
auction proceeds to state general funds.'® The
same budget also sharply reduces funding for
programs that traditionally receive a portion of
their funding from carbon revenue: the Energy
Efficiency Fund and the Connecticut Green
Bank.""" According to Connecticut’s Office of
Consumer Counsel, overall cuts to clean energy
spending (including, but not limited to, diversion
of RGGI proceeds) will have impacts including:!'?

* A S$31 million cut to the Energy Efficiency
Fund’s commercial and industrial budget,
resulting in fewer efficiency upgrades for
Connecticut businesses.

¢ Anearly $3 million cut to clean energy
education and training.

* Nearly 13,000 fewer homes will receive
weatherization upgrades.

In FY2010, New Jersey diverted $65 million in
RGGI proceeds to state general funds. The money
was originally intended for New Jersey’s Clean
Energy Solutions Capital Investment Program,
which provided loans and grants for a variety of



clean energy projects including renewable energy
and energy efficiency.!®

In the early years of the RGGI program, New
Hampshire diverted $3.1 million to its general
fund.'*

Spending Funds on Polluting Fuels
Several states have spent carbon auction funds
on new equipment that relies on polluting fuels.
While the new purchases produce less global
warming pollution than the equipment they
replaced, they create more climate pollution than
other options. And because this equipment will
remain in service for decades, it will prolong the
region’s reliance on fossil fuels, as states face a
choice of abandoning relatively new infrastructure
that burns fossil fuels, or delaying the transition
to cleaner fuels. A far better choice would be to
spend carbon auction revenues on equipment
that can start the region on a path to a clean
energy future now.

Maryland’s Freedom Fleet Voucher Program is an
example of a program that funds polluting fuels,
despite the availability of cleaner alternatives.

Though the new vehicles are more efficient

and produce less local health-threatening air
pollution than diesel vehicles, they are not as
clean as electric-powered vehicles. Maryland
provides funds for new or converted “alternative
fueled vehicles” registered in Maryland for use in
commercial, non-profit agency or public fleets.!
The program funds the purchase of propane- and
natural gas-powered vans and buses, as well as
electric vehicles (though it excludes light-duty
electric vehicles). To date, 79 percent of program
funds have gone toward propane or natural gas
vehicles, 20 percent have gone toward hybrid
electric vehicles, and only 1 percent of funds have
gone toward all-electric vehicles.!

Maine’s Home Energy Savings Program helps
fund the purchase of more efficient fossil-fuel
burning boilers and furnaces, producing short-
term emission savings but committing those
homeowners to burning oil or propane for years
to come. To support the region’s transition to
zero-emission energy sources, home heating
programs should focus on energy efficiency
improvements that deliver savings regardless of a
home’s heat source, and also fund electric-based
heating options.

Short-Sighted Spending Decisions Slow the Clean Energy Transition
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Policy Recommendations

The commitment of Northeastern and
Mid-Atlantic states to reducing global
warming pollution and making smart
investments in clean energy has begun to move
the region toward a clean energy future. As the
region’s carbon reduction program expands to
include New Jersey and Virginia, all RGGI states
should focus on how to improve the program’s
effectiveness by seeking strong limits on pollution
from power plants and maximizing the benefits
of investment in clean energy. New Jersey and
Virginia are in an especially strong position

to learn from other states and develop highly
effective programs.

Set Strong Caps on Pollution from
Power Plants

New Jersey and Virginia should set strong state
caps on carbon pollution from their power plants.
The purpose of the regional climate plan is to

curb emissions from electricity generation, and
therefore ambitious pollution reduction goals are
critical to its success. According to an analysis by
the Natural Resources Defense Council (NRDC), for
New Jersey a strong cap would be 12 to 13 million
tons per year.!'” For Virginia, NRDC'’s analysis
shows a strong cap would be 28 million tons.!'®

Seeking strong state limits on power plant
pollution in New Jersey and Virginia as they join
RGGI (or, in Virginia’s case, potentially adopt a
parallel program) is additionally important for
setting a clear precedent. If RGGl is to expand to
include other adjacent states or other sectors of
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the economy, it will have to grapple with many

of these same questions. What New Jersey and

Virginia do may influence future negotiations to
expand RGGI.

Use Auction Revenues to Accelerate
the Transition to Clean Energy

All states participating in the regional climate
program should avoid the temptation to divert
auction revenues from clean energy programs

to other purposes, such as supporting a state’s
general budget. Furthermore, RGGI funds should
not be used as a replacement for existing funding
of energy efficiency and renewable energy efforts.

New Jersey and Virginia are in the position of
developing plans from scratch for how to spend
their auction revenue funds, with the benefit of
understanding what has worked best in other
states.

New Jersey law already provides broad guidelines
for how carbon auction revenues should be spent.
The state’s Global Warming Solutions Fund Act
stipulates that 60 percent of proceeds should be
spent on commercial and industrial clean energy
programs, 20 percent should be dedicated to
low- and moderate-income residential programs,
10 percent should be distributed to local
governments, and 10 percent should be used

to support the ability of forests and marshes to
hold carbon."”® The law provides guidelines on
how regulators should choose which projects to
fund, prioritizing the amount of carbon pollution



reduced, the cost-effectiveness of reductions,
and the secondary benefits provided.!?° This still
leaves the state wide latitude in how to develop
programs that will provide emission reductions
and bill savings to energy customers.

To get the most benefit from these investments,
New Jersey should adopt the following approach:

* New Jersey should use revenue from the
sale of pollution allowances to expand its
existing energy efficiency programs, as
several other Northeastern and Mid-Atlantic
states have done. New Jersey’s current
programs achieve one-fifth of the electricity
savings obtained by programs in Vermont,
Rhode Island or Massachusetts, the leading
states in the region.'!

* New Jersey should reduce emissions from
sources other than electricity generation. For
example, 10 percent of homes in New Jersey
are heated with heating oil.'*? Using carbon
auction revenue to improve the insulation and
air-tightness of those homes and heat them
with electricity could reduce global warming
pollution in the state.

* New Jersey should emulate the examples set
by Massachusetts’ Green Community program
and New York’s Clean Energy Communities
program, which have leveraged funding
dedicated to municipalities to encourage local
governments to adopt and implement strong
clean energy policies, magnifying the impact
of RGGI funds.

* Auction funds can also be used to attract
more revenue to improve energy efficiency,
boost renewable energy use, and reduce
climate pollution, as Connecticut’s Green
Bank has done.

Virginia should join RGGI via legislative action,
which will give the state the ability to ensure
auction revenues are spent as effectively as
possible to reduce climate pollution and facilitate
the state’s transition to a clean energy future.

* Virginia has extensive clean energy
opportunities. It has adopted fewer energy
efficiency and renewable energy policies than
many other states in the regional climate
program, and spent less money supporting
clean energy.'?* The state can look to its
counterparts in the Northeast and Mid-Atlantic
as it develops new clean energy programs.

* Virginia and its utilities can also leverage
the experience of local governments with
clean energy program deployment.'?*
Cities, counties, and towns in Virginia have
sponsored innovative clean energy programs.
Localities work closely with residents and
businesses, and have a proven track record of
delivering success.

Through the Massachusetts Green Communities
Program, carbon auction revenues helped pay
for a more efficient heating and cooling unit at
Chelmsford High School. Photo: Massachusetts
Department of Energy Resources.
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