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Feed-in Tariff 

Description: 

While renewable portfolio standards (RPSs), renewable energy carve-outs, and feed-in tariffs (FITs) are 
not mutually exclusive, they generally refer to different ways in which a state can facilitate investment 
in renewable energy. An RPS or a technology carve-out refers to specific requirements on utilities to 
invest in a certain amount of a technology. A FIT, also referred to as a “Standard Offer Contract”, is a 
policy that pays a producer a set amount for “feeding in” or delivering power to the grid. Because a FIT 
puts in place a set incentive for delivering power to the grid and because these programs tend to be 
structured like a traditional Power Purchase Agreement (PPA) that utilities already use, many refer to 
these programs as a “market based” approach for encouraging the development of renewable energy 
resources.   

Discussion of the Policy: 

FIT payments are generally higher than retail rates for customers – that is, above a retail credit that is 
offered for net metering. FITs may be set at different levels for retail versus wholesale producers, and 
may be set at different levels for different technologies. Recently, prices have also been set to 
incentivize specific utility system objectives: Prices may reflect geography, reduction in transmission 
congestion, and increased resiliency.  

FITs are admired for being predictable, stable, long-term revenue streams capable of drawing private 
investment and commercial lending to the renewable market. Detractors claim that the costs of long-
term commitments to provide FITs are too high and do not reflect changing market conditions. 
Understandably, policies should include a mechanism allowing the tariff to be adjusted to reflect 
market conditions, but part of the attraction of feed-in tariff policies is that they stabilize that 
guaranteed payment across an established period of time.   

Consideration should also be given to the tax implications of FITs on the average retail generator of 
power. For example, if an individual receives net metering credit for power delivered to the grid, that 
consumer is not taxed on the value of that credit. However, if the consumer is paid the retail value for 
power delivered to the grid, that revenue may be considered taxable revenue – increasing the 
customers’ tax burden. Some states provide bifurcated benefits for investments in technologies like 
solar – providing a standard offer contract for solar delivered to the grid on a larger scale, separate 
from the net metering credit of which most retail customers (and smaller systems) are availing 
themselves. 

Setting of the price of a FIT may take a number of different forms, from a “reverse auction” where bids 
are taken for generation and the lowest price is used to set the tariff price, to a Value of Energy Tariff 
approach which attempts to determine the value of solar to the utility system and compensate 
generators at that level, to market driven approaches similar to a standard utility contract – where the 
FIT customer is compensated at a level designed to repay their investment at a set earnings on equity 
level over a set period of time. 

Example State Programs:  

California, Hawaii, Rhode Island, and Vermont have established statewide FIT programs, and Northern 
Indiana Public Service Company offers a FIT for their service territory. The city of Fort Collins, Colorado 
has also implemented a pilot program. The Energy Information Administration compiled a complete list 
of programs in 2013.  

 

http://spotforcleanenergy.org/
http://spotforcleanenergy.org/policy/net-metering/
http://spotforcleanenergy.org/policy/value-of-energy-tariff/
http://programs.dsireusa.org/system/program/detail/5665
http://programs.dsireusa.org/system/program/detail/5671
http://programs.dsireusa.org/system/program/detail/5523
http://programs.dsireusa.org/system/program/detail/5680
http://programs.dsireusa.org/system/program/detail/5672
http://programs.dsireusa.org/system/program/detail/5672
http://www.fcgov.com/utilities/img/site_specific/uploads/Solar_Power_Purchasing_Fact_Sheet.pdf
http://www.eia.gov/todayinenergy/detail.cfm?id=11471
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Key Components: 

NREL has done research on Feed in Tariff design and has found the following best practice elements:  

 Many successful FIT policies base the prices offered to suppliers on the levelized cost of 
renewable energy generation to ensure a reasonable rate of return. 

 Offering long-term, must-take contracts. 

 Differentiating FIT prices by technology type, project size, and resource quality. 

 Including a design feature that incorporates an incremental decrease in the FIT prices over 
time to encourage innovation and accelerate the pace of deployment. 

 Incorporating the costs of the policy into the electricity rate base. 

 Minimizing transaction costs by providing streamlined administrative procedures. 

 In general, feed-in tariffs require “guaranteed access” to the grid. 

Other design best practices include: 

 Specifying market segmentation among retail/wholesale, commercial/residential, or system 
sizes qualifying for the program.  

 Specifying how Renewable Energy Credits (RECs) will be handled. For instance, providing for 
whether there will be an additional payment for RECs. 

 Providing for whether the FIT can be applied as a credit against a utility bill. This may reduce 
the recipient’s tax burden. 

More Information:  

 PSEG Long Island Feed-in Tariff Program webpage: 

https://www.psegliny.com/page.cfm/FIT 

 Rhode Island Standard Offer Statutory Language:  

http://webserver.rilin.state.ri.us/Statutes/TITLE39/39-26.2/INDEX.HTM 

The following NREL technical reports provide more information on FITs: 

 Innovative Feed-in Tariff Designs that Limit Policy Costs: 

http://www.nrel.gov/docs/fy11osti/50225.pdf 

 Renewable Energy Cost Modeling: A Toolkit for Establishing Cost-Based Incentives in the United 
States:  

http://www.nrel.gov/docs/fy11osti/51093.pdf 

 A Policymaker’s Guide to Feed-in Tariff Policy Design:  

http://www.nrel.gov/docs/fy10osti/44849.pdf 

 Feed-in Tariff Policy: Design, Implementation, and RPS Policy Interactions: 

http://www.nrel.gov/docs/fy09osti/45549.pdf 
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