








NJNG Access to Affordable Energy Pilot Program (Access)

Description of the Program

Conversions

NJNG is proposing Access' as a pilot program through which NJNG provides funding for
a conversion to natural gas heating equipment for any customer who currently receives
more than $50 in monthly electric Universal Service Fund (USF) benefits and has
electricity as their primary heating source. This program addresses the significant barrier
low-income customers face in reducing their heating costs and the on-going burden that
all ratepayers share in providing USF benefits.

Link to NJCEP Comfort Partners

The NJCEP Comfort Partners program provides low income/income eligible customers a
resource for reducing their overall energy burden but currently does not allow those
customers to switch heating sources when weatherization upgrades are performed. To
promote long-term energy savings for Comfort Partners’ customers and to reduce future
demands within the USF program, NJNG will provide funding for the conversion to a
more affordable high-efficiency natural gas heating system. This conversion work will be
performed prior to a customer’s participation in the NJCEP Comfort Partners program,
which will be a requirement to maximize energy savings. Consistent with current
Comfort Partners’ policy, a customer must own the home in which the equipment will be
replaced.

Market Segment/Efficiency Targeted

Segment
Customers who heat with electricity and receive more than $50 a month in electric USF

benefits will be the target group. Outreach will be focused on all-electric senior
communities with heating systems that were installed more than 20 years ago. However,
customers from any area served by NJNG can participate.

Delivery Method and Contractor Role

Roles and Responsibilities

NJNG will conduct outreach to the target communities noted above and to charitable and
social service organizations active in our service territory. Interested customers will be
advised to contact NJNG for more information. NJNG will assign a marketing consultant
to assist with the conversion process. Customers will be advised to obtain and provide to
NJNG an estimate from a contractor currently serving the HVAC conversion market. If
the estimate for the conversion totals $4,000 or less, the customer will be allowed to use
that contractor without securing further estimates. If the estimate is greater than $4,000,
the customer will be required to get at least one additional estimate. The maximum
amount NJNG will provide for a conversion under this program is $7,000. NJNG will
conduct quality control assessments on random Access projects to ensure compliance with
NJCEP standards.

! During the course of this proceeding, NJNG reserves the right to modify this proposal upon changes to
the NJCEP offers with no impact on the 180-day review period.
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NJNG Access to Affordable Energy Pilot Program (Access)

Payment to Contractor

Contractors will be paid directly by NJNG after submission of proof of required
documentation, including successful quality control assessment. Customers will be
advised of the obligation to participate in NJCEP Comfort Partners and placed in the
scheduling queue after the equipment installation.

Estimated Program Participants and Annual Savings

Participants Estimated Annual Savings
100 customers per year 1,383,000 kWh

Link to existing programs

NJCEP Comfort Partners
Universal Service Fund Program

Estimated avoided air emissions

1,1051 tons of CO, and 1.94 tons of NOx annually (based upon estimated annual savings
as noted above).

Anticipated Jobs Created/Sustained

Refer to Schedule NJING-16.

Budget information

Refer to Schedule NJNG-11 for categorization of costs.

Marketing Approach

Refer to Schedule TIM-2.

Cost Recovery/ Rate design

Refer to Schedule DPY-5 for information related to cumulative program costs and the
proposed cost recovery schedule. These costs are to be collected through Rider “F”
applicable to all jurisdictional throughput. (See Schedule NJNG-8).
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NJNG Commercial Energy Efficiency Programs

Description of the Program

Enhanced Rebates™

In order to encourage commercial customers making equipment replacement decisions
toward energy efficient purchases, NJNG will provide enhanced rebates for natural gas
equipment in the SmartStart Buildings® Program as follows:

Qualifying Current NJCEP NJNG Enhanced Total Rebate
Equipment Equipment Rebate Rebate
Gas Cooling

Gas absorption | $185 -$450 per ton | $185 -$450 per ton | $370-$900 per ton
chillers
Dessicant Systems | Up to $1.00 per cfm | Up to $1.00 per cfim

Gas Engine Driven | Calculated through Match Double existing
Chillers Customer Measure NIJCEP rebate
Path
Gas Heating
Gas-fired  boilers | $1.75 per MBH $1.75 per MBH $3.50 per MBH
>300 -1500 MBH
Gas-fired  boilers |  $1.00 per MBH $1.00 per MBH $2.00 per MBH
>1500-<4000 MBH
Gas-fired  boilers | Calculated through Match Double existing
> 4000 MBH Customer Measure NJCEP rebate
Path

Natural Gas Water Heating
Gas-fired water | $1.00- $2.00 per $1.00- $2.00 per $2.00-$4.00 per
heaters > 50 gallons MBH MBH MBH
Gas-fired  booster | $17- $35 per MBH | $17- $35 per MBH | $34-$70 per MBH
water heaters
Note: Due to the characteristics of NJNG’s service territory, there are many
commercial customers who have equipment identical to that used for residential
customers. This would include 1) gas fired boilers < 300 MBH, 2) gas furnaces, 3) gas
water heaters <50 gallons, 4) tankless water heaters and 5) air-conditioning units
smaller than 5 tons. NJNG will provide enhanced rebates consistent with the residential
incentive schedule (see Schedule TIJM-4) for this equipment used to serve these
commercial customers.

NJNG will also offer an incremental incentive for Combined Heat and Power (CHP) to
match the current NJCEP incentive up to $1 million. NJNG proposes to also cover the
NJCEP portion of CHP incentives should that program be changed for the 2010 budget or
in the future. Those customers with a peak demand over 200 kW for any of the preceding
twelve months (or those customers denoted as exceptions to that requirement in the
NJCEP program) can take advantage of this incentive and will be required to participate in
the NJCEP Pay for Performance program.

! During the course of this proceeding, NING reserves the right to modify this proposal upon changes to the
NICEP offers with no impact on the 180-day review period.
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NJNG Commercial Energy Efficiency Programs

Market Segment/Efficiency Targeted

These programs are targeted for commercial customers not using approved NJCEP Direct
Install contractors or with usage above the Direct Install targets.

Delivery Method and Contractor Role

Any contractor eligible to perform installations under the current NJCEP SmartStart
criteria can participate. There is no change to the relationship between the contractor and
customer, except that the customer can assign of the NJNG rebate to the contractor.

To streamline administration, NJNG will coordinate with the NJCEP Commercial Market
Manager and only issue NJNG incentives after notification that NJCEP incentives are
approved. NJNG will promote the program to contractors, commercial customers, and
municipalities.

Estimated Program Participants and Annual Savings

Rebate Estimated Estimated Annual Savings

Participants Per Unit

Gas Cooling 5 per year Those assumed in NJCEP

Analysis

Gas Heating 30 per year 23,250 therms

Gas Water Heating 10 per year 2,820 therms

Combined Heat & Power 7 over 3 year period 8,322,000 kWhr

TOTAL 142

Link to existing programs

o NJCEP SmartStart program
o NJCEP Pay for Performance

Estimated avoided air emissions

46,500 tons of CO; and 38.25 tons of NOx annually (based upon estimated annual
savings as noted above)

Anticipated Jobs Created/Sustained

Refer to Schedule NJNG-16.

Budget information

Refer to Schedule NJNG-11 for categorization of costs.

Marketing Approach

Refer to Schedule TIM-2

Cost Recovery/ Rate design

Refer to Schedule DPY-5 for information related to cumulative program costs and the
proposed cost recovery schedule. These costs are to be collected through Rider “F”
applicable to all jurisdictional throughput. (See Schedule NJNG-8)
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NJING Solar Energy Program

Description of the Program

NJNG Audit and Installation of PV Solar Equipment’

The NJNG Solar Energy Program (SEP) provides a two-prong approach to encouraging
the installation of solar energy products. First, NJNG will provide an opportunity for
residential home-owners to receive a Solar Assessment either during an HPES Audit or as
an NJNG stand-alone Solar Assessment provided at no charge to customer by NJNG
Staff. The NJNG Solar Assessment will be conducted upon request from customers who
have previously had an HPES Audit.

Second, NJNG will provide eligible customers the opportunity to have photovoltaic
(“PV™) Solar equipment installed on their home. To be eligible, customers must have
completed a full HPES Audit showing that the home meets the existing New Jersey’s
Clean Energy Program (NJCEP) guidelines for participation in the SREC Only solar
program. Additionally, the homeowner must have completed the seal-up measures in
effect at the time of the Audit.

Terms of the PV Installation Program

NJNG will install, own and operate solar PV equipment on the roof of customer homes
after the execution of a Lease Agreement with NJNG. (A draft copy is provided with the
filing as Schedule NJNG-12). The lease will have a term of 15 years with customer
payments based upon the size of and type of the PV system actually installed. NJNG will
be using both Building Applied Photovoltaic (BAPV) products and Building Integrated
Photovoltaic (BIPV) materials. In exchange for having NJNG install and own BIPV Solar
equipment, a customer will pay a monthly fee of approximately $9.67/kW installed or
$29/month for a typical 3 kW system. That size system generally produces annual
electricity estimated at 3,450 kWh or approximately 40% of the average annual
consumption for a New Jersey residential electricity customer.

In exchange for having NJNG install and own BAPV Solar equipment, acustomer will pay
a monthly fee of approximately $8.16/kW installed or $49/month for a typical 6 kW
system. That size system generally produces annual electricity estimated at 6,510 kwWh or
approximately 80% of the average annual consumption for a New Jersey residential
electricity customer. All systems installed will be in compliance with current New Jersey
net-metering regulations. At the end of the lease term, the system can be purchased from
NJNG at the fair market value or the lease may continue on a year-to-year basis under
terms to be determined at that time.

NJNG proposes that SEP include a separate tier of pricing for installations using
equipment that has received New Jersey’s Renewable Energy Manufacturing Incentive
(REMI) designation. No specific discount is proposed at this time pending further
discussion with interested parties in this proceeding. However, it is the intention of NJNG
to provide a discount consistent with the incremental incentive currently offered through
NJCEP for REMI installations.

Equipment and Installation Process

Equipment installed will be provided by a manufacturer from an NJNG-approved list and
the products available will include both BAPV and BIPV equipment. NJNG will select
qualified local contractors to install the equipment on customer homes. Contractors will be
required to follow all rules for the safe and effective installation of solar equipment,

! During the course of this proceeding, NJNG reserves the right to modify this proposal upon changes to the
NJCEP offers with no impact on the 180-day review period.
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NJING Solar Energy Program

consistent with current NJCEP guidelines and approved practices as well as all applicable
NJ laws pertaining to the installation, operation and wages at that time.

e BAPV systems will consist of conventional crystalline silicon technology using
rigid PV panels to be mounted above existing roof surfaces. NJNG will install
systems on roofs deemed to be suitable for the Lease Term. In no case will NJNG
install BAPV systems on roof material older than 5 years.

e BIPV systems will consist of system developments where PV solar material is
integrated directly into the roofing material. NJNG will install integrated PV
roofing material. In the BIPV installation, NJNG will pay for, own, operate,
warranty, insure and maintain the BIPV equipment and substrate. NJING will
install BIPV roofing/solar systems on roofs deemed suitable, depending on the site
specific conditions identified at the time of the Solar Assessment.

Market Segment/Efficiency Targeted

Customers identified as having applicable locations for the installation of PV equipment
based on the results of the Solar Assessment will be offered the opportunity for program
participation.

Delivery Method and Contractor Role

NJNG or approved designees will perform all Solar Assessments. NJNG will select the
most appropriate contractors available to install approved systems.

Estimated Program Participants and Annual Savings

Systems will be sized depending on conditions on the site; however, it is expected that
systems averaging 6kW in size will produce approximately 6,510 kWh per year, systems
averaging 3kW in size will produce approximately 3,450 kWh per year and total annual
savings could be approximately 2,743,900 kWh per year.

Link to existing programs

o NJCEP HPES
o NJCEP Solar Renewable Energy Certificate (SREC) Registration Program (SRP)

Estimated avoided air emissions

2085.42 tons of CO, and 3.84 tons of NOx annually (based upon estimated annual
savings as noted above)

Anticipated Jobs Created/Sustained

Refer to Schedule NJING-16.

Budget information

Refer to Schedule NJNG-11 for categorization of costs.

Marketing Approach

Refer to Schedule TIM-2.

Cost Recovery/ Rate design

Refer to Schedule DPY-5 for information related to cumulative program costs and the
proposed cost recovery schedule. These costs are to be collected through Rider “F”
applicable to all jurisdictional throughput. (See Schedule NJNG-8).
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NEW JERSEY NATURAL GAS COMPANY

PREPARED DIRECT TESTIMONY OF
DANIEL P. YARDLEY

INTRODUCTION
Please state your name, affiliation and business address.
My name is Daniel P. Yardley. | am Principal, Yardley & Associates and my

business address is 2409 Providence Hills Drive, Matthews, North Carolina 28105.

On whose behalf are you testifying?
| am testifying on behalf of New Jersey Natural Gas Company (“NJNG” or the

“Company™).

Please summarize your professional and educational background.

I have been employed as a consultant to the natural gas industry for the past 20 years.
During this period, | have directed or participated in numerous consulting
assignments on behalf of local distribution companies ("LDCs"). A number of these
assignments involved the development of gas distribution company cost allocation,
pricing, service unbundling, revenue decoupling and other tariff analyses. In addition
to this work, | have performed interstate pipeline cost of service and rate design
analyses, gas supply planning analyses, and financial evaluation analyses. | received
a Bachelor of Science Degree in Electrical Engineering from the Massachusetts

Institute of Technology in 1988.
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Have you previously testified before the New Jersey Board of Public Utilities?
Yes. Over the last ten years, | have testified before the New Jersey Board of Public
Utilities (the "BPU") on rate and regulatory matters including rate unbundling, cost
allocation, rate design, revenue decoupling and tariff design. My testimony in
various proceedings has been presented on behalf of NJNG as well as Elizabethtown
Gas and South Jersey Gas Company. | have also testified in proceedings before the
Florida Public Service Commission, the Massachusetts Department of Public
Utilities, the New Hampshire Public Utilities Commission, the Rhode Island Public
Utilities Commission, the Tennessee Regulatory Authority, the Wisconsin Public
Service Commission and the Federal Energy Regulatory Commission on matters
pertaining to cost of service, cost allocation, rate design and capacity planning. A
summary of my previous expert testimony is provided as Attachment A to my

prepared direct testimony.

What is the purpose of your testimony in this proceeding?

My testimony supports NJNG’s request to implement certain energy efficiency and
renewable energy programs. In particular, | provide estimates of the annual revenue
requirements associated with the program investments described in the pre-filed
testimony of Thomas J. Massaro, Exhibit P-2, submitted in support of NJNG’s
proposals. In addition, | will detail the Company’s proposed cost recovery

mechanism and present estimated bill impacts.
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The Company’s filing is made pursuant to legislation enacted in January 2008,
entitled the Regional Greenhouse Gas Initiative Act' (“RGGI Legislation™). Through
the RGGI Legislation as well as previous legislation entitled the Global Warming
Response Act?, enacted in July 2007, New Jersey further recognized the need to
address greenhouse gas (“GHG”) emissions and global warming concerns. These
laws provide for investment in energy efficiency and renewable energy on a regulated
basis by New Jersey energy utilities as a means of increasing the efficient use of
available resources and reducing GHG emissions. Subsequently, the BPU established
Minimum Filing Requirements (“MFRs”), information that must be provided within a
utility filing seeking approval for such investments and the associated cost recovery

mechanism?.

The Company’s filing represents a request for regulated recovery of energy efficiency
and renewable investments as provided for under the RGGI Legislation. The
proposed RGGI programs are an extension and expansion of existing offers available
through NJNG’s current Economic Stimulus Energy Efficiency (“E3”) program
activities that are currently referred to internally at NJNG and promoted to customers
as The SAVEGREEN™ Project. My testimony supports a number of the MFRs for

RGGI programs established by the BPU.

! N.J.S.A. 49:3-98.1
2N.J.S.A. 26:2C-45

® B.P.U. Docket No. EO08030164, Order issued May 12, 2008.
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Are you supporting any schedules that accompany your testimony?

Yes. | am sponsoring the following seven schedules, which will be explained later in

my testimony:

Schedule DPY-1:
Schedule DPY-2:
Schedule DPY-3:
Schedule DPY-4:
Schedule DPY-5:
Schedule DPY-6:

Schedule DPY-7:

Program Unit Costs and Projected Participation Rates
Net RGGI Investments by Year

Cost of Capital

Operations and Maintenance Costs

Revenue Requirements Summary

Energy Efficiency and Renewable Energy Tariff

Projected Bill Impacts by Class.

PROGRAM REVENUE REQUIREMENTS

What are the components included in the revenue requirements that are

associated with the RGGI programs proposed by the Company?

Mr. Massaro in Exhibit P-2 describes four programs that comprise the Company’s

proposal: the Residential Energy Efficiency Program (“REEP”) including the

OPower Program (“OPower”), the Commercial Energy Efficiency Program

(“CEEP?”), the Access to Affordable Energy Pilot Program (“Access”), and the Solar

Energy Program (“SEP”). The investments associated with these programs (“RGGI

Investments™) result in rate base and expense-related revenue requirements. These

include Operations and Maintenance (“O&M?”) expense, amortization expense, return

on investments and income taxes.
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An additional program presented by Mr. Massaro, Fostering Environmental and
Economic Development (“FEED”), has no impact on the proposed revenue
requirement or cost recovery mechanism. Therefore, the FEED program is not

addressed in my testimony.

Please describe the factors that most strongly influence the level of revenue
requirements associated with the proposed programs.

The per unit costs of the individual program measures and the number of participants
have the most significance in determining the revenue requirements associated with
the RGGI Investments. In addition, the length of time over which the investments are
amortized and the incremental O&M costs necessary to implement the RGGI

programs influence total revenue requirements, but to a lesser degree.

Have you prepared a summary of unit investment costs and the associated
number of participants you are relying upon in your calculations?

Yes. Schedule DPY-1 provides a list of measures included within each of the four
programs as well as the anticipated participation rates for each of the three years
encompassed by this RGGI proposal. The gross investments by year are also

provided in this schedule.

Please describe the Company’s proposal to amortize the RGGI Investments.
NJNG is proposing to amortize the investments over a ten-year period. Specifically,
the investments will be amortized monthly for a period of 120 months beginning

when the facilities are installed or rebates are paid. The investments will be grouped
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for amortization purposes by install date rather than by asset class as is normally

recorded per books for the Company’s traditional utility plant investments.

The ten-year amortization period is consistent with the proposed recovery period,
which I will describe later. Therefore, the investments will be fully amortized at the
end of the recovery period. For tax purposes, the RGGI Investments will be
recognized as an expense as allowed for all rebate payments to customers. SEP
investments, which are not rebates, are amortized over a five-year period for tax
purposes. The timing difference between book and tax amortization periods for all
RGGI Investments is properly recognized in the calculated revenue requirements
through deferred tax reductions to the rate base associated with the proposed RGGI

Investments.

What is NJNG’s projected net investment in the new RGGI programs over the
amortization period?

Net investments take into consideration the gross investment as well as accumulated
amortization and the deferred tax benefits associated with applicable accelerated
depreciation. The net investment by program by year is provided in Schedule DPY-2
through 2022, when the last of the investments would be fully amortized. This
schedule indicates that the Company’s net investment peaks at the end of year three at
$58.1 million and then declines gradually through 2022. Due to the amortization of
the initial investments as well as the deferred tax benefits associated with the solar
investments, the peak investment is only 56.9 percent of the total gross investments

indicated in Schedule DPY-1.
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How are return on investment and income taxes calculated?

Consistent with the provisions of the RGGI Legislation, the Company is proposing to
include a regulated rate of return on its net investment as part of the proposed revenue
requirements. The rate of return and associated income tax rates are provided in
Schedule DPY-3 and reflect the rates authorized by the BPU in the Company’s most

recent base rate case, Docket No. GR07110889.

What are the estimated O&M and Administrative costs?

NJNG prepared estimates of the anticipated labor and non-labor costs associated with
administering the programs. These projections reflect the Company’s experience
administering the existing E3 programs approved by the BPU and the incremental
jobs that will be created under this proposal. A summary of projected O&M and
administrative costs is provided in Schedule DPY-4. The costs included on this
schedule represent the direct labor and associated personnel overhead costs, such as
benefits and office space. None of the Company’s general administrative overhead

costs are included in revenue requirements for these programs.

Will the solar investments generate Federal investment tax credits?

Yes. Current Federal law provides for a 30% investment tax credit (“ITC”)
associated with investment in renewable energy including solar. The ITCs will be
realized for tax purposes in the investment year, but will be amortized for book
purposes over ten years as allowed for accounting purposes. When this method of
accounting for ITCs is utilized, Federal tax law requires that a 15% permanent

reduction to the tax basis of the asset be taken. Therefore, a portion of the book
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amortization of ITCs is not recognized for income tax purposes necessitating an
adjustment to income tax expense in the revenue requirements associated with the

solar program.

Are there any revenue offsets to revenue requirements associated with the RGGI
Investments?

Yes. The solar program leads to two sources of revenues that reduce revenue
requirements. The first of these is the monthly lease payment that each participant
will pay to NJNG. The second source of revenue is the sale of Solar Renewable
Energy Certificates (“SRECs”). SREC auctions were established as a means of
promoting solar investment by valuing the clean energy benefits of solar. Electricity
suppliers are required to invest in solar to satisfy the State’s renewable portfolio
standards. These suppliers may purchase SRECs to satisfy their individual
requirements within the standards. The State has established a solar alternate
compliance payment (“SACP”) price that suppliers must pay if they fall short of the
renewable portfolio standard. The SACP represents a market cap on the value of
SRECs and is $675 per MWh in 2011. The SACP declines each year through 2016
when it is $594 per MWh. The legislature recently extended the SACP for an
additional five years through 2021 and required the BPU to establish SACP prices

through that period.

How will SREC revenues be received and accounted for by NJNG?
All solar installations will follow the necessary protocols to be certified by the State

to generate SRECs that can be traded or sold at auction. This includes the installation
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of required metering equipment as well as undergoing a mandatory inspection
process. Once the requisite certificate is received from the State, SRECs will begin
accruing to the benefit of NJNG’s customers. NJNG will seek to maximize the value
of the SRECs by participating directly in the SREC auction process or by trading
SRECs with third-parties. The combination of customer lease payments and SREC
revenues are projected to offset the revenue requirements of the SEP over the 15-year

customer lease term.

Have you prepared a summary of net revenue requirements associated with the

RGGI Investments?

Yes. Schedule DPY-5 presents a summary of the projected revenue requirements for

each program by year through 2027. The actual revenue requirements will depend on
the total level of participation by customers. However, Schedule DPY-5 is presented
on the basis of the maximum investment levels that the Company is requesting for

approval.

COST RECOVERY MECHANISM

Please describe the requirements established through the RGGI Legislation
regarding recovery of utility investments in energy efficiency and renewable
resources.

The RGGI Act allows natural gas and electric utilities to recover the costs of energy
efficiency and renewable energy programs through rates on a regulated basis. In
order to be eligible for such rate treatment, the investments may be on the utility side

or customer side of the meter so long as the investments are in the utility’s service



10

11

12

13

14

15

16

17

18

19

20

21

Exhibit P-3
Page 10 of 13

area. Energy efficiency and renewable energy investments may be placed in utility
rate base or recovered through a separate ratemaking mechanism. The costs eligible
for recovery include the costs of developing and implementing the programs as well

as a return on invested capital.

Is there an existing NJNG tariff related to recovery of energy efficiency
investments?

Rider F to the Company’s existing tariff provides for the recovery of energy
efficiency investments as established in Docket No. GO09010057. The E3
investments are presently recovered through Rider F. Upon approval of the RGGI
Programs by the BPU, the Company is proposing to continue utilizing that rider to
recover all program costs associated with the RGGI Investments given the similarity
between the two programs. Although NJNG is proposing to continue utilization of
Rider F for energy efficiency and renewable energy investment costs, the tracking of
E3 investments and costs shall be maintained separate from the RGGI Investments

and costs.

Please describe the new RGGI costs that will be eligible for recovery through the
modified Rider F.

Cost recovery would include direct program cost investments including
administrative expense, amortization of the program investments and a return on the
net capital invested in the program. The SEP costs included in Rider F are projected

to be offset by the associated revenues over the 15 year customer lease term.
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Over what period of time are the program investments recovered?
The Company is proposing to amortize the program investments over ten years. Ten
years appropriately balances potential bill impacts with the desire to pay down the

investments in a reasonable timeframe.

Have you prepared revised tariff language reflecting changes to Rider F?
A redlined copy of Rider F showing all required changes to accommodate the RGGI

Investments is provided as Schedule DPY-6.

Is recovery of the Company’s proposed investments consistent with the
requirements of the RGGI Legislation?

Yes. The Company’s cost recovery proposal complies with the requirements of the
RGGI Legislation. The program costs satisfy the eligibility requirements and the
proposed ratemaking mechanism, including a return on net invested capital, is
consistent with the ratemaking options provided for in Section 13 of the RGGI

Legislation.

Please describe the periodic filing and review process you recommend related to
ongoing RGGI investments recovered through Rider F.

The proposed program includes a three-year investment period. The Company is
proposing that the BPU adopt an annual filing process to review and approve
recovery of program investments. On or before June 1st of each year, the Company
will file a request to modify the rate applicable under Rider F including all supporting

information and workpapers. The proposed effective date of the annual change
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would be the following October 1% which affords the BPU and interested parties
reasonable time to review the Company’s application and conduct discovery as
needed. This schedule will coordinate with the Company’s current filings made on or
around June 1st of each year to be effective as of October 1st. The proposed approach
lessens the number of rate changes experienced by customers during any 12-month

period.

When will recovery of RGGI costs begin under Rider F?

The E3 program costs associated with the existing Rider F were recovered on a
projected basis beginning on August 1, 2009. Reconciliation of actual program costs
to projections occurs for each program year. The initial E3 recovery period was
through October 1, 2010. The Company will be making a subsequent filing on or
before June 1, 2010 to establish the rate to be effective October 1, 2010. The
Company is recommending that the Rider F Tariff rate that is effective upon approval
of the new RGGI Programs remain unchanged. The Company will begin accruing
costs when the RGGI Program is approved and will include any costs incurred in the
reconciliation that is provided in the subsequent annual filing. In addition, projected

costs will be reflected in the rate to be effective the following October 1st.

CUSTOMER IMPACTS

Have you prepared a forecast of future bill impacts associated with the
Company’s proposal?

Yes. Schedule DPY-7 presents annual bill impacts, assuming full participation at the

proposed investment caps, for each year based on the projected net revenue
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requirements presented in Schedule DPY-5. The bill impacts are provided separately
for various NJNG customer classes. For residential heating customers, the bill

impacts average $8.14 per year over fifteen years.

Does this conclude your testimony?

Yes, it does.
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Component

Long-Term Debt
Short-Term Debt
Customer Deposits

Common Equity

Total

New Jersey Natural Gas
RGGI Program

Cost of Capital

Weighted Combined
Amount Ratio Cost Cost Tax Rate
$ 411,344 41.6% 5.44% 2.26%
66,000 6.7% 2.90% 0.19%
4,447 0.5% 4.79% 0.02%
506,332 51.2% 10.30% 5.28% 41.08%
$ 988,123 100.0% 7.76%
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Pre-Tax
Cost of

Capital

2.26%
0.19%
0.02%
8.96%

11.44%
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NEW JERSEY NATURAL GAS COMPANY

First Revised Sheet No. 172
BPU No. 8 - Gas Superseding Original Sheet No. 172

RIDER "F"

ENERGY EFFICIENCY AND RENEWABLE ENERGY - EERE

AVAILABILITY

Applicable to the following service classifications:

RS Residential Service ED Economic Development
DGR Distributed Generation Residential FC Firm Cogeneration

GSS General Service - Small NGV Natural Gas Vehicle
GSL General Service - Large IS Interruptible Service

FT Firm Transportation IGS  Incremental Gas Service
DGC Distributed Generation Commercial

The Energy Efficiency and Renewable Energy (“EERE”) rate is for recovering authorized expenditures related
to the energy efficiency and renewable energy programs as approved in BPU Docket Nos. GO09010057_and
GR1003 :

DETERMINATION OF THE EERE

The Company shall file an annual request with the Board for implementation of an EERE charge, which shall
be applicable to customers on all service classifications to which Rider “F” applies. The EERE recovery year is
intended to run from October 1* to September 30" of each year.

I. Determination of the RateEE

The EERE rate shall be derived in the following manner:

(1) An estimate shall be made of the total annual cost related to the EE-programs. This rider will include only
expenses for energy efficiency and renewable energy programs approved by the Board in BPU Docket Nos.
G009010057_ and GR1003 , unless modified further by Board Order.

(2) An estimate shall be made of the total annual volume of prospective jurisdictional sales of gas (in therms) to
NJNG’s sales and transportation customers.

(3) The prospective EE-costs (per paragraph (1)) shall be adjusted upward or downward to the extent of the
amount of any prior under-recovery or over-recovery ef-EE-to determine the total EE-costs to be recovered
and then shall be divided by the estimated total volume of prospective sales (per paragraph (2)), to determine
the per unit EE-cost recovery rate.

Date of Issue:  July-22,-2009March 29, 2010 Effective for service rendered on
Issued by: Mark R. Sperduto, Vice President and after OctoberAugust 1,
201009

Wall, NJ 07719

Filed pursuant to Order of the Board of Public Utilities entered in
Docket N0.-G009010057
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NEW JERSEY NATURAL GAS COMPANY
SecondEirst Revised Sheet No. 173

‘ BPU No. 8 - Gas Superseding First RevisedOriginal Sheet No. 173

RIDER "F"

ENERGY EFFICIENCY AND RENEWABLE ENERGY - EERE

I1. Tracking the Operation of the EERE

The Company shall calculate carrying costs on the average monthly balances of under-or over-recovery of
deferred EE—costs based upon the Company’s monthly commercial paper rate. The carrying cost
calculation shall be based on the net of tax beginning and end average monthly balance. The carrying
costs shall accrue on a monthly basis and shall be rolled into the EE-balance at the end of each EERE

recovery year.
In accordance with P.L., 1997 c. 162, the charges applicable under this Rider include provision for the

New Jersey Sales and Use Tax (“SUT”), and when billed to customers exempt from this tax, as set forth in
Rider “B”, shall be reduced by the amount of such tax included therein.

The EERE factor shall be credited/collected on a per therm basis within the Delivery Charge for all
service classifications to which Rider “F” applies. The EERE factor is as set forth below:

$0.0127

Date of Issue:  July-22,2009March 29, 2010 Effective for service rendered on
Issued by: Mark R. Sperduto, Vice President and after OctoberAugust 1,
201009

Wall, NJ 07719

Filed pursuant to Order of the Board of Public Utilities entered in
Docket No. G009010057
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