Written Comments on “Straw Proposal” to DOER

Dear DOER;

Let me first introduce myself.

While I have spoken with, and had meetings with Gerry Bingham, Natalie Howell, Paul Lopez, I am fairly certain that my name or project is not universally known within DOER.

I am Jim Vaughn, General Manager of True North, LLC.

Unlike the majority of the attendees to the Public Stakeholder Meeting, I am NOT a solar equipment supplier, installer, PPA, or utility.

I am a landowner, of 43 buildable acres in Salisbury, MA (at the intersection of 95 & 495) who is trying to convert a soon-to-fail Industrial Park into the largest PV Park in the Commonwealth. 
(I was the guy who introduced himself at the Public Hearing as the one “looking for cheap panels”.)

As such, the resultant outcome of the SREC valuation will literally and singularly determine if my idea of dedicating the entire 43 acres to the installation of 30,000 panels, which will generate nearly 7 M kWh of solar energy annually, is economically feasible.

 I have undertaken a preliminary technical evaluation of the site and layout of the panels with Nexamp. I am now in the process of exploring interconnection feasibility. 

For your understanding, the land has several unique features that make it perfectly suited for a solar application:

· It is completely flat (less than 5 ft differential over 43 acres)

· It has an unobstructed Southern exposure.

· 2 N’Grid transmission lines parallel its entire Southern boundary.

· The site is already fully permitted, and could begin installation within weeks.

· Literally – “shovel ready”.

The only remaining obstacle is being able to produce a valid economic pro-forma that will meet the requirements of a funding institution.

DOER holds the solution to overcoming that obstacle.

It’s quite simple, if the structure, length, and levels of the SREC are sufficient, then my project (and obviously others like mine) will be viable.

If not, then larger projects like mine will never happen. 

Therefore, I would like to detail what I believe the SREC needs to look like in order to create a viable, private market for solar development that will sufficiently meet the criteria imposed by the financing world.

SREC Requirements to Obtain Bank Financing

There is a basic conflict between the proposed SREC structure and the mindset of the financial community: namely, fixed versus variable – or known versus unknown values.

The SREC structure is predicated upon a changing (declining) ACP level, and relies upon a market driven valuation, which is by definition, both variable and unknown.

In short, no one can definitively say what the SREC value will be – regardless of what the ACP level is. 
The value can only be guessed at, it cannot be accurately quantified. 

Based on conversations I have had with potential project financiers, they abhor and negate such factors, because they cannot be accurately defined, priced, or valued. 

Such assets are typically valued at zero – or at a severely discounted rate.

As currently structured, the SREC value would be almost worthless in a bank evaluation, and thereby make financing any PV project nearly impossible thru conventional sources.

That being said, the solutions are to either make the SREC a fixed value, or securitize the sale and value of the SREC.

The Fixed Value (FV) solution is straightforward. Pick a flat fixed rate that conforms to acceptable taxpayer burdens.

The Secure Value (SV) option is a bit more complex.

It involves creating a guaranteed sale, to a guaranteed entity, at a guaranteed price.

While you have outlined that the utilities should be that source of guarantee, the one missing aspect in that equation is the price. While they may provide a reliable sale, the utilities do not provide a reliable price.

In reality, none of these options completely solves the issue.

The FV does not securitize the sale. The SV does not fix the price.

I believe what is required is a morphing of the 2 options, to create a hybrid, slightly altered solution:

What if the State (thru Mass Development – or some other actionable entity) could provide a financial mechanism to guarantee not a fixed price, but a fixed BOTTOM PRICE (BP) below which the SREC value could not drop?

The BP would be sufficiently low to incent one to seek a higher sale elsewhere.

If a higher value can be found, then that will clearly be the market choice.

If not, then at least a BP would provide a FV upon which financing institutions could rely, and meet their criteria for known values.

It would also establish a SV at the same time.

Hopefully, the State does not become the repository of all available SRECs.

But whatever they did own, they (of all people) should be able to arbitrage into a higher value. Or perhaps, they make a deal with the utilities to not securitize all SRECs, but only those from the State portfolio? Perhaps they could be purchased with “Stimulus” funds?

The final aspect of the SREC that needs to be addressed is the length of certainty.

The current length of 10 years has a direct, and self-limiting impact within the financial community.

You will never get more than a 10-year loan starting today. 

Next year, it will be restricted to a 9-year loan – and so on.

If the SREC values drop off the table, so too will the funding. 

The banks will make certain that they are paid in full prior to, or in conjunction with the termination of the SREC.

According to my pro-formas, the optimum loan period is 15 years.

I believe the SREC term length should be set accordingly. 

While it may not seem so based on my comments, I applaud DOER for its approach to a complicated, yet desperately needed solution. 

My primary caution is that I think your analysis did not fully weigh the extremely difficult and sensitive financing environment that exists today. 

Without the appeasement of this situation, large solar projects will not be financeable, regardless of how high the ACP value may be.

