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Dec ision ‘\TO -

BEPORE TEE PUBLIC UTILITIES COMMISSION OF TEE STATE_OF CALIFORNIA

Investigation on the Commission's )
own motion into the feasibility of ) o
Establishing various methods of ) IXI No. 42
providing low-interest, long-term ) (Filed April 6, 1979)
financing of solar energy systems ) :
for utility customers. )

: S - )

(Appearances are listed in Appendix A.)

INTERTM ORDER

On January 2, 1980, the Commission delivered a report to
the Legislatﬁre entitled "Financing the Solax Transition}” which
represents the views of this Commission ¢oncerning long-teﬁm,'
low-interest financing of solar enexrgy devices by regulated energy
utilities. That report, in part, reflects an analysis of the
record to date in OII 42. Based on that record, we have made the
following findings which lead to the conclusions that: the four major
privately-owned gas and electric utilities having their prmmary serv:ce '
areas in Califormia should promptly develop demonstrat;on programs as
recommended in our report to the Legislature. Findings 1 and 3 are
based in part on official documents of this and other government
agencies of which this Commission takes notice.

Pzndmngs of Fact

1
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1. Since 1974, utility rates have increased at a compound
annual rate of 24.9% for gas and 15.2% for electricity. Since
1972, fuel oil prices have increased at a compound annual rate of
27.2%. All of these increases exceed the general rate of increase
in the Consumexr Price Index which has been 7.7% a‘year since 1974. (
2. Use ©of seolar enexgy to heat water is one of mAnYy ways to

help consumers stablize ene:gy costs and to dmsplace conventxonal
fuel use.
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3. There is clear State and Federal policy +0 promote the
maximum utilization of solar emergy. Official statements of the
President and the Governor, f£indings of the Congress and the
California Legislature and previous findings of this Commission
have concluded that the use of solar ene:gy'wzll reduce dependence
on foreign oil, ircrease national security, improve the national
balance of payments, reduce pollution, increase jobs in the domestic
energy sector, increase the rate at wh;ch.utzlzt;es can augment
energy supplies in the short term and reduce ;nflat;onary pressures.

4. One significant barrier to the increased utilization of
solar water heaters is the high initial cost of the solar system.
Consumers are generally unaware of the. potent;al for savzngs over
the life ¢of the system despite the—h&gh lnltlal ‘cosStS.

5. Other barrxiers to anreased ut;l;zatlon of solar energy
include:

a) Lack of cbnsumer confidence in installation
and operation of solar systems, and .

®) Inadeqﬁate information about the ﬁsés, costs
and current availability of solar energy.

6. Each of these barriers must be overcome‘befo;é‘increased -
solar utilization can be expected.

7. There are adequate conventional financing resources
available for consumers of solar water heaters. However, the
monthly cost of conventional financing often exceeds the monthly
savings resulting from use of solar water heaters. Additional
financing assistance is required. In making this finding, the
Commission notes it has not studied the impact of recent actions
by the ?ederal‘Reserve Bank to‘tighten credit and increase interest
rates. ' | ‘ L

8. A policy to encourage the use of solar water heate:S‘is'
clearly justified a) "if the cost of a solar system to the consumex
is no more than the cost of other options; on a life—cycle basisf oxr
b) as part of a demonstration program; ox <) Ln.response to socxetal
objectives as stated in F;ndzng 3.
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9. Solar watexr heaters are clearly cost effective to the pur-
chaser as- -retrofit additions to electric watex heaters. Considering
the rates consumers pay for gas, rncludrng both.average and llfelzne
rates, and considering the solar tax credrt, solar water heaters
are cost effective retrofit additions to gas water heaters for middle
and upper income people and are likely to become cost effective
during 1980 for persons of lower income if historical escalation
rates for the cost of gas continue. | |

10. Large scale financing assistance provrded by the ut;lrt;es
or the government should provide benefits to society equal to or
in excess of costs.

1. A.prrmary objective of ‘2 solar financing program should
be to make it as convenient to purchase a solar water heater as:it
is to receive and pay for emnergy £rom conventional_sources.

12. Those cost/benefit analyses submitted to the Commission
to evaluate solar f£inancing options,are insufficient in that they
consider only the dollar savings produced by solar water heaters
but do not consider the other primary benefzts of solar energy as
set forth in Frnd;ng 3.

13. Programs in which solar energy financing costs are treated
as an investment and are placed in the rate base axe lrkely to create
a greater rnztralvcost £o the ratepayers than those in which cost are
treated as an expense. However, ultimate sav1ngs may exceed program
costs if rate base options create a greater incentive for the utilities
to maxinmize solar erergy market penetration. More rapid solar energy
implementation could produce capacity savings at an earlier date and
thus produce greater savings to, ratepayers.

4. Thke cost of solar f£inancing programs to the utility is .
s;gnlfrcantly-reduced if the solar tax credit is appl;ed to- reduce
utility expenses or investment rncurred in the program.
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1s5. The evidence available does not permit firm conclusions
as to which financing assistance programs are likely to stimulate
the greatest consumer interest. Two options included in the market
survey appear promising: a utility‘loan.repaid:on sale of the
home and a low~interest loan. Two other options also desexrve
further consideration: a loan with payments indexed to rising
utility bills (a concept proposed by PGSE) and a straight wtility
investment which the utility depreciates ‘and which the consumer
has no obligation to repay {(a coﬁcept proposed by the Environmental
Defense Fund). | o

1l6. Ttility prov:ded maintenance for solar water heaters
appears to attract substantial lnterest as an additional 1ncent;ve
for the purchase of solar Systems. .

17. Frinancing assistance alone is not likely to ovexrcome
market barriers to solar ene#gy systems othexr than the harrier of
high initial costs. Solar fimancing programs should be accompanied
by expanded programs to improve ccnsumer information and consumer
confidence in the installation and operation of solar water heaters.

18. There are substantial subsidies for conventional energy
sources. The solar tax credit is essential to counterbalance,
at least in part, these subsidies to conventional energy sources.

19. The solar tax credit offe:s substantially fewer benef;ts
to homeowners with incomes below 515,000 a year and to renters.

Ratepayer assisted solar financing programs can help overcome this
inequity. | ' ‘

20. Vigorous demonstration Drograms are necessaxy to evaluate
the costs of various options.

21. Vlgorous demonstration programs are necessary'to evaluate
preferences and the acceptability of’var;ous £inancing. and non=
financing options. ,

22. Vigorous demonstration programs would contribute sub-
stantially to increased c¢onsumer conf;dence ;n and lnformat;on about
solar water heatyrs.
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23. The demonstration § znancmng programs should be substantmal
in size and of sufficient duration %o permit *cal;st;c evaluatzoa
of several factors anludzng, ‘

a) Economies of scale that could reduce the pex
unit cost of vrowo ion oxr adm;n;stratzon,,

b) "Impac bouh par.;clpat-ﬁg and ﬁon-nartzczpatzug
epaye:s, ﬁ

<) Start up costs that would ﬁot be uar* of an on-
going program;

d) Impacts on different utility firancial structures:
P Y 5 _

o

e) Differences in consumer acceptance and ratepayer
reactions;

£) Differences in means to divide costs and. bene‘;ts
AMONG ratepayers.

24, A demonstration or experimental program nced not
strictly comply with established cost effectiveness critexia.

Conclusions of Law -

| L. The suggested programs are reasonable and should-bé granted
waivers from prohibitions contained in the National Energy Cohscrvatioa
Policy Act. Utilities can implement such programs without engaging

in proscribed anti-competitive activiti'sﬂ'

2. Applications for temporazy program cxempcions‘from any
provisions of Sectiors215 and 216 of the National ‘Enexrgy Consexvation
Policy Act must be submitted to the United States Department of Energy
no later than 180 days after December 7, 1979. There is no deadline
for applications for waivers from the provlslons of these sections.

3. It is reasonable that demonstratxon utility solar f;nanczng
programs be undertaken. . :

4. Im order to expedlhlously proceed with our amalysis of

alternative utxllty solar financing programs, the followlng ordcr |
should become effect;ve the ‘date of szgnat'*e- T

-5-
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IT IS ORDERED tha.t-

l.- .Pacific Gas and Elect::z.c Company, San D:.ego Gas & Electr:.c
Company, Southern California Gas Company, and Southern Califormia
Edison Company shall present to this Comss:.on, mth:.n 60 days,

2 plan particular to each utility company a.nd se.rv:.ce territory for
a demonstration f£inancing program for solar wa.ter heater retrofit
installations as set forth below. :

2. The demonstration financing program should be designed
to retrofit 2% of the gas water heaters and 10% of the electric
water heaters which are furnished energy by and are within the
service terxitory of each utility- The programs should include all
single family and multi-family residential markets and be désigned
to reach a wide range of geograph:.c areas. and income gToups.

The program should offexr, to smgle fam.ly dwelling owners,
sufficient funds (in combination with tax credit funds) to finance
the full cost of reasonably priced systems and to provide the
installation at no initial cost to the homeowner. Full _.‘f:';nanc‘:i.ng
should be provided for multi-family dwelling \ihstallé.ﬁions at no
initial cost to the bu:.ldmg owner. |

The ut;l:.ty may propose to :.nclude the funds advanced
in the rate base or to have them treated as expenses, and should
fully discuss the reasons for selecting the proposed treatment of
expenditures. Each program shall provide for consumer choice of
repayment in equal monthly installments over a twenty—year
term, in monthly installments indexed to rising nt:x.l:.ty rates, or
in lump sum upon resale of the building. Installment’ payment
programs shall include provisions to terminate installments upon
resale of the building. Each utility shall also propose a plan
in which the funds advanced are treated as a ut:.l:.ty investnment
for which t.he consumer has no repayment obl:..gat:.on.
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3. The plans presented to the Commission shall include
an analysis- of: :

2. Projected energy and capacity savings
b. Projected impact of the . fully ;mplemented

demonstration plan upon ratepayers and stock-
holders.

These analyses should be conducted using assumpt;ons reaularly
utilized by the uwtility in planning resource additions. Further
analyses should also be conducted utilizing the follow:ng hlstorzcally
based assumptions for the. permod thrcugh.lSSS and - appropr;ate
assumptions thereafter:

a. General rate of iﬁflation of 7.7%

»

b. Discount rate of 8%

. ¢. Bscalation rate for natural gas of 24.9%

»

d. Escalation rate fbr electricity of 15b2% 

e. Escalation rate for fuel oil of 27%

4. Each utility shall'suggest;means'by which consumer
confidence and information about solar water heaters can be improved.

5. Each utility shall suggest at least two alternative methods
by which to ensure timely recovery of all prudently incurred incre—
mental costs associated with the program, and discuss how such
mechanisms could apply +o expanded programs.

6. The plan should be designed to reach the Lntended penetra-
tion levels within three years of commencement of the program, while
allowing for a response to accelerated customer interest which would
enable the program goals to he attaznea in a shorter perlod of'tume. -

7. Each utility shall suggest appropriate measures, consis-
tent with the positions of this Commission, to assure the qualzty
of solar water heating systems and installations which are the
subject of financing assistance pursuant to this order. '
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3. The »lan should include a proposcd apolxcatlon %0 the .
Secretary of Encrgy for a Temporary P*ocram Exemotxon erSuant'to
Section 218 of the National Energy Consexrvation Pol*cy Act

‘Y. . After hearings to consider the plaas submlcced oy the
utilities, the Commission will, ‘by supplemental oxder, establish
such program or programs as it finds rcasonable and approprla:e to
hccomplxsh the ob;ecclves of the denonqtratxon program. :

10. The staff shall actively monitor and assess bhe nrogrcss 

of he“o*og*amq to be as=ablished, reporting semi-annually to the
Comm;s”mon. An advisdry panel, including ren*csen*ativnﬁ of the
aolar:fpdus » regulated utilities, the financial cowmun;tv,
consum é& aﬂd enviroamental groups, the CEC, the Dena:tﬂeﬁt‘o~
Consumer Affairs, and the Commission ata.~ w*l¢ be apooxﬂtcd by the
P*es;dont reporxt Lo the Cowmzsblon aoproxln tely 2- -1/2 years after
commenaement of the programs concexning the impact of thd pfcgram ‘
on the rate of solar enexcy developnment in California. ThiS'report‘
will iﬁ¢lude a comparison of consumer attitudeg :oward‘sqla: encrqgy
devices before and during the program, the industry's reaction o
the prdgram, an analysis of the cost cffectxvencss of var;ous sola-‘
abolicf?‘bhs as affected bv changing cﬂergy and material’ coats ;m
the -ﬂtcrlﬁ and a recommencation as to the best ‘*ﬁancanc role fox
utxl;t*es followzng completion of the three-vear demon tration
p’oqwaﬂ . L

ll;. The oroposals of the rez pondent utilities made ourquan.
to .hms order shall be submitted as compliance fllzngs in. thls
procecdxng with an original and 12 copies tendered to the Dockct
0ffice and with cepies served on all appearances of record.“

12. Each proposal shall provide that persons who purchase
solar water heaters during the period between the date’ of this
ozder: and the implementation of the demonmstration o“ograﬁ~shall o
*ece:.ve pre;.e ence for selection to participate in the demonsc*at:.on

ogxam to' the extent such selection is cqnsxstent wlthvpﬁqgraq;

\
1.“
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guidelines as stated in Ordering Paxagraphs 2 and 7. Customers
who qualify pursuant to these 1 imitations shall be of ered the
opportunity to refinance their solar water heater purcnases
through the demoastration solaxr £inancing program.wmuhxn a
reasonable period of time after implementation of the program.
13. The Executive Director shall cause a copy of this ordex

to be sezved upoa all parties of record in OIT 42.

The cffective date of thxs order is the date hexeof.

Dated __~JAN 221980 , at San Francisco , California.
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APPERDIX A

LIST OF APPEARANCES

Respondents: Thomas D. Clarke, David J. Gilmore, and
David B. Follett, Attorneys at Law, for Southern Califormia
Gas Company; John R. Bury, William E. Marx, Richard X. Durant,
and Carol B. Henningson, Attorneys at Law, for Southern
California Edison Company; Gordon Pearce and lLeslie R. Kalinm,
Attorneys at Law, for San Diego Gas & Electric (ompanys;

Malcolm H. Furbush, Robert Ohlbach, and Kermit R. XKubitz,
Attorneys at lLaw, for Pacific Gas and Electric Company;
Patrick T. Kinney, Attorney at Law (Nevada) for Sierra Pacific
Power Company; and George M. Galloway, Attorney at Law (Oregon)
for Pacific Power & lLight Company.

Interested Parties: Robyn D. Bover, for Assembly Subcommittee oOn
Energy, Assemblyman ﬁe% Levine, Chairman; David B. Roe and Thomas J.
Graff, Attorneys at Law, for the Environmental Delense Fund;
Greggory Wneatland and Rosemary Morgan, Attorneys at Law, for
the California Energy Commission; James B. Frankel, Attormey av
law, and Laura King, for the Natural Resources Defense Council;
Dunne, Phe.ps, Mills & Burms, by Marshall G. Berol, Attorney at
Law, for California Swimming Pool Incustry tnergy and Codes and
Legislative Council; Margaret C. Gardels, for the Campaign for
Economic Democracy; Eileen M. Cohn for the Business anc
Transportation Agency; Lowney, trand, Seymour & Robwer by )
Philip A. Stohr, Attorney at lLaw, for General Motors Corporation;
oG ouruz sas—ngarm for Sunrae (Solar Use Now for Resource and
Employment). R : o

Commnission Staff: Stevern Weissman, Attorney at Law, and Bruce DeBerry.




