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IIMIO the Comprehensive Energy Efficiency and Renewable Energy
Resource Analysis for 2009-2012: 2012 Programs and Budgets

Compliance Filings
BPU Docket No. E007030203

New Jersey Rate Counsel Final Comments on Renewable Energy and
Energy Efficiency Programs and Budgets for 2012

OCE’s Proposed 2012 RE Budget

OCE is proposing a total RE budget of $28.282 million of which

$18.383 million includes carry-overs from prior year Customer On-Site

Renewable Energy (“CORE”) rebate dollars ($4.15 million) and Renewable

Energy Incentive Program (“REIP”) funds ($14.233 million). The REIP

appears to include $9.5 million in Grid Connected projects. OCE proposes

$6.6 million in project incentive dollars, and $3.4 million in market manager

administrative fees. The total proposed 2012 REIP budget $24.233 million

(carry over, administrative fees, and project incentive dollars).

Rate Counsel has a number of concerns about the proposed 2012

budget, particularly the proposals to carry-over a large number of funds not

expended from prior year budgets and programs. Rate Counsel believes

that any carry-over dollars need to be credited to the SBC. Further, no carry

over dollars should be allocated to new or existing programs without a

thorough evaluation and analysis of current programs and policies in order to

identify shortcomings that may prevent additional carryovers from arising in

the future.

Proposed 2012 CORE Funding

The 2012 RE budget includes $4.15 million in carry-overs for 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 offered relatively generous funding



support that likely over-incentivized projects. The CORE program was closed

in 2008 to reflect the Board’s new policy goal of 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”). Nevertheless, application processing carryovers for the CORE

program have continued to date. This program has consistently seen

application processing backlogs, arising from long application processing

times and a long funding/application queue.

At the time CORE was closed, there were a number of applications in

various stages of the accumulated processing 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 eventual

processing of backlogged applications has been going on for several years

although this year carry over is significantly lower than the amount from the

2011 proposed budget. However, there is still an additional $4.15 million that

has not been put to direct use.

Rate Counsel recommends that the Board discontinue funding for the

CORE program in the 2012 budget and return those dollars to ratepayers for

the following reasons:

• The CORE transition process has been ongoing for several years with

no end. While program carry-overs are admittedly lower, there is still

a significant $4.15 million that is unneeded for continued solar energy

development, but clearly needed for ratepayers in these challenging

economic times.

• Cancelling the funding for the CORE program in 2011 will have no

impact on future solar development since the program has been

closed.



• OCE noted in its program evaluation that rebates are no longer

needed in today’s market for projects of any size.1 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.

• 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 SREC5 (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.

Proposed 2012 REIP Funding

OCE proposes $24.233 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

1 Honeywell’s Residential Energy Efficiency and Renewable Energy Program Filing for 2012, p. 43

(October 7, 2011).



installations and capacity, far exceed wind and biomass despite their

significant relative cost disadvantage.

Limited in-state onshore wind and biomass development likely has

less to do with “market evolution” than it does resource availability, effective

policies, and general renewable energy market conditions. 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, the costs and benefits of developing

programs wind, biomass, and other possible Class I resources has not been

explored.

Thus, Rate Counsel recommends that the Board eliminate rebate

funding for onshore wind and biomass, and direct OCE to investigate the

causes associated with the lack of in-state, non-solar renewable resources.

This investigation may show that rebates are simply an ineffective means of

stimulating other renewable resources and that some other policy alternative

should be considered.

OCE’s Proposed 2012 EE Budget

Rate Counsel is pleased to offer the following comments on the 2012

EE Budget proposals set forth by Honeywell (the CEP residential EE Market

Manager), TRC (the CEP C&l EE Market Manager), the utilities, OCE, and

the EDA. A number of general comments are presented first, followed by

comments on specific EE program segments, namely, the Comfort Partners



low-income program, the Residential EE program, and Commercial and

Industrial (“C&I”) EE programs.

I. GENERAL COMMENTS

A. Overall Proposed 2012 EE Budget and Funding

Residential and Commercial & Industrial Budgets. As set forth in the

Proposed 2012 Budgets provided in the presentation slides from Applied

Energy Group dated November 3, 2011, the residential Clean Energy

Program (“CEP”) EE program budget would remain relatively flat relative to

the 2011 residential EE budget. Commercial and Industrial (“C&l”) EE

programs would see a 53% increase relative to their 2011 sector-wide

budget. Subtracting committed expenses from the 2012 proposed budgets,

the residential EE budget decreases 12% overall, while the C&l budget

increases by 10%. A larger overall budget for C&I EE programs than for

residential EE programs is consistent with the funding priorities established in

the CRA 2009-2012 order,2 although the magnitude of the increases relative

to each sector’s 2011 budget does not align well: the CRA order sets forth a

30% increase in 2012 funding for both residential and C&l programs above

the CRA-proposed sectoral funding levels for 2011. Nevertheless, if the

programs are well designed and properly budgeted, the increase in C&l

funding makes sense in light of the general, overall higher cost effectiveness

of C&I EE. However, Rate Counsel has specific concerns about some of the

C&l program budgets, discussed in Section IV below.

2 September 30, 2008 Order in Docket No. E007030203
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The Need for Realistic Budgeting. Portfolio design 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 left excess budget that was

carried over into the following year. Yet, some proposed funding allocations

for 2012 are neither consistent with the realized performance and

expenditures of the 2011 programs, nor do they clearly relate to

demonstrated cost effectiveness.

Return Unused SBC-CEP Funds to Ratepayers. If the Board accepts the

proposed 2012 EE budget and those dollars are not spent, Rate Counsel

recommends that Board adjust the amount of the Societal Benefit Charge

(“SBC”) downward so that the additional money collected from SBC will

satisfy the amount of budget needed to support the ongoing programs.

B. Transparency and data availability

The Need for Cost Effectiveness Data. Rate Counsel appreciates that the

Market Managers have provided energy savings estimates associated with

the proposed 2012 programs. Beyond energy savings, however, some

demonstration of the cost effectiveness of the proposed EE programs should

have been 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 pending; however, there

are previous analyses of cost effectiveness, as well as data on recent

program performance, that the Market Managers can draw on (Appendix A

also provides an example of cost-effectiveness presentation in

Massachusetts).

Summary Periodic Reporting is Needed. Going forward, the OCE should

ensure that monthly or quarterly electronic reports on the performance and

cost of CEP and utility EE programs, as well as spending by service territory,

are provided on a regular and timely basis. This information is important,

because 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 administration costs by the different

administrative functions (e.g., administration, planning, marketing, technical

support, data quality control, measurement and verification) are needed as a

benchmark.

C. Measurement and Verification

Rate Counsel notes that program evaluation efforts in general have not

proceeded according to schedule.3 Such evaluations are important given the

substantial amount of SBC funds dedicated to energy efficiency and the need

See Table 4 of the 2010-2011 Evaluation and Research Plan Final Report,
January 27, 2010, available at
http://www.njcleanenergy.com/files/file/Library/2010%2oevaluation%2Oplan%2Ofinal%201 -26-1 0.pdf.
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to track progress toward New Jersey’s energy and greenhouse gas emission

reduction goals. Accordingly, the OCE should ensure that evaluation

becomes a priority in 2012. Also, 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 Market Managers’

compliance filings. Other jurisdictions provide detailed information on the

type of evaluation approaches being considered and implemented.4

D. Demand Response Incentives

While Electric Distribution Companies (“EDCs”) are the logical administrators

for demand response (“DR”) programs targeting smaller customers, greater

coordination between CEP contractors and the EDC5 could lead to increased

participation in EDC DR programs. Given the presence of CEP contractors

on many small premises (residential and small C&l), it is reasonable to

envision a CEP role in helping to ensure these customers’ participation in

EDC DR programs. Rate Counsel recommends that CEP’s programs

encourage contractors to play a greater role in identifying prospective EDC

DR candidate facilities and providing that information to EDC5, to reduce lost

opportunities for DR participation. Rate Counsel does not recommend that

CEP offer additional financial incentives for DR, as has been suggested at a

previous EE Committee meeting, but we do support closer coordination

between CEP and the EDC5 to enable the capture of otherwise “lost

opportunities” at CEP program sites.

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.
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E. Capacity Market Revenues

PJM’s Reliability Pricing Model (“RPM”) construct allows the peak demand

savings from energy efficiency programs to be used as a capacity resource

and pays RPM clearing prices to those resources. All CEP programs (in

addition to RGGI-funded programs) should be required to submit program

savings to PJM to both allow a source of funding for the programs, and to

ensure that New Jersey’s energy efficiency efforts are reflected in PJM’s

planning processes. The timing of submissions to PJM for peak demand

savings based on EE programs can be complicated, as Base Residual RPM

auctions are held annually but for resource commitment three years in

advance. PJM’s “Incremental” auctions for RPM occur closer in time to the

period for which EE savings are being claimed. Rate Counsel recommends

that CEP, with all due speed, continue work in 2012 towards establishing and

implementing a structure and mechanism to “offer” CEP peak demand

savings into the PJM RPM capacity market construct.

II. COMFORT PARTNERS

Rate Counsel supports the increase in the budget for Comfort Partners in

2012, because the program may experience an increase in demand for

services as the Weatherization Assistance Program is scaled back when its

ARRA funds expire in 2012.

III. RESIDENTIAL EE PROGRAMS

A. Residential EE Budget Overview



2012 Marketing Budget. The residential EE budget proposal calls for $2.7

million to go toward sales and marketing, comprising about 3.0% of the total

residential EE budget of $93.8 million. The proposed 2012 Residential EE

marketing budget is more consistent with program objectives than the 2011

marketing budget, which was only 1.5% of the total residential program

budget. However, compared to other states’ spending on sales and

marketing, the 2012 marketing budget is still low; 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. See Table 1, below.



Table 1. EE Spending by Budget Category for Various States.
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MA DPU 2010. Order for Approving the State’s Three-Year Energy Efficiency
Plan for 2010 through 2012.
National 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 2009
PEPCO 2008. PEPCO DSM Filing Update regarding Case 9111 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
TRC 2011. Commercial & Industrial Energy Efficiency Programs Managed by TRC as C&l
Market Manager October 7, 2011
Honeywell 2011. Honeywell’s Residential Energy Efficiency and Renewable Energy
Program Plan Filing for 2012 Draft. October 7, 2011
Office of Clean Energy 2011. New Jersey’s Clean Energy Program Draft 2012 Program
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2012 Training Budget. The proposed budget for training is also very small -

only $0.6 million, or 0.6%, of the total 2012 residential 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 “Sales, Technical Assistance &

Training”, while the NJ CEP proposed to spend only about 6% of its budget

on the same cost category. See Table 1, above. 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 energy savings goals in the Energy Master

Plan.

2012 Program Evaluation Budget. Program evaluation results are needed to

verify savings from past efficiency programs, but they are also important for

projecting energy savings. The proposed budget for evaluation appears

insufficient, with only 0.9% for residential (excluding Comfort Partners) and

0.3% for C&l programs if OCE’s budget on Evaluation and Related Research

is allocated equally among NJCEP residential and C&l programs. It may be

appropriate to evaluate other CEP programs too, including the Economic

Development Authority programs, which would put the residential and C&l

shares of the evaluation budget even lower. 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

and demand savings for residential and C&l customers that are due to the

programs and not due to exogenous behavioral and market developments.

For low income customers, the utilities propose to allocate about 5% of the

Comfort Partners budget to measurement and verification activities.



B. Residential New Construction

Responding to negative market feedback about the onerous requirements of

ENERGY STAR v. 3, the market manager has proposed restructuring the

Residential New Construction program into three tiers, with increasing

efficiency requirements and correspondingly higher incentives: ENERGY

ADVANTAGE, ENERGY STAR Homes v 3, and Climate Choice Homes.

As proposed, ENERGY ADVANTAGE would require meeting all federal

ENERGY STAR v 2.0 requirements and additional New Jersey requirements,

including that houses larger than 4000 sq. ft. must achieve a HERS score at

or less than 65. (See p. 10.) Under the requirements for ENERGY STAR

Homes v. 3/Tier 2, there is no cap on house size, nor is there a requirement

that houses over a certain size be held to a more stringent HERS standard.

Climate Choice Homes do not have a size cap, but incentives are only

offered once a HERS score of 50 is achieved. In keeping with previous

comments that total energy savings rather than energy savings per square

foot is more consistent with state goals, Rate Counsel recommends that Tier

2 should include the same requirement as Tier 1, i.e. that the house size

must be less than or equal to 4,000 sq. ft. or the HERS has to be at or below

65.

C. Home Performance with Energy Star

Incentive levels. Participation in the Home Performance with Energy Star

(“HPwES”) program has stagnated since mid-2010, despite an increase in

incentives from 2010 to 2011 and a “summer promotion” in the summer and

13



fall of 2011. The incentives associated with 2011 base incentives, the 2011

summer promotion, and 2012 proposed incentives are presented in Table 2

below.

TABLE 2: Recent, Current and Proposed HPWES Incentive Levels for

Single Family Homes

2011 Incentive Base 2011 + 2012 Proposed
(January to June Summer Promotion Incentive
2011) Incentive

Tier 2 1000 1500 2000

Tier 3 3000 - 4000 3750 - 5000 4000 - 5000

Rate Counsel has a number of concerns with the incentive levels proposed

for 2012, consistent with concerns Rate Counsel expressed when the

Summer Promotion was initially proposed and later proposed for extension:

• Customer incentives for energy efficiency are generally

designed to reduce the cost differential between energy

efficient measures and standard measures, referred to as the

incremental cost, while maximizing participant contribution to

avoid free-ridership (i.e., program participation by customers

who would have installed the program measure or equipment

even without the financial incentive provided by the program).

In the beginning of 2011, it appears that the level of incentive

was close to or over 100% of the total incremental cost of



various measures qualified for the HPwES program, based on

the data obtained through a number of utility specific program

benefit cost analyses provided by the CEEEP. The summer

promotion may have resulted in funding more than 100% of the

incremental costs of energy efficient measures. The 2012

incentive levels are even higher than the summer promotion

levels, and probably that much higher than incremental cost.

• The Market Manager has not presented any basis for the

incentive amounts. While the proposed summer promotion has

not generated as much participation as hoped, more

information should be provided by the Market Manager or OCE

to explain why the proposed rebate levels are needed to boost

participation, and also why lower incentive levels are not

sufficient to do so. The proposed increases in 2012

incentives—between 33% and 100% above based on 2011

incentive levels and as much as 33% over summer promotion

total incentive levels—seem quite excessive and require

justification.

• Given the subdued response to the summer promotion, it

appears that customer incentive levels are not the primary

reason that participation is lacking. Contractors have been

reluctant to participate in the HPwES program, in part due to

long payment processing and inspection periods. A recent



paper that evaluated Wisconsin’s EE programs, namely

HPwES and the Heating equipment bonus program, noted the

importance of education and outreach to their contractors,

including providing tools and techniques for encouraging

participants to meet program requirements.5 Rate Counsel

notes that the increases in contractor incentives, including

higher incentives per HPwES completion and support for BPI

and sales training, in conjunction with continued efforts to

address other obstacles to contractor participation, may boost

the program overall, even without an increase in consumer

incentives above the summer promotion levels.

Overlap with Utility RGGI financing. It appears that HPwES does not flow a

proportionate amount of funding to customers who are eligible to obtain

RGGI-funded programs. All electric and gas utility ratepayers can receive

HPwES rebates. However, only RECO customers and PSE&G customers

who aren’t in Urban Enterprise Zones (“UEZ”) can get loans through CEP for

HPwES projects because there is no RGGI program that covers them.

PSE&G UEZ customers and customers of the other EDCs and GDCs are

referred to their utility’s RGGI program. It is not clear whether overall CEP

funding is aligned with SBC contributions by service territory. The OCE

should make a demonstration that each service territory’s overall CEP

spending and its contributions are roughly proportionate and, if not, take

Laura Schauer, Carrie Koenig, and Tom Mauldin 2011. Motivating Residential Customers: Is More Money
Really the Answer? from the International Energy Program Evaluation Conference 2011 proceedings,
Boston, August15— 18.
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steps to bring these in line. Furthermore, reporting on EE programs,

including but not limited to HPwES, should provide CEP spending by service

territory to allow mid-year corrections in budgeting.

IV. C&l EE PROGRAMS

A. C&l EE Budget Overview

2012 Program Evaluation Budget. Program evaluation results are needed to

verify savings from past efficiency programs, but they are also important for

projecting energy savings. The proposed budget for evaluation appears

insufficient, with only 0.9% for residential and 0.3% for C&l programs if

OCE’s budget on Evaluation and Related Research is allocated equally

among NJCEP residential and C&I programs. It may be appropriate to

evaluate other CEP programs too, including the Economic Development

Authority programs, which would put the residential and C&I shares of the

evaluation budget even lower. 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 and demand

savings that are due to the programs and not due to exogenous behavioral

and market developments.

2012 Marketing Budget. The proposed 2011 marketing budget for C&l EE

programs is only 0.7% of TRC’s total C&l budget. The training and technical

support budget for C&l is 0.8% of the TRC’s total C&l 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. The budget on

marketing by these states ranges from 2% to 13% for the C&l sector. These

states are also spending about 13% to 22% for “Sales, Technical Assistance

& Training” while NJCEP is allocating only 3.2% of its budget to this same

budget category. In general, NJ has a long term goal to transform the market

so that EE measures will be implemented without subsidies. To meet this

goal, as well as to promote EE deployment with smaller incentives, the EE

programs should focus more on marketing and develop innovative marketing

strategies.

B. Overlap with Utility RGGI Programs

Rate Counsel has concerns with the overlap between the proposed CEP

Combined Heat and Power “CHP”/fuel cell program and RGGI-funded CHP

programs. The total incentive for the CEP CHP/fuel cell program is capped at

$2 million. As proposed, the portion of the incentive to be paid by CEP

depends on the utility incentive offered. Because not all EDCs or gas

distribution companies (“GDCs”) offer incentives for CHP6, the amount of

incentives paid by CEP will vary considerably based on the location of the

participant. Rate Counsel suggests that CEP funding should, to the extent

possible, be aligned with SBC contributions by service territory.

C. Large Energy Users Pilot Program

6 For example, PSE&G only offers CHP incentives through its Hospitals program.



The proposed budget for the Large Energy Users (“LEU”) pilot—$39 million

in funding in 2012—is too high given that this pilot has only committed half of

its $20 million budget in 2011. The pilot is currently undersubscribed. As

recommended in the October 2011 Report of the Clean Energy Funding

Work Group, the market manager should seek immediate feedback from

eligible customers that did not apply for the pilot for the purposes of program

evaluation.

D. Combined Heat and Power (“CHP”) and Fuel Cell
Incentives

Cost-benefit analysis of Combined Heat and Power (“CHP”) and fuel cell

programs should be conducted before launching a solicitation of the scope

contemplated in the 2012 budget. With a proposed budget of $20 million for

the standalone CHP/fuel cell program and another $55 million for a Large

CHP/fuel cell solicitation, these technologies could receive $75 million in

CEP incentives in 2012. The only information that Rate Counsel has seen on

the large CHP/fuel cell solicitation, a September 29 2011 large CHP program

proposal, lacks important details on solicitation design and criteria for making

awards (other than that awards will be based partly on the level of incentive

needed to construct a project). As stated in its October 14, 2011 comments,

Rate Counsel proposes that the solicitation adopt a maximum incentive level

per kW, which should be set at a lower level than currently set for CHP units

less than 1 MW funded under the current P4P program, because larger

systems often cost less per kWh due to economies of scale. In addition, a



June 2009 evaluation suggests that free ridership7 might have been an issue

with NJ’s previous CHP program. KEMA found as much as 50% free

ridership based on a very small sample (only four cases). While the KEMA

findings are based on a scale that is too small to be generalized, the

possibility of high free ridership and the impact of high free ridership on cost

effectiveness should be examined. Finally, these programs should not be

funded through the Pay for Performance program.

Free ridership” is program participation by customers who would have installed the program measure or
equipment even without the financial incentive provided by the program.
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