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Based on cost of evaluated packages of transmission solutions and the outputs of PJM’s PROMOD energy market simulations and PJM’s BRA market simulations, as outlined in the NJ SAA Proposal Window Economic Questions and Answers, the NJ BPU anticipates to apply the following analytical framework in its economic evaluation of transmission solutions received in response to this SAA solicitation. 
The economic evaluation of the proposed transmission solutions will be primarily based on their overall cost effectiveness to New Jersey ratepayers of integrating the desired OSW generation.  The cost effectiveness of the proposed transmission solutions is measured as the “net OSW transmission costs,” which is defined as the total cost of the proposed transmission solution, net of any OSW generation and PJM market benefits that a specific proposed solution offers relative to a benchmark alternative solution. This SAA economic evaluation framework differs from the benefit-to-cost ratio evaluation criteria PJM applies to market efficiency transmission projects.  From an economic evaluation perspective, a higher-cost OSW transmission solution may be preferable to a lower-cost solution if it provides higher economic benefits to New Jersey that exceed the solution’s incremental costs.  These economic benefits of specific transmission solutions may include reduced OSW generation costs (or higher value of OSW generation), increased PJM market benefits, risk mitigation, and option value. The proposed solutions will also need to be more cost-effective (from an overall New Jersey cost perspective) than the alternative of developing the necessary OSW-related transmission needs through the regular PJM RTEP and OSW interconnection processes, relying on generation tie lines from individual OSW plants to shore.
	Net OSW Transmission Costs
The determination of the “Net OSW Transmission Costs” of each evaluated package of proposed transmission solutions will consider the following four components: 
Transmission project costs: this evaluation component measures the total transmission project costs of the selected package of transmission solutions.  The proposed package of transmission solutions should support the state’s OSW generation at the lowest transmission project cost.  
OSW generation cost reduction: this evaluation component measures the extent (if any) to which a package of proposed transmission solutions is expected to reduce the cost of OSW generation compared to a selected benchmark OSW integration solution (as discussed below).  A package of proposed transmission solutions should result in a greater reduction in OSW generation-related costs due to factors such as:
· Reduced OSW generation project costs (e.g., by reducing the cost of offshore substations for OSW plants)
· Increased energy delivered from OSW generation (e.g., due to lower expected curtailments or higher capacity factor locations)
· Increased value of the delivered OSW generation in PJM’s energy and capacity markets (e.g., by injecting the OSW generation in high-priced POIs and assuming the PJM revenues of OSW generation will reduce New Jersey contract payments for OSW)
PJM market cost reduction for NJ ratepayers: this evaluation component measures the extent (if any) to which a package of proposed transmission solutions is expected to reduce the PJM market costs for NJ ratepayers compared to the selected benchmark OSW integration solution.  A package of proposed transmission solutions should result in a greater reduction in PJM market payments by New Jersey ratepayers, including:
· Reduced PJM energy market payments (i.e., Annual Gross Load Payments) due to 
· OSW energy injections at POIs that result in a higher reduction of New Jersey load LMPs
· The value of energy transfers between POIs through Option 3 offshore transfer capabilities
· The value of IARRs (if any) created by the proposed transmission solution
· Reduced PJM capacity market payments due to 
· OSW capacity injections that have more favorable impacts on New Jersey capacity prices (e.g., by reducing or eliminating the price separation between PJM’s capacity deliverability areas in New Jersey)
· Increases in CETL (if any) created by the proposed transmission solution
· Value of ICTRs (if any) created by the proposed transmission solution
Risk mitigation benefits and option value: this evaluation component considers the extent to which a package of proposed transmission solutions mitigates risks and provides valuable options compared to a selected benchmark OSW integration solution. A package of proposed solutions should (1) better mitigate risks to New Jersey ratepayers, including environmental, permitting, constructability, project-on-project, or cost overrun risks; and (2) provide more valuable options, such as the ability to enable more competitive wind solicitations, access more or better wind lease areas, defer costs, or allow for low-cost expansion of OSW generation.  The risk mitigation benefits and option values may be quantified or considered qualitatively, depending on the specifics of the proposed solutions.
The Net OSW Transmission Costs would then be calculated based on the following formula:
Net OSW Transmission Costs = OSW Transmission Project Costs – OSW Generation Cost Reduction 
– PJM Market Cost Reduction – Risk Mitigation Benefits and Option Values
Net OSW Transmission Costs will be analyzed on a “levelized” and a present value basis over the life of the proposed transmission solutions (e.g., over 20-50 years, representing the proposed costs and an extrapolation of measured benefits). This approach will be able to account for both (1) different scales of OSW generation addressed by the proposed solutions (e.g., proposals that may integrate all 7500 MW of OSW generation and proposals that may integrate less than that) and (2) different physical (or contractual) lives[footnoteRef:2] of the proposed solutions, which requires comparing benefits and costs to NJ ratepayers over different timeframes.  [2:  NJBPU may determine to treat comparable technologies and equipment as having the same service life to assure evaluation of proposals is on a comparable basis] 

· Under the present-value approach, we will include benefits and costs over each project’s useful life for the scenarios simulated.  These present value estimates will identify the projects that offer the lowest net OSW-related costs (highest net benefits) to the state. 
· Under the levelized costs and benefits approach, we will “levelize” the estimated costs and benefits over the useful life of the project to report (present-value-equivalent) annualized costs and benefits.  This approach normalizes annual costs for different time profiles of costs and benefits over the lives of the projects. These annualized net costs or benefits can then be expressed as Net OSW Transmission Cost per MWh (or per kW) of enabled OSW generation to identify the proposals that, despite varying in useful lives and the magnitude of deliverable OSW generation, offer the lowest overall cost of integrating New Jersey OSW generation.

	OSW Integration Reference Case 
Estimating several components of the Net OSW Transmission Costs requires that the transmission solution package be compared to an alternative that also delivers and integrates into the PJM system the targeted amount of OSW generation.  To do so, the NJBPU will compare the Net OSW Transmission Costs of the evaluated transmission packages to a reference case of transmission solutions that is intended to approximately reflect interconnecting the targeted amounts of OSW generation through individual generation tie lines.

Combinations of Proposals and Final Evaluation
Each transmission proposal will also be categorized to consider which projects are alternatives to each other, independent from each other (so could be combined with others), or complementary to each other (providing unique benefits in certain combination).  PJM and BPU Staff will determine at that time which alternative, independent, and complementary project packages to evaluate with the framework described above, in pursuit of combinations of transmission solutions that can cost-effectively achieve New Jersey’s public policy objectives.
The final consideration and weighting of these economic benefit metrics and other evaluation criteria will occur after the BPU has had a chance to consider the various proposals received and the tradeoffs between economic value and other evaluation considerations.  Proposals will be considered that integrate less than 7500 MW of OSW generation if the smaller scale offers a Net OSW Transmission Cost advantage on a $/MWh or $/kW basis.  Proposals will also be considered if delivering robust risk mitigation strategies (including all economic, environmental, project-on-project, and constructability risks), attractive future options, or larger total New Jersey benefits to the state, even if somewhat more expensive on a $/MWh or $/kW basis.  
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