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BY THE BOARD:
Background and Procedural History

P.L. 2008, Chapter 83, enacted on September 10, 2008, amends N.J.S.A. 18A:18A-42;
18A:64A-25.28 and 40A:11-15. (the Legislation) to allow local boards of education, county
colleges and local government entities to enter into contracts for a term not to exceed 15 years
for the provision of energy conservation and renewable energy. The Legislation mandates that
“these contracts shall be entered into only subject to and in accordance with guidelines
promulgated by the Board of Public Utilities establishing a methodology for computing energy
cost savings. In this Order the Board will consider proposed guidelines required by the
Legislation.

Proposed Guidelines

Several standard cost benefits tests have been used historically in both New Jersey and by
many other states across the country. The tests that have become standard practice across the
country are set out in the California Standard Practice Manual, Economic Analysis of Demand
Side Programs and Projects. These tests include the Participant Cost Test which assesses the
costs and benefits of energy efficiency and renewable energy projects from the perspective of
the customer.

By Order dated January 18, 2008, Docket No. EO07120961, the Board approved Protocols to
Measure Energy Savings (the Protocols). The Protocols estimate energy savings in units of
energy such as kilowatt hours or therms. The intent of the guidelines under discussion herein is



to monetize the estimated energy savings or renewable energy generation and to compare the
savings in dollars to the costs.

The Participant Cost Test compares the net cost to a customer, including capital costs,
financing costs and ongoing operation and maintenance (O&M) costs, less any rebates, tax
credits or other incentives, to the savings realized from installation of the measures including the
cost of avoided purchases of electricity and natural gas and O&M savings. A result greater than
1.0 demonstrates that the savings exceed the costs.

The Legislation allows school boards, county colleges and local government entities to enter
into long-term contracts for the purchase of energy efficiency or renewable energy services. The
Participant Cost Test will provide school boards with the information needed to make informed
decisions regarding the benefits of proposed energy efficiency and renewable energy projects
and will provide a basis for comparing competing proposals.

Subsequent to the enactment of the Legislation, the Office of Clean Energy (OCE) engaged
Rutgers University Center for Energy, Economic and Environmental Policy (CEEEP) to develop
draft guidelines for computing energy cost savings for energy efficiency and renewable energy
systems. CEEEP proposed that the Participant Cost Test be used to determine the cost-
effectiveness of energy efficiency projects. The Participant Cost Test estimates both the
participant's costs and benefits to determine the overall cost-effectiveness of the project. The
general form of the equation is:

Participant Net Benefit = Total Participant Benefits — Participant Costs

The proposed guidelines included algorithms for calculating energy savings incorporating the
concepts set out above and recommend standard values for certain inputs.

The proposed guideline for renewable energy projects is based on algorithms that determine the
energy cost savings from a negotiated power purchase agreement. Calculating the relative
difference in rates and multiplying by the total renewable energy purchased will show the
resulting savings. Input is based on fixed assumptions and data supplied from the renewable
energy contract application form.

At the January 21, 2009 Energy Efficiency (EE) Committee meeting OCE alerted meeting
participants that it would be circulating draft guidelines for comment. On January 23, 2009, the
OCE circulated draft guidelines prepared by CEEEP to the Clean Energy Council’ and the EE
and Renewable Energy (RE) committees and requested comments on the proposal. CEEEP
also requested comment on a number of cost benefit input values.

Summary of Comments

The only comments submitted were from Nautilus Solar Energy (Nautilus). Nautilus
recommended adding language that would exempt PPA’s from the statutory requirement that
multiyear contracts include a clause making such contracts subject to the availability and
appropriation annually of sufficient funds. Nautilus recommended that the term participant be
clarified to mean the utility ratepayer; that the language be clarified to confirm that the
Participant Cost Test includes tax incentives; and that for renewable energy contracts that the
calculation should not include any discount rate with respect to savings.

! The Clean Energy Council is open to any member of the public and functions as a public stakeholder
group.

2 Docket No. EO09020128



Response: The Board has no authority to exempt PPA's from the statutory requirement that
multiyear contracts include a clause making such contracts subject to the availability and
appropriation annually of sufficient funds. The proposed guidelines have been modified to
clarify that the participant is the utility ratepayer and that the Participant Cost Test includes tax
incentives.

The OCE disagrees with the recommendation that for renewable energy contracts the
calculation should not include any discount rate with respect to savings. Renewable energy
contracts could include payment streams where prices exceed alternative costs in some years
and are lower than alternative costs in other years. In these situations it is necessary to discount
the savings to determine if the contract produces overall savings over its term.

Subsequent to the receipt of comments and further discussions with the OCE, CEEEP
submitted revised proposed guidelines that incorporated the clarifications discussed above.
OCE has reviewed the revised proposed guidelines for calculating energy cost savings and
believes they represent a reasonable approach to meeting the requirements of the legislation
and will allow for public school, county colleges and local government entities to develop energy
efficiency and renewable energy projects as anticipated by the Legislation.



