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S~ary of Decision 

The decision authorizes Southern California Gas COmpany 
(SoCal) to begin new programs which greatly expand its existing 
aid to residential ratepayers in fi~~cing cost-effective 
weatherization investments. SOCal's Residential Conservation 
Service (RCS) will audit 146,000 homes in 1982. The Weatherization 
Financing and Credits Program (WFCP) will provide 8% loans or 
cash credits to 187,000 homes in 1982. Together, the ~~o'progra=s 
will provide SoC4l's customers with their best opport~ty to . 
reduce their utility bills, it, this time of skyrocke~ing costs. 

RCS is SO""...al' s version of a federally :rMdated program providing 

residential ratepayers with free "energy audits" which will identify 
for each participating ratepayer weatherization =easures which CAn 

be installed cost-effectively in his or her home. SoC41 has been 
initially authorized S12 million for RCS in 1982. Actual expend­
itures will be recorded in a balancing aecou.~t, for evaluation and 

adjustment after one year. One likely source of savings is the 
streamlining of RCS audit prOVisions' by the California 
Enerqy Co~~ission, which has been designated as California"s 
lead aqenCy. Additional savings should also occur 
through contracts with local governments, community q:oups and 
private firms which offer to provide RCS audits at lower costs 
than the utility. 

The WFCP proqram is considerably larger; socal is 
authorized to spend $34,256,000 in 1982 to reach 187,000 units. 
SoCal will provide 8% financing, or cash credits providinq 
comparable assistance, for up to 13 cost-effective measures. Six 
measures have been found to be so clearly cost-effective that 
SoCal will provide WFCP assistance without any prior audit. These 
"Biq 6" items are attic insulation, weatherstripping, water 
heater blankets, low-flow shower heads, caulking and duet wrap_ 
Seven additional measures will be eligible for WFC2 only when 
shown to be cost-effective by an ReS audit of the ratepayer's 

... 
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~ residence. These measures are wall insulation, floor insulation, 
clock ther~ostats, pipe insulation, storm or thermal windows, 
intermittent ignition devices to replace pilot lights, and 
reolacement of inefficient space heating appliances~ To ensure 
progrmn cost-effecti ver.ess, two i te:ns will be reconsidered at the end of the year: 

• 

• 

. 
storm or thermal windows ane replaeerne."lt of inefficient heating appliances .. 

'"I" The Commission has ~reeree a numJ:)er of provisions 
to ensure thAt the bene!its of WFC? are spread equitably. First, 
limi ts Mve been plaee<! on the total size of WFO? loans have Oeen limited to no 

more than $3,500 for each ewellin~ unit: $750 for the attic 
insulation; $250 for the remaining Big 6 items; and $2,500 for 
the seven RCS-requiring items.. Second, WFCP loans are repayable 
over 100 monthS, ensuring relatively small monthly payments 
(loans are due in full upon sale of the unit).. Mini~um 

loans will be $150, and minimum monthly payments $5. 
Third, special efforts have been taken to all~~ renter 

participation. The credit opt;ion ·..,ill ensure that renters 
can recover the costs of weatherization investment qu~ckly, 
especially if they install measures themselves, on a 

do-it-yoursel: basis. 
Fourth, additional efforts are directed to allowing 

low-income ratepayers the opportunity to participate. SOCal will 
cooperate with community action agencies (CAAs) and community­
based organizations (CBOs) for targeted outreach and inspections. 
SoCal will provide credits upon receipt of cash deposit slips, 
before the low-income participant pays :or =eas~es.. SoCal ·~ll 
also provide low-income participants in WFC?" wi t.."'l 1..1> to S200 in credits for 
cost-effective ~building envelope" repairs, such as :epairing 
holes in walls and replacing broken windows. . 

The Commission also made a number of modifications in 
SoCal's proposal to reduce program costs. SoCa! was authorized 
to contin~e its direct sales program, in which con~ractors agree 
to provide weatherization packaqes including commissions to the 

SoCal employees who line up ~~e contracts. This effort is 
, -

expected to save o ... ~er $5 million in 1982. SOCal will also reduce 
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proqram costs while e~suring the ~uality of WFCP-financee work by 

adopting flexible inspection methods. 
Res and WFCP expenses will be recoreed in a balancin9 

account for recovery through a ~~ifo~ SO.00726 per ther.m 
aejus~~ent to rates. A balancing account is established 
today, but the adjus~~ent ~Q rates will not co~~ence 
until the ti~e of SOCal's next C&~ adjustment deeision. 

Because the prograQS are so cost-effective, even 
customers who never participate directly in the programs will save 
money over the life of the weatherization ~easures. SoCal will be 
able to "supply" ener~i through conserva~ion at far less eoct 

than if new gas supplies were purchased to provide equivalent 
amounts of energy • 
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INTERIM OPINION 

I. Ant roduct ion 

Durinq the past yea:, this Com::tission has been faced with 
repeated applications by California gas and electric utilities seekin; 
to offset skyrocketing fuel costs. Both the utilities and the State 
have attempted to respond to this situation by increasinq the level 
of enerqy conse~~tion ~~onq residential customers. As we have 
previously observed, conservation resulting from increased 
ener;y efficieney "has consistently riser. to t~~ fore as the 
most readily available, least costly, and most reliable souree of 
enerqy supplies. It (Pacific Gas and Electric Company (PG&E), Decision 
CD.) 92653- at p. 2 (1981).) 

Today we have the opportunity to draw further on this 
resource by considering the instant applications filed by SOuthern 
California Gas Company (SOCal). By these applications, soca1 seeks 
to i.-nplement two complementa...ry conservation pr~ams: the 
Residential Conservation Service Proqr~~ (RCS) (Application CA.) 
60446) and the Weatherization Financing and Credits Pro;ram (WFCP) 
(A.60447) . 

The RCS program represents SOCa1's proposed compliance 
with federal and state law. As required by the ~ational Enerqy 
Conservation Poliey Act of 1978 (~~CPA) (PUb. L. 95-619, 92 Stat. 3206, 
et se~.), the federal Depar~ent of. Enerqy (DOE) bas establishee 
a national enerqy conservation pr~ram. The purpose of this pr~=a:n, 
designated RCS, is to encourage the installation of enerqy conservation 
and re:ewab1e resource measures in existinq hoces of customers 
of larqe qas and electric utilities • 

-2-
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While the RCS proqram is e.efined by specific OOE requlatiol'ls 
.(10 CFR 456), state ~overr_~ents have been qiven the authority to expand 
the RCS proqram to tailor it, if necessary,to a state's particular 
needs. In keepinq with DOE's requlations (10 CFR 456), the 
California Enerqy Commission (CEC), this State's desiqnated "lead. 
aqency" for RCS, has developed the California :Plan for the RCS (Cal 
Plan) to guide California utilities in the ~lementation of t~ RCS 
proqr~ in their service areas. 

. To une.ertake its RCS proqram which is designed to ~eet these 
federal and state standards, SOCal seeks to increase its rates by 
S17,611,000 to cover the estimated first year's costs of the proqra= 
which are not already covered in rates. With these fu:ds SoCal 
plans to audit 146,000 residences, approxi~tely 5% of its total 
residential ratepayers. Followinq the audits, SoCal hopes to achieve 
an energy saving'S of 10,118,000 ther.::.s throuqh customer implementation 
of the various practices and measures recommended durin9 the audits. 

SoCal's WFCP wo~ld offer residential eustom~rs the option 

of zero interest finaneinq or utility ereeits in connection with the 
purchase and installation of various eost-effective energy 
conservation measures. The loa.ns, which would oe available to C)'W'r:ers 
of sinqle- or multi-family dwellin~s, .....ould have a :naxi:m.:n tea of 
100 months and a minimum amount of $150.. In cont:ast, th~ c:ee.its...ould 
be available to all residential customers, includinq :enters.. The 
amount of the credit Will vary eependinq on a pereentaqe of tbe value 
of ~he ;as saved over the life ~Jcle of each installed conservation 
measure. SoCal believes its proqr~~ is desi;ned to attraet low-income 
participants as well. 

The interrelation between SoCal's WFcP and RCS proqrams 
is evident. As part of his duties, SoCal's RCS representative will 
explain WFCP 'financinq to audited ratepayers. AJ.thouC;h seven "core" 
conservation measures, already considered by SoCal to be 
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cost-effective, will qualify for the WFCP without an Res audi~, 
other measures will be financed by SoCal only if :ound cost-effective 
by an ReS audit. The seven prq:osee. ."core" :neasures not· requiri::q an RCS 
audit inc!ude attic insulation, replacement of inefficient 

.. 
space heatinq appliances, air duct insu:ation, wat~r flow control 
devices, water heater blankets, eaulki~~/weatherstrippi:q, and solar 
pool covers. 

SoCa1 estimates tbatits WFCP will achieve enerqy conse~lation 
in 187,000 dwellinq units in the :irst year. To :ur.d the program, 
SoCal requests a rate increase of $41,026,000 to cover the estimated 
:irst-year costs. SoCal proposes that the costs for both WPC? and 
Res be accounted for in a balancing account and rates adjusted in 
accordance with the proposed Conservation Cost Adjustment CeCA) 
procedure. 

Althouqh we consider conservation to be a significant 
enerqy resource, we have not lost siqht of the fact that this resource 
will continue to realize its potential only if we approve the most 
cost-effective conservation programs. To this end, we have carefully 
scrutinized our authority with respect to the implementation of 
SoCa1's two proqrams, examined the current lanquaqe and potential 
modifications of related state and federal requlations, and analyzed 
the proposed requirements and estl-~ted costs of both Res and WFCP. 

In this decision, we conclude that the RCS program can be 
L~plecenteQ in its first year at costs below those estimated by 

SoCal without diminishinq the effectiveness of that proq.r~ or 
violating the letter or. spirit of the applical:>le la~f. We expect t.~t 

efforts in the eomin;- yea: at both the state a:::.d federal le'V'el will 
simplify RCS and thereby reduce the costs aSSOCiated with that 
proqram.. Because of this circumstance, coupled with our finding 
that SoCal' s proqram as it now stands could be more streamlined, we 
authorize SOCal to increase its rates for the ReS pro;raz by S12,OOO,OOO 

as opposed to the requested $17,6l1,009_ 
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We have also reviewed SoCal' s WFCP proposal in liqht 
of SoCal's tremendous success i: tbe past year with its Sx financinQ 
pro~ram for residential attic insulation. In particular, we have 
compared tbe loan commi t.":tents achieved under that proqram With 
SoCal 's forecasted. qoals for WFCP. Based. on that analysis and the 
record in this case, we have concluded that SoCal can ach1eve rea.soe.able 

per.etration levels of 'W'eatherizat:!.o:l 1.'1 sb;le-fa:nily a:'!C. :nultifamily '!'x:mes 
providin; financin; at an 8X interest rate and optional credits 
;ar.d can do so at considerably less cost to its ratepayers than a 

zero percent =in~ein~_ 
In adcli tion to this adopted modification of WFCP, we have 

also dete~ned that the most effective pro;r~":t from the standpoint 
of both costs and penetration levels ~ust bave certain elements. 

While we approve the credit feature of WFCP, our adoption of an S% 
interest rate on loans has required a lS~ reduction in the overall 
~~ount requested ~y Socal for its credit offeri:q in order to 
maintain comparability between these two incentives. A credit or 
loan will be provided by SOCal to eliqible customers, with or without 
an energy aUdit, for attic insulation, weatherstrippinq, water 
heate~ blankets, low-flow showerheads, caulking, ~~d duet wrap. I: 
an enerqy audit demonstrates their cost-effectiveness, WFCP finanei:g 
will also be available for wall and floor insulation, clock 
thermostats, pipe insulation, speei:ied winoow and door treatment, 
inte~ttent iqnition eevice (I=O) retrofit, and replacement of 
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1~ef:ieient space neatin~ appliances. L~~its have been placed on 
loan ~~ounts With maxL~um fin~c1nq of $3,500 available to custocers 
who install all of the eli~ible ~7CP ~easu=es. Special incentives 
are adopted for lOW-income reSidents to ensure their partieipation 
in wTCP. 

We also adopt a project fina:cin~ approach for WFCP. We 

find that the use of SoCal's hiqhly levera;ed affiliate can lower 
the costs of providi:~ weatherizat,ion financi::.;-. '!he =et~:n on the 
equity portion of the affiliate's capital struct~re will be l~~itee 

to SoCal's last a~thorized overall rate 0: retur: 0: rate base. 
Reductions in SoCa1's expense estimates for WFCP promotion, labe=, 
ane advertisinq are also warr~ted. 

To i.'nplement ~TCP, as approved by this <iecis10n, we autho=ize 
SoCal to inc=ease its rates a:nually fo= the first year of t~t 
proqram cy $34, 265, 000. For both ~"FCP a..~d RCS, we have adopted SoCal's 
proposed Conservation Cost Adjus~~ent procedure. 

-6-
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II. ?!oceeural Backgeour.d 

Twenty-trxee days of public hearinQ were held in these 
applications between June 16, 1981 and Auqust 4, 1981. Copies of the 
applications were served and notiees of the hearings were pUblished 
in accordance with this Commission's Rules of Practice and Proeedure. 
A description of the applications as well as a notice of the date 
reserved for public witness testimony we:e provieed to each socal 
customer by a bill insert. 

Concurrent briefs in the ~NO applications were filed on 
Auqust 28, 1981. The matters were submitted upon the presentation 
of oral arqument before the Cocmission en banc on September 18, 19S1~ 
in San Francisco. Durinq oral arqument, SOCal representatives made 
certain statements which required clarification to determine the 
extent to which, if any, modifications or additions to SoCal's 
proposed proqrams were beinq contemplated. SoCal's state:ents involved 
those portions of the WFCP related to low-income partiCipation and 
lender assurances. At the direction of the presidinq a~nistrative 
law judge (ALJ) , SOCal filed such a cla:ification on October 6, 1981. 
Comments on this filinq were received from other parties to the 
proceedinq ten days later. These comments included requests by two 
of the parties to set aside the submission of these applications. 

III. Epblie Witness Testirnonv 

Seven public ·~tnesses testified with respect to both 
of SoCal's applications. Each voiced their opposition to the proQram5 
and to the advent of another rate ine:ease. Several witnesses 
specifically questioned the rate eesiqn proposed for both proqracs, 
the potential for tenant participation, and the need 'for more 
conservation programs • 
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The RCS pr09ralU is intended by both the DOE and CEC to be 

a."l educational and informational prOQ'ra."U, the heart of which is the 
rezidential ener~y audit. Under the <:EC's Cal Plan, eaeh ueli<;ible 
customer" is entitled to a home energy or "Class AU audit. This 
audit consists of a trained utility auditor visitin~ a cust~er's 
home at the customer's request and determining which "practices" 
(personal habits) and "measures" (energy conserva.tion devices) will 
cost-effectively reduce his energy cons~ption and. costs. Tbe audits 
provide energy cost savings calculations for each applicable measure. 
Customers will also eventually be qiven the opportunity to collect 
information about their residences themselves and send. that information 
to SoCal for evaluation. This questio~.aire-type audit is known as 
the "Class Sit audit. 

It is SoCal' s position, shared by the CEC, that the Cal 
Plan is a mandated pro;r~"U which each affected utility is required 
to- implement. Accordinq to SOCal, the only issues for this 
Commdssion to resolve ~th respect to A.60446 are whether SoCal"s 

RCS proposal complies with the Cal Plan and. whether Socal's 
estimated costs for i~plementinq that proqram are just and reaso~ble. 

The Commission staff (staff), along with the Insulation 
Contractors Association, question the cost-effectiveness of the Cal 
Plan itself. The staff believes that it is this Co~ssion's 
responsibility to evaluate and, if neeessa.-y, ~rove the eost­
effectiveness of Res before any ratepayer is required to fund that 
prOQra."U. Even if the COmmission deter:nines that this course of action 
is not within its authority, the staff urqes the Commission to keep 
Ita vigilant eye on first-year results .. and if those results are not 
eneouraqinq, to ab~don the proqram • 
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A. RCS P;ocram Deseription 
In Exhibit 2, SoCal outli~eQ its responsibilities under the 

Cal Plan as follows: sendinq a proqram annoueeement providinq full 
information on the program and t~e benefits offeree, eonduct1~q home 
enerqy audits, arranqinq for the installation and finanein; of 
conservation measures, providinq post-installation inspections, and 

helpin; to resolve eomplaints from pro;r~~ participants. ~o qenerate 
ratepayer awareness of and pa.-ticipation i~ the proqr~, SoCal bas 
planned a multimedia advertising pro~ra: supported 01 numerous 
promotional activities. Socal ~ill also ~der~ake other miscellaneous 
functions required ~y the Cal Plan such as recordkeepinq, 
traininq, maintenance of contractor and lender lists, and eoordination 
of the proqr~~ with other utilities also partieipat1nq in ReS. As 

stated previously, it is SoCal's qoal to audit 146,000 dwellinq units, 
appro~~tely 5~ of its sinqle-family residential customers, durinq 
the first year of the proqr~~_ SoCal estimates that customer 
implementation of the recommended conservation practiees and measures 
could result in an enerqy savinqs of 10,118,000 the~ in the fi~st year. 

1. Program >.nno'Uncement 
Under the Cal Plan,. SoCal is required to prepare and 

send an Res pro;r~~ announcement to each eliqib1e customer who 
receives a oil1 from SOCal. This announcement is to be sent no later 
than six months after DOE approval of the Cal Pla.:l ~d eve-:y two 
years thereafter until Janua...--y 1985. A"t the ti.-ne bearinqs cocmeneed 
in this proceeding, Socal r~d already sent a conditional announc~ent 
to its customers statinq that a "free" home energy audit would be 

"available soon." A Spanish-l~9'Uaqe version of this anno~ee:nent 
was also distributed. 
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The program announcement itself will actually offer the 
proqram aueits in aedition to describinq those auei~s, the arra.~ements 
for installation and financinq, and the audit re~est procedures. In 

compliance with the Cal Plan, SoCal intends the proqram announee=ent 
to contain a list 0: the su;;ested conservation =easures and 
practices alonq with an estimate of enerqy cost savinqs which are 
likely to result from the installation of those measures in tbe first 
five years. ~he estL~tes -Nill be based on the most recently issued 
CEC projection of fuel prices and escalation rates. The announce=ent 
will also include an explanation of the benefits of enerqy tax 

credits and ;over=ment-a~~nistered weatherization assistance proqr~ 
for low-income persons. In addition to the ar~ouncernent, the Cal 
Plan requires each participatin~ utility to "use any of a number of 
advertisinq media tecr~ques, such as billOoards, radio, ~.v., bill 
inserts, positive response envelopes, or other appropriate means" to 

~ encouraqe customer participation !n the program. 

• 

2. Audits 
The principal focus of the cal plan is the "Class A" or 

home enerqy audit. This audit is designed to provide a customer with 
information on those weatherization measures and practices which are 
likely to be cost-effective for his residence and to assist the 
customer in purchasin~, installin;, ane financin~ those measures. The 
audit itself will consist of the followinq: 

1. A utility employee (RCS Ifauditor") Visi~inQ 
an individual's home, inspeetinq the 
premises, and takinq certain ::teasu:ements: 

2. The completion of a computer-cased 
evaluation of the customer's potential 
enerqy savings from the installation of 
conservation measures in his residence: 

3. A discussion of this evaluation with the 
customer: 
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4. The arr~<;ement of installation 1J:ic../or 
finaneinq of suq<;ested measures if 
requestee by the customer ~ and 

5. ~e provision of quidelines for the customer 
on obtaini~; bic..s. 

The Class B or self-audit Will be develo~d by SoCal usi=~ 
data c..erived. from a Class B aueit test pro;ram to be conducted 
during the first year of the RCS program. Accordinq to SQCal, tnis 
test is necessary to determine the :ost appropriate desiq,n and 
questionfor=~t for the questionnaire and t~e eeqree of customer 
aceeptance of that form. Based on the results of the test, SoCal ~lans 
to have Class B Res audits available beginninq no later than the secone 
year of the ReS proqram. 

3. InstallatiQn ?nd Finaneing 
socal Will, at the request of the customer, arranqe for t~e 

installation and financinq of any eli;ible conse:vation measure. From 
a list provided by the CEC, Socal .proposes to supply to each o:.st.cr.e:' -Nith ~ie 
names, addresses, and phone n~~rs of three or more installers for 
each measure in which the customer is interested.. '!'he customer will 
then be responsible for contactin~ the installers a~d arranqi=9 for 
bids.. If a customer should request SoCal' s assisU!nce in arranc;i~ 
finaneinq, SOCal will provid.e the customer with a standard credit 
application form and a list of qualified lenders who Will accept such 
a form. 

4. Inspections 
As required by the Cal Plan, Socal will perform post­

installation inspections of measures installed under the Res pro;ram. 
In addition, Socal would provide the customer with a standardcreeit 
customer complaint. Upon completion of the installation, each installer 
will send SoCal a cer~i:icate of completion. SoCal will determine 
whether the conservation measures operate properly and have been 
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instal lee in compli~~ce witn appropriate state,and federal 
standards. SoCal will send a copy 0: the completed inspection repo:t 
to the customer. Should the inspection reveal a failure to 
meet Res standards, SoCal will contaet the i~staller to facilitate 
correction of the violation. 
B. RCS ?rogram Cost-Effeetivenes, 

1. ~2sitions of the Parties 

Durinq the hearings, this Commission's authority to e~~ne 
the cost-e:fecti veness of the RCS pr~=a."tI. 'beca.-ne an issue. The 
resultinq debate was primarily sti~ulated by the position taken oy 

the Energy Conservation Branch (ECB) of the staff. 
In Exhibit 26, staff witness Grayson Grove expressed concern 

aOout the future of tbe feee=al RCS le~islation ~d the cost­
effectiveness of that proqram as prescribed 01' the CEC. Based on 
his analysis of these factors, Grove r:".ade tbe followi~q fou: 
alternative recommendations to this Commission: 

"1) Not f'l.!nd RCS and prepare to meet any 
possible consequences. 

"2) CMr;oe SlS for the RCS aueit to discourage 
customers ~th newly built housinq (not 
now exc1udee from RCS) and non-serious 
customers from askin;o for an audit. 

"3) Sut;g'est the offerin~ of a free simple 
utility walk-th=ouqh audit~ in lieu of 
tbe RCS audit~ aL~ed at preeeter.=ined 
cost-effective conservation measures which 
~alify for the AB-2030 tax credit and 
ZIP (zero i~terest proqr~~J fi~cin~. 

It 4) Tie all ineenti ve proqra:ns in with the 
RCS audits and endeavor to ~ene=ate the 
maximum amount of enerqy conservation 
from a combi:ed proqra.~." 

The presentation of Exhibit 26 led to oojections to its a~~ssion ~y 
attorneys representing SoCal, the C~C, ane. PG&E. Tbe granti::q 0: all 
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of these objections, based on qr.ounds of irrelevancy, speculation, 
and hearsay, would 'have had the cOI:lOined effect of reI:tovinq the 
substance of Exr~bit 26 from the record in this proceedinq. 

The presidin; ALJ concluded that those portions of Exhibit 26 
askinq this Commission essentially to modify or contravene the Cal 
Plan were inae."nissible. '!'he ~J reasoned that the CZC, I:Ot this 
Commission, was the desi~ated lead agency with respect to the 
formulation of the Cal Plan and, as such, the CEC was the proper 
forum to address and reeo=nend cha.:l~es to that plan. 0'5i:19 this 
loqic and relying on the etc's representations of the Cal Plan's 
requirements, particularly the etC's decision to reject the DOE option 
to eharqe up to $15 per Class A audit in favor of a free aUdit, the 
ALJ initially ruled Grove's recommendations (2) and (3) inadmissible. 
Nei ther a subsequent review of the Cal ?la!l nor argument by CEC' s 
counsel revealed, however, any specific requireoent in the Cal Plan 
that the Class A audit, like the Class B audit, be offered •• free" • 
For this reason, the ALJ's Rulinq ·~th respect to recommendation (2) 

was reversed, and that recommendation and rel~ted discussion were 
restored to Exhibit 26. 

Exhibit 26 appears to have one purpose: to i=press upon 
this Co~ission that the cost-effeetiveness of the RCS program is 
in question and that the Commission should act to cure this deficiency 
oefore SoCal's Res program costs are passed on to its ratepayers. 
The staff claims that both our ~eneral statutory euty and the Cal 
Plan itself require this Commission to evaluate the cost-effectiveness 
of RCS. The =ollowin~ lanquage of the calPlac is specifically 
cited: 

"All costs aSSOCiated with the State Plan, in 
the case of investor-owned utilities, shall 
be subject to the review of the California 
Public Utilities Commission as to reasonableness 
and. cost-effectiveness." 
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The staff believes that this lanquaQ'e, proposed to the CEC 
by this Commission's staff, permits us to revi~N not only the 
reasonableness of a utility's esti-~tee RCS eXpenses, but also the 
cost-effectiveness of its Res program prior to our approval of any 
of those costs. Any contrary interpretation, aceordin~ to ~~e staff, 
renders the words,ftand cost-effectiveness;" si:perfli:oi:s. 

Relying on this interpretation, the staff assails the Cal 
Plan and. SOCal's resultinq RCS proposal on the folloWinq qroi:nd.s: 

1. The Cal Plan is overly prescriptive and. 
has yet to be analyzed. on the basis of 
cost-effeetiveness. The staff asserts 
that the only fair and accurate manner 
by which to test the cost-effectiveness 
of Res is by collectinq and analyzinq 
"real world" results. Such analysis ·,..ould 
reflect, a."nong other tbings, cli:natol~ical 
influences, partiCipation rates, reactions 
to aUQits, customer habits, and construction 
practices of new homebuild.ers. 

2. Prior test audit proqr~"nS, in particular 
one und.ertaken by Lawrence Berkeley 
Laboratory (Lawrence Lab) and. ~nother 
by SOCal in its San Gabriel Valley service 
area, reveal that home enerqy ai:dit 
proqrams have not yet bee: well-received 
by the pi:blic. Tbe staff also asserts 
that data from the L~~enee Lab test 
showed that the aud.it failed. to return 
energy savin;s commensurate with tbe 
expenses of perfo~inq the aueit. 

3. '!"he staff believes tl'.at the follo·Ninq 
table indicates that the majority 0: Res 
audits will fail to achieve the intended. 
results of movinQ sufficient numbers of 
aUQited ratepayers to undertake a 
practice or install a measure to obtain 
esti:nateQ enerqy savil'lqs. The table 
restated by staff counsel from Fiqure 
4-2 in Exhibit 26, is based on SoCal's 
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calculations of the frequency with which 
a customer will install ~easures or 
perform practices as a result of an RCS 
audit. 

1. 
2. 
3. 

4. 
s. 
6. 
7. 

8. 
9. 

10. 
11. 

Audits ~ecessary to ~tivate One Person 
To Implement Practice or ~e:15U=e 

Practices (; of Audits 

Change filter in FAU lS 
Lower t~rature at night 4.5 
Lower temyer~t~re during the 

day 3.7 
tower water heater temper~ture 2 
T~rn off pilot in summer 3.2 
Close fireplace damper S 
Flow restrietor on showers 12 

Measu1:'es 

Water heater ~lanket 9 
Caulking 4n4 Weatherstripping 10 
Duct insulation 36 
Attie insulation 73 

4.. The staff also arques that SoCal has 
overstated first-year savi=~s fro~ the 
perfor:nance of the audits on both an annual 
and life cycle oasis. According to the 
staff, the effect of the overstatement of 
life cycle savinqs is to ~derstate the 
cost per saved the~ over tbe life of the 
RCS pro~a:n. 

5.. Finally, the staff contends that skepticism 
reqareinq tbe cost-effectiveness of RCS is 
reinforcee by its uncertain future, 
includinq potential revisions to the proqr~~ 
intended oy both the DOE and esc. 

Despite the staff's alternative recommendation for the 
Commission to deny funding of SOCal's Res pro;r~, the staff concedes 
that such action, although lawful, is "'highly u:desirable". Instead 
the staff relies on the precedinq ~~alysis to demonstrate the 
necessity and propriety of the Commission takinQ' two actions flto 
swinQ' the balance Co: ReS) towards eost-e££eetiveness." These two 
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aet1o~s incl~de reeucinq pro;r~~ costs, eiscussed ;nfra, . 
and requirinq SOCal ratepayers to pay $15 per Class A audit. 

It is the staff's opinion that a $15 a~dit fee will not only help 
to defray a portion of the 'cost of Class A audits, but will deter 
the nonserious customer from request1nq an audit. Aecorein~ to the 
staff, the Cal Plan, which ::takes no specific provision for a "free" 
Class A aueit, presents no obstacle to this Commission imposi~ the 
$15 fee. The only contrary precedent is a prior Commission deCision 
(D.92497) in which -,te dj.reetee SoCal t~ H(o):fer 
residential aueits free of charqe to its customers until further 
determination of the reasonableness of the $15 charqe. ft Staff cOQlsel 
su'btni ts that the questionable cost-effect:!.veness of the entire ~CS 
proqram makes it reasonable to i:npose this fee. ~e staff also 
believes, basee or. results from SoCal's San Gabriel Valley test 
proqram, that no difference in the rate of participation ·~ll occur 

~ as the result of a fee beinq cr4rqed ane tr~t if it becomes a barrier 
to participation, i.e., ~onq low-income persons, the fee coule be 

waived. The staff fully supports SoCal's deCision to charqe the full 
cost of a Class A a~dit to ~stomers request1nq a secone audit. The 
CEC aqrees that the Cal Plan provisions on this subject a=e not clear: 

• 

Joseph J. Eonick~ appearinq on behalf of the Insulation 
Contractors Association, coneurree with the staff in its opiniOns 
re;ardinq the Cal Plan and this Co~ss1on's obli9ation to ~ne 
the cost-effectiveness of SOCal's Res proposal. Specifically, Bonick 
testified tr~t the uncertain future of RCS requires this Commission 
to forestall any action approvinq SoCal's proposal until all planned 
modifications of RCS by DOE and CEC l"zve been completed.Y He further 

11 The Tehachapi-Cummings County Water Dist=ict (Tehachapi-CUmminqs) 
also voiced concern over the future of Res . 
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urqed the Commission to "assume its responsibility in proteetinq 
ratepayers' money by re~irinq t~~t recipients 0: audits take some 
::teasurable action." Eoc.iek contended that "CaJ~sent any requirement 
of eons~~ers who obtain Class A audits to actually install ~easures, 
these audits become excessive lUX\lries, however mandate<:!.·· 
(Exhibit 37.) 

The three parties oriqinally objeetinq to staff witness 
Grovels Exhibit 26 uniformly interpreted the Cal Plan's provision 
reqardinq this Commission's "eost-effectiveness" review as limitee. to 
an examination of the reasonableness of the costs of ~~plementinq the 
Cal Plan and not the eost-effectiveness of the plan itself. Accordinq 
to SoCal, the california qover:c.ment has spoken th:'ouqh the CEC, the 
desi~ated lead aqeney, in promulqatinq a pla: intended to forward t~~ 
Statels aqqressive enerqy eonservation strategy. SoCal arques that 

it is ineumoent upon this Commission to implement its program based 
on a plan which has underqone close qove~~ent scrutiny and in which 
SoCal is required to participate. SoCal fw;ther 'believes that an 
audit char;e (1) will tend to defeat the ;oals of the Cal Plan by 
discouraging partiCipation and (2) will harm pro;r~~ credibility and 
public relations ~y causinq SoCal to reneqe on its conditional 
announcement to offer a "free" home energy audit. 

Althou9h not an appearance in this p~oeeedinq, SOuthern 
California Edison Company (Edison) wrote to the presidinq ~ 
indicatinq its concurrence with SOeal's views on the staff's proposed 
audit fee. Edison requests consideration of its argument based on 
the workinq relationship and shared activities between Edison and 
Socal related to RCS. In addition to its aqreement with SOCalts 
objections to a S15 ehar~e, Edison arques (1) that imposition of s~cb 
a charge will impair unifo:m a~~nistration of the RCS proqram, 
there currently bein~ no utility in California charqinq audit fees; 

-17-



• 

• 

• 

'A.60446, 60447 ALJ/km 

(2) that the propriety of a $15 charqe should be dete~ned by the 
ctC and not this COmmission; ~r.d (3) that insufficient evidence was 
offered by the staff to support its recommendation. 

'!'he a:c acbowlee<;es tbat while the "eost-e:fectiveness" 
language was included in the Cal Plan at staff's request, neither 
staff nor the CEC defined what eost-e!:eetiveness would mean in the 
context of RCS. Left unanswered were such questions as which ReS 
costs would be subject to such a review a:d what standard of 
eost-effectiveness (i.e., to the cons~~er, utility, nonparticipatinq 
ratepayer, or society) would be relevant. 

The CEC arques that al tbou<;h this Commission 'has analyzee 
the cost-effeetiveness of weatherization incentive proqr~s, such 
analysis is not applicable to Res which does not directly provide any 
incentives. Unlike the weatherization programs, where both the level 
of ineentive and expected savin~s are quantifiable and comparable, 
many RCS benefits, aimed at education and i:fo~tion, are not easily 
quantified or correlated to pa.-tieular costs. Even where SoCal's 
RCS proqr~~ proeuces quantifiable savinqs# the esc asserts that more 
information is required to estimate those savinqs. Accordin9 to the CEC 
sueh j.nfo~tion will be provided tr:ough a comprehensive monitori~ 
progr~ initiated by the etC to ootain reliable eata oc RCS-related 
ener;y savin;s. The CEC plans to review that eata later this year. 

The CEC objects to the staff's reco~~eneation of a $15 audit 
fee on three grounds: 

1. '!be Cal Plan does not permit such a charge. 
In renewinq this arqument, the etc cites 
other provisiocs of the Cal Plan which 
appear to limit this Commission's cost 
review to an examination of the 
administrative ane general or current 
operatin~ expenses of the RCS pr~am, 
includinq audits. (Cal Plan, section 
X{B) (2).) Also noted is the CZC's 
rejection of a proposed ~~endment oy staff 
which would r~ve permitted this Co=mission 
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to eeter=ine to whom such costs would be 
charged, inclu::lir..; the ueli<;il:>le customer." 
With respect to the cal Plan's requirement 
that the pro;ram a:nounce=ent must list the 
"direct cost, if any, of rece1vin~ the 
service" (Section III(S) (1) (e) (3», the 
CEC states that this lanquaqe coule not 
uneer any circ~tances include the cost 
of the audit since, acceptin~ the CEC's 
interpretation of Cal Plan Section XeS) (2), 
that plan does not permit any direct eost 
of the audit beinq ehar~ed to the customer. 

2. The staff 'has failed to follow federal 
criteria which require that the agency 
dete~nin<; the ~~ount to be recoveree 
directly from customers take into 
consieeration the customer's ability to 
pay and the likely levels of partiCipation 
in the utility program which will result 
from such a char;e. (~2 USC 8216 (c) (C).) 
The CEC asserts that the staff did not 
consider the first of these standards and 
only noted the possibility of an accommodation 
for low-income people who ~<;ht be impacted 
l:>y the char~e. 

2. Like Edison, the CEC ar<;ues that no evidence 
to support the imposition of a char;e was 
offered. Both parties believe that the staff 
should be required to provide statistical 
eata or other evidence on the effect of tr~ 
audit char<;e on participation levels, enerqy 
savin<;s, and pro;ram costs: the cost of 
collectinq and proeessin~ the SlS c~~rge; 
and the cost to the utility of pu~licizinq the 
new char~e to customers who were pre~iously 
informed that the audit would be free. 

2. Discussion 

In addition to questions concerninq the cost-effectiveness 
of the Cal Plan, the most often repeated criticism of our . 
approval on SoCal's RCS proposal is the uncertain future of the 
RCS pro;ram itself. In particular, concerns have been expressee 
reqardinq the ~~pact of potential modifications of the federal Res 
program and the Cal Plan on the utility proqram we authorize • 
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Since the submission of these applications, some 
of this uncertainty has been re-...oved. Specifically, DOE has asked 
the Conqress not to appropriate any fucds for the further implementation 
or enforcement of the RCS proqr~~ beqi~inq in fiscal year 1982 
(October l, 1981). Recoqnizinq its le~al obliqat10n to e~ecute the 
existin~ law until the proqr~~ is discontinued or ~~eneee,: 
however, the DOE bas now embarkee on a course of withdrawinq proposed 
modifications of the pro;r~ in favor of a proposed rule aimed at 
simplifying, reducing the bureens, ane increasing the fleXibility 
of the ReS proqram. In its prop,oseQ. ::ule issued N'ov~r 12, 1981, 

DOE summa:ized its reasonin~ and intended actions as follows: 
ttThe Department believes that lar~ely as a result 
of risinq enerqy prices and tax incentives, 
private firms, utilities, ane other nonqove~~ental 
institutions. now have s~fficient incentive to 
provide the services requiree by customers to 
conser Ie enerqy and increase the utilization of 
renewable ener;y. For this reason, the Depart=ent 
does not believe there is any longer a need 
for the Federal Gover:ment to maneate the 
proor...sion of the services required by the RCS 
proqram.. 

"Until the ReS proq::am is discontinued or further 
a.~endee by Federal law, 'however, the Deparaent 
is obliqated to continue to imple.oent and en:oree 
the proqram in accordance With prOVisions of the 
current leqi.slation. In doinq so the Depa:tnent 
is proposinq to a~~nister the proqr~~ under 
requlations modi:ied to be as s1mple and £lexible 
as is consistent with the existinq proq:am 
leqislation and sound management practices." 
(46 Fed. Reg. 55836 (1981).) 
DOE's order, however, also includes the folloWinq assurances 

to states and utilities: 
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"Consistent with our ~oal to reduce burdens and 
increase flexibility, we wish to assure States 
and utilities that nothin~ in these proposed 
rules; if made final, woule require c'ha~es to 
any approvee Res pla: or utility proqra=. • • • 
If, however, a State or nonre~lated utility 
wishes to amend its ~lan in li~ht of this new 
rule, when made f:i.::lal, it may eo so." (46 Fee. 
Re~. SSe37.) 

In November, 1981, the CEC co~enced the first of a two­
pr~sed hearing schedule to consider ~oeifications to the cal ?lan. 
The first p~~se (Phase I) is designed to. conSider certain CEC staff 
proposed moeifications of RCS a:d the co~~ent responses froe interested 
parties. Phase II, to commence some t~~e in the first half of 1982, 
will consider those :i.ssues carried over from Phase : and Will focus, 
in particular, on the results of the monitorin~ reports and audit 
summaries completed duri:~ the first siX months of RCS activity. 
The CEC believes that its extensive ~onitoring and evaluation pr~r~, 
desiqned to assess the cost-effectiveness of the Cal Plan, will enable 
it to undertake a definitive cost-effectiveness evaluation casee on this 
data durin~ the Phase II hearin~s. 

On the subject of cost-effectiveness, the CEC staff's 
revisions of .the Cal Plan to be consieeree durin~ the Phase I hearin~s 
include a section on "Targetin~ Audits for Y.axi:nu:n Cost Effectiveness. ,. 
In. that section, the CEC staff reviews pu=lic comment on its proposal, 
inc1udin; staff's renewed argument for a $15 audit char~e. The CEC 
staff eone1uees,however, that 9reater eost-effectiveness can be achievee 

by participating utilities targetin~ high users thro~h the sequencing 
of audit offers, ~~keting, and audit appointments based on customer 
usa<;e and <;eoqraphic location. The CLC staff rejectee the proposal to 
charge for the audit on the basis tr.at"ifl oeusin~ the audit on hi~h 
users will achieve the s~~e goal of increased e~er~ Sa.ViD~S per audit at 
less cost." 
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of the RCS pro~am, RCS remains, as the ~E has rec~nized, a 
federally rnalleated prOQ'ra:~. FU..-'tber, t!le CEC has ~een desiqnated ~y 
this State as the lead aqency for the development of an ReS plan a:d 
has fulfilled that duty by the adoption of the cal Plan. The DOE 

has made it clear that no state will be required to alter final 
state RCS plans to confor.m to DeEts new =equlations. The CEC, however, 
like the DOE, is takinq appropriate steps to ensure the effectiveness 
of the RCS through amen~~ent of the Cal Plan and continued monitorinq 
of the proqra.-u. 

It is not conclusive either from t!le lanquaqe of the cal 
plan or the arquments of the parties that we do not have the authority 
to review the cost-effectiveness of the cal Plan. We do find, . 
however, that insufficient evidence was presented durinq this 

. proceedinq to make such an evaluation at this time. Many of the 
~ parties, including the CEC, have· correctly identified the analysis 

• 

which would still be required for us to reach any definitive'conclusions 
about the cost-effeetiveness of the Cal Pl~. Fu--ther, lt appears 
that the CEC is takinQ all steps necessary eventually to make t'hat 
determination based on, as staff co~sel aqreeQ. was necessary, "real 
worldu results. 

We also find persuasive the ~y ar~~ents ~de in favor o! 
our refraining from adoptinq a $15 charge per audit. The staff has 

had the opport~~ity to renew its request for this :odification of the 
Cal Plan inthe proper forur.t, the CEC. That request has been 

rejected by the CEC staff in favor of another approach, tarqetinq 
hiqh 1.:sers.. It w01.:1d be untenable for us to substitute our j ud~e:lt 

for the CEC and its staff when we have not had ~he responsibility·to 
formulate the Cal Plan. Additionally, we note that altho\l<;!'l the Cal 

Plan does not use the ''''ord "free" with respect to the Class A aUdit, 

all other portions of t.."'"e plan an::. C3: Cec!sio::.s :naCe prior ~ aCoptioc. of t.~ 
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cal Plan poi.."lt to t:'.e oxel\!SiOQ t..'1a.t the cs: intendeci 1::ot.~ tJ11:eS of al:di ts to 1:e offe:e:. 

free of char~e. P1~ally, the pu.-pose of bavi~g a stat~~de ReS pla: 
i~ clearly to ensure its consistent application in utility service 
areas throu;hout the state. 'rhe ReS pr~a.ms we have approved to date 

(PG&E, D.93S9l and San Dieqo Gas & Electric Corn~~y (SOG&E), D.93892) 
do not require an audit charge. For these reasons, we find no ~s1s for 
the imposition of a SlS cnarge for Class A audits at this ti~e_ 

C. Res Progr'am Costs 

While we .currently are unacle to ~ke·a definitive stateoent 
regardinq the cost-effectiveness of the Res progr~~, the staff's 
arqurnents underlying its "cost-effectiveness" recommendations most 
certainly justify a cautious approach to our approval of RCS proqr&~ 
costs. We a~ee with the staff that not only should we closely 
scrutinize those costs, but that we ::lust remain vi9'ilant in our 
continued review of the RCS program. 

Initially, the staff's entire effort i~ the ReS portion of 
this proceedinq (Exhibit 25) was directed at recommen~tions relatinq 
to the cost-effectiveness of the RCS proqr~~. Only at the direction 
of the presiding ALJ did the staff prepare a specific analysis of 
SoCal's Res proqram costs (Exhibit 44). Altbou~h the sta~: i~itially 
concluded in Exhioi~ 26 that most 0: SoCal's RCS costs were 
ttjustified," the;;L.;; sou;-ht specific evaluatio~ of those costs 
to quantify information elicited eu:inq staff counsel's i:-de~tb 
cross-exarnir.ation of SOcal's cost witness, Warren Mitchell. 

1. Positions of the parties 

A su.":'.ma.:j" of SoCal· s first-yea: .RCS bu<%,et is contained 
in Exhibit 3 sponsored oy Mitchell. Accoreing to Exhibit 3, SOCal 
est~~tes the costs of ~~plementin~ its RCS prograc to total 
$20,131,000 • 
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In Exhibit 44, staff witness Grove notes that 
SoCal's actual first-year oud~et is $20,464,000, a fiqure derived 
from addin; the $20,181,000 overall cost est~~ted oy SoCal to the 
franchise tax and uncollectiole expense ($283,000) associated with 
the additional revenues sou~ht under the CCA oalancin9 account. 
Because we have previously authorized funds for SoCal's RCS pro;ram, 
the actual amount left for collection throu~h the CCA oalanci:q 
account and re~ested in tr~s application is S17,611,000. 

In the followin~ table staff witness Grove enumerated his 
recommended reductions in the first-year expenses. Accordinq to 
Grove these recocmendations, compared with SoCal's request, supersede 
his earlier test~~ony in Exhibit 26: 
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FIRST - Y'='....AA 
RCS PR~'1 

JULy 1, 1981 - ~~ 30, 1982 
($000) 

Function 
SoCal's 
Request 

Recor:tt:'teneed 
Reeuction 

~et Recocmended 
Expense 

Adve:tisinq 
Public Affairs 
Market1nq and Communications 

Labor, Rent, etc. 
Computer Analysis 
Class S Audits 
Printed Materials 
Research 

672 
83 

1,597 
1,849 

404 
3,194 

48 

307.6 
80.9 

82.1 

336 .. 7 

16.5 

364.4 
2.1 

1,514.9 
l,849. 

67.3 
3,194. 

31.5 

Data Processinq 1,722 
Audits and Cons~er A:fa1rs 10,612 

':'otal 20,181 
762.2 

1,586.0 

1,722. 
9,949.8 

18,595.0 

Staff recommends that the Commission authorize rates sufficient 
to generate S15,999,100 in additional revenues. Accordin~ to the 
staff, this fi;ure was calculated by deductinq 52,853,000,' the amounts 
allocated to RCS oy SoCal's last qeneral rate decision, from the 
staff's first-year net recommended expenses and addinq S257,100, the 
resulting franch~.se tax and uncollectible e~nse. 

Prior to 'b.is a:lalysis of specific expense reductions, Grove 
explained his overall reasons for his reco~~endations as 

follows: 
It • Essentially what I tried to do ·~s to 
elL~nate the unnecessary frills from SOCal's 
proposal and to provide the checks and oalances 
against wasteful expenditures which the 
balancing account mechanism lacks. This is a 
new venture for the gas company and conse~ently 
we are very unsure as to what things should be 
funded to make the progr~~ successful. Bowever, 
what we do know is that people are ~radua11y 
becoming more ane more conse~ation-minded; 
r1sinq enerqy costs bave r~d a good deal to 
do with t'h1s. As a result, I concluded that 
we should be able to expect that people will 
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seize upon the opportunity to lear:l how to 
reduce their utility bills. If my conclusion 
is incorrect, funds for, say promotiocal 
activities, could be increased in subsequent 
years. But initially we should J:)e lookin~ to 
see if RCS can sell itself on its own 
intrinsic rn.erits." 
In Exhibit 44 the staff explained specific reductions of 

each b~dqet item as follows: 
" 

l. Adv~rtising. Sta:: ~lieves that SoCal·s 
aevertisinq proqr&~ for Res will essentially 
result in a ":ned.ia blitz". A red'l.:.etion 
of one-~~l: of the advertisinq expense is 
recommended on the basis that: 
a. RCS may be able to sell itself 

on its own merits: 
b. SoCal has underesti..."'"latee the 

s~ergistic effects of its 
total conservation efforts: 

c. SoCal could do rn.ore to develop 
joint adve:tisinq pro;r~~ 
between itself and the other 
southern California utilities 
partiCipating in ReS: and 

d. SoCal has underestimated 
ratepayer resen~~ent of utility 
ac.vertisinq. 

2. EYblie Affai;s. Staff asserts tr~t the 
reco~~ended reductions in this buc.qet item 
are justified because "no esti.."'"tate Cwas 
~eeJ by 50Cal as to the number of persons 
who would be moved to pa--ticipate as a 
result of the items here func.e4 or whether 
those it~ would reach anyone not reacheO 
through general advertisinq of the ReS 
proqral'n.·.. Staff recormnends that these 
services should be i~eorporated int~ SoCal's 
eXisting ne'NS bureau and public relations 
office already funded tbrou~h general 
rates • 
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3. Marketing ar.d Communications. ~e staff's 
ree.uctions to this OUc.;oet i tern invol vee 
the elimination of funds for an RCS 
program manaqer ($82,062): reductions in 
the costs associated with the Class B 
audit, $336,700 from this cud;oet and 
$680,500 from the Audits and Cons~~er 
Affairs cud~et: and a disallowance of 
one-half or $16,500 for the costs of 
socal's follow-up conservation survey. 
Staff arc;ue<i tbat the RCS :nana~er was a 
"mere titular head ,. '; that the PG&E 
Class B audit had been estimated to cost 
$13 per audit, as opposed to SoCal' s 
pro.jections of $90 per audit: a:.d t!lat 
costs for the follow-up su.-vey would be 
reduced if undertaJ<en jointly by SoCal 
and Edison. 

4. ~udits and Cons~er Affairs. In addition 
to the reco~enc.ed reduction already noted 
for the Class B audit, staff sought to 
reduce costs related to trainin~, labor, 
and related expenses. The labor item 
included the el~nation of $l8,000 in 
consultant's fees associated with the 
selection o.f the Consumer Advisory 
Committee. Staff arque<i that SoCal, with 
the aid of local groups, would be able 
to select conscientious ~ balanced 
Advisory Committee ~~rs ·Nithout a 
"hi9h priced overseer." 

Staff also believes that SoCal should be encouraqed to fine .more cost 
savinqs ;1.:1 its RCS prOQ'ra:u, incluc.ing jOint advertisinq or " 
interutility training pro;r~~,which would reduce costs to ratepayers. 

The CEC is also of the opinion that duplication could be 
avoided throuqh coordination of the advertisin~, public affairs 
proqrams, printed :naterial, and labor force of SOCal' s RCS and WFC? 
proqrams.. The CEC believes, however, it is t'he WFC?, nottbe RCS 
proqr~~, which creates such duplication. ~ccordin9 to the CEC, 
SoCal's RCS application reflects an effort by SoCal "to ma1nta1n 
conSistency of policy and to avoid dup11cation of effort between its 
RCS progra.oon and those of otber utilities." :'Urt!':er, -",hile tbe costs of 
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all shared RC5-WFCP activities are char~ed to SoCal's RCS proqr~, 
resulting enerqy savings are. att.:'iouted to WFCP. CEC u<;ues tr.at 
this approach leads to an unfair allocation of conservation proqr~ 
costs and a serious understatement of t~e enerqy savee by SoCal·s 
Res proqram. 

With respect to SoCal's Class B audit test proqram, the CEC 
advises us that it is presently coordinating an effort between staff 

and various utilities to develop aLd accelerate the ~~plementat10n of 
those audits. In the CEC's opinion, a separately funded 50Cal test 
program would duplicate this on~oin; cooperative effort and would 
therefore result in an unnecessary expeneiture. 

Fir~lly, the CEC is concerned with SoCal's proposal to enter 
a;reements to perfor.m audits for customers sr~ed with other utilities 
in its service area. Under those agreements the nonauditinq utility 
would pay the auditing utility sox of the cost of conduetinq each audit 
in the event that the n~~er of audits per sr~ed customers is not the 
s~~e. The etC hypothesi:es that if the customer response to one utility'S 
progr~~ were significantly qreater than the others, this arran;ement would 
result in a suostantial ~~ount of unanticipated revenue. The CEC therefore 
recommends that the COmmission direct SOCal to establish an accounti~ 
system for revenue acc=uinq from aueits of shared customers with such 
revenue "credited to next year's account." 

-27a-



• 

• 

• 

·A. 60446, 60447 ALJ/rr * 

In response to the staff's position on RCS costs, SoCal asserts 
that staff's recommendations a=e not supported"by ~y extensive a~lysis 
or a:y ~ertinent research. Counsel for Socal states: 

"Only ~eneral conclusions were presented by 
the Staff that reducee costs would not cause 
reduced achievement of conservation ~oals, 
and the record is re~lete with Staff's 
a~~1ss10ns of lack of analysis, speculation, 
lack of surveys, lack of knowleeqe, lack of 
studies, lack of t~~e to perform the work 
required, as well as ac~owledq.ment by the 
Staff that there is merit to SoCal's 
approach. • .... 

2. Discussion 
SOCal has desiqnee its RCS pr~ram. to comply with !ede:al 

and state law. A comparison of that pro;ram's requirements with tbe 
prescriptions of the Cal Plan i:eicate t~~t SoCal has achieved that 
<;oal. 

matter. 
The costs to i."'n~lernent tr..at proqra."n, however, a:e another 

'I'he general rationale supportin~ the staff's proposed 
reductions in Socal's first-year RCS bud<;et compels us to consider 
a rate increase below that requested. The staff' s testi:~ony, 'both 
Exhibits 26 and 44, as well as recent federal and state action, verify 
our conclusion made in PG&E's RCS application tl:.at tbe "status of RCS on 
both the federal and state level is one of d~~c flux." (D.9389l at 
paqe 45.) The staff's assertioc.s t1-..a.t "RCS :nay sell itself" and that 
the progr~~ should be as str~ as possible mirrors the ~ost recent 
sentiments of the federal ~overnrnent. Cpcomin~ esc ~odifieations of 
the Cal Plan should also s~~plify RCS procedures and further reduce the 
costs of providing audits. 

~he problem with the s~ff cost analysis is that it is 
insufficient to justify OU: ~doptin~ the specific reductions recommended 
for contested budget items. The staff's assertion relative to ?G&E's 
planned costs for Class B audits is highly speculative, based on a 
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document ·~th little foundation and an inade~ate statement of the 
costs bei:q examined. Staf= 's testi:uony r~a:d1ng- labor cuts is not 
cased on an adequate analysis of the personnel required to meet 
SoCal's Res program ~oals. Ever. the specific reductions in advertisinq 
and public affairs are only supported by ~eneral explanations of why 
the particular disallowance is oein; recommended. 

We do believe, however, tr.at the staff has c;i".ren us a 
sufficient basis for concluding that SoCal's RCS costs ~y ~ reduced 
due to upcoming federal and state modification of Res and due to an 
overstate."nent by SoCal of its overall first-year bud~et, even without 
those changes. We recall that althou~h the DOE does not propose to 
mandate its new reg-ulations for states whose Res plans have become 
final, those states are not precluded from takin~ advanta~e of the 
s~~pli:ied RCS procedures. Further, the staff's test~~ony s~~ests 
the qeneral level of reduction which can be undertaken in SoCal's 
prOQ:"am wit..io\.."t di."ni:cishi.~ tbat pro;:a:n's effectiveness. '!be S'12!f a.,":, to Sl:r."te ex'"..ent, 

t..""le CEC (i.e., eoorCir.ate! Class B- a\:dit i:nple""..e:.tation) hav'e also ide:ltified t'hose 

~ areas which ScCal. r:d.C;ht first o:nsider in ~ cost-o.."ttir..;- reC.uc:t.:i..oc. 

For these reasons, we do not believe that SoCal's requested 
increase should be passed on in full to its ratepayers at this time. 
$.:.c:h a dec-'..sion reflects O\:r ~er.ess,. state: ::¥;)st recently in D.q2653 ~) I 

"of the financial uncertainties facinq the utility customer and of his 
limited capacity to absor~ further rate increases •• •• If As we did 
for ?G&E, we Will therefore authorize SoCal to increase its rates 
to generate $12 million in revenue for ~~plementation of RCS in 1982. 

This fiqure takes into account cost reeuctions possible under SoCal's 
present RCSprograrn as well as the s~~plification in RCS procedures 
anticipated in the upcorninc; year. SoCal's =ana~ement will dete~ine how 
this lower level of revenues '~ll be allocated amon~ tbe requ1ree 
progr~~ el~~ents.lI 

11 With respect to ~he approved level of post-installation inspections 
~ for me~su:es financed tbrouqh WFC?, see discussion infra. 
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Because of t."'le balancing Ilceount t:~t:nent of t.."lis progra:n, (see 

discussion ir.fra), should SoCal's expenses L"l :eac.."li.."l9 its :<es ~ro;ram goals exceecl 

t."'e al.lt."lorized ~t, a request to offset t."lat undercollecti<X1 can te ~ at t."le 

time of t."'e CCA review. Only t.'"lose expenses whic:."l .are reasonably inClJrree, hawever, 

will be recovered t."lrouSh rates. L"l its ex."lioit, the 5-:-aff acdeQ t.1oti.s caveat: 

"':the Canmission sbol.lld exercise strieter sc::util''lyover 
the c:::A balanci."l9' aceount L"l erlSUi."'l9 years to force 
econcrnic arid efficie."lt uses of ftl.."lds for the various 
conservation programs." 

We believe t.'1at "strict serut.iny" is ae-r..sable for SoCal's 1:cs prosrz:n a."'ld t.iat this 

review will be aided by the kind of ::'Ont.."l1y reports adopted for PG&E -,-ri t."l respect to 

both PG&E's F!CS proc;r~ and zero i.."lterest prosra:n (ZIP). SUch reports :nay also sati $fy 
t.'e CE:C's concern wi t."l SoCal's aecou.."'lti."'lg for revenues realizee frau i ts asr~ts 

wi tl"~ ot.'er I.ltili ties relati:'l9 to shared CI.lStcmer audits. Because of t.~ application 

of s\JCh reports to bot."l SoCal' s RCS and ~'FO? ~ reporti."'l9 require"Oents will Oe examine<! 
along wit."l ot.'er issues camon to l:ot."l progra:ns (i.e., low-ineane participation, the 

cc.n. balanCing account, ana rate design) following' our oiseussion of ~":E'CP .. 

v. ~"FO? -
the ~7C? was de~eloped by SoCal to expedite and encourage 

the installation of cost-effective conservation measures oy its 
residential customers. Under WFCP, SOCal will pro~ide zero interest 
loans or utility credies for the purchase and installation of suc: 
measures in single-:~~ily and ~ultifamily residences.. the progr~ 
is intended to operate over a fi~e and one-half year period wit~ an 
approximate termination date of December 31, 1986. During this period, 
SOCal eX?ects to make loans ~o l68,350 customers and to arrange 'creoit 
transactions for another 430,575 cus·tomers. Socal estimates these 
soals will affect approximately 862,100 residential units, resulting 
in savings of 1.4 billion ther~ over 2S years. SoCal esti~tes that 
its first-year costs of ~:C? will require $41,026,000 in additional 
revenue. Financing 0: a customer's weaeheriz3tion measures will ~ 
arranged throu9h the Southern california Conservation Financing 
Company (CFC), a subsidiary of Pacific Lighting Corporation (Ptc), 
SoCal's parent company • 
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A. SoCal' s WFCP 'Proposal 

1. Program Zlements 

a. Energy Conservation Me~sures 

SoCal's WFC? proposa.l includes a list of e::.e:-~ 

conservation measures which will ~ali:y for fi~ncin~ if shown to 

be cost-effective and if installed to Califo:nia RCS standards or on 
a do-it-yourself bas,is. For certain measures, cost-effectiveness must 
Ce shown l::ly an RCS audit. Other measures, identified as "core :neasures, If 

are considered by SoCal to be cost-effective and will qualify for 

financing with or without an RCS audit. The measures are as follows: 

No Audit Required 
Attic insulation 
Replacement of inefficient 

space heatinQ appliances 
Air duct insulation 
Water flow control devices 

Water heater blankets 

Caulkinq/Weatherstrippinq 

Solar Pool Covers 

Audit Regvired 
Clock 'I'her:nostats 
Heat absorbi~ or heat re­

flective QlazeQ. Windows, 
and door materia.ls <-":lila:) 

~nte~ittent !Qnition 
Device (lID) retrofit 

Pipe insulation 
Ther:nal windows 

Floor insulation 
wall insulation 

SoCal proposes that should other measures become cost-effective durin; 
the course of the WFC?, they will be added to the list following :-eview 

by this CommiSSion • 
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SoCal notes t~~t the Cal Plan does not include multi­
family structures of five or more units in the Res audit program until 
January 1, 1982. SoCal, hQwever, inter..ds to includ.e owners and 
tenants of such dwellinqs in its ~TCP program. These customers will 
therefore be able to finance qualifyinq measures either seleetee fro: 
SOCal's "core" q:oup or eete:::nineC. to be cost-effective by a builei~ 
enerqy analysis perfo:::ned by SoCal. 

b. Zer2-Interest Loans 
w7CP zero-interest loans will be a'lailable to owr.e&s 

of sinqle-f~~ily ~~d multifamily residenees.lI Sinqle-family residences 
include mobile homes and residences with one to four units; multif~~ly 
residences are those with five units or more. 

The WFC? loans will have a maxim~ term of 120 months. 
However, as a special incentive to owners of multifamily ewellin;s 
with five or more units, the first payment will be delayed one year e with the oalance payaole over 108 months. '!'he minimum amount which 
SoCal intends to fir~nce under the p:oq:am is $150. Althouqh no ceilin~ 
or cap on the loan amount is planned, SoCal ·~ll require all weatheri­
zation loan ~qreements which exceed Sl,OOO, either individually or in 
co~inatior. with othe: such loans, to be secured by a deed of trust ana 
assiqnment of rents on the property. ~e unpaid balance of a loan 
will become due ana payable upon the sale or transfer of owners~~p of 
the property. Socal will reserve the ri~ht to inspect the premises 
prior to disbursement of loan proceees. 

Fina~cin~ will be offered for the purc~~se ane installation 
of eligible measures when the 1nsta!lation is ~erformed by a state licensee 
contractor or for the purchase of materials only when the installation is 
made on a do-it-yourself oaSis. If a contractor is used, a customer must 
obtain at least two competitive bids. SoCal will finance to tbe amount 
of the lowest bid. 

e.v Socal's deCiSion to exclude renters from the loan proqram was based 
on their mooility. Aceordi~~ to SOCal witness ~~tehell, the ability 
to pay played no role in tr~t deeision. 
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SoCal has also included in. its first-year ~7c? ~ud~et 
the cost of convert1~Q its presently outstand1=; low cost home insulation 
loans fran t.~ OJ:'t'e:lt ax interest rate to t..ie zero per~ ~ interest rate. 
Soca.l proposes to take this ac:t:!.oc in oreer' to avoid "pec.?J.::Z:!.n;" ~...ccs Who ha~ 
ll:sUlate<i thei:' 'banes prior to t..~ :in:eption of the ~'ro? 

c. Credits 

Unlike tbe WFCP loans, utility creeits will Ce available 
to all residential customers, both owners and tenants of sinole-family 
and multif~ily dwellinqs. A specific monetary value for t~e credits 
has been set for each ~easure calculated at 20 percent of the total 
life cycle savinQs of each installed ~easure adjustee to the present 
value of those savin9s. The specific creeit amounts for each measure 
were S~~ized in Exhibit 20, Table A as follows: 

Weatherization Measures ~nd Util;tv Credit V§lue~ 

Measures 

Attic Insulation 
Replacement of inefficient 
space heatinq appliances 
Air Duct Insulation 
Water Flow Control Device 
Water Heater Blanket 
Caulkin~/Weatherstrippin~ 

Solar Pool Cover 
Clock Thermostat 
Heat absorbinq or heat reflective 
c;lazed windows and door materials 
(milar.) 

I .. I .. D. Retrofit 
Pipe Insulation 
Thermal Windows 

Averac;e Value 
Of Utility Credits 

Single Multi;~!l:! 

$355 S160 

260 90 
125 100 

:zS :Z5 
9 6 

22 10 
118 laS 

42 21 

•
Floor Insulation 
Wall Insulation 

6 

80 

10 

15S 

150 
170 

6 

80 

lO 

158 

75 

85 
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SoCal intends to pay these credits to the applicant 
in a single payment within 30 days followinq a satisfactory i:speetion 
of the installed measures. A tenant's a~plication for utility credits, 
however, must be accompanied by a si~ed waive: from the ~=operty 
owner releasinq his cla~~ for utility credits on those measures 
installed on his property. 

SOCal believes that the credits will provide a si;ni:1cant 
iticentive for tenants and low-income homeowners to participate in the ~7CP. 
SoCal intends to make a concerted effort to demonstrate to owners 0: 
multifamily units the si~ni:icant enerqy savin;s which could be 

realized in a master-metered utility bill throu~h installation of 
cost-effective conservation measures. SoCal witness Mitchell also provided 
the follOwing example of energy savin~s in an individually metered 
apartment buildinq: 

". • • if the ren t~r, as an exa."':1ple, can 
save 55 therms by installin~ a showerhead 
and can install tr~t showerhead for $25 or 
less and save that 55 therms on their 
individually metered gas bill, then that 
renter would be ~de whole after instal­
ling that conservation measure and would 
appreciate the conservation savings durin; 
the period of t~~e he or she remained as 
a tenant in that apart::tent structure. II ('1'r. 9lS.) 

V~tchell also statee that 1: the c:eeits were found to be too low to 
induce significant renter participation, Socal would consider inc=easi~ 
them. 

SoCal will advise persons cptin~ for the utility credits 
that their state income tax credit will be affected. (See Revenue & 
Taxation Code Section l70S2.Sh(7).)V SOCal aejusted its estimate of 
credit transactions eowr.ward to reflect the effect of that advice. 

Y '!'be state ~:::auent W'ill give a 40% tax c::edit up to Sl,5OO per taxpayer pet:: year 
for ce:ta:in weatherization lrnproverents. Gra:.ts:ran utilities or ~l!c ~, 
however, ;ro.:st be SIJlX..""ac:"'"..ed f::'cm t.~ Q:)st of t."'"le i.":lprovement :':1 deteCli.-d..."l9' t.'"le 
anount of t.'e tax credit • 
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d. Insulation/Weathe~ization 
Refer~al Eroer~~ 

SoCal's first-yea: ~Tc? bud~et includes a cost of 
$7,144,000 for i:nplementation of an "Insulationr~eatherizat1on Referral 
Pro<;ra.."n" (referral progra..-n). ':'his referral pr~ra:n involves customer 
contacts to be ~de by SOCal weatherization representatives who will 
describe WFCP, provide contractor r~ferrals, arranqe financinq, and 
aid customers in obtaininq credit approval. 

With the advent of the referral proqram and WFC?I 

SoCa1 intends to discont1~ue its self-supportinq pr~ram of direet 
sales (from socal to consumer) of attic insulation. SoCal states 
that it was direeted by the Commjssion to take this action in D.92497 
(1980), the final order in SoCal's last qeneral rate increase application 
(A.S9316). Under the direct sales proqram, co~ssioned aqents sell 
consumers insulation which is installed by one of the contractors under 
contract with SoCal to perfoCl this work. In A.S93l6, it had been staff's 
position that this direet merchandisinq of insulation had outlived its 
usefulness. Specifically, staff believed that 50Cal had a moral 
ob1i~ation to open up the insulation market to all contractors by 

establishinq a contractor referral list, a means of ascertaini~ 
reasonableness of prices, and a post-installation inspection of not less 
than 10 percent of all jobs. SoCal respo:::dee to this !'Osition by point1~ 
out that staff' 5 proposal wou,ld require ratepayer fundi:;- while its 
direct sales proqr~ paid for itself out of profits and was not a bureen 
on ratepaye:s • 
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In 0.92497 we coneluclecl: 
"In Decision No. 88551 dat.ed !'.arch 7, 1978, 
we set a goal of 90 percent saturation of 
the uni:sulatee and uneerinsulatee single­
family dwellings in utilities' service 
territories ~y Mareh 1983. SoCal now 
forecasts such penetration cy 1986. We 
will not require that SoCal cease its 
direct marketing of insulation until it 
applies for and r~s approvee ~ zero interest 
loan proqra."n (ZI?). This will allow SoCal 
to continue with its current pro~ram as 
qranefathered by Depar~ent of Enerqy until 
a ZI? pr~ram is in pl~ce." (D.92497" at p.34.) 
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• e. Program Promotion,'I'raininq, 
and Quality ~ssurance 
To reach its weat~erization :i~nci~q qoals, SoCal 

oelieves that a certain level of proqr~ promotion, trainin~, and 
product assurance 1s requ1red. In particular, SoCal proposes that its 
representatives will work with retailers and contractors to develop 
special promotional proqrarns to stimulate the =arket. These proqr~~, 
intended to be of short duration, will include parkin; lot sales, 
carload sales, and week-end specials tailored to meet the needs of 
the specific ma:ketin~ area. Socal also plans to provide retailers 
and contractors with point-of-sale materials such as window and wall 
banners, easel back cards, truck care.s, and special price ta;s to 
promote proqram'Oenefits where in-store display areas permit their use. 
Special displays Will be develope<! for retailers with "hi~h t:a£fic" 
flow throu;h their stores. SoCal believes t~~t tbese displays will 

• 
draw attention to the various conservation measures and their enerqy 
savinq values and will thereby aSSist customers in their purchase decisions. 

SoCal plans to announce ~7CP to its customers throUQh a 

• 

communications proqr~~ that will include the use of bill inserts, direct 
mail, newspaper, television, and radio. Publicity releases will also :be 

prepared and a broad-based public communications effort undertaken ~ 
increase puclic awareness of the pro;r~~. SOCal will use HOQe Ener~ 
EffiCiency Centers to cornm~icate proqr~~ opportunities and benefits 
to customers. Industry ~em~rs engaged in the sale and installation 
of weatherization measures will be notified of socal's proqr~~ thro~h 
special announc~ents, qroup meetin~s, trace publications, and one-on-one 
discussions. ReS audit announcements will also provide opportunities to 

" disseminate financin~ information to customers. Consumer and public 
infor.mation literature will be developed and distributed by SoCal • 
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• SoCal's weatherization representatives will follow up 

on customer inquiries or requests, and leads developee throU;h bill 
inserts, direct ~il, RCS aUdits, ane other cons~~er communications 
proqr~~. These representatives will also verify that the recom=e:dee 
conservation measures have been installed. 

SoCal seeks to ensure quality 1nStallatiot:S ~ :'e:?:Ui..-in; tl".at RCS au=:.t­
related conservation measures be eliqible for ~Tc? financina only if 
the measures are installed in accordance with California Res staneards 
ane by a Cali=ornia ReS listee contractor or the customer. CUstomers 
contractinq ~ith State licensed contractors who ~y or may not be 

includee on the state Master RCS List may still qualify for utility 
credits if the conservation measures installed meet RCS staneards_ 
Because a hiqh level of technical expertise is required to assure safe 
and satisfactory operation of IID retrofits, SoCal will provide lID 
installation and service traininQ to interested licensed contractors 

~ and their employees. 

~ 

To pr?rnote cons~~er confidence in the purchase of 
conservation measures, SoCal proposes to inspect all installed measures in 

the initial staqes of the WFC? If an installinq contractor's recore 
of quality installations warrants, this inspection schedule may be red~ced 

to lOX inspection, as required by RCS, for all conservation measu:es 
except Ito retrofit or other furnace modifications. Warranties aqainst 
defects in installation (contractor's warranty) and in materials and 

workmanship (manufacturer's warranty) would be required to comply ·~th 
the requirements set forth in the Cal Plan. CUstomer-installed measures 
must meet the standards and =anu:acturer warranties stated in that plan. 
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Finally, SOCal intends to undertake research and 
evaluation of WFcP which will include rneasurinq co~s~~er and industry 
attitudes as well as gatherinq field results for monitorinq and 
ult~~tely determining pro;r~~ effectiveness. Special evaluation 
activities will include the development of quarterly reports on the 
type and n~~er of conservation devices installed under ~~CP, reports 
on the percentaqe of contractors participatinq in the program, and 
finally reports trackinq actual proqram results. 

P~o;ect Financing 
SoCa1 proposes t~t financ1nq of its customers' weather­

ization measures under ~~CP Will be arranqed thro~h CFC, a nonutility 
financinq affiliate. As stated earlier, ere is a subsidiary of pte, 
SoCal's parent company. Accordinq to SoCa1, CFC's main purpose is to 
hold notes receivable from customers who have been provided ~TCP 
financinq and tc supply capital for the loans. SoCal intends this 
affiliate to have a hiqhly leveraqed capital structure of 80% debt and 
20x equity. A ceilinq of $150 million would be placed on the total 
capital (debt and equity) to be providee t~~ough ere over the five and 
one-half year duration of ~Tc? The equity inves~ent in CFC would not 
exceed $30,000,000, and would be furnished by PLC and included in its 
consolidated fi~ncial statements. The debt would be off-balance sheet. 

SoCal contemplates t~~t CFC will borrow from conventio~l 
and other available financing sources and will issue debentu:es to raise 
further capital. SoCal also plans that erc will have a cost of se=vice 
agreement with Soeal for all of its prudently incurree incremental costs 
aSSOCiated with the WFCP, includinq debt service and a return on equity 
of 20x. SoCal be11eves that the capital structure, to;ether with the 
cost of service aqreement, should ~in~~ze costs to ratepayers whi!e at 

the saoe time protect the ability of SoCal to finance its utility 
operations • 
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SoCal witness Levitin testified that the use·of the 
proposed financinq affiliate ~ould result in lower proqram costs :or 
soCal's ratepayers by ensurinq that the smallest possible ~~ount 0: 
relatively more expensive equity would be required. In addition, the 
affiliate proposal would ensure tr~t there would be no adverse ~paets 
upon Socal's normal utility financinq requirements. By usinq ere, 
the specific financinq and administrative costs of WFC? would be 

isolated and identified. Fi~lly, the CFC approach would provide 
a set of reeords that eould be easily audited by the Co~iss10n. 

In its concurrent brief, SoCal restates its position 
taken durinq the hearinqs that to create such a hi~hly levera~ed 
affiliate, lender assurances are required. In particular, the lender 
should be able to rely on (1) a Commission-approved eost of service . 
aqreement between CFC and SoCal; (2) equity contributions ~ PLC; and 
(3) timely Commission approval of rate adjustments u:der 5oCal's CCA 
procedure. Further, SoCal ar;Ues that the Co~~ssion shoc1d aeknowled~e 
in its final order its awareness that lenders are relyin~ on the cost 
of service aqreement and CCA offset procedures as the credit support 
for their loans. All of the foreqoin~, if expressly approved ~f the 
CommiSSion, should in Socal's view, assure lenders tr~t the resulti~ 
revenue stream adequately supports the financinq of the pro;raz. 

Durin; oral arqument in this proceeding, socal re:ined 
its position by requesting that the specific assurances provided lenders 
on September l, 1981 in D.93497, relatinq to PG&E's ZIP proqram~ be 

applied to SoCal. SoCal arques that lenders aware of the deCision 
expect the same assurances from the Commission in this proeeedi~. SoCal 

I 

therefore urqes that the findinqs and orderin; paraqraphs relat£n~ to 
I 

this aspect of the WFCP be patterned after those contained in PG&E's 
eecision. The assurances we approved in that ~ecision r~ve the overall 

I 

effect of ;uaranteeinq ~ebt service recovery With ratepayer funds aoe 
specifically include the followin~: 
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1. We approvee. ?G&E' s proposal to create 
a Conservation F1:ancinq ~j~st=e:~ 
(CFA) mechanism with a oi:urcated 
rate (one for deot service and the 
other for expenses (taxes and the return 
on PG&E's investment in the suosidia:y)). 
We stated in D.93497 that such a 
mecr~nism would provide a reasonaole 
means oy which the Cocmission can 
guarantee potential lenders recovery 
of their deot service ane that its 
approval would entitle lenders to 
rely on the CommiSSion's commi~~ent 
to CFA debt service cost recovery. 

2. We stated that any decision by a futu:e 
COmmission 'to cut back or discontinue 
ZIP as no lonqer in the public interest 
can properly apply only to prospective 
financinq. To avoid confiscation of 
funds provided in qood faith by lenders, 
we noted that we would not interrupt 
the revenue stream on which lenee:s 
relied in makinq Commission-approved 
debt comrni~~ents • 

3. We assure<! tbat the balanCing account 
would endure throuqhout the life of the 
debt financiIl9. 

4. We authorized quarterly advice letter 
filinqs to adjust the debt service rate. 
Adjustments to the expense rate were to be 
treated in the annual review of PG&E's ZIP. 

The other parties to this proceedinq were qiven the opportunity to 
provide written comment on SoCal's re~est for lender assurances like 
those adopted for ?G&Z. Those co:nments are discussed i!lfr§ alonq 
with the parties' other positions. 

SoCal proposes a 20% return on equity for the :inancinq 
affiliate. It is SOCal's position that its witness Levitin presented 
strong evidence tr~t the current cost of equity capital to PLC and 
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ere is 20x. SoCal in particular points to the results of "three . 
widely-used methods" of determi:.in; cost of cocmon equity (earninqs 
valuation, dividend valuation, and u~1lity bo:.d to equity risk 
premium valuation) as showi:.q that Pte's eost is in the ran~e of 20%. 

Witness Levi~in identified the risks of CFe project financinq as 
(1) requlatory risks assoeiated with changes by future CommissiOns 
in its approval of the eost-of-service a~reement; (2) jueicial risks 
associated with litigation over WFCP; (3) 1e;islative risks associated 
with new laws restrictinq ere's ability to recoup its expenses: and 

(4) the riSKS of ~~prude:.ce on the part of CFC in ineurri~ its expenses. 
Levitin consieered the latter risk "very remote." (Tr .. 548.) 

2. Estimated First-Year 
Prosp:am Costs 

To fund WFCP, SoCal's witness Mitchell in Exhibit 21 summarized 
the estimated first year costs for W'Fe? This sUl'rJ""..ary, restated below, 
was based on an 80% debt and 20% e~ity capital structure with a cost of 
debt of lSx and return on equity of 20~ • 
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A. ?ro~a: !ceen~~~ Co&~S 

S!:.gle ~es~cienee Cr~~s (96,0Q0 -:bi-:.s) 

Cost of Ca~~~ fo~ S~le Resi~e:ee Zero ::~ere:~ 
~~ (30,000 ~~~~S)·· 

I:te~est on !or::~ ca.,!.'t.&l 
Cost 0: E¢~ 
~ccee :..xes 

Ces~ o~ Ca~~~ ~O~ ~~~!-?es~!e~ee Ze~o ~~~es~ toa:s 
1:.300 ~~~~ • ;~.200 ~~~sJ· 

CO$t 0: EqtU-=7 

==.eo::e 'Xaxes 

':er...a.l 

::terest = :SOr.:"owe~ ca.,!. ta:. 

Cost 0: Z¢ty 

!.ueo=e ':axes 

'.total. 

C. SQ'tO':Al ri:'s~ '!ee: Costs (A. :8) 

~. I,.eoss 1961 ?.a.-:.e Ca.:;c A."raw:~ Co~e:" .. a.":!.on r-;.::do: 

t. Re~uee~ SQ-:.o*..a.l 

-; • :'ra:eh!.se Fees a::ci U:coll~!.1>les (l.63~ 0: E) 

-4l-

($000) 

$11,300 

2,m 
2,446 

l,261 

000 'Ct:.~ ~s " . 21 

3,0:'; , 

$26,593 

2'3,78l-. 
$50, !iT 
(lO,O:';) 

$40,362-
662 
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3. Program Cost-Effectiveness 
.~ 

Exhibit 22, sponsored ~y Socal witness Mitchell, examines 

the cost-effeetiveness of WFCP from four perspectives: (1) soeiety 
or all ratepayers for the entire proqram; (2) the participatin; 
ratepayer for the entire program; (3) the nonparticipatinq ratepayer 
for the e:.tire proqru.t: and (4) the part,icipatin~ ratepayer for each 
conservation measure. Mitchell's study ·~s based on estimates which 
included a zero interest financir.~ a~d utility credits plan for 
573,000 sin~le-family and 289,000 ~ultifaoily dwellin~s and a total 
customer investment of $531,780,000, $250,832,000 of which would 
be financed and $280,948,000 of which woule be invested by customers 
selectin~ credits ratcer than loans. AlthoQqh Mitchell's study 
included the costs of convertinq Socal's ou~standinq 8X loans to zero 
percent financin~1 the associated ;as savings, alr~y accounted for 
in Socal's Low Cost Financin~ Pro;ram, were excluded • 

Mitchell also projected that WFCP would ~enerate a life cycle 
savirqs of 1.421 billion tl-P-::ns of r.atural gas. That projection.....as based on an ~teC 
mix of conservation measures which would be installed as a result of 

, -~' 

the WFCP incentives. Mitchell calculated the value of those life cycle 
savin9s at the predicted mar~inal cost of qas for the year in which th~ 
savinqs were expected The individual annual sav!nqs were reduced to 

present value usinq a lOX discount rate, an adjustme~t ~aetor 
which reflects the time value of resources. 

Us1nq this met~~, ~tchel~ calculated a net savin;s 
(at present value) to society or all ratepayers 0: $453,322,000 over 
the life of WFCP-financed measures. For participatin9 ratepayers, 
Mitchell compared the savin9s produced by weatherization measures 

• 
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(qas' savi~s plus utility and tax credits) a~ainst the costs of 

weatherization.' For all participants, usinq the savin~s and' 
costs on a present value basis discountee at lOX, a net savi~s 
of $776,879,000 was calculated. Mitchell therefore thou~ht 
that ·n"FC? woule. be cost-e::ective :rom the viewpoints 0: both 
society ane. the participating ratepayer. 

Because there are no e.irect dollar savin~s, only costs, 
for nonparticipatin~ ratepayer, ~itchell caleulated cost-effectiveness 
for the nonpartieipant by comparin~ pro;=~~ eosts to the difference 
between the :na:~inal and averaqe cost of ~as that is savee. SoCal's 
calculations showed that the nonparticipatinq ratepayers would find 
that the eosts of the program would exceed the value of ~as saved by 

$161,827,000. 
For the sin~le-f~~ily participant usin; zero-interest fi=ancinq, 

Socal estimated thefollowin~ present values of savinqs and costs for 
each of the eliqible ~easures as follows: 

Esti.-nated 
Instal lee Net Savinq 

Measure Savings Cost or ~Co~t2 

Attic Insulation' $2,117 $410 Sl,707 
F .. A. U. Replaee:nent 1,710 662 1,048 
Duct Insulation 1,494 125, 1,369 
Flow Cont..~l Showe::hea: 358 SO 308 
water Beater In~ation 53 40 13 
~therstripp1..~ 139 132 7 
SOlar Pool Cover 509 223 286 
set-BacK The:r.rcstat 230 110 120 
W1:odow' Treatment 77 132 (55) 
I.I.D. Retrofit 449 187 262 
Pipe Ir.suJ.ation 265 SO 215 
'nler.r;U winQows 1,017 343 674 
Wall Ir..sulation 1,167 473 694 
Floor InsulatiCtl 1,048 454 594 

In a footnote, SoCal stated that window trea~~e~t ~ig~t be cost-effeetive 
on a do-it-yourself basis. 
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SoCal believes the results of its cost-e::eetivenes= 

study demonstrate tr~t W?c? will' be a cost-effective proqram. In 
particular, SOCal ~ndorses this Commission's adoption of tbe societal 
test of cost-effectivenGzs in PG&E's ZIP ~pplieation (see ~.926S3 
(1981)) since that test reflects whether all ratepayers, on tbe 

averaqe, ~ill ben~fit. 
4. Ant;eompstitiV'e Effe£.ts of WPCP 

Socal witness Katz analyzed the antieompetitive effects of 
SoCal 'S 'WFCP proposal upon tbe lendin; ::ta.rket. Her testimony exa..""\i::.ed 
both the present availability of weatherization finanCing and the 
probable impact of the ~7c? proqra:n or. the market for this ~ of f<j ... .a:xj~. 

Her research and analysis revealed that neither co~ercial nor 
public lenders provide much incentive for or interest in the fina:cin~ 
of weatherization devices. Many cOIn.":tercial institutions have either 
abandoned such loans or set hiqh loan .mini:~~~ in addition to imposi:~ 
strict security requirements for the transaction. Even for sources 
which miqht be used for small weatherization loans (credit c~ds or 
credit unions), the amount of business that would be divertee from 
these sources by 'WFCP appeared to be small. 

Accordinq to Katz, the only type 0: institution that ~~ht be 

af:eeted by the proqra."n ~d l:e the h::me fina."X.'e ecrtpa:lY. Ecweve:r Q:e to 

the small number of weat'he:ization purchases over S2,000, the min~um 
loa:: :or most of these companies, Katz coneluded that "tne ef!eets 
COf WPCP] should be neqliqible." (Exhibit SO .. ) 
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.' 
B. POsitions of the Other P~rties 

1. Commission Staff 
Commission staff members :rom the Ene:qy Conservation 

Branch CECB), Revenue Requirements Branch (RRB), and poliey and 
Planning Division testified with respect to SOCal's weatherization 
application. This test~ony included analyses of proqram elements, 
costs, financing, and cost-effectiveness. Althouqh staff tOQk 
exception to certain proqram and financinq =equir~ents at the 
outset, specific expense reduetions were recommended only after 
the ALJ'5 request of staff Witness Grove ~o reexamine SOCal's 
RCS budQ'ct .. 

a. PrQ£ram Elements 
(1) Energv Conservation Measures 

teB witness Lucchi did not object to the list of 
I 

• 
fourteen measures included in SoCal's w7CP or to the distinction 
between those measures that would require Res audits to demonstrate 
cost-effectiveness and those that would not. The subsequent testimony 

I 

of RRa witness Benj~~in; however, revealed a d1sa~reement between 
the staff branches as to the cost-effectiveness of ·~C? and particular 

, 
measures included in the program. This difference of opinion and 
related reco~~endations are discussed 1~fra. 

Witness Lucchi recomme~ded expacdinq available :inancin; 
to perm:. t WFCP finaeci::.q for low-income participants ulldertaki~ "buile.i~ 
envelope" improvements found cost-e::ective in a prior enerqy ~ue.it.Y 
A ceilin~ 0: $200 would be set on such fi~ci:g. A subsequent section 

i 

of this decision will specifically analyze SoCal's WFCP and ReS proqrams 
from the perspective of the low-income pa:tieipa.~t~ 

§J "Buildin~ envelope" qene=ally refers to a :"uildi::.q' s exterior. 

• 
Repairs to the "1:>uil<:1nq en.velope" • .... oule. include =eplace:nent of broi-'.e:l 
windows and doors and the sealin~ of wallo: floor cracks and holes • 

-45-



• 

• 

. A.60'446, 60447 ALJ/k:n/rr 1111 

CZ) Z!!,ro 'Interest Loa.ns-

Staff wit:less Lucehi took few exceptions to the 
offerinq ane terms of socal's zero interest weatherization loans. 
Althou~h Lucchi enumerated ar~ents in favor of acd aqainst sueh a 
proqram, his Exhibit 28 drew ~ conclUSions or recommendations from 
that analysis. 

Staff concurred in SOCal's proposal to conve=t 
SoCa1's presently outsta:c.dinq home insulation loans from their current 
8% interest rate to the zero percent WFC? interest rate. I~ his brief, 
however, staff counsel observes that the costs assoeiated with the 
reduction 0: the 8~ interest rate would probably be hi9her than 
estimated by SoCal. This eircumstance results from the fact that SoCal's 
conversion cost estimate was based on the number of 8% loans completed 
as of July 1, 1981. Those loans, however, were continuinq to be 

issued at a rate of 12,000 to 14,000 transaet10ns per month. By the 
time of ~ deCision in this matter, staff posited that the actual level of 
outstanding 8x loans could far exceed the July est~~ ~iereby1r~eas1n; 
the cost of comrer-...i'o; t."x:>se 10&'.5 to a zero pe:cent i."'ltereSt :ate. 

Staff also did :lOt a;ree earpletely ·.dth SeCal' s t'...-o-b:!.C. 

£inand.:cq requirerreat:. St:aff sUl::mits tl-.at tile approach adopted by this Camlission 

for the initial phase of PG&E's ZIP pro;cam 0:>.92978 (1981») is ~y 'Well-suited 

to SoCal' s W;CP. By that eed.siOtl, PC&E 'WaS :pe::n:i.ttee to ::i:..ance the applicz:nt' s 
chosen bid, ::ut retai.'"'.ed tile d1sc:etion to recrw-"'"e tbe appli<3lt to obtai:l an adt!itiOnal 
bid when, based on P(1&E's experience, a bid appeared excessive. Staff ~ ar;t::es 

this aP,tX'Oach is not only i..~ keepinq with the le:X!er's duty to assess the rea.sc:Mbleness 
of the loan a::xxrnt, bt:rt also pt'OViQes sare .as.s:w:ance that loan furAs ~e not l::e1r.; 

wasted. Accord.:!nq to staff, that ~..ce is 0: vital ~e s:!Jxe SeCal will 

be o'btai.."'li::q its loan pri..~pel at ratepaye: expense.. Staff does St:q;eSt, r.ewever, 
trat a seccr.e bid mic;ht ~y l::e require<! When f~ is scn;ht In ~ 

cf $1,000 .. 

Staff ~~SS Lueehi appeared to a;ree ~th SioC'al's approach 

of plad nq no lit-n:i.t al tl'le size 0: a 1oa."l. He did :ecameod., ~, that ~ l:e 

• aut1':orized. on a per l:I1;Jdinq basis a:x! that a seo::ce ¢C sul:sequent loml rot be offe:e:l 

to t..~ same ~ until the c:uot:tent: list of first-ti:ne applicants has been r=ocessee .. 

-46-



• 

• 

• 

A .. 60446, 60447 'ALJ/rr ... ., 

(3) cx:edits 

Staff suppo=ts the of:eri~~ 0: utility credits as an 

additional way in which to encourage weatherization. It is staff's 

opinion that adoption of staff witness Knecht's estL~te of a 20%, as 
opposed to SoCal' s 10%, disCOU:lt rate would :'.ot rec;,d.:e ar:y ~...ioc in 

the credit amount. Sta:£ believes that the credits represent reasonable 
sums calculated to induce participation. In staff's opinion, tbe 
difference in discount rate and related reco~endations does, however, 
affect the eliqibility of certain of the ~easures. Staff's position 
reqardi~g program cost-effeetive~ess is dis~ssed i~fra. 

Staff also advises that since both zero interest 
loans and utility credits have their advanta~es ~d disadvanta~es,lI 
SoCal should ensure that its expla~ation 0: both options is complete. 
For eXaIllple, a customer should be :'n:Or::1ed that all ~easures, whether 
financed cy loans or credits, must ::teet ReS s~andards. ~is in:or=ation 
is necessary to offset any reluctance a customer ::light hav~ about 
choosinq the loan proqram which requires tbe use 0: an RCS-lis~ee 

contractor. In staff·s vi~~, neither fina~ci~ mechanism should be 

advantaqed. 
(4) Insulationr~eatherization 

Referral Procram 
Staff considers SoCal' s referral proqra.":I. to ~ essentially 

t.ie replace::lent for the direct sales pt'c::x;::a:L which t.ie Ca:rnissioc di..-ec-..ed 50Cal to 
discont.it'lue \.-potl i.~emer:tatial of WFCi? (D.92497). Stz.:f "Nit.:".ess I.uc:ehi testified, 
however, that he had no idea prior to hearin~s in this application t~t 
adoption of the staff's approaeh in D.92497 would result in a $7 million 
WFCP expenditure in the first year. ~~ile eoneerned abo~t this Commission 

11 The significant disadvantage 0: credits include the 
reduetion in the availaole state tax credit ane the prerequisite 
for cust.omers to make tbe up front invest.ment for reSidential 
weatherization • 
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"'breakinq a pledqe" to cont::actc1rs to ter.:t1nate direct company 
merchandisinq, Lucchi sUQqestedthat the Commission miqht consider 
authorizinq only $2 million for SoCal' s ope=ation of a sealeC.-back :ef~ 

~rogram while continuing socal's direct sales into the first yea: of 
WFCP. Luc:chi 's recommenaation of a $5 million reduction in the referral 
proqram is derived from his estimate o~ the amount of sales commissions 
which could 'be qenerated from tbe continuation of direct sales and 

which could be used to offset costs. Lucchi suqqests that if this 
approach is adopted, the direct sales program be expanded to include 
all ReS-listed contractors, the functions of sales agents and referral 
proqr~ representatives be carried out by a single labor force, and 
practical pro'blems resultinq from the ~erqer of these two proqrams 
be resolved throuqh quidelines established by SOCal's ma:aqement. 

socal's concerns with Lucchi's suqqestion ca=, be 

identified from its cross-e~~nation of that witness. The foll~~ 

differences between SoCal's direct sales and referral proqrams, as 
well as potential problems with their coexistence, were hiqhliqhted: 

(a) SoCal' s direct sales pr~ram is 
self-supportinq, funded t~~ouqh 
i~ulation product sales. Th~ 
referral program, on the other 
hand, is dependent on ratepayer 
funding acd involves more than 
sales_ 

(b) Current SOCal sales a;ents only 
sell insulation and are 
compensated solely by sales 
co~ssiocs. Weatherization 
representatives, on the other 
hand, will be responsible for 
many other functions, and ~ll 
be salaried. SoCal questioned 
how the "new" sales/weatherization 
representative, aetin~ as botb 
salesman ane advisor, would ~ 
paid: would he receive the 
commission portion of his 

•• 
compensation directly or would 
he be salaried, W1t~ co:::rnissions 
passed on to SoCal? 
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(c) z= i:xte;rat:l.n; Ci..-eet sales with the refer.::al 
pro;ran ~'"'ed offeri.nq pa:-..id.pat1on 
to all RCS-listed. o::)J:trac""...ors, ScCal 
fears tl-.at it "Nill Oe faced wit." &l 
ove::whel."nint; ~"'l1st:ative ~ a,.,c. 
will ~ tl-.e sole selle:' of 
i::.sul.ati= i..""l. i t.s service area. 

Cd) SoCU is oxce::-..ee tr.at the car.bi:led 
sales/weat'he:izaticn representative "Nill 
fi.":ld it eif:!o:lt to close sales base:! 
on multiple contracts ar.d to avoiC. 
:~or_"Y; sales :0:: SoCal. 

(5) ?rogr~~ P=omotio~, ~raini:~1 
ane Quality Assu#a~ce 
Staff fines its oojeetions to SoCal's Res advertising 

pro~ram equally applicable to SoCal's proposee ~7C? advertising. 
Staff is particularly concerned about the overlap between these two 
ac.vertisinq pro~r~~s and the excessiveness of such advertisin; when 
seen i."'l o:xrbimtion with the ove:::all cxm.se:vation ad'Je::tisi::q ~ by SoCal 

and other utilities in its service area. In particular, staff points 
out that SoCal~s WFC? advertisin9 will proVide advertisinq exposures 
additional to those generatee by ReS. For teleVision alone, staff 
notes that SoCal will reach 90X 0: its tar;et audience 9 t~es over ei~ht 
weeks for WFCP and 9 t~"nes over four weeJ.-..s'·:or Res. 'I'o' achieve those 
18 exposures, however, SoCal Will purc:"lase 38:0 spots in the Los Anqeles 
Basin area alone. Staff oelieves that such a pro;r~~ constitutes 
"media overkill" especially in li~ht 0: socal' s testi.--nony that only 
3 to 4 exposures are required to qain pro;ram awareness and that Edison 
will be providing contemporaneous advertisi~~ for its own Res and 
weatherization financinq pro;rams. Staff therefore recommends a reeuction 
of $443,000 for SoCal's "air-ti.'Ue" budget. No adjust."':1ents were ::.:tae.e, 
however, in Socal's production expenses • 
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For SoCal's promotior~l p:o~rams, incluced in socal's 
p~clic affairs and marketin; and communications bud~ets, staff 
recommends a total reduction of $640,000. This recommendation is 
derived from the staff's proposed el~~ination of or reductions in 
certain presentatior~, meetinqs, printed materials, consumer in:o==ation 
literature, display materials, traininq, studies, and labor costs. 
Staff left fully funded the news media photo~=aphic expense, speakers 
bureau, and customer pa.."t1phlets. 

While recommendinq the reduction of numerous 
contractor-retailer 'incentives, staff left ~touehee the SoC.a.l contractor 

cooperative advertisinq which staff celieves has proved extremely 
successful in SoCal' s 8X 'hare i:l.sUl.atio::l fi.""la."lCln; pro;:cao.. Sblff, boweve:::', 

completely el~~inated an expen~e item of $54,000 for 3,000 contractor 
dinners intended to familiarize contractors with WFCP. Staff believes 
this education to be a contractor, not ratepayer, obli~ation. Staff 
also cut the point-of-purchase "qive-aways" by one-r.alf ane recom:nenes 
that SoC.a.l test the more expensive elements of these promotional items 
by placinq them With a li:l.ited number of contractors.. Staff counsel 
states in his brief: "'!'he ~7CP proposal promises a boon to eo:c.t:actors 
and retailers and sho~ld therefore not also include full ratepaye: 
subsidy for their promotional acti vi ties. " 

Staff wi~ess Lucchi testified that staff'S method of 
deter.nininq its propose<:! cuts to this portion of Socal's proqra."tl 
consisted of a review of "the supportin~ eVic:ence !or the company r S 
fiqu:es." ~rVhere staff felt insufficient support for the estimates -was 

qiven, a "reasonable" reduction was made. No "exhaustive stucly", however 
was undertaken. (Tr. 1954-1955) • 
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With respect to quality assurance, staff concludes ~hat, 
for the life of the proqram, SoCal should be requirea to perfor.c 
inspections on 100% of WFCP-finar.cee installations, with no reduction 
to lOX. Staff finds the Comm1ssion's holdin~ re~ardinq PG&E-performee 
ZIP inspections equally compellinq in SoCal's case. (D.92653.) In 
D.92653 at p.S7, "Ne fOWld t:-.at the "cost of providinq 100% inspectio:::.s 
of ZIP installations is a small price to assure reliable enerqy 
savinqs" .. 

(6) ~ . t .... .r ' &roJ~e ~r.anc1~g 

St.ae 'lXr.siauly ~ees "Nit."'l t."le ree.socab~ of 'US:i-~ tl'.e 

hiqhly leveraqed crc, SoCal's proposed fin~~cinQ affiliate, to provide 
WFO? finaneinq. According to the staff, the hiqher c.ebt ratio "Nill result 
in an overall lower cost of capital from which ratepayers should ~nefi~ 
Staff believes, however, that erc's costs must withstand the test of 
prudeney and that manaqcrial expertise must be exercised to ensure the 
lowes~ possible capital costs. 

Staff also <Xr.oJrS that SoCal' s pro~seC fina:lcin; of 'WFC? 

is only feasible if required lender assurances are built into the 
SoCal-CFC cost of serviee agreement for whieh SoCal seeks Co~ssion 
approval. Staff believes those assurances are provided by the followinq 
ter:ns of that a;reement: 

~ Althou;h staff witness DeBarr su~~esteQ the possibility of :eplacinq 
erc with a ratepayer-funded trust, another staff witness later 
concluded tr~t, in the lon~ run, the t--ust-fund concept would be 
sli;htly more expensive tr.an SoCal's CFC proposal. " 
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(a) SoCal s1"'.all pay CFC a cos't 0: 
service char~e :or all costs 
presently incurree includin~ 
interest expense =elatin~ to 
CFC's lonq- or short-te~ 
de~t obli~ations_ 

(b) CFC will recover from Socal 
uncollectibles incurred 
because of WFC? 

(c) If CFC is ~able to refinance 
its eebt, SoCal will proviee 
CFC interim de~t financinq at 
,bank p:ime inte:est rates. 

(d) ere aq:ees to :nai~tain its 
authorized deot e~ity 
capitalization :atio at all 
ti~es, ensurinq an equi'ty 
contri~ution =rom PLC. 

Staff believes t~~t :u:ther assurance is provided 
by SoCal's proposal to include charqes ~y CFC to SoCal as a debit entry 
to SoCal's CCA balancinq account. Staff questions whether the Co~ission 

ever envisioned the use of the CCA mechanism in this way. In order to 
acc~~u1ate some historical record on this application of the CCA =ecbani~, 
however, staff does not objec't to its initial adoption. 

One lender assurance with which s'taff eoes not aqree 
is embodied in para~raph 9 of the cost of service aqree:ent. As 

ori~inally written in SoCal's ~7~ application that para~raph provided: 

"9. This 'aqreement shall :oe subject 
to approval ~y the CPOC and to 
such char~es or modifications as 
it :r.ay, f rox:t ti:ne to time, direct 
in the exercise of its jurisdiction." 

When the cost of service aqreement was introducee 

curine; bear in; (Exhibit 18), this paraqraph stated: 
"9. This Aqree:nent shall be SU~j ect to 

approval by the C?UC and shall remai~ 
in :ul1 force ~e e::ect until the 
later of (1) July 1, 1997; or (2) six 
~onths after ~he last pay.=ent is due 
on a:ly loan mac.e uneer this pr~ra.."U." 
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Socal witness Levitin testified t~~t he did not 
believe that the Co~~ssion could bind future Commissions by :equi:i~ 

that the cost 0: service a;ree~e:t r~ain i: effect until 1997. He 
state:l, ~, t:.at this lan;ua;e "NOUle provide lenders t.."le ~ ti".at 

the Commission approves 0: the erc concept and reco;n1zes that le:ee:s 
are relyi:; on it. Levitin believes that if the Co~ssion makes tbis 
clear in its decision in t~~s application, no future Commission would 

chan~e the CFC aqreement. 
:n contrast, staff fines the oriqinal la:~a;e of 

paraqraph·9 to be a correct statement 0: this' Commission's re~latory 
authority ~~d prero;atives reqardinq utility contracts. Because the 
modified version 0: paraqraph 9 may cloud the Commission's authority 
to modify any portion 0: the entire aqreement until July 1, 1997, staff 
recommends its rejection in favor of the oriqinal lar4Uaqe. 

\ 

With respect to Socal's subsequent re~est to have 

assurances like those adopted for PG&Z's ZI? ~ro;ram (D.93497), staff 
counsel provided this co~~ent: 

It Staff is concerned over the :::u:-:-.erous 
'assurances' ~inq required of the 
Co~~ission by utility ~anaqeQent in 
the ~e of assuaqinq lender fears 
and reducinq lender risks. Staff is 
reluctant to believe that such fears 
run rampant amonqst lenders or that 
such risks exist to the extent that 
SoCal's request for r~ulatory assurances 
additiocal to those described by SoCal 
witness Levitin are neeessa:y. If 
;-=a::.ted, howeve:-, staff :believes that t""'O 
eaveats should be attaehed to sueh a 
Co~=~ssion action: first, that no 
impairment 0: the COmmission's a~thority 
to :-eview the reasonaoleness 0: debt­
related expenses and the ci:cumstances 
under which said expenses were incurred 
is intended by the accession to SOCal's 
request, e.q., inte:-est rate obtained, toe 

. . 
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t~inq of eebt flotation, etc., ~y be 
fully explored in any CCA proceeei~q: and, 
seeo~d, tr4t the Commission will expect 
a better-than-Aa cost of debt rate for 
WFCP-relatee debt to reflect t~e less­
than-Aa risks associated with tbe fi:a:cinq 
affiliate. SoCal should certainly under­
stand t~e need for ~ivinq ratepayers some 
assurances qua quid pro quo ...... 

~he most siqnificant eifference between staff ~~d 
SoCal relati:; to the proposee financinq of WFCP involves the 
allowable retu-~ on the e~ity portion of erc's capital. 
Althou;h the Commission does not directly r~late CFC, staff believes 

that CFC's return on equity is properly at issue since its profit Will 
be charqed as a "cost" to SoCal under the cost of service a9'reement. 

Disputinq SoCal's request for a 20% return on equity 
for CFC, staff witness DeBarr testified that lO.75x, SoCal's last 

• 
authorized overall rate of return on rate base (D.92497), ~s a ~ore 
appropriate rate of return. Staff's reco~~endation is based on the 

, , 

• 

folloWinq reaso~in~: 

(a) The incremental cost of equity to Pte 
is irrelevant in dete~ini:q a fair 
return on equity for erc. Because the 
equity investme:t will presu-~bly be 
drawn from all of PLC's eu==e~t sources 
of capital, SoCal's capital contribution 
to Ptc wo~le bear its 10.75 Qverall CQst 
rate. It is this sa.!':1e capital that PLC 
wo~le then exte~d ~o CFC. Staff believes 
that this fact !o.as two si<;=.ificant 
~~plications. First, the capital provided 
to the crc by PtC and booked as equity is 
pa:t debt anci part equity capital. The 
incremental cost of equity to pte for new 
e~ity is therefore irrelevant to the 
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eete~ination of an appropriate ROE 
for the erc's e~ity~ that capital 
is neither new nor lOOx equity in 
character. Second, in reality, the 
capital provided t~ the CFC by pte 
has two opportunities to earn a 
return, initially ~y SoCal and ~ain 
by PLC as its ROE on its erc invest­
mez:.t. This Itsecond rett.:.rn lt should 
be no more than ?LC's imputed cost 
of capital, viz., the 10.75% overall 
rate of return authorized to SoCal. 

(b) PLC's inves~er.t risks in this project 
are considerably less than the risks 
associated ·~th its inves£~ent in SoCal 

(c) 

or its own investors' risks in pte snares. 
Althouqh witness Levitin atteopted to fine 
risk in the erc venture, his list 
excluded the key risks faced by all other 
utilities of operational and financial 
attri~ion. The cost of service a~reement, 
the full flow-throuqh of bad debts expense, 
ane the balancin9 account treatment of C~C's 
expenses, inclusive of a return on equity, 
combine to el~inate attrition. These 
mechanisms virtually assure the full 
collection 0: expenses and costs associated 
With erc capital requirecents. Additionally, 
the RCS and WFCP qas savinQS permit increasee 
sale of qas to SOCal's CN-S, C-60,at:.e G-6l . 
customers. This ci:~~stanee shifts some 
revenues fro~ the residential class to the 
co=mercial-industrial (GN-5) and Wholesale 
(G-60, C-6l) cus~ocers. Witness OeBar: noted 
tr~t this revenue shift ~ene=its SoCal Qy 
:eeucin; its operational risks. 
The staff's approach is consistent with 
that used by the Commission in its approval 
of PG&E's ZIP project fir~ncin;. (D.926Sl.) 
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Staff foune SoCal's methoes usee to evaluate the 
cost of equity to PLC, irrelevant a~e i:appropriate. ~~onq other 
thinqs, staff believes that SoCal's approach i9nores t=e ~paet of 
risk in fixin~ return or. equity ane fails aeequately to predict or 
reflect market coneitions. 

Staff die aeoptSoCal's projected cost of eebt to 

CFC of lSx. Staff tempered its ~, l':owever, wit.""l t.~ reea:lte0:2t1oc. 

that eurin~ the first review of SoCal's WFCP costs a full review of 
CFC's debt costs and related costs of capital be made. Staff also 
a~reeQ with the ~~positior. of a $lS0,000,000 cei1in~ on ere's total 
capital because that amount bore a reasonable relationship to the ~~um 

~amount of ac~~ulated loan principle which ~~ht be outstaneinq at any 
one time. 

b. Program Expenses 

T~e followin~ table compares SOCal's and staff's fi:al 
expense est~~tes. The table reflects SoCal's request for a 20X 

return on equity for CFC comparee to staff's reeo~ended 10.75x retu:r.. 

~ 
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Fjrst-Xear WFCP program Exper.ses 

• 

• 

Function 

Erogr~~ Incentives 

Sinqle-Fami~y Credits 
Sinqle-Family Loans 

Cost of Debt 

Cost of Equity Wx:lud1n; ir.c:ane taxes) 

Multifamily Credits 
Multifamily Loans 

Cost of Debt 
Cost of Equi ty (i.ncl1Jdi.n; itlo:me taxes) 

Loan Conversions (8X to Ox) 
Cost of Debt 

Cost of Equi ty (incl~ incane taxes) 
Subtotal Proqr&~ Incentives 

~etinq( ~dministr,tion, Etc. 
Ac.vertisi:c.q 

Public Affairs 
Marketin~ & Co~~unications 
Referral Pr09'ra.~ . 
1981 EECP 

Account Administration & Inspections 
Subtotal Pro<;ra.~ Costs(ir.cl.u:::.inq ir..eentives) 

Less 1981 Rate Case Approved 
Conservation Funds 

Franchise and Uncollectibles 
'I'OTAL COS'I'S 
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SoCa1 

$17,300 

1,528 
1,043 
2,446 

749 
512 

1,792 
1,223 

$26,593 

$ 960 
73 

2,607 
7,144 
5,840 
7,160 

$50,377' 

(10,013) 

662 
$41,026 

(SOOO) 

Staff 

$17,300 

1,528 

561 
2,446 

749 
275 

1,792 
657 

$25,308 

$ 517 

24 
2,016 
2,000 
5,840 
7,160 

$42,865 

(10,013) 

538 

$33,390 
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c. program Cost-Effectiveness 

Staff's cost-effectiveness evaluation of WPcP was 
initially presented ;:'y staff witness Cava~aro of the'Conunission's 

II 

Policy and Plann1=~ Division. cavaqnaro provided his own independent 
estimates of SoCal's marqinal and averaqe costs of qas. For purposes 
of testi=~ the cost-effectiveness of WFCP, cava~ro concluded the 
followi:;: 

(1) SoCal's est~~te of low-SUlphur fuel 
oil should be used as the equivalent 
of SoCal t s lon;-=un :nar<;i::.al cost. 
Accordin; to cava~~ro, exclusive use 
of the lonq-run est~~te, rather than 
partial use of short-run est~~ates, 
effectively includes the lar;ely fixed 
costs associated with the weatherization 
me~sures_ Cavaq:aro believes, however, 
tr~t even in the short-run the 
conservee ;as will be sold at prices 
approachinq the low-sulphur fuel oil cost. 

(2) Socal has siqr.ificantly overstated. its 
avera;e cost of qas by assuminq de­
requlation of natural qas earlier than 
that presently providee under federal law. 
SOCal has also provided inconsistent 
projections of its :narqinal and avera;e 
costs of qas. The result of this hiqher 
est~~ate of the averaqe cost of qas is to 
indicate a <;reater cost ~pact on non­
participants. 

Cavaqnaro subsequently sponsoree Exhibit 30, a cost­
effectiveness analysis prepared by SoCal usi:; Cava~~o'S est~~tes 
of Socal's marqinal and avera<;e costs of qas. That analysis showed 
WFCP to be cost-effective, based on present values, from the viewpoints 
of. society, the participant, and the nonparticipant • 
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Followi~~ Cava~narots ~reser.tation, an additional 
staff witness, Robert Benja.'TI.in, testified on th·e suoject of W"F~ 
cost-effectiveness. Altbough usin~ cavagnaro's projections of 
SoCal's marc;inal and. avera;-e costs of ~as, Be::ja..oo:tin· s cost-effectiveness 
analysis led to results in ~arked contrast to Exhioit 30. ~ese 

results, indicating red~ced pr~r~'TI.. and measure cost-effectiveness, 
appear to have been produced ~y two significant differences in the 
approach acd eata used by soCa1: 

(1) Diseou~t R§te 

In per:octi.n; his ar.alysis, Benja::u.n .relieci on staff 

witness Knecht's projection of a 20~ discount rate, as opposeQ to the 
lO~ rate chosen by SoCal. Knecht testified that his discount rate 
est~~ate was properly an approx~'TI.ation of the cost to the ratepayer 
of coverinc; the utility's cost of its inves~ent, includinc; the 
costs to the utility of debt,e~ity, income taxes, and franchises and 
uncollectible expense. Staff counsel believes SoCal's objection to the 
discount rate as bei:; excessively hic;h is made ;roundless by socal's 
lack of leqit~'TI.ate methodol~ by which it calculated its 10% discount 
rate. Staff counsel charc;es that the 10% rate was chosen only as the ~id­
p:>i.",t 1:et'~ the ax ~ 12% Cisc:ou:lt :oates used i:y tbis <:am'Iission'in prior Ceeis1o~. 

(2) Staff's Cost-Effectiveness 
Methodology 
Staff ~~ess Be~ja.~n evaluated the cost-effectiveness 

of WFCP on a ~easure-by-measu:e basis. Benja-~~ first calculated the 
prese~t value (cased on a 20% discount rate) of the costs of i~pleme:ti~~ 
the various measures. ~~t fiqure was divided by tbe present v.al~e 0: 
the enerqy savi~~s derivee from that measure,' producin~ the total per 
uni t (the.rm) cost of ene:;-y saveC... That proet:.ct was cO:tpa.ree to staff' s 
estimate of the ma:~inal cost of qas to cete.rmine if the cost of 
imple~entin~ the measure exceeded the cost of pu:chasi~~ tbe aoount of 
C;as saved at mar;inal cost. ~he follow1:~ table ~ti:ies Be:ja=i:'s 
findinc;s: an asterisk i~d:!.cates which :ne·asures are not cost-effective 
to society (i.e., a cost hi~he: than the 1981 mar~inal cost of ;as 
($.759/the.rm) .. ) 
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Staff WEe? C9~t-Effectiveness Re$u~ 
Societa.l COS':' of Savi~s ($/ther:n) 

Si:lq1e M\ll~i-

Measure ;a:nily. Family 

Attie Insulation $ .. 636 $.924· 

F .A.U • (Ir.efficient FUrr.ace Replace:ner:t) 1.295· 3.794· 

Duct Insulation .l59 .. 275 

Flow Control Showerhead .175 .269 

• Water Heater Insulation 1.009· 1' .. 535· 

Cau1kin~/Weatherstrippinq 1.487'" 3.230'" 

Solar Pool Cover .504 .465 

Set-~ack Thermostat .686 1.392'" 

Win40w Treatme~t 5.564· 5.522'" 

I.I.D. Retrofit/Heatin~ .. 728 .738 

Pipe Insulation .373 .. 378 

Thermal Windows 1.127--- .582 

Wall Insulation 1 .. 543--- 1.877· 

Floor Insulation 1.685--- 2.323· 

Total Proqra."n (sin~le- & multifamily) $.678 

• 
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Benj~~i~ reco~enes that only the ~easures with costs 
below ~he 5taff's 1981 est~te of the mar~inal cost 0: ~as ~e 

financed throu~h WFCP. Measures eli~ible for WFCP would the~include 
attiC insulation, duc~ insulation, flow-restrictive showerheads, solar 
pool covers, set-back thermostats, inte~ttent i~nition eevices for 
pilot-equipped furnances, and pipe insulation. El~~inated from WFC? 
financin~ would be forced air unit replacements, water heater blankets, 
caulkin~ and weatherstrippin~, window trea~~ent, the==al windows, wall 
insulation and floor insulation. Althou~h attic insulation for ~ulti­
f~~ly dwellin~s showed a ne;ative cost-effeetiveness, staff witness 
Benjamin recommended that it be tre~ted as eost-effective to avoid 
~arketplace confusion. Further, since the cost of set-cack the~ostats 
for multif~~ly devices was aL~ost dOUble the staff's mar~inal cost of 
~as, staff would limit the fir~ncinq of that ~easure to sin~le-fa=ily 
dwellin~s. By alterinq the measures eli~ible for ~7CP in this ~er, 
staff est~~tes that a savin~s in total proqr~~ costs of $114,000,000 
(ro~9hly 25~) can be realized. 

With respect to SoCal's rneasure-by-~easure WFCP cost­
ef fecti veness study, staff CQ'.::sel Qbjeeted to tl'-.is ~y on t"...-o ~0l.0is. 

First, SoCal only provided an ~~alysis for sin~le-f~~ly dwelli~~ ~its 
whereas staff's analysis includes data for multifa=~ly dwellinq units. 
Second, SoCal calculated its value of saved ~as at =ar~inal cost rather 
than the avera~e cost of gas that participants would otherwise pay • 
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2. California Energy Commission 

Althou<;h the CEC does not take issue "N'ith the WFC? 

proposal, financi:<;, or pr~ram cost-effectiveness, 
it does continue its objections to duplicative costs bet~een SOCal's 
RCS and WFCP proqrams. As discussee previously, the CEC d~d not 
reco~~er.d cost reductions to Res because of this duplication, but 
does support many of staff's WFCP expense recommeneations. 
Generally, the CEC believes that the Co~~ission should 
discouraqe the operation of SoCal' s RCS and 'it"'FCP pr~ra."nS as It isolatee. 
but parallel prOQ'rams" by approvin<; only those funds necessary for 
SoCal to undertake two carefully coordinated proqr~. 

The CEC believes the costs of WFCP can be reeuced 1n the 
fo110w1n<; manner: 

(1) SOCal's RCS and WFCP proqr~~ should 
be promoted jointly. In answer to 
SOCal's position that co~ined 
advertising would complicate the 
messaqe, the CEC submits that two 
separate advertisin<; campai<;ns 
directed at the same audience 
will complicate the message more 
than a sin~le, carefully coordinated 
campaiqn. The CEC also believes that 
the record demonstrates that the a=ount 
of media covera<;e planned by Socal "will 
ur~ecessarily oversaturate the target 
population .. " The CEC si."':'lilarly objects 
to- duplication with RCS created by SOcal's 
proposed public affairs and printed 
materials, pro;ra.~, and budqet .. 
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(2) Fur.ctions per:o~ed oy RCS auditors 
and WFCP weatherization representatives 
should ~e co~~ined in a sin~le work force. 
The CEC is especially critical of Socal's 
request for appro~~tely SS,1~4,OOO to 
fund hTCP weatherization representatives. 
The CEC believes that the weatherization 
representatives' functions could be easily 
and s~~ultaneously undertaken by RCS 
auditors. By doin~ so, SoCal would avoid 
the duplication of work forces and-the 
unnecessary costs and delays of "call backs" 
by a different company representative. The 
CEC found SoCal's two problems with a 
combined work force,- the tyin~ up of audit 
equipment while an auditor perfo~s other 
functions and the va~Iin~ employ.=ent ranXin~ 
of the two joos, in~ubstantial and easily 
surmountable. The CEC reco~ends that the 
Co~ssion place the .~mount requested te hire 
weatherization representatives in a contin~ency 
fund, to be released to SoCal upon approval by 
the Co~~ission staff. The CEC su~~ests that 
this fund be used to hire only as many 
weatherization representatives as necessary 
to assist customers who do not receive Res 
services, and, when the ori;inal auditor is 
unavailable,to t~~se customers who de receive 
ReS audits, but request weatherization financin~ 
subsequent to the audit . 
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3. Mineral Insulation Manufacturers 
Assoe1a~ion (MTMA) 

M~ proVided both test~~ony ane a:qument in this proceeeinq. 
It is M~'s position that the Commissioc shoule undertake s~ifie 
chan;-es to SoCal' s "flFCP proposal and continue, at least in part, soCal's 
current 8% home insulation :inancin~and direct insulation sales 
program. Hereafter, those proqr~~ will collectively be referred to 
as SoCal' s Home Insulation Proc:ram. (HIP). 

a. P-roposed nrC? Modifications 
Wi th respect to ehan~es in wrcp, MIMA believes tbat two 

areas of WFCP require modification: WFC? biddin~ procedures and dO-it­
yourself incentives. 

(1) ~~9? Contractor B1ddinq 
SoCal's ~TCP biddinq proposal should be replacee 

with lithe :Lore reasonable" standard adopted for PG&E's ZIP in D.9297S • 
It is M~'s position that SoCal's financin;- of the lowest of two bids 
assumes potential "over-escalation" of contractors bids causee. J:Iy utility 
financinq prQ9rams. MIMA contends that this assu:lption -""as "oflithout 
support in the record and that the only testimony on the subjeet, provided 
by ML~'s witness Gave, in fact, contradicted this conclusion. It was 
Gove's testimony,coupled "oflith support in; data, tr~t home insulation 
prices in the Los A:qeles Area have increased at a pace comparable to 
other larqer metropolitan areas and, for MIMA me:r.l:ler O-Wens-Corni~, at a pace 

~le,· to ::.c:eases in the. ".llholesale price ::.dex. ~ cotes. ~t. t."lis Cct:cission' s 
ehall;es in PG&E's ZIP bideinq requirements to the present standard (ci4s 
monitored with an additional bid required only for an excessive initial 
bid) were in response to Similar test~ony and ar~~ent provided by 
MIMk in PG&E's ZIP application. Like the staff, XIMA believes that 
PG&E's standard is equally applicable to SoCal's WFCP pro9r~ ane 
should be the only criterion authorized • 

• 
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(2) Do-!t-Yours~l; pu~chases 

M~ witness Gove testi:iee that do-it-yourself 
installation is the most cost-effective method of insulation retrofit 
si~ce it eliminates labor costs. FUrtber, dO-it-yourself ~es aeeo~t 
for 45% of the home insulation retrofit in the Los An~eles Area. 
Unlike those custocers who will be able to obtain WFcP finaeei=9 th:o~h 
submission of a contractor's bid, the do-it-yourselfer zust carrJ the 
front-ene cost of purehasinq weatherization items before he c~ obtain 
any WFCP ass:i.stance. To remove this "siqnificant fir.ancial barrier" 
and avoid discrimination between partieipatin~ customers, M~ asks 
this Commission to require SoCal to' process WFCP applications from 
do-it-yourselfers upon be~ fu=nished proof of a cash eeposit for 
retrofit materials and proof of the total sales price. Upon approval, 
Socal could then directly pay the retailer for the materials purchased • 
Further, since SOCal proposes to inspect weatherization work whicb 
it finances, do-it-yourselfers would be deterred from divertinq ~TCP 
loan or credit proceeds to any other pu:pose. Staff supports ~~'s 
dO-it-yourself proposal and urqes its adoption. 

b. Incorporation of HlP ~nd ~TCP 
MZMA also recommends the continuation in some for.o of 

SoCal's 8X hoce insulation loan and direct merehandisin; proqr~~. 
M~ notes that the CommiSSion's order CD.92497) direetinq Socal to 
cease its eirect i:sulation sales 'upon implementation 0: WFCP was 
supported by a findinq that HI? was proeeedin~ slowly to market saturation. 
MIMA believes its test~~ony in this case reveals a dramatic chanqe in that 
situation. Aceordinq to M~, the record elearly shows loan volumes under 
SoCal's current pr~ram have accelerated rapidly in the year followinq 
the conclusion of hearinqs in SoCal's last rate case on July 9, 1980: 
that direct sales by utility ~ployees r~ve achieved bette: penetration 
~ould referrals under the ~TCP: and inteqration 0: the direct sales staff 
in WFCP can lower the cost 0: tbe ratepayer-s;osieizee WFCP plan • 
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In this re~ard, ~~~ witness Gove introduced two 

charts prepared by SoCa1 and mailed to SoCal's insulation suppliers 
which showed the actual and projected ~rowth in the number of loans 
and commitments for its current SIP pro;r~~­

According to Gave, HIP financing is available 
family residential customers. As shown on the 

(Exhibits 40, 4l.' 
only to sin~le­
charts, for the 

first five months of 1981, the vo1~~e of attic insulation jobs 
financed by SoCa1 had increased more than 700% over the comparable 
period in 1980, from an avera~e of 1.255 loans and cornmi~~ents 
per month to 9.065 per month. The total number of loans and 
commi~~ents for five months exceeded those for the entire year 
1980. The charts also included two projections for the yea: ended 
1981. The first, made on June 10, 1981, forecast 118,157 loans 
and co~itments~ the second ~ade on or about J~e 23, 1981, 
forecast 148,000 loans and commit~ents_ 

Gove foune t.'~...e esti:nates ~able wit." SoCal' s ?rojeetions 

for single-family WFCP loan and credit transactions. For the 
first year of WFC?, SoCal projects 30,800 single f~ly residential 
home loans, and 96,800 single family residential credits, for a 
total of 126,SOO single family transactions. MlXA asserts tha~ 
these statistics demonstrate that the current vol~~e of loans 
'.;nder SoCal' s present home insulation pro<;ra.":1. for sinqle fa.-nily 
residences only, match or exceed the projeetee volu=es of WFC? zero 
interest loans and credits 'for the s~~e market. !n MIMA's view, 
the volumes which will be achieved under HIP by the end of 1931 

no longer justify its abandonment. 
MIMA believes that zany be:efits can be realizee by 

eontinuinq and incorporating S:P with WFC? and that significant 
reasons exist for the Commission to alter its prior position (D.92497). 
MIMA sees these benefits as follows: 

(1) In aqre~ent with the staff, XLY~ points to the 

siqnificant savinqs of labor costs ($5,144,000) to Oe realized 
by maintaining Socal's direct sales proqr~~. 
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(2) The cost-e::ectivez:.ess.ofSOCal's c.irect sales 
pro~ram which is self-supportin;, compared with the revenue i:creases 
required. for W'FCP is unrebuttec.. MD1A ar~es that it is ::a:lifestly 
unreasonable to ter.ninate a proqr~ which is achievin~, at redueee costs, 
loan vol~es which meet or exceee those forecast for a n~~ proqraQ. 

(3) '!'be si~ificant ::arketinq principle of "elosi~ 
the sale" at a customer's horne will continue to prO<!uce maximu:n 
penetration at the least possible cost to the ratepayer. MIMA notes 
that WFCP representatives would only be advisory while HIP person:el 
are able to obtain a decision from the Cl.lstomer at his home ("close 
the sale"). Accordinq to Gove without such a clOSUre, the siqnifieant 
amounts of money required to perfo:m an auc.it and to.reco~~end 

install:ation and financinq alternatives could be expended or "wasted" 
without qettin; any results. 

For these reasons, MZMA ur~es the Co~mission to consider 
incorporation of certain aspects 0: HIP with WFCP. MIMA believes tl".at 
NrCP is directed most particularly at achievi~ penetrations in the 
multif~~ily and rental rr~rket, where more incentives are perceived 
necessary to obtain customer participation. On the other hand, HIP has 
shown itself successful at achievinq substantial penetration of the 
sin~le family owner-oceupied residential market. As an alternative to 
WFCP, therefore, M~ :ecommends that the CommiSSion continue the 
existinq HIP proqram and offer sinqle f&~ily residential customers the 
option of finaz:.cinq with an S% loan with no lien and the ability to take 
the state tax credit. Such customers could also elect a WFCP loan or 
lump-sum credit dependinq on their e~onomic Circumstances • 
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4. Insulation Contractors 
A,ssociation (ICj\) 
rCA witness Eonick's test~o~y pr:-~rily focused on his 

objec"'"...iotlS to the proposed bide.i:g rec;r.:.ire:nents 0: W&'CP. Bonick 
asserts that: 

(a) 

(b) 

the bie.e.in~ process will place un£air and 
costly burdens ~pon ethical contractors: 
biddin; requirements will s~bstant1ally de1ay 
achievement 0: the Commission's conservation 
qoals by d~inishing vene.or incentives ane. 
placinq new burdens on the con~~er: 

(c) biddinq requir~ents open the e.oor to 
unethical practices in the marketplace; 

(d) bidding requirements provide only illusory 
cons~~er protection; and, 

(e) controllin~ and ~onitorin; such biddin; 
procedures will increase costs unnecessarily 
to utilities, and, therefore, to rate?ayers • 

• Honick concluees that the W]'CP bie.dinc;; proceCure is an .. un .... -arranted 
1:trusio.n into a free competitive marketplace." (Exhibit 38.) Sonick 
also believes that the absence 0: ~y need for biddinq is further 
demonstrated by Socal's never havinq been requiree to operate u:der 
such constraints in .1 ts direct sales pr~a."'!l.. In this r~a:d, Bonick 
further states that I/qiven the fact that Socal itself i::d.1cates the 

• 

current proqra.-n is responsible for 3,500 loans :per ·tleek, we are 
at a loss to ~nderstand the ~eed for further incentives to encouraqe ~rket 
participatio:." (Exhibit 38.) While acknowle~in~ that leA is H:lot 
very thrilled with the fact that the utility itself is an insulation 
contractor, It Honick ac:knowlet!~es t1:le success 0: 50Cal t s direct prOt;ra:1 
and lCA's :prefere=.ce for t'hat pr~:a:n over v.:'C?, Sonick sees W:C? .as a 
pro;=a.~ which not only "superL~poses heavy costs to the ratepayer but ••• 
invents new ~eans :0: gettinq in the way 0: competitive people to do 
business." ('1'r. 16-34.) 

-68-



• 

• 

• 

A.60446, 60447 ALJ/rr * 

s. Tehachapi-CUm:nin;,s County 
Water District 

TehaChapi-CU-~in~s enumerated its ma:y objections to 
WFCP both throuqh test~ony by its cou:se! ane the filinq of a 
concurre~t brief. These objections are statee in a larqely 
conclusionary manner ~e incluee asse:tions tr~t (1) the neee for 
WFCP 'has been ell."ninatee. by the state tax cre<!i t .. · ..... hich will provide 
customers with a 'payment' for 'conservation enerqy' that exceees tbe 
value of their conserv'ation effort": (2) the l=l::~ru.o. is "sl."nply too 
exl=lensive" ane is eesiqnee to serve the affluent, rather than tenants 
or low income customers: (3) the pr~"na:y effect of ~TcP will not ~ 
natural qas conservation, but increasee ;as supplies to lower priority 
customers who are not required to pay any of the pr~ra.."U I s costs: a:ce 

(4) aeoption of WFCP results in the Coc.."!'!ission levyinq a '·tax" , 

an undertaking for which it has no authority. ~"non; other recocmeneations, 
Tehachapi-CUmminqs ur;es the Cc~ission to either reject WFCP 1: its 

entirety or to require SoCal to cr.ar;e a "meanin~fu1 interest rate'· on 
its loans • 
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c. D,iscussion 
As noted by most of the parties, in Decembe::, 1980, 

we directed SoCal to cease its direct marketing of insulation 
upon i!nplernentation of a zero i!lterest loa: pro~am :0:: residential 
weatherization. (0.92497.) We observed tr~t socal had not met its 
forecast for insulation sales for t~e years 197a ~d 1979 despite 

our goal of .90X penetration of the single-:~~ly m~iket by 1983. 
We concluded: 

II • • This failure does not au;ur well for 
(SoCal's) chances of meeti!lg the 1983 per.e~ation 
date or of meetin~ the savings required by tr~s order. 
We strongly suqqest that SoCal consider othe:: 
approaches to achieve better penetration of the 
insulation market, both in sinqle-fa-~ly residences 
and in the rental :n~ket." (D.92497, at p.34.) . 
In 1981, SoCal apparently met this challen~e •. SoCal's 

HIP, with its financing i!lcentive of an 8% interest rate and direct 
~.company merchandisin~,has become an ove~Nhe~i!l~ly successful program. 

" 

The data produced by MIMk witness Gove reflects an increase of 700% 
in the number of loans made on an average monthly basis between comparable 
periods in 1980 and 1981. As of May, 1981, SoCal's 1981 loan cocmi~ents 
were aver~qin~ 9,065 a rno!lth, compared to 1,265 a month for the period 
January to June, 1980. This rapid ~owth lee SoCal to first forecast 
a total of 118,157 loans and commitments for 1981, with a later updati~ 
of that forecast to 148,000. (Exhibits 40 ~~d 41.) 

On O~tober 20, 1981, we issuee a ce::ernonial resolution 
officially conunending SoCal and its ratepayers "for bei:;' the first 

investor-owned utility in the ~~tion to reach (the) t~ely and 
unprecedented achievement of providing 100,000 low-interest attic 
insulation loa!ls to the far-reaching benefit of the State of California." 
SoCal actually issued its 100,000th loan on October 14, 1981. The 
resolution also no tee that this achievement represe!lted enerqy sa~nqs 
0: S142,OOO,000 over twenty years to those SoCal customers who i!lsulated 
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and a benefit to all residential customers of $56,000,000 over twenty 
years throug-h lowered demand for natural qas .at :n.arqinal cost. ·':e 
attr:l.l;>t'l.ted SoCalfs success "to excellent manaqement and marketi:Jq 
skills on the part of the company as well as enthusiastic public 
participation .. " 

SoCal '. s forecasts of its loan comm:'t:neI:.ts essentially became 
reality oy the end of 1981. Reports 01' SoCal to our tea indicate that 
in 1981, 164,302 loans had tie en processed, a fi~e not inelud1~ 
cancellations or rejections, and over 114,000 had been completed. 

In =eviewinq these fi~res and comparin~ the: with WFCP 
penetration ;oals, we find most appropriate those sentiments voiced by 

ICA witness Honick questioniI:.q the need for further incentives in ~1qht 
of the success of SoCal's current a% financin9' and direct sales proqram .. ' 
SoCal has projected 3:0,800 sinqle family loans and 96,000 credits for 
a total of 126,800 Single family transactions under ~cp_ For sin~le­
f~~ly residents, using presently available fiqu:es, SOCal has now 
processed more 8x loans in 1981 than the combination of both loans 
and credits forecasted to be issued in the first year of WFCP .. 

The need for increasing the i~centives to weatherize in ~<s 

service area is further unde:roinee by tbe significant benefits to 
'both participatin~ and. non-participatinq ratepayers in maintaininQ' 
SoCal's current 8x financinq and direct sales proqr~~. Authorizinq 
the continuation of both progr~~ and their expansion to include multi­
f~~ly residents will not only substantially reduce overall pro;r~ 
costs, but may also provide a :neebanism which :nay further a customer' s 
motivation to take action folloWi~q an audit. This mechanism was 
described by MIMA as a utility representat:l.ve's ability to "close 
the sa.le." By allowinq the representative to obtain a deeision from 
the customer at his home, the level of actual installations miqht be 

increased and mi;ht in turn ~prove the effectiveness of an Res audit. 
ICA witness Honick had eharqed that, absent any requirement of 
.audited customers to install measures, the audits would become 
"excessive luxuries." 
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Additionally, an 8~ interest rate on financin~ will, of 
course, provide SOcal with customer interest payments to offset its 
own costs of borrowing money for the pr~ra:L. Wi th respect to 5oCal' s 
other expenses, we a~ree that, to avoid per~lizing customers who under­

took weatherization early, a conversion of outstandinq ax loans to zero 
percent would be considered. However, by continuing soCal's 'present low 

cost financing program, ~y need for this costly conversion is eliminateeJi 
SOCal, Witness ~~tchell testified in this proceeding that the loan 
conversion based on a 20% return on equity for its financinq a:filiate 
and' a l5x cost of dect, would be $3,015,000. This fiqure was based, 

however, on 53,000 outstandinq loans. As our previous discussion 
indicates, that fiqure has now escalated substantially and" as predicted 
by staff, Socal's original cost est~ate for such a conversion has been 
dra.-natically exceeded. Based on 114,500 presently existin;' $% 10a:lS, the 
cost of conversion, usinq SOcal's variables, would now in fact be 

$9,182,000. This fiqure is derived from addinq the cost of SOcal's 
carryin; 114,500 ou~standin; ax loans into the first year of WFCP's, 
($5,712,000) to the cost of convertinq those loans to zero percent 
($3,470,000.) This significant change from SoCal's oriqinally projected 
$3,015,000 for carryinq its existinq loans at zero interest results fr~ 
a."l increase not only in loan voltZne, Out also in t.~e OUtstarlOing loan balance. 

The direct sales proqr~, as noted earlier, is self-supportinq. 
By incorporating this progr~~ with WFCP, co~~ssions earned on sales 
could directly be used to offset labor costs associated ~th ~TCP's 
refer=al proqr~~. The staff's concern that continuinq 5oCal's direct 
sales pro~ram would anqer contractors seems to be d~nished Oy lCA's 
apparent, although reluctant, preference for SoCal's current prQ9ram over 
the proposed. WFCP. Even the staff admittee that it was not previously 
aware that discontinuance of direct co~pany ~erchandisin~ and replacement 
of t~4t pro~ram with WFC? would re~ire an expenditure of $7,144,000. 
Based on the record in this proceedinq, staff·s prior assertion tbat 
such direct merchandisinq may nave outlived its usef~lness appears to 

have ceen pr~tu:e. 

V Soould Sc.Cal ~~tly be authorized to offer ze.~interest ~, ~ ~ 
cocside: at that tl.-ne whether to all.ow ca:version of the ex loar.s t.~ ou~. 
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The', t'.cecedinq facts and analysis leae. us to an i::.evi table 
conclusion: SoCal can achieve reaso~able penetration levels of 
weatherization in si~;le-family and multifamily bo~es prQvid~n~ 
fir~cinq at an 8% interest rate ane. o~tio:al credits ~nQ 

can do so at considerably less cost to its ratepayers tr~ zero percent 
fira"lciI'l9 • Continuation of the di:ect sales program will also help er.hance 
customer conservation while contributing to the reduction in proqram costs. 

The cost-effectiveness of such an approach is also clear. 
Evidence presented by 50Cal i~dicates t~~~ weatherization financin~ at 
a zero percent interest rate will be cost-effective from society and 

participant perspectives. Applyinq staff's esti~ates of the mar~inal 
a.."'ld avera;-e cost of gas to that methoeolO9Y revealed that WFCP would 
also be cost-effective from the nonpa.~icipa~t viewpoint. This level 
of cost-effectiveness to the nonpa~icipant can only be heightened by 

increasinq the interest rate charged for fieancin; from zer~ to 8%. -
" 

The cost-effectiveness of zero interest financinq in SoCal's 
service area was only seriously brought into ~~estion by staff witness 
Benj~~n's testimony. The failure of certain measures to meet Be~ja=d:'s 
measure-by-rneasure societal cost-effective~e~s a:alysis appears to be 

primarily relatee to his use of a 20~ disco~t rate. As expressed or 
SOCal, this rate is excessive espeCially i~ li;ht of the ex to 12% 
ran;e for such rates adopted i: recent Co~ssion eeeisiocs.10/ 

-

• 
We also reaffirm our policy that the measure-by-measure analysis 
is only appropriate to test cost-effectiveness, and that 
~/aluation of the impact on nonparticipants should only be 
considered for the progr~~ as a whole • 
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We therefore adopt an a~ 1nterest rate for SOCal WFC? 
loans availa~le to owners of sin~le-family and ~ultifamily resieences. 
The disti~ction erawn by SoCal between property owners and tenants for 
purposes of loan and credit eli~ibility is acceptable. The mobility 
of tenants does make the propriety of a lon;-te~ loan to 
tenants questiona~le. Also, homeowners and landlords benefit froo any 
increase in nome value. The credit option ~ives renters a meanin~:ul 
opportunity to ~nefit directly from SoCal assistance t~~ou~h a 
si~nificant ane comparable alte~ative to low-interest loans. 

We also conclude that testimony presented in this ease 

compels us to reconsider our deCision to discontinue SoCal's direct 
~ 

sales pro;r~~ upon L~plementation of WFC? We a~ree with staff aod 
MIMA that direct company ~erchar.disinq should be continued and 
1ncorporatee with WFCP at least for the first year 0: that pro;r~. 
We understand ~he many administrative conce~s that SOCal expressed, 
but concur with the staff that these concerns are not beyond resolu~ion 
by SoCal manaQement. In this re~ard, SoCal will Oe aided by certain 
Oasic quidelines which we will set: 

1. A sin~le labor force should fulfill the 
functions of both SOcal's weathe=ization 
representative and direct sales a~ent. 
We celieve that this requirement can be 
met by the s~~e n~~r of employees (130) 
proposed by Socal for WFC?.. Essentially, 
the employee (hereafter "weatherization­
sales representative") will have the same 
adviso~! responsibilities as the weathe=­
ization representative; ~ut with the 
additional and siqnifieant authority of 
the sales aqent to "close the sale" at 
the customer's premises • 
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aspeets 0= !~co:;o=a:!~~ SoC~:'s ~!=~e: s~les ~=oq=a= with ~C? ~l: 
=e~c.i=~ :~=!~c~e~~ (~.e., :h~ ~a~~~~ 0: e=.p!cyees ~~o ea~ ea~ 

: 
I 

wi~~.:.::. 30 cays 0= the e:!!ec-:ive 
o::c.e:: ~o 

T~~ :eport ~ust eontain an analysis 0: the 
~ntic~mp~titiv~ ~ft~~t~, if ~ny, ~f th~ oir~et s~les program.nd 

the steps to be taken to minimize such eff.ects. We will consicer 
this matter in fur~her he~rings if it a~pears necess~ry to co so • 
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Staff has est=-~tee that SoCal's oriqinal cost of 
$7,144,000 to operate an i~sulation referral proqram could be 

offset ~y $5,144,OOO,the est~~ted level of commissions to be 

realized cy continuin9 SoCal's direct sales proqram. Only $2 million 
was recommended by staff to ~ usee to operate a scaled-back referral: 
proqram. '!'he $5 million figure usee by staff also corresponds to the 1\ 

I 

cost of employinq the labor necessary for the referral proqram. I: a. I 

different approach to cost-savinq throuqh integrati:9 multiple £un~io:~s 
\ 

in a sin;le labor force, the etC asks that all duties of t..ie wea.t..~tiOn 

representative be undertaken OV RCSatditorsand the $5 million be placee 
- I 

i:l a "eont:in;en<:y fund" to b:re adeitiOoal Employees if r..eeessa::y .. 

Althouqh we are anxious to adopt the most cost-effective 
conservation proqram possi~l~,we must keep in mind the qoals of both 
ReS and WFCP. It is therefore not our intention to combi:e the 
;functions of an Res auditor with those of the weatherization represent-! 
ative-sales person. Such an overtaxed labor force,could not 
do justice to any of these proqrams. We do believe, bowever, as preq-A..J:JC.Sly 

stated,that reason requires the inteqration of WFCP and SoCal's direct 
sales proqram.. Further, even thouqh staff concludes that continuation 
of SoCal's direct mercr~ndisinq can produce S5 million in commissions, 
we conclude tr~t $2 million is not sufficient to cover the remaining 
costs of this inteqrated pro;ram. Revi~~~~ SoCal's iteQization of its 

oriqinal $7,144~000 request for the referral proqr&~, $2 million alone 
was required to provide supportinq services (i.e., vehicles, fuel) for 
this labor :orce. As noted above, the nature of the .. :e-..... " c~ined 
proqram Will increase SoCal' s adl'tlinistrative' burden: f\:rt.."le:, the . ..-Jeatbe:'iza~:en 

sales representatives duties other than makinq sales will no eoUbt require 
additional salary payment to eaeh employee. For this reason, we will i: 

authorize $3,144,000 to SoCal to operate the eombinee weat~erization­
direct sales proqram. This amount in addition to employee-ea~ee 
commissions should cover the reasonable costs associated with that proqram • 

• 
Ee<:ause of prev10us objections to Cirect. ~ sales, ~e::, we Will reev&12te its 

effectiveness and propriety at 'the ti."ne 0: t.~ fi..'"'S't a.~ c:A rcvi~. 
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With respect to the ~easures eli~ible for :inancin~ and 
credits, we believe some modification is required of Socal's proposal. 
The list which we have adopted for PG&E's ZIP represents those measures 
which we have found to be the ~ost cost-effective and appropriate for 
inclusion in an weatherization i::.centives proq=a.'U. With the adCitia:. 0: 

replacement of i."'lefficient space hea~ appl:.acces, si."r1ilal:' :neasures will be adcp-...ed 

for SoCal's WFC:? '!he divisiex of the:neasures ~ ~se =equi...-i'::q a:prior a\:C1t 
and those whieh do r.ot should mirror the audi~ requirements of AS 2030 for 
state tax credit eliSibili ty. We will t.."lerefore aut.~rize SoCal to provide W&C? financ­

ing and credits, either wit."l or wit.."'x:>ut an energy al.ldit, for the follw...ng meastl%'~: 

., 

1. At~ic insulation, 
2. 

3. 

4. 

5. 

Weatherstrippinq, 
Watet heater blankets, 
Low-flow showerheads, 
Caulkinq, and 

6. Duct wrap. (Hereafter referred to as the "Bi; 6" items .. ) 
If an enerqy audit demonstrates their cost-effectiveness, the 

followinq conservation measures will also be elic;ible" for ~'FC? financ:i."'lg and ereC.its: 

1. Wall insulation, 
2. Floor insulation, 
3. Cleek thermostat, 
4. Pipe insulation, 
5. Storm or thermal windows, and 
6. IIO. 
7. Replacement of inefficient space heatinc; 

appliances. 
To enSl.lre the continl.led cost-effectiveness to ratepayers of 

finaneing all these measures, we will require SOCal to file a report 
on December l, 1982 providing- data on the cost-effec·tiveness of 
thermal windows and furnace rep1ace~ents to nonparticipants • 
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Recently in our P. 93891 accressin9 the systemwide expansio~ 
0: ?G&E's ZIP plan, we made certain adjustments to that proqram. !n 
pa...""ticuJ.&', 'He ::nposed loan ee:!.l:"~s ~ co:-.C.itioned loan a.~ility 0:: the 

:.r.stallation of all "B:'q 6" ~""e5. Wit..i. respeet to t.."-Je latte:' c:r~e, .,.;e c:oncl~ 

t.."":at zet'O i::te:est =inar.~...:..q-~ be ava~ 1 able for tr.e uBi; 6" measc.res cciy if all 

the :neasu:"es "liere ir:.stallec. a:d., :or the re:n.aini~t; Z:? :teast:.:"es, only 
if the pro;ram partici~nt ::ac. first instal lee. the "Bi~ 6ft ::1easu:es 

in his resic.en~e_ 

With respect to SoCal's ~Tc?, we fine, in contrast, ~hat 
our chan;e from a ze:o percent to 8~ interest :"ate :e~i:es a 
transition period ~efore ~eatory requirements on the installation 
of partieular measures are i:nposed~; '!"his perioe. is essential to tbe 

commencement of the pro;r~~ and an exa~ination of its effectiveness. 
This transition period should cor.~lt:.de on O~tober 31, 1982, at which 
tL~e we will require SOCal to file a modification of WFC?, convertinq it 
from an optional to mandatory proqr~~ alon~ the lines adopted :0: PG&E 

tte c.o fine, 'however I that a need :or a cap or ceilinQ' on loan 
~ounts presently exists. Both this Co~ission and SoCal ~~ve reee~tly 
learned the price which may be paid :or providin; open-ended :inancial 
incentives. In OIl 42, the Commission's investi~ation relatinq to 
solar enerqy finanein~, we placed no ceilin~ on low cost loan amo~ts in 
authorizi~ Socal's solar proqram. Beeause low interest loans were soon 
bein; issued by SoCal in amounts in excess of those c.ete~ned to ~ ~os~­
effective we ~e:e required to· take ecer;eney ~etion to ~~pose l~itatio:s 
on loan ~~ou:ts and availability to avoid any unreasonable utility 
expenditure. (D.93774, 93385.) 
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Other reasons also support £ina:cir~ l~~its. Adoption of 
such an approach furthers the ;tX)tential :or reducinq pr09:am costs 
and e~hancinq its cost-effectiveness. In PG&E's ZI?, we also notee 
the necessity 0: 1oar. ceilinqs lito ensure ec:rual allocation of pr~~ 
~oneys amo~q potential ZIP participants." (~.9389l at p.34.) 

Fo: these reasons, we ·~ll ~pose the fo1lowinq financi:Q 
l~~its on WFCP weatherization: 

1. $1,000 for installation 0: all "Biq 6" 
measures, 

2. $750 for installation of attic 
insulation alone, 

3. $250 for installation of the five 
"BiC; 6" measures excluc.in~ attic 
insulation, 

4 • '$2, 500 for iIls'tallatia:. 0: tl"J! .re:na:..."'li..~ WFC? :ea.sl.:res to t.."le 
ex'"we::.t t..">-)ey are £QI.:%'lC cOS"'"--effeetive by a p...~or e::err;y atlCit. 

Under this scheme, the owner of a sinq1e-f~~ly or multif~ly 
dwelling has the potential of Corrowinq a =ax~~ of $3,500 ::om SoCal 
at an 8~ interest rate for the installation of all twelve WFCP measures. 
With respect to ~ultif~~~ly resic.ences, the loans will be available and 
limits ~~posed for each dwellinq unit to be weatherized. 

Our adoption of an ex interest rate for WFCP financi~ will, 
of course, increase the monthly pa~ents w~~eh a customer would have uncer 
ZIP. This factor reinforces the need for a lenqthy repayment period for 
all participants. We therefore adopt a single repaYQent period, in 
contrast with PG&E's ZIP loans, which single-family home owners repay 
over SO months, and all other participants over 100 months (D.92653). 

We adopt a uniform lOO-month repayment period for WFC?, 

consistent with the longer period adopted for PG&E ZIP. We adopt this 
100-month period instead of SOCa1's 120-month (10-year) proposal 
in order to reduce further the cost to nonparticipants of financing 
and administering WFC? loans. The potential for cost reductions and 
reduced administrative burden also ~ndate~ that repay.ment of a SoCal 

• loan com.~(~nce immediately after issuance. The possible participation 
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~incentive of a delay in repayment which SoCal proposed to offer multi­
. family residents is o~tweighed by these consider~tions. 

Other fe~tures of i~CP loans which we find reasonable are 
SOCal's requirements of :ninimum financing 0'£ $150, .:l minimum monthly 
payment of SS, and the proposed credit criteria for :in~ncing. We also 
find reasonable $¢Cal's reguiremen": 0: rcp.:lymen't of the unpaid loa.n 
balance upon transfer of the property on which the improvements were 
made. However, we believe th.:lt re.:lson .:lnd consistency re~uire that 
WFCP provide for "exempt transfers," as defined in ?G&E's ZIP pr09ram, 
and for liens only on loans in excess of~S,OOO.!!1 (See 0.92653 and 
0.93891.) Since only owners of mul~i?l~ unit dwellings will be aole 
to borrow :nore than $3,500 per buildin9, sin9~-!.:lmily homeowners will 
never be re~ired to give a lien. 

The only remaining contested aspect of SoCal's WFCP loan 
provisions is SoCal's ~equire~ent of two compe'titive bies, with SoCal 
finanCing the lower of the two. MlMA reasserts the poSition which we 

•
found persuasive in modifying PG&E's ZIP. Originally, PG&E was to 
provide ZIP financing up to the lower 0: cwo bids or one of the two 

lower of three bids obtained by a ~rospec~ivc 7.I~ pa=tieip~nt~ 

CO.92653 at p_ S2.) Fo1lowinq petitions for rchearinc: file<: by :CMA 

and IeA, amonq others, we modified, this eecision concludinq tha't the 
record did not demonstrata a nc~d for such limitations on ZIP 
financinq in order to prevent ~n ~ndue esc~lation of bids. We ~lso 

found: 
"However; inasmuch as a."!y sucn escalation could 
iopinqe on th~ cost-effectiveness of that 
proqram, it is reasonable to order PG&E to 
monitor bid prices and to require thut an 
additional bid be obtained by a e~stomer when 
a bid is not within the reason~ble ran~e known 
to PC&E at the time." (D.92978 at p. 4.) 

------------------------._-----------------------------------------------III Although SoCal request'~. its loans to or.- sec1Jrcc by a deed of trust, 
we find a lien to be suf!.:.'i.cicnt security und its application 
consistent with our decisi~ns rel.:lting to PC&Efs ZIP. (0.92653 

• .and 93891.) 
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Orderinq paraqraph ldd. of D.92653 was also modified to embody this 
findinq and to require all ZIP loan applications to include a notice 
advisinq the applica:4'C,"to obtain more than one bid and notinq PG&E's 
riqht to require an additional bid be:ore approving the loan. 

We aqree with the staff and. MIMA that our approacb in PG&E f s 
ZIP is equally well-sUi ted to SoCal f s WFCP. As MIMA has aqain 
demonstrated, there is nothinq in this record to support a finding 
of potential "over escalation" of bids in the southe:u California area 
caused by utility financinq pro~ams. Further, ~th the ce111n~s we 
have i.~posed on loan amounts, we 1".ave al::-eady in some measure 
protected SoCal and its ratepayers from run-away biddinq and price 
inflation. These loan li.~tations also ma~e it u.~ecessary to aeopt 
staff's suqqestion of a mandatory second bid on loans over $1,000. 
As With PC''&E, however, we also wish to provide SOCal -..rith the aoility 
to maintain control over this situation and to ensure proqr~~ 
cost-effeetiveness. We therefore will adopt the bidding procedures 
prescribed for PG&E in D.92978. 

With our adoption of an 8% interest rate on ~l·s WFCP 
loa~s, we must now address the prop::-iety of SoCal's ~edits offering 
and, in particular, the level of those credits. Wi tb respect to tbe 
credits themselves, such an approach appears eesirable and ·~ll be 
authorized. While there are advantaqes and ~isaeva:tages to a 
customer choosing a utility credit, it is certain that credits 
will be more attractive than loans to a number of participants as ~ell 
as provide renters With a viable incentive to participate in WFCP. 

We aqree, however, with staff's ae..~onitioll that neither 
loans nor credits should provide a siqnificant,ly qreater 
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incentive. If these two :inancin~ mechanisms are not relatively 
equivalent, we ~ll Oe unable to assess accurately the impact each 
measure has on market penetration. In approvin~ proqr~~ such as 
WFCP, we are interested both in attaining an overall increase in 
resicential conservation and in determining 
and least costly way of achievinq that end. 
between loans and credits not only requires 

the most effective 

:his goal of cOm?arability 
SOcal to provide a clea: 

explanation of both options, but now, with our adoption of an 8% loan, 
requires this Commission to reevalt:.ate the credit a:nounts to be made 
available for each measure. 

Ass~~nq a homeowner can ootain a home L~rovement loan froe 

a conventional lender at 18~ interest, increasin~ the interest rate 

on available utility finanCing from zero to 8% reduces the 
incentive provided by such financins by somewhat less than half • 
Reducing tne credit levels first proposed by SoCal by this amof~t 
(approXimately 45%), however, mi~ht in some cases make the credit so 
small as to provide little incentive for a SoCal customer to ~Jen 
consider this option. This circumstance would be aqqravated i: tbe 

available state tax credit were reduced because of the customer's 
acceptance of a utility credit. We rniqht also be facee with a proqr&~ 
under which the costs of operation far exceed the incentives to be 

offered. For tenants who do not have tbe option of a utility loan, 
there is, of course, no need to maice loans and creeits equ.ivalent for 
purposes of effectively comparing the respective icpact of each incentive 
on the marketplace. 

As will be discussed, we intent! to reduce SOCal's proposed 
marketing and promotional costs by 15%. We believe that a correspondinq 
decrease in the overall amount requested by SOcal for its credit 
incentives is also reasonable. We will therefore authorize $13,983,000 
for sin~le-family residence credits and $1,921,000 for multifamily 

• reSidence credits. 
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As modified, Socal' s WFep credit amounts will be: 

Weatherization Measures and Utili~l Credi~ Values 

Average Value 

Measures 
Of Uti liB; Credi~ 

Single Itifamiry 

Attic insulation $302 $136 
Replacement of inefficient space 

heating appliances 221 77 
Air Duet Insulation 106· 8S 
Water Flow Control Device 21 21 
Water Heater Blanket 8· S 
Cautking/Weatherstripping 19 9 
Clock Thermostat 36 18 
I.I.D. Retrofit 68 68 

Pipe Insulation 9 9 
'!hemal Windows 134 134-
Floor Insulation 123 64 
Wall Insulation 145 72 

~hese measures are similar to the measures authorized 
for the PG&E ZIP program, except for the addition of repl.acement of 
inefficient space heating appliances. '!.'he mea:::ures for which WFCP 
credits are available and the a=ount of the credits are subject 
to later revision • 
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Before we leave the area of incenti "",~s, both MIMA and the 
staff have asked us to qive special consideration to do-it-yourselfers. 
MIMA's proposal, endorsed by the staff, would enable a do-it-yourselfer, 
faced with the burden of an up-front capital i~vestment; to have his 
WFCP application processed upon furnishinq SoCal With a cash deposit 
receipt for eliqible measure materials. SoCal woule then directly 
pay available financinq to the retailer. 

We are most anxious to encoura~e conservation a-~n~ as many 
o! SoCal's customers as possible at the least cost to its ratepayers • 

• ML~'s proposal aimee at the significant n~~:s of do-it-you:selfers 
est~~ted in SoCal's service area, appears to be well-desiqned to 
achieve this end. Without any i:crease required in SoCal's financinq 
incentives and an insi;nificant alteration in proqram administration, 
more do-it-yourselfers could be drawn to ·HFCP by the adoption of MI~'S 
proposal. The cash deposit receipt and t1'le direct payment by SoCal to 
the retailer will provide Socal and this Commission With some assurance 
that ratepayer funds are beinq properly applied. We Will adopt ~'s 
proposal in principal, but 'Will add the followi~ require:nents to: offset 
any potential abuse of SoCal's financing: (1) the cash deposit receipt 
must specifically identify the material bei:q purchased and the total 
price of that material, and (2) SoCal will only filla:lce the lesser .of 
either the actual price of the measure or the applicable credit. ~ do-it­
yourselfer, of cO'!J.rse, will have the ability to forego this option ,in 
favor of recei vinq the full a..'UOtmt of the cree.i t UJj)OIl installation .~and 
inspection of the measure. 

Althouqh we have already e~:ed the reasocab1e costs to be 

• authorized for WFC? incentive and weatherization/sales representative 
proqrams, there remains the sul:>j ect of WFe? promotional costs. Like 
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FCS, . the recoro in t.1Us case, particularly staff's testi:rony, provides a l'lIr.lber of 
general, but good, reasons to approve costs below those requesteel by SoCal. Unfortu­

nately, the specific cuts recotitwanded by t."le staffaga:'!'l do not 'Ni t."lstand close 

scrutiny. Nevertheless, ..... e are able to conclude that the advertisinq 
'of SoCal's Res and WFCP and s~~lar proqr~~ of other utilities in 
SoCal's service area could be better coordinated to avoid unnecessa--y 
duplication in effort and costs. The marketinq and promotion 
intended by SoCal for WFCP appears excessive especially in light of 
our partial return to a.proqram (low-cost financing and direct sales) 

. with ..... hich. SoCal 's customers are already fa."'niliar. ':'he ext:e::t of the 

rreet:i.:Igs ane ~ pJ&med l::¥ SoCal to i:lt::o::1l:ce ox.trad:ors to ~ also 
appea:s unnecessary when we consider the natural i.."""tpetus to contractors 
(i.e., increased installations) to initiate an investi~ation of WFC? 

• 
On the other hand, we do not wish to undermine the 

penetration ~oals set by SOCal for WFCP under circumstanees where·we 
have already reduced proqr~~ ineentives. We will therefore authorize 
the following fundinq for SoCal's promotional budgets: advertising, 
$S16,000~ public affairs,$62,000~ and marketing and eommunications, 
$2,216,000. These figures represent an overall reduction of l5X 

' . 

• 

in SoCal's requests. This percenta~e reduction will also ensure 
correspondinq eost levels for WFCP incentives and implementation. 

-.' 
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With respect to quality assurance, staff objects to SoCal's 

proposal to inspect all installed measures only in the initial staqes 
of WFCP, with a later reduction to lOX inspection if a contractor's 
record so warrants. We believe, however, that adequate assurance is 
provided by SoCal's inspection of 100X of customer-installed 
do-it-yourself packaqes, and 100X of packaqes installed by contractors. 
As a contractor develops a demonstrated record for error-free 
installation, however, SoCal may reduce inspeetion toward a l~t 
of no less than 20% of jobs performed. Should e::'rors appear, we expect 
the utility to raise inspection proportions. SoCal will develop 
~idelines for inspections consistent with this decision and present 
them to the Commission. We will also adopt warranty requir~ents 
for WFCP measures and installations consistent with th~se adopted 
for PG&E's ZIP. (D.92653, 93891.) 

We now turn to the subject of WFCP fina:lcing. Both the staff 
~ and SoCal are in aqreement on two basic issues: project financinq is 

appropriate for WFCP, and lender assurances are required to· attain 

• 

the high degree of leveraqe (80X debt/20X equity) proposed for SOCal' s 
financing affiliate, c:'C.l2' Despite our r.o41fieaticcs of SoCal's 'WFCP ~, 

W We have adopted th~ definition of "project fi:c.aneinqlt as a for:n 
of fina:lcinq in which lenders lend ~oney for a specific project 
or proqram rather t~~ for the overall ope::'ation of the 
corporation, and a."':lOunts lent are primarily serviced by the flow 
of funds from the specific project. (D.92653.) 
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(i.e., increasin~ tbe interest rate on W7CP loans from zero.~o ax), 
the reasons favoring our approval of CFC have not di=inished. In 

PG&E's ZIP application, we have closely ex~inee the propriety of 
usinq project fi~ncin~ to £u:d u~ility conzervation pr~r~ li~e ZIP. 
(D.92652, 93497.) OUr findinqs in that application are equally 

applicable to SoCal's WFCP. Amon~ other thin~s, erc project financin;, 
with a capital structure pr~~rily constituted of lowe: cost debt and 
a relia~ce on ~lancin~ ~ccount treatment of costs, 

(1) Will min~~ize tbe cost 0: capital 
and income taxes SoCal will in~r 
in carryin~ out WFCP, 

(2) Will create a source 0: capital from 
lenders (i.e., traQitior~l suppliers 
of home improvement loan capital) not 
ordi~rily usee for the financin~ of 
traditional utility plant; ane 

" 

(3) Will not create a serious risk of 
'Nasteful expe~ditures because of the 
substantial levera~i~ of equity 
inves~~ent, the source of which is 
PLC, and inves~~ent decisions made 
by pro;ram participants, rather than 
Socal, based on enerqy audits. 

,The extent of these benefits, however, are larqely dependent 
on the ratio of debt to equity achieved for CFC.. As we did in ~he 

case of PG&E's ZIP, it is our intention to direct SoCal to use its 
best efforts to aChieve the 89/20 debt to equity ratio proposed 
for CFC. 

We :ecognize, however, that for SOCal to meet this directive, 
we "ml,lst provide reasonable assurances to potential lenders that they . 
will recover their loans in a timely manner and under all circumstances." 
(0.93497 at p. 16.) '!'his conclusion, also reac.,ed with respect to K..&E's· ! 
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ZIP project :inancinq,led us to proviee the l~ assurances for 
PG&E which we have previously outli:ee (see discussion of 
SoCal's position on this issue). SoCal now asks that these same 
assurances be applied to SoCal's WFC? Althouqh staff is concerned 
over the numerous lender assurances being souqht by utility manaqement, 
we find these assurances a prerequisite of the t~ of financi~ we have 
authorizee for both ZIP and WFCP. We therefore aqree with SoCal's 
re~est for assu:ances s~~ilar to those approved ,for PG&E. ~e 

assurances provided PG&E are for the most part equivalent to those 
SoCal souqht to provide in its cost 0: service agree~ent, en agreement, 
with the exception 0: one paragraph, the staff approved. The re£in~~nt 

0: a bifurcated rate (debt service and expense) adoptee for PG&E's 
ZIP will only provide more preCise accountinq of the costs assdciatee 
with CFe. The eesirability of this result was particularly e:phasized 
by the staff • 

We assume from SoCal's request that it is now no longer seekinq 
any qreater assurance reqardinq our bindinq future Cocrnissions tnan we 
provided ?G&E in D.93497. We a~ree with the staff that the present 
lnnquaqe included in paraqraph 9 0: SoCal's cost of service aqreece~t 
is an L~proper statement of O~ requlatory authority. Paraqraph 9 
states that the aqree=ent shall be approved by the Co~~ssion and shall 
remain in effec.t until the later ·of July 1, 1997 or six months after 
the last pay:nent is c.ue on any WFCP loan. Rec:o~izi:l; our inability 
to bied future Co~~ssions, the ~reatest assurance we can qive in this 
reqard and SoCal can represent to potential lenders is embodied in 
Find1nq 24 of D.93497: 
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"While the Commission fines that ZIP is in 
the public interes~ and serves p~blic 
convenience and necessity, it reco~ni%es 
that a future Co~~ssion could eete==~ne 
that further ZIP fi:ancir..~s no longer 
would be in the public interest and public 
convenience ane necessity. If tbis sr~uld 
occur, to avoid confiscation of f~nds already 
lent in ;ood faith by lenders, the Commission 
finds that only prospective financinq can be 
affected and that CFA debt service recovery 
for previously approved ZIP financinqs ·~ll 
not be reduceC. or i .. npaired in any ·"'ay.·· 
We find tr~t the lender ass~rar..ces, includi~ the one recitee 

above, which were found reasonable for PG&E's ZIP, are e~~ally applicable 
to SoCal's WFCP and will be adopted. We also approve of ~~econcept 
of a cost of service aqreement to be entered between SoCal and CFC. 
That aqreement, however, must strictly comply with our findin;s in this 
deCision. We will direct tr..at SoCal file for our aP,EXCO'J'al t."'.at agreement 
and any others between SOCal a:d erc which re~ate to the assi~-zent of 
revenues to CFC by SoCal for costs incurre<! for WFe? fina.:cinq. 

The remainin; issue relatin~ to SoCal's project fi:an~inq 
is the return.to be authorized on the equity investment in C?C. It is 
staff's posi~ion that this re~urn should oe SoCal's las~ authorized 
overall'rate of return on rate base (lO.75';). In addition to the 
foundation for staff's recommendation which we have recited above, 
the staff emp'hasizes that i~s a:t>proach is cor:.sis'tent with ane. resu'lts 
from this Commission's findin; on retur: 0: equity £or PG&E's pr..ase I 
ZIP project financinq. In D.926S3, at pa~e 700, we conclueed: 
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":he element of projeet fi~ncing wi~~ which we 
are ~st concerned is the assuzed recovery of 
equity inves~ent through a bala~cing account 
proeeeure. We will authorize such recovery 
at this time, expecting ?G&E to ~in~~ize its 
equity share in (its fin~~cin; affiliate) ~d 
?rovidin~ ?G&E to earn on ~~t equity ••• ~~e 
overall rate of ret~rn on total rate ~ase last 
authorized for ?G&E. We will, however, invite 
?G&E, the Co:n..-ussion staff, and othe:: inte::estee. 
parties to prese~t their further view on these 
matters, in liqht of experience with t!le 
i:nplcmentation of ZIP, in the context of the 
first annual ZIP cost offset proceeeinq.ft 

In our September, 19S1 decision approvinq ?G&E'S project 
financing for ~e systemwide impl~~entation of ZIP, we also adopted 
this approach, orderin~ PG&E to "acc::ue a. rate of return on its 
inves~~ent in the subsicia.~ equal to the rate of return on rate 
base adopted in ?G&E's ~ost recent qeneral rate ease." (0.93498, 
Orderinq ?ara~raph B.) 

On. the other hand, we authorized a retu:n to Soca1 on 
e~uity invested in. its solar financin~ affiliate equal to SoCal's last 
authorized return on ~quity (0.93204 in A.S986S). T~t return is 
currently 14.6%. 

The rates of return. a~tho=ized at other ti=es i~ o~e: 
proceedings are informative, but obviously not eontrollinq. :n each 
proceeding, our responsibility is to provide the utility wi~~ an 
opportunity to earn a reasonable rate 0: return on ~oney invested in 
aetivities. This return represents what the ~rket r~ires to attract 
inves~~ent funds to activities with those risk and return eharacteristies. 

Soca1 should !:>e allowed a retu..~ com:tensurate wit.'" its 
cost to provide its 20% equity share in CFC, consieerinq current 
market conditions, incluei:g the relative risk of this inves~ent. 
Finaneial theorists and analysts consider various sets of factors 
relevant, and assi~n dif!erin~ L~?Ortance a=onq :actors. These 
theoretical probl~s are compounded by the practical problez of 
antiCipating the perfor.mance of any financial or economic indicator 
in today's h~~hly volatile ~kets • 
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As the record in this proceeding demonstrates, the identification of 
a "reasonable" return is more a matter of judgment ~~n of calculation. 

At the most general level, ~~ere are ~NO main alternative 
conceptual approaches for evaluating what retu.~s are "reasonable-. 
:he first is the cost to Pacific Lightinq of ~~e ~oney investee in 
cre. It would not be reasonable to force ?LC to invest :noney bOwing it 
could not recoup the cost of ~e inves~ent. The second alternativ~ is 
to a."l.alyze t.~e range of invest:nents available to PLC, includi:n.9' the 

I 

invest.'Uent in CFC envisioned here. Viewed as an independent business 
invest:nent, CFC must compete wit.~ 'these alternative investments, which 
present PLC with different risks and returns •. 

Using the first approach, we note that t.~e record in this 
proceeding does not show the sou:ce of PLC's $30 million invest=ent, 
so this Commission can."l.ot estimate with certainty its cost. Staff 
assumes t.~e money will come from accumulated funds, and so asserts that 
the cost of ~~e capital should be the 10_7S~ overall cost of capital 
estimated in the last rate ease. SoCal argues that the :noney for 
WFCP should be charged at the incremental cost of new capital - the 
rate of return demanded by n~ investors in PLC stock. 50Cal cla~ 
~~is rate is 20t. 

Socal does not actually claim that the entire $30 million 
would ~e raised exclusively be selli~q PLC stock. Eather, it appears 
from Socal witness LeVitin's testimony that PLC would approxi=ate 
the 50:50 debt:equity proportions in SoCal's present capitalization 
structure. Were PLC to raise the money entirely ~~ou~h new issues 
0: debt and equity, the aver~~e cost of the ~o would be more 
appropriate. Even using Socal·s est~tes 0: 20% fo: equity and 15% 
for debt (~~e eost of Socal's January 19S1 debt issue), 17.5% 
would appear to be a ~ore reasonable est~te. 

Were PLC to finance its equity share in CFC entirely by 

issuing new debt, yet a!lother cost of capital "Nou1d be appropriate. 
~9ain, SoCa1's estL~tes put this fiqure at 15%, as of a year ago. 
~'1e note, however, t.~t one 0: SOCa1' s :najor rationales for creating 
the fin~"l.cin9 subsidiary has ~en to avoid encu=bering ~e utility's 

~ balance sheet with a higher proportion.of debt. 
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~ The four scenarios above produce very different eosts 

• 

• 

of capital - 10.75%, 15%, 17.5% and 20%. Ev~~ if ~e Commission 
adopted and applied one 0: the esti=ated costs 0: debt or equi~y, 
new or embedded, we could not dete~ine f=om this record what 
balance of the sources ~NOuld be usee to fund the investzent in crc. 

Using ~~e alternative basis for determining the "reasonable" 
return, let us look to the "opportu~ty cost" of Socal's decision 
to invest its money (from whatever source) in erc, instead 0: in 
some other available inves~ent. These opportunities miSht inclUde 
new gas supplies, cost-saving proeuctivity inves~ents, or even 
treasury bonds. Each alternative presents different nominal 
returns, different ris~s of lower-tnan-expectee returns, and different 
o~portunities for higher-thAn-expected returns. 

Socal was allowed a 14.6\ return on equity in its last 
rate decision (D.92492). Inves~ent in CFC is less risky than the 
general risk SoCal faces, because of the relative certainty of 
conservation investments, and the many ratepayer guarantees built into 
WFCP and the cost of service agre~ent, to assure lenders of the 
safety of their investment. Despite SoCal's eri~eration of t.~e 
unique risks of WFCP the Commission believes that considerations of 
risk, taken alone, ::U.9'ht justify a lower rate of return on .the ~uity 
invested in erc. Were SOCal·s 14.6% return on equity updatee,,' to 

reflect current market conditions, it :iqht therefore ~ reasonable 
to authorize something less than the updated return on the doi~ars 
in CFC. 

However, we note that the latest rate for risk-f:ee: 
United States gover~~ent Treasury bonds is 14.6% for a seven-year 
terms. The common wisdom is that investors will not accept less 
return for a risk-bearing investnent in equity than they can obtain 
from a risk-free loan for a te~ of sL~ilar length. ~his s~plistic 

formula is affeetee by investors' perceptions of possible increases 
in returns on risky inves~ents (e.g., if ~~e Co~ission raises 
SoCal's authorized return at the next rate ease), or by other 
considerations (such as concern for the balance of payments or 
env:ronmental benefits of conservationl. We therefore are hesitant 
to authorize less than risk-free ~easury notes. 
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~e conclude that Socal's cur=e~tly au~~orized ~eturn 
on equity, 14.6%, is reasonable for the equity portion of CFC 
financing'. We will revie-" t!'le costs of debt ane e<iUity At the 
ti:le 0: SoCal's test year 1983 rate case. 

\ 

Finally, we deal with the issue 0: ~""hetb.e: WFe? ~""ill 

have ~~y unacceptable anti-competitive i:lpact on the len<!in~ 
~rket. As in PG&E's ZIP proceeding, no eonventional lendin~ 
institution appeared to oppose SOCal's WFCP, despite widespreae 
notice of SOcal's application. Further, the uncontested evidence 
indicates (1) that the effect of WFCP on ~e cur:ent ::1arket for loans 
such as those to be ~de under WFO? a:e "negligible", and (2) . 
that conventional lenders can pa:ticipate in WFCP through the 
project :inancin~ structure. We ~ere:o:e concluee that WPCP will 
not have ~~y anticompetitive effect on conventional ~eneers, ~uch 
less an unacceptable one. 

With the addition of $2,000,000 which we will authorize 
for credits for buildinq envelope repAirs unde:taken by low inco:e 
customers (see discussion infra}, the following table reflects 
the approved expenses for SFCP. 'the revenue requ.:'rement necessary 
to implement WFCP, base<! on a 14.6% return on the, equi t:y portion 
of CFC's capital strueture, totals S34,265,000. 'lite will authorize 
a rat~ increase to produce revenues in that amount. 

In order to mini~ize rate fluctuations, such rate 
increase will take effect simultaneously with the effective date 
of whatever change results from SOCal's forthcomin9 April 1 
consolidated adjus~~ent me~hanism proceedin9. We will authorize 
SoCal to establish a balancin9 aceount for entry of costs incurr~e 
from the effective date of this deeision and for entry of re7enues 
derived in part from base rates and in part from the rat~ increase 
which will take effect subsequently • 
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• First-Year WFep Progr~~ Expenses 

FUnction SoC a 1 Staff AC2:eted 
($000) 

~r~ram Incentive~ 

Sir.q1e-Fantily Credits 17,300 17,300 12:,983 

Si."lt:;'le-~y Loans 

Cost 0: Debt 1,528 1,528 1',548 

COst of, Equity (l..~ludi.n;' inQ:xne taxes) l,043 561 ,772 

ax loan Interest Paid Cy Participant " (1',032) 
I 

~ti:family Credits 2,446 2,446 1~921 

Multifa:nily IoM.s 

Cost of Debt 749 749 .759 
Cost of Eq.lity (inclu:1i..")j; l..."'leane ~es) 512 275 379 

ax ~ Interest Paid ;oy Pard.Cipa...'"lt (S06) 

Costs of ~ ~ ax l~ 

• COst of Debt 1,792 1,792 5,688 
8x loan Interest Paid by Pa-"'"tieipant (3,860) 

Cost of Equity (incluCir.g ineare taxes) 1,223 657 2,835 
SJbtotal Proq,ram Ir.cer.tives 26,593 25,308 22,487 

~keti.::g, Admin~strat~2n, Et~ 

Advert:Lsin; 960 517 816 
~1ic Affa:.irs 73 24 62 
MMl<etirq & Ca:mJr.ica.tions 2,607 2,016 2,216 
Re:e::rral P'.rcK;!am 7,144 2,000 3,144 
1981 E:E:CP 5,840 5,$40 5',840 
Acco1.mt ~ation & Inspec:t:i.ons 7,160 7,160 7,160 

Sul:ltotal 19,238-
S\.:l:)total PrO;=~ Costs (i.."lclui'in; i:!eentives) SO,377 42,865: 41~725 

1..t:M Ino::rne P::o;ran 2,000 
tess 1982 Rate Case ;wproved Conservation Fr.m:!s - (10,013) . 

SJbtotal ""'712 """", . 
Franchise ~ Ur.c:oll~les (1.639~) 662 538 ~S3 

• 'I'OrAL oosrs 51,039 43,403 34,265 

(Red Fi;t:re) 
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VI. Low Inc9rne/Rente~ Participation 

Durinq hearin~s in these applications, socal proposed :'~r 

both Res anc. WFCP to :na.ke a "speeial effort" to encoura~e particiPation 
by.custo~ers whose ~~l household incomes are at or below 125% o! .' 
poverty level. SoCal pla2.eC. to conc.uct its own "out:eachot to these: 
customers by: 

(1) 

(2) 

Workinq closely with Community Action 
~encies (CAAs) and minority contractors 
to assist these eustomers in participati~ 
in WFCP7 
Makinq contacts with tenants and owners 
of multifamily ane low-income units to 
encouraqe weatherization7 

(3) After an ~ueit,assistin~ customers who 
cannot afford monthly pa~ents to contact 
the proper a~encies to arran~e for 
weatherization of their residences (i.e., 
referral to the fec.eral weatherization 
pro;r~~, provic.inq a list of CAAs)7 

(4) Contractinq with aqencies with qualifiec. 
~rsonnel to conduct the' inspections of 
ins~~llations resultinq from RCS a:e ~7c?: 
and 

(5) Retainin~ a consultant to work with 
community ~roups to c.ete~ne the ~est 
methods of utilizi~ ane contracti~ 
with these qroups. 

SoCal witness Mitchell testifiee that ~rticipation would be enhancee 
by SoCal's gooe name in low-income communities, its Spa:ish-lan~la~e 
ac.vertisinq, and the rapport which its appliance service representatives 
have developed in those communities • 
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At ora.l arqument, SOcal discussed an additional :neans of 
encouraqinq low income ~a:ticipation. Pursuant to an ALJ ruli~q, 

SoCal filed a written statement of this proposal to which all other 
parties were qiven the opportunity to respond. Specifically, for low­
income f~~ilies who qualify for qoverr~ent weatherization assistance, 
SOCal proposes to: 

"1 ~ xake utility credit dollars available to 
co~~unity action aqencies (CAAs) and 
co~~unity based orqanizations (CBOs) 
for the purchase and installation of 
conservation measures included in SoCalts 
·fl.E'CP pr~ra .. n. 

"2. Provide inspections to ensure satisfactory 
installation 0: the measure(s), and establish 
qualification for utility cree it fur~s. SoCal 
will arranqe for pa~ent of the utility credits 
directly to the CAA or CEO (rather tnan the 
resident) to supplement their fundinq.ft 

SoCal est~~tes that federal funeinq for low-income weatherization in 
1982 will be approximately $4 million for all of California. SoCal 
believes that the combination of this fUneinq ·N'ith utility credits 
"will enable community qroups to weatherize as :nany lo" ..... -income ho::tes 
as they are capable of completinq." SoCal also notes that its proposal 
will require r.o funei:c.q in addi tiol! to that already req;tleste<i for WFC?' .. 

A. ~ositi9ns of the Parties 

The response to both SOCalts ori~i~l and =odi:fied low-income 
proposals was distinctly unfavorable. Durir.q heari%ll;, this opi:c.io:c. was 
most stronqly expressed throuqh the testimony, cross-examination, and 
arqument of two community orqa:c.izations: ~e East Los Anqeles Community 
Union (TELACU) and the california~evada Community Action Association 
(Cal/Neva). tttACU and Cal/Neva :found SoCal f S proposal partieularly 
deficient for its lack of tarqet levels :for low-income participation7 
its unfounded reliance on past success in low inc~e cocmunities: ~d 
insufficient incentives for, bu~ substantial economic ~arriers to,low-

• income participation. 
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In addition to procedural objections to SOcal's modi~ication 
~ELACU and Cal/Neva found SoCal's suosequent 9roposal little 
L~provernent on its oriqinal plan. Both qroups seek to set aside 
submission of SoCal's applications ar~in~ that further he~rinqs 
are requirec. to qi ve all parties an opportunity to examine the "!'le-....... 

proposal.11i TELACU and cal~eva, althouqh providinq separate commen~ 
voiced si.'Tlil.ar ooj ectic::ns to SeCal's 'tJI!!W' pr:o;osal 70ecause of its relimlce on 
federal fundinq,which TELACO and Cal/Neva claim ended on December 
31, 1981, and its failure to provide adequate incentives. 

With respect to modifications of SoCal's approach to low­
income participatio~TELACU and Cal/Neva each provided independent 
testimony and arqument. Their comoinee recommendations for chan;e 
included the followinq: 

(1) Tarqet levels for low income participation 
must be set to assure that low income rate­
payers are reached • 

(2) Increased economic incentives must be provided 
for low income participants. In this qeneral 
ca teqory, Cal/Neva and '!':E"'.wACU recommend lenqtheni~ 
the pay-back period for a zero interest loan, makinq 
credits inversely proportional to income, usinq 
the l2S~ Bureau of Labor Statistics (ELS) sta~dard 
of poverty level which may result in a sliqhtly 
hiqher i~come level than the Office of Ma:aq~ent 
and Budqet (OMB) standard used by SOCal, fundinq 
"buildi~; envelope" repairs, and offeri~ up-front 
cash pa~ents to cover initial costs. With respect 
to the latter ince~tive, both cal~eva a:d TELACU 
arque that it is th.at type of :epair or "weathe:iz~tionlt 
most needee by low-income customers. Without curi~ 
existinq eefects in the buildinq envelope, the 
effectiveness of any of the eliqible WFCP measures 
would be q:eatly redueed. 

~ On similar ;rounds, lCA's Honick also asks for further hearinqs • 

• 
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(3) Economic barriers to low income participation 
must be removed.. Cal/Neva and 'I'ELACO' direct 
their attention particularly to SoCal's 
requi:ements that loans' ::rust be service<! by 
a deed of t.~st on the property and that 
eli9ible customers must not have had their 
9as service shut off for nonpa~ent within 
the precedin~ ten months. Cal/Neva asserts 
that low-income persons, in the ~reatest need 
for weatherization, may occasionally have 
difficulty meetin~ their resultinq hiqh enerqy 
bills.. Testimony by cal~eva and ':ELACU also 
revealed the reluctance a lOW-income customer 
would r~ve in using his residence,~o~t likely 
his sole asset, as security for conservation 
financing. Cal/Neva reco::t.'nends that no cree! t 
or lien requirements be i.."'nposed on low-income 
customers. TELACO su~qests a lien on loans 
over $2,000. 

the testi.'nony of Cal/Neva and TELACU cul."'ninatee. in a joint 
proposal for CAAs, represented by cal/Neva, and CBOs, represented by 
'ttLACO, to conduct "outreach" for SoCal's RCS and ~TC? pr~ra:ts .. 
Specifically, cal/Neva and TELACO' ask the Co~"'nission to autborize 
and earmark $1.37 million to be used by socal to contract with these 
aqencies for their services in providinq audits, inspections, aemin­
istration, and outreach to their communities.. It is the opinion of 
cal/Neva and 'I'EI.ACU, that CA>.s and. CBOs, familiar with the communi ties 
they represent, could ensure qreater lOW-income participation. 

With respect to tenants, TELACO' and cal/~eva also claim 
that tarqet levels for all renters should be set and that landlords 
be actively solicited to undertake weatherization.. For low-income 
tenants, these qroups ur~e increased. incentives includinq eliqibility 
for loans • 
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Cal/Neva witness Hoe;es also recocmended several additional 
modifications of socal's WFCP to el~~inate any appearance of that 
pr~ram ceinq eesiqr.ee. for the weal thy. In particular, Hodqes ur<;es 
the exclusion of secone and vacation homes from WFCP financinq and 
the removal of sw~~~inq pool covers from the list of WFCP measures. 
Hoeqes also requests a $3,500 loan ceilin~ to prevent a:y individual 
from receivinq disproportionate benefits from wtC? throuqh extra­
ordinarily larqe loans. 

Althouqh the staff took no position on ~LACUts and Cal~eva~ 
reeo~~endations, staff did request their serious consideration. 
The CEC, however, believes that the TEU\Ct1-Cal~eva proposal provi<!es 
a "useful desiqn for allocatinq fundinq in the area of low-income 
participation. It Notinq that the cal Plan strongly encouraqes utilities 
to contract with community qroups, the CEC suppo=ts increase<! 
co~~unity i~volvement in all phases of Res. The CEC war:s, however, 
tha t the proposal should not serve to li.-ni t the nt::nl:)er or types of 
qroups with which SoCal may contract or restrict the types of activities 
which these groups may perform. 

In staff' s view, low-income participation in ~TC'.? ·..,oul<i be 

qreatly enhanced ~y SoCal providinq WFCP fir.anci~ up to $200 for eost­
effective ~uildinq envelope repairs. ~e staff also suq~ests our applyin; 
the same metbods for max~~izinq low-income partiCipation adopted in 
PG&E's ZIP application (D.926S3.) Tbese methoc.s include provi<i1~ low­
income areas with special priority in audit schedulinq and With special 
outreach efforts. 

Staff' s cO~"nents in response to SoCal f S "new" proposa-l for 
lOW-income partiCipation mirror those of T~LACU and cal~eva. Staff 
found particularly oojectionaole tbe procedure followed oy SOCal in 
making this chan;e e.urin; oral a.r~"':tent ratber than durir~ heari:lq: 
Socal's disreqard of the criticisms and suqqestions voicee durin; 
hearinq; and its reliance on illusory federal fundinq • 
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Reqardinq tenant participation, staff recom:ends that in 
the event renter participation falls below 10 per·:ent of total WFCP . 

transactions at the end of six months followinq the av~ilability of 
incentives that SOCal file revised renter incentives. Staff asks that' 

, 

under ~hose Circumstances, socal be re~ired to investiqate not only 
increased credits for the eliqible measures but also the prospects 0: 

I 

l~~ited loans for that portion of measure costs not defrayed by ~he I 

creeit offeree. 

the fir~l ~tter brouqht to the attention of the Commission 
durinq heari~s in these applications was a proposal by Harvey Beer of 
the ~blic Solar Power Coalition directed at low-income participation. 
Eder, who described his qroup as an "e:ner<;i:q coali~ion," requested ou= 
ea:':':\arking of 20% of all funds authorized for socal' s RCS ane WFCP 
proqr~~s for use in a low-income pro<;ram: the l~~eraqin<; of utility 
funds with those from local, state, and federal enerqy pro;r~: 
and the use of community qroups and local aqencies to perfor.m.RCS 
functions . 
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B. Diseussion 
As we have demonstrated in our eecisions involvin~ ?G&E's 

ZIP, we are ~ost conce~ed that the weat~erization fi:ancinq 
j 

proqrams of utilities we reQUlate reach all classes of customers. 
The involvement of TELACU and cal~eva i~ this proce~inq prov!des 
us with valua~le ins1~ht into the social and economic barriers to 

low-income partiCipation in WFCP. We are persuaded by the testi-~ny 
of those orqanizations and the staff that the incentives offered 
under WFC? must take i~to consieeration the 'special needs of low­
income residents and in some instances be made more attractive to 
~ain their participation. 

We will therefore authorize the followinq: 
(1) 'Low incooe' will ce defined as any person 

meeting the standards set by the u.s. 
Bureau of Labor Statistics for eliqibility 
to receive payments under the Federal 
Enerqy Assistance ?::'ogra.":t. :qot only could 
application of ~his stand-are sli~htly 
broad-en the category of low income 
participants, as suqgested by TELACU and 
Cal/Neva, bu.t it is also consistent ~"ith 
our decision in PG&E's ZIP. (:0.92653.) 

(2) Up to a $200 credit will ce available to 
low income partieipants for improvements 
to the tcuildin~ envelope,' so long as 
such i~provernents have ~een founc cost­
effective in the course of a prior audit. 
Although the defects in the buildin~ 
envelope ~y not be included in the list 
of eliqible ~CP measures, the record 
in this ~se clearly demonstrates tbat 
it is tbis type of repair which is 
required first and foremost by low income 
residents. A few inexpensive repairs 
could prove enormously cost-effective 
for both the resident and the u.tility • 
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Althou~h we provided in PG&E's ZI? for 
:inancinq up to $200, SoCal's distinction 
in eliqibility between loans and credits 
requires us in this case to ~e these 
funds available as a credit. A credit is 
the only incentive in SoCal's WFC? 
available to· both te~ts and homeowne:s. 

With respect to buildinq envelope repairs, we believe a 

low-income customer buying ~terials only should be aided in his 
purchase. We will therefore direct soCal to process a ttbuildinq 
envelope" creeit request upon presentation of a cash deposit reee~pt 
statinq the actual price 0: the item. SOCal will tben directly pay 

the retailer up to the lesser ¢f either the actual price or tbe 
$200 credit.. In this re9'ard we note that for material purc~ses related 
to, the eliqible measures, tee adopted do-it-yourself proposal applies 
to all classes of customers. Low-income residents, both tenants 
(if a lanelord waiver is obtained) and owners, will be able to reeei ve 
up-front assistance with~~!r ~~~ ~der the ~idelines previously 
discussed. 

Additionally, many of the concerns expressed by Cal/Neva"s 
, 

witness Hodges have already been addressed by this decision.. OUr 

conclusions reqardinq loan ceilinqs will help prevent any disproportionate 
allocation of proqram func.s and rill ensure t1'lat :10 loan will be 

;reater tha.'"l $~,500 pe: dwei1 i~ unit. We 'have also eli."tli:lated swi."':CIi:l; pool eovers 
from the list of measures eligible for WFCP financing and will 
adopt staff's recommendation that a second or sUbsequent loan ca::ot 
be obtained by tbe same owner unt~l the cu-~e:lt list of first-tL~e 
applicants has been processed.. The ceili:-;s i.-nposed on loa:l a.":lOU:lts 

al.o· makes SoCal's lien re(1Uireoent (for 10a:ls in excess of $5,000) 

irrelevant to si~gle-f~~ly ho~eowners. With our modifications 
of WFCP, a low-income homeowner will be aole to finance 

'I 
i 
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all measures eligible for ~~CP financi~q ($3,500 loan), 
as well as cure building envelope eefects ($200 credit) 

without ~he requirement of securing that financing With a lien on his 
property. In this regard we make two final ooservations: (1) the 
loan repayment period for all customers is 100 months, a considerable 
period of time, and (2) SOCal·s credit requirements (no gas shut-offs 

within 10 months of seeking financing) are no more burdensome than 
those aeopted for PC&E's ZIP while beinc considerably less burdensome 
than traditional creeit =oequireme:lts • .lU' ~re are reminded that ·o'lhile 
we wish to extend the enerqy savin9s to ~e realized from weatherization 
to all customers, reasonable protection of ratepayer funds must also 
be provided. 

Finally, we turn to the question of generating low-income 
participati"n through promotion or "outreach". Although we 
understand the parties' objections to SoCal's modification of its 
proposal during oral ar~~ent, we do not think that its altered 
approach requires further heari~q at this time. As .explainee by SOCal, 
no additional dollars are requested to fu..~d this chanqe. Further 
the modification appears to be one within SoCal's ~r~gerial 

c.iscretion i!l ma~inq a tf special effort" to reach low-income resic.ents. 
In our recent systemwic.e expansion of Z:P, we rejected the proposal 
of the staff that PG&E select community organizations to assist in 
outreach on the basis of a competitive bidding process. We statec.: 

~, .. 

l!I PG&E intends to revi~~ a customer's histo:y for the preced1nq 
year. Residential customers -o'lill be available for ZIP loans 
unless they have had (a) one or :nore "t~r;lof:sf', or (0) more 
than three 24-hour notices for nonpay.nent 0: their ~i11s. 
(D.93891.) 

• 
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"We will not impose such requi=e:::.e::lts upon PG&E .. 
We think it is mOre ~~portant to provide the 
utility With the necessary flexibility to 
mana<;e its pr~ra.~." (D.93891 at p. 38.) 
SL~larlYI we will not require SoCal to contract with 

specific community organizations nor will we allocate specific 
ratepayer dollars to fund those contracts. The recorQ in this ease 
was not clear as to which aqencies we should desi~te or what 
standard we should ado~t to quide or instruct SOCal i::l this 
endeavor. We have no basis for extendi::lg ou: authority to the 
requlation and funding of community orqanizations. 

We are not certain, however, that even SoCal's somewhat 
belated proposal is a workable or sufficient solution to ~~zinq 
low-income partiCipation. Like the other pa--ties, we found SoCal's 
original proposal for low-incoce P3--ticipation quite vague as to what 
special efforts or outreach would be undertaken and the extent to 

~ which CAAs and CBOs would be involved i::l the process other tban as 
inspectors. Regarding the use of utility credits, we too question 
SoCal's reliance on federal funding and are unclear for whom socal 
intends to "establish qualification for utility cre<!it fun<iinq." 
For now, we ~ust assume that this phrase refers to the community 
orqanizations to which these funds will be paid. 

• 

While we will approve in principal SoCal's proposal for 
providinq credit dollars to community organizations, we will require 
SoCal within 30 days of the effective date of this order to f~-ther 
detail its total plan for low-income participation in ReS and WFC? 
"!'his plan must include a statement of the level of federal 
weatherization funding ap~roved for 1982: the actual credit amounts 
which will be available to CAAs and CBOs for each measure now deemed 
eliqible for WFCP finan~inq: the circumstances under which and the 
groups to whom. credit fundinq 'Will Oe available: and SoCal's specific 
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guidelines Cor ~chicvinq low-incomQ (,utr~~ch, including its plans, 
if ~ny, to contr.:lce with C'"nlr.'\unit,/ orY.:lni7..:tion~ (or outreach. In 
this :'C!'gard, we beli.eve th.'lt SoC~l·z pr()!'(.)~,;"l (]eez not yet ::l-eet 
the speci!ic tech:'liquc:; whh;h i'G ... E ?r(,,)po~e<.1 in i:s ZI? olp?lic.ltion 
for penetration of the lnw-inc~me =~rk'·:. We find thoze techniques 
(i.e., s?eci~l priQrity in ~chedulin~ ~uJit~, door-eo-door delivery 
of outreach matcriolls) ¢ql.!~ll'l ~:,plicJble :'0 SoCal'$ WFC? 

The testimony or TELAca .:Ind C~l/Nevol indicates th~t these 
or9aniz~tions .lre prim~rily interc~tecl in conduc,ing outreac~ 
activities. In .:Iddition, their ?:o?O=~l con:c~?latez the us~ of 
community orgDniz~tio~z to conduct ReS oluditz. This issue ~rose 
in connection with the RCS progr~rn or. ~.:Iciric Cas ~nd Electri~ 
Company (PG&E). In Oecizion No. 93891 (D~cember 30, 1981) , r~ga:eing 

PC&E's Res ~r09ram, we :o~nd th~t: 

.. It i:: .:ll'propr i~tc ror l'G&E to contr.:lct 
with out~ide grouys to ~roviec services 
under ~Ir 0:' RCS whanover it cannot 
accomolish necesza:,v orocr~m (unctions 
wi~h lts own employ~e~.H~(Finding ~o. ", p.54) 

cor.tr~ctc 'h'ith outside yroups, 'h'hethcr th<"y be government .Jgen.cies, 

commu~ity group:: or priv.:Itc fi:mz, to Vrovidc RCS .:ludi~::. Such 
contracts are dcsirolb1c unrlcr the circum=t~ncc:: ?crmittcd by the 
CEC'z C~l ~l.Jn or .:lS otherwise ~pproved bj' the CEC, ~ut only ~here 
~hey result in no gre.Jter :x~enditurc th~n SoCal would h~ve i~curree 
to achieve the same estimated cons~rv~tion ~h:ough its ~Nn RCS:and 

w7CP' ef:or~s. In addition, when a ci:y 0= county governmen: wi:hin 
~he utility service area re~ue$tsthat i~ ass~~e ~he =esponsibili~y 
for delivering ReS eo its residents. the uci"li:y should make a 
special effort to a.ccot:lodace that request~· suggesting only :rodifi­
cations that will bring the proposed l?rogr.l:rt within the l:':Tlitations St.ltee 

above, and where parties can ag=ee. will im?rove tb~ initi~l sc~emc 
presented. ~~reover, we expec: SoCal to be ?rucen: in i:s 
expenditu=es on such ac:ivi:ies. 
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To fund the addition of building envelope repairs to 
available WFCP incentives for low-income participants, we will 
authorize an additional $2 million inc:ease in revenues. Although 
we believe utility credits offer renters a viable incentive to 
participate in WFCP, we will adopt staff's reco~~endation for 
SoCal to revise its incentives if renter participation falls below 
10% of total WFCP transactions at the end of six mont~s following 
the co~~encement of the program. 

VII. CCA ?rocedure 
SoCal proposes to collect the costs of both its RCS and 

WFCP pr09rams through its CCA tariff procedure. (Exhibits 7, 8, 14, 
and 15.) This procedure contained in 'Section H (Co~~odity Rate 
Adjustments) of the Preliminary Statement of SoCal's tariff sc~edule, 
provides for rates to be adjusted on an annual basis. With :espect 

• to RCS, SoCal ~sserts that it will implement the applicable aeeount­
i~g procedures as set forth in the Cal Plan and will account for 

• 

all RCS program costs in subaccounts. SoCal will also ensure that 
appropriate records will be maintained to allow identification of 
the fully allocated costs attributable to both pr09r~~ • 
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With respect to rate eesi~~ socal seeks to recover its 
first-year RCS and ~~CP expenses throuqh a uniform cents-per-the== 
eharqe to all residential customers and to comcercial-industrial 
customers except GN-5 (SoCal's six stea=-electric eustomers), G-60, 
and G-6l (Socal's two wholesale customers (SDG&E and the City of 
Long Beach Gas Depa~~ent», and the ammonia producers. socal eX?la1~ed 
these exelusions resultee fr~ the !ollowinq: (1) ~e price of 
natural gas to th(! ammonia producers was fixed by Senate Bill 1301 
at the price of qas to SOCal plus 10% until January 1, 1983. 
(2) Each of the customers i~ the GN-5, G-60, and G-61 category r~ve 
their own RCS and weatherization fi~ancin~ programs. To avoid 
"double-c'harqinq" these customers' ratepayers, once for their ow:l 

program and once for SoCal's pr~rams, for no correspondinq 1;)enefit, 
SoCal chose to exclude the.Q from its rate trea~~ent of RCS and 
WFCP • 

Staff basically concurs with the use of the CCA procedure 
I 

and. the method of collection of RCS and 'WFCP costs. Staff asks, 
however, that for both RCS and WFCP the costs of these pr09='~ be 

carefully scrutizinee dur1nq the first annual CCA offset proeeedin~ 
and that the reasonableness of using the CCA procedure for both 
proqrams be reviewed on a periodic ~asis. 

For the first-year operation of both SoCal's WFCP and 
RCS proqrams, we will adopt the CCA procedure. The balanci%l9' account 
will be established con~-rent ·~th the effective date 0: this 
order. the rate d.esi~ proposed by SOCal is consistent with the 
rate treatment which we have previously adopted both for socal's sola: 
finane1nq proqram (D.925S4) and the recent systemwide expansion of 
PG&E's ZIP (D.93891). In both cases, the uniform c'har;e to all 
residential and commereial-industrial customers provided for 
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exclusions s~~ila= to those proposed by SoCal in these applications. 
The exception for the ammonia proeucers is requi:ed as the result of 
a leqislative mandate. In PG&E's ZIP 0.93891 we also indicated that 
we did not think it ·~s appropriate to ~~pose a double burden on tbe 
c..:.stomers of ?G&£'s resale customers, the City of Palo Alto, a::.d 
Socal, with no correspondinq opport~nity to share in the direct 
benefits of ?G&E's ZIP. We find this rationale equally applicable 
to Socal's RCS and WFCP applications and will adopt the rate trea~er.t 
proposed by SoCal. 

Given these ex~ptions, the followin; CCA rates, based on 
current sales esti..""lates, -,.,ill be approved to qenerate the author.izee 

~.--.,- .•. ",,, 

revenue requirement of $12 million for RCS and $34,255,000 for WFCP. 

Res ~ 

CCA Rate $0.00188/ther.m $0.0053a/the~ 

SOCal's rate increase requests for both RCS and h"FC? were 
offset by amounts previously authorized for these proqrams in SoCal's 
last qeneral rate case. (D.92497.) These s~~, already authorized 
for recovery in base rates, totaled $2,853,000 for RCS and $10,013,000 
annually for WFCP. As an accountinq matter, -"e will direct SoCal:to 
contribute this ~~ount of revenue from base rates to the CCA balancinq 
account and submit accountinq details for its treat:nen.t of these dollars 
for review by the Co~~ission's Revenue Requirements Division staff. 
In this man:er, all expenses and revenues associated with ~TCP and RCS 
will be accounted for in the CCA ba1ancinq account • 
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VIII. Report S on ReS and W'FCP 

In our most recent decision involving PG&E's ZIP and Res 
pro9rams, we orciere<i PG&E to If provide detailed ::Ionthly reports 
en~~eratinq the costs and result$ associated with the 1982 RCS and 
ZIP pre<;;rams, serving' a copy on all appearances i~ these proceec.in~s. t. 
(D.93891,.) We believe that such reporting is necessary particularly 
in the first year of SoCal's RCS and WFC? Such reports will enable 
the Commission to keep fully in:ormed on a current basis aOout the 
perfor.nar.ce of 1:oth proc;::'.sns. ':his iI:£ormation is especially c:i tical 
for our evaluation of ReS, which ~y uneergo si~f~cant =odifications 
by the state and federal qove~-ment durinq this yea:. 

With respect to penetration levels, the ::'Ionthly reports 
should, at a minimum, contain the following info~tion: 

a.. The total nur.tber ~d dollar a.."t'lount 0: the 
loans and credits issued during the month 
and collectively • 

b. The total nUcber and dollar a.-nount of 
loans and cred~ts in proeessinq. 

c. Zbe averaqe size of loans and credits 
iss~ed, anci a tabulation of the n~er of 
loans ~de in $500 incr~ents (e.g., 221 
loans at $500 or less, 334 loans at $500 
to $1,000). 

d. A breakdown of the nu:nber of loans and 
credits issued to renters, low-income, 
non-English speaking, ~~d elderly customers. 

e. ':'be total dolla:s spent c.u:oi::.q the r::ontn 
:or advertisinq and promotion of RCS and 
~~CP and a desc:iption of items inclQded. 

f. The total number of measures installed 
and estimatee annual and life cycle 
enerc;y savi::.qs. 

Copies of each of these reports should be servee 0::' all appeara:ces 
in these proceedinqs, as well as t~e Chief of our Enerqy Conservation 
Branch • 
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FindinO's of Faet 
1. An urgent need exists for ~ub1ic utilities to take 

aggressive steps to promote energy eonservation. 
2. By acee1eratin~ the pace of residential conservation 

throug:' aggressive ~rogr~~s of residential energy audits and 
weatherization financing,. SoCal can achieve sisnificant ene::sy 
savings which can reduce its need for costly new energy supplies 
and production facilities. 

3. Onder the Cal Plan for RCS, which has been adopted by 

the CEC and approved with slight modifications by DOE, energy 
audits are required to be offered to eligible customers with 
space heating service. 

4. The purpose of having a statewide plan for the ReS, is 
to ensure its consistent application in utility service areas 
throughout the state • 

S.. The offerin.g of free RCS audits by SoCal or outside 
groups with which it. contracts is consistent with thecal Plan 
and this Commissionts prior approval of the RCS prosr~~$ of 
other utilities .. 

6. SoCal's RCS prosram conforms to the requirements of 
the Cal Plan as pres,ent1y written. 

7. Modifications by DOE and CEC to simplify RCS requirements 
are expected to be adopted by those agencies in 1982. 

S. SoCal's ReS pr09r~~ can be implemented in its first year 
at costs below those estimated by SoCal without diminishi:lg the 
effectiveness of that program or violating the letter and spirit 
of t~e applicable law. 

9.. An increase in revenues of $12,.000,000 for the first 
year of SoCal's Res program is :air ane =easonable .. 

10. As this Commission has previously found, there are sub­
stantial opportunities for highly cost-effective inves~ents by 
public utilities in providin9 financial incentives for weather­
ization retrofit by their residential customers. 

-l06-



.. 

• 

• 

• 

A.60446, 60447 ALJ/rr/km * 

~ ,. 
I 

t 

ll. !'.any SoCal residential customers :will find it difficult 
I 

or impossible to arranqe thei: own financi=~ for weatherization 
retrofit without additional assistance and incentives. 

12. The adoption of an a~;ressive weatherization financinq 
l 

proqram to accelerate residential conservation is necessary to help 
increase enerqy savi:;s and reeuce eependenee on costly new ener~~ 
supplies. 

13. The tests 0: cost-effectiveness to the installinq customers, 
to the utility, to nonparticipating eus~omers, and to society are 
relevant to the dete:.mination of whetber utility financin~ should be 
provided for specific conservation ~easures. 

14. The W:CP pr~ram authorized herein will ~e cost-effective for 
participants, nonparticipants, the utility, and society. 

15. In 1981 SoCa1 experienced a rapid qrowth in cUstomer 
response to its current S% financing progr~~ for residential 
attic insulation • 

. 16-.. Ir.. October,' 1981, this Commission comrnene.ed Socal ar..d its 
ratepayers "for bein9 tbe first investor-o......::.ed utility in the nation 
to reach t~heJ t~~ely and unpreceeented achievement of providinq 
100 / 000 low-interest attic insulation loans to the :ar-reachir.q benefit 
of the State of California." 

17. For the year 1981, the nu.."nber of Sx loans precessee by SoCa1 

for sinqle-family residents exceeds the number of botb zero interest 
loans and utility credits for~casted to be issued to sinqle-family 
residents in the first year of WFCP. 

12. The ~:fer1n~ by SoCal 0: weatherization financ1n; at an 
interest rate 0: S%, as opposed to zero percent, will provide eusto~e= 
interest pa~er.ts to offset partially SoCal's cost of providinq 
.t: • • .. :.nane:.n;-• 
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19. SoCal can achieve reasonable penetration levels of 
weatherization in sin;le-family and multif~~lly hoces provieinq 
f:.nancinq at an 8% interest rate and optional credits and can do so 
at OXlSideraJ:)ly less cost to its ratepayers t.w. at a zero pe::cent rate. 

20. It is reasonable for SOCal to eharqe an S% interest rate 
on WFCP fi:ancin~ for eliqible ~easures. 

21. SoCal's current direct sales proqram involves sales of 
attic insulation to residential eustocers by commissioned sales 
aqents. 

22. SoCal's direct sales program ,is sel:-supportinq. 
23. The incorporation of SoCal's direct sales ~ro;ram in ~CP 

will substantially reduce labor costs while providi~ the aeeitional 
inducement to installation of "closing toe sale." 

24. Ineorpo::ation of SoCal's direct sales pr~ra..":l in WFCP and 
its expansion to include sales of all conservation measures eliqible 
for WFCP f1r.ancinq is reasonable. 

25. The combined functions 0: weatherization representative and 
direct sales a~ent can be perfo:=ed by a sinqle labor force. 

26. To provide equal ~ccess to the WFC? direct :sales proqrac, 
SoCal ~ust offer participation in that program, under uniform standards, 
to all ReS-listed contractors. 

27. Guided by these :indin~s, SoCal's mar~gement is capable 
of determining the specific manner in which direct company merc~~neis1n; 
will oe incorporated with weatherization advice provided under WFC? 

28. It is necessa:y to require that the functions 0: ReS a~itor 
oe undertaken oy a labor :orce separate from that involved in the 

combined weatherization aevice and sales proqram to ensure the 
effectiveness of both Res and WFCP. 

29. An a=ount 0: $3,144,000 is ~ reasonable expenditure for the 
operation of a combined weatherization advice and sales ~roqr~. 

30. Under the WFC? proqra:n, si~le-:al'n11y residences are e.efined 
as residences with one to four units and mobile homes; multi:&~ly 

~ residences are those with five units or more. 
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... :a 31. '!he following measures, already determined to be cost­
~fec~1ve, can qualify for WFCP financing acd eredi~~ eieher ~~h 

or without an energy audit: attic insulation, weathers,tripping, water 
heater blankets, low-flow showerheada, caulki:'l9, and duct wrap (the 
"'Sis. 6" items). 

32. If 4D energy audit demonserates their cost-effectiveness, 
the following conservation measures will also be eligible for WFCP 
financing and credits; wall insulation; floor insulation; clock 
thermostats; pipe insulation; s.torm or thermal windows; lID reuof1t; 
and replacement of inefficient space heating appliances. It is 

reasonable for SoCal to report to the Commission a~ the end of 1982 on 
the cost-effectiveness of the~l windows and furnace reolacements. 

33. Before ~andato=y ~equire~en~s on the inst~llation of particular 
measures are i~posed, a transition period, durin~ which time ~~s~omers 
will have the option 0: ehoosinQ any of the eli~ible measures fo~ WFCP 
.c' " t' d' "h . 1 .. to! ..c ,· ...... C ... .. lnanCl.nq, 1S ::ecessary 0 a1 1:'1 ... e lmp emen .. a .on 0 ... n~ ~. 

34. Lirni~ations on lo~n ~~ounts are appropr.iate to help cont:ol 
.roqram costs a:'1d to ensure equitable allocation of program money among 

potential ~7CP participants. 
35. It is ~pprop=iate to impose a fi~ar.cinq li~it of $1,000 for the 

installation of all of the "Bi; 5" meast:.res; S750 for tee instal,lat1on 
of attic insulation alone; $250 for the i~stallation of the five "B1~ 6" 

r.easures cxcluC.i:".g attic i."lSUloltion; a.."X3. $2,500 for ir.stallation of t..ie :et'2jl':i~ WJ:C? 

~es to t.">-)c extect t.."'ley are foun:! ~fectivc by a prior e:;t::rqy audit. 
36. For multifa~ily residences, it is reasonable ~o= lo~s to . 

be available for each dwelli~~ uni~ to be weatherized. 
37. It is appropriate to :e~ire repay.nent of soc.al loans to 1:e;i.."'l 

~~ediately and to provide a lOO~onth loan :epayment period for owners 
of both sinqle-family ane rn~ltif~~ily residences. 

38. It is appropriate to require repayment of the unpaid balance 
of a WFCP loan upon the sale or transfer of ownership of the prope:ty 
on which the installation has ~en made, subject to an exception for 
exempt trans:c~s as defined for PG&E's ZIP in n.92653 • 

• 
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39. It is reasonable for SoCal to require min~um financinQ of 
$lSO, a min:l.n'UTt monthly payment of $5, t..ie credit <:iteria prep:>sed J;,y socal, aM a 
lien on the affect:ed 'Property for loans in excess of $5,000. 

40. While SoCal's oiddinq proceeures are ~ot required to prevent 
an undue escalation of oids, some utility oversiqht of biddinq is 
required. 

4l. !t is reasonable for Socal to monitor bid prices and to 

require that an additional oid be obtained by a custemer when a bid 
is not within the reasonable ran~e known to SoCal at the time. 

42. SUbject to ::"OC.i!ications aQopted be:ein, t.ie of:~_~ of utility c::e::1ts, 

in the :natmer proposed. by socal, is appropriate a."ld .~ l' l%ovide a siQli!iCMt 
i."lCenti ve to ew...or.e:'S to pu::c.iase a.."X! install ~i;ible WfC? measures. 

43. With the availability of credits to all residential customers, 
includin~ teeants, it is reasonable for SoCal to offer ~CP loans only 
to owners of sin;le-family ~~d ~ultif~~ily residences • 

44. to maintain. o:rr;eraOility bet'Neen t...ie t'ftQ f~eial ir..ce:ltives 
provided by ~7CP, credits must be available fo: all those ~easures 
eliqible for ~TCP loans; further, the oriqinal credit ~~ounts desi;--atee 
by SoCal should be reduced in keepinq with the i:.c:'ease:"'~ zero to 
8% interest rate authorized herein for W!C? loans. 

45. A reduction in the overall su."'n requested by Socal for its 
creeit incentives by 15% to $13~983~OOO for si:~le-family creeits and 
$1,921~OOO for multif~~ily credits is reaso~able. 

46. As further encoura~e:nent to the ~ific::a:t m.t':lbers 0: ]iX.'t:e:tial eo-it­

yourselfers in SoCal's service area, it is appropriate to require SoCal 
to process a ao-it-yourselfer's WFCP application when furnished a cash 
deposit receipt specifically identifyinq the material being purchasee . 
and the total price of that material. If a do-it-yourselfer chooses 
this option. it is reaso,:c.able for socal to fina::.ce o:c.ly the lesser of 
either the actual price of ~terials for t~e ~easure or the applicable 
credit and to pay that ~~ount directly to the retailer • 
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47. ,Socal's WFCP installation and wa:ranty requirements are 
reasonable to the extent of their consistency with PG&E's Z:P proqram 
as prescribed in D.92653. 

48. It is reasoQaole to reduce 5oCal's est~~ted costs of 
WFCP promotion a~d advertisinq by l5x. 

49. A 100~ inspection level of all WFCP installations is a 
reasonable initial requirement to assure reliable energy savin;s, but 
it is reasonable to reduce the inspection rate of contractors who 
develop proven records of proficiency. 

50. WFCP, as modified, will require SoCal's fi:ancing 
affiliate, CFC, to Oorrow cillions of dollars durinq its operation. 

51. Project financinq provides a ~eans to fi~ce WFCP which 
is attractive both for the utility and its ratepayers. The hiQher 
leveraqe resulting from project fi~ci:g will result in relatively 
low-cost financing and lower income taxes. Project financinq also 
should not impinge on socal's abili~y to meet its ot~er capital 
requirements and tnus will enable it to conduct its WFCP pr~raIt!. and 
sL~ultaneously meet its otber obliqations to provide adequate service 
to its customers. 

52. WFCP does not represent a traditional application of project 
financing in that it does not provide a pleeqed assets fo~ of 
seeuri ty • The funds will be devoted to hundrees of thousands of 
individual projects, all separately owned, which lenders could not 
realistically take over in the event of default and whicb ~ould not 
produce revenue for the lenders. 

53. SoCal's financinq affiliate will use borrowed and PLC funds 
to make loans not to exceed $3,500 total to any individual 50Cal 
customer pa.~icipatinq in WFCP. ~o achieve the Commission's 90al of 
maxim'l.mt market penetration, it is necessary to make WFCP ava1l~1~. 
and attractive to lOW-income, elderly, non-Enc;lish speakinq, and:...·' 
landlord and tenant customers. As a :esult, the Co~ssion reeo;nizes 
that many loans will.Oe mace to WFCP partiCipants who oreinarily 
would not qualify :or home i~provernent loacs from convent1or-al 
lendinq sources. 
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54. SoCal' s financi:l;' affiliate will oe per:nit1:ed to secure 
WFCP loans ~y l1ens. While the liens :nay aie. collection, they will Oe 

0: questionable valu6-;for purposes as collateral security for bor:ow1::.q 

from lenders. 
55. Because of the nature 0: the une.er1yin~ assets (such as 

insulation, weatherstrippinq .. ", caulkin~ .. etc.), the questionable value 
0: the security anc. the lack of traditional lender crec.it standards, 
lenders cannot be expected to rely on enforc~ent 0: the ~otes and 

liens to insure loan repayment. 
56. It is necessary to r.ave an ass'l!red revenue stream lar~e 

enouQh to cover, at a. mini!":lu."'t'1.,. the recoupr:1ent of debt service in a 
t~~ely mar~er under all circumst~ces in order to attra~ lenders to 
advance the lar;e borrowinqs envisaqed for Socal's WFC? In tbe 
absence of such security, WFC? cay not be project financed under teroms 
most favorable to the ratepayers' interest in mini-~zi~ the cost of 
capital. 

57. Debt service is defined to incl~de princi~l not recovered 
from partiCipants in a timely manner, interest whether at a variable 
or fixed rate, and associated.fees. 

58. Lenders will ac.vance the c.ebt func.s re~ired by SoCa1's 
financinq affiliate only if the lenders can rely on the CCA procedure and 
balancing account to ;uarantee, at a min~~uc, a eeot service :evenue 
stream over the life of the borrowin~s from the lenders and the equity 
investment to provide a "cushion" fo: tb.e eebt service. 

59. It is appropriate for SoCal to project :i~nce WFCP in 
accordance with the policies and proced~res specified in .D.93497 in 
PG&E's ZIP application. 

60. ~ i.~portant component of the CCA proceeure will be the 
a;reements between SoCal and its =inanc1n~ a!fi11ate, particularly as 
they relate to the assi9:ment of the CCA revenues to the financing 

,', .' 
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~~ffiliate by SOCal for costs incurred for WFCP financings. The 
Commission expects SoCal to submit for approval by advice letter 
any such agreements and ~ny credit agreemenes oetween its financ in9 

affiliate and lenders concerning borrowing of WFC? funds. 
61. In negotiations with leneers, SOCal is expecteo to use 

best efforts to achieve an 80/20 debt-to-equity ratio in the financing 
affiliate, although a higher equity contribution ~ay be necessary in 
order to obtain favorable financing terms. It is reasonable to 
place a ceiling of S150,000,000 on the total capital (debt and equity) .. 
to be provided thro~gn crc for the d'uration of WFCi? 

62. It is appropriate that SoCal's last autnorized return on 
equity (14.61.) be earned. This return will be subject to review 
during the first annual We? eost offset proceeding. 

63. Loans for conservation purposes such as SOCal will ~e offerinq 
in WFCP rep~esent a small fraction of the lendin; activities of 
conventional lendi:q institutions. 

• 64. ",7CP loans will supplement rather than compete witn lendi~ 
opportunities for conventional lending institutions. 

65. Conventional lendin; institutions will~4ve an opportunity 
to participate in ~7C? throuqh its project fir~ncin~ structure. 

66. Special efforts are necessary to gain ~he participation in 
WFC? of elderly, non-Enqlish speakinq, lOW-income persons, and renters. 

67. In oreer to overCQme barriers to pa.:ticipation in "'''FC? to _,low­

incoce reSidents it is neeessary and appropriate to make additional 
incentives available to th~~. A lOW-income partieipant will have the 
a~il:f.ty to ootain a..~ ac.c.itio=.al S200 crec.i1: uncier WFCP fo,r ··'builc.:f.~ 

envelope" i=lprove:nents found to be cost-effective by a pr,;'or e::.er~y aueit. 
Low income is eefined by the standards set by the U. S. Bureau of Labo: 

Statistics for eliQibility to receive ~a~ent5 under tne Feeeral Enerqy 
Assi'stance P=o~=a.":t • 

• 
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68. As an additional incentive for low-income residents, 
it is reasonable for SOcal to process a "1;:)uildin~ envelope'· cre<ii t 
re~est upon presentation of a cash eeposit receipt statin~ the 
actual price of t."1e ite;n. SeCal will d:iJ:ectly pay t."'le :eta:Ue: ~"P to t."'le les.ser of 

either of the act:ual price of :tate::ials for :'l~ 1 dint; e::velope :epai..~ or t.~ $200 c::edit. 
69. To ensure tbe availability of 'WFCP fi2ncin~ to all classes 

of customers, a second or subsequent loan c~~ot be obtained by the 
s~~e owner until the current list of first-t~~e applicants has been 
processed. .. 

70. SOCal's proposal to provide utility credits to local eo~~u:ity 

orqanizations appears reasonable. =he specifies of Socal's plan to 
encoura;e low-income partiCipation in ~CP, however, requires additional 
explanation and refinement along the lines stated in our discussion of 
this issue .. 

71. It is appropriate to reconsider ~~d possibly increase the 
incentives for renters if renter participation falls below lO:t of total 
WFCP transactions at the end of the six months followi~ the co~~ence=ent 
of ~".FCP. 

72. The CCA procedure ~~d balancin; account ~reatment of costs 
aSSOCiated with both SoCal's RCS and WFCP pro;r~~ are reasoeable. 

73. Until 1983, the ~~~onia proeucers ~as rate has been fixed 

by l~islation. 

74. socal·s G~-S, G-50, ane G-6l customers a~~iniste= their own 
weatherization financin~ ane RCS proqr~~. It is inappropriate to 

require these customers· ratepayers to bear a double bureen ~y fundi~ 
the weatherizati~n financin; and Res pro;r~~s of their utility as well 
as those of SOCal. 

75. It is reasonable to ehar~e the costs of Res and ~TCP uniformly 
to all reSidential and co~~ercial/industrial customers except those 
identified i~ Findi:~s 73 and 74 • 
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76. '!he increase in revenues of $34,265,000 a.u1:horized for 

.~oCal 's WFCP is fair and reasonable. 

.. 77 • Deferral of a rate increa.se to provide the .additicna.l 
./ authorized revenues is "t1)propriate in oreer to minimize rate fluctuations. 

78-. Authori%a~ion of the proposed CCA. ba.lancing &ceou::l1: will 
proeect ScCal from a.ny \1\lt1.mate loss of revenue due to deferral of 
a rate increase at this time. 

79. For those s~~s already autborized for recovery i~ socal's 
base rates for RCS and W?CP, it is ~ecessary for SOcal to contribute 
an equivalent amount of revenue from ~ase rates to tne CCA balanci~ 
account. 

SO. Detailed monthly reports on RCS a~d W:CP must be sub:itted 
by SoCal to keep this Comoission fully i~:o~ee on a current basis 
about the effeetiveness and results of RCS ar.d WFCP. 
Conclus;ons of Law 

1. SoCal should be authorized to implement its RCS ar-d WFC? 
proqrarns as described in this deCision ar.d under the te=ms a~e 
conditions provided. 

• 2.' $,34,265,000 should be authorize<! as a reasonable level 0: 
SOcal's expenditures for the first year of implementation of ~7CP. 

3. $12,000,000 shou1e oe authorizee as a reasor~ble level 
of Socal's expenditures for the first yea: of its Res pro;ram. 

• 

4. Socal 's RCS proq:-arn should confor::t to maneatory features 
of the Cal Plan for the Res as approved by ~E. 

s. ~he approved WFC? pro~r~~ is consistent ~ith t~e purposes 
and' requirements of the ~atior.al Energy Conse:-vation Policy Act of 
1978 and the Energy Security~ct 1980. 

6. SOcal's WFC? will not be anticompetitive in lendin; 0: any 
other relevant markets and will not violate feeeral or state antit.-ust 
laws. 

7. The ammonia proeuccrs a~d SoCalts G~-S, G-60, and G-61 eusto~erz 
should not contribute to SoCal's ·~cp and ReS pro~ra~ funeinq. 

8. Advice and project letters filed in accordance with General 
Order 96-A are appropriate to obtain Co~~ssion approval of finanCial 
arranQements between SoCal and its financin~ affiliate, ere and between 
erc and lenders, and to approve ~uarterly rate adjus~ents associatee 
with CCA debt service rate. 
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9. Filed reports are also appropriate to advise and obtai:l 
~ission a?proval of SoCal's pro?osal (a) for integrating its 
current direct sales ?rogr~ with ~CP as ceseribed in this decision; 
,(b) for providing for low-income participation in RCS and WFCP; 
and (c) for revising renter incentives, if renter participation . 
falls below lO~ of total We? transactions at the end of six months 
following eommencement of the program. 

10. An advice letter :ili~g in accoreance with General Order 96-A 
is appropriate ~o conve=t SoCal's WFC? from an optional proqr~~ 0: 
measure installations to a mandatory one alonq the lines adopted :or 
PG&E ',5 ZIP progra.-n. 

ll. The CCA balancing account factors :or all classes of ~as 
service, e~cept as noted, of $O.OOlSS/tbe=m or RCS and SO.OOS38/ther: 
for WFCP are just and =easo~ab1e and should be applied in accoreance 
wit'h the CCA tariff~ but their effectiveness should be deferred until 
the effective date of whatever rate change is subsequently authorized 
in SoC01' 8 April 1 CAM proceeding. 

12. 1'b.e RCS program is mandated under the National Energy 
Conservation Policy Act, the Energy Security Act, DOE re&'Jla.tioJl8, and 
the cal Plan promulgated by the CEC. 

13. Soc.al is legally obligated to go forward with RCS as 
eurrently required under fed~ral and seate law. 

l4. 'l'b.is order should become effective ianediately to allow 
Socal to extend the benefits of We? and RCS to all its cust(.lClUS &8 

quickly as possible • 
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INTERIM ORDER 

IT IS ORDERED that: 
1.. Southern California Gas Company (SoCal) shall i:nple:ent its 

~7CP th:o~~hout its service territory suoject to the =ollowin~ 
requirements: 

a.. SoCal shall provide WFCP : i:a::.ci::.~ and 
credits, either wit~ or without a prior 
ener~ audit, for the :olloWin~ 
residential enerqy conservation ~easures 
(r:teasures), denom:.na.tee. the "ai~ 6" measures .. 
(1) Attic insulation. 

(2) weatherstrippinq of all doors ane 
wineows. whieh lead to unheated or 
uncooled areas (weatherst=ippinq)~ 

(.3) Extlernal water heater insulation 
bl~~kets (water heater blanketsj~ 

(4) Low-flow devices on all accessible 
showerheads (low-flow showerheads): 

(5) Caulkin~ or seal!::.; of major cracks 
ane other openinqs in buildin~ ext~rior 
and sealin~ 0: wall outlets (eaulkin~); 
and 

(6) Insulation of accessible heatin9 and 
coolinq system duets which enter or 
leave unheated or U!lcooled areas 
(duct w:t"'ap). 

o. To the level found to be cost-effective in the 
course of a ~rior ener~ aUdit, SoCal shall 
provide ~TCP fi:ancin~ and credits for the 
following measures: 
(1) Wall insulation: 
(2) Fioor insulation; 
(3) Clock the.~ostats~ 
(4) Pipe insulation; 
(5) Stor: or the::al wi~c.ow·3 for 

the ~erior of dwellin~s: 
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(6) Electrical or mechanical furnace 
iqn~tion systems which replace ;as 
pilot 1i;hts (inte~itter.t iqnition 
devices): and 

(7) Replacement 0: inefficient space 
heatin~ appliances. 

c. SoCal is authorized to provide ~7c? finanei:~ 
and credits subject to the :ollowinq procedures 
and requirements: 
(1) For pu:poses 0: SOCal's WFCP proq:-am, 

"sinqle-falnilylf residence shall include 
mobile homes and residences with one to 
fo1.:r units: "multi:a:r-":'ly" res1de:lces are 
those With five units or more. 

(2) WFC? loans shall be available to all 
owners of sir~le-family and multifamily 
residences; credits shall be availa~le 
to all SoCal residential customers, 
incluo.i~ renters. Fo: customers eligible 
for both loans ane credits, the incentive 
chosen sr~ll be at the customer's option. 

(3) To qualify :or a loa: the applicant must 
have been a Socal <:ustOI:ter for twelve months 
with no shutoffs for 10 months prior to 
applyin; for a WFCP loan. 

(4) All WFCI' loans shall bear an interest 
rate of ax. 

(S) Loan eeilin;-s sr.a1l be imposee in t'he 
following ~~ounts: 
(a) $1,000 for installation 0: all 

IfBiq 6" measures. 
(b) S750 for installation of attic 

insulation alone, 
(c) $250 for installation of the five 

"Biq 6 1f measures excludin~ attic 
insulation, and 

(d) $2,500 :0: installation 0: the 
remain!:; WFC? ~easu:es, ~o the 
extent they are found cost­
effective oy a prior ene:qy 
.~ud.it .. 
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(6) 

(7) 

(8) 

Rcpaymene of loa.n amounts shall commence 
immed1a.eely .a.feer issuance. Both single­
family and mul~if~ily h~owners shall 
have 100 months eo repay a WFCP loan. 

SoCal shall finance a minimum. amount: 
of $150 and shall require a m.inimTJm 
mOll.thly repaymene of $5. 
SoCal shall record a lien upon title to 
any residence with respeet to which it 
has issuec:! a We? loan in excess of 
$5,000. 

(9) Every WFCP loan shall provide that. the 
balance due on any WFCP loan shall be 
repayable in full upon the sale or 
transfer of ownership (other than ~n 
exempt tra~s=er as cefinee below) of 
the property on which the ~7C? loan 
~~provements have been made. 

(10) Transfers to close relatives, as here­
inafter eefined, of resieences which 
have Oeen we~therized under the WFC? 
pr09:am shall be ex~pt transfers not 
requirin~ repayment of the balance of 
the WFCP loan at the ti."':te 0: such 
transfer if the transferee as~~es 
. . t . 11· , ~ • ' c,.. ~n wrl In; a oo •• qavlons o. t~e 
transferor reqardinq the WFCP loan. 
A.~ exe=pt transfer is eefined as a 
transfer to a husband, wife, father, 
mother, ~randfatner, ~ra~~~other, son, 
dau~hter, brotber, or sister, includin~ 
such relationships brou~ht on by aeoption 
or ~arria~e, witbout l~~itation, such a~ 
stepmother, stepeau~hter, dau~hter-in-law, 
0: mother-in-law • . 

(11) SoCal shall =o~itor bid prices for the 
installation 0: eli~ible ~easures and 
s1"'.all require that a.."l aCCitiooal bid be obtaineC. 
by a customer when a bid is not within the 
reasonable ran~e known to socal at the time. 
All ~7CP loan applications s~~ll include a 
nor.ice adv:;'sinq applieant to obtain !:lore than 
one bie ane noti~ Socalts :iqht to require 
an addition~l bid be:ore approving the loan. 
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(12) For mult1:&~ily :eside~ces, WFCP 
loans s~~ll Oe available and loan 
ceilin~s izposed for each ewel11nq 
unit to =e weatherized. 

(13) Credits s~~ll ~e paid to the applie~nt 
in a sin~le payment ·Nithin 30 days 
:o11owi~~ a satisfactory i~spection 
0: the installee ~easures. 

(14) A renter's application for a credit 
shall :be accompaniee :by a si~ed 
waiver from the property ow:er 
releasin~ his cla~ for utility 
credits on those measures i~stalled 
on his property. 

(15) SoCal shall advise all app1ica~ts 
for credits of the nature and extent 
to w~~ch their state i~come tax credit 
can be affected :by choosi~ this incentive. 

(16) For pu~ses 0: WFC?, a "'low-income" person 
s~~ll be defined as any person meet1~ the 
staneards set :by the U.S. Bureau of LaOor 
Statistics for eli~1bility to receive 
payments under the Federal Enerqy Assistance 
Pr~ram. 

(17) SoCal shall make available to all low-
income customers a $200 credit for 
improvements to the "buildi::.;- envelope," 
so 10::'9 as such L~prove=ents have been 
found cost-effective in the course of a 
prior enerqy audit. At the election of 
a low-income pa:ticipa~t, SoCal shall 
process his application for ~ ouildinq 
envelope credit upon the applicant furnishi~ 
SoCal a cash deposit receipt identifyin~ the 
pure~~~e and statin~ the actual price of the 
it~. SoCal shall then directly pay the 
retailer up to the lesser of eitber the 
actual price of ~terials for ~uileinq 
envelope repairs or. the $200 credit. 
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(18) SoCal sball process the wrcp 
applications 0: do-it-yourselfers 
upon Dein~ furnished with a cash 
deposit receipt for eliqible measure 
(Orderin~ Para~raphs l.a. and l.~.) 
ma~erials. The cash deposit receipt 
must specifically identify the material 
bei~ purchased and the total ~rice of 
tnat material. SoCal shall only finance 
the lesser of either the actual price 
of the measure or the applicable 
creeit. The do-it-yourselfer shall 
have the ability to :ore;o this option 
in favor of receivin~ the full amo~t 
of the applicable e=eeit upon installation 
and inspeetion of the measure. 

(19) SoCal sr.all not process second or subsecrue:.t 
applications for a loan or credits by the 
same homeowner until the current list of 
first-tL~e applieants has been processee. 

(20) All work financee under WFCP shall be 
installed in accordance with california 
Res standards and by a California 
ReS listed eontractor or the customer. 
CUstaners eont=acti.~ 'Wit.."l state license:: contractors, 
who may or :ray not be i::.cluCed on the :r.as-...e: RCS list, 
sl-all qualify for utility creCits :i£ the o:nse:vation 
~es ~..aller:1 meet RCS S"'~~_ 

(21) SoCal shall promptly inspect all weatherization 
work installed and financed under the ~~CP pl~~ 

(22) All work financee under the WFCP pr~ram sball 
be coveree by repair or replacement warranties 
equallin~ or exeeedinq t~ose required by the 
state ReS plan, incl~ein~ a t~xee-year 
~u£acturer's warranty for free repair or 
replaeement 0: r.~terials ane devices fina:eed 

. under the 'WFCP ~ro<;ra:tl, but includi:nQ labor 
costs only :or the first year as provided in 
the state Res plan. 

(23) All dwellinqs eonstructed prior to the 
effective date of this order will be 
eligi~le to ~ali:y for WFC? loans, and 
creeits. 
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(24) ~o WFCP loans or creeits shall be 
issued oy SoCal for weatherization 
~easures included i~ the present 
~TC? pro~r~~ if installed after 
Dec~er 31, 1986. 

d. SoCal shall provide aevice to customers about 
WFCP, contractor referrals, ane ~i:anci:~ 
throuqh a weatherization representative who 
will also have the authority to make direct 
company sales to customers 0: all eliqible 
WFC? measures. SOCal shal~ offer participation 
in its direct company sales pr~ram to all RCS­
listed contractors under uni:or~ stand ares 
estaJ:>lis'hee. by SOCa.l.. SoCal s:.all eevelop its o"w": 
quieelines, consistent witb this decision, to 
i."t'Tple'rex:t this ccr..bi:ed ~t.."'le:rizatioc. ac!v1ee/sales 
proqr~~ and shall file a report witbin 30 eays 
0: the effective date 0: this order detaili~~ 
the :nanner in which the p=~ra."':I. -",ill ~ operated 
and the standards to be required of contractors 
participatinq in direct company sales. This 
filinq shall be served on all appearacces in 
these proceeeinqs. 

2. SoCal shall use its best efforts to promote WFC? ane Res 

and achieve satisfactory levels of participation in both proqraos for 
its low-income, elderly, non-En~l~sh speaki~, aed rente: customers .. 
Within 30 eays of the effective date of this order, SOCal shall file 
a report consistent with this decision eetailinq and explaininq its 
entire plan for promotinq low-income participation in ~~CP and RCS. 
This filinq shall be served on all appea=a:ees i~ these proceedir~s_ 

3. SoCal shall offe~ optional credits for installation of 
WFCP measures, in the amouru:s described in 'this deeision. Expenditures 
of $l3,983·,OOO for single-family credits,. and $l.92l,.Ooo for multi­
family credits are authorized for 1982,. subject to balancing account 
treatment • 
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4. SOCal is a~thorized to project finance WFCP and to file 
project letters ~nd advice letters in accordance with General Oreer 
96-A to obtain Co~~ission approval of :inancial arran~eme~ts ~e~ween 
SoC~ll ane its fir.anci:lg affiliate, the Southern California Conservation 
Fin~\ncin~ Company (erC), anc. between CFC and ler.de:s and to obtain Ccr:nIission 

appr'oval of qua:terly rate adjt:.st."nents associated ·~:!.th the CCA debt 
se:vice :ate. SoCal's project fir4r.cing shall ~e subject to the 
followin; additional requirements: 

• 

a. SoCal sr~ll use its best efforts to 
achieve an 80/20 debt-~o-e~uity ra~io 
for CFC. A ceilins of $150,000,000 shall 
be placed on the total capital (cebt and 
equity) to be provided tbrou~h CFC over 
the five-year euration of WFC?~ 

b. ~he rate of return on ~e equity 
investment in erc shall equal SoCal' s 
last authorized return on equity 
(14.61.). ~his return will be subject 
to review in SoCal' s nexe general rate 
case. . 

c. '!he CCA. balancing account shall not be 
termina ted so long as erc borrowings 
remain outstanding. 

d. SoCal is authorized to assign the CCA 
eariff revenues to CFC. 

5. To implement WFCP SoCal is authorized,. as of the effective 
date of wb.atever rate change is authorized in SoCal's April 1, 1982 
CAM proceeding, to increase gr.oss revenues annually 14 the amount of 

$34,265,000, to be recovered through the CCA procedure.. Frcm that 

date forward, the CCA balancing account shall reflect .& rate for 
wet> of $0.00538 per thermo for all classes of customers:# except 
as noted below. Expenses related to WFCP will be accrued in the 
CCA balancing account beginning with the effective date of this order. 
SoCal shall contribute to the balancing account $10,013,000 in 
revenues from base rates (the amount previously authorized for 

.~eeovery 10 1982 ra:es for programs now superseded by WFCP). 
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'l'his amount may be adjusted for monies SoCal ean <lemonser&te were 
spent in 1982 prior to t:he date of this order. !his matter will 

be addressed in the armua.l review. Expenses and revenues resulting 
froca the operation of We? shall be categorized separa:ely from 

other programs subject to the CCA. procedure.. Accounting details 
for the handling of CCA. revenl:eS and expel'lSes shall be subca:IJ: ted for 
review to the Coamission r s Revenue Requirements Division staff .. ' 
SoCa1 shall file an application for any proposed changes to the 
CCA rates (aside fr~ the ~ debt service rate). 

6.. SoCal is authorized to carry ou: an proposed the federally 
manda.ted RCS program in 1982. 

7. For- the first .. year operation of RCS, SoCa.l further 15 
authorized, as of the effective date of wb..a.tever rate change is 

authorized in SoCa1 r s April 1, 1982 CAo~ proceeding, to increase 
gross revenues a.nnQ8.11y in the amount of $l2,OOO~OOO to be recovered 
through CCA. procedure. From 1:ha.t date forward, ehe RCS balancing 
account shall reflect a rate for RCS of $0.00188 per them for &11 
classes of customers, except as noted below. Expenses related to 
R.CS will be accrued in the CCA balancing account beg1nn1ng with 
the effective elate of this order.. $¢Cal shall follow the accoWlting 
requirements, procedures, and review for RCS as provided for We? 
in Ordering Paragraph 5. 
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8. The ~ost:.s of Socal' s RCS a.."le ".o1FCP pro~:ams are to be appl iee. 
to all 'customers, excludin~ the ~~T.onia proeucers and SoCal's GN-S, 

0-60, and 0-61 customers. 
9. SoCal sball file annual rate applications for future ~7CP and 

ReS costs and s1".a11 include the following' information in. its 

presentations: 
a. An analysis·of the ~7C? anc ReS ?ro~r~~s 

from the date of the start of the pro~r~~s 
or from the date of the last filin~s, as 
the case may be, to the date of the current 
filin~s which show: 
(1) The r.:ulnber 0: households audited. 
(2) The number and t~e of conservation 

measures fi~ncee. 
(3) ~he costs 0: the audits • 
(4) The costs of the conse=vation fi~nein~ 

pro9r~~, ineludin~ a~inistrative costs, 
WFCP loan costs, and the costs of the 
conservation measures. 

(5) The energy savinqs experieneed;:. basea 
on recorded data, of the measures 
installed. 

(6) The overall costs of the ener;y 
conserved. 
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(7) The specific techniques and efforts 
which SoCal has eoployed to reach the 
low-income market, the elderly, and 
minorities, with its WFC? and RCS 
pro;rams t~ether with a s~~ 
of the results of its efforts to 
penetrate such market. 

(8) The specific tecr~iques and efforts which 
SoCal has employed to reach the rental 
market with its WFC? a."X1 RCS pt'oc;;:t'atlS 'to;et.'Io)er 
with a s~wary of the results of its 
efforts to penetrate such ~rket. 

(9) Data on the actual market share of 
weatherization products and ~easures 
:inanced unde: the w.F~ pro;ra:t. 

(10) Data on the hirin~ of auditors and 
inspectors relatinq to the utility's 
affirmative action responsi~ilities. 

1:>. ;..;n.y requests for proposed cbanqes in the WFC? and RCS 
proqrams to ~~prove their efficiency and cost­
effectiveness. 

10. In conformance ~Jtith this deCision, SoCal shall provid~. 
detailed monthly reports enurneratinq the costs ~~d results assoeiated 
with the 1982 Res and. W,FCP pr~rams, servin; a copy on all appe.arances 
in these proceedinqs. 

It. At the end. of six months followinq the commenc~ent of WFCP, 
SoCal shall file a report comparinq the n~~er of renter applications 
:or WFCP finanCing With the total nu=ber of W,FCP transactions f~r that 
period. If renter partiCipation is below 10% of total WFCP tra:lsactions, 
at that time, SoCal shall include a proposed revision in its WFCP 
renter incentives. 
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12 .. On October 31" 1982 7 SoCal shall file an advice letter 1n 
accordance with General Order 96-A to convert WCP from. an 
optional progra= of measure installations to a mandatory one along 
the lines adopted for PC&E's ZIP in D.93891. 

13. SoCal is authorized to file revised tariffs to reflect 
1:he $0.00538 per ~he%m for We? and tile $0.00183 per 1:her.n for RCS, 

whicb. can apply to the schedules directed in this order. '!he tariffs 

shall be filed in compliance with General Oreer 96-A and may be 

filed and effective on or after the effective date of whatever rate 

change is authorized in SoCal's April 1,. 1982 CAM proceeding.. The 
revised tariffs shall apply eo service on and after the date filed. 

14.. On December 1" 1982 SoCal shall file a report providing 
data on the cost-effectiveness to the nonparticipant of financing of 
thermal winciows and furnace replacements.· 

15. Within 30 d.a.ys of the effective date of this order, SoCal 
shall file a report on the details and manner in wnich it plans to 

• 
operate its direct eonservation sales program. The Administrative 
Law Judge shall set limited further hearings, to be held as soon as 
possible thereafter, to eonsider t:h.e reasonableness of the program 
as it is to be implemented, as well as any potential anticompetitive 
effects of an ongoing SoCal diree~ sales program. 

This order is effective today. 
Dated February 17, 1982, at San Francisco, California. 

Commissioners Richard D. Gravelle 
and Vietor Calvo concur and dissent 
in part • 

• 

JOHN E. BRYSON 
President 

I.EONA.RD M. GRIMES, JR. 
PRISCIllA C. GREW 

Coamissioners 
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LIST OF ~?PE~~CES 

Applicant: John Craig, Attorney at Law, for SOuth.~rn california 
Gas Company. 

Protestant: Herman MUlman, for Seniors for Political Action. 

Interested Pa--ties: Cathe4 ine Johr.son and Greq~ Wheatland, Attorneys 
at Law, for the Cal:1,'fornia E::.erQ'Y Co=ission~ Jose'Oh J. Hon"i.ek, 
for I::.sulation Contractors Association~ Pettit & Ma--tin, by 
Edward B. Lozowicki and J~ek '='. Hollane, AttOr:leys at Law, for 
Mi~eral Insulation Manufacturers Assoeiation~ Ma~in E. Whelan, J;., 
Attorney at Law, for Tehachapi-cu."":min~s County Water Distriet~ 
Matthew Steen, for Community Action Cocmission 0: Santa Barbara 
County, Inc.~ Carolle LeMonnier and Jack Parkhill, Attorneys at 
Law, for TELACO' (The East Los ~~eles Communi ty Unio~) ~ Robert w. 
Parkin, City Attorney, by Richard ~. Alesso, Deputy City Attorney, 
and Vecon E. Cullu::\, for City of Lon~ Beach Gas Depart:nent~ 
Steven Z. Gabriel, for Lonq Beach Cornm~ity Services Developaent 
Corp. ~ Ira Reiner, City Attorney, ~y Ed ?e::oez, Deputy City Attor-....ey, 
for the City of Los A.~Qeles~ ~erle ~. Aloright, for AsSOCiation 
of Southern California Ener9Y Proqra."'nS (ASCZP) ~ Ha:"'V'e:'l Eder, ~or 
Public Solar Power Coalition~ Xichel Peter Florj2, Attorney it 
Law, for Toward Utility Rate ~ormalization~ Robert Ohlbach, 
Daniel E. GibS9n, and Merek E. Lipson, Attorneys at Law, 
for Pacific Gas ane Elect.ic Cornpany~ James P.oeges, for 
California/Nevada Cot:lr.t'llnity Action Association~ Biddle, Walte:s & 
Bukey, ~y Richard L. Ra~ilton, Attorney at Law, for western 
Mobilehome Assoeiation~ and Edward Duncan, Timothy D. Rosenfeld, 
and Ja~l!~s c. Dveus, for themselves. 

COmmission Staff: Alvin s. Pak, Attorney at Law, Georse j\. A:nar91.i., 
and Walter Cavagnaro. 
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RICHARD D. GRAVELLE, Commissioner and 
VICTOR CALVO, Co~ssioncr, Concurring and Dissen~ing: 

We concur in ~hc decision ~o order Sou~hern C~lifornia 
Gas Company to underta.k~ the RCS .:lnd WFe? prograt:lS. We dissent 
from that part of the de~ision which awards P1~C a 14.6 percen~ 
return on the equity component of the ~CP financing mechanism. 

The majority opinion concedes that the record does not 
show the source of Ptc' s equity inves tm.ent in WFCP. There is no 
evidence that SoCal cannot fund the equity co~onent from its 
available funds, on which it is earning an overall rate of re~urn 
of 10.75 percent. There is no evidence that SoCal will be forced 
to raise the equity component by borrOwing money or selling stock. 
Therefore, we cannot subscribe to the majority's decision, the 
reasoning of which essentially rests on the assump~ion ~hat n~~ 
capi~al will have to be raised in ~he iinancial markets. Even 
if new capital is required, there is no serious analysis of what 
such capital would cos~ PLC, il ma":tcr whi6~::·;should not be light;ly 
es~ima~cd in view of the vir~ually ~otal absence of risk on the: 
WFCP progrilm. 

On a more fundilmen~al level, we cannot subscribe to the 
majority's "snapshot Treasury note" method of determining the 
appropriate ra~e of rc~urn for the equity componen~. The decision 
chooses a seven-year Treasury note rate wi~hout any explanation. 
The decision is a "snapshot" because it chooses the rate as of 
some unidentified date. wi~hou~ ~ny ilnalysis of whether that rate 
will increase or decrease over the short and/or long term. !here 
is complete disregard for recent vola~ility in interest ra.tes. 'I'h4~ 

majority's :ne~hod of es~imating the cost of: capital here is nothing 
than a guess. 
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'Finally we noce thac PG&E h~s not been accorded such 
treatment for its ZIP program. Considering the larger size of 
PG&E's program, it seems safe to conclude that if .PG&E can 
finance its ZIP program without a higher return on l equity than 
its overall raCe of return, then so can SoCal . 

San Francisco. California 
Februar.r 17. 1982 


