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MﬁIcoLm-H’ Furbush 'Rober* Ohlback, ‘and Kermit' R~
Kubitz;- Attorneys at Law, for: Paczfxcﬁﬁas-ana
Electric Company, appllcan:

- John' Chandley, Attorney at Law, for Calzfornxa
-Energy Commission (ERCDC), intervenor. - ==

Brobeck, Phleger & Harrison, by Gordon E. Davis B R
and William H. Booth, Attormeys at Law,: for. il i

, CallfornanWanufécturers Association;- Jom Paul
Fischex, Attorney at Law, and Edward zze R
for: Clty of Palo Altos Roll;n'E.‘Wbodbuxy
Barnes, and Rmchard K. Durant Attormeys at Law,‘,_ e
for Southern {allfornia Edison Companys Gordon .
Pearce and Vincent  P. Master, Jr., Attorneys
at Law, for Sam Diego Gas & Llectric Company;
Robert Spertus, Attomey at Law, and Svlv:.a M’
Siegel, for TURN, Consumerxr Federatxon o e -

irornia, San Francxsco Consumer Actzon

Consumers- Coop of Berkeley, and-Residential-’
Consumers; Clara R.. Redwine, for Bakke -~ .
Engineering; Koy AL er, Attorney at Law, and
John Geesman,  for 1fornia Citizen® Act;on
Group; and Arthur C. Schwartz, for .. -

Schwartz & Curtis/Engineers and Callfornxa
Society of Professzonal Erglneers- 1nterested
.parties. . . T

Peter Arth, Jr. and Ma:y Carlos, Attorneys at’ .
Law, Walter J. Cavammarc, K. K. Chew,-H. Sipe,~ -~
and George Amaroll, 1Or the Cotmission statf.
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Interim gginion
Establishing Balancing Account ... ...

-

In ‘an interim opinion in’ this matter,’ (Decision No. 86940
dated February 8, 1977) the Commission denied PG&E's request to
include a conservation program adjustment clause in its tariffs;
however, it authorized PG&E to establish balancing accounts for gas
and electric comservation program costs.. The Commission concluded
that PGEE should expedite commencement of expanded conservation
programs and that it should file an amended application to obtain
offset relief therefor. R B

~ In Decision No. 86940, the Commission stated:

"(1) immedizihe efforts by utilities toward

promotion of comservation of energy is

necessary and in the public interest, (2)

expenditure of substantial funds by PGandE

will be required for the development and

implementation of consexvation g:ograms in

oxder that optimum results may achieved,

particularly so during the initial stages

of the promotional efforts, (3) expenditures

for cost-effective conservation programs

constitute legitimate public utility expense

for which the utility is legally entitled

to be compensated from its rates for utility

services, and (4) utility gemeral rate cases

ordinarily involve e multitude of issues . . -

requiring careful comsideratiom and~~ -~ oo oo

proceedings in those cases usually require

considerable time to final determinatiom.

Those facts establish the necessity of time

if any substantial conservation programs.

are to be undertaken by utilities without

de]_ay_" o e S L

The Comaission further stated.im Decision:No. 86940 that

the proper procedure to be followed by PG&E in the'matter of
comservation programs is: 1T Tt o o i

*1. Each year to file an ébﬁliéaﬁiéﬁ'setting forth
supplemental comservation programs for the
coming calendar year and the expense thereof
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which are not included in’the.then .current: ii.lui.
rates or considered in a pending- genexal-

rate increase proceedln and for which zt
requires offset rate relief.

Subsequent to that. apbllca ion, and during

- that calendar year, if PG&E desires to -
undertake additional programs which would
require significant funding as to requlre
immediate offset rate relxef or if the . .
balances in the account are so uneven bhat
immediate rate adjustment is- lndlcated, it
should file an application.

ntil determined otherwise by the Comm_sszon
any p*ogram which involves capitalization of
expenditures and would have an effect upon
rate base, and from which PG&E- desires to
recover depreciation expense or a return
upon its capital invested in the program in
the form of an offset in rates, should be
included in an application.

Commence the hxrrug and uraznlng of new
employees now and implementation of new
programs as soon as possible. Establ_sh
the necessary .accounting. procedures. for
supplemental programs and a balancing

~ account. for xelated conse:vatxon expendztures
~and revenues " m“- § :

Supplemental Interim Obznzon

On Februvary 23, 1977 the Commxssmon lssued in this matter
a supplemental  interiwm opinion, Deczsxon No. 87010, which stated:

"This supplemental interim oplnzon is- 1ntended to
further emphasize the- Commission's views with
respect to the utilities' conservation efforts
and the procedures whereby conservation programs
will be reviewed in thls and subsequent pro-*

- ceedings. o e

"(1) The comservation programs should be
started now._ﬁ o
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Utility mansgement has full diseretion

in implementing conservation programs. . ..

- It is recognized that some new . .

irmovative conservation measures are
experimental in nature and not all 1 . .-
will prove cost effective. It is-not _
our intention to later disallow ’
operating expenses for such programs :
unless we determine that management .

has not acted prudently. -

Improper or imprudent expense charges
to the balancing account will not be
allowed in ratemsking. : o

The effectiveness of PGLE's comservation
prograns and the vigor and imagination
of its conservation efforts during 1976
are being conmsidered in detail in~ = -
Phase II of the current general rate -
proceeding in deciding upon a fair rate
of return. The effectiveness of its
1977 and subsequent comservation
programs and the vigor and imagination
of its current and future efforts will
be considered in future gemeral rate
proceedings in deciding upon & fair
rate of return.

Conservation programs which include
major customer incentives mmust be
approved in advance by the Commission
¢ither in a general rate proceeding or .
in an offset proceeding. Other programs
need not be considered in detail im - o
these offset proceedings. The procecdures
will deal with establishing a reasonable

initial level of offset rates.
With respect to the extracrdinary pro- = -

cedure of offset xelief and the = ~
establishment of a balancing accounit, we
‘wish to reiterate that procedures along -

the line suggested are temporary measures
Lo provide means for temporary problems.
At such time as annual expenditures for
conservation efforts are fairly constant: -
in relation to total expenses, the . -
special procedure and balancing account “-
can be discontinued.”

-5




Hearings oun-the - LI e o 3:1[1:?
Amended Application DR Lo e

Public hearings on PG&E's amended application were held in
San Francisco before Admznistratzve Law. Judge James F. Haley on April 25
through 28, 1977 and on' May 6, 1977.. The matter was taken under
submission upon receipt of briefs on,May 23, 1977. 1In addition to
applicant, the following parties part clpated zn the hearings: the
California Energy Resouxoes Conservntzon and Development Commission
staff (ERCDC), the-city of ?alo Alto, Bakke-Engineerxng, the California
Citizen Action Group, Schwartz & Curtis/Engineers, California Society
of Professional Engzi Mee*s, Toward Utnl ty Rate \ormalizet on (TURN), and
the Commission staff. G “~-;;u;w,. R :
PG&E's 1977 SupplementaT Prog;gm

PG&E's proposed 1877 snpp emental program package extends to
six majox conservation areau:' (’) home 1nsu1atxon- (2) efficient
appliance design and operet:.on- (3). energy conservation homes; (4) .
commercial, zndustrial and- agriculturel conservation equipument,
processes, operations, and construction (C*A) (5) solar energy; and
(6) general.

In addition to the above program.areas, PG&E is participating
in the development and 1ntroduction of" conservation oriented rate designs.
Included in the esmoumts which PG&E is proposxng to recover in this offset
rete proceeding are the costs of certain conservation rate research
programs which have been ‘orxdered by this Commlssion in various cases but
which have not been included in expense estimates for the test year 1976
in 4spplications Nos. 55509 and 5551C. . These rate design programs
include: (1) time-of-use’ rates, 2 marg;nal costs, (3) load deferral
rates; and (4) alternmative 'ate des:gns (inverted rates, penalty rates,
lifeline rates,- etc.}; ' L ~

PG&E s total 1977 supplementel conservntion program is estimated
to cost $21.4 million. Ihis is in addition to PG&E's projected baseline
program for. 1977 of approx;mately $8-million.rp;7; - | _
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.. Proposed Report.of. .. o
" "the Administrative Law Judge :

‘On’ September 29, 1977 ‘a proposed report was .| issued, with
exceptions to be filed with the Commission not later than ‘October 19,
1977." Persons’ not wishing to file exceptions to. the report were. Anvited
to f£ile comments, ‘waich they were not required to serve upon other
parties. '

'Exceptions to the“proposed:report‘uere --led by PGGE and “TURN,
and comments were filed by the city of Davis and the cify of halm:t.y
Replies to exceptions were filed by PG&E and the city of Palo Alto.

The Commission has considered the above exceptions and the
replies thereto, as well as the above comments. In addition, the _
Commission has reconsidered Decisions Nos. 86940 and 87010 quoted from
above and herein ‘reaffirms its gemeral policy and position 4in regard to
the important roIe of conservation amid PGEE'S overall program of
operation. .

waever, we have determined that our prior orders establishing
both a comservation balancing account and a procedure for prior
Comission approval of specific conservation programs do not constitute
the best regulatory procedures for promoting & sound and effective
conservation program for -eview within the .otally integrated operations

of PGLE.

DTSCUSSTON

The Balancing '
.. Account-Offset Procedures

. There have been objections and"concerns”erpressedlh}?various

- parties in. this proceeding on our separate conservation cost offset

balancing- account’ approach. Me—have considered the evidence, positions,

‘e o . . o B T I

1/ Exceptions were tendered for filing by the Commission staff on'~
November 1, 1977, and comments were received from ERCDC on
October 24 1977




and arguments of all parties. This opinion orders the balancing account
established by Decision No. 86940 abolished: There are”seversl regsons
for this decision.‘ | ) o

‘ ' First, we are reluctant as.a matter of policy to employ
offsets. (See p- 5 supre ) Traditionally, offset applications have

been entertained to grent rate relief because of sudden sign‘ficant
increases in utility costs which had great. impact on, utility operations.

| We could not afford to wait for a general. rate case decision to grant

" relief because of the possible devastatlng effect on the utilzty.w,

Absent such spec 121 c_rcumstsnces, the sound regulatory,procedure is to

consider all util ity expense componeﬁts in & general reveme requirement
proceeding. This best assures that excessive revevue increases oxe not

' au.horfzed as a resui. of allowzng twice--or duplicatingr-expenses.

Such’ is particularly the cese involvlng expenses for conservatxon

programs, “for the utility employee force may be involved with conservation

activzties as well as the usual utility operetional functions. Offset .

ratemaks ng is a fragmentary, pzecemeal approach that can have pitfalls,

and st ould not be employed except in unusual circumstances._«_,_,

_ Also, we have st-eaml ned our procedures for processing
general rate ceses, and any need for offset ‘relief as a prectical »
consideration in view of reguletory delay is no longer, in our opinion,

a reason for entertaining offset applications.

We have before us,- dn-tRe- early stages of hearing, PG&E'
general rate proceeding (with a 1978 test year), Applications hos. 57284
end 57285. Tkat is the proper forum for ?G&E~to submit. its proposed
test year expense for conservation programs, and.to explain and justify
_‘the reasonableness of the propesed efforts.. Any incremental-revenue
ﬁincrease needed for conservation efforts can be reflected in base rates
as we adopt a rate design. We do mot expect this process to delay
“'those. proceedings. Ll amwelond o : R

L P ,
- l,'....u.u,.. B L
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. This: opiniorr should not- be taken to mean we. think PG&E-has.
already undertaken sufficient measures-to effects c.onservation, ox. that
conservation is of any less importance to this Commission. -.Conservation
is a source of energy supply for California. Through increased
conservation, existing gas supplies will last longer and .gas will-
continue to be available to California for both residential and - -
industrial use, which is so vital to the State's economy.: - Lz.kewise
additional conservation of electricity can delay.the qostly,construct:.on
of new generating facilities, resulting in savings to ccasumers as well
as postponing further environmental disruption. A vigoi-ous and effective
conservation program is clearly a utility responsibility- - We have taken
the measures we can to provide utility managemc:nt, the inc.enti.ve to
give comservation efforts high priority. - And as we have _,p_r‘evi_.puslyv
announced, if we f£ind inadequate efforts to promote conservation, we
will not hesitate to make a commensurate downward adjustment to.the
authorized rate of returm. This is yet another reason we will review
and evaluate PG&E's conservation efforts 'i.n .a _general rate .proceeding.
For we-are then in a position to .evaluate past efforts-(and consider
whether any rate of return adjustment is appropriate),.and at the same
time review proposed programs -and . -their estimated A_expense»»-levels as we
-set rates for the future. - e S . . o

PG&E may have already ple.ced some incidental expense amounts
in the balancing account. That incidental expense should, in view of
the abolishment of the balancing account, be appropriately expensed.

The expenditures for- 1978 -will be. cons:.dered fo:: the 197 8. test yea::
expense in the general ra.te proceedmg. oo
Home Insulation Assistance Program : _

' PGS&ETs home insulation assistance prOposal consn.sts of a
£ inancing program ‘an insulation incentives. program, an’. insulatz.on |
'representatives program, and a low-income insulatn.on management - program.

_The home: insulation assistance. proposal is.the: most expensive part of

e -,‘./n - _'» -
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the 1977 supplemental conservationm program. ~It' is estimated to cost
- in excess of $6.1 million, or more than one. quarter of the:.cost.of the
total supplemental program. . I ' L A A NSO

" PG&E has proposed an insulation assistance program:which
would accomplish by 1981 the retrofit ceiling insulation ‘of 90 percent
of allfstructuraliy”suitdble'existingLowner-occupied;asingle-familyﬁc
dwelling units in its service area. Iansulation would be~inStalledrto_
~an’ R=19 standard, or such other standard as may . subsequently . be :
established by ERCDC. The evidence.shows that PG&E's home«insulazzon
program package would be highly cost-effective. "~ .0 -=ltuni oo

Insulation Financinz ~ A major component of "PG&E’S. overall
home insulation undertaking is financing. Insulation financing upto
an $800 maximim would be made available to those customers - desixing to
defer payment. Under PG&E's proposal, loans could be prepaid with no
interest charges during the first 60 days, or in ‘equal monthly install=
ments at a one percent per month interest rate-over the balance ‘of a
‘ 36-month pers od.z/ According ‘to PG&E, its cost would'be $31.33 per..
home. The life ¢ycle savings for the insulation: financing program,is
estimated by PG&E at 55 million-therms. S

‘The Commission staff recommends that the fnterest Tates on

insulation loans be set at seven percent instead-of at the twelve percent

e

PR
Rpa

L

Insulation financing by utilzties is speczfically authorized by
Sections 2781 through 2788 of the Public Utilities Code of the -
State of California. Section 2786 contemplates repayment -of the
balance due on insulation financi ing. during a period of 36 months
following completion of work, or at such greater rate of repayment
as the customer may clect. PGSE'S proposed program with an-.
interest rate of one. percent per mouth after the first 60 days ‘and
& 36-month repayment period is consistent with the provisions"of

the home insulation assistance and- financing sections of.the Public
Utilities Code.
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level proposed by PG&E. The staff also recoumends that PG&E's
iasulation financing program be modified to limit the maximum loan at
$500, and that the repayment period be extended to a maximum of 60
months. '
ERCDC recommends approval of the home insulation loan program
th an interest Tate of seven percent or less, and a maximm payment

schedule of five years. The justification for these modifications is
that marketing surveys show increasing customer appeal with'reduced : -
interest expense and that' increasing the payback time could reduce - o
monthly payments to a2 level close %o that of the savings- realized: on the
average BILL L o T T e L UL e e n e

' We are Cirecting PG&E to implement the insulation assistance:
loan program. However, we are of the opinion that the maximm amount of
such loans should be $500. - That amount will insulaterattics in most
homes to an R-19 standard.’ ' The interest rate proposed: bym@@&&plve'-
percent) is in our opinion’ excessive. - The seven percent rate proposed’
by the staff and ERCDC is too low.  We are adopting an. eight. percent .-
interest rate, which is closer to PG&E"s cost of money.." The staff's:. .
proposal for a 60-month maximm payback period would make the program :
more acceptable to the public, whose acceptance and paxrticipation Is ™
the gzoal, and we will approve such & maximum payback pexiod. - - . :

: - Questions surrounding home insuletion programs: are also
currently before the Commission in Case No. 10032, affecting 2ll.energy
utilities. Oux determination in: this order may be modified.by.our . .
further decisions im that proceeding. A

e s s e
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As:to the many other programs proposed in the proceedings,. -
the Commission will reserve judgment until its decision in PGE&E's & i'or
ongoing general rate Applications Nos. 57284 and 57285. Wnilenot . .=
commenting on most of the specific proposals reviewed in these : - .
proceedings, we mevertheless wish to emphasize that the level.of effort
they represent is generally comsistent with what the Commission views:
as: a reasonable conservation progrem and that there should be no delay
whatsoever in implementing: such a program.:.The opportunity:to .eaxr. -
a2 12.83 percent return on equity being afforded PGLE by Decisiom | ;.

No. 88262 issued today in PG&E's rate stabilizationm Application ..
No. 57556 provides -additionmal  reverues more than sufficient to fumd a-~ Py
substantial consexvation program prior.to a f£inal decision in the PGLE
general rate proceedings. . Nevertheless, -it: should be emphasized again
that, as stated in Decision No. 87010, the breadth and effectiveness of
PG&E's overall conmservation program during 1976 and 1977 will be ..
considered in making the final determimation of a fair rate of returnm..

Parties to this proceeding raised: various issues- that were
premised on PGAE's obtaining offset rate relief. | Such issues ‘are moot:
because: we are denying the offset weldef, .. . ... =0 oelizo g
Findings R AR I AR SO LN Tt e
1. The balancing account established by Decision No. 86940 for
PE's gas and electric conservation program costs should be ebolished.

2. PG&E should present its proposed conservation program and
the estimated -associated expenses in its general rate proceeding.

3. PG&E should continue with 2 vigorous and sustained effort to
encourage the conservation of gas and electricity. Such efforts are

e e e
PR




an essential element of sound utility management and responsibility
in this time of diminishing energy supplies and rapidly escalating
construction costs.

4. DPG&E's insulation assistance loan program is reasonable, as
modified by this order, and PG&E should be directed to proceed with
its prompt implementation. '

5. PG&E should advise the public of the availability of the
home insulation assistance program.

6. No determination should be made at this time with respect to
the reasonableness of the other comservation programs submitted by
PG&E and other parties. The propriety of implementing new or contimuing
PG&E's other proposed energy conservation programs and the expenses
associated therewith should be considered in PGEE's general rate
proceeding. _;__‘u_

7. To insure that the home insulation assistance-pf@ﬁ%ﬁﬁ is
implemented at the earliest possible date, this order should be issued
effective the date issued.

Conclusions of Law |

1. The $21.4 million of offset relief requested by PGSE should
be denied. ' :

2. PG&E should be directed to implement an insulation assistance
program, including the associated expense in its 1978 test year results
of operations showing in Applications Nos. 57284 end 57285.

IT IS ORDERED that:

1. The request of the Pacific Gas and Electric Company (PG&E)
for $21.4 million in offset rate relief is denied.

2. The conservation cost balancing account established by
Decision No. 86940 is abolished. ' |
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3. PG&E is directed to implement the home insulation assistance
loan program within sixty days from the effective date of this order.
That insulation assistance program shall provide a maximum of $500
at a rate of 8/12 percent interest per month (8 percent per anmm),
with a maximum payback period of sixty months.

" 4. PG&E shall forthwith undertake to advise its customers of
the availability and texms of the home insulation assistance program
with a bill imsert. The proposed bill insert should be submitted to
the Cormission staff for review and approval within twenty days from the
effective date of this orxder.

S. This order may be modified with respect to the terms and
conditions of the home insulation assistance loan program as a result
of a further order in Case No. 10032. .

The effective date of this order is the date hereof.

Dated at San Franclsco , California, this ‘2 QA

COMMLSSLONeTS

Commissioner Claire 7. Dodrick, helng’
i

Ll
zecessarily adsent. dld not
in <he disposition of +thls prococdisg.

articimate



