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November 5, 2024

Andrew S. Johnston, Executive Secretary
Maryland Public Service Commission

6 St. Paul Street, 16" Floor

Baltimore, Maryland 21202-6806

Thank you to the Public Service Commission (PSC) for the opportunity to comment on the
Maryland Energy Storage Initiative (MESI) Final Working Group report. MAREC Action is a
coalition of over 50 utility-scale solar, wind, and battery storage developers and
manufacturers dedicated to the growth and development of clean energy across the PJM
grid region. Our members stand ready to deploy energy storage at scale to meet Maryland’s
3 GW deployment mandate by 20383.

Summary of Comments

Energy storage is a crucial capacity resource supporting the reliability of Maryland’s
electrical grid. In fact, storage is the only resource in the PJM queue today (for Transition
Cycle 1 and Transition Cycle 2) that has the capacity accreditation value to put a dent in
replacing retiring resources. The summary of our working group recommendations includes
the following points. A topic-by-topic rationale for each of the points made here follows.

e MAREC Action supports a front of the meter transmission connected asset
allocation resulting in a competitive procurement for 500-800 MW no later than
November 1, 2025, and a second allocation for another competitive
procurement between 500-800 MW no later than November 1, 2026. This will
allocate between one-third to one-half of the 3,000 MW by the 2033 deployment
target. These two procurements allow the energy storage projects active in the PIM
queue to create a financeable revenue stream to get them online. Once an
interconnection agreement is signed, development takes another three to four
years. Projects who bid into the 2025 and 2026 procurement can come online on or
before 2029. Most projects in the queue will not be able to come online in 2026 or
2027.

e MAREC Action supports the PSC’s determination as to whether a full or partial toll
program is the preferred procurement mechanism or whether both mechanisms
can attract the most competitive projects.

e MAREC Action prefers the PSC solicit, contract, and administer the program.
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e MAREC Action supports a long-term tolling contract of 15-20 years between the PSC
and the developer. In Maryland, a tolling agreement could be structured like an
OREC (offshore renewable energy credit), wherein the PSC issues a regulatory order
for a certain amount of storage capacity and the bid price reflects the value of
market revenues generated by the storage project as well as any avoided costs from
transmission or generation. As with an OREC, the PSC would act as an intermediary
between distribution utilities and the storage developer. The PSC can recover net
costs through a non-bypassable charge to ratepayers, with proceeds from market
activities of the storage project being distributed equally as a bill credit to all
ratepayers. In a “full toll” agreement, the PSC would issue an order for energy,
capacity, ancillary services, and any other value streams identified. In a partial toll
(which could also be thought of as a capacity-only contact), the PSC regulatory
order would only cover capacity (leaving the developer open to sell their energy and
ancillary services into the wholesale market). These agreements are called “tolling”
if there is a third-party administrator to operate the storage facility to maximize
performance. Under a “partial toll" the state may opt to not have a third-party
administrator, which would make this construct a “capacity-only contract.”

e MAREC Action supports a program capacity allocated each year (2025 and 2026)
based on an annual request for proposals (RFP) to ensure price discovery.

e MAREC Action advocates energy storage developers must have batteries with a
minimum duration of four-hours to participate in the program.

e Finally, MAREC Action supports establishment of an Offshore Wind Renewable
Energy Credit (OREC) type model (“Energy Storage Renewable Energy Credit or
ESTREC”) for payment, where the PSC selects the winning bid or bids based on
price and other important criteria. The winning bid results in an ESTREC at a partial
toll/full toll price proposed in the bid. The money to pay that guaranteed price
comes from the ratepayer through the Load Serving Entity (LSE). These two
procurements allow the energy storage projects active in the PJIM queue to create a
financeable revenue stream to get them online.

The following sections provide the rationale for each of our recommendations.

Background Information

Asset Allocation Amounts (500-800 MW Deployed in 2025 and 2026)
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Seventeen storage projects are active in the PJM queue in the expedited Fast Lane,
Transition Cycle 1, or Transition Cycle 2 process with a maximum facility output (MFO) of
2,550 megawatts (MW), or the MW capacity equivalent of 1,627 MW. There are an
additional seven projects listed as solar+ storage with 1,176 MFO and 921 MW Capacity.

This number includes all interconnection requests in Maryland that are in AH1 or prior and
listed as Active, Under Construction, Engineering & Procurement, Partially in Service -
Under Construction, or Suspended (Data Downloaded August 20, 2024.
https://www.pjm.com/planning/service-requests/serial-service-request-status)

According to PJM’s schedule, these projects could be signing interconnection agreements
as soon as the end of this year for Fast Lane, end of 2025 for Transition Cycle 1, and end of
2026 for Transition Cycle 2. For these projects to continue development and come online,
there must be a viable market mechanism and procurement in place in 2025. Otherwise,
there is a risk these projects will be withdrawn.

Our asset allocation of 1600 MW (500-800 MW each year (2025 and 2026) is based on
getting these projects out of the queue and onto the grid.

PJM Queue: Maryland Through Transition Cycle Two

Technology Number of Projects MW Capacity

Solar 50 1,312.2
Storage 17 1,627.0
Solar and Storage 7 921.3
Natural Gas 0 0

Wind 1 11.8
Hydro 1 15.0
Total 74 3,887.3

Partial Toll-Full Toll Distinction

Our members have varying opinions on whether a full toll or partial toll is the preferred

incentive mechanism. Factors such as ratepayer impact and the ability to get projects

financed and built are important considerations, and we believe the PSC is in the best

position to make this decision.

The full tolling agreement supports higher project completion rates by reducing risk for

developers and, consequently, for ratepayers, since all revenue is contractually guaranteed
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rather than being subject to real-time, day-ahead, or capacity market fluctuations. As a
result, a full toll provides the lowest-cost financing for projects because it entails the least
revenue risk. This benefits ratepayers, as higher financing costs resulting from greater
revenue risk would be passed through to ratepayers in competitive bids. Under a full toll
agreement, storage owners receive fixed payments based on installed capacity in return for
making all resource attributes available to the PSC (or its third-party consultant/scheduling
coordinator) as the program administrator. The fixed payments would be determined
through a competitive bidding process administered by the PSC. Any revenue the energy
storage project would have earned in the PIM market flows back to ratepayers, who benefit
when market revenues exceed the toll rate. Ratepayers are not on the hook for the full
tolling cost; this is offset by asset revenues, resulting in either a net cost or a net benefit if
revenues exceed costs. Developers are not required to forecast PJM market revenues for
the contract term. The PSC would recover cost of the tolling agreement through a non-
bypassable charge to ratepayers, with proceeds from market activities of the storage
project distributed back to ratepayers equally as a bill credit. The PSC or its third-party
scheduling coordinator can then utilize the asset for grid services within the PJM wholesale
market.

The partial-toll agreement offers an alternative long-term contract model that includes only
the capacity attribute of the storage resource. Under this structure, the PSC compensates
the storage owner for capacity at the rate bid into a competitive procurement administered
by the PSC. As with a full toll, the PSC acts as an intermediary, with the partial toll funded
through a non-bypassable charge to ratepayers. In return, the storage owner participates in
the PJM capacity market, passing any capacity revenues back to the PSC, which then
distributes these funds equally to ratepayers as bill credits. This capacity-only structure
lowers market exposure for ratepayers and would be priced lower upfront. The developer
assumes the risks and upside associated with energy and ancillary services for the project.
Because non-capacity revenues would be fully merchant, there would be a higher cost of
financing that comes back to ratepayers.

There are risks on both sides for the developer and the ratepayer with either tolling
agreement.

Program Administration

MAREC Action believes that the PSC should administer the competitive procurement
program for front-of-the-meter storage with funding provided for consultant support. As the
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state’s energy regulatory body, the PSC is in the best position to oversee the program, with
adequate support.

Long-Term Contract Mechanism

Long-term contracts (15-20 years) for energy storage are essential as they offer stability
and financial security to project developers for large-scale projects. These contracts
ensure a steady revenue stream over time, which is critical for offsetting the substantial
upfront costs associated with building and maintaining energy storage infrastructure.

Energy storage is still considered an emerging asset class by financing counterparties, who
value revenue stability and invest in projects with stable cash flows. The greater the portion
of a project’s revenue is contracted, the lower financing costs will be. Lower financing
costs will lead to lower bid prices overall, reducing ratepayer impact. In the PJIM market,
where the rules for capacity auctions have not been consistent for longer than two
consecutive years, thatrisk is especially high and financing costs for uncontracted
revenues will be correspondingly high.

Contract RFP for Price Discovery

Program capacity should be allocated based on results of an annual competitive RFP.
Lowest bidding projects that perform well on non-price criteria would be awarded
contracts until capacity has been allocated.

The RFP should be evaluated on a mix of both price and non-price criteria. Nonprice criteria
will ensure high quality projects are built, and equity considerations can be factored in as
well. Non-price criteria should focus on developer experience, project maturity, and
include items such as experience developing and operating storage projects at this scale,
along with project-specific site control, queue position, and financing. Price criteria will
ensure cost-effectiveness.

Energy Storage Duration

Programmatic design should be energy storage technology neutral, but any technology
should be cost competitive, commercially viable, with a duration of four hours or greater.

OREC Model for Funding Flow

Maryland is already familiar with the Offshore Wind Renewable Energy Credit (OREC)
model for offshore wind contract and payment and MAREC Action supports use of this
model for front-of-the-meter transmission connected energy storage. The graphic below
shows the funding flow and payment pathway for all entities in the offshore wind contract.
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A similar schematic would mirror the energy storage asset for the “Energy Storage

Renewable Energy Credit or ESTREC.”
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Figure 7. Generic OREC scheme



