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New Jersey Division of Rate Counsel on the
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and Budgets for 2010-2011

November 17, 2011

A. Introduction

The 2011 Clean Energy Program (“CEP”) Energy Efficiency (“EE”)
budget proposals set forth by Honeywell (the CEP residential EE Market
Manager), TRC (the CEP C&I EE Market Manager), the‘utilities, the Office Of
Clean Energy (“OCE”), and the New Jersey Economic Dévelopment'
Authority ("EDA”) suggest substantial changes to the budgets, incentives,
and structure of 2011 CEP EE programs. A number of general comments
are presented first, followed by comments on specific EE program segments,
namely, the Comfort Partners low-income program, Residential EE

programs, and Commercial and Industrial (“C&I”) EE programs.

B. GENERAL COMMENTS

CEP-EE programs are funded by ratepayer dollars. Rate Counsel

submits that the amounts collected through the Societal Benefits Charge




(“SBC”) to fund CEP-EE programs should be based on realistic projections of
actual program expenditures. Historically, CEP-EE budgets have been
plagued with unrealistic projections, resulting in budget surpluses year after
year. As a result, the SBC rates paid by ratepayers - based on unrealistic
projections - were higher than that necessary to fund CEP EE programs.
Rate Counsel submits that this cycle of ratepayer-funded surpluses must
stop and offers a two-step way to bring some discipline to the budgeting
process. The first step is the development of realistic projections of program
activity and funding needs. This step also entails providing decision-makers
with sufficient information to inform budget determinations, including
summary information about program cost effectiveness and energy savings.
The second step is to return over-collections to ratepayers in the form of
reduced SBC rates in the next budget cycle. These steps are discussed in
more detail below. Finally, the proposed CEP EE budget needs to be
reviewed in the context of increased utility EE spending resulting from the
implementation of utility-based EE programs pursuant to the provisions of the
RGGI law (L. 2007, c. 340). See N.J.S.A. 48:3-98.1.

Rate Counsel also has concerns with the proposed 2011 OCE
Oversight budget which totals $7.97 million for administration of all RE and
EE programs. First, Rate Counsel submits that the Board should scrutinize
the oversight budget to see if this function can be performed more efficiently.
Second, as discussed in more detail below, Rate Counsel is concerned

about the program evaluation function. Although $1.5 million was allocated




for this function in 2010, no program evaluation funds were expended in
2010. For 2011, an additional amount of 0.5 million was allocated for this
function. Rate Counsel submits that program evaluation is an essential
oversight function, to ensure that SBC funds are spent in a cost-effective

manner.
1. Realistic Budgeting

The design of a portfolio of EE programs must take into account what
can realistically be spent in the coming year and reflect both last year’s
budget and the current performance of the programs. Failure of the
programs to meet targets in years past has resulted in over-collections that
were carried over into the following yeér. Rate Counsel submits that
successful budgeting also requires forthright and timely energy savings data,
cost-effectiveness data, and feedback about program performance. This
year, the transition from OCE-based programs to utility-base programs must
also be considered.

In addition to energy savings data associated with the proposed EE
programs, some demonstration of the cost effectiveness of the proposed
programs should be provided up front in the program proposals. Without this
information, one cannot assess whether the proposed changes to the
programs would benefit ratepayers in the long run. Evaluation of past

program performance, which could inform an assessment of prospective



cost-benefit analysis of the proposed programs, is also pending; however,
there are previous analyses of cost effectiveness, as well as data on recent
program performance, that the Market Managers can draw on.

Generally accepted, good industry practice requires that projected
savings and cost effectiveness estimates be provided in EE program
proposals. It is commonplace in other states to provide such information in
program proposals. Examples include but are not limited to proposals by
Rhode Island’s National Grid, Massachusetts utilities, Vermont’s efficiency
utility, and California’s utility energy efficiency programs. Moreover, savings
data are required of New Jersey utilities that file petitions to implement EE
programs pursuant to the RGGI law. Appendix A of these comments
presents a form of energy savings and associated benefits information that is
provided in Massachusetts for energy efficiency programs. While many
different reporting formats are possible, at a minimum, similar information
should be presented for New Jersey’s EE programs in conjunction with
budget proposals.

CEP program filings should include an overall Executive Summary
section that clearly and comprehensively tabulates, by program and by
sector, the projected program costs/budget, net monetary benefits (in net
present value of current dollars), benefit cost ratios (or some other measure
of cost-effectiveness), participation rates by programs and by sector, and
overall quantitative energy and peak demand savings, both annually and for

the lifetime of the measures that comprise each of the programs. The OCE



should pull together the information provided by TRC, Honeywell and AEG
and summarize it in a single location. This form of summary tabulation cuts
to the heart of what the State’s EE program spending will entail and deliver,
and the presentation of such material is critical for reasonable policy
analysis, informing decision-makers about the relative effectiveness of the
various EE programs. This summary material should be front and center
when describing programs, and should form the core of the proposed budget
filings and the substantive material presented to the Board.

Going forward, the EE Market Managers and/or OCE should provide
monthly or quarterly electronic reports on the performance and cost of CEP
and utility EE programs, with widespread dissemination. This is critical at
this juncture, while the State is considering the merit of transitioning the
programs to the utilities and as the utilities continue to propose and request
rate recovery for their own EE programs that either build on or complement
the design of the CEP. In addition, data breaking down administrative costs
by the different administrative functions (e.g., administration, planning,
marketing, technical support, data quality control, measurement and
verification) are needed so that there is a basis for comparison with utility

estimates of administrative costs.

2. Return of Unused Funds to Ratepayers
As stated above, SBC rates should only reflect the actual

expenditures for CEP EE programs, based on realistic projections._|If the



budgeted amounts are not expended, Rate Counsel recommends that the
Board reduce the amount collected through the Societal Benefit Charge
(“SBC”) accordingly. The amount of funds collected through the SBC should
match realistic projections of program expenditures. Unused funds should

be returned to ratepayers in the form of reduced SBC charges going forward.

3. Utility EE Programs

Over the past several years, a number of New Jersey utilities have
implemented EE programs pursuant to the RGGI law. The CEP EE budget
needs to be examined in the context of these programs, which might
duplicate or supplant programs offered by the CEP. Utility EE programs
implemented pursuant to the RGGI law are funded by additional charges
imposed on ratepayers. The CEP EE budget and, in turn, the SBC should be
reduced to reflect the ratepayer-funded utility EE programs implemented
pursuant to the RGGI law, to the extent they duplicate or replace CEP
programs. The OCE should provide an analysis of the impact of utility

programs on the need for additional SBC-funds for CEP EE programs.

C. OVERALL PROPOSED 2011 CEP EE BUDGET AND FUNDING

The Draft 2011 Clean Energy Program (“CEP”) Budget posted by the

OCE is 7% higher for EE programs as a whole, compared to the 2010 budget



for EE programs. However, residential and residential low income EE
program budgets would have a 25% cut in their budgets, while C&I EE
programs would see a 21% increase, relative to their 2010 budgets.’
Overall, OCE’s proposed changes for the 2011 CEP EE program budget are
generally smaller than its proposed reduction in the renewable energy
budget, which amounts to an almost 50% reduction.? OCE’s proposed 2011

CEP EE budget is summarized in the Table below:

TABLE 1
CEP-EE Budget Comparison: 2010 vs. 2011 (Proposed)

NJ BPU Approved Proposed 2011 New | % change from
2010 Budget Funding Allocation 2010
C&IEE $124,981,645 $150,953,363 21%
Residential EE $117,502,429 $88,551,737 -25%
Low-Income $32,206,497 $24,000,000 -25%
Grant/loan program $877,801 $30,477,801 3,372%
| Total EE | $275,568,372 | $293,982,901 | 7% i

Rate Counsel notes, however, that the proposed funding allocations
for 2011 are neither consistent with the realized performance and
expenditures of the 2010 programs, nor have these allocations been clearly
tied to demonstrated cost effectiveness. For example, Pay for Performance
— New Construction has seen no approved energy reduction plans as of the

end of September 2010, yet TRC has recommended a 51% budget increase

! The allocation proposed at the September CEP-EE Sub-Committee meeting was more balanced: the C&l
Eudget would be reduced by 41%, residential reduced by 34%, and low income by 33%.

The 2010 renewable energy budget was $141,878,324. The proposed 2011 renewable energy budget is
$73,078,478,



for this program. Likewise, Direct Install’'s performance has fallen far short of
its goal, realizing only 25% of its cumulative completed installations goal
through September. Nevertheless, TRC has recommended a 20% increase
in budget for Direct Install. Conversely, Comfort Partners is estimated to fully
spend its 2010 budget yet its 2011 budget is reduced by 25%. To be sure,
the budgets for these programs should reflect the recent growth trends
witnessed by the CEP EE Market Managers, however more information on
projected costs, savings and participation rates should be provided to inform
the discussion about making such large reallocations in budget.

Generally, the CEP EE program managers present the goals of the
individual EE programs not in terms of energy savings, but rather in terms of
rebates provided, jobs or audits completed, efficient products distributed or
inefficient products removed, applications processed, technicians trained,
jobs created, and businesses attracted to the state. To its credit, TRC
provided an estimate of overall energy savings of the C&l portfolio (see TRC
2011 Program and Budget Filing, dated October 25, 2010, page 61), but
without any break down by individual program. Honeywell provided no
information on energy savings in its plan filings for 2011. Although Board-
approved energy savings measurement protocols are pending analysis by
the Center for Energy, Economic & Environmental Policy (“CEEEP”), without
energy savings data it is difficult to assess the merits of the proposed

changes to the EE programs.



More specific information about funding for EE Grants and Loans
program is also needed. OCE’s proposed 2011 EE Budget reflects a very
large increase (3,372%) in the Grant/Loan program budget, as compared to
rebates, than has been done in the past. However, no information has been
provided about what this money would be spent on. According to OCE’s
Draft 2011 Program Descriptions and Budgets dated October 25, 2010, the
OCE “will develop a proposed solicitation for grants and/or loans paid to
trade groups or other entities that deliver energy efficiency or renewable
energy. The OCE will submit a draft program proposal to the Board for
review and approval prior to issuing any solicitations.” (Page 3.) While Rate
Counsel generally supports the proposed emphasis on revolving funds, more
clarification is needed on the proposed program now, while overall budgets
are being discussed. The OCE should provide a description of the
solicitation process design, including when the solicitation document would
be developed, whether the public would have the opportunity to comment on
the solicitation and proposals, and a rough allocation of the budget amounts
for the various energy efficiency projects. How the Grant/Loan proposals will
be assessed (i.e., criteria for selection) is equally important; however, this
issue could be deferred until the solicitation is designed.

The measurement and verification ("“M&V”) plans associated with the
EE program expenditures should be fleshed out in greater detail in the

information supplied with the proposed budgets. Other jurisdictions provide



detailed information on the type of evaluation approaches being considered

and implemented.®

D. COMFORT PARTNERS

The low-income Comfort Partners program is facing a significant
budget cut (25%), as set forth in the proposed budget for 2011. Rate
Counsel does not agree with this budget cut for the following reasons:

¢ The energy burden of low income customers is greater than that of
other types of customers, especially in the current state of the
economy. Energy is a much higher percentage of program
participants’ income than it is for other residential customers. When
energy prices increase, these customers are affected more than other
customers. As a consequence, the 25% to 30% cut in the number of
participants in Comfort Partners is likely to be much more painful for
this group.

¢ While we do not have up-to-date cost-benefit analysis of this program,
low income programs are typically cost-effective.* If Comfort Partners

is not cost effective, ways to improve cost effectiveness should be

% See for example the recent filing in Rhode Island for National Grid's Energy Efficiency Procurement Plan
EE PP), Docket 4209 at http://www.ripuc.org/eventsactions/docket.html.

For example, low income programs by Philadelphia Gas Works, Efficiency Vermont, and Massachusetts
Energy Efficiency Program Administrators are very cost-effective with a Benefit Cost ratio ranging from 1.9 to
4. See Michael Blasnik 2008,.Impact Evaluation of Philadelphia Gas Works' Conservation Works Program
Calender Year 2006 and Comprehensive Treatment Pilot, A report to Philadelphia Gas Works; NGRID 2008.
2007 Energy Efficiency Annual Report, Submitted to MA DOER and DPU; Efficiency Vermont 2010. Year
2009 Savings Claim.
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explored. “Best practices” from other states might also be considered
for adoption.

Low-income participants are unlikely to be “free riders.” The energy
savings from Comfort Partners project would probably not be realized
in the absence of program funding, whereas energy saving projects
are more likely to be completed in the commercial, industrial and non-
low income residential sectors in the absence of programs targeting
these sectors.

Lowering energy usage for low-income customers can reduce
Universal Service Fund (“USF”) costs to all ratepayers.

The 2010 budget for Comfort Partners budget was fully subscribed,
leading to a request for additional funds in August of 2010.

The September 2008 CRA 2009-2012 budget Order (Docket No.
EO07030203) set the low income EE budget constant at $30 million
from 2009 through 2012, even as the budget allocation for residential
programs decreases relative to the C&I budget. (Table 25 at p. 49) In
keeping with the intention of the 2009-2012 CRA budget Order, the
budget for Comfort Partners should remain at or near its 2010 funding
level.

The Weatherization Assistance Program (“WAP”), also serving New
Jersey’s low income population, should not be seen as a substitute for
Comfort Partners. While federal funding has recently allowed an

increase in WAP’s budget, the program’s administrator has not pent
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its funds. Moreover, ramping up the WAP will take time and Comfort
Partners is well established and equipped to help the low income

population overcome high energy burdens in the meantime.

E.. RESIDENTIAL EE PROGRAMS

1. Residential EE Budget Overview

Generally, the propoéed 2011 Residential EE program budget would
offer more money for customer incentives compared to other States, while
spending relatively less on marketing, training, and evaluation. The table
below (Table 2) shows how the proposed residential, low income, and
commercial & industrial EE budgets by expense category compare to four
other States:

TABLE 2
Comparison of Energy Efficiency Program Budget by Type of Expense’

® Notes: (1) RES, LI, and C&l in the table represent non-low income residential, low-income residential, and
commercial & industrial programs, respectively. {2} NJ budget includes Office of Clean Energy's (OCE) proposed
budget for administering the statewide NJ's Clean Energy Program. OCE’s draft 2011 budget was allocated equally
among CEP's four programs {i.e., NJ Residential, NJ Renewable Energy, NJ Comfort Partners, and NJ C&l
programs). (3) PEPCO allocated significant amounts of budget to a cross-sector marketing effort. This analysis
assumes that the cross-sector marketing budget is allocated equally between residential and C&| programs.
Sources: MA DPU 2010. Order for Approving the State's Three-Year Energy Efficiency Plan for 2010 through 2012;
Nationai Grid 2010. Energy Efficiency Program Plan For 2011 {Settlement of the Parties.November 1, 2010); SCE
Efficiency Program Annual Report for 2009; PG&E Efficiency Program Annual Report for 2008; TRC 2010. "C&!
Market Manager EE Commitiee Meeting Presentation,” October 26, 2010; PEPCO 2008; PEPCO DSM Filing
Update regarding Case 8111 and 9155, filed on September 9, 2008; BGE 2008 Revised DSM Budget for Empower
Maryland regarding Case 9111 and 9155, filed on October 21, 2008; Honeywell 2010. "New Jersey's Clean Energy
Program DRAFT 2011 Residential Energy Efficiency Programs Plan," October 26, 2010; Office of Clean Energy
2010. New Jersey’s Clean Energy Program 2011 Program Descriptions and Budget: Energy Efficiency Programs,
Renewable Energy Programs, and OCE Oversight Activities Including Programs Managed by New Jersey
Economic Development Authorily, and Sustainable Jersey
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Direct Implementation
Technical Assistance,
Training & Sales
Rebate Evaluation
Program, Technical Processing, and
Planning & Customer | Assistance | Inspection and Harket
Administration| Marketing | Incentive | & Traininig | Quality control | Subtotal | Research
Rew Jerse
- , 5
Hetboce. . . . 2 % b
Maryland
PEPCC RES 2008-2011 6.9% 8.6% 69.1% 20.7% 89.8% 1.7%
PEPCO C&l 2003-2012 66% 12.7% 70.2% 20.1% 90.2% 1.6%
BGE RES 2009-2011 39% 87% 62.7% 21.7% 84.4% 3.0%
BGE C& 2009-2011 46% 4.0% 66.9% 21.7% 88.6% 2.9%
Klassack H I
MA RES 2010-2012 7.2% 76% 51.8% 18.7% 80.7% 4.5%
MA L1 2010-2012 7.9% 2.0% 70.8% 15.8% 86.8% 3.3%
MA C&I2010-2012 8.1% 25% 728% 12.6% 85.4% 4.0%
Rhode Istand [
RI RES 2011 17.4% 12.0% 63.4% 5.2% 69.7% 0.9%
RI 112011 2.0% 0.0% 98.0% 0.0% 98.0% 0.0%
RI C&l 2011 13.6% 8.0% 51.7% 19.1% 70.8% 76%
California
SCE 2009 13.5% 9.4% 75.8% 1.3%
PG&E 2009 17.7% 7.3% 74.4% 0.6%

More detailed information about the proposed program budgets is discussed
below.

The proposed 2011 Residential EE budget would reduce sales and
marketing by 60% to only $1.3 million, relative to the 2010 budget of $3.3
million. Sales and marketing in the 2011 budget comprise only about 1.5%
of the total residential budget of $88 million (or 1.6% when OCE’s budget is
allocated equally among CEP programs), a comparatively small share (see
Table 2). For example, Massachusetts EE program administrators are
planning to spend about 7% of its residential EE program budget on
marketing. Other utilities are also spending more. The proposed budget for
training is also very small - only $0.35 million, or 0.4%, of the total 2011 EE
budget. Utilities in other states are putting more focus on training and
technical support. For example, EE programs in Massachusetts and

Maryland spend about 19% to 21% of their total residential EE budget on
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“Sales, Technical Assistance & Training”, while the proposed 2011 CEP
budget allocates only about 7.5% of its budget on the same cost category.
Rate Counsel believes that more aggressive and innovative marketing of
energy efficiency programs and products and more extensive training of
contractors and building owners would be needed to support the greater
energy savings goals in the Energy Master Plan and the CRA budget order.®

To accommodate the large cut to the marketing budget, Honeywell
proposes to shift from print to online forms, brochures, and other web-based
material for information dissemination, and to reduce media and event
support. While some streamlining of marketing may be appropriate, the
proposed cuts will likely result in reductions in public awareness of the
services and incentives available to it. Moreover, a lower program profile
may result in lower awareness of the benefits of energy efficiency, could miss
opportunities to encourage behavior changes in the long term, and hinder the
state’s effort to transform the energy efficiency market in such a way that
people purchase and install efficiency products and measures without
incentives.

Program evaluation is essential to verify energy savings from past
efficiency programs and for projecting energy savings from future programs.
Funds allocated for program evaluation in the 2010 budget were not spent.
The proposed 2011 budget for CEP EE program evaluation appears

insufficient, with only 0.5% of the total budget allocation for residential

® See pp. 20-21, Tables 15, 16, and 17 for estimated annual and lifetime electric and natural gas savings
consistent with the budget order’s recommended funding levels for the C&l, residential, and low income
clean energy programs.
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programs. (See Table 2). Other states are spending about 1% to 5% of the
annual sector budget on program evaluation. Rate Counsel is concerned
that there is insufficient budget to measure and verify energy savings and

demand savings that result from the CEP EE programs..
2. Residential New Construction

The 2011 Budget proposal would eliminate Tier 1 programs. In its
2010 budget comments, Rate Counsel recommended the elimination of Tier
1 programs. It is appropriate to adjust the design of the program to respond
to market norms. While thé market no longer needs an incentive for the
current version of Tier 1, a tiered system that gives higher incentives for
lower square footage homes is more consistent with State goals to cut
overall energy use and greenhouse gas emissions, not energy use per
square foot. The OCE and Honeywell should investigate a square-footage-
based lower tier that will incent greater energy savings than the 2010 Tier 1.

Honeywell proposes to reduce the budget for the refrigerator recycling
program. Rate Counsel does not concur with the rationale for this
elimination. Previously Rate Counsel has objected to eliminating this,
because of its high cost effectiveness. Rather than reducing the budget,
marketing efforts for this program should be stepped up to make the most of

limited EE funds.
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Honeywell also proposes to eliminate rebates for room air
conditioners. In its comments on the 2010 program proposals, Rate Counsel
questioned whether this rebate should be continued based on questionable
cost effectiveness. Honeywell also proposes to eliminate rebates for
dehumidifiers, because the market has already transformed. Rate Counsel

supports both of these changes.

F. COMMERCIAL & INDUSTRIAL

1. C&l Marketing, Training and Technical Support Budgets

The proposed 2011 marketing budget for C&| EE programs is less
than 1% of the total budget. (See Table 2 above) The training and technical
support budget for C&l is slightly more than 1% of the total budget. In
comparison, other states, including two efficiency leaders--Massachusetts
and California—and a fellow mid-Atlantic state, Maryland, are spending more
on marketing, technical support and training in general. 1d. The budget on
marketing by these states ranges from 2% to 8% for the C&l sector. These
states are also spending about 13% to 22% for “Sales, Technical Assistance
& Training” (See Table 2 above) while the proposed 2011 CEP budget
allocates only 4.5% of its budget to this same budget category. In general,
New Jersey has a long term goal to transform the market so that EE

measures will be implemented without subsidies. To meet this goal, as well
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as to promote EE deployment with smaller incentives, the EE programs
should focus more on marketing and develop innovative marketing

strategies.

2. TEACH Schools’ Program

The TEACH program seeks to “educate students, teachers, and staff,
while simultaneously enhancing the ability of schools to manage operational
energy use and to comprehensively access New Jersey Clean Energy
Programs. Rather than directly delivering technologies, the program builds
institutional and individual capacities to understand and implement energy
efficiency and environmental concepts and measures in an ongoing fashion.”
TRC proposes to discontinue the TEACH program, although efficiency
services would still be available to schools through other programs. In its
comments on last year's C&I proposal, Rate Counsel noted that (1) TEACH
should be expanded, and (2) evaluation of the TEACH program is important.
The C&I program evaluation RFP (dated July 7, 2010) did not include a study
of TEACH's effectiveness, as was recommended by the 2010 final evaluation

plan dated Jan 27, 2010.” Although energy savings from educational

programs like TEACH typically are not quantified, the information arising from

” The evaluation plan states that “AEG will coordinate with CEEEP, with support from the C&I Program
Manager, to develop an RFP for an outside contractor to perform this study” involving an interview survey of
program participants. An accompanying table showing 2010 Evaluation Activities lists the TEACH program
evaluation at the bottom, but the accompanying timeline does not list evaluation of TEACH separate from
SmartStart or C&l equipment saturation.
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such an evaluation is crucial in making decisions that could result in drastic
program changes, such as the termination of a program.

Discontinuing this program may be short sighted, given the state’s
mid- to long-term EE goals under the Energy Master Plan. TEACH costs
little relative to the other programs: the 2010 budget for this program ($1M)
was less than 1% of the total 2010 C&I budget ($125M). The cost of
educational materials for students is only a fraction of that budget. Although
their benefits are difficult to quantify, educational materials are probably
highly cost effective: they increase energy efficiency awareness—potentially
over the long term—and transform the energy efficiency market in the mid to
long term perspective by encouraging consumers to save energy and/or
choose energy efficiency measures without the need for costly economic
incentives.

TEACH provides an existing, familiar channel for dissemination of
energy efficiency educational materials to schools. To the extent that
educational materials are available elsewhere (e.g., from the Alliance to Save
Energy), the CEP Market Manager should ensure that schools are aware of
the existence of these materials and how to get them, on an ongoing and

periodic basis, regardless of whether TEACH is continued in its present form.

3. C&l Sector Specific SmartStart program

18



Under TRC’s proposal, various training and technical support related
services would be eliminated including (1) training on energy efficient
building management (2) technical assistance (3) technical study incentives,
and (4) comprehensive support incentives. At the October 26, 2010 CEP-EE
Sub-commitiee meeting, TRC stated that these services are costly, and that
there is not a lot of demand for them. Because the C&l program is
continually reaching new customers, training on energy efficient building
management will be always important to ensure that measures realize their
full potential savings. If New Jersey is to increase energy savings toward a
goal of roughly two percent of annual electricity sales in the long term, we
recommend that the Board not cut the budget for C&I technical support. We
also recommend the Board should maintain sufficient budget for technical
support to maintain and build human capacity and institutional infrastructure

to support the state’s long-term, aggressive energy savings goals.
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Il. Rate Counsel Comments
on the Proposed Renewable Enerqy
Program Budget for 2010-2011

A. Introduction

The Office of Clean Energy (“OCE”) is proposing a 2011 renewable energy
(“RE”) program budget of $73 million. This budget, provided in Table 1 below, includes
a $68 million carry-over from the 2010 RE budget, as well as $5 million in additional
spending. OCE is also proposing to re-distribute approximately $5 million in funding
from various programs from 2010 RE budget carry-overs to the Renewable Energy
Incentive Program (“REIP”), the successor to the Board’'s former rebate mechanism
called the Consumer On-Site Renewable Energy (“CORE”) program.

Table 1: OCE Proposed 2011 RE Budget

Renewable Energy Programs

NJBPU
Approved Estimated Estimated New Line Final
2010 2010 2010 2011 ltem 2011 Estimated
Budget Expenses Carry Over Funding Transfers Budgets  Commitments
f)=
(a) (b} (c)=(a)-(b) (d) (e) (c)+(d)+(e} (@

Customer On-Site

Renewable Energy $ 55,070,000 $ 33,680,956 $ 21,389,044 $  (589,044) $ 20,800,000 $ 20,800,000
Clean Power Choice $ 123,115 § 118,958 { 4,157 $ {4,157} § - $ -
Offshore Wind $ 13,870,253 $ 900,000 $ 12,970,253 $ (3,000,000) $ 9,970,253 $ 9,970,253

Renewable Energy
Incentive Program $ 66,480,200 $ 37,020,169 $ 29,460,032 $ 5,000,000 $ 5078,111 $ 39,538,142 $ 25,500,000
RE Marketing $ 394,756 $ 356,402 % 38,354 (38,3547 $ - $ -
Edison Innovation

Clean Energy Fund

(formerly CST) $ 5,940,000 $ 1,723,361

o

€A

4,216,639 3 (1446558} $§ 2,770,083 $ 2,770,083

B. Proposed 2011 CORE Funding Levels

The 2010-approved RE budget included approximately $55 million to continue
funding the outstanding obligations under the CORE program, which prior to the
implementation of the REIP was the one of the primary means by which renewable
energy projects received direct financial support. The CORE program, however, was



closed in 2008 to reflect the Board’s new policy goals moving larger renewable energy
projects towards greater reliance on the market-based support provided through
revenues available to project owners through the sale of Renewable Energy Credits
(‘RECs”) and Solar Renewable Energy Credits (“SRECs”). Regardless, the CORE
program, offering relatively generous funding support that likely over-incentivized
projects, has historically been in some form of funding backlog leading to long
application processing times and a long funding queue.

At the time CORE was closed, there were a number of applications in various
stages of the accumulated funding backlog: this was not just a one year backlog event.
However, after the program was closed, prior funding levels were carried over, in each
subsequent budget year, to phase out those prior CORE applications in the project
backlog. The backlog “burn-off” process associated with program closure has been
going on for over two years, and even though $33.6 million was spent winding down the
original program backlog in 2010, there is still an additional $21.4 million in ratepayer
funding that has not been put to direct use.

Earlier this year, in comments presented at the March 25, 2010 public hearing
concerning Staff’'s Straw Proposal for modifications to the 2010 CEP budget, Rate
Counsel raised serious reservations about the continued multi-year failures of this
continued program wind-down. In fact, the 2010 Budget included program carry-overs of
some 84 percent of the amount allocated to the CORE program in the prior year. This
amount appears to be slightly down in the currently-proposed 2011 budget, but carry-
overs still represent a significant 40 percent of the prior-year 2010 budget.

Rate Counsel recommends that the Board discontinue funding for the CORE
program in the 2011 budget and return those dollars to ratepayers for the following
reasons:

¢ The CORE transition process has been ongoing for two years with no end. While
program carry-overs are admittedly lower, there is still a significant $20.8 million
that is unneeded for continued solar energy development, but clearly needed for
ratepayers in these challenging economic times.

e Cancelling the funding for the CORE program in 2011 will have no impact on
future solar development since the program has been closed.



e OCE noted in its program evaluation that rebates are no longer needed in today’s
market for projects of any size.! Thus, continued CORE funding is unneeded
given the current solar energy market structure. Continued funding simply offers
a “free ride” to solar projects that attain money under this closed program.

e There are other funding and financial mechanisms that exist to support solar
development, including tax incentives, revenues that individual projects secure
from the sale of their SRECs (i.e., SREC revenues), and long-term contracting
under the programs implemented by Atlantic City Electric Company (“ACE”),
Jersey Central Power & Light Company (“JCP&L”), and Rockland Electric
Company (“RECO”). Further, high participation in the current “spot” SREC
market would suggest that the market-based mechanisms established by the
Board are relatively attractive in encouraging solar energy development without
rebates.

1. Proposed 2011 Clean Power Choice Program Funding

OCE proposes to reallocate the $4,157 budget carry over from the 2010 budget
for the Clean Power Choice program into the REIP. Total funding for the Clean Power
Choice program would be eliminated from the 2011 RE Budget.

Rate Counsel supports OCE’s proposal to eliminate $4,157 million from the
Clean Power Choice program funding in the 2011 RE Budget. OCE’s proposals for the
REIP, including the funds proposed to be reallocated, are discussed below.

2. Proposed 2011 Offshore Wind Program Funding

The 2010 RE Budget is estimated to have close to $13 million in project funding
carry-over. OCE proposes to apply this carry-over to the 2011 Proposed RE budget.
No new dollars are proposed to be allocated to offshore wind (“OSW”) in the 2011 RE
budget. Further, OCE proposes to take roughly $3 million of the $13 million 2010
offshore wind carry-over and re-allocate it to the 2011 REIP budget. OCE proposes a

1

Honeywell's Residential Energy Efficiency and Renewable Energy Program Filing for 2011, p. 37
(October 20, 2010).



final 2011 offshore wind budget allocation of close to $10 million (i.e., $13 million less
the $3 million re-distribution).

Rate Counsel has no specific recommendation regarding the offshore wind
funding levels at this time since the total funding and reallocation have no detailed
discussion or explanations. Presumably, the $10 million included in the proposed
budget is needed to continue prior offshore wind meteorological station funding
approved by the Board in Docket No. EO07030203.% If this is the case, Rate Counsel
supports this allocation. However, as a general matter, Rate Counsel recommends
ratepayer credits for any dollars that go beyond a prior Board-approved commitment for
OSW projects. The recently enacted Offshore Wind Economic Development Act, P.L.
2010, c. 57, and the ongoing Board offshore wind rulemaking designed to implement
this legislation, should provide adequate financial support for OSW projects. Therefore,
Rate Counsel believes that continued OSW funding through the RE budget is
unnecessary. Rate Counsel recommends discontinued CEP funding support for OSW
on a forward-going basis.

3. Proposed 2011 Renewable Energy Incentive Program Funding

The current REIP 2010 budget is estimated to have $29.5 million in carry-over
funding. OCE proposes to apply this amount, in addition to $5 million in new funding,
and $5.1 million in funds transferred from other RE budget program carry-overs, to
arrive at a 2011 proposed total REIP funding level of $39.5 million.

The new spending allocated to the REIP budget ($9.8 million) is comprised of a
number of items that include:

e $5 million in direct incentives for wind and biomass power development.
¢ $3.8 million for a new program referred to as the EDC Solar Financing
Incentive.

e $1.0 million for the renewable energy manufacturing incentive.

? In the Matter of Comprehensive Energy Efficiency and Renewable Energy Resource Analysis for the
2009-2012: 2010 Programs and Budgets: Compliance Filings; New Jersey B.P.U. Docket No.
EO07030203. January 8, 2009.



For the reasons explained below, Rate Counsel opposes all of the proposed new

spending, and recommends that the entire $9.8 million be credited to ratepayers.

a. Onshore Wind and Biomass Incentives

OCE proposes $5.0 million in incentives (rebates) for onshore wind and biomass
projects. This proposed spending, in turn, is distributed between (a) continued rebates
for onshore wind and biomass projects and (b) financial support to conduct project
feasibility studies. OCE suggests that onshore wind and biomass rebates are
necessary since they “remain in the earlier stages of market evolution.” Rate Counsel
disagrees with this position and notes there is no support for OCE’s assertion that
biomass or onshore wind is in its infancy relative to other types of renewables. Both
biomass and onshore wind are relatively competitive renewable energy resources, have
been around for decades, and are certainly orders of magnitude more cost-effective
than solar. Yet, in-state solar installations, in terms of the number of installations and
capacity, far exceed wind and biomass despite their significant relative cost
disadvantage.

Rate Counsel believes limited in-state onshore wind and biomass development
have less to do with “market evolution” than they do with policy attention. OCE’s
renewable energy policy initiatives over the past four years have been almost
exclusively focused on promoting solar energy, with limited policy attention (outside of
continued rebate spending) paid to other renewable energy resources, with the recent
exception of offshore wind. Rate Counsel has noted in prior RE budget comments and
filings that onshore wind, as well as biomass, face many of the same issues with longer-
term contracting that were faced by solar energy. While state policy has developed a
number of programs to securitize solar projects, no such programs have been
developed for onshore wind and biomass.

Rate Counsel believes that enhancing the contracting and market opportunities
for in-state onshore wind and biomass projects would be more productive than
continued rebate support. If solar energy can be corhpetitive without rebates, as

articulated by OCE, then onshore wind and biomass should be equally competitive,



particularly if longer-term regulatory risks hampering project development can be
addressed.

Thus, Rate Counsel recommends that the Board eliminate rebate funding for
onshore wind and biomass, and direct OCE to open a generic market design
investigation for these renewable resources comparable to past efforts expended for
solar energy development. The lessons learned from the solar securitization and
Generic SREC proceedings, with consideration of the unique characteristics of onshore
wind and biomass (such as local permitting challenges and renewable fuel logistics),
should be applied to this future investigation. Rebates and direct funding would be
unnecessary if the appropriate market design mechanisms were constructed. Further,
requiring onshore wind and biomass to rely on the same (or similar) market
mechanisms (i.e., exclusive reliance on market-based mechanisms instead of direct
rebates) would result in policy consistency across all renewable energy technologies,

and would allow close to $5.0 million in funding to be credited to ratepayers in 2011.

b. EDC Solar Financing Incentive (“ESFI”)

OCE proposes to allocate $3.8 million to a new program that it has entitled the
“EDC Solar Financing Incentive” or “ESFL.” The purpose of the program is to
“encourage participation in the EDC financing programs.” OCE has offered no
explanation regarding why financial preferences and incentives should be given to
projects participating in these long-term contracting programs nor has it provided any
indication of the benefits that would arise from the new incentive program.

Rate Counsel is strongly opposed to the ESFI for the following reasons:

e The proposal is not based on any evidence showing that benefits are likely
to exceed costs. Stakeholders, and some parties fo the Settlement
Agreements in those proceedings, including Rate Counsel, have
expressed concerns, if not direct objections, to similar proposals in the
past. The Board should not approve any new funding mechanism without
a clear showing that its benefits exceed costs.

e The proposal raises a number of equity issues since it would take funds

collected from the SBC of all New Jersey ratepayers yet only offer ESFI-
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based rebates to those EDCs that have solar long-term contracting
programs, which excludes PSE&G. This will add costs for PSE&G
ratepayers and compound the problem created by that utility’s refusal to
participate in such programs.

e OCE has provided no evidence that the rebates would result in lower cost
SREC contracts, or that bidders would be required to reduce their SREC
offers by the amount of the incentive.

e The proposal is entirely inconsistent with OCE’s earlier conclusions that
the solar energy market, at all size levels, can function without direct
subsidies. The ESFI is simply another form of subsidy that is not needed
to develop solar energy.

o The ESFI would likely result in a profit “windfall” for small-scale solar
installations since long-term contracting participation has started to
increase, particularly in the JCP&L service territory.

e Increasing installation size eligibility in the EDC long-term contracting
programs would likely lead to a larger amount of solar energy generation,
at lower unit costs, with no additional supplemental rebate funding, than
the ESFI proposal offered by OCE.

Rate Counsel recommends the Board reject the proposed ESFI and credit $3.8

million back to ratepayers.

c. New Jersey Renewable Energy Manufacturing Incentive (“REMI”)

OCE proposes to spend $1.0 million on incentives for in-state solar energy
manufactured equipment. Rate Counsel recommends this proposal be rejected since
the proposal comes with no corresponding analysis of the benefits of such continued
funding relative to a ratepayer credit. While in-state solar energy manufacturing may
stimulate in-state jobs, so do the day-in and day-out expenditures of New Jersey

households. Rate Counsel argues that in the current economic environment, a better



form of economic stimulus would be applying rate and bill credits to ratepayers, rather
than allocating these funds to programs that have shown dubious benefits.

Rate Counsel recommends that the proposal to allocate $1.0 million to the REMI
be rejected.

4. Proposed 2011 RE Marketing Funding

The 2010 RE Budget has a $38,354 carry-over for renewable energy marketing.
No new funding is proposed in the 2011 budget for RE marketing and OCE proposes to
apply the carry-over from the 2010 budget to the REIP.

Rate Counsel supports the recommended RE marketing funding level for the
2011 RE budget.

5. Proposed 2011 Edison Innovation Clean Enerqy Fund

The 2010 RE Budget currently has some $4.2 million in carry-overs associated
with the Edison Innovation Clean Energy Fund, aiprogram designed to support New
Jersey-based technology companies developing new and emerging alternative energy
technologies. This carry-over is approximately 70 percent of the Board-approved 2010
budget for this program. Only $1.7 million was spent in the current year, an amount
comparable to prior budget years. Like the CORE program, the Edison Innovation Fund
is a budget item that has repeated carry-overs that raise considerable questions about
program effectiveness. OCE proposes to apply the carry-over of $4.2 million to the
2011 RE Budget less $1.5 million that will be transferred to REIP. This leaves a total of
$2.8 million for 2011 Edison Innovation funding.

In past budget comments, Rate Counsel has raised concerns about renewable
energy programs paid for through ratepayer dollars. These concerns involve questions
with the need, the funding levels, and/or prioritization of the programs themselves.
These concerns become particularly heighted in the current budget environment when
tough choices regarding renewable energy development must be made.

Rate Counsel recommends that the current funding for the Edison Innovation
Fund be eliminated in the 2011 RE budget. As we have noted in the past, while special

studies, renewable project grants, green venture capital, and innovation funds all have
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certain degrees of merit, they all have difficult-to-measure outcomes, and at best,
outcomes that are attained in the long run, if ever. These dollars, at least for 2011 RE
Budget purposes, should be credited to ratepayers. Funding levels should be
reassessed in the future when the economic environment is more secure and this

becomes more of a luxury that New Jersey ratepayers may be able to afford.

C. Rate Counsel Recommended 2011 RE Budget Funding Levels

In conclusion, Rate Counsel recommends a 2011 RE Budget that limits
continued RE funding to prior offshore wind commitments only ($9.9 million). Rate
Counsel recommends that any program carry-over funds from the 2010 RE Budget be
credited to ratepayers. Rate Counsel also recommends that all renewable energy
rebates be discontinued consistent with the Board's goals of using market-based
mechanisms rather than direct rebate support for renewable energy project
development. Rate Counsel strongly disagrees with OCE’s proposal to establish a new
solar energy subsidy through the establishment of an ESFI. Such a proposal is entirely
inconsistent with OCE’s finding that solar rebates are no longer needed for any size in
New Jersey. Lastly, Rate Counsel encourages the Board to direct OCE to open an
investigation examining opportunities where other types of non-rebate oriented market
design reforms could be used to support development of cost-effective New Jersey-
based non-solar renewable energy resources.



