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Decision No. 

BEFORE 'mE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Investigation on the Commission's'- ) 
own motion into the feasibility of ) 
Establish;ng various methods of ) 
providing low-~terest, long-ter.m ) 
financing of solar energy systems ) 
for utility customers_ ) 

-------------------------------) 

O:::I No.. 42 
(Filed. Aprll 6, 1979) 

(Appearances are listed in Appendix A.) 

INTERIM ORDER 

On Janu.a:ry 2, 1980, the Commission delivered a report to 

the Le<,1islature entitled "Financing the Solar Transition," which 

represents the vi.ews of th:i:s Commission concerIUng lOllg-tCl:ll'!., 

low-inte:est financing of solar energy 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 fow: major 

privately-owned gas and electric utilities having their primary· service 

areas in California should promptly develop demonstration programs as 
recommended in. our report to the Legislature. FiIldings 1 and 3 are 

based in part on official documents of this and other government 
agencies of which this Commission takes notice. 

Findings of Fact 

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"%. AJ.~ of these inereases exeeed the general. ::ate of increase 

in. the Consu::ne: Price Index which has been 7.7% ayearsUice 1974. 

2. Use of solar energy to heat. water is one of many ways to' 

help eonsumers stablize energy costs and to displace conventional· 
fuel use.' 
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3. There is clear State and Federal. policy to promote the 

maxim'Cln' utilization of sola: energy. Official statements of the 

President and the Governor, findings of the Congress and the 
Californi.a ~isla.tare and previous fi:o.<iings o~ 't.l:U.s Commission 

have concluded. that the use of solar enex:gy will reduce dependence 
,~ 

on foreign oil, increase national security, improve the national 

balance of payments, reduce pollution, increase jobs in: the domestic 

energy sector, increase the rate at which. utilities can augment 
energy supplies in the short term. and reduce inflationary 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. potential for savings O~ 

the life of the system despite the high initi.al 'costs. ' 

5. Other barriers to increased util~zation of solar energy 

include: 

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

b) Inadeq1la.te info:cnati.on about the uses, costs 
and c:u:r:rent availability of solar ener9'Y. 

6. Each of these barriers ,must be overcome before increased 

solar utilization can be expected. 
7. There are adequate conventional .financing resources 

availaole- for consuxners. of solar water heaters. However, the 

monthly cost of conventioXlal financing often exceeds the monthly 

savings resulting from use of solar water heaters. Additional 
finanein9' assistance is reqtlired. In maJc:ing this finding, the 

Commission notes it has not· studied the impact of recent actions 

by the Federal. Reserve Bank to tighten credit and increase interest 
rates. 

s. A po~iey to encoura9'e the use of solar water heaters is 

clearly justified a) "if the cost of a solar system to the consumer 

is no more than the cost of other opt.ions, on a. Ufe-cycle. basis; or 
b) as part of a demonstration program; or c) in response to societal 

objectives as stated in Finding 3. 
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9. Sola: water heaters, aJ:'e clearly cost effectj.veto the. pur

chaser as··retrofit additions to electric water heaters. ConSide.ing 

the rates consumers pay for gas, including both. average and lifeline 

rates, and considering, the solar tax er~t, solar water heaters: 

are cost effective retrofit additions to· sas water heaters for middle 

and upper income people and are likely to, become'. cost effective., 

durin9' 1980 for persons of . lower income if historical escalation -rates for the cost of gas continue. 
10. Large scale. financing assistance provided by the utilities 

or the sovermnent should provide benefits to society eqo.aJ. to or' 

in excess of. costs. 
11... A pr:i:ma:ry objective of "a solar financing: program shoUld 

be to- make it· as convenient to purchase a s,olar water, heater as '. it 

is to receive and pay for energy from conventional. sources. 
12... Xhose cost/.benefit analyses submitted to the Commission 

to evaluate solar financing options are: insufficient in that they 

consider only the dollar savings· produced by solar water heaters 

but do not consider the other primary benefits of solar energy as 

set forth in Finding 3 ... 

13... Prosrams in which. soI.ar energy financing costs are treated 
as an invesaent and are placed in the rate base are likely to create 

a greater initial cost to the ratepayers than those in which cost a:re 

treated as an expense. However, ultimate savings may exceed prosram. 

costs if rate base options create a greater incentive' for the utilities 

to max;m; ze solar ener9'Y market penetratl.on. More rapid solar ener9'Y 
implementation could produce capacity savings at an earlier date and 

thus produce greater savinss to, ratepayers. 
14. Xhe cost of solar filiancl.ng prosralnS to the utility is . 

significantly reduced if the solar tax. credit is 'applied to . reduce 

utility expenses or investment 'incurred in the prosram. 
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15.. The evidence ava.ilable does not permit fim. conclusions 

as to wb.i~b: firlancing assistance programs a:z:e likelY-to sti:m.ulate 

the greatest cons~er interest. ~. options included in the market 

survey appear -promising: a utility-loan repaid _ 0:0. sale of the 
home and a low-interest loan. 'l'wO' other options also deserve 
further consideration: a loan w:i.th payments indexed to- rising

utility bills (a concept proposed 'by PG&E) and a straight utility 

investment which the utility depreciates "and which the COllS'tIl1ler 

has no obligation to repay (a concept proposed by the Environmental 
Defense Fund) ... 

1&. Ut~ity provided maintenance for solar water heaters 
appears to attract substanti.a.J. interest .as an additional incentive 
for the purchase of solar systems. 

17. FinanCing assistance-alone is not likely to overcome 
market bar.riers to solar enerqy- systems other than the barrier of 

hi9'h initial costs. Solar financing prog%'alIlS should be accompanied 

by expanded programs to improve consu:mer info:cnation and consumer 
confidence in the installation and operation of solar water heaters. 

18. '!here are scl:lstantial s?-bsi<ties for conventionaJ. energy 

sources. 
at least 

19. 

?he solar tax ered:Lt is essenti~ to counterbalance,. 
in part, these subsidies to- conventional energy sources. 

The solar ~ credit offers substantially fewer benefits 
\-

to homeowners with incomes below $15,000 a year and 1:0 renters. 

Ratepayer assisted solar financing programs can help overcome this 
inequ.ity .. 

20. Vigorous demonstration programs are necessary to evaluate 
the costs of various options. 

21. Vigorous demonstration programs are neeess~to evaluate 
preferences and the acceptability of'various £inancing-.. a:o.d non
financing options. 

22. Vigorous demonstration programs would contribute sub

stantially to increased COllStlmer confidence in and information about 

solar water heaters. 
'. 
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23.. The demonstration f:i."laneing programs shou,ld.· bcsubstantial 
in ~ize and of sufficient dur.atien to. permit realistic evaluation 
of several fae-:ors including:: 

a) 

, b) 

c) 

d) 

e) 

Ecenemies ef i.c~le that ceuld reduce the per' 
unit co.st ef pro.mo.tion. o.r ac...-unistratien;: 

'. Impacts on bo1:.h participating and nen-participating 
ratepayers~ :: ' 

" , 
Start up- cest~': that WO\lld not be pa~t of. an on
gOing progra..,...; 

" 

!:npacts en c.i=fe::ent utility fir..a."lc:i:,al structures; 
";:, 

Differences in cen.5\l..,...er ac:c:epta.."lcc a..~d ratepayer 
reactien: 

f) Differences in means to divide costs and benefits 
amon~ ratepayers. 

24. A dc~enstratien er ~X?cri~ental program need not 
strictly cemply with established cost effectiveness criteria. 

Conclusions of Law 

1. The suggestee progr~~s are reaso.nable ~"ld should be granted 

waivers from prohibitions contained in the National Energy Censervation 
. . 

Policy Act. Utilities can ~ple~ent such progr~~ without engaging 
in proscribed anti-compctitive activities,,; 

2. Ap?lica tions fer temporary pro.gram exemptio.ns frem any 
previsicns cf Secticns 215 and 216 of theN.ational EnergyCcnservatien 
Po.licy Act ~ust be scbmi.::ted to. the United Staees Depar,t:ment. of Energy' 

no later than 130 d.:lys afte~ December 7, 1979. There is no deadline 
for applicaeions for waivers fro.m the provisions oftheses¢ctions~ 

3. It is reasonable that demonst:rat~on ut:ility sola.r financing. 
prcgrams be under~ken. . 

4. In: ord.er to expeditiously prccee:d with our analysis c;f 
alternative utility; solar financing, progr3.tns, the following, crder 
should become effective the cL:tte of signature. 
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I't IS ORDElmD that; 

1.' .Pacific Gas and Electric Company, San Diego Gas, « Electric 
Company,. Souther.o., Califo.rn.ia. Gas Company,. and, Southern california 

Edi.son Company $haJ 1 present to this Commission,. 'w.ithin, 6.0 days, 

a plan particular to each utility company and:::se:rvice' ter::it0l:Yfor 

a demonstration fl.nancing progxam. for soJ.ar ~ter heater retrofit 
installations as set forth. l:>elow .. 

2.. 'the demonstration financing prog:am. should,be desi9'lled 

to retrofit 2% of the gas water heaters and 10% of the electrie 

water heaters which are furnished energy by and are within the 

service territory of each utility.. The prO<1X'ams shou.1d include all 

sinqle family and multi-family residential markets and be designed 

to reach a wide range of geog:raphic areaS. and income g'roups .. 

The prog::-aIll shoul.d offer, to single family dwelling owners, 

sufficient f'tlnds (in combination with, tax credit funds) to. finance 

the full cost of reasonably priced ~ystems and to provide the 

i:c.stalla.tion at no initial cost to the homeowner... Full ,financing 

should be provided for multi-family dwelling installations at no 
~tial cost to the, building owner .. 

The utility may propose to include the funds' advanced. 

in the rate base or to have them trea.ted as expenses, and should 

fully discuss the. reasons for selecting the proposed treatment of 
.' 

expendi t'Ilres.. Each program shall, provide for consumer choice of 

repayment in equal monthly installments over a twenty-year 
!, 

term., in monthly installments indexed to rising utility rates, or 

in lump sum. upon resale of the bttilding.. Installment:: payment 

programs shall include provisions to terminate installments upon' 

resale of the building. Each utility shall also propose a plan 

in which the f'tlnds advanced are treated as a utility investment 

for which the consumer has no repayment obligation • 
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3. The plans presented. to the Commission sh.a1l include 

an analysis- of: 

a. Projected. energy and capacity" savings 
. ,,~ 

b_ Projected impact of the fully implemented , 
'demonstration plan: upon ratepayers and stock
holders .. 

These analyses should be conducted using assUmptions. regularly 
utilized. by the utility in platming resource additions.. Further 

analyses should also be conducted ut.illzinq the followinq .historically 
based. assumptions .for the period tb:ro1lg'h 1985 and appropriate 
assumptions thereafter:. 

a.. General. rate of inflation of 7 .. 7% 

b.. Discount rate of St 

c. Escalation rate for natural gas of 2'4 .. 9%' 

d. Escalation rate for electricity of 15· .. 2% 

e;.. Escalation rate for fuel oil of 27% 

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

5. Each utility shall sugges~ at least two alternative methods 
by which to ensa:re tiluely' recovery 0:£ all prudently incu:t'%'ed incre-' 

mental costs associated w:ith the .program, and discuss how such 
mechanisms could apply to expanded' proqrams. 

6. The plan should be designed to reach the intended penetra
tion levels within· thr~ years of commencement of the prog:ram, while 

allowing for a response ~ accelerated customer interest which would 

enable the prQ9'ram goals to be at~ined. in a shorter' period of time. 

7. Each utility shall sugsest appropriate measures, consis
tent with the positions of this COmmission, to assure the qual.i ty 

of solar water heating systems and installations which are the 

subject of financing assistance pursuant to this order. 
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s. ':'h~ ?lan shou!.~ i:'lcluee a ?roposcd a?plication to .the 
Sce~ctary of Energy for a Temporary P~ogram Exc~ptio~ ?~rsuant to 

Section 218 0: the National E:lergy Conservat.ion Policy Act • 

.. ~. . A:ce: hearings ~o consider the plans submitted ,by the 

uti\lities, the Commission YNill) bysupple".Dental order, est.ablish 

suc~~ progr.:ttn or progr.lr.ls .:ts· it finds reasonable and appropriate to 

.:lcc:omplish the Objectives of the de'Clon~t):"~tiol"\ proeram .. 
10 ~.: The staff shall actively !'noni tor and .').sscss the progress 
,I;' 

of 'thl,~I:'!prog:-ams to be est.ablishee, reporting- semi.-annuallytoth~ 
• ·1 

Co:nrni s::;; ion . A. .... aevisory ?ancl, including represen ta ti ves of the 
" 

solar':LI~ldustry, regulatee utilities, t!'le financial co~~unit.y, 
~ . 

consum~~:r a:'l.d environmental, groups, th~ CEC,the Department 0: 
consumd:J:" Affairs, and ti'1c Com."'nission staff will be appointee by ~hc 

Presidm'lt 'to report. to the Com:nission approxima.tely Z:"'1/2y<!ars after 
com."len<:c:nent of the ?::,ogra.~s concer:'l:ing tho""! impact of the p'rogram 
on the·ra,,:e of solar energy development in California. This report 

will include a c~parison of cons~~e= attituces ~oward solar ener 9Y 
. " ' 

device~ ~fore and c.uring t'h~ program, the industry's reaction to 

the ?=OS'ram, an a!"..alysis of the cost effectiveness of various solar 

a!?plications as affected by changing C:'l.crgy and ma:terial c(;sts, in:. 

the interi~ and a reco~~eneation as to the best financing role :0:

utilities following completion 0: the three-year demonstration 
proqr.,,~;. 

\.1'1. The l)ro?<,,:1:~ ls ..,f the re::pond~t. utiliti~:;. made oU'rSlJ<:ln: 

to 't~ .. i'.s order sholll be submitted as compliance filings in this 

procec'.~ing "/lith an original and 12 copies tendered to the Docket: 
Office· and 'With copies served on all .lppCa:rances _ of recorc.. 

12 ...Each. proposal, shall provide that: persons who purchase 
solat:. Wolter hea~ers during the period between the dolte': of this 
o::,der! .and the implementation of the demonstr.:ltion prog'ra::n shall 

I , I • 

recei-.,epreference for selec~ion to pa::~icipate in the demonse::ation 

pr~gram~o the ,extent such selection is consistent 'With. progra::t' 
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guidelines as stated in Ordcri~g Paragraphs 2 and 7. Customers 
who qualify pursuant to these li~tations shall ~e offered the 
opportunity to refinance their solar water heater purchases 
through the. demonstration solar =inancing program within a 
reasonable period of time after imple~ntation of the program. 

13. The Executive Director shall ~use a copy of this order 

~o be serve~ upo~ all parties of record in OII 42. 
The effective date of this order is the date hereof. 
Dated <JAN 2q.,19sr:-
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