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Decision 82 07 096 JUL 2 1 1982 ®OO~@~[}!]m~ 
BEFORE 'lBE PO'BLIC UTILITIES COMMISSION OF tHE sv..tE. OF CALIFORNIA 

In the Matter of the Application of » 
SIERRA PACIFIC PQlER. COMPAHY for 
Authority 1:0 implement a CO'CLservatiOll ) 
PinanctQg Program-and a Conservation ) 
Financing Adjustment to its Electric
Rates ana' Charges. 

In the Matter of the Application of ) 
SOtTl.'BWEST' GAS CORPORATICIl for ) 
Authority to Implement a Conservation ) 
Zero Interest plan and~ to- Establish a ) 
Conservation F1Dance Account to Re- ) 
cover the Cost of tba Plan. ~ 

In the Matter of the Application of ) 
CP NATIONAL CORPOItAnON for Au'tlP.rity ) 
to: 

A. Implement a zero. Interest We&ther
i%a ti011 FiDanciDg Program, and' to 
Establish a Conservation Balanc~ 
Accoant to Recover the Cost of the 

) 
) 

~ 
) 
) 

B:. Implement a Residential Conserv8- I) 
tion Service (Res) Program· and to 
Establish a Conservation Balancing 
Account to Recover the Cost of the 
Program. ) 

-------) 

Program. and 

Application 60537 
(·F1~ed .. May 20 ~ 1981) 

A~p11catio11 60555 
(Filed May lS~ 19S1) 

Application 60775 
(Filed July 28, 1981) 

Martaret A. Glodowski, Attorney at Law (Nevada), 
or Sierra Pacific Power Company; Orrick, 

Herrington & Sutcliffe~ by Robert· J. G19istein~ 
Attorney at Law~ for CP National·Corporation:
Wm. A.. Claerhout and Ro'bert~ J' •. Coli" Attorneys
at Law (NevaC!a) ,. ... for 'Southwest Gas Corporation~ 
appli'cants.... ' .. 

James M. we·stcott,. for himself,. interested party. 
,Carl i( .. oshiro,. Attorney at. Law, .for tbe Commi,ssion 

staff. 
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SUmmary of Dec.ision 
The decision authorizes Sierra Pacific Power Company 

(Sierra), SOuthwest Gas Corporation (Southwest)~ and CP National 
Corporation (CPN) (utilities) to begin new programs which will expand 
their aid to residential ratepayers in identifying and financing - - .... , ~. - - .-~.. .. . . ~-. ~ ~ ... --
cost-effective energy conservation investments. 

The utilities will implement their versions of the federally 
mandated Residential Conservation Service (RCS.). The utilities will 
provide residential ratepayers With free I~enerqy audits'" which will 
identify for each participating ratepayer weatherization measures 
which can be installed cost-effectively in his or her home. 

The utilities will also expand their programs providing 
8x loans to residential customers for the installation of conservation 
measures which have been identified as cost-effective. Six measures 
have been found to, ce so clearly cost-effective that the utilitie$ 

• will provide assistance Without any prior audit.. These ItBig 6" 

• 

items are attic insulation, weatherstripping, water heater blankets~ 
low-flow showerheads, caulking, and duct wrap,. Six additional measures 
will be eligible for 8~ loans" only when shown to be cost-effective 
by an RCS audit of the ratepayer's residence.. These measures are' 
wall insulation, floor insulation, clock thermostats, pipe insulation,. 
storm or thermal windows, and intermittent ignition devices to replace 
pilot lights. 

The Commission has ordered provisions to ensure that the 
benefits of the ax programs are spread equitably. First,. limits 
have been placed on the total amount of loans to no more than 
S3,500 for each dwelling unit: $750 for attic insulation; $·250 

for the remaining Big 6 items; and. $2,.500 for the six items requiring 
prior RCS audits. Second, loans are repayable over 60 months, 
ensurin9 relatively small monthly payments (loans are due in full 
upon sale of the unit).. Minimum monthly payments will be $10. 

Third, vae~tion and second homes are ineligible for financing • 
Fourth, eligibility for loans is limited tOe those customers whose 
primary space heating or air-conditionin9 employs the services of 
the utility providing the loan. 
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T~e utilities will be reimbursed for their expens~s 
through r~tes charged to customers. Bal~ncing 3ccounts. will 
record expenses of the RCS and 8~ lo.:tn progr.lms, a.nd revenues 
from repayment of the lo~ns. The rate adjustment will be recollculated 
annually. 

The utili ties will be able to "supply'~ energy through 
conservation at far less cost than if new gas or electricity supplies 
were developed to provide equivalent amounts of energy. 

I. Procedural Background and Positions of Parties 

Sierr,,-, Southwest, and CPN each filed an application for 
authority to implement .l zero intete::::t finance (ZIP) plan and to 
recover the expenses incurred.!/ Because these utilities plan 
to implement their RCS audits and ZIP refcrral~ on a consolidated 
basis around their Lake Tahoe service areas and because CPN and 

Southwest plan to work cooperatively on we.:ttherization in their 
combined service area, the applications were consolid~ted for 

hearing. 
Duly noticed public hearings were held October S, 1981 

and Novemb~r 23, 1981 at San Francisco b~forc Administrative Law 
Jud9C Banks. The m~tters were zubmittcd subj~ct to the filing of 
briefs due December 21, 1981. 
Public Witness Testimony 

October 5, 1981 was set aside to take public witness 
testimony. No memb~rs of the publiC attended the hearing. 
Sierra (Application (A.) 60587) 

Sierra serves a primarily residential load in California 
with over 99.5% of its customers purchosing power "-t 100 kilowatt (kW) 
demand or lower. This is 76% of all sales other than resale. Over 
8S% of its California lo~d is center~d in the L~ke Tahoe Basin. 

1/ Sierra entitled its proposec plan Interest Free FinanCing (IFF); 
Southwest and CPN entitled theirs ZIP. For conv~nience, they 
are referred to collec~ively as ZIP • 
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According to utility surveys of the Tahoe Basin resider.~ial dwellings 
served~ only 47~ are owner-occupied and about half are less ~han 
seven years old and bave open beam ceilin9 construction. The Lake 
Tahoe service area has more than 8,000 heating degree days per year.lI 
Of the 13,500 LaiCe Tahoe customers,. over 5,000 use· electricity for 
space heating. 

Sierra proposes the following measures for IFF 
if they are found to be' cost-effective when compared to the cost 

of new generation: 
1. Attie insulation, 
2. Wall insulation, 
3. Floor i:J.Sulation, 
4. Storm or thermal windows, 
5. Storm or thermal doors, 
6. Weatherstripping, 
7. Caulking, 
8. Water hea.ter ins,ulation wrap·, 
9. Low-flow showerheads, 

10. Clock thermostats, 
11. Duet insulation. 

An energy audit would be necessary before an interest-free 
loan would be made. !f conse~ation measures are financed, the 
borrower would repay the amount financed (withOlt interest) over a 
GO-month period commencing wi thin 60 days of installation o·f the 
measure(s) (Tr.6). Sierra originally proposed that repayment 
commence on June 30 of. the year following the year in which installation 
is made, but changed this te·rm in order to improve the company's 
cash flow. The borrower must agree to repay any balance due upon 
transfer of ownership. No 'single customer would be allowed to 
finance ~ore than 53,500 or the cost of the me~sures installed. 

Each degree that the :near. daily temperature is. below 55-OF is called 
a heating degree-day unit.. The monthly value is then the sum of 
the degree-day units for the days in the month. Degree days are a 
good measure of a building's heatinq requirements for buildings 
of conventional construction. ' 

_4_ 



• 

• 

• 

10..60587 etal. Ar..::J/ec/bw 1< /vdl *: 

Sierra proposes to include in its electric tariff a 
conservation financing ~djustmcnt (CPA) provision which would usc 
advice letter filings to reflect the costs of conservation programs. 

Under the proposed CFA procedure. Sierra would submit 'its 
program for approv~l prior to tne expenditure of any funds. ,AnY 

subsequent req\!ests for new finance plans or modific~tions of 
existing fin~ec plans would be submitted by Ildvicc letter filing. 

It proposes th~t the Commission ~pprove those plans which 

it. deems appropriate and authorize recovery of the cost of such 
conservation projects through adjus~~cnts of customer rat~s. The 

rate adjustments would be by periodic advice letter filing and 
oe designed to cover costs in the ensuing 12 months. Any balance 
in the CPA account whether positive or negative would be amortized. 
Advice letter filings arc requested for CPA filings so that authorized 

changes for the CPA rOlte will occur concurrently with cner~y cost 
adjustment clause (ECAC) rate changes. 

Testifying for Sierra was William C. Branch, vice president 

and comptroller; Nathan J. Shafer, supervisor of regulatory compliance; \ 

William A. Bowers, economist for sales forecasts; and Jack C. McElwee, 1 
manager of the rate department. 

Branch rciterated the dct~ils of the proposal contained 
in the application. He explained "thOlt with the request for ;lpproval 

of its IFF proposal, Sierra desires to recover the cost of imple
mentation by aejusting customer rates. 

As noted in the application an energy audit would be 

performed for each customer expressing an interest in the IFF program. 

He explained that installation of the me~surcs decided on would be 

done in accordance with the St~te ReS program. 
Br~nch requ~sted that Sierra be required to provide IFF 

finoncing only to residc~tial Cu~tomcrs with electric space heating. 
He noted th~t e~rlier conservation progr~rns supplied conservDtion 

measures to customers whose homes were heated by propane and oil as 
well. He estimated that 5,000 of Sierra'S rcsidenti~l customers 

h3ve electric space heating, compared with 8,000 whose homes are 
heated from other zourc~z~ He rccomme~oeo that the 9~s ~tilitics 
be required to provicie any financing to residences heated by gas. 

Branch stated that Sierra is wholly committed to the 
conservation ethic at all levels of management as demonstrated by 
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its past performance. He cited Sierra's 8% insulation financin9 
pro<;ram which began November l~ 1979. However~ he noted that only 
two loans had been made under this program. He stated Sierra was 
currently conducting an active energy conservation pro<]ram under 
Decision (D.) 88660. He declared that the IFF program, would provide 
an additional incentive- motivating customers to install cost
effective energy-saving measures. He explained that computerized 
home energy audits would soon be available to all customers to· 
determine the cost-effectiveness of installing additional insulation 
or other energy conservation me~sures. Branch s,t.lted that IFF would 
be cost-effective to all Sierra customers, including those who 
never participate directly in the program. 

Shafer testified that he was responsicle for all communi
cations pertaining to conservation oetween Sierra and regulatory 
agencies and overall corporate energy conservation activities .. 
strateqies, and policies. In this capacity he prepared the following 
first year cudqet for the- proposed IFF p,rograrrl: 

Marketing Strateqy 
(Bill inserts~ direct mail, 
press release-, etc.) 

CUstomer Contact 
(Labor, admin., overhead, 
time-shared computer, 
material, and supplies) 

Installation on Customer Premises 
(Annual interest expense 
assurniIl~ a principal a.""nount of 
Sl,iOO on 300 installations at 
an annual interest rate of 18% 

Billing Costs 
(Labor, admin., overhead, 
recordkeeping, postage, etc.) 

Total 

S 6,300 

60;000 

91,8,00 

7,500 

S165 6QQ 

Bowers described the cost/benefit analysis for several' 
of the reco~~ended ZIP measures. In explaining tne programs he 
stated that: 
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t~Cost-effectiveness is determined, for an 
indiVidual customer, by comparing the 
cost of installation of the program (sic) 
with tbe present value of' the energy ~avinqs. 
The question for a consumer then i~ whether 
tbe value of energy saved is greater than 
the cost of the measure.. If it is, the 
proqram. is cost-effective. 

U'I'o an investor or customer, however,. simply 
because a proqram is cos.t-effecti ve, does. 
not mean that he will implement the pro9r~. 
Faced with decisions to consume various goods 
and services, each of which may be co·st
effective and given our boundless desires With 
limited budgets, we will not make all such 
investments. 

\tIn addition, other constraints such as leqal, 
financial, or resources Will limit a consumer's 
choice to· install conservation measures.'~ 
He illustrated the cost-effectiveness· of some of the 

proposed measures as follows: 
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AmlUal Installed Pxeaent 
Measure Life kWb,: Savin&s Cost Worth -

Attic Insulation 20 1111 $428: 900 
Wall InSulatiOD. 20 2700 958: 2,137' 
Floor Insulation 20 665, 991 539' 
Storm. Windows 20 294S 859' 2,383 
Weatherstripping/ 

Caullc:lns. 20 1262 208: 633. 
Waterheat1ng Jacket 10 1260 33- 632' 

Showerhead 10 2025 22 1,016-
Duct Insulation 20 2889 120 2,340 

NOTE: Present worth is the rtoduct of the price 
of electricity ($ .06 /kilowatt hour (kib) 
times the saving times the discount factor 
at ~ .. 

Actual savings. and costs will vary with 
individual structures.. Not all measures 
may be economical or achieve .. estimated 
savings.. 'l11ese studies will be determined 
by the energy audit .. 

Since the present worth of the savings. 1s 
greater, than the cost, the programs are 
economic.. The customer saves more than the 
cost of the measure.. 'Ihese estimates. are 
subject to individual decisions about the 
future, .tld~ one t s decision to install these 
conservation measures will also d'epend. on 
one·s other consumption allocations. 

McElwee explained the CFA account and the proc:edU%es. to- be 
used to recover the annual program costs:.. Be Introclueed the following 
sample format for calculation of the proposed rate adjustment (Exhibit 7): 
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CONSERVATION FINANCING ADJUS'l'MENT" 
ELEC'l'RIC DEPAR'l"MENT' 

Forecast Period: 
Project: 
Effective Date: 

1. Recorded net program-cost 
2.. Net excess of coat over revenues, or 

Det exees& of revenues over cost 
3.. Allowance for fraDchise and UDcol-

lectible accounts expense 
(Preliminary Statement 7 .. E.(3» 

4. Total 
5-.. Estimated sales for forecast period: 

california Public Utilities 
Coa:a:l.ssioQ. (croC) Jurisdictioaal 

Residential 
Lifel1De 
Noul.1fel1ne 

Total 
Nonresidential 

total Sales . 
6. Effective CPA Rate8-: 

Residential 
Life11ne 
Ncm11feline 

Nonresidential 

$-_-----

kWJia (OOf): t8-)-~ 

$. Per kWh 

NOTE: Line 1 is the annualized net program cost .. 
Line 2 relates to the per10die redeter-
1D1Dat1on for the plan.. Line 3· shows the 
revenue requirements for franchise payments 
and UDCollectibles.. Line 4 is the total 
estimated aDnual revenue requirement for 
the plan.. The estimate of sales to- which 
the plan applies is shown under line Sand 
the resultant rates are shown under line 6-• 
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He stated a CFA adjustment was not being I?roposed for a 

specific plan. Once approval of a program is received, costs· would be 
deferred. al?-~ recovered .thr~u9'h an_annu.a1 .. fil.inc; ,a~ __ tiJ.e .. end .. ~f_~he- .. 

prQ9ram yea~ by dividi.rl9 .th.e·recorded a~nu_al <:.~~_t~.by.t:-l:le ~o.r~.asted,. _ ... 
sales v:olumes. of the. subseqU_e.n.~ l~:-~O~'t:h l?~r;~? ~.. Howeve.r, he-. estimated.. . 

under cross-examination that the S165,600 estimated in Sierra's IFF _ .... . .-- ....... - ..... __ . ., -. ...---- .... ,.-,-_._-.. -," -. -_. --.... 

application wouJ~ pr?d~~e _~r_~te adjlJ,s~ment of O .. OO.0411·cents'per Idlowatt-hou::. , 
Be .. tated:. 

tI'l,'he proposal is intended to recover from- ratepayers 
CD a current basis the coats of financing as 
approved by tbe Commission. Since actual .ales 
volumes differ aomewhat from-the estimates, it is 
proposed that the rates be adjusted· annually so-
that costs and revenues match as closely a. 
possible 011 • continuing basis. To- the extent 
that revenues do not match costs for a period, 
the difference will be taeluded ~ the deter
mination of the rate for the following period· and 
sh~ in line 2 of tbe sample calculation. For 
example, if costs have exceeded revenues by 
$20,000, then the total amount recoverable over 
the forecast periOd would be increased by $20,000 
plus. related franchise payments and uncollec1:1ble / 
accounts expense.,t 

Finally, be stated that the proposal is designed so- that only the 
net cost is chargeable to revenue requirements. 
Southwest (A.6055S~ 

SOltl'lwest provides 12'blral. ~. service in' caJ.i£ornia,. AriZOIla# axXI. 

Nevada. Its two California service. areas axe Lake Taboe in northern.. .. 
California and the high desert area of southern Ca·11forn1a. Its 
southern California districts of Big Bear, Barstow, and Victorville 
use apprOximately 801 of the total gas supplied in California. 

the bulk of the southern California area customers are 
residential, consuming. approximately 751 of the area's total usage .. 
lbe northern California area customers are primarily residential and 
small coaaerc1&l, consum.:1.ng approximately sst of the area'. total 
usage. 'lbe application states that the proposed ZIP program· would be 
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promoted to the approximately 50,000 potential participants with 

nAtural gas space heating in both. the northern and' southern 

California service areas. Direct mail, bill inserts, newspapers, 
&ad other markettng .trategies to d~velo? audit requests from 
residential customers would be u.sed. '. It is'- ant..1cipated. that . 

consumer interest developed' through the ReS audit would ult1mately 
provide the principal source of requests for participation in the. 
program. 

Southwest proposes to audit and' finance the following, 

CODHrvatioa. .... urea if they are found to be cost-effective: 
1.. Attic insulation, 
2. Floor insulation, 
~. Storm· or theraaal window., 
4. Stom· or thermal door., 
,S. Weatheratripp'1ng, 

6-.. Caulldng. 
7. Wate:. heater .insulatioJl. wrap; 

8:. . Automatic ~hermostats, 

9-. Low-flow showerheads, 
10. Insulation of ducts, .-
ll. Intermittent ignition devices for 

ftl:rDace retrofits. 
Should: other measure. (including high-efficiency gas 

appliances) become cost ... e.ffective during: the course 0·£ the program, 
they would be added after review by the-- Commission_ 

After a h01D& energy audit, Southwest'. conservation COD

sultant would exp-l.&in to the customer its propoeal to· arrange and 
finance the installation of those measares determined by the audit 

to be COlt-effective. 
Southwest'. plans call for financing up- to· $1,500 

per r •• 1denee for a term· of up to- 60 month. to be repaid' in equal 
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payments beginning approximately 30 days after installation is 
complete.. 'l'bere would be no advance payment but a 'lDinimum monthly 
payment of $10. 'J:he owner must agree to repay Southwest, without 
interest, the full amount financed if ownership of the property is 
transferred. Customers wishing to purchase and install q,ualifying 
conservation measures themselves would be eligible· to' participate 
in the plan if they own their home and receive credit approval. 
Absentee owners would also be eligible topart1cipate upon credit 
approval. 

Qualifying measures., would be " installed in. accordance 
'y with the state RCS plan (State plan) except for those 

measures not requiring an audit under AB 2030.,!1 The measures 

would be installed by a qualified RCS-approved contractor. or where 
the customer ins.talls the measures, b.e or she must provide Southwest with. 

receipts for materials purchased·.. '!'he contractor selected would be 
required to. warr~t the materials and quali ty of installa'tion to 

Southwest and the dwelling owner as required by the State plan. 

All :l.nstallations would be inspected to :ensure that '·all 

measures have been installed properly.. The inspection services an'd 

requirements. \toOUld be consistent with the inspection section of the State P~n., 

'!be same inspection would be made if the owner installs the measures·.' If the 

~I 'l'be State plan was. filed with the Depart"lDent of Energy (DOE) 
Jane 4, 1980 and approved on December 29', 1980. It is. presently 
being modified to make home energy audits 'easier, shorter, and 
more cost-effective~ 

!l A3. 2030 added J 17052.3 to the Revenue and Taxation Code (Stats. 
1980, Ch. 904) to provide a 40~ tax credit for the installation 
of certain conservation measures • 
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installed measure does not pa8S the inspection, the contractor or 
owner linstaller would' be required to make the necessary repairs 
or adjustments prior to a second inspection. Once the measU%e 
pasaes inspection, the ZIP loan would, be processed'.. Southwest 
would pay the amount t~ be financed to the dwelling owner for 
distribution to the appropriate cOIltractor(s) while the 
owner/installer will be reimbursed for material(s) cost. 

Participants in the plan would, receive nonthly invoices for 
the principal amount payable.. 'lbe,loan repayment invoice would be 

separate from the billing normally rendered' for utility service .. 
!he application states that Southwest is committed t~ 

energy consuvatioD., as demonstrated by its. past performance. It 
points out that southwest voluntarily began a successful ~ 
insulation fiDAnctng program early tn 1980. It states it ts 
currently conducting an active energy conservation program, tn both 
its southern and northern divisions anel that the ZIP- plan will 
provide additional incentive toward' motivating: customers to install 
cost-effective energy saving measures. It states approval aud 
implementation of the proposed plan is timely because plans are to· 
offer computerized home energy' aucl1ts. 'l'hese computerized audits 

would determine the cost-effectiveness of installing additional 
insulation or other energy conservation measures by residential 
customers. Southwest believes its plan will provide a catalyst 
to stimulate residential customers to, install cost-effective 
conservation measures sooner than could, otherwise be anticipated. 

Its ZIP" program, would be £1Danced through loans. The 

a:ssociated costs woulCi. be recovered, through-the use of a conservation 
financing. account. '!'be conservation. financing account would reflect 
all costs and charges related to the implementation of the ZIP 
program and related activities. It would apply to- all commodity 
rates • 
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!be conservation fiDanc~ account rates would be 
revised t~ee eacb,year as follows: 

.JanU&2:Y 1 ,and .July 1 - San Bernardino' service area ~ 
April 1 and October 1 • Placer County service area. 
the ccmservation fillaDcing account rates would be set by 

the Commission and placed in effect for each forecast period. the 
forecast period would be the 12 months beginning. with the dates the 

rates are revised. '!'he rate. would be adjusted' at the time of 
revision to recover or return the adjusted amount t~ the conser
vation financing account. Tbe alDOtmt of adjustment applicable to
each revision date would be the sum· of the CP'A amount plus or 
minas the actual balance of the conservation f1Danc1ng. account 
plus an allowance for franchise fees and unc~llect1ble account 

expenses. 
1.'he CFA amount would be the sum of the foreeast period 

estimated loans to', be made plus, related forecast period 
estimated costs. 'l'hese program· costs would include. but not be 
limited to: planning,. staffing, training, administrative costs, 

and related tax liabilities. 
the conservation financing account would be the actual 

amount at the end of the latest available recorded month prior to. 

the revision date. 
Revised rates would be filed at least 30 days prior t~ 

the revision date. Each filing. would be accompanied by 4 tabulation 
showing the derivation of the adjustment. 

1he application states that Soutbwest's alternatives for 

financing the proposed ZIP" program· are limited because: 
1. Its direct financing capabilities are 

severely limited, 
2. Its current level of earnings is sub

stantially below' the indicated common 
stock dividend, 
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3·. 'rbe cUX'rent level of interest coverage 
preclude. the issuance of any long
term debt f1nancing, and 

4. It faces hia.tor1eally high levels of 
constrUCtion expenditures and external 
fund requirements over the next five 
years .. 

It stat.s that the alternate method of f1nanciQs as 

proposed by the state."s larger utilitie •• 1 ...... the \lS. o"!- a wholly. 

owned f:t:aancing subsidiary, 11 not available because Southwest' 8 

indentures d~ not permit it to guarantee the indebtedness of a 

subsidiary. 

Testifying for Southwest vas Wallac. C. ltolberg" manager 

of energy conservation services. and Andrew B;. I.aub-, a financial 

analyst in the treasurer'. department .. 
.. ...::;,.. ......... 

Kolber, stated that while the proposal deviates in terms. 

of maximum loan a1DO\Ult, term· of loan, and repayment time period, he 
believes it generally follows the broad outline of Pacif:tc Gas. and 
Electric company's (PG&E I s) plan.. He stated that he did", not believe a 

ZIP plan should. be required of Southwest for the following reasons: 
"1. We serve 1n utU.q,ue· recreatiooal areas 

servtng 50~ seasonal customers. 
"2. We Ive bad good response to our current 

81. financing. program.. 
"3.. A ZIP' program· will be more- cos.tly than 

our Sl. pro~atll'"' . 
"4. A ZIt> program· will not increase our 

sales of conservation tDUsU1'es to- any 
substantial degree. 

"5. We believe 1t'. not in our customers 
beat interest to re~u1re a duplicative 
fina:a.c1al aervice from· both gas and 
electric companies in the communities 
~e serve .. " 
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When asked, to explain further, he atated: 
"Southwest distributes ga~ in Southern, and 
Northern Callforni&~ We serve approxf.mately 
50,000 customers in and' around the cODmI",i
ties of Barstow, Victorville and Bi.g Bear in 
Southern california and at Lake Tahoe in 
Northern California.. Approximately 36: 'of 
our california cuatomers are located in the ' 
conmmitiea at Tahoe and Rig: Bear.. Tbeae ' 
areas are recreatioD&l in nature and: as a 
ConSequellCe- approximately 50~ of our customers 
are seasonal occupants or absentee owners .. 
'l'1lese .econd home owners typically utilise 
their cabins or homes for either occasional 
weekend visits, rental property or both. With 
balf of our customers in these communities 
living elsewhere, coats associated' with pro-

. gram& such as ZIP' are,. to a large degree. 
carried by the 'permanent customers that live 
in the area.. We believe it 1s unfair for our 
permanent customers to be saddled with the 
economic burden of ZIP for thos~ who own second 
homes and only dwell in the area on a temporary 
basis. For the most part our permanent customers 
in these areas have already taken substantial 
conservation actions. Tahoa and- Big Bear each 
have approximately 8:,000 heating degree days and 
yet the usage of permanent and seasonal customers 
is almost the ntDe-. We believe this is evidence 
that tbe permanent (full time) customer is doing 
his part to conserve." 
He further stated that Southwest bad been successful in 

terms of the number of loans generated :tn "ita s.~ low-interest loan. 
program.. For example t during 1980, l,009- insulation sales contracts 

were processed in the service area. Of this total ,628 used the M fin.oncing· '. 

prcgram for approximately $245,000:' Iri-1981, through AUCjUst, 439 iruw,la.tion . 

jobs were sold of which 331 were fiDADced for a total of $l44-,OOO .. 
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He stated sales of insulation usually pick up in the fall And 
winter months and' .s a ,consequence,. projections' for 1982 sales 
toal 1,075 with 675 to be financed' for a sum, of $262 ,000. Based 
on th.se figures, it is believed the sales activity bas been 

relatively strong.. With two-thirds of the customers that install 
• 

conservation devices req1Jeating, financing, tbe success of the SX 
program, is believed substantiated .. 

He stated he did not believe the ZI~ pro~am·would: make 
any substantive difference in the present insulation and device 

ules programs. Be believed' tba t sales have peaked and the 
projected 1,000 units per year is not a sustainable sales level. 
Be believes the impact of ZIP would be min1mal, stating that ~ is 

alrudy perceived' as a bargain and therefore-:.a.stro:c.q·ince:c..tive-.. 
Be stated that ~ his opinion ordering a ZIP program 

would be counterproductive because both gas and electric utilities 
would be offering duplicate services. He stated that in. both 
northern and southern California (with the exception of Big Bear) 
the customers now served are in fact the!!!!. customers served by 
Sierra· or. Southern California Edison Company (Edison). . He 
questioned why both the gas and electric utility should-be req,uired 
to provide such & costly service. He stated the- duplication of 
costs of such programs should not be forced on ratepayers. For 
example. 

" •• 1n southern California, the Commission will 
presumably require the Edison Company to pro .. 
vide low- cost financing? In turn Edison will 
need to develop a structure such as I described 
to provide financial services.. The eost of 
providing. all of the administrative overheads 
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will be apr.ad across several millions of 
cuatomers served by Edison,. which will include 
those served in and around,Barat~ and Victor
ville. Why not let those customers enjoy tbe 
reduced cost of only paying for tbe 'ftnaucial 
services' once? Soutawest respectfully suggests 
that the Comadsaion should not require Southwest 
to provide such an expensive duplicative service 
for the mutual customer. we abare with tbe 
electric utilities. We believe it just makes 
coamon aenae for Southwest to utilise the ftDan
ciAl service. which will be deve loped· by the 
electric utilitie.. In the event the Commission 
believes that some costs. should be shared by the 
ga. utility in the COIllDO'D. service area·,. we 
propose that our personnel carry the electric 
utility's forula, a.ign-up· the customers, forward· 
the paperwork to the electric utility and pay a 
fee for the administrative processing coat. the 
'bottom· line' to the ratepayer (our mutual 
customer) would certainly be less than the 
alternative of both utilities. creating separate 
consumer financing departments. 

"At the present time-, Southwest does not bave a 
c~uter1sed financial program.. I bave been 
informed by our data proeessin& department that 
~be cost to do 80 would be prohibitive for the 
low volume of loans we anticipate.. As a
couaequence, Southwest is operating its customer 
financing. progratc· by band. We are currently band 
processing approximately 1,500 loans and expect 
that total will grow- to about 2,000 by the end of 
the year.. We have added to 0= diVis.ion staff 
tee equivalent of one to oue and one-half full
time people just tc> shuffle this paperwork" 
prepare statements, process payments., etc: .. , 
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F1nally, he stated' Southwest has been conducting conservation' 
activities for the last several years in both northern and southern 

California. 'l'hese activities have produced some disappointment along 
with aome positive results. He stated that while maintaining a strong 

and aggressive commitment to conservation over the past several years, 

Southwest is becoming concerned over the cost to its California 

customers. He stated that although the conservation activities have 
generally been shown to be eost-effective,' it is done with. the 

perception that the therms saved somehow become available to· other 

Southwest high priority customers in California. As a practical 

matter, this is ·not· necessarily true'. The gas for the most part is 
not stored for future use by residential customers. Instead, it is 
diverted for use by industrial or power plant customers: in California 

and states. east of C&lifomia... Consequently, therms saved' in 
SOuthwest's southern service area are made available to· large 
industrial or power plant customers that otherwise might have been 

curtailed.. (Southwest does not serve any customers 0'£ this. type in 
southern California.) Therefore, from- a revenue standpoint, the 

therms saved are therms lost.. He stated it appears inappropriate 
that Southwest·s california residential and small commercial customers. 

should be paying a relatively high price to conserve a therm which 

is in turn sold at a lower price) for a lower priority use • 
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• 
!here is no evidence on this record that sales reductions 

caused by expanded conservation efforts would- impose any significant 
ne~ impacts on Southwest's revenue requirements. Kolberg admitted 
under cross-e.."taIIlination that he knew of no studies by South'West o-f 
the marginal cost of gas supplies. or of conservation. Southwest 
is a resale purchaser of gas from other utilities, paying a single 
rate which does not reflect directly the varying costs of different 
supply services to the selling utility. There is no discussion in 

the record of any terms in Southwest's gas supply contracts which 
would prevent the utility from reducing gas purchases if conservation 
led to reduced demand. 

Laub testified on the financial options. available to 

Southwest to pay for its. ZIP' program,. He stated' that options. are 
limited because it cannot form. a wholly owned subsidiary as. other 

~ utilities have done and due to· extremely low earnings for the past two 
yurs. is unable to finance allY long-term debt. While the use of a 
wbolly· owned sub~1d1ary to finance a ZIP program offers many 
advantages, Southwest is precluded by its first mortgage bonds from' 
allowing a subsidiary to incur any indebtedness or acting as a 

• 
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guarantor of any debt incurred by a subsidiary.. Be stated' Southwest 
is unable to issue any long-tenl, debt due to restrictions contained 
in the indenture in its 1967 debentures .. 

Be stated there are no reasonable financial alternatives 
available to Southwest.. ~e restricted debt capacity is especially 
U1lt:1mely as it relates not only to ZIP but to planned construction .. 
Be stated the next five years will require historically high levels 
of C0D.8truc:tioo. expenditures and· for the past 18: moiI.ths all possible 
discretioaary coo.struction expenditures bave been delayed. 

Finally. he offered the observation that Southwest has an 
ongotng commitment to conservation in all of its service areas but 
unfortunately the lack of ' viable financial alternatives available 

under ZIP and the eompa1ly.-t"!..detertorating .. f:f.Danefa l .. c,?!\ditiOn' make 
ZIP- extremely unfeasible at this time .. 
ClN (A.60775)· ._ . ..:.:.~. 

CPR' operates electric. gas, water, and telephone systems 
in California. 'l'h1a application pertains to its electric service' 
districts in Needles., Lassen,. and Weaverville, and its. gas districts 

, 51 ' 
in Need.1es and South Lake Tahoe.- ' 

At South Lake tahoe it provides naturaI gas. service. to approxlInately 

9,500 residential customers, 830 cODlll8rcial customers, and on. 
large coumerc:Lal customer. the residential customers use _lightly 
more than 60~ of total salea. ' A large percentage of its s~ce 
connections are second homes. 

In weaverville,. located in northern Californ.ia, electricity 

service is provided to- appr.oximately l,.J:S().residential <:=ustomers, 310 

coamercial customers, and three industrial customers.. '!'be residential 

customers used approximately S61. of the 21,731,13S kWh sold in 1979 .. 
the Lassen District includes electric service to approximately 

7,200 residential customers, 1,100 commercial customers, and five 

'2/ By D.82-06-004~ issued June 2~ 1982 in A.82-04-3l~ the CoXllDliss:i:on 
authorized CPN to sell its Weaverville operation to Trinity 
County Public Utility District. 
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industrial customers in the communities east of Lake Almanor including 
Chester, westwood,. Susanville,. .and Herlong. The residential customers 
use approximately 48X of the 140,8"23,585 kWh sold in 1979 .. 

In Needles., natural gas se~ce is. provided to, 1,210 resi
dential customers and electricity to 1,8'3·0 residential customers.. The 
resiCl.ent1al sector uses 61" of the gas sales and approximately 50% of 
the electric sales. Needles has extremely high summer temperatures, 
which require high electric energy usage for air-conditioning. Winters . 
are mild,. with only 1,.072 heating degree days per year. 

The app11cat1on states CPN currently offers· an innovative .. 
aggressive ~onservation program as approved by the Commission in 
D.927l8. The program includes home enerqy audits,. 8~ ceiling insula
tion loans, conservation voltage regulation (CVR-II) and surveillance 
programs, pilot light shut-off proqr~, street1ighting conversion 
proq~am, and an expanded insulation loan program. covering "'Big 6. 11 

measures outlined in AS 2030 which do not require a horne enerqy audit. 
CPN also offers cooperative conservation programs with Sierra and 
Southwest in areas where their service terri tor1es overlap.. It states 
the three utilities coordinate conser'Q'ation efforts, including adver
tising, customer information, and home enerqy audits through the Tahoe 
Conservation Center, housed in CPN's South Lake Tahoe business office .. 

As part of its commitment to enerqy conservation.,. CPN states 
it filed A.SS084 on May 22, 1978 for authority to- in.st1tute a 
residential gas and electric- conservation proqram involving zero 
interest loans. However, the Commission staff (staff) determined 
that such a zero-interest progr~ was inappropriate at that time and 
the application was withdrawn. 

This application was filed as required 'by p.9271a dated 
February 18, 1981 in CPN's last general rate case • 

-21-



• 

• 

• 

A.60S87 et al. JJ..J/eC/bw * 

CPN proposes to offer its residential space heating 
customers energy audits and f1DaD.c1ng for the following; conservation 
measurea if they are found t~ be cost-effective: 

1. Attic inaulation, 
2. Attic ventilation in the form· of fans 

or venta, 
3. Floor 1naUlati011, 

4. Storm· or thexmal w1nd.owa, 
5-. Storm or thermal cloors, 
6.. Caul1c::lng:, 
7. Weatherstripping, 
8:. Water heater insulation wrap,. 

9. Automatic setback thermostat5-, 

10. Low-flov showerheads, 
11.. Duct insulation, 
lZ.. Intermittent ignition davices for 

furnace retrofits .. 
It alleges that the program, v;)uld provide an economical 

means of conaerving Datural gas and· electricity and, of reducing 

of heat loss.and heat'gain in. residential dwellings. 
Other measures becomtng cost-effective during the cours. 

of this program would be ad.ded after review and approval by the 

Comaa1saion. 

Customers would be notified throuqh. direct maiL, bill inserts~ 
newspaper and rad1~ advertis1Dg, and other marketing. strategies as 
required t~ promote the program. 

through & home energy audit :l.t would be determined: which 

measures are coat-effective.. Customers would obtain three bids from, 
contraetorswho are listed on the State of California's ReS Installers' 
List. Using these contractors will asatIre customers that only 
contractors who have met the State's. eligib·ility criteria and who-

agree to abide by the appropriate installation and· material performance 
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standards will be utilized in the prog:am... cm plans to inspect 
1nstallatiOll8 to- ensure' that all conservation measures have been 
installed properly. The inspection services and requirements will 
be consistent with the :l.nspection section of the State plan. If 
the owner chooses to install the conservation measures. the 
work would be. subject to the same inspection services and 
requil:'ements. 

Ftnanc~would be provided to qualified homeowners 
upon approval of creclit. A max1mu:m. loan of" $l..soO,. or $2,00b if 

storm windows are installed along with other weatherization services,. 
would be available.. Financing would be for a term· of up. to· 60 months 
to be repaid in equal payments beg:tnn1ng approximately 30 days after 
the installation of all measures. 'l'be minimum· monthly payment would 
be $10. If ownership of the property is transferred, the owner 
would repay the outstanding balance without 1ntereat. em would 
pay the amount to be fiDao.ced to the dwelling. owner for distribution 

to the appropriate c:ontractor(s). The owner/installer would be 
reimbursed for the material(s) cost .. 

lbe application states tbat though cm was exempted from, 
the requirements of the National Energy Conservation. Po·licy Act 
in l.9S0 and 198.1, it .has-~proc:eeQ.ed .. :iJl.th~··d.e.velopnen.t. of . 

programs to meet all the 're~uirements of the State plan. 
No- funcla. were requested to cover RCS-related expenses in 

ClINt!> last rate cases because at that time the State plan bad not 
been developed and it was not possible t~ make an accurate . 
projection of RCS costs. 

" 

CPR proposes implementing the "california Plan for the 
Residential Conservation Service n as developed· by the California 
Energy C01ZIDisaion. It also proposes consolidating current authorized 
expenses with the proposed ZIP' prOp-am· and State plan to elim1nate 

-23-



• 

• 

• 

A.60587 et &1. ALJ/ec 

.. 
duplication and provicia the most cost";'effect1ve 'lD8thocl of promoting 
energy conservation. 

CPR requests that the coats associated with its ReS 
progxam be recovued through. a balancing account to- be established 
for its ZIP' program. It estimates that these expenses would not 
exceed $50,000. Should expenses approach this level, discussions 
would be held w:tth the Commission t s Energy Conservation Branch to 

determine further courses of action. (the Conservation Branch staff 
recoamended in Exhibit 40 1n A.S9548, 59549', 59550. 59551 and 59552' 
that CPN be allowed to recover costs in excess of the estimate for 
test year 1981 through a balancing account or some· other appropriate 

mechmd sm.) 

. the balancing account to recover ZIP- and ReS expenses 
would be identified· as· tbe Conservation FiDanc:lng. Account • 
Accounting procedures- would' be developed jointly with the staff to 

identify program-expeuses. 
the costs would be recovered- through an adjustment of 

customer rates. 'rbe rate adjustments would· be by periodic· advice 
letter filing_ and. designed to cover costs in the ensu1ng..12-montb. 
period amortizing. any balance in the Conservation Ftnancing. Account. 

It is suggested that the advice letter filings be made so 
that autborized changes for the Conservation Ffn4nctng Account 
rate would occur iD1tiallywith revision dates of the next purchased 
energy and supply adjustment mechanism- (SAM) filings. Future rate 
adjustments would be made consistent with the revision dates of 
the purchased energy filings when the rate is determined to- be 
sufficient to warrant the expense of filing and review. Proposed 
Ccmservation FiDauciug Account rate adjustments would be filed 
at least 30 days prior to the revision date .. 
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the first year financ~· cost is esttm&ted at $26~,800. 
this amount is broken down as follows: 

Marketing Sttategy 
(Bill :l.nserts, direct mail, 
rac1.1o,and·newspaper advertising) 

Customer Contact 
(I.abor, adm!.n1strati ve overhead.s, 
transportation, computer time 
share, materials. and supplies) 

Pr:1nc1pal and Interest 
(Aasum1ug & principal amount 
of $1,000 on 235 loaus) 

Silling Costs 
(Labor, administrative overheads, 
reeordkeeping, ancl postage) 

Total 

$- 7,400 

31,500 

223-,600 

7.300 
$269,800 

Test1fy:[ng for CPN was Philip R. Carman, general maDager 
of CP Natioaal Energy Management Servicea, Inc. and K1m. C.. Mahoney, 
director energy revenue requirements • 

carman stated that em does not believe offering to- provid.e , 
ffnaneing for weatherisation measures' to customers other than qualified 
residential space heatiDg customers would, be cost-effective since 
there would be no benefit to its· customers when an oil or propane 
heated home is insulated. Further, it would 1ncrease' rates for 

customers, should CPR be required to finance measures in homes heated 
by fuels other than natural gas or electricity. 

With regard to the proposed dollar limitation, he stated 
that CPN has offered a ZIP program, in the- State of Oregon ;or over 
three years, and that the average loan 1s.appr()ximlitely $1,000 

-~ 

(with storm windows the average is ~.2l'OOO.). It ls, believed .th.e.se 
11mits_will,r~ov1de for adequate quality mater~la. to, be installed 

while not precluding..a customer from· installlng more expensive 
products should .. they elect to pay the difference .. 
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Be stated customers with outs.tanding loans from other 
CPN conservation programs would be giv~ the opportunity to convert 
to principal only payments if the balance is greater than· ~lOO.OO. 

He stated sidewall insulation was not included in this 
proposal due to serious' questions regarding moisture problems 
caused. when sidewalls are retrofitted and a vapor barrier. 
is not installed. No cost-effective solution to this problem· bas 

been developed to date. Wben this situation is resolved, sidewall 
insulation would be included in the program. 

When asked to CO'CIlment on the impact the proposed program. 
would have on rates~_ he stated: 

"CP National has serious concerns wicb. tb.e effect 
on rates this Program will have. Depending on 
I.R.S. rulings on collection of revenues for the 
Program, costs could be between twelve ($12) to 
twenty-three ($23) dollars per castomet:'.. An 
example of this increase- is in our Needles, 
california natural gas district where present 
rates per therm would increase from $1.03 ~r 
tberm to $1.08, per therm. With the price of 
natural gas. over $.90 per therm~ we will be 
forcing customers to convert to other fuels. 
Ibis £Qel switching will cause further reduction 
in sales per customer which will cause adcii tiona 1 
rate increase to recover lost revenues from 
reduced sales.. This~ in turn, will cause addi
tional fuel switching and more rate activity. It 
should be noted that Needles has one of the lowest 
average sales per customer in the State."' 

Se made no effort to explain why revenues collected under the eFA to 
cover ZIP exp~nses would be treated any differently than o·ther utility 
~ctivities, in which only revenue net of expenses is actually taxed. 

Be was asked if there were a~y problems witn the imple
mentation of the ZIP' program. He stated: 

It ••• Cl> National, in cooperation with Sierra Pacific 
Power Company~ Southwest Gas Corporation, and the 
Energy Conservation Branch, just expanded its 810 
loan program to cover the Big Si~ measures outlined 
in A.B. 2030 which does not ~equire a home energy 
audit. We1ve completed notification of this Program 
in our Needles, california District with the assis
tance of the local high school junior class students. 
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By converting to the Zer~ Interest Program,so' 8000. 
after expanding our S: program- we will tend to 
confuae customers and lessen any impact of a Zero 
Interest Weatherization Program. this e~ded 
3X program bas 110t been operating for a sUfficient 
period to· determine whether itls more cost effec
tive than a Zero Interest Program.. We believe 
the expanded Sl. loan program· should b. allowed. to 
continue until problema with zero :l.ntarest loan 
program. of other California utilities have been 
resolved." 
Be expressed additional eoacema with implementing a zero 

Interest Weatherization Ftaancing Program· as follows: 
...... In the resort area of South Lake Tahoe which 
the company provides natural gas: service over 
fifty percent of the customers are out of town 
l.aD.dlords. 'lbe remaining full time residents 
for the most part have weatherized their homes 
to the .maximum extent that is possible. The 
increased costs of a Zero Interest Weatheriza
tion Financing Program· would: have to be 
subsidized for the out of town land1ord$ by 
the full time residents.. l'his subsidization 
will cause increased utility bills in an area 
with over 8,000 degree days. Increasad rates 
will cause further reduction in sales wh1ch 
presently averages 1,045 tberms annually, 
c~ed to the five county 'Bay Area usage of 
75& tberlu annually." 
Mahoney explained that the estimate of the principal 

and interest expense was developed as follows: 
It the principal amount was determined by asauming 

a participation level of 235· loans in the first 
year of the program. Because the ~yment period 
would begin approximately 30 days·after 1natalla· 
tion of the conservation mea8ures~ a portion of 
the principal amount is expected' to' be repaid, 
each year. For the basis of the computations, 
it was assumed that in the first few- months of 
the program· there would be lfmited participation 
aDd it would not be until approximately the fifth 
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month of the program that a more active level 
of participation would be ::-eached so that the 
amount of loans outstanding would increase 
during the phase 1n period of the program. 
The principal amo~~t would be financed by the 
customers ane it was estimated there would be 
approximately a three-month lag in the 
cOl::ll:Dencement of the principal payment. Thus, 
during the first year of the p~ogram, nearly 
one-half of tbe principal amount would be . 
financed until the revenue is recovered from 
the customers. The interest expense wss 
calculated at an annual cost of 204, the 
curre.."\tly borrowix:lg cost. at 

He also stated that because there is an uncertainty 
whetber the IRS would treat the first year estimated requirement of 
$223,600 as a taxable item. the actual amount could double if .au 
acverse ruling is received. This amount represents an annual expense 

on 3 per customer b~si~ of from $12.50 to ne~rly $23.00. A9~in, 

however, no effort w~s m~de to cxpl~in why tot~l revenue would be 
taxed, rather than any net income remaining oftcr ZIP expcnces were 
olccol.lnted for. 

I 

For its electric districts, he stated CPN has currentiy 
pending before the Commission a request for a rate increase o.f 

approximately 27t. With the attrition allowance for all of the energy 
districts to be effective January 1, 1982, customers already have an 
.adeqWlte incentive to conserve. 
Commission Staff 

Testifying for the staff were Grayson Grove, senior 
utilities engineer, Conservation Branch; Robert Benjamin~ rese3rch 
analyst, Revenu~ Requirements Divisior.; and Herbert Ch~~~ financial 
examiner. 

Grove reviewed the proposed ZIP applications and discussed 
the problems a ZIP program would cause the three applicants. He 
stated that he believed the concerns of the applicants on t~e 

-28-

/ 



• 

• 

• 

A.60S87 et ale ALJ/ec/bw * */vdl *-' . 

wisdom of im?lementing a ZIP program at this time were genuine. 
He stated that over 507. of the customers at Lake Tahoe are second 
homeowners with energy consumpeion a~ ~bout the same percen~age. 
This, he believes ~ indica tes th.a t permanent homeowners are 
practicing conservation while second homes (re~tals) are using 
more energy per day when occupied. He concluded that permanent 
customers do not appreciate the limited conservation practices of 
renters. 

Of equal importance is the concern over wh~t bcco~cs of 
the energy saved by customers. Grove stated most of the natural 
gas saved by em would go to Southwest ~ which ~ in turn ~ would be 

sold to lower priority customers located in Arizona or Nevada. Be 

did not address the net revenue impacts on CPN's Californ.ia ratepayers 
of such a hypothetical tr~n.sfer of gas demand out of state. Grove 
asked the =hetorical question of whether the cost of the ZIP program 
could~ 3S alleged by CPN~ cause customers to switch to some alternate 
fuel or conserve to the point where a rate increase would' be necessary 
in order to maintain its operation and keep it financially sound. 

Ee stated ~~t after reviewing other staff witnesses' 
testimony he concluded that the utilitioc' concerns- cannot be solved 
and that the cost-effectiveness of the ZIP p=ogram is questiona~le 
for some of the utilities in cert~in service territories. If one 
utility can be exempted due to a special problem~ Grove believes / 
all should be exempted; otherwi.se~ the COmmission would have a 
c=edi~ility problem. He stated tC3t perhaps this is not the time 
to implement ZIP programs. Bec~use the test programs of Edison and 

\ 
?G&£ have been disappointing a ZIP program should not be required of 
the smaller utilities until :he larger utilities can implement a 
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productive progr~ with proven results. w~en d~ta substantiate 
that ZIP is cost-effective systemwide for the larger utilities 
through savi~gs measured at the meter, the smaller utilities should 
again be requested to file. Ee stated the subsequent filings 
should seek a solution to various concerns, ~ssume a high (20%) 
customer participation the first year, and show the financial 
impact on the utility. If under these criteria the program is not 
cost-effective. Grove believes it should be so stated and 
substantiated in the application. 

Benjamin testified on the cost-effectiveness of ZIP 
plans proposed by the three applicants~ He stated that he used 

I 
/ 

the same cost-effectiveness mcthodoloqy used in the Southern California 
Gas Company (SoCal) WeatheriZation Financing and Credits Program 
application (A.60446) and San Diego Gas & Electric Company (SDG&E) ZIP 

•
apPlication (11..60546).. He concluded that the societal cost of savings 
of all measures together (in the market penetration :J.ssumod) isolower 
tnan tnc ~ssumed socict~l marginol cost and thus appears societally 
cost-effective. He stated the programs could be made more societally 
cost-effective by removing floor insulation, storm windows, and storm 
doors from the program as they are consistently the least cost-effective 
conservation measures~ 

• 
-30-



• 
A.60SS7 et al. ALJi'bw 11" , , 

Benjamin found that Sierra's program met ~he so-called non
participant test if only customers with electric space heating were 
allowed to participate, and if a 12% discount'rate was assumed 
producing life-cycle nonparticipant solvings of 0.025- mills/kWh. 
USing a 20% discount rate',. Sierra's program would impose-
additional life-cycle nonparticipant c~sts of 0.0003 mills/kWh. 

Benjamin concluded that CPN·s and Southwest's programs 
both failed the nonparticipant test, by as much as 2.21 mills/kWh 
and 4.501 mills/therm using a 20% discount rate, and by as much as 
1.5,31 mills/kWh and 3.084 mills/the-rm USing a 12% d.iscount r~te. He 
explained that these losses would occur primarily because the 
utilities are in effect "'energy retailers'· which presently buy all 
their supplies for a given territory from a l'arger utility" at a 
single ?rice. This flat rate does not reflect directly the ~whole
sale" utility's marginal cost of energy production. However, 

• 
Benjamin looked only at the present price of purchased power~ he 
did not,attempt to estima~e the future price of purchased power, 
or the possibility o·f changing regulatory policies which might 

• 

reflect marginal costs of production more directly in the rates 
charged to resale customers such as CPN and Southwest. 

Chow testified on the proposed method of financing the 
various programs. He stated that there are disadvantages to the 
methods Qf finaneinq proposed by the applicants in that they involve 
substantial additional outlay by the ratepayers. Sierra'S short
~erm bor:owings would incur interest expense at approXimately prime 
rate plus l~ or 2=. This means that the interest rate would be at 
about 20~ and the ratepayer would bear this high-interest cost. For 
Southwest ~d CPN the funding methods proposed are for additiona~ 
revenue to finance a loan fund. He stated that one of the 
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problema-with this...propOsa-l is the income tax eff.cta~ i .. e .. rou order 

to finance the -loan. fund-, the utilities would have-' to' collect twice 
~b. &mount-· required; because the revenues" for.. the loan fund: would~_ . 
be subject to> income tax .. 

M a l •• s· costly method Chow proposed' that Southwest and 
em establish a f1DaDcing. truat. He stated: a f1uuciDg trust is 
viable for-the foll~ r .. son.: 

1. 'fbe ratepayers provide the loan funds to-
tbemaelves. ' 

2.. the contributions are not taxable 1DcOlDe 
to· the ut11ity. 

3. the truat can aCCUDUla~e sufficient 
estate to develop its own credit line 
that would· expanCl its. loan grant1ng 
potential. 

4.. The credit of the trust would not 1nfringa 
upom the credit rating of the utility .. 

S. the trust estate "remains separate from.· 
the utility. 

6. the trust operating results and fInancial 
conditions are not part of the utility's 
f1xu&nc1&l statelDellts.. 

Chow stated only the electric department of & utility should, sponsor 
a ZIP program to eliminate double billing. of departmental overhead. 

If his recommendations regarding the sponsorfng utility 
were accepted, Chow proposed that: 

1. Sierra carry out all RCS 4nd' ZIP' Erograms 
in its california service area and that 
Southwest and cPN be excluded from.- carrying 
out these programs in Siena' a. serri.ca area. 

2. CPN carry out all ReS and ZIP in ita Needles 
service &re& through its electric department. 

3. Southwest be excluded from.- carrying out the 
ReS and ZIP progra1D8 :tn its San BernardinO' 
County service area and Edison carry out all 
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Res and ZIP' programs in its San Bernardino 
County service area. 

4. cm establish a fiDanc1D.g trust to fund 
ZIP in its Needles service area. 

S. Sierra and em eaublisb balanc1Dg accounts 
to account for this cost to ~lement RCS 
and ZIP'and the· :eVeDues collected. 

Where gas and electric utility service areas overlap-~ Chow 
proposed that for each· service area there be only one utility 
sponsoring an RCS and' ZIP program. He si:ai:ed i:hat beca':;,se .. tbe __ .,. 

electric utilities have the mora efficient operation and stronger 
credit, Sierra in the '.tahoe area· and Edison in San Ba=ardino· Coun~, 

-- - '.. . ~ --
would be -oxe effeet"1~e .m .carrying. out a' cODServat~cm program, at a> 

leaser cost.. .. Although CPR serves both gas and' .lectric:t~,. at .Needles,. 
only one department8bould.8po~or the program • 

Should it be decided that CPN and, Southwest should imple
ment RCS and ZIP programs~ Chow stated' they should be· required to 
(1) establish a financing trust to avo:f.d· paying income tax.·on loan 

funds advanced by ratepayers, and (2) establish a balancing account. 
On c:ros ... e~gmdnation Chow admitted: that he did· not know 

for certain whether the £1.Dancing trust would be tax exempt. . He 

also stated that the fi11aDcial rating of the various utilities was 
not at issue since any fund.ing would be accomplisbed· by sbort-term 
borrowing rather than long-term borrowing. 

II .. Discussion 

This Commission has long identified eonser~ation as one 
. . ". .' 

of ,the most important 'tasks . faCing eal:ifo'rnia "'utili ties. In 
D.84902 dated september 1.6, 1975 we stated:. 

"ContInued growth' 'Of' energy': consumption at the' . 
rates we have known in the past would mean even 
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higher r~tcs for cuctomers, multi-billion cloll~r capital 
roquirements for utilities, and unchecked prolifcr~tion 
of power plants. En~rgy grO'o'Ith of these proportions is 
sL~ply not zustainable~.. Roducing ~ner9Y 9rowth in ~n 
orderly, intelligent mlI'.ner is the only long-term 
solution to the en~rgy crisis." 

!hat decision directed utilities to take ~g9ressive steps to'achicvc conserv~tion 
goals~ 

The Commission's encouragement of utility conscrv~tion activities 
has included ~dmonitions that these activities be cost-effective. Included 
in ~,is cost-e:fectiveness gool is further direction that utilities operate 
their activities to avoid unnecessary ratepayer expenditures. 

In deferring the implementation of ~ ZIP program for 
SDG&E in D.93894 dated December 30~ 1981 we stated: 

irA consumer considering hotllC weatherization 
investments must decide whether to invest hundreds 
or even thousands of dollars in improvements which 
will be cost-effective over a five to ten year 
span but require an immediate commitment of funds. 
!he Com:nission has :ecognized the important role 
public utilieies can play in making such invest
ments mor~ attractive. 

"!be utilities have direct Olnd regular contact with 
racepayers, professional expertise regarding energy 
efficiency measures,. and access to financing. They 
occupy unique positions from which to speed the 
penetration of energy efficiency devices. Thus, as 
ene:gy costs have risen steadily, the Commission 
has moved step by step to adopt policies directing 
utilities to expand their involvement in eonse:va
tion financing. 

"In early 1978, the Commission ordered utilities to 
provide 3"1. loans with e~tended payback periods to 
finance ceiling and ~t~ic 1nsu13tion,. and to offer 
informa:ion and installation services. Statewide, 
utilities have provided 81. financing to hundreds 
of thousands of residential ratepayers. PG&E has 
been the leader in this effort. We note here, how~ 
ever,. tb.3.t Souehern California G(lS Company (SoCal) 
is now arranging several thousand ~ loans per week, 
to finance attic insu13tion. In contrast, evidence 
in this proceeding. indicates that SDG&E has 
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fiDaDced fewer than 500 loans since finally 
starting its ~ program·. in April 1981. 

"the 8t loan programs have stimalatec! resiclential 
weatherization efforts in utility service 
territories in which the program- has' been fully 
implemented.. However, even in the most heavily 
penetrated territories, considerable potential 
for cost-effective residential weatherization 
remaina .. 

"Pacific power & Light Company (pP&L) and Pacific 
Gas and' Electric Company (PG&E) now operate ZIP
programs, in their service territories.. The 
experiences of these ew~ utilities demonstrate 
that ZIP can be highly cost-effective, at least 
in the climate sones they serve .. 

"'lbe Coaaission has concluded that a utility 
financing program- which imposes minimal ob11ga
tiona on recipients would provide a significantly 
greater stimulus to residential conservation 
investments. Costs to the utility and its 
ratepayers should still be far lower than 
alternative measures for generating new supply. 
However, S1. progra'IDS- should be allowed to- run 
their course before zero percent programs are 
authorized.. If 8't loan. provide sufficient 
incentive, the rateJ)8yers need not be offered 
more generous utility proqrams. 

"Despite our satisfaction with the continuing 
success of the PP&L and PG&£. ZIP programs, we 
are led by a number of considerat1onsto- defer 
ZIP" for SDG&E. 'rhese considerationa involve 
differences between SDG&E and its service 
territory, on the one hand,. and· the situations 
presented by FP&L and ro&E, OIl the other. 
~ntil the latest round of energy price fncreas8s, 
the mild Sau Diego climate made home heating and 
cooli;lg a relatively inexpens.ive task. Conse
quently, the past four years of expanding 
conservation activity have largely by-passed 
SDG&E t S service territory. The recora .ui this 
proceed~ ~:sents no evidence of significant 
bomeowner-£ need conservation. Neither bas 
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the utility undertaken an aggressive program.to 
interest it& customers tn· the· benefits of 
conservation. 

"In contrast, northern California homeowners, 
and PP&L and iG&E, have insulated' hundreds of 
thousands of attics, and spent millions. of 
dollars on additional conservation efforts. 
PG&E has operated a successful S4 attic insula
tion program- for four years 9 and the record ira. 
the latest PG&E ZIP proceedings indicates. that 
privately-financed conservation levels are even 
higher. . 

"Southern California Gas Company (SoCal) matched 
SDG&E's inactivity until recently. In the past 
year 1 SoCal baa instituted an. aggres.sive program· 
pronCing s:-t loans for attic: insulation. Socal ' s 
customers have responded by c:ontractins for over 
one hundred thousand loans, at a present rate of 
several thousand per week.. We note this coin
cidence in time of sharply higher rates. utility, 
activism and spectacular increases in 
weatberization activities. 

t"Beeause there has. been almost no retrofit activity 
until now in SDC&E territory, the Commission 
reasons: that an 84 program should generate a great 
deal of conservation. Because financing costs to 
the utility and its ratepayers are roughly half as 
high at St as at O~, we will await the results of 
the ~ program. before embarkins on ZIP'. " 

The record in this proceeding leads to- the conclusion that 

the 8% conservation programs now in effect should be expanded and 
allowed to run their ~ourses before authorizing a 0% program. The 
high rates ilnd unc~rtain financial co,ndi tion of the· applicant 
utilities provide additional impetus to minimize the ratepayer-borne 
costs of these programs. As noted above, the financing cos·ts at 8:% 

roughly half the co·st at 0% • 
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The-re- are ::..i9nific~nt differences between the service are-as 

of applicants and PP&L and PG&E. Still, as in the- eases of those 
utilities, the six weaeherization items available under applicants' 
existinq 8% 'P·rograms are, on the average r nighli" cost-effective, 

so that no individual ealcu:'ation is necessary to· justify 

installation. 
Applicants have a. joint conservation center in their overlapping 

Tahoe servi~ areas to maximize the effectiveness of the existing 8% pro;rams,. 
and eooperate in areas of overlap in Southern california as well. 'Ibis coordinated 

effort has increased efficiency and reduced ~eoessary duplication of efforts 
b::! the utilities. Applieants should continue, and if possible expand,. their 

coordination in further efforts to red1JCe pro;ram costs .. 

Cost-effect1 veness and efficiency will also be pr~ted 
by requiring as a condition of S" financing that participants install 

• packages of measures.. Packages have- ceen required in PG&·E I S ZIP" 

(D.93S91), SDG&E's aX proqrarl (D.93S·94), and SoCal's Weatherization 
Financing ;l1!d Credits Pr09rrun. (WFC:P) (0.82-02-135).. This ~ck~ge requirement 

• 

is ~~posed in order to ensure that ratepayer funds are invested 
as eost-effectively as possible, and is not intended to imply that 
homeowner inves~ment in individual measures is not cost-effective. 

I:l order to receive 8~ utility financing for any o·f the 
measures in the "Big 6," a participant must demonstrate that all 
measures applicable in his or her home have been installed. Of course, 
this requirement can be met by measures already in place, although 
new ax financing will be provided only for measures newly installed. 

A pac'kaging requirement is also imposed for those measures 
ceyo'nd the "Big 6" which require an Res audit to determine cost
effe~iveness. Utility financing will be made available only when ~ll 
"Big 6" items are also in place • 

.. 
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The three utilities proposed slightly differing lists 
of measures for inclusion if determined to be cost-effective by 

any RCS audit.. All included floor insulation, storm or thermal 
windows and doors, and cloek thermostats. In addition, Sierra 
also proposed to include wall insulation, Southwest aod CPN to 
include intermittent ignition devic~s (lIDs), and CPN to include 
attic ventilation in the form of fans or vents. Zero ana 8% 
programs aaopted by other California utilities have included wall 
insulation where cost-effective when the contractor can avoid 
condensation problems.. They have also included IIDs where cost
effective_ We will include these measures- on this basis for all 
three applicants here. We will also authorize CPN to install 
attic ventilation where demonstrated to be cost-effective • 
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In today's decision we also will set financing limit3 
on 8% weatherization, consistent with: those established for the 
weatherization programs ordered for other California utilities. 
These limitations are adopted to limit the immediate ratepayer 
impacts of the 8t pr09rams.. We do not imply that many residences 
could not receive larger investments cost-effectively. The 
financing limits are: 

1. Sl,OOO· for installation of all "Big 6'· 
measures, 

2. $150 for installation of attic insulation 
alone, 

3. S250 for ins.tallation of the five ""Big &" 
measures excluding attic insulation, and 

4. $2,500 for installation of the remaining. 
measures to the extent they are found 
cost-effective by a prior energy audit. 

The $150 limit for installation of attic insulation is 
based on the standard installation of material to the R-19 thermal 
resistance level. This limit is well above the average cost ($435) 
of the 331 installations at the R-19 level financed by Southwest 
du;-ing the first eight months of 1981 for S144,000. We recognize 
that substantially higher "'R'" levels o.f retrofit attic insulation 
are likely to be cost-effective' in areas, like Lake Tahoe and 
Big Bear, with 8,000 heating degree day climates. Should it appear 
necessary to raise the $750 limit to aChieve appropriate "R"' levels 
of retrofit attic insulation for these and other very cold areas 
we will reconsider this limit upon receipt of a filing by the 
utility which would justify modification of this limit. 

Onder these financing limitations, up to $-3,500 in cost
effective retrofit installation in each dwelling unit can receive. 
St financing. In multifamily residences, the $-3,500 limit applies 
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to each dwelling unit to be weatherized. In order that renters 
be eligible to benefit from the 8% programs, landlords will be 
able to sign financing contracts for their rental property. 
However, we will order the utilities to develop procedures to 
limit their weatherization investments to units which are occupied 
through most of the year, because investments in intermittently 
occupied units offer less potential energy savings. 

Additionally, we will limit eligibility for the financing 
progr~~ to customers whose primary space conditioning system is 
supplied by the utility providing the loan. Southwest will finance 
installations only in homes heated by natural gas, Sierra only in 
homes heated or air-conditioned by electricity, and CPN to electri
cally heated or ~ir-conditioned homes in its electricity districts 
and gas-heated homes in its gas supply districts. These programs. 
primarily save energy used for space conditioning, so ~t is 
appropriate that ratepayers who heat with propane, oil, or wood 
be ineligible to receive financing when almost none of· the benefits 
can flow back to- customers of the utility providing the financing. 

We will adopt liberal credit requirements for participation 
in applicants· 8% progr~, consistent with terms offered by other 
utilities in their weatherization financing programs. To qualify 
for an 8% loan, a customer must have been a customer o·f a cali,fornia 
utility for 12 months, with no shutoffs for 10 months prior to
applying for an 8% loan. Such credit terms have proven workable 
for other utilities. 

With the cost-reducing features adopted today, these 
programs will prove highly cost-effective as alternatives to- new 
supply. We recognize that nonparticipating residential ratepay~rs 
of CPN and SOuthwest will initially pay a minimal net cost for the 

creation of their programs. However, the Commission notes that 
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the flat rate purchases under which these utilities obtain supplies 
shift the burden of higher marginal costs to- customers of 
"wholesale" utilities. It would be inequitable t~ deny to, 
customers of CPN and Southwest access to, utility-assisted 
financing which is made available t~ residential ratepaye~s of 
other California utilities. Furthermore, if the unavailability 
of utility financial assistance led to lower levels of-conservation 
in CPN and SOuthwest service territories, larger volumes of 
traditional supplies would instead be purchased and consumed, 
shifting burdens onto customers of the ~holesale"' utilities .. 
Sierra's program is cost-effective to nonparticipants; as noted 
most recently in Socalts WFCP'decision (D .. 82-02-135o) a 121. discount 
rate is within the range adopted in Commission decisions, while 
20% is clearly outside that range. As staff calculations found 
Sierra's proposed zero-percent program, to be cost-effective 
assuming a 12% discount rate, the less expensive program adopted 
today will be even more cost-effective. 

Despite the questions raised on the record, there appears 
to be no uncertainty with respect t~ income tax treatment of 
revenues collected for the at financing programs.. Since taxes 
are levied on net income, there will be no tax problem associated 
with money both collected and spent in the same calendar year .. 
Under the balancing account procedures to be adopted today, there 
should be a very close match between eFA revenues and expenses in 
any given year. If an adverse tax rulin9 proves this assessment 
incorrect, the utilities will be required to notify the Commission 
promptly and to propose alternative financing methods which will 
minimize the incremental tax burden • 
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We will allow the applicants reasonable time to. implement 
this decision. The expanded at programs are to- be in plaee by 
November 1, 1982.. We note that PG&E, SDG&E, and Socal required 
on the order of four months to make their transitions to, full-scale 
programs in their respective territories. 

Each. utility will be authorized to- file tariffs to 
establish a CFA procedure, and to file for its initial CFA rate 
at the time of its next fuel cost adjustment filing. In the 
interim,. eaeh utility should push forward with implementation,. 
recording program expenditures in a balancing account for 
amortization in the first CFA rate~ 

We note that the showings by the three,utilities as to. 
the prospective operatin9 expenses of the proposed programs were 
not strictly comparable.. The first-year budget estimated.by CPN 

was substantially higher than that projected by Sierra,.. largely 
because CPN included a factor reflecting the principal amount of . 
loans to be issued as well as related interest costs, whereas 
Sierra included only the interest expense. Southwest provided 
no comparable budget estimate.. In any event, the expenses incurred 
by. each utility will be examined in detail in- the eontext of its 
periodic CPA rate filings • 

-40-



• 

• 

• 

A.6{)SS7 et al. ALJ/ec/md 

'Findings of· Fact 
1. Sierra's, Southwest's, and CPN' s programs to- provide 

interest-free loans to finance certain conservation measures, 
combined with their other conservation programs, would have the 
potential to achieve significant success in reducing the number of 
uninsulated homes wasting enerqy in their service areas, were they 
to be authorized. 

2. Sierra's 8~ residential weatherization program has resulted 
in only two loans in the two years of its existence. 

3. The majority of residences in Sierra's service area use 
oil, propane, or natural gas for space heating. 

4. The ax residential weatherization loan programs are 
reasonable and' have the potential to achieve siqnificant success 
in inducing retrofit investments in residential enerqy efficiency, 
at less cost to ratepayers than ZIP • 

S. In the late 1970s Sierra, CPN, and Southwest established 
a conservation center at So~th Lake Taboe. Throuqh this office the 
three utilities work cooperatively to promote conservation programs 
throuqh their ~ loan programs-

6. CPN has offered. an 8~ conservation loan program for the 
past three years. It has made approximately 40 loans in its Tahoe 
area and 200 in its other California service areas. 

7 _ SOuthwest has offered an 8X conservation loan program for 
the past two- years. The 8x program has been reasonably successful. 

8 _ Southwest is sharing a. conservation center in southern 
California with SOCal and Edison. 

9. To convert applicants' outstandin9' 8% weatherization loans 
to 0% would impose an additional expense on ratepayers without 
achieVing any added conservation • 
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10. The offering by applicants of weatherization financing at 
an interest rate of 8%, as opposed to O~r will provide participatinq 
eustomer interest payments to offset partially applicants' cost of 
providing financing. 

11. Applicants can achieve' reasonable penetration levels of 

weatherization in single-family and multifamily homes providing 
financing at ax interest rates. 

12. L~tations on loan amounts are appropriate to help- control 
program costs and to ensure equitable allocation of program money, 
amon~ potential participants in the 8% programs. 

13. It is appropriate to impOSe a financing limit of $1,000 

:or the installation of all of the "Big 6" measureS7 $750 for the 
installation of attic insulation alone; $2S0 for the installation 
of the five "Big 6" measures excluding attic insulation: and $2,..500 

for installation of the remaining weatherization measure~ to' the 
extent they are found cost-effective by a prior enerqy audit. 

14. Applicants should provide a~ finaecing for owner-occupied 
homes and rental property •. 

IS. The following measures, already determined to be cost~ 
effective, can qualify for s~ financing either with or without an 
energy audit: attic insulation, weatherstrippinq~ water heater wrap~ 
caulking,. duct wrap and low-flow showerheads ("Big 6" items·). 

16. If an energy audit demonstrates their cos·t-effecti veness, 
the followi!'lq conservation measures should also be eligible for ax: 
:i:lar:.cinq: wall insulation, floor insulation, storm or thermal 
windows,. storm or thermal doors, intermittent ignition devices., 
and clock thermostats. 

17. If an energy audit demonstrates cost-effectiveness, attic 
ventilation in the form of fans or vents shol.lld be eligiole fo·r 
financing by CPN • 
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18. It is reasonaDle to increase the cost-effectiveness 
of 8% financing efforts by conditioning participation on proof 
of installation of all ~ig'&~' measures. 

19... BefoJ:e mandatory requirements on the 'installation of 

particular measures are imposed~ a transition period, during which 
time customers will have the option of choosing any of the eligible 
measures for S% financing, is necessary to aid in the implementation 
of the weatherization programs. 

20. It is reasonable to allOW Sierra,. Southwest,. and CPN 
to recover the costs of their RCS and 8% loan programs through 
rates. They should file annually for rate offsets for the actual 
level of expenditures related' to, the RCS and S% weatherization 

programs. 
21. At the time of their annual offset filin9s,. Sierra~ 

Southwest, and CPN should present program. data reporting numbers.
of loans and measures installed, expenses· accrued, and projected 
efforts for the following year, as well as refined estimates 0'£ 

cost-effectiveness. 
22. It is reasonable to.require applicants to restrict 

availability of 8% loans to dwellin9s which are occupied 
substantially year-round, aceording to reasonable criteria to' be 
developed by applicants. 

23.. It is reasonable to require the utilities to monitor 
bid prices for the installation of eligible measures, and to' 
require that an additional bid be obtained by a c?stomer when a· 
bid is not within the reasonable range known to· the utility at 
the time. 

24. It is reasonable for applicants to establish. credit 
requirements for participation in :the 8% programs which balance 

the goal of maximum participation with the need to protect 
ratepayer funds • 
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2S. It is reasonable to incorporate in applicants I 8% loan
programs ancillary features consistent with those already included 
in 'the comparable programs of the major C~lifornia utilities. 
Conclusions of Law 

1. Sierra, Southwest, and CPN should be authorized to 
implement 8% weatherization financing programs as ~utlined in 
the following order and under the terms and conditions provided. 

2.- The'approved 8% pr09ramS are consistent with the purposes 
and requirements of the National Energy Conservation Policy Act 
of 1978 and the Energy Security Act of 19aO. 

3. The S% programs will not be anticompetitive in lending 
ox: any other relevant markets and will not violate federal or 
state antitrust laws. 

4. This order should be effective on the date signed so that 
applicants can most accurately plan and budget for implementation o·f 
their expanded 8% loan pro9rams. 

ORDER 

IT- IS- ORDERED that: 
1. Sierra Pacific Power Company (Sierra), Southwest Gas 

Corporation (Southwest), and CP National Corporation (CPN) (the 
utilities) shall implement 8% wea·therization financing programs 
throughout the California portions o·f their service territories 
in conformity with this. decision. 

2... Sierra, Southwest, and CPN shall offer 8% financing 
throughout their service areas, either with or without a prior 
energy audit, for the following residential energy conservation 
measures (measures), denominated the "Big 6" measures: 

a. Attie insulation~ 
b. Weatherstripping of all doors and 

windows which lead to unheated or 
uncooled areas (weatherstripping): 

c. External water heater insulation 
blankets with a minimum R-6 
insulation level (water heater wrap): 
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d. High-quality 10\o1-flo.\o1 showerheadsi 
e. caulking or sealing of major cracks 

and other openings in building 
exterior and sealing of wall outlets 
(caulking): and 

f. Insulation of accessible heating and 
cooling system ducts which enter or 
leave unheated or uncooled areas 
(duct wrap) • 

3. ~o the level found to be cost-effective in th~ course 
of a prior energy audit,. Sierra, Southwest~ and CPN shall: proviae 
S% financing for the following measures: 

a. Wall insulation: 
b. Floor insulation; 
c. Clock thermostats; 
d. Storm or thermal windows or doors 

for the exterior of dwellings; 
e. Electrical or mechanical furnace 

ignition systems which replace 
gas pilot lights (intermittent 
ignition aevices); and 

f. Attie ventilation in the form of fans 
or vents (CPN only). 

4. Sierra, Southwest, and CPN shall include the following 
terms and procedures within their 8% financing programs: 

a. Loan ceilings shall be imposed in the 
following amounts: 
(1) $1,000 for installation of all 

"Big 5" measures, 
(2) $750 for installation of attic 

insulation alone~ 
(3) $250 for installation of the 

five HBig 6 H
' measures 

excluding attic insulation, 
and 

(4) $2,500 for installation of the 
measures listed in Ordering 
Paragraph 3, to the extent they 
are found cost-effective by a 
prior energy audit • 
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b. After November 1, 1982, the utilities 
shall require as a condition of 8% 
financing that participating ratepayers 
demonstrate that all "'Big 6"" measures 
which can reasonably be installed in the 
dwelling unit are covered in the at loan 
package, or are already in place. 

c. Repayment of loan amounts shall commence 
within 30 days after issuance.. Both 
single-family and multifamily homeowners 
shall be eligible to participate. 

d. Repayment shall be over 50 months; however, 
minimum monthly payments shall be SlO. 

e. Every at loan shall provide that the 
balance due on any loan shall be repayable 
in full upon the sale or transfer of 
ownershi? (other than an exempt transfer 
as defined below) of the property on which 
the weatherization improvements have been 
made.. . 

f. Transfers to close relatives, as hereinafter 
defined, of residences which have been 
weatherized under the 8% program shall be 
exempt transfers not requiring repayment 
of the balance of the loan at the time of 
such transfer if the transferee assumes 
in writing all obligations of the trans
feror regarding the loan. An exempt 
transfer is defined as· a transfer to a 
husband, wife, father, mother, grandfather, 
grandmother, son, daughter, brother, or 
sister, including such relationships 
brought on by adoption or marriage, without 
limitation, such as stepmother, stepdaughter, 
daughter-in-law, or mother-in-law. 

g- The utilities shall monitor bid prices for 
the installation of eli9ible measures and . 
shall require that an additional bid be 
obtained by a customer when a bid is not 
within the reasonable range known to· the. 
utilities at the time • 
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All 8% loan applications shall include a 
notice advising applicant to obtain more 
than one bid and noting the utility's 
right to require an additional bid before 
approving the loan. 

h. For multifamily residences, 8% loans 
shall be available and loan ceilings imposed 
for each dwelling unit to be weatherized. 

i. All work financed under the at pro9rams 
shall 'be installed in accordance with 
California ReS standards and by a california 
RCS listed contractor or the customer. 

j. The utility shall promptly inspect all do
it-yourself weatherization work installed 
and financed under its 8% program, and all 
work installed by a contractor who has not 
yet demonstrated his or her proficiency. 
The utilities may develop procedures to· 
allow for the inspection of as little as 
20% of the work of individual contractors 
who have demonstrated their proficiency. 

k. All work financed under the program shall 
be covered by repair or replacement 
warranties equalin9 or exceedin9 those 
required by the State RCS plan, including 
a three-year manufacturerts· warranty for 
free repair or replacement of materials· 
and devices. financed under the 8% program, 
but including labor costs only for the 
first year as provided in the State RCS 
plan. 

1. All dwellings constructed prior to the 
effective date of this order will be 
eligible to qualify for S% loans, except 
that: 
(I) Dwellings not occupied substantially 

year-round shall be ineligible for 
financing. Each utility shall 
develop procedures for identifying 
such dwellings. 

(2) Each utility shall provide financing 
only in dwellings in which the utility 
supplies the ener9Y to operate the 
dwellin9' s primary space conc1itioning' equipnent • 
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m. To qualify for a loan the applicant must 
have been a customer of a california 
utility for twelve ~onths with no- shutoffs 
for ten months prior to applying for an 
a% loan. 

n. No a% loans shall be issued for work per
formed after December 31, 198&. 

5. Each utility shall file annual rate applications for 
" , 

future 8.% program and Res costs and shall ineIude the follOwing 
information in its presentations: 

a. An analysis of the 8.% program and RCS. programs 
from the date of the start of the programs or 
from the date of the last filings, as the case 
may be, to the date of the current filings 
which show: 
(1) The number of households audited, 
(2) The number and type of conservation 

measures financed, 
(3) The costs of the audits,. 
(4) The costs of the conservation 

financing prQ9ram, including 
administrative costs, loan costs, 
and the costs of the conservation 
measures, 

(S) 

(6) 

(7) 

The energy savings experienced from 
the measures installed, 
The overall costs of the energy 
conserved, 
The specific techniques and 
efforts which the utility has 
employed to reach the low-income 
market, the elderly, and minorities, 
with its S:% .. loan and RCS prO<}rams 
together with a sUltIInary of the 
results of its efforts to- penetrate 
such markets • 
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(8) The specific technierues ~nd " 
efforts which the util~ty h~s; 
employed to reach the rental' 
market with its 8-% loan and ReS 
programs together with a summary 
of the results of its efforts 
to penetrate such market, 

(9) Data on the actual market share 
of weatherization products and 
measures financed under the 8% 
loan program, and 

(10) Data on the hiring of auditors 
and inspectors relating to the 
utility'S affirmative ~~tion 
responsibilitie'-o ' 

b. Any requests for proposed changes in the 8% 
loan and Res programs to im?rove their 
efficiency and cost-effectiveness. 

c. Any state or federal tax rulings which 
may have the effect of increasing revenu~ 
requirements associated with the programs • 

6. Sierra, Southwest,. and CPN ~re <luthorized to· establish 
balancing accounts in which they shall record expenses and revenues 
associated with the 8% loan progr~ms.. The balance in each of 
these accounts will be the basis for setting a CFA rate for each 
utility, the revenues from which shall be credited to the 
balancing account. The CFA. rate shall be readjusted each year 
to provide for recovery of estimated expenses for the following 
year, and to amortize any overcollection or undercollection 
from the preceding year. Each utility shall file its initial 
CFA rate application at the time of its. next fuel cost adjustment 
filing, and shall include for accounting any expenses and revenueS 

accruing to the ba·lancing account between the efiecti ve date of 

this decision and the time of such filing • 
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7. CPN is authorized to establish a balancing account for 
its Res proqram as requested to cover cos:ts in excess of expenses 

allowed in its 1981 adopted test year when general rates were 
last set. 

This order is effective today. 
OatedJUl 21 1982 t at Sao Franciseo-, california .. 

JOH~ E. BRYSON 
President 

JlICfIARD' 0; CRA V'ELLE 
VTCTOR C\r .. vo 
PlUSCrU.A c. GREW 

Commis..~i¢net> 

C~mmissioner .k¢nnrd M.· Crimes. 1~ ... 
b~n:: t1e<:CNs.vily absent. did not 
'Oo::rticip.':.te. 
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~he utilities will be reimbursed for their expenses 
through rates charged to customers. Balancing accounts will 
record expenses of the RCS and 8% loan programs, and revenu~s 

. ~ __"'" - .. . . - . . u..·· .. . - - . 

from repayment of the loans. The rate adjustment will be recalculated 
annually. 

The utilities will be able to "'supply" energy through 
conservation at far less cost than ~_~ew gas or electricity supplies 
were developed to provide equivalent ,\ounts of energy .. 

I. Procedural Background and Positions of Parties 
\ 

Sierra, Southwest, and CPN each filed an application for 
authority to implement a zero interest fi\ance (ZI~) plan and to, 
recover the expenses incurred.!/ Because\ these utilities plan 
to implement their Res audits and ZIP referrals on a consolidated 
basis around their Lake Tahoe service areas hnd because CPN and 
Southwest plan to work cooperatively on weath~rization in their 
combined service area, the applications were c'onsolidated for 

hearing_ . ~ 
Duly noticed public hearings were held Octob~r 5, 1981 

and November 23, 1981 at san Francisco before Adm'nistrative Law 
Judge Banks. The matters were submitted. subject tb, the filin9 of 

briefs due December 21, 1981. \ 
Public Witness Testimony 

October 5·, 1981 was set aside to take public witness 
testimony.. No members of the public attended the hear\ng_ 
Sierra (Application CA. )6-0SS7) \ 

Sierra serves a primarily residential load in alifornia 
with over 99.5% of its customers purchasing power at lOO\kilowatt (kW) 

demand. or lower. 'l'his is 76% of all sales other than resale. Over 
85% of its California load is centered in the Lake Tahoe Basin. 

!! Sierra entitled its. proposed plan Interest Free Financin9 (IFF)~ 
Southwest and CPN entitled theirs ZIP. For convenience, they 
are~r~inaftQr.referred to collectively as ZI~. 
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Sierra proposes to include in its electric tariff a 

conservation financing adjustment (CFA) provision which would use 
advice letter filings to reflect the costs Qf conservation programs. 

Under the proposed CFA procedure, Sierra would submit its 
progral":\ for approval prior to the expenditure of any funds. Any 

subsequent requests for new finance plans or modifications of 
existi~9 finance plans would be submitted by advice letter filing. 

It proposes that the Commission approve those plans which 
it deems appropriate aod authorize recovery of. the cost o·f such 
conservation projects through adjustmeots of customer rates. The 
rate adjustments would be by periodic advice letter filing and 

\ 
~e designed to cover costs in the ensuing 12 months. Any balance 

\ . 
in the CFA account whether positive or negative would be amortized. 

\ 
Advice letter filings are requested for CFA filings so that authorized 
changes for the CFA rate will occur concu~fentlY with energy cost 
adjust.'"nent clause (ECAC) rate changes. \ 

Testifying for Sierra was William C. Branch, vice president 
and comptroller~ Nathan J. Shafer~ supervis~r of regulatory compliance, 

\ , 
William A. Bowers,. economist for sales forecast~ and Jack C. McElwee-, 
manager of the rate department. \ 

contained 
for approval 
of imple-

Branch reiterated the details of the propos3l 
in the application. He explained that wi th t~e reques.t 
0: its IFF proposal, Sierra desires to recOVe~\the cost 
~entation by adjusting customer rates. 

As noted in the application an ener~audit would be 
perfor::ted for each customer expressing an interest in the IFF program. 
He explained that ins.tall.:ltion of the measures d'ecided on would be 
done in accordance with the State ReS progr.:lm. \ 

Branch requested that Sierra be re~uired to provide IFF 
financir.g ,only to residential customers wi th elec~iC space heating'. 
Re noted that earlier conserv.:ltion programs supplied conservation 
measures to customers whose homes were heated by l?'r~pane and oil as 
well. He estimated that 5,000 of Sierra' s resident~al cus,tomers 
have electric space heating, compared with 8.,000 Wh~e homes are 

\ 

heated :rom other sources. ;!e recom!neneed that the gas utili tie-s 
be required to provide any financing to residences· h;ated by gas. 

Branch st.:lted that Sierra is wholly eOrl".mitted to the 
conservation et~ic at all levels of management Q3 demonstrated by 
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month of the program· that a more active level 
of participation. would be reached 60 that the 
&1DO\mt of loans outstanding would increase 
during. the phase in period of the program. 
the principal amount would be financed by the 
customers and it was estimated there would be 
approximately a three-month lag in the 
cOt'.llDencement of the principal payment. '!'bus, 
during the first year of the prog.ram,. nearly 
one-half of the principal amo~t would be . 
financed until the reven~ is recovered from 
the customers. The interest e~nse was 
calculated at an annual cost of\ 201., tbe 

::::l:~:~ :::~:e the~~ is an uncertau.ty46 t.>-

whether the IRS· would treat the first year\estimated' requirement of . 
$223,600 as a taxable item-, the actual amount could double if an 

\ 
adverse ruling is rece1ved_ This amount represents an annua-l expense 

\ 
on a per customer basis of from $12.50 to' nearly $-23.00 •. Again, 

\ . 
however, no effort was made to explain why to\tal revenue would be 
taxed, rather than any net income remaining a~ter ZIP expenses -were 

accounted for. . \ 

For its elec~ric districta. he stated CPNhas currently 
pending before the Commission a request for a Irate increase o·f 

\ 
approx1ma-~ely 2n~ With the attrition allowance for a-l1 of the energy 

districts to be effective January 1, 1982, cust\omers already have.an . , 
.dequate incentive to conserve .. 
Commission Staff \ 

.Testifying for the staff were Grayson Grove, senior 
\ 

utilities engineer,. Conservation Rrancn; Robert Benjamin, research-'; \ analyst, Revenue Requirements Divi8i~ and Herbert Chow, financia'l 

examiner. . ' \ . 
Grove reviewed the proposed ZIP applications and discussed 

\ 
the problems A Z.IP program would cause the three applicant_s .. ) He 

, '()"'ro-' 
s.tated that he believed the concerns of the applican.ts as eo;. the· 
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wisdom of !mplementing a ZIP program, at this time were genuine. 
He stated. that over 501. of the customers at Lake Tahoe are see;oud 

bomeowner. with energy consumption at a.bout the same percentage. 
tb.is, be believe8-, indicates that permanent homeowners are' 
practicing conservation while second homes (rentals) are using 
more energy per day when occupied. He concluded- that permanent 
cuatomers do not appreciate the limited' conservation practices of 
renters. 

Of equal importance is t~e concern over what bcco~es of 
the energy saved by customers. Grove stated most of tbe natural 
gas nved by cm would go to Southwe\ t, which,. in turn.,. would be 

, \ 
sold to lower priority customers located in Arizona or Nevada. He 
did not address the net revenue impac~ on CPN t s Califo,rnia ratepayers. 

of such a hypothetical transfer of gas '~emand out of state. Grove 

asked the rhetorical question of whether\ the cost of the ZIP program 
could, as alleged by C~, cause customer~ to switch t~ somealternat~ 
fuel or conserve to the point where a rat~ increase would, be necessary 

- \ 
in order to maintain its operation and kee~ it financially sound .. 

He stated that after reviewing other staff witnesses' 
testimony he concluded that the utili ties t doncerns canno,t be solved 

\ 
and that the cost-effectiveness of the ZIP p~ogram. is questionable 
for some of the utilities in certain service territories. If one 
utility can be exe~pte~ due to a special probl~,~. Grove believes 
all should be exempted! otherwise. the Commission would have a 

/ , 

credibility problem.. He stated that perhaps this is- not the tilDe 

to implement ZIP programs. Because the test programs of Edison and 
PG&E have been disappointing a ZIP program-should not be required of 
the smaller utilities, until the larger utilities can implement a 
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productive proqram ~th proven results. When data substantiate 
that ZIP is cost-effective systemWide for the larger utilities 
through savings measured at the meter, the smaller utilities should 
again be requested to file. He stated the subsequent filings 
should seek a solution to various concernk; assume a hiqh (20~) 
customer participation the first year, and\show the financial 
. h 1 f d ~i~' "h ' ~~pact on t e uti ity. I un er er~ter~a t e program ~s' not 
cost-effective;-Grove believes it should be\so stated and 
substantiated in the application. \ 

'77 Benjamin testif~ed ':~the cost-effectiveness of ZIP-
plans p=oposed by the three applicants. He stated that he used 

\ 
the ~~e cost-effectiveness methodoloqy used in the Southern, California 
Gas Company (SoCal) Weatheriza~on Financing \nd Credits Program 
application (A.60446) and San Diego Gas & Elect~ic Company (SDG&E) ZIP 

\ 
application (A.60S46). He concluded that the societal cost of savings .Of all ~easures together (in the market penetration assumed) is lower 
t~an t~e assumed societal marginal cost and thus appears societally 
eost-effective. He stated the prOQ'rams could be made more societally 
cost-ef=~etive by removing floor insulation, storm windows, and storm 
doors :rom the pro<;%,am as they are conSistently the least cost-effective 
conservation measures • 

• 
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higher rates for custaners, multi-billion dollar Clpibl 
requirements for utilities,. and unchecked proliferation 
of poNer plants. Energy growth of these proportions is 
simply not sustainable... Reducing energy growth in an 
orderly, intelligent manner is the only long-term 
solution to the energy crisis. II· . 

'lhat decision directed utilities to take aggressive steps to achieve conservation 

.goals~ . \ . 
!he Commission's encouragement of utility conservation activities 

has included adrronitions that these activities J cost-effective. Included 

i!'1. this cost-effectiveness g~ is further direeJion that utili ties operate 

their aeti vi ties #oo-as- to· avoid unnecessary rate~yer expendi tures-
~ deferring the tmplementation\of a·ZIP program for 

SDG&E in D.93894 dated December 30, 1981 ,e stated: 
itA consumer considering home weatherization 
investments must decide whether to invest hundreds 
or even thousands of dollars in improvements whicn 
will be cost-effective over a five to ten year 
span but require an immediate commitment of funds. 
the Commission has recognized the\1mportant role 
pUblic utilities can play in making such invest-
ments mor~ attractive. ~ 

"I'b.e utilities have direct and regular contact with. 
race~yersJ professional expertise regarding energy 
efficiency measures, and access to financing. They 
occupy unique positions fromwhicn to speed the 
penetration of energy efficiency devices. Thus, as 
energy costs have risen steadily, the Commission 
bas moved &tep by step to adopt policies directing 
utilities to expand their involvement in conserva
tion financing .. 

"In early 1975, the Commission ordered utilities to 
provide 81. loans with extended payback periods. to 
finance ceiling and attic insulation, and to offer 
information and installation services. Statewide, 
utilities have provided 87. financing to hundreds 
of thousands of residential ratepayers. PG&E: has 
been the leader in this effort. We note here, how
ever, that Southern. California Gas Company (SoCal) 
is now arranging several thousand 81. loans per week, 
to finance attic insulation. In contrast, .. evic:tence 
in this proceeding. indicates tha t SDG&E has 
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