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April 26, 2013

The Honorable Kristi Izzo

Secretary, New Jersey Board of Public Utilities

44 South Clinton Avenue, 9th Floor

PO Box 350

Trenton, NJ 08625-0350

Re: Comments on the Staff Straw Proposal for New Jersey's Clean Energy Program Comprehensive

Resource Analysis

Dear Secretary Izzo,

Please accept these comments and recommendations on the Staff Straw Proposal for New Jersey's Clean

Energy Program Comprehensive Resource Analysis ("Proposal") issued by the NJ Board of Public Utilities

{"BPU") on March 28, 2013.

It was a pleasure testifying before President Hanna and Commissioner Fox on Tuesday, April 23, 2013. This

correspondence seeks to memorialize our comments and expand upon them where necessary.

RELEVANT BACKGROUND:

While most of the existing New Jersey Office of Clean Energy ("NJOCE") programs have served the NJ

ratepayer well in their various formats over close to 30 years, times and circumstances have changed and

hence we respectfully suggest that the existing Energy Efficiency (EE) programs change as well to meet the

new challenges posed by the 21st century.

Over the last 60 years the population of America has increased 2X while the electricity traveling across our

power lines has increased 7.5X. There appears no end in sight to America's thirst for energy and quite frankly

our existing generation and transmission lines can't keep up with the pace.
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We are quickly approaching the "perfect energy storm". We need new transmission lines and power

generation but no one wants them "in their backyard". We don't have to look far to see how true this

statement is than NJ. The governor has approved three (3) new power plants and yet only one has begun

construction with serious doubts that it will be completed on schedule and the other two (2) plants are

embroiled in legal battles. Much the same is true with new proposed transmission lines.

To make matters worse, Oyster Creek is set to be retired in a few years and where is the 690 MW loss in

generation going to come from?

A large number of the existing heavy polluting "peaker plants" are scheduled for shut down in the next few

years unless they take actions consistent with the Energy Master Plan ("EMP") to renovate, become more

efficient and bring emission levels down to meet NJDEP standards. We applaud this action but where is the

loss in generation going to come from if as predicted many of these "peakers" go offline forever?

As it is the PJM Interconnection ("PJM") can't provide sufficient power for NJ during extremely hot and humid

days without these "peaker" plants coupled with Capacity Demand Response ("DR"). NASA's Goddard

Institute for Space Studies states that 12 of the hottest years on record have occurred in the last 15 years!

NOAA who has been keeping meteorological records since 1880 says that 14 of the past 15 years have been

the hottest!!

Super storm Sandy and Irene proved beyond a shadow of a doubt that NJ's existing electrical infrastructure is

not "hardened" or "resilient" enough to deal with the devastation these storms can bring. There is mounting

evidence that supports the premise that these are no longer "100 year storms". These storms will become

more commonplace and there is not enough money NJ ratepayers can throw at "hardening" the existing

electrical infrastructure to prevent millions of people being without power yet again and again.

PJM is responsible for the electric traffic in 13 states including Washington, DC and NJ. So NJ is not their only

problem. PJM is having serious problems with reliability, stability and resiliency especially with the Frequency

Regulation issues brought about by intermittent generation from solar and wind. These problems will only

increase as states start to reach their RPS goals.

Put all of the forgoing into the mix and we have the "perfect energy storm". The resulting black outs will be

intolerable by the NJ population at large and an economy that is by many reports still anemic (particularly in

those NJ sectors heavily impacted by Super storm Sandy).

RECOMMENDATIONS TO AVERT A CATASTROPHE IN NJ:

We are not trying to be "alarmist" by using the word "catastrophe" but the aforementioned facts are clear.

We need to take action right now to avert a catastrophe. Our economy, our way of life, our Homeland

Security, our future and the future of the generations that come after us depend on the choices we make now.

On the positive side, the recommendations included in these comments will not only help resolve problems

with NJ's electric infrastructure and hence avert the "perfect energy storm", but will put thousands of people

back to work for decades which will make our anemic economy rebound and be a model for every other state

to emulate.

Page 2 of 5



May we suggest the following:

1. Develop a Smart Grid Program which will include but not be limited to incentives for the following:

a. Enhanced Building Automation (15% - 20% annual energy savings from intelligent control)

b. Fully Automated Demand Response

c. Frequency Regulation

d. Advanced Energy Storage

e. Advanced Data Mining, Monitoring and Fully Automated Energy Analysis sub metering (To prove

energy savings without the need for human intervention and isolate electrical equipment problems

before said problems turn into equipment failures, etc.).

f. Smart Grid does not mean so called "Smart Meters". "Smart Meters" are hardware that become

obsolete after 2-3 years but for which the electric ratepayer continues to pay for at least a 10 year

period at ~10.5% interest. No reasonable person would make that investment on computers for

their facility so how would it make sense to throw away ratepayer money on "Smart Meters".

Utility grade shadow meters cost less money, record data as quickly as once every second and

provide far more useful information/data. Let's put ratepayer money into smart grid software that

can adapt to future needs and hence not become obsolete.

g. Smart Micro Grids (Large facilities, university and corporate campuses, municipalities and cities)

2. Develop a Distributed Generation Program (Where CHP is not recommended). Some of the

benefits include, but are not limited to the following:

a. Distributed Generation ("DG") equipment is the same as CHP except that one does not use the

waste heat for other purposes. By default that means that this type of generation is very clean and

should be approved by the NJDEP (especially Tier IV i and later Tier IV f machines with emission

controls).

b. DG uses power at the facility it is serving and hence has no transmission losses (less polluting). It is

possible that existing "Peakers" that will be phased out can be replaced with DG strategically

scattered throughout the state of NJ where it is actually needed by the Commercial & Industrial

sector.

c. Unlike Emergency Standby Generators that are typically "dirty", can only run for about 48 hours

nonstop before "freezing up" and only handle emergency loads in a building (an elevator, some

lighting, some receptacles, some communication, etc.), DG are "clean", can run over 8000 hours

continuously and can provide 100% power for a facility (They can "island" a facility in the event of a

power outage from power grid stress, cyber attack of the power grid or a damaging storm).

d. After Super Storm Sandy many businesses in NJ were shut down for 1 - 2 weeks resulting in a

major hit to the economy.

$25,000,000,000 ($25 trillion)

Estimated dollar value of the lost business activity as a result of Sandy, according to

financial analysis firm IHS Global Insight.

We can't afford another super storm.
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With the aid of Smart Grid technology, DG can also be used for multiple income producing purposes

such as peak shaving, base loading, DR and Frequency Regulation. In order to use DG in these ways,

expertise in the form of architects, engineers, telecom, trades (electricians, pipe fitters, controls

technicians, sheet metal contractors, riggers, masons, general contractors, etc.) and others will be

required. This means JOBS-JOBS-JOBS!

Everyone benefits:

1) Facility owners.

a) Receive incentives from PJM for DR and Frequency Regulation;

b) Realize reduction in their utility bills from peak shaving and base loading;

c) Can keep their operations running in "island mode" thus keeping their employees gainfully

employed during power outages. Hence the economy does not get as negatively impacted

as it would without DG.

2) PJM.

a) Would be more reliable, stable and resilient

b) Would not need as many "Peakers". Less pollution, transmission losses, Frequency

Regulation issues.

c) Wholesale electric rates to electric rate payers would go down.

3) Utility Companies.

a) Would have more time to design, engineer and implement T&D "hardening".

4) NJBPU.

a) Far less complaints as a result of outages.

b) More time to redirect resources to study other national and European clean energy

programs and learn from their mistakes as they embark on Demonstration Pilots to test out

additional ways to reduce energy rates (including promotion of EVs).

5) Governor's Office.

a) Benefits from robust economy. Can put back $800 million into Clean Energy Program to

replicate success of NJOCE.

b) Benefits from improved Homeland Security.

c) Avert the very real potential of a catastrophe caused by the "perfect energy storm"

3. Streamline P4P Program.

a. The existing P4P program was created with all the right intentions namely to ensure that the

energy rate payer got their money's worth by only paying contractors/end users based on good

performing energy projects.

b. Sadly, this program has never created sufficient jobs. Why?

1) It is hampered by the requirement of a computer model that is hotly contested by contractors

(including highly qualified, experienced contractors).

2) This computer model should no longer be required.

3) Various advanced data mining, monitoring and fully automated energy analysis sub metering

programs should be tested and approved to Measure & Verify energy savings with no need for

human intervention.
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4) The Market Manager should simply access whether a proposed energy project has a

"reasonable" chance of success. If it does, then the contractor should simply be given an

approval to move forward with the project. The aforementioned three (3) steps will result in a

major increase in JOB CREATION.

5) The initial intent of the P4P program will remain intact because the contractor will not get paid

the full incentive for an energy project unless the aforementioned sub metering system proves

an energy savings of at least 15%. Energy Savings in excess of 15% shall be paid to the

contractor in the form of a bonus to help pay down the project and incentivize the contractor

to do a better job for the client.

c. The NJ government "Red Tape" commission should look into ALL complaints with respect to how

the Market Manager is running the program and, where appropriate, make necessary changes to

streamline the process.

CONCLUDING COMMENTS:

ALL NJOCE programs should pay incentives based on performance. This will assure that the rate payer gets

the "biggest bang for the buck" from their Societal Benefits.

California has been the national leader in energy programs including smart grid technology. However as a

result they have also made many mistakes. NJ can learn from those mistakes and make our EE programs

better and ultimately take a leadership role in smart grid and DG technology in America.

In the process we can rebuild our economy and have a more reliable, stable and resilient power grid.

Thank you for your kind attention to our comments and recommendations.

Warm regards,

Rey Montalvo

President & CEO

Cc: President Robert Hanna

Commissioner Jeanne Fox
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State of New Jersey
DIVISION OF RATE COUNSEL

CHRIS CHRISTIE 140 EAsT FRONT STREET, ‘1” FL
Governor P.O. BOX 003

KIM GUADAGNO TRENTON, NEW JERSEY 08625 STEFANIE A. BRAND
Lv. Governor Direcior

April 26, 2013

VIA REGULAR AND ELECTRONIC MAIL
Honorable Kristi Izzo, Secretary
New Jersey Board of Public Utilities
44 South Clinton Avenue, 9th Floor
P.O. Box 350
Trenton, New Jersey 08625

Re: I/M/O Comprehensive Energy Efficiency and Renewable
Energy Resource Analysis for the 2014-2017 Clean Energy
Program (“CR4 IV”)
BPU Docket No.: E011050324V
Comments on the Revised Straw Proposal (March 28. 20131

Dear Secretary Izzo:

Enclosed please find original and ten copies of comments submitted on behalf of the New Jersey
Division of Rate Counsel in connection with the above-captioned matter. Copies of the comments are
being provided to all parties by electronic mail and hard copies will be provided upon request to our
office.

We are enclosing one additional copy of the comments. Please stamp and date the extra copy as
“filed” and return it in our self-addressed stamped envelope.

Thank you for your consideration and assistance.

Respectfully submitted,

STEFANIE A. BRAND
Director, Division of Rate Counsel

By: K
Kurt S. Lewandowski, Esq.
Assistant Deputy Rate Counsel

c: (via e-mail)
OCE(~bpu.state.nj.us
Rachel Boylan, Esq., BPU
Elizabeth Ackerman, BPU
Mike Winka, BPU
Anne Marie McShea, BPU
Mona Mosser, BPU
Benjamin Hunter, BPU

Tel: (609) 984-1460 • Fax: (609) 292-2923 • Fax: (609) 292-2954
http://www.nj.povfrpa E-Mail: njratq,ayçrç2~rea,state.ni.us

New Jersey Is An Equal Opportunity Employer • Printed on Recycled Paper and Recyclable



IIMJO Comprehensive Energy Efficiency and
Renewable Energy Resource Analysis for the

2014-2017 Clean Energy Program (“CRA IV”)
BPU Dkt. No. E011050324V

Re: “OCE Revised CR4 Straw Proposal — Proposed Funding Levels
FYI4-FY17 (dated March 28, 2013)”

Comments submitted by the
New Jersey Division of Rate Counsel

April 26, 2013

INTRODUCTION

The Division of Rate Counsel (“Rate Counsel”) would like to thank the Board of Public

Utilities (“BPU” or “Board”) for the opportunity to present comments regarding the April 17,

2013 Revised Straw Proposal (“Revised Straw Proposal”) for funding levels for the New Jersey

Clean Energy Program (“NJCEP”, “CEP”) for the 2014 through 2017 budget years. Rate

Counsel previously presented comments in this matter regarding Board Staff’s original Straw

Proposal on October 26, 2012.’ The Straw Proposal contained Board Staff’s proposed funding

levels for the four twelve-month periods ending June 30, 2014, June 30, 2015, June 30, 2016,

and June 30, 2017, referred to in the text of the Straw Proposals as the 2014 through 2017 budget

years.2

Re: Staff Draft Straw Proposal NJCEP 2013 through 2016 Funding Level Now the NJCEP
2014 through 2017 Funding Level Comprehensive Energy Efficiency and Renewable Energy
Resource Analysis August 22, 2012 BPU Docket No.: EO1 l050324V, Comments of the New
Jersey Division of Rate Counsel, October 26, 2012.
2 Within the Revised Straw Proposal, references to ‘Budget Years’ have been replaced by the

term ‘Fiscal Year’.

I



Subsequent to Rate Counsel’s original comments on October 26, 2012, Board Staff

circulated a revised Straw Proposal (“Revised Straw Proposal”) on March 28, with further

revision on April 17, 2013, which significantly altered the original Straw’s proposed funding

levels. Board Staff’s proposal now requests that the Board establish funding levels for Fiscal

Year (“FY”) 2014 only, and defer a decision on funding levels for FY 2015, 2016 and 2017 until

after the Board engages a new Program Administrator (“PA”), and the PA develops a Strategic

Plan transitioning the NJCEP programs to meet Governor Christie’s stated goals, as laid out in

the 2011 Energy Master Plan (“EMP”).3 The Straw Proposal proposes to collect from New

Jersey ratepayers $227.665 million in FY14 to fund the OCE’s existing energy efficiency (“EE”)

and renewable energy (“RE”) programs, including costs to administer them, as well as certain

Economic Development Authority (“EDA”) programs.4 Finally, the Straw Proposal proposes to

establish a separate new budget category for Combined Heat and Power and Fuel Cells (“CHP

FC”) programs, which was previously included within the EE program budget.5

As a preliminary matter, Rate Counsel recommends that the OCE should strive for more

accuracy in matching program budgets with actual spending. The historic inability of the CEP or

the Market Managers to spend the entire CEP annual budget and increase savings needs to be

addressed in the budgeting process. Rate Counsel submits that program budgets should be based

on realistic projections of program activity. Almost all of the budget should be spent each year,

and the OCE should propose a properly developed and supported plan to do so.

In addition, as a general matter, cost-benefit analyses should also be considered in

directing the annual program budgets to ensure that programs are likely to achieve the greatest

~ Revised Straw Proposal, p. 46.

“Revised Straw Proposal, p. 54.
~ Revised Straw Proposal, pp. 47-48.
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savings at lowest cost to ratepayers, while avoiding cream skimming and lost opportunities.

Otherwise, programs may not be prioritized in an effective way and there may be large amounts

of waste due to free-ridership and improperly designed programs. Finally, the CRA should be

based on realistic assessments of future energy costs in order to measure savings.

As discussed in detailed below, Rate Counsel supports the OCE’s proposal to await the

engagement of the PA and the development of a Strategic Plan before setting funding levels for

the FY 2015, 2016 and 2017. However, Rate Counsel has concerns about the OCE’s proposals

for FY 2014, which are set forth below



I. ENERGY EFFICIENCY

The March 28, 2013 CRA Straw Proposal (“Revised Straw Proposal”) puts forth a more

balanced, transparent approach for FE programs than the August 21, 2012 Straw Proposal. In

particular, Rate Counsel supports the revised proposal’s more cautious approach transitioning to

financing, increased emphasis on coordination with utilities, increased evaluation efforts,

attention to management of funds, and limiting the budget proposal to a single year given the

anticipated changes associated with the CEP at this time.

A. General EE Comments

Generally, the Revised Straw Proposal takes a measured approach to incorporating

financing into CEP incentives. Unlike the August 21, 2012 Straw Proposal, the current version

does not advocate for a rapid shift from rebates to financing; rather, it recommends “eliminating

a specific proposed allocation of funding to financing programs and replacing it with a process

for testing the potential benefits of financing programs through pilots and evaluation and other

research, prior to committing a specific level of funding to financing programs.” Revised Straw

Proposal, p. 15. Consistent with our previous comments, Rate Counsel supports this approach.

Rate Counsel agrees with the increased emphasis on coordination with utilities, as

discussed on pages 7 and 18 of the Revised Straw Proposal. However, Rate Counsel would like

to see a more specific timeline for convening a working group focused on improving CEP

coordination with utility FE programs.

Rate Counsel also appreciates the increased attention to program evaluation. As

discussed on pages 21 and 22 of the Revised Straw Proposal, the OCE recommends a review of

the most recent program evaluation plan and an increase in funding for evaluation compared to
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historical levels. As with utility coordination efforts, Rate Counsel would like to see a more

specific timeline for the review of the program evaluation plan. Rate Counsel looks forward to

working with the OCE and stakeholders in developing and refining EE program evaluation

activities.

Consistent with our previous comments, Rate Counsel also supports a review of CEP’s

fund management activity to better coordinate the collection of funds with the payment of

incentives. Revised Straw Proposal, p. 16.

Unlike the August 21, 2012 Straw Proposal, the Revised Straw Proposal does not propose

funding levels for the entire four year period. Reasoning that “the EMP sets out numerous goals

and objectives, such as ‘Redesigning the delivery and financing of State energy efficiency

programs’ that requires additional evaluation”, the Revised Straw instead proposes that the

Board establish funding levels for fiscal year (“FY”) 2014 only and defer a decision on the

funding levels for FY2015-2017. The FY2015-2017 funding levels would then be informed by

results of additional evaluation and a Strategic Plan. Revised Straw Proposal, p. 46. The

Strategic Plan is intended to guide the CEP as it moves from rebate and incentive-based

programs to market-driven programs and was a required element of the OCE’s PA proposals.

Rate Counsel understands that the award for the PA Request for Proposals and the development

of the Strategic Plan await resolution. Revised Straw Proposal, p. 15. Therefore, Rate Counsel

agrees that the determination of funding levels for FY20 15-2017 at a later date will allow time

for the transition to a new PA, and possibly the development of a Strategic Plan. Also, by that

time, other efforts supporting the basis for CEP EE program funding may be underway or

completed, such as a review of alternative financing mechanisms, development of a new



evaluation plan, and increased utility coordination. Rate Counsel supports revisiting the CRA at

a later time.

Meanwhile, Rate Counsel has a number of concerns with the Revised Straw Proposal for

EE, as set forth below.

B. EE Savings Levels and Allocations among Sectors

Rate Counsel notes that the portfolio and sector level savings and expenditure forecasts

developed and proposed for the entire energy efficiency programs for 2013 to 2016 need further

refinement. In general, Rate Counsel notes that the projected savings levels for FY20 13 are

much higher than historical levels. Rate Counsel understands that the energy savings forecasts

will be further refined after the new PA is in place, and evaluation and benchmarks studies are

completed, among other tasks. Rate Counsel looks forward to commenting on the revised

savings projections when they become available. The Board should provide for the submission

of comments by interested parties, including Rate Counsel, once the new projections are

released. Meanwhile, Rate Counsel’s observations regarding the current projections are set forth

below.

1. Electricity EE Savings Forecasts

On pages 40 to 45 of the Revised Straw Proposal, the OCE presents its energy savings

and expenditure forecast for NJCEP for 2013 through 2016 based on its review of the savings

and expenditure estimates developed by EnerNOC and Applied Energy Group (“AEG”).

Relative to the annual sales projection for 2013, OCE has projected over 1.2% in EE electric

energy savings for the residential sector. The projected savings level in 2013 for the residential

B



sector is in the range of historical achievements. However, the OCE residential savings

projection represents a 60% increase above the level achieved in 2011 and 2012. For the C&I

sector, the OCE projects 1% annual savings in 2013, which assumes that savings will nearly

triple relative to the historical savings rate in 2011 and 2012.6 Historically, annual electric

energy savings for the C&I sector in New Jersey ranged from 0.2% to 0.4% over the past 10

years.

2. Natural Gas EE Savings Forecasts

On pages 40 to 45 of the Revised Straw Proposal, the OCE presents its gas savings and

expenditure forecast for NJCEP for 2013 through 2016 based on its review of the savings and

expenditures estimates developed by EnerNOC and AEG. Unlike its projection of residential

electric savings, the OCE proposes a significant reduction in residential gas savings from the

current savings level. However, Rate Counsel notes that the CEP has recently achieved and

exceeded the OCE’s highest energy savings forecast of 0.16% as well as the EnerNOC’s

Achievable High Potential of 0.2%.~ Similar to its forecast for C&I electric savings, the OCE’s

forecast of 2013 natural gas savings for the C&I sector is roughly triple the historical annual

energy savings level. However, the C&I gas savings level was only 0.13% of annual sales or

about 300,000 dekatherms (“Dtherms”) in 2011 and 2012, yet the OCE’s projection pushes the

C&I gas savings level to nearly 0.4% or about 889,000 Dtherms in the following year, 2013.

Historically, annual gas energy savings for the C&I sector ranged from less than 0.1% to 0.25%

over the past 10 years in New Jersey.

6 The average savings levels from 2011 and 2012 are about 0.8% and 0.3% of annual sales for

the residential and the C&I sectors respectively.~ $~ table entitled “Natural Gas Energy Efficiency Potential Savings”, Revised Straw Proposal,

p. 37.
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C. EE Budget

Rate Counsel recognizes that the CEP budget will be further refined once the new PA is

in place. Presently, the OCE’s budget proposal does not break down proposed spending by

electricity or gas sector and is limited to one fiscal year, FY20 14. Revised Straw Proposal, pp.

45 and 54. In contrast, the OCE’s program savings and expenditure analysis goes out for 4

years. While Rate Counsel agree with limiting the proposal to one year at this time, it would

nonetheless be helpful to know what level of budget the OCE is expecting over the next four

years, even if only for illustrative purposes. Thus, Rate Counsel recommends that the OCE

present its preliminary, long-term budget forecast. Once the PA is in place, Rate Counsel

recommends that the OCE should release for comment a draft budget proposal with more detail,

as well as four-year projections going forward. Rate Counsel looks forward to a further review

of the budget projections at that time. In the interim, the OCE should note that its future budget

estimate is subject to change based on the progress made in FY14 and further studies.

D. Evaluation

Rate Counsel strongly supports the OCE’s recommendation for an increased level of

evaluation, as compared to past years. Revised Straw Proposal, p. 22. Although the OCE does

not provide any specific budget recommendation, 2% of the total budget would be a reasonable

budget level for evaluation, as proposed by the OCE. Rate Counsel also strongly recommends

that the OCE devote resources to executing and completing planned evaluation activities in a

timely manner in order to inform the budget process. Further, Rate Counsel recommends that, as

presented in the 2010 evaluation plan, evaluation studies should be comprehensive and include

impact evaluation, process evaluation, measure baseline evaluation, avoided costs, and protocol



updatesY Rate Counsel notes in particular that process evaluation is critical given that (a) the

CEP has been underperforming, in terms of annual electric and gas savings, relative to savings

achieved by other states and utilities over many years, and (b) the results of the evaluation would

be very useful for re-designing the existing programs to be administered by a new program

administrator starting next year.

The CEP has not met its own targets for EE program evaluation activities. The 20 10-

2011 Evaluation and Research Plan proposed various evaluation activities for 2010 and 2011, but

the majority of such activities have not been conducted to date as of April 2013.~ This point is

evident when comparing the historical budget and expenditures on CEP’s evaluation activities.

From 2009 to 2011, only 8% to 28% of the annual evaluation budget was spent, which represents

a total of $2 to $3 million unspent annually. ‘°

The Revised Straw proposal makes clear that New Jersey is spending significantly less on

evaluation than other states. The CEP spent $1.1 million on evaluation in 2011, about 0.6% of

the total CEP budget. Revised Straw Proposal, p. 20. In contrast, the Revised Straw Proposal

notes that typical evaluation budgets are in the range of 2% to 5% of program costs. Straw

Proposal, p. 22. For example, a 2009 ACEEE report found that both Massachusetts and New

~ Rutgers Center for Energy, Economic and Environmental Policy (“CEEEP”) 2010. 2010-2011

Evaluation and Research Plan: New Jersey’s Clean Energy Program Energy Efficiency and
Renewable Energy Programs, Final Report (January 27, 2010).
~ Such studies include, but are not limited to the following: (a) Residential Appliance Saturation

Survey, (1) C&I Equipment Saturation Survey, (2) Low Income Program Assessment, (3) EE
Impact on Advanced Energy Building Code, (4) SmartStart Buildings Impact Evaluation, (5)
Residential and C&I New Construction Baseline Studies, (6) Pay for Performance Process
Evaluation, and (7) Local Government Energy Audits Impact Evaluation.
~ Percent of budget spent was calculated using data from the “Admin” worksheet ofthe”2001-

2011 Program results(2).xls” workbook (available under 2011 reports at
http://www.njcleanenergy.comlmainlpublic-reports-and-library/financial-reports/clean-energy
program-financial-reports).
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York have spent or plan to spend about 2% of their energy efficiency program budgets on

evaluation. ‘ ~

Rate Counsel also notes that while the 2010-2011 Evaluation Plan states that the

“evaluation plan should be updated annually as part of the program and budget planning process”

(CEEEP 2010, p. 16), no such update was made in 2011 or 2012. Rate Counsel supports the

OCE’s recommendation that the most recent program evaluation plan be reviewed. Revised

Straw Proposal, p. 22.

E. Alignment with EM? Goals

The 2011 EMP provides goals and a high-level framework for guiding FE program

budgets. The Revised Straw Proposal summarizes the goals for EE and Demand Response

(“DR”) established by the EMP as follows:

• Reduce electric consumption by 2020 to below 80,000 GWh
(approximately 17% reduction);

• 3,624 MW of DR — 17% reduction.’2

These goals reflect modifications to the 2008 EMP goals in order to reflect PJM’s updated

forecasts. Specifically, the peak demand reduction was reduced from a 5,700 MW load

reduction to a 3,634 MW load reduction, and the percentage energy demand forecast percentage

reduction was lowered, but the original goal of reducing energy consumption below 80,000 GWh

by 2020 was retained.13

“ ACEEE 2009. Saving Energy Cost-Effectively: A National Review of the Cost of Energy
Saved through Utility-Sector Energy Efficiency Programs
12 Straw Proposal (August 21, 2012), p. 12.
13 targets that were set forth in the 2008 EMP have been revised to reflect PJM’s most

recent peak demand forecasts. The State’s peak demand reduction goal in 2020 is 3,634 MW, or
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Rate Counsel offers the following recommendations for the anticipated budget updates,

once the PA is in place. The EMP goals should be translated into the energy reductions (and

coincidence with peak energy levels) that are expected to result from the proposed funding levels

for EE and DR, while taking into account the savings expected from programs outside of the

CEP (i.e., utility BE RGGI-fiinded programs and the SBC Credit Program). While the EMP does

not provide explicit annual goals, the budgeting process should be contextualized in terms of its

contribution to the EMP goals, and provide discussion of the levels of reductions that will be

needed in future years, during and beyond the cuffent CRA planning period, to achieve the EMP

goals. For example, the anticipated updated projections should project baseline energy usage

and corresponding emissions levels against which progress toward the electric consumption and

demand response goals could be measured. This discussion and the assessment of a long-term

path toward the EMP goals would guide the CEP to achieve the EMP goals.

To achieve the EMP’s goals, the OCE notes that it will coordinate with the State Energy

Office, the Departments of Community Affairs and Environmental Protection, the new PA, Rate

Counsel, utilities, program partners and other stakeholders to develop methods and/or programs

aimed at achieving these objectives. Further, the OCE states that it will seek to reinforce the

goals established in the EMP through the funding levels it proposes. Revised Straw Proposal, p.

4. Rate Counsel concurs that coordination across the various entities mentioned by the OCE is

a reduction of 17% relative to PJM’s 2011 demand forecast.” (2011 New Jersey Energy Master
rlan, December 62011, p. 29.)~ E.g., per the April 27, 2007 Order
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necessary and desirable, and agrees that the funding levels proposed in the CR.A should support

the achievement of the EMP goals.’4

Rate Counsel also acknowledges the fact that much of the coordination among utility and

CEP programs will occur through the strategic planning process once a new administrator is in

place. Therefore, Rate Counsel does not believe that any analysis of how the CRA will help

achieve the goals of the EMP should wait until a new PA is established. The OCE should

convene a stakeholder working group early on to inform this process.

F. Impact from Other EE Programs

The Revised Straw Proposal correctly states that the impact from other programs needs to

be considered in the context of meeting the EMP goal statewide.’5 However ,the Revised Straw

Proposal does not consider the budgetary and energy savings impacts of the SBC Credit Program

and other FE programs, such as utility-sponsored RGGI programs.

In addition to affecting cash flow for the CEP, the SBC Credit Program will produce

energy savings and could affect the distribution of FE program benefits across sectors, which

should be considered in the overall development of goals for the CEP. Since the design of the

SBC Credit Program is still under consideration in a separate docket (BPU Dkt. No.

“ E.g., per the April 27, 2007 BPU Order initiating the third CRA process, “the 2009 through

2012 funding levels must support and implement the goals and strategies of the Draft EMP.” See
I/MJO Comprehensive Energy Efficiency and Renewable Energy Resource Analysis for 2009-
2012 Clean Energy Program, BPU Docket No. E007030203, (Order, 9/30/08), p. 5.
‘~ Regarding savings, the OCE states that “energy savings must be considered comprehensively,

and those savings delivered by NJCEP programs should complement other non-NJCEP activities
such as stricter building codes, higher appliance standards, utility programs and EE in state
facilities.” Revised Straw Proposal, p.6. Regarding costs, see page 7 of the Revised Straw
Proposal: “A number of utilities offer FE programs that supplement the NJCEP. Because the
NJCEP and utility efficiency and renewable energy programs are both funded by ratepayers,
Staff believes that the costs associated with such programs should inform the level of funding for
the NJCEP.”
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E012100940), the OCE should calculate a range of scenarios for the SBC Credit Program’s

energy savings contribution to state goals and cash flow impacts. These ranges could be

incorporated in the anticipated future projections.

The Straw Proposal also does not consider the budgetary and energy savings impacts of

the utility FE programs toward the EMP goals. As with the SBC Credit Program, the OCE

should consider utility RGGI programs’ cash flow impacts and energy savings contributions to

state goals using a multiple scenario analysis.

G. Bidding into the PJM Markets

As noted in the Straw Proposal, the EMP highlights a valuable impact of energy efficiency in

reducing peak energy costs. Revised Straw Proposal, pp. 4-5. While energy efficiency by itself

will reduce peak energy purchases in the wholesale market, ratepayers will not benefit from

reduced capacity charges unless the peak MW savings from EE programs are bid into the

capacity market through the PJM’s Base Residual Auction (“BRA”) and incremental auctions. 16

That is, the system operator, PJM, will continue to project capacity requirements, and New

Jersey utilities will continue to procure capacity as though the energy efficiency programs do not

exist unless the energy savings from CEP programs are bid into the capacity market.

16 PJM, the Regional Transmission Organization coordinating the flow of wholesale electricity

in the region encompassing New Jersey, operates a market for electric capacity to serve electric
customer load known as the Reliability Pricing Model (“RPM”). PJM’s RPM capacity market is
the construct used by PJM to ensure that all load has sufficient electrical capacity to maintain
reliability. RPM prices serve as the regional indicator of capacity costs for all load. The RPM
has a 3-year forward horizon, with a one-year term capacity market structure that allows eligible
peak energy saving programs (such as EE or demand response programs) to meet capacity
obligations. PJM pays quali~ing EE or DR providers for verified capacity based on the clearing
prices in the RPM market. $~ç www.pjm.com.

13



Two substantial benefits are lost when CEP peak savings are not bid into PJM’s capacity

auctions. First, revenues available from PJM’s capacity market are lost. With PJM BRA

clearing prices on the order of$1SOJMW-day, roughly $1 million per year is left on the table for

every 20 MW of peak savings that accrue from the CEP programs. Second, PJM’s transmission

planning efforts use load forecasts that reflect the level of cleared BE savings in the capacity

market auctions. Failing to offer these savings into the capacity market leads to exaggerated load

projections informing transmission needs in the region.

Although the Revised Straw Proposal acknowledges that energy efficiency can reduce peak

energy costs, it does not address whether and how CEP savings will be bid into PJM capacity

market. Offering energy savings into the capacity market will require further investigation by

the OCE and the determination of the proper vehicle through which the bids can be placed, but

this technical concern should not overshadow the points made above. Numerous other PJM

region entities successfully offer BE program savings into the PJM capacity market, and NJ CEP

can and must follow suit. Many states have created state-chartered utilities to offer ratepayer

funded energy savings into capacity markets. For example, the Vermont Energy Investment

Corporation and Efficiency Maine are two entities that enable state energy efficiency programs

to receive payments from capacity markets for their energy savings. Efficiency Vermont and

Efficiency Maine have offered and cleared capacity in all seven ISO-NE auctions that have

occurred to date, and have met or exceeded their obligations in each of the first three delivery

years that have occurred.

Likewise, New Jersey’s own utilities successfully offer EE savings into the BRA and

incremental auctions. Either or both of BE and demand response savings have successfully

cleared the prior PJM BRA for all four NJ EDC service areas. The EDCs represent one possible
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“originating vehicle” for CEP participation in the BRA, if other state constraints prohibit direct

participation by CEP.

In sum, failing to bid energy reductions into the PJM capacity market further negatively

impacts ratepayers by denying ratepayers revenues that could be earned through PJM capacity

credits. This essentially amounts to leaving ratepayer money on the table to be earned by electric

generators. The Revised Straw Proposal does not address whether and how CEP savings will be

bid into PJM capacity market. The anticipated updates of budget projections once the PA is in

place should reflect participation in PJM markets.

II. RENEWABLE ENERGY

A. General RE Comments

Within the 2011 EMP, there are numerous references to promoting cost-effectiveness in

renewable energy programs. Specifically, the 2011 EMP states the following:

“One of New Jersey’s most important policy goals is to moderate
the electricity rates paid by consumers. For most businesses in
New Jersey, energy costs are the second largest overhead item,
behind labor-related expenses. (...) The State must reconsider all
social policies that add to the cost of energy and must review.
restructure, and reformulate the way the State promotes and
subsidizes both traditional and renewable energy.”17

As noted in the discussion of the OCE’s Energy Efficiency proposals, Rate Counsel appreciates

Staffs commitment to evaluations of the cost-effectiveness of its proposals, after the new PA is

engaged. Rate Counsel looks forward to participating in a comprehensive analysis of the costs

and benefits of the Board’s RE programs.

~ 2011 New Jersey Energy Master Plan (December 6, 2011), p. 86 (emphasis added).
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With regards specifically to Renewable Energy, the need for program evaluation is

naturally limited due to the limited scope of CEP’s initiatives into RE matters. A single

comprehensive study during FY2014 assessing the performance of the Board’s RE initiatives

would be sufficient to gauge program performance. Based on experience with past the OCE

studies, Rate Counsel believes that a reasonable budget for such an evaluation is no more than

$100,000.

B. RE Budget for FY2014

Rate Counsel has the following specific concerns with the Straw Proposal’s FY20 14-

FY2017 renewable energy budget proposal:

• Some items of the proposal appear to continue to be at odds with the objectives
laid out by Board policy to rely more on renewable energy markets (i.e., the
renewable energy credit (“REC”) and solar renewable energy credit (“SREC”)
markets) and market-based approaches to support renewable energy, as
opposed to rebates and administratively determined programs.

• The proposal does not adequately consider the changing market conditions for
non-solar renewables.

• The OCE should provide additional documentation in support of its proposed
$2.5 million in funding for solar administration.

• The proposal would increase the burden of ratepayer financial support for
renewable energy without appropriately recognizing the already significant
degree of financing already provided by ratepayers through the Board’s
Renewable Portfolio Standards (“RPS”) and utility-supported programs.

These concerns are discussed in more detail below.

1. New Funding for Direct Incentives

In BPU Docket No. E006 100744, concerning the Board’s Renewable Portfolio

Standards, the Board recognized the need to reduce reliance on rebates to promote renewable

energy development, particularly solar energy. The Board, instead, moved in the direction of

promoting renewable energy development through the use of market-based mechanisms



including placing greater reliance on REC and SREC revenues for renewable energy project

support.’8 The Board’s motives in transitioning to market-based mechanisms have been clear:

(1) a successful renewable energy sector depends on the availability of stable incentive payments

above market prices; and (2) rebate-type incentives are not sustainable in the long-term.19

Rate Counsel has supported the OCE’s proposals, and the Board’s approval, of past CEP

budgets that have consistently reduced the share of overall CEP funding associated with

renewable energy. Yet, while those funding commitment levels have decreased, the OCE

continues to propose considerable ongoing commitments to direct incentives for renewable

energy. The renewable energy component of the CEP in the Revised Straw Proposal proposes

$5 million in additional FY2014 funding for incentives related to biomass and energy storage

technology.20 Rate Counsel has concerns about the continued use of direct incentives for

renewable energy. Rate Counsel recommends that the Board should not add new funding for

direct incentives for renewable energy technologies at this time until further program evaluations

are completed.

2. Changing Market Conditions for Non-Solar Renewables

The Revised Straw Proposal adds an additional $2.5 million for incentives to promote the

development of biomass energy within the state, representing a four year funding level of

approximately $10 million. The proposed funding level is approximately 25 percent higher than

level of rebates and commitments made since 2009, based on the position that “the biomass

18 I/M1O the Renewable Energy Portfolio Standards — Alternative Compliance Payments and

Solar Alternative Compliance Payments, BPU Docket No. E006100744, Decision and Order
Regarding Solar Electric Generation (December 6, 2007), p. 2.
‘~ I/MJO the Verified Petition of Jersey Central Power & Light Company Concerning a Proposal

for an SREC-Based Financing Program Under NJ.S.A. 48:3-98.1, BPU Docket No.
E012080750, Order Designating Commissioner (October 4, 2012), p. 2.
20 Revised Straw Proposal, p. 52.
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market has recently begun to expand,” citing 6 new projects approved since August 2012.21 The

Revised Straw Proposal also alludes to the consideration of potential future funding for

incentives tied to on-shore wind and hydrokinetic energy.22

All New Jersey renewable energy projects must compete with a wide range of other

renewable resources across the entire PJM market area. The price of PJM-sourced Class I RECs,

over the past several years, has been driven in very large part by lower-cost Midwestern wind

energy. Thus, New Jersey on-shore wind, biomass, and hydrokinetic resources must compete

against much larger resources that are able to take advantage of scope, scale, and the ability to

leverage other subsidized resources, such as bulk transmission lines, that are used to move this

power into the northeast region. In the specific case of on-shore wind energy, New Jersey

simply lacks the large scale potential found in other States.

Rate Counsel’s conclusions are reinforced by the Board’s recently-commissioned

renewable energy market assessment performed by Navigant Consulting, Inc. (“Navigant”).23

Navigant found only 132 MWs of technical potential for on-shore wind generation, an amount

which approximately equals the average size of a single utility-scale wind generation project in

the Midwest. 24 It should be further noted that this finding by Navigant does not incorporate any

economic limitations such as cost-effectiveness, so that New Jersey’s real potential is probably

far less than the technical potential reported by Navigant. 25

21 Revised Straw Proposal, p. 50.
22 Revised Straw Proposal, pp. 51-52.
23 Market Assessment Services to Characterize the Opportunities for Renewable Energy,

Presentation to the Renewable Energy Committee, October 9, 2012, pg. 9.
24 ~, p. 8. See also AWEA U.S. Wind Industry Third Quarter 2012 Market Report, October 17,

2012, pp. 10-14.
25 Id., p. 5 & 8.

18



Rate Counsel recommends that the Board take a cautious approach to any potential

incentives for New Jersey on-shore wind, biomass, or hydrokinetic resources. Any such

incentive should be implemented only after careful study of their respective costs and benefits in

light of the market conditions discussed above.

3. Support for $2.5 Million for Solar Administration

Rate Counsel is concerned by the Revised Straw Proposal’s request for $2.5 million for

administration of the NJCEP SREC program. As defined in the Revised Straw Proposal, such

funding is required for administrative tasks such as the processing of applications and tracking

and reporting SREC activities and prices.26 This proposed funding is in addition to the already

requested $5 million to cover overall NJCEP Administration such as OCE Staff salaries and

overhead.27 It is Rate Counsel’s position that the OCE should provide additional supporting

documentation for the proposed additional $2.5 million for costs associated with administering

the SREC program, and maintains that such a request for funding warrants greater justification

than provided in the Revised Straw Proposal.

3. Consideration of Other Ratepayer Support of Renewable Energy

The Revised Straw Proposal does not appear to give adequate consideration to the

substantial ratepayer support given to renewable energy through the RPS and utility-sponsored

programs. The Revised Straw Proposal estimates the cost of RPS at over $148 million for

Energy Year 2012.28 In addition, ratepayers bear the costs of utility and utility-sponsored

programs, including: the Solar Loan I and II programs (PSE&G), the Solar 4 All program

26 Revised Straw Proposal, p. 50.
27 Revised Straw Proposal, p. 54.
28 Revised Straw Proposal, p. 9.
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(PSE&G), and the SREC-Based Financing Programs (ACE, JCP&L, and RECO). Additionally,

currently pending before the Board are a number of additional proposals to extend or expand

these existing utility programs including a proposal to extend the SREC-Based Financing

Program and the creation of a new Solar Loan III program to replace PSE&G’s expiring Solar

Loan II program. Although the Revised Straw Proposal does not quanti~ the costs of the utility

and utility-sponsored programs, those costs are substantial. The Revised Straw Proposal states

that the costs of other programs should be considered in establishing the CEP budget, but does

not propose any budget reductions in consideration of the costs of other programs. As a result of

the substantial ratepayer support that is already being provided, New Jersey appears to be

successful in meeting New Jersey’s Class 1 and solar energy RPS requirements. However, Rate

Counsel has serious concerns about the continued level of ratepayer support for renewable

energy through the CEP budget.

Rate Counsel recognizes that the impacts of other RE programs will be given fuller

consideration as part of the development of a Strategic Plan, after a new PA has been retained.

Nonetheless, these impacts need to be better quantified by the OCE and should be considered in

refining the budget for FY2014.

III. COMBINED HEAT AND POWER (“CHP”) AND FUEL CELLS

Rate Counsel’s comments on Combined Heat and Power and Fuel Cells (“CHP-FC”) are

divided into three subsections below. First, the process of identifying solutions for improving

grid reliability and resiliency, and the legitimacy of fUnding blackstart capability for CHP with



ratepayer money are addressed. Second, fuel cells are addressed. Finally, the OCE’s proposed

goals and budgets are addressed.

A. CHP and Resiliency

In December 2012, the Board re-convened the CHP/fuel cell working group “tasked with

evaluating the costs and benefits of CHP and with determining how to best implement this

technology.” Revised Straw Proposal, p. 12. Rate Counsel notes, however, that the Rutgers

Center for Energy, Economic and Environmental Policy (“CEEEP”) is still developing this cost-

benefit analysis at the time of this writing, and that even preliminary results have yet to be

presented to the working group. Despite this, the Revised Straw Proposal recommends that CHP

should play an expanded role in emergency response. Noting that the entities with CliP units

were able to operate by isolating their CHP unit from the grid after Superstorm Sandy, the

Revised Straw Proposal states that CHP can play a role in hardening infrastructure for critical

facilities, and micro-grids can help to enhance system reliability. Revised Straw Proposal, p 12.

To our knowledge, however, the problems that are motivating the OCE to consider

changing CHP incentives and program structures have not been clearly articulated or prioritized.

Rate Counsel recommends that the OCE should first step back and identify/define the problems

associated with the cunent state of storm response strategies and system reliability, and

secondly, identify and prioritize a range of potential solutions to the problems, including

providing incentives to promote blackstart capability and/or microgrid. The OCE’s current

strategy has defined the solution first, which could result in an ineffective use of ratepayer funds.

For example, increasing tree trimming efforts and other distribution system “wires” restoration

efforts might provide greater benefits in terms of energy system resilience at a lower cost than



CHP, fUel cell, or micro-grid promotion.29 Upon the conclusion of this process, the OCE may or

may not find that CHP is one of the critical tools for increasing the reliability and improving the

resiliency of the electric grid, for providing power to customers’ premises, or for some other

purpose (such as providing power to places of refuge). At this point, the OCE should consider

whether it is appropriate to use ratepayer’s money to fund CHP for its blackstart capability in

addition to the current funding for CHP.

Lastly Rate Counsel recommends that as a part of any cost-benefit analysis, benefits to

grid reliability and emergency response that are beneficial to all ratepayers should be isolated

from individual customer benefits that result from the ability of customers with CHP to keep

nmning during grid outages.

B. Fuel Cells

Rate Counsel supports inclusion of fuel cell technologies with heat recovery (i.e., are a

form of combined heat and power) as part of any CHP program, which should include a

competitive solicitation element to attain a given MW level of the resource at lowest possible

program cost. However, Rate Counsel does not support separate, stand-alone funding for fuel

cell technologies that do not incorporate heat recovery mechanisms. Fuel cell technologies

generally (a) emit significantly less emissions than other CHP technologies, and (b) are still

under development and exhibit potential to further reduce cost.30 Because they are currently

more costly than traditional CHP, their ability to successfully compete with CHP technologies

29 Some of these measures are contemplated in the Board’s Order in BPU Docket No.

EO1 1090543, I/M/O the Board’s Review of the Utilities’ Response to Hurricane Irene
(1/23/2013). However the benefits of CHP were not fully considered in that Board Order.
30 For the current and projected cost of fuel cells, see

http://wwwl .eere.energy.gov/hydrogenandfuelcells/pdfs/201 1_market_report.pdf
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may depend on how much value is ascribed to the lower emission characteristics of the

technology. Rate Counsel suggests that the decision-making criteria employed by CEP when

choosing among competing CliP options would take this incremental emissions-reducing value

into account when evaluating responses to competitive solicitations.

C. CHP-FC Budget

Rate Counsel also has concerns about the level of finding proposed for CHP-FC

programs. The OCE is proposing to roll the current carryover present within the CHP-FC

program budget forward to the FY20 14 budget. Furthermore, the OCE requests that the Board

approve an additional $30 million for such programs in FY2014, based on the conclusion that it

“does not believe that current funding levels and programs will be sufficient to meet the State’s

goal of 1,500 MW of CliP by 2021.”~’

Rate Counsel has previously expressed its concerns about the OCE’s reliance on

carryover funds. Recent history has shown that incentives for CHP-FC have garnered very little

support. In 2012, the Small CliP program had a budget of $17 million to provide in incentives.

However, through the end of 2012, the program had only been able to issue rebate approvals for

a little over $2 million, or about 12 percent of its total budget, due to incredibly low interest in

such systems.32 Likewise, the Large CHP program first solicitation conducted in late 2012 only

received a little over $11 million in applications even though the solicitation was for $20

million.33 The second Large CHP solicitation issued in January 2013 has fared no better, having

received only one application as of April 17, 2013 in response to a $25 million solicitation.34

~ Revised Straw Proposal, p. 48.
32 Revised Straw Proposal, p. 48.
~ Revised Straw Proposal, p. 48; and CHP-FC Working Group Meeting, December 18, 2012.
~“ Revised Straw Proposal, p. 48.
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This would seem to indicate that there has not been an increase in interest in the CEP CHP-FC

program in the aftermath of Hurricane Sandy. The OCE’s second Large CI-IP solicitation has

been conducted entirely after the devastating hurricane, and has continued the historical trend of

insufficient interest to expend the amounts budgeted for this program. If the Board does decide

that the potential benefits of micro-grids warrants continued funding of CHP-FC incentives, Rate

Counsel suggests the Board revise the Straw Proposal’s funding level to an amount significantly

less than the $30 million included within the proposal.

Rate Counsel agrees with the proposed consolidation of the small and large CHP

programs to reduce administrative redundancy, Revised Straw proposal, p. 53, and increasing

emphasis on “larger systems and those technologies that generate electricity [at] a lower cost per

kW.” Revised Straw proposal, p. 48. However, Rate Counsel notes that an emphasis on large

CHP may undercut the OCE’s goal of increasing implementation of CHP in emergency response

if the OCE needs to provide additional incentives for equipment that allows for CHP black-start

capability. The small and large CHP programs have left large amounts of budget unspent in the

last two years. For this reason, Rate Counsel agrees that CHP should be allocated a smaller

budget than in the past.


