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August 17, 2021 
 
TO: All CALSSA Member Companies 
 
RE: Transition Rules for NEM-2 and NEM-3  
 
 
This memo communicates basic information about upcoming changes to net energy 
metering (NEM) and eligibility rules for NEM-2 so that you can provide accurate 
expectations to customers. 
 
Background 
 
Net metering allows customers to get credit from their utility for electricity they export to 
the grid. When a solar system produces more energy than the building is using, electricity 
flows onto the power grid and is consumed by neighboring customers. The utility gives a 
credit to the generating customer for that energy. At the end of the month, the credits are 
netted against the cost of electricity the customer draws from the grid.  
 
Traditionally, net metering provided one-for-one credit. A kWh exported was deducted 
from the kWh consumed from the grid. In 2016, the California Public Utilities 
Commission (CPUC) made revisions to net metering. Under NEM-2, customers are 
assessed “non-bypassable charges” on exported energy. These charges pay for low-
income bill assistance, energy efficiency programs, and certain wildfire mitigation 
efforts. In effect, customers sell power to the utility for approximately 2 ¢/kWh less than 
the price they pay for power from the utility. 
 
The CPUC is currently developing NEM-3. Additional changes to net metering will 
likely result in a further devaluation of export credits and could result in new monthly 
fees for solar customers. 
 
Timing and Content of Decision 
 
The CPUC opened its NEM-3 proceeding in August 2020 and expects to issue a decision 
in January 2022. Proposals for changes to net metering were filed on March 15. Hearings 
were held in August and final arguments are due in September.  
 
For commercial and agricultural customers, the utilities have proposed new monthly fees 
that work out to $1000-$3600 per month for a 250 kW system. For residential customers, 
the new fees proposed by the utilities are on the order of $75 per month. Multiple parties 
have proposed to reduce the value of NEM credits by 55%-80%. CALSSA expects that 
any solar fees will be much smaller than what was proposed, but the CPUC appears 
inclined to greatly reduce the value of credits for exporting power to the grid.  



 
Part of the decision will include rules for who is eligible to install solar under NEM-2 and 
who will go on NEM-3. Previous decisions have established that any customer that 
installs solar under NEM-2 will not be subject to later changes to net energy metering. 
The underlying rates are always subject to change as they are for non-solar customers, 
but the structure of the net metering agreement is set for 20 years. It is possible that the 
CPUC will reverse their previous decision on this, but CALSSA does not expect that to 
happen. It is fair to advise customers that if they install solar under NEM-2 they will have 
NEM-2 for 20 years. 
 
Application Submittal as Trigger 
 
For the transition from NEM-1 to NEM-2, as well as for other policies such as new 
inverter standards, eligibility for the earlier version of the rules has been determined by 
whether a customer submitted the interconnection application by a certain date. CALSSA 
strongly expects that to be the case for the transition from NEM-2 to NEM-3. The utilities 
have proposed to use application submittal as the trigger, and no party has objected to 
that. 
 
For residential customers, the interconnection application is normally submitted after 
installation. Because many contractors maintain a pipeline of installations, customers 
should be advised to get in a contractor’s queue in time to have their system completed 
before the deadline.  
 
It is not clear whether the utilities will accept a preliminary application that is submitted 
before installation for residential customers. CALSSA has proposed that the CPUC 
clarify that a residential customer can submit an application that is used to determine 
NEM eligibility after a system is designed and contracted but before it is installed. It is 
unclear if the CPUC will approve that proposal. 
 
Commercial customers have a two-part application process, and it is the first of these that 
will be the trigger. When the initial application is submitted, the specific system design 
has been determined and cannot be materially changed later without resubmitting the 
application and losing eligibility status. Also, after an application is submitted there is 
often some back and forth with the utility to clarify items, and all of those clarifications 
must be resolved before the application is deemed complete and is accepted for eligibility 
timing. In sum, for commercial and agricultural customers the application can be 
submitted to lock in NEM-2 eligibility before the system is installed, but the application 
has to be cured of all deficiencies and the system design must be nearly final. 
 
Once a commercial customer establishes eligibility through submittal of the initial 
interconnection application, they will be able to install solar after NEM-3 has begun for 
other customers and still maintain their eligibility for NEM-2. There may be an 
installation cutoff point, such as one year after application submittal, with exceptions 
made for systems that are waiting for utilities to make grid upgrades. If there is an 
installation cutoff point it will be specified in the January decision. 



 
Cutoff Date 
 
The date by which an application must be submitted will likely not be set until the 
decision is final in January 2022. One thing we can be certain of is that the cutoff date 
will not be retroactive to before the decision. Customers should have certainty that if their 
application is submitted and deemed complete by January, they will qualify for 20 years 
of NEM-2.  
 
It is likely that there will be an implementation period of at least several months after the 
decision is final to work out the exact tariff language and allow projects that are under 
development to apply before the new rules take effect. August 2022 and January 2023 
have been proposed as the end point of this buffer period. However, the Commission 
could decide to trim the eligibility term to 10 years or make some other change for 
customers that submit applications after the NEM-3 decision but before the full rollout of 
NEM-3. If they have some alternative treatment for those customers, it will be specified 
in the January decision. 
 


