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INTERIM OPINION 

I. Introduction and Summary of Decision 

California ~~d the nation are experiencing a 
fundamental transformation of our energy supply system. The 
cost of our primary fuels is skyrocketing in the world 

market. We i;l~reasing~y depend. o;n, foreign. suppliers. . ..... . 
who dictate. p.ri~e.s at will •. International political 
L~stab1l1ty has disrupted and continues to threaten. the 
reliability of our supplies. American military power is­

being rapidly expanded in the Persian. Gulf region to protect 
vital supply lines. The case for energy self-sufficiency .. 

has never been stronger. 
The transfor.nation is equally visible at h0I41e-. 

• Ac.dition of :o.ajor n.ew conventional supply facil-

• 

ities is stalled by long construction lead times, 
astronomical cost of capital, and leveling demand. 
Pl"omisi.nq new energy technologies are reaching the market. 
There is increasing interest in more c.ispersed production 
and greater diversity of resources to bolste~ the reliability 
of supplies. Ne~ indus~ries empl~ying. tens of- thousands. 
of people are poised to flourish as billions of energy 
collars are recycled into the domestic aconomy rather· than 
being sent overseas. 

'~dst_~uch_~ra:matic _c.J:?,ange, one resource 
has consistently risen to the fore as the most readily 
available, least costly, and most reliable source of energy 
supplies: conservation resulting from increased ene:gy 
efficiency. There is a virtual consensus among" experts. and 
among the parties to this proceeding that conservation is 
truly the preferred resource in t.."le short term. Disagreements 
arise only as to how best to achieve conservation and .asto . 
how vigorously it should be encouraged. _ ._---------+-+- ... - ... -.-........ .,-+ .......... -_._-- ................. , 
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Many incentives today e~eourage ratepayers to 
conse=ve energy, including escalating rates, inverted rate 
schedules, tax credits and tax rebates. While the pace of 
conservation activities has accelerated, there is still .a 
vast market to be tapped. 

There are a variety of reasons fo·rthe- slow pace 
of conservation activities. The initial investment required 
for conservation measures is beyond the means o·~many ratepayers, 
particularly at prevailing high interest rates.· Many consumers 
do not have adequat~ infomation abolJ.t the potential for . 
conservation. Finally, there is no effo·rt required of· a 
consumer to continue to use energy on a "business as. usual" 
basis, while a decision to install conservation measures 
requires compiling infor.mation, seeking bids, evaluating 
contractors, making an investment, and taking a risk that 
t.'e job will be done properly. We have concluded that 
additional incentives are necessary to overcome these distortions 
in t.~e conservation market. The risk of disruption of our 
energy supplies and the hea'\l'y burden of rapid:ly increasing: 
rates compel a sense of urgency in the 'promotion of· the 
conservation resource. 

In response to these needs, we today alJ.thorize Pacific 
Gas and Electric Company (PG&E) to establish a zero-interest 
financing program (ZIP) to encourage the installation of up to 
12 energy conservation measures by owners and occupa.nts of 
residential properties. Participants will have 5·0· or 100 months 
':0 payoff the loan, depending on their use of available tax 
credits or rebates. No payments will be due :or up to a year 
and a half after the installation. To· ass·ure co·st-effectiveness 
anc. to assure eligibility for state tax credits, prior energy 
audi t will be required to obtain financing fo·r some o·f· the 
measures. 

PG&'E is authorized to provide Z·IP financing to owners 

• 

• 

or occupants of residences, either with or witholJ.t an energy • 
audit, :or the following measures or combinations of me·asures: 
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1. Ceili~g insulation. 

2. When performed as a pa6kage job including 
all of the following measures unles$ 
either alreadv installed or unnecessary 
in the residence: 
a. Weathe;stripping. 
b. Water heater blankets. 
c. ~ow-flow shower heads. 
d. Caulking. 
e. Duct wrap. 

3. Ceiling insulation together with one or 
more of the ~easures listed under Item 2. 

PC&! also is authorized to provide ZIP financing for the 
!ollowing measures if in the course of an energy audit thes~ aie 
found eo be cost-effecti~e: 

1. Wall insulation . 

2. 2100r insulation. 
3. Clock thermostats. 
4. ~ighting conversion. 
S. Storm or the~mal wincows or ooors. 
6. Intermittent ignition devices. 
7. Any of the me.)sures listed' above .:is fin".:1rlCeable 

without an audit. 

Upon request PC&E will fu:nish each !?articip.ant in the 
:!? progra~ with a list o~ eligible contractors and average pri~e 
i:,:for~ation for the local area within which the residel'\tial 

property is located. ?C&E is authorized to -provide :IP:fi~ancing 
up to a ceili:"lg · .... hich is the ·lowe st'of the·· following': 
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1. PG&E's marginal cost for the energy estimated 
to be saved as the result of installation of 
the ZIP program measures, or 

2. The lower of ~wo bids or either of the two 
lower of three bids obtained by the partici­
pant for installation of the measures, or 

3. $3,500 per residence. 

The Commission has given particular ~ttention to 

means of 'assuriz;g participation by renters, the eider'ly I and low­
income or r,l,on-English speaking persons. Specialized outreach 
efforts will be undertaken for each of ~hesegroups and 
special incentives will be available for rentalho'using and for 
low-income homeowners. 

The Phase I program we are authorizing today will be 
available only in the San Joaquin Oistrict of PG&E·. We shall 
commence hearings in two months to consider systemwide 
availability of the ZIP Progr~. Pending systemwide availa­
bility, ratepayers in the remainder of PG&E's service territory 
are strongly urged to use the existing eight percent loan program 
for ceiling insulation. These loans will be converted to zero 
percent as soon as ZIP becomes available in their service 
district. 

With respect to any particular residential building 
each participant will be entitled to receive one ZIP loan without 
an audit and one subsequent ZIP loan pursuant to a~ audit, in 
addition to the conversion of prior eight percent loans~ No 
ZIP loans for the weatherization measures L~cluded in the 
proposed program are ~o be made after Oecember 31, 1~86. 

The balance due on any ZIP loan will be repayable in 
full upon a transfer (o~~er than certain exempt transfers to 
close relatives) of the property on which the ZIP loan improve­
ments have been made or, at PG&E's disoretion, in the event ~hat 
a participant falls and remains three months or more delinquent 
in meeting repayment obligations. 
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In the case of an exempt transfer. or if the property 
has not been transferred, repayment of the ZIP loan will commence 
on June 30 of the year following installation of· the weatheriza­
tion measures financed by the ZIP loan. 

P~ticipants other than certain owners or occupan~s 
of rental property and low-income homeowners referred to below 
will have ~~e option of: 

1. Repaying the full prinoipal of the ZIP loan. in 
equal monthly installments over a period of 50 
months beginning on June 30 of the-year: fo,llow­
ing installation of the conservation measures, 
or 

2. ' Repaying 40 percent of the prinCipal o-f the 
. ZIP loan on June 30 o£ the' year following· 
installation of th.e conservation, measures and 
repaying the remaining balance in equal monthly 
installments over a period of 100 months. 

In order to provide a further incentive for installing 
conservation measures to low-income homeowners and to owners-
of rental residential property where the utility service for­
space heating is individually metered and the. utility bi!ls--
are paid by the tenant or tenants, participants in these cases 
will be given 100 months to repay the principal loan without 
having to make the initial 40 percent lump sum payment. 

All work financed under the ZIPpro~r~, with minor 

exceptions, will b,~. c6ve£~d. .. ~_ a" t!lr'e~-year m~::u:a~turer', ~_ rep~ir 
or replacement warr,anty· and a _on~,-year contracto:Z::' s' labor· 
warranty. 

PG&E is authorized to use project financing to finance 
~~e ZIP program and to use a balancing account and offset rate 
procedure for ~~e recovery of ZIP progr~ costs. 

The sum of S10,000,000 is found to~ be a reasonable 
level of PG&E' s expenditures for Phase -I :of the ZIP program.' 
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-.. .... ~s clea: at ~~is late ~ate, seve~ yea:s af~er ~~e 
i.:l~t.~al C;?E:C oil emba=go, t...i.at t.~ere is grl!at value to ':l'tillties 

and ~ei: =a~epayers ~~ 9rovidi~q ~i.ese addi~onal i~centives 

:0: eost-~f!e~~ve energy eon~e:va~ion. ~s~t g:ea~y 

e."Qanc.ed cc:c.se...-va tion e.f~orts, ut.ili ties :nu.st. pla.::. t.o meet. 

i:lc:easeG enugy demand ~y btildi."lg' enor.uous,ly ex?ensi ve new 

~lant.s and. ac~i:.g rig'::c,s t.o eos'tly new ener;-y sup'9,lies ... , 
'::::e cost of t!'lat st=ateqy wo".ld ::e ?roh.i.':litive and • .... ould. ~e 
ber.ne by all ~e ratepayers. On ~e o~~e: hanc., ut.ility 
~vest=ent L"l co~se:vation i:lcer.tives to sti=ulat.e ~~e 
residential eonservation e!~ort.s' ea:c. reduce ~~e total revenue 

requirement of ':.!:.e, utilit::. Rates;.a.c. t.b.er~y be ':.tept at a' 
lower level t.b.an they would o~~er .... ise ~e. 

Not al~ :atepayers will benefit equally !=om this 
reduced :evenue =e<i"J.i.:eme:l,':'. '!'!lose ' .... he -:3.ke advantage of e:.e 
~cen~ves wil! receive a greater :enefit. :~s ~as caused 

• 

de~ate over ':l:e e<;;Uity of l,:::.ilit.y incentives. Wllil4! this is a • 
!~Camental conce~, it. is not ~e only ~portant. consideration. 

~reover, we are makioq every. reasonable effort t~ ere~t~ 
-' . 

an. opportunity for. and to encourage every residential ra,tepay,er 
to' pa'rticipatei~_.~,e., ZIP' program. _I:::_~d.,d.itl.on, we es'timate that 

ev~~ residential customers who :0 not pa .. -'::'cipate will save 
over S20 per year on ~~ei= ~tilit.y ~ills over ~e n~~'t 

30 yea=s once the ZIr pr:'9'r~ i,s. ~"e#fect ,syste:n-
, ... ide. 

tor t:ose who p~ici?ate, ~~e bene:its will ee even 

qrea~e=. C~i~y ~ills will ee siqnific~~ly recuced. 
Puticipants w,ill !lave a:I. actual "~ th.e pocket" savings :from 
the day of the installation. ~ot incidentally, t..l'le resic.ence 

will be mace more comfertable~ 
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~vi~en~e 0: =e~o=~ i~~!ca~esc ~~a~ ~~e z:?· proq=~, 
.;. au'C!lori:ed systemw:.:c.e, will save a.n est.:!.:na~ed 4.9- ~illion 
t:e~ of gas and 4.3 billion kilowatt~hou=s (~Wh) of eleet=ici~? 

over ~e ~ext 30 yea:s, enough to provide all PG&E's residential 
~~s~ome=s wi~ ~~ei: entire gas ~eecis !or 25.4 =on~~s and 
~eir enti:e elee--=ic needs ~or 2.6 =on~s, respectively. 
Ass~:g :or illustrative pu~oses ~~at ~~ese savL~gs would 

ace:-.le at an equal rate eac.::. year, t.'ley represent ~e energy 
equ.ivalen~ of 2.9 :nillior.. barrels o! oil which we would· 
not ::.eec:. to i.::1port:. i~ each yea:: from now u:ltil tlla year 2010. 
~l'lese sav~gs would be suf:icient to operate at least 300,000 0: 
Cali:o~a's ~otor vehieles under average conditions for eac~ of 
t:o.e ~ext 30 yea:s or, si:n.ilarly c3.lc':llated, to provide for·t:.e 

at li=el~e ~age levels, or to provi~e ~~e li!eli:e allowance 
for space heat~q of 2S0,000 gas heat~~gand 25,000 elec~ie 

hea~g ~~s~ome=s eac:o. yea: • 

-.3-
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II. Summary of PG&Z'S Proposal 
On ~rch 25, 1980, PG&E filed its application requesting 

aut~orization (1) to implement an expanded p~ogr~ of conserva­
tion financing, including a weatherization zero-int~rest plan 
(ZIP), designed to i~erease the adoption of eo~t~effective. con­
servation measures by customers, particularly low-.income c;ustomers, 
(2) to include in its electric and gas service ta.;-iffs a. pr.~cedure 
for a conservation financing adjustment and bal"-llci.~g accoUll.t, and 
(3) to increase rates to provide funds forCommission-app~oved 
conservation financing programs beginningi~ the year 1980 and for 
periodic adjustment thereafter to implement potential conservation 
financing programs approved by th.is Commission ... 

PG&E already has a substantial energy conservation 
program as approved in Decision No. 91107, dated December 19, 
197.9, including 8 percent ceiling insulation financing. par­
suant to Decision ~o. 88272, dated December 20, 1977. PG&E 
alleges that the accele::-ated implement.a.tion of conservation·: 
measures will benefit bot.h customers and shareholder~ by 
reducing the demand for new energy resources in an era of~long 
supply project lead times, high capital costs, and escalating 
fuel prices. PG&E states that the approval and implementation 
of weatherization ZIP is timely because of PG&E's concurrent 
offering of computerized home energy audits to customers, which 
will determine the cost-effectiveness of installing additional 
insulation and weatherization measures. 

After public notice, 27 days of public hearings were 
held before A~~inist.rative taw Judge (AtJ) Cli~e in San Francisco 
during the perioe from May 7 through July 25, 1980. The matter 
was taken under submission upon ~he filing of concurrent briefs 
on or before Septe~er 8, 1980 and oral argument before the 
Commission en bane and ALJ Cline on September 15, 1980. 

-4-
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A. ~';eatheriz.ltion Zel:o, I~ter~st P'rogram 
EG&E proposes to implement its weatherization ZIP in 

two phases which it calls Fnase I and Phase II. 
During Phase I PG&E proposes that its personnel, upon the 

request of a residential customer residing in the San Joaquin 
Division service area (which includes Merced, Mariposa, Madera, 
Fresno, Kings, Tulare, Kern, and parts of San Luis ObiSpo, 
Santa Barbara, and San Bernardino counties), conduct an energy 
audit to determine the cost-effectiveness of various conservation 
measures in gas and/or electtically served dwellings. ~s program 
would be available to owners or renters (with the owner's consent) 
of single- or multi-family dwellings. 

?G&E would examine the appropriateness of ~' number of 
conservation measures during the audit and would off,er ZIP financing 
:or those measures found to be cost-effect.ive.'l'he:u-easures include: 

1. Attic insulation. 
2. Wall insulation. 
3. Floor insulation-
4. Storm. wil.l.dows or doors· 
5. Weatherstripping -
6 • Caulking. 
7. Water heater insulation wrap. 
8 . AutOUlatic thermostats· 
9. Insulation of ducts. 

10 • Lighting conversion. 
11. Intermittent ignition device furnace efficiency 

modifications. 
EG&E envisions that all of these measures c_3.n 'be impl,e~nted 

for most customers at a toW cost of $4,000 o'~ less' per. oW~llin9 un{t~ ~ ~~'~' 
,. , ".,.. - ••• ,o ", ' •• ' ..... ' .... 
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During Phase I EG&E would also investigate other 
conservation measures to determine the feasibility of including 
them in the ZIP audit and financing program. Those measures 
basically can be grouped into two categories: (1) other building 
envelope applicatiO'O.s, and (2) appliance and: device modifications 
or replacements as follows: 

1. Other building envelope applications . 
.. 

a. Heat reflective or heat absorbing window 
or doo·r material. 

o. Other furnace efficiency modifications. 
c. pipe insulation. 

2. Appliance and device mod.ffica tions or replacem-en·ts. 
a. Ranges. 
b. Refrigerator/freezers. 
c. Air-conditioners. 
d. Water heaters. 
e. Space.heaters-
f. Swimming pool covers. 
g. Whole house fans. 
h. Heat pump water heaters. 
i. Evaporative coolers. 

PG&E proposes to fund Phase I of ZIP at $10 million and to 
recover the resources necessary to support Phase I through the 
Conservation Financing Adjustment (CFAh which will be more fully 
described later. C.lrrying costs for the amounts financed would 
continue to acc~ueuntil ",11 amounts financed have be err repaid. 
PG&E p:oposes that these costs also ber~covered "through 

CFA. 
If the dwelling owner consents, PG&E would arr~nge and 

establish financing for all or part of the labor and materials 
associated with installing the cost-effective conservation measures 

-6-
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in the dwelling. !he dwelling owner's only financial obligation 
would be to repay the full' amount financed, without interest, 
to ?G&E, generally 9rior to or ~t such time as ownership 
of the dwelling is transferred. '!be dwelling owner woulcoe. reqa1red ~ 

to sign a contract setting fortb. tbe respective obligations of IG&E 
and the dwelling owner. In addition to the agree=ent·to repay PG&E, 
the dwelling owner would be required to notify FG&E in advance.of 
any sale or transfer of the dwelling. The agreement would be 
recorded in the real property records of the county in which the 
dwelling is located, and a lien would attach in favor ofPG&E prior 
to any transfer of·the property_ A customer who did not wish to 
have a lien attached to his property could choose to make monthly 
principal only (no interest) payments on the amount financed. 

!he rental market constitutes a major market for ZIP • 
':'he ~rooosal '....ould offer landlords an i:'!centive to take cost-ef:ec-..ive .. -
measures for weatherizing rental homes and apart~ents by 
deferri~g any out-of-~cket expenses until the dwelling is.sold. 
Another target market for ZIP is PG&E 1 s low-income customers. As 
Fe&! has done in the past with several community outreach projects, 
it wot..:ld work closely with community action agencies throughout its 
service territory to help low-income customers take advantage of 
ZIP. 

The conservation measu:tes would be installed by inde­
pendent contractors. The customer would select a contractor 
for each job based on such arranging and competitiv~ bidding . . 
sys~em .as ·will comply with. the s·tate Residenti~l Conservation . . 
Service (RCS} plan ~s 3Copted by the California Energy Corr:nission (CEC) .and 

aooroved by. t.b.~ O.S. Depart:n~nt.,o'f Energ.y (OOE),'~er t."le p.cs. program. . . . -" ~ " .. , . 

pursua:::t to the .Natio.nal._.E~erqy Conservation .. pOli'cy Act (?:EO>~)-. 1tJ.e. 
, '" ..-. 
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selected contractor would be required to warrant both materials and' 
workmanship to PG&E and the dwe,lling owner as required by the final 
state RCS plan. PGScE would selectively inspect installations to 
ensur~ that the conservation measure has been installed in a 

• 
workmanlike manner. The inspection services and requirements would' also 
be consistent with the inspection section of the approved'stateRCS 
plan. If the dwelling owner or renter chooses to install the consetva­
tion measure himself, this work would be subject to identical 
inspection services and requirements. 

PG&E selected its San Joaquin Division as the-Phase I 
market on the basis of a survey of PG&E Division servic~:areas 
by income distribution, saturation of insulation, and heating 
fuel source. The San Joaquin Division offered the cest spectrum 
of income distribution (biased toward the lower end) of'customers 
with a low saturation of insulation. Heating fuel source was 
also considered to enable PG&E to obtain data on program penetration • 
for gas and electrically heated homes. 

The ~rogram would be offered during Phase I to all 
San Joaquin residential customers to obtain data for application 
to a systemwide program. Specific promotional efforts would be 
aimed at low income groups. 

PGScE estimates that a reasonable time within which to 
complete Phase I of the program is six months to orie year'" 
depending upon the number of qualifying customers in ~~e San Joaquin 
Division service area who elect to participate and~ how rapidly they 
respond to the offer. PGScE anticipates initiating the first phase 
within 120 cays after receiving the necessary regulatory" 
~pprovals •.. ', PG&E· p-:r:oposes 'to"'compI:e"te 'resi-dential energy audi ts 
based upon the order in which requests for such audits are 
received. PG&E estimateS' that Phase I would imp-rove- the energy 
effieiency of approximately 5,500 dwellings in the San Joaquin 
service area. Billing information would be linked with field data 

obtained through market research techniques to measure the energy 
saved by customers participating in the ZIP program and thereby • 
evaluate the success of the program. PGScE estimates that 
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retrofitting approximately 5,500 qualified d' ... elli~ngs in i.ts 
San Jo~quin Division service area with cost-effective conservation 
~easures could yield life cycle savings of approximately 56 
:nillion kilowatt-hours (kNh) o~ e~ectricity and 41 million therms of gas, 
at average total costs for the energy saved of 2.0,cents per kW"h and 15 cents ' 
per ther~. These results appear attractive when compared with PG&E's 
estimate of its 1980 incremental costs of. electricity and gas: 
7.2 cents j?er k~1h and 47 cents per therm, respectively. 

i-Ji thin PG&E' s San Joaquin service area ther.e. are 
approximately 270,000 gas and 470,000 electric residential 
customers. Customers: who c;ruaJ.ify for the Phase· I pro~ral'!\ wOl,lld 
bene~~t mO$t 6~rectly. However, PC&E conten~B thAt the proqrAm 

would benefit all its customers because- the average costs of 
electr ical gener.:l eiQn and gas supply wOl,lld =e lOWer than th~ .would 

be if ?G&E had to build new f~cilities to meet projected increases 
in demand. Also, PG&E's ratepayers would support PG&E's inves~~ent 
in weatherization only until the finanCing is repaid, whereas if 
PG&E invested in a new plant the ratepayers would have to support 
that ?lant or its replacement indefinitely. 

PG&E currently offers its residential customers financing 
up to $500 for ceiling insulation repayable in up to 60 monthly 
pay~ents at 8 percent interest. Customers who have financed insulation 
through ?G&E' s existing financing plan would be eligib'le to convert 
their financing to the ZIP plan and repay the balance upon"sale of their 
property, or they could convert their monthly payments to prinCipal 
only pa~ents. Their audits also would be reanalyzed to determine 
the cost effectiveness of financ{ng further conservation ~easures • 

-9-
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Phase II of the weatherization ZIP program would be a 
sequenced expansion of the conservation financing plan to the 
entire ?G&E service territory. The progr",m would expand as' 
rapidly as additional PG&E auditors and ,supporting facilities 
could be broughton line, so as to- avoid large o'rder backlogs and 
consequent consumer dissatisfaction. Further, the pace 
of Phase II expansion 'Hould be directly related to PG&E's 
ability to develop sufficient financial resources to finance 
the conservation ~easures. 

The costs associated with Phase II would depend on a 
number of factors including: (1) customer acceptan'ce,' (2) 
CPOC authorization under the rate mechanism being proposed, 
(3) PG&E's ability to raise the necessary funds, (4) the changing­
marginal cost of new supply, (5.) the turnover 0'£ housing 

• 

included in the program which would result in paybacks of 
outstanding loans, (6) PG&E's ability to p~rform audits, and 
(7) the ability of the private sector to· install the conservation • 
features. 

B. Raternaking Treatment - , 
PG&E proposes to include in its electric and gas 

tariffs a conservation financing adjustment (eFA) -?rovision 
using advice letter filings to reflect the costs of conservation 
prog'rams for electric and natural gas service. The proposed eFA 
provisions would provide for establishment and pe-r io~ic adj ustment 
of cm r3tes desig'ned to recover the annual costs of app-roved 
conservation prog'rams. The initial program to be financed would be 
the weatherization ZI? Entries would b~ made in the eFA 
account in amounts sufficient to equal: 

(a) Revenues received from the eFA rate, less 
(b) Amounts billed to PG&E by its conserv~tion 

financing' subsidiary (net of revenues 
received by said subsidiary) for pro9r am 
costs to include interest expense, 
administrative costs, income taxes, and 
return on PG&E's equ,ity investment in the 
subsidiary, less 
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+"", , 

(c) The costs incurred by PG&E in administering 
any conservation incentive plan authorized 
under the eFA provision, less 

(0) nn allowance for franchiae and uncollectible 

(e) 

amounts expenses equal to J.799 percent of 
the gross revenues from th~ CFA electric 
department rate and to 0.946 percent of the 
grcss revenues from the CF~ gas department 
r.!lte, plus 

Loans, if any, sold by PG&E to its conservation 
finanein~ subsidiary, or paid in full eo PG&E 
by PG&E'S customers, plus or minus 

(f) A debit ent...j' equal to interest on the average· 
of the balance in the CFA account at the 
beginning of the month and the balance in 
this account after the entries (a) through 
(e) above, if average balance is debit (credit 
entry, if average balance is credit), at a 
rate equal to 1/12 the interest rate on 
commercial paper (prime, 3 months) for the 
previous month as reported in Federal 
Reserve Statistical Release, G 13, or its 
successor. 

?G&E proposes that the Commission approve those conserva­
tion plans that it deems appropriate and authorize recovery of 
the costs of such conservation projects through adjustments of 
customers' rates. The rate adjustments are proposed to 
be by periodic advice' letter filings designed to cover 
costs in the ensuing twelve months and to amortize the balance 
in the CFA account whether positive or negative. PG&E proposes 
that the advice letter filings be made so that authorized 
changes in the CFA rate wo~ld occur concurrently with GAC and/ 
or ECAC rate changes. 

The amount of additional gross revenue sought in 
this application is SlO,094,000. This revenue increase is less 
than oc.e percent of total revenues and, as allocated to gas and 
electric rates, le_ss than one percent of such revenues. 

PG&E alleges that the procedure and rate change sought in 
tbis application would reflect and pass through to its customers only 
the effect of increased costs to PG&E for conservation financing 
programs approved by this Commission. 

-11-
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•• C. Financina Pro~osal « b 

?G&E proposes to form a wholly owned nonutility sub­
sidiary which 10n the application is assumed to be named Pacific 
Energy Services Company (PESC). ~vheneyer ?G&E locates a customer 
(through a home energy audit) for whom cost-effective conservation 
~easures may be taken, PG&E would help the customer apply 
for zero interest financing from PESC. Upon receiving the applica­
tion, PSSC would: 

1. Borrow from conventional lenders (banks, savings 
& loans) SO percent of the requested amount at 
prevailing interest rates. 

2. Receive 20 percent of the requested amount 
~r9~ P9~E=. as an equity .. invest."Uent and enter 
into an agreement with PG&E by which PG&E 
~ou1d. 9uar~n te~. to.pay to PESC all its. costs, 
lnc1udlng lnterest cost, return on equlty 
in ?ESC, administrative and gene~1 
costs, income taxes~ ~nd o~~er costs, with 
P~S~ a~reeing to pay to PG&E ~on~hly _ • 
dlvldends based o.c PG&E.' s equl. ty l.nve.st-
ment and PG&E's after tax cost of capital. 

3. Place a lien on the home for the full principal 
amount. 

4. Provide the customer the amount requested. 
S. Begin billing PG&E for the costs of the program 

(as described in 2 above). 
The lender would have the debt portion of the amount 

financed secured by: 
1. The CFA rate procedure (ensuring PG~E recovery 

of required ?ayments) in conjunction with the 
agreement between PG&E and PESC that PG&E ?ay to 
PESC amoun ts. equal to PESC' s cos ts • ., .... An agreement by PESC to buy from the lender 
any amounts outstanding. after some fixed 
period (yet to be determined) and a further 
agreement by PG&E to inc:ease its equity 
investment in PESC bv the amount of any such 
buy-outs.· .. 

-12- • 
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III. Iss:Jes 
A. Is adoption of an ~ggressive weatherization 

financing program appropriate? 
1. Introduction. 
2. Inverted r~tes. 
3. New tax benefits for weatherization 

retrofit. 
4. Department of Energy (OOE) Weatherization Assistance Program. 
5 • RCS Aud-i ts • 
6. Discussion. 

B. Issues relating to cost-effectivene~s. 
1. Which of the following tests of co·st-effectiveness 

should the Commission adopt for determining the 
scope and scale of conservation financing incentives: 
a. Costs to the participants., 
b. Costs to the, utility, 
c. Costs to society, 
d. Costs to the nonparticipant? 

2. Should RCS audit costs be excluded from ZIP 
costs in determining cost-effectiveness? 

3. Which estimate of housing turnover should be adopted 
for the purpose of determining the cost-effectiveness 
of the measures in ZIP? 

4. How does the cost of PC&E's proposed program 
compare with the cost of the adopted program? 

C. Issues relating to Phase I of ZI~. 
1. Is a phased structure of ZIP necessary to avoid 

problems when the program is expanded systemwide? 
2. , Is PG&E's San Joaquin Division an appropriate 

division for Phase I? 
., 
.I. 

• 't. 

5. 

What measures should be included in Phase I of 
the "ZIP' program? 
Should the duration of Phase I be specified at 
this time? 
Is the $10,094,000 proposed'cost of Phase I ZIP 
reasonable? . 

6. After Phase I is implemented,,' should substantial 
modifications of the ZIP program be handled by 
advice letter filings? 

-13-
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D. Issues cel~ting to pacticulac classes of participants 
in ZIP. 
1. 

2. 

., 
..J • 

4. 

5. 

I:' .... 

'i'l'hat measures should be adopted to foster, participation 
in the Z:P progra~ by low-income, elderly, and 
non-English-speaking cus~omers? 
What measures should be adopted to promote 
?articipation by owners and occuDants of rental 
units'? 
Should s?eci~l incentives be offered to do-it-yourself 
ret:ofitters'? 
Should a c~stomer be permitted to weatherize more 
than one home under ZIP? 

Should owners or occupants of new residences be 
eligible for ZIP loans? ' 
Issues rel~ting to the gener~1 implementation of 'ZIP. 

• 

1. Should PG&E offer ZIP for certain weatherization 
~easures without the requirement of a prior audit'? • 

2. Nhat priocities, if any, should be adot~ted for 
making energy audits? 

3. Should non-?C&E employees be ?ermitted to conduct 
energy audits? 

4. HOW should contractors be selected and amounts to 
be financed under ZIP be determined? 

• 
S. What r~payment terms for loans should be adopted? 
6. What warranties should be provided ~o ?articipants? 

7. What inspection should be made by ?G&E? 
8. Shoul'd ZIP conform to the state Res plan as approved 

by the DOE? 
9. Should the ZIP plan contain a sunset provision? 

-14-
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F. Issues rel~ting to competition. 
1. Background. 
2. Is ZI~ anticompetitive in relation to manufacturers, 

sellers, or installers of energy conservation 
measures? 

3. Is ZIP anticompetitive in relation to lenders? 
G. Issues relating to financing. 

1. Should project financing of ZIP be approved? 
2. Nhat types of financing instruments ~nd procedures 

should be ~sed to raise debt capital for ZIP? 
H. Issues rela,ting to ratemaking. 

1. Should PG&E's proposed crA mechanism and 
balancing account be approved, and if so, for 
what period? 

2. Should PG&E'S actual income tax rate be used in 
computing taxes on return on its equity investment 
in PESC • 

3. How should rate changes and rate design pertaining 
to ~~e ZIP program be handled by the Commission? 

IV. Discussion of Issues 
A. Is adoption of an aggressive weatherization finanCing 

program appropriate? 

1. Introduction. 
As long ago ~s 1975, the Commission identified conservation 

as "the :nost i:nportant task facing utilities today." We noted: 
"Continued growth of energy consumption at th.e 
rates we have known in the past would mean even 
higher rates for customers, multi-billion dollar 
capital r~uirements for utilities, and unchecKed 
proliferation of power 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." (Decision No. 84902, dated 
September 16, 1975.) 

-15-
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At that time, the Com::ti.ssion directed utilities to 
take aggressive steps to achieve conservation goals: 

"~·\'e expect utili ties to explore all 'possible 
cost-effective means of conserv~tion, including •.. 
subsidiary programs for capital intensive 
cOl"lservation measures .•.• " (Id., at p •. 1623.) 
Since 1975 the energy situation has worsened 

dramatically. Prices for primary fuel such as oil and natural 
gas have more thah trit'led. cr.S. dependence on imported· oil 

has increased. The need for conservation which the Commission 
identified five years ago, therefore, has become even mo~e urgent. 

More recently, we reaffirmed the importarice of 
utility energy conserv~tion programs in Decision ~o. 91107, dated 
Oecember 19, 1979: 

"We believe that it is important that we 
reiterate the commitment of this body to 
the promotion of energy conservation and 
the use of alternativeer.erev resources. ' .... mere 
the marginal cost of conserved energy is 
less than the :narg inal cos t of ne'lll sUP91y, 
the former should always be the investment 
of choice •. Supply fro~ non-conventional 
and renewable sources, where it costs less 
at the margin than supply from conventionar 
sources, should be the oreference. We e~ect 
the energy utilities we-regulate to make these 
principles central in their planning and 
investment decisions." (P. 152.) 

Likewise, in our Janu~ry 2, 1980, report to the 
Cal i fornia Leg isla ture, .. Financing the Solar Transi tion," in 
connection wi tM OII No. 4:2, the solar water heater. der:tonstra tion 

, ... 
program, the Commission restated Our policy commitment to 
conservation and r~newable resources and our desire to 
accelerate conservation through p~blic acceptance of such measures 
by innovative financing of cost-effective options. 

-16-
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For the above reasons, in Decision ~o. 9149'7', dated 
April 2, 1980, the' Commission approved a conserva-tion fin"nci'ng 
program presented by Pacific Power & Light Company (?P&L). - In 

~~at decision, we said: 
"'l'he cost of electricity has risendramaticallv. 
:his is due to rapidly-increasing oil prices -
and the high cost of constructing new generation 
facilities. Conservation provides a new source 
of energy in that it reduces a utility's 
dependence on high priced oil and reduces the 
need for construction of new generating 
capacity. An integral part of any overall 
conservation program is the retrofitting of 
insulation and weatheri:ation in residerices." 
(P. 2.) 

The Commission noted, however, that in approving the' PP&L program 
we were not prescribing a unifor=n approach to conservation 
financing. Rather, we encouraged utilities to devise programs 
suitable for their own particular service areas (p. 25) • 

2. Inverted Rates. 
As an incentive to conservation the Commission has 

required ?G&E to establish three-tier inverted ,rates for both 
electric and gas service. The current rates for,residential . 
customers are as follows: 

Lifeline 
2nd Tier 

(Lifeline to twice lifeline 
C"Uantity) 

3ro Tier 
(Excess over 2nd-tier 
quantity) 

-17-

Electric' 
(S/kWh) . 

.03682 

.0589'9 

.08137 

~ Gas 
( S/Therm) 

.29023 
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The steepness of t..'-le inverted :.~tes clearly explained 
on the bills which PG&E sends to its reside.ntial customers 
has already impressed upon PG&E I s residential custome.rs the 
importance of adopting conservation measures to reduce their 
ever-increasing electric and gas bills. 

3. New Tax Benefits for Weatherization Retrofit. 
Onder the recently enacted AS 2030, which. is 

codified as Sections 17052.8, 17208.7, 23601.5, and 24349.7 

of the Revenue and Taxati~n Code, taxpayers are entitled to a 
credit against their net tax for taxable years beginning on 
and after January 1, 1981, of 40 percent of the cost incurred 
by the taxpayer for any energy co~servation measure on premises 
in California which are owned by the taxpayer at the time of' 

installation. Such credit shall not exceed Sl,500. In any 
subsequent year the taxpayer may claim further tax credit 
for additional energy conservation measures installed 
in that tax year. 

If an energy conservation measure serves two 
or more dwelling units, the owner or owners of the dwellings 
are entitled tp .receive credits up to, Sl,500 for each dwelling' 
unit served. Individual taxpayers whose· adjusted gross income is 
less than SlS,OOO and married taxpayers filing joint 
returns whose gross income is less than S30,000 are allowed a 
credit to the extent of the taxpayer's tax li~bilit~ plus a 
refund in excess of that amolJnt up to the remaining-amount of 
the credit provided in AS 2030. 

'there is some ],l-:lcertainty in AB .2030 as enacted as -to 
whether the Sl,500 tax credit limit ap~lies to each taxpayer. 
If so, this colJld thwart efforts -to l?en~,trate the rental market 
with cost-ef~ective weatheriz~tion measures. The $1,500 limit 
is fully ~ppropriate on a E!! unit basis as applied to owners of 
rental property, but a per taxpayer limit would serve no useful 

• 

4It 

~~~~o::;e ~:i:r:n~:~::::t~at remedial legislation now oeing drafted4lt 
-18-
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Energy conservation measures for ~urposes of AB 2030 include 
items with a useful life of not less than three ~ears from the 
following generic c~tegories which meet the minimum standards to be 
established by the CEC: 

a. Ceiling insulation. 
b. Weatherstripping of all doors and windows which 

lead to unheated or uncooled areas 's~ as to 
effectively and reliably limit air infiltration. 

c. An e~t~rnal w~t~r h~ater insulation blanket. 
o. Low flow devices on all .lccessibl~ shower heads. 
e. Cault~ing or se~ .L.ing of Clll maj or cracks and other 

open~ngs i'n bltilding exterior 'to reciuce the loss of 
heated or cool~d Clir or the entry of outside air, 
where fe~sibl~ and sealing of w~ll outlets~ 

t: ... 

9 . 

n. 

Insulation of all ~ccessible transverse heating 
and cooling system ducts Jnd plenums which 
enter or leave unheated or uncoolecl ar~as. 
Cove:'s for swimming pools or, hoc, tubs ~olhich t:'.lnsmit 
the sun's r.ldiation energy into the water, reduce 

'heat .Loss Clnd wClter ~vaporation. 
Such other mCCl~ures or devices as ~~y be designated 
":esidential. energy conservation t:1easures approved 
and adooted as oart of (the final state Res planJ . 
and recommended" as the result of an ~udit con­
ducted under the ~uspices of such ~ plan~. This 
generic c~tcgory includes, but is not limite?, to: 

(1) glectric~i or rnechanic~l furnace ignition systems 
which :~pl~c~ gas pilot lights. 

(2) Devices mo~ifying tne openin~s of heatin~ and 
cooling systems ::0 incr~~sc efficiency. 

(3) Storm or ~hcrmal windows or doors for ~he ex:erior 
of dwellings, multiglazed windows and doors) or 
mov~ble ins~l~cion s~cn ~s shutters or thermal 
drapes, whicb substintially reduce the energy 
needed for space heating and cooling. 

(4) Heat pumps ~nd water heating pumps (including 
those which use air, water, or earth as a source 
or sink of heat) which replace electric resistance 
heaters, or are used in conjunction with a solar 
energy system. ' 

-19-



(5) LO.ld :nanagement devices to reduce the direct • 
or indi:ect ~se of natural gas or electricity 
through interruption, storage, and load 
limiting. 

(6) Insulation for floors and w.llls. 
Energy conserv~tion measures in the generic categories 

a through f will cease to be eligible as energy conse~,ation measures in QOm9uting 
t~~es for taxable years ~nd income years which begin after December 31, 1985 if 
inst311ed in multi-f~ly cwelling units, but will be eligible for an additional 
year if installed in sinqle-family homes. Energy conservation measures in the 
generic categories of subsections 9 and h·will be ineligible as energy conservation 
:neasures in computing taxes ~or taxable years, and income years 
whic~ begin after December 31, 1983 unless a later enacted 
statute deletes or extends that date. .-

In lieu of claiming the tax credit, any taxpayer may 
elect to take a depreciation deduction over a 36-month period. 
Also, the taxpayer may take depreciation pursuant to that 
section for the cost of an energy conservation measure in 
excess of the amount of the tax credit claimed. The ?rovi~ion 
?ertaining to the taking of the depreciation deduction will 
not ~pply for tax~b1e ye~rs and income years which begin 
after Oecember 31, 1986. 

It is interesting to note that all of the eleven items 
which ?G&E proposes. to finance under ZI? except lighting 
conversion are specifically included as energy conservation 
measures in AB 2030 and qualify for the tax credits, refunds, . 
and depreciation, although in some cases subject to an audit 
:eqlJirement. 
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4. DOE Neatheri::.ation Assistance Program. 
!he witnesses for the California~Ne~ada Community Action 

Agencies Association (Cal-Ne~a) testified regarding the 
DOE's Weatherization Assistance Program for tow-Income 
Persons and introduced Exhibit No. 37 into evidence. Under this 
program." financial assistance may be provided from grants made to 
the states for the weatherization of dwelling units occupied by low­
income families, particularly those where elderly or handicapped 
low-income persons reside. Not :lore than $800 may be expende'd on a 
single unit with respect to weatherization materials, a portion of 
the cost of tools and equipment used to install such material"s; the 
cost of transporting labor, tools, and materials to the unit, 'the 
cost of ha~ing onsite supervisory personnel, and the cost (not to 
exceed $100) ,of making incidental repairs to such unit if such 
repairs are necessary to make the installation of weatherization 
materials effective. 

The labor for the installation of the weatherization 
materials is pro~ided by ~olunteers, tr~ining participants, and 
public service employment workers pursuant to the Comprehensive 
Employment Training Act (CETA) and the Older .~rican Community 
Service Employment Act (OACSEA). Under the program weatherization 
materials include: 

3. Caulking and weatherstripping of doors ~nd windows. 
b. Replacement burners designed to substantially increase 

the energy efficiency of the heating system. 
c. Devices for modifying flue openings which will increase 

the energy efficiency of the heating system. 
d. Electrical or mechanical furnace ignition systems which 

replace standing gas pilot lights. 
e. Clock ther::nostats. 
f. Ceiling, attic, wall, floor, and duct insulation .. 
g. ,Water heater insulation • 
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h. Stor~ windows and doors, multiglazed windows 
and doors, heat-aosorbi:lg or heat-reflective 
window and door materials, and 

i. S~ch other ins~lating or energy conserving 
devices or technology as the Administrator 
of DOE may determine, by rule, after 
consulting with the Secretary of Housi:lg 
and Urban Development, the Secretary of Agriculture 
and the Director of the Community Setviees 
Administration. 

Exhibit No. 37 shows that weatherization has been 

provided to the following numbers of homes in Cali.for.nia through. 

October 1978 under the DOE program which was authorized 

August 14, 1976: 

DOE Round I 2,379 

DOE Round II 5,5.89, 

DOE Round III 3,933, 
.•. 

DOE Round IV 6,651 
5. RCS Audits. 

Exhibit No. 22, which was introduced by counsel for 

t.'e C:X:, is a copy of t.'e Clli:ornia Plan for the Residential Conserv3tion 

Serv-ice. Chapter V of Exhibit No. 22, attached to t.,is decision as Appendix B, 

provides a description of t.'e energy audit require.-nents of the pro~sed PCS 

plan wcb. t.'e c:x: has· submi tted to· tOE for. approval. OOE has recently 

approved the plan, wit.'" minor :'l'OCifications. Elchibit N;:). 22 remains t.'e best 

evidence in t.'e:record..,egarding-~t.~ nat:.ll:e of ·the RCS audits to, be provided by . . 

PG&E and we will take official notice as well of t.'e adop:ted state RCS plan. 
6. Discussion. 

Toward O'tility Fate Nor:nali:ation - (TORN) contends that the steeply in-

V'ex:ted rates adopted for PG&E provide customers with proper price signals 

as to the true cost of energy consumption. The monetary sa~ing 
to PG&E as a result of customer conservation is its matg'inal cost of energy. 

If the customer who conserv-es has been paying at a rate equivalent to marginal 

cost, t..'1at customer · .... ill recover t..'e entire resultinc; cost savings' through 

a reduction in rrcnthly bills. 'n'lis means, 'roRN asserts, t..'1at PG&E's customers 

• 

• 

already have a very strong economic incentive to adopt conservation measures • 

wi t."lout arrj utili ty spo~red subsidy program. 
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TORN further c:::>r1tend~ that the tax credits, tax 
refunds, and de?reciaeion ~llow~nces ?rovided by AS 2030 

make Z!P unnecessary. TURN points out that it is re~sbnable-' 
to expect .l high demand for energy audi ts I.ln'der the RCS 
~rogram which will show th~t for many customers conservation' 
invest~ents will be highly cost-effective, and that Section 215 
of NECPA provides for th~ utility to assist t~e customer in 
arrangin9 for installation_of conservation measlJresand in' 

, , 

arrangin9 for a lender to fin~nce the installation if necessary. 
TORN asserts that against this background the added 

subsidy provided by ZIP is superfluous and that the Commfssron' 
should allow the three-tier rate design, the tax benefits 
under AB 2030, and the RCS audit plan some time to take effect 
before considering :urther conservation subsidies such as ZIP. 
'::~e DOE Neatherization Assistance Program for Low-Income Persons, 
discussed above, provides an additional incentive for low-income 
persons to weatherize their homes. 

• 
~~ fails adequately to appreciate ~~e gravity and immediacy of 

~~e energy ~roblem facing PG&E customers and ~~e nation as a whole. OUr 
over dependence ,on insecure i~rted energy s~~?lies continuously threatens 
t.~e reliability and price stabili':f of service by PC&E and other california 
utilities. Financing incentives for residential weatherization are a. necessary 
and proper area for SUbstantial investment by california utilities, providing 
highly c:ost-ef!'ecti~ energy savings. Even with all ~~e existing incentives for 
wea~,erization described abOve, many ?G&E residential c~stomers will find it 
difficult or i~ssible to save sufficient funds or to arrange their own 

:inancing for weat.1erization retrofit or will be reluctant to make needed 
weat.~erization L~rovements wit.~ut additional incentives. Adoption of an 
~gressive weatherization finanCing program tc accelerate residential conservation 
is necessary to assist in ~ting urgent'national and" state priorities. 

The problem is to cetermine the minimum, add i tional i n-' 
centive which will result in maximum 'pe"netration of the weat."lerization 
retrofit market to produce the additional conservation which will so 
benefit society at this time of energy crisis. The ZIP program to 

~e authorized in this proceeding will be one which, after taking 
~nto consideration the tax benefits of AS 2030 and the savings 
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in utility rates resulting from installation of conservation 
measures, will represent a. very low cost, if any, to the 
participant durinq the loan p4y-~ack period and thereafter 
will result in a substantial net benefit to him. Additional 
incentives will be provided low-income homeowners and to owners 
and occupants of single- and multi-family residences where 
tenants pay 'their own space heating utility bills. The'se 
are necess4,ry to penetrate these markets, which the record 
amply demonstrates to be ~ong the most difficult areas to 
reach with weatherization retrofits. 

3. Issues relating to cost-effectiveness. 
1. Which of the following tests of cost-effectiveness 

should the Commission adopt for determining the 

• 

scope and scale of conservation financing incentives: 
a. Costs ,to the participant, 
b. Costs to the utility, 
c. Costs to society, • d. Costs to the nonparticipant? 

Having found t.."lat provision of utility financing assistance 

for residential weatheri:ation inves~~ents is necessary as an 
incentive for accelerated energy conservation, we must 
determine what incentives are appropriate and for what 
classes of conservation measures such incentives should be 
allowed. Consideration of these issues i~ this proceeding 
revolved about the issue of cost-effectiveness, a matter which 
we discussed at some length in our January 2, 1980 report to 
t.,"le California Legislature, "FinanCing the Solar 'l'ransition". 
In Oecision No. 9225l, establish.ing the Oemonstratio n Solar 
Financing proqr~, we specifically deferred final disposition 
of ~\ese issues to the present decision • 

. -- ._- -- -.-----.----. -----_.-- ................ . 
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Our record contains lengthy testimony and, spirited 
.... ". 

de~ate as to the appropriate test or tests of cost-effectiveness 
by which to determine t..'le scope and scale of PG&E's weatherization 
fi~ancing progr~ - that is, the range of measures eligi~le 
for financing and the amount of financial incenti~e to be 
provided in a particular c~se. unfortunately, this debate 
:ails adequately to Qistinguish between these two. ,very different 
applications of cost-effectiveness criteria. 

Four tests have ~een proposee to Qetermine t..~e cost­
effectiveness of a conservation measure or incentive: 
Cost-effective to the customer 

Onder this test, a conservation measure or incentive 
is considered cost-effective if the savings it produces for 
the customer during' its useful life exceed the cost of the 
measure to the customer (considering t~~ credits and other 
incentives) • 
Cost-effective to the utilitv . 

Under this test, a conservation measure or incentive 
is considered eost-effective if the cost to the 'J.tility of 
the incentive is less than the marginal cost to the 

utili ty of the .~~,er9'Y .~~;,c~ wil~ _b~ saved during the 

useful life of the measure. 
Cost-effective to society • 

Under this test, a conservation measure or incentive 
is considered cost-effective if the total cost of 

the measure to the ~ustomer and the utility is 
less than t..~e ma~g~nalcost of additional energy consumption to 
society. This ill~rginal cost consists of the utility's cost plus 
the cost of iIn~-:-c',:~ o~ ~h~ _environmen~, . the national security, 
t..'le balance of .pa~~n~~.'_,e't7.~: Tax incentives are not considered. 
in this calculaticn • 
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Cost-effective to the non~artici~atina ratepaver 
t· b • 

Onder this test, a conservation measure or incentive 
is considered cost-effective i! it ultimately produces unit 
rates to nonparticipati~g ratepayers lower than tney woula 
ot."lerwise be. This result is achieved. if the cost of the 
incentive to the utility is less than the difference between 

• 
the utility's marginal and average cost of the amount of enerqy saved. 

Staff witness Cavagnaro, representing the Policy 
and Planning Division, strongly supported the marginal cost 
approach of the societal test of cost-effectiveness. He 
testi:ied. as follOWS: 

"The Commission'S continued insistence on 
marginal costs in rate design and as criteria 
for the cost-effectiveness of conservation 
progr~~s is essential to the conservation of 
enerqy, the optimi~ation of the efficiency 
of use of facilities and resources by utilities 
~~d equitable rates to California utility 
customers." (Vol. 21, Tr. 2632.) 
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• C~v~gnaro further testified that the program is extremely cost-effective 
on the electric side for. all measures based on a comparison of staff 
witness ,Keefe's estimate of 2.8 cents cost per kilowatt hour for the 
conservation measures and PG&E's estimated marginaL cost of 7.22 
cents per kilowatt hour. Based on Keefe's estimate of 23.6 cents 
per therm for the conservation measures and PG&E's estimated mar~i.nal 
cost of 47.2 cents per therm the proqram is also cost-effective on 
the gas side. 

Stolff wi t."ess 'Ihorrt'son, representing the Special Economic 
?rojects Section of the Commission's Revenue Requirements Division, 
recommended that the Commission require conservation programs to 
be cost-effective from the nonparticipants' perspective. Thompson 
asserted that utility financed conservation programs are justified 
only if their costs are less than the difference between the 
~arginal cost of supply and the average'cost of supply. Thompson 

.supported the methodology used by PG&E in calculating the cost­
effectiveness to the nonparticipant in Exhibit No.8. 

Only Dr. James Neil, a wi tness. for TORN" challenged 
?G&E's methodology for calculating cost-effectiveness. PG&E's 
methodology in fact was based uppn an approach originally presented. 
by Dr. Weil himself when appearing as a staff witness in OII 42 
(solar financing). In his prepared testimony, Exhibit No. 40 in 

the present proceeding, Weil claimed that certain modifications 
to his original methodology as presented in or! 42 ar.d ~sed 'by 
?G&E in this proceeding were necessary because: (1) he haa faileo 
to consider effects of utility revenues deferred from one service 
class to another: (2) he had failed sufficiently to discuss the 
effects of the gas priority system which would shift the gas 
consumed from residential to low priority customers whose rates 
are determined by the cost of alternative fuel oil, and (3) he had 
failed to. focus on the so-called "subsidy" by' nonparticipants:. 

Both PG&E and staff witness Cavagnaro contended 

etna,t the program should be required to be cost-effective 
only from the perspectivas of the partiCipating ratepayer, the 
utility, and societ'f as a wbole. 'D:l.e sociew perspective ~res the sum of the 

participant costs and utili t:t costs to t."e costs avoided by t."e utili t'f . 

-25-





• 

• 

• 

A.59537 ALJ/ks * 

... 'c "_, 

?G&E points out that there are many ways of c.lleulatit'l<:i" the 
~onparticipant impact :est and that various assumptions canoe· 
applied. Each such ana;ysis depends critically upon how many 
~onpa:ticipants there are, what marginal costs are, and in what rate 
block savings occur. ?G&E admi~s that the impact on nonparticipants 
is clearly a factor tha~ the C~mmission should consider, but co~tends 
!ha~ ~he Commission should weigh ~hat fac~or in the ligh~ of i~s 
complexity and not accept, at face value, an analysis which would 
prevent California u~ility cus~omers from achieving the economic 
benefi~s which conserva~ion offers ~o socie~y. 

TURN contends that PC&E's ZIP program should be rejected 
because of an alleged subsidy of participants by nonparticipants. 
?G&E replies that this argument ignore~ other instance~ of subsidy 

of one group of ratepayers by another which are already incorporat·ed 
i~to Commission-approved programs and which represent rational 
ratemaking policy. £X3l'!'ples are lifeline r.;ttes, .;tpplic3tion of s~ndard 
rates to new utility customers whose service is provided at ~arginal 
cost, time-of-use rates, cogeneration pricing, and various 
experimental and demonstra~ion programs. 

Both ?C&E and the staff contend that TORN's argument 
reflects er roneous assu~ptions on which TURN wi tness ~~eil 
oased his calcula tions. ~'ieil .;lssumed. thoJ t the lost revenue per uni t 
of energy saved will ~e at what were 'then the tail block residential 
electric ~nd gas ra~es, wnereas ?C&Z assumed that the lost revenue per 
uni t of energy saved will be a t an average rate. PG&E r:oints out t.'1at 

-27-



A.S9537 ~LJ/ks 

~ot all participants will be consuming in the upper tiers_of the 

rate schedule and that it is uncertain how rates will be structured 
in the long run. ?G&E contends that an average rate, which assumes 
that some lost revenue'will come out of lifeline usage and some,o~t 
of ~pper tiers is the most reasonable basis on which. to compute 
~ost revenue. 

?G&E used the tailblock rates for calculating 
participant cost-effectiveness only for illustrative 

purposes; since the participant's cost-effectiveness wo~ld be 
determined on a case-by-casp. ba~is thro~g~ the home energy 
audit. Weil, however, applied these'tailblock rates 
for calculating nonparticipant cost-effectiveness. 

PG&E contends that the variety of conservation measures 
incorporated into the proposed program, the additional measures to 
oe investigated for possible future incl~sion, and ~~eaggressive 
marketing strategy proposed ensure that the ultimate participant 
gro~p will be quite large, and that the potential body of non­
participants will be rather small. Over the life of the program 
a very substantial portion of the pros ram costs will accrue 
to participants whose benefits due to red~ced consumption will far 
exceed any costs d~e to increased rates. weil admitted that he 
had no knowledge of the .potential penetration levels for the current 
anc proposed conservation measures, and had ~ot incorporated this 
factor into his conclusions. 

Weil revealed that it was not the m~gnitude of the 
subsidy that trouble~ him. He stated that: 

"In my opinion, no program sho~ld be approved that 
has a subsidy of this sOrt, even of one dollar." 
(Tr. Vol. 26, p. 3259.) 
When the utility's expenditures for a conservation program 

are less than the full marginal cost of new supplies then the total 
revenue requirement is reduced. Nonparticipating customers do, 
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not benefit to ~~e same extent as participants whose energy use 
is reduced by the financed conservation measures. The conserved 
energy is, however, available to offset growth in energy require­
ments. Conserved energy is thus made available at the cost of 
tl'le su.bsidy offered by the utility rather than the more expensive 
marginal ~ost of new supplies. Still, as emphasized by the 
nonparticipating customer test, conservation expenditures which 
exceeded t."e difference between marginal and averaqe cost of 

energy saved would adversely affect utility rate levels. 
TURN urges the Commission to extend the nonparticipating 

test further and to base the test on the difference between the 
utility's marginal cost and the customer's rate level at which 
t."e energy is saved. The record in the proceeding clearly 
demonstrates the impracticality of the TU~~ methodology. There 

is no showing as to how much energy will be saved at particu-
lar rate levels. Further we have no basis to'assume that rates 
will remain in the same relationship over an extended period 
of time. More fundamentally, we do not accept the principle 
that conservation programs should be rejected simply because 
energy unit costs might be increased. 

We conclude that a conservation measure, as distin­
guished from the amount of utility-provided incentive, must meet 
t."e tests of cost-effectiveness to the customer, the utility, 
and society to be considered cost-effective for purposes of 
receiving a utility incentive. It would not be proper for 
this Co~~ission to encourage consumers to purchase conservation 
measures the cost of which exceeds the savings generated. Nor 
would it be a reasonable expenditure of ratepayer funds to 
require a utility to purchase energy from conservation measures 
at a higher per unit cost than its marginal cost of energy. 
Finally, an L~efficient allocation of resources would be 
created if the total cost of a conservation measure, including 
utility incentives, exceeds the resultant .total 'savings to the 

• customer and t."e utility •. 
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As will be discussed hereinafter, we believe 
that ~,e most efficient means of implementing these cost­
effectiveness st~dards involves some substitution of 
averages for it~-by-item calculations of cost-effectiveness. 
We will ~~erefore authorize the financing of certain 
weatherization measures which are highly cost-effective 
on average without the necessity of a site-speci:ic energy 
audit. 

There is the further question of what portion of 
the cost of financing these measures should be paid by the 
utility ~nd ultimately its ratepayers. In this regard, 
~~ere is a role for what has been called the nonparticipating 
ratepayer test for determining the cost-effectiveness of 
utility incentives. The comparison of utility program costs 
to the difference between marginal and average cost is 
relevant to our inquiry on this issue. 
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The Coramission's ado!?tiono£ inverted residential 
utility rates, wi~ the highest tier rate set near ~~e utility's 
marginal cost, together with the use of "report card b1lling" 
by the utilities to inform customers of the cost o·f their 
marginal usage, helpsto give the ratepayer a realistic price 
signal as to the social cost of that marginal usage and as to 
the real value of energy conservation measures. However, 
because average rates are still based on average cost, signi~ 
ficantly below the marginal cost of energy supply, the price 
Signal as to the value of conservation measures remains an 
imperfect one. 

To counter ~~is imperfection there is need for a 

balancing incentive for conservation. Theoretically, a utility 
conservation incentive roughly equivalent to the difference 
between marginal and average unit costs will create price 
sig.nals for the cost of poth energy and. conservation that 

will promote an efficient allocation of resources 
between conservation and supply in the pursu~t of resi~ential 
energy services, minimizing gas and electric rates for all ratepayers. 

A utility conservation progr~ costing the utility less 
~~an the difference between marginal and average energy costs is 
thus attractive theoretically and serves as a starting point 
for Commission policy toward conservation incentives.· However, 
several further considerations indicate that this incentive 
level is too restrictive. 

First, in looking at the dif:!erence between marginal 
and average costs, it must be noted that the marginal cost 
numbers used in this proceeding do not reflect the virtually 
unquantifiable "external" costs that energy use incurs. A 
true calculation of the marqinal cost of energy should include 
allowances for increased risks to national security, balance 
of payments problems, ~~vir~~~~~al impa~ts,.and many other 
fa~t~.r~~ ___ Because these __ ~.~.dit~~p.al ~_~_~~~z_qu~~ification, 

~?-e .?:a.~g~E-al ~OSt minus ave=~ge cost s~~.~~r~~~~l. I.lnderstat~ the 

va.~t.;~_o_f _c_~n?ervation .!1EcL.~~_~uld_ not ~e _~.i.9_idly_applied. 

-29b-



A.59537 ALJ/df /ks ,. 

Secondly, the economic model of consumer decision­
making ~plicit in the aCove incentive calculations does-not 
closely mirror the reality of nousehold decisions on energy 
use. Experience indicates that a good deal of inertia exists 
in the habits of residential energy consumers. Increased 
motivation and interest are required on the part of homeowners 
to take the action of installing weatherization items instead 
of simply following t.'1e "business as usual" practice of paying 
the ~nthly energy bill. Nor does the economic model recognize 
~"e lack of access for many ratepayers to even the modest 
amounts of capital needed to install weatherization measures. 
The result of these real world factors is less conservation 
than simple price-based calculations would suggest. Greater 
incentives may be needed to overcome customer inertia and lack 
of capital resources. 

Thirdly, the presence of landlord-tenant relationships 
distorts the economic model; the tenant receives the price 
signal encouraging weatheri:ation, ~ut in most cases t.'1e landlord 
makes the investment decision. A greater incentive than offered 
to homeowner participants will be needed to induce owners of 
rental property to invest in cost-effective weatherization. 

A final consid.eration is that the marginal cost minus 
average cost standard does not adequately take into account- the 
ti:ning of the response among energy conS'Clners to p=ices and 
i~centives. The economic calculations descri~ed above suggest 
that a particular incentive will induce customers to make 
appropriate inves~~ents in conservation, but they do not indicate 
when such investments will be made. Experience indicates that 
utility customers are relatively slow to make up-front invest­
ments in conservation investments even if they will prove 

cost-effective in the long run. This slow pace of adjus~~ent 
must be considered in the context of the serious difficulties 
that utilities cur::ently face in financing new supply sources, 
the continued overdependence on foreign sources of energy, and 
the resulting urgent need for conservation. 
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These considerations are all reasons for t.his Commis­
sion to sanction conservation incentives larger 'than those 
called for by the marginal cost minus average cost standard 
described above. 

We conclude that it is desirable, though nct necessary, 

t.o restrict utility conservation expenditures to the difference 
~etween marginal and average cost. This is a proper standard 
so long as t.he :narket penetration of conservation measures is 
being maximized. If market penetration is not proceeding rapidly 
enough because of, the market imperfections noted above it is ~y 
pr0ger to enlarge conservation incentives beyond this level. 

In determining the proper level of utility-provided 
incentives, it is our responsibility to assure that utilities 

'we regulate provide adequate and reliable supplies of energy 
at the lowest reasonable cost. The widespread use of conserva­
tion measu:es increases both the adequacy and reliability of 
energy supplies and reduces the total revenue reqUirement of 
the utilities. Thus, a proper incentive is that which will 
maxL~:e market penetrat.ion of useful conservation measures 
while minimizing cost to the ratepayers. This determination 
can only be made by ~~e exercise of reasoned judgment based 
on current facts and guided by the theoretical limits just 
discussed • 
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In Case No. 10032 (Decision No. 88551), we found that 
market penetration of ceiling insulation was not proceeding as 
r~pi~y as its ~enefits to the ratepayers woul~ dictate. The 

Commission ordered PG&E and other utilities to implement an 
eigh.t percent loan program for ceiling insulation. At the·' 
pace at.which the eight percent loan program nas ·been proceeding, 
even accounting for a likely acceleration of the insulation 
market as rates increase and the tax credit takes effect, it 
would take lS to 20 years to achieve the nearly ~iversal pene­
tration of this ma=ket that is justified. Further, many hi'ghly 
cost-effective measures cannot be financed through the eight 
percent program. Circumstances do not leave us the luxury of 
this relaxed pace. 

We conclude that a more significant incentive is 
required to maximize the benefits of conservation to the rate­
payers. If price were ~~e sole determinant of consumer decisions 
to purchase conservation measures, the 3-to S-year payback period 
created by an 8 percent loan might be a proper incentive. Yet, 
as we have noted, other factors heavily influence these deci­
sions. To overcome these' barriers, consumers should be offered 
a utility incentive which, in combination with other available 
incentives,will produce a positive cash flow for the consumer 
:rom the date of installation. 

Even though this incentive will cost more than the' 
a percent loan program, it will still produce savings far in 
excess of costs. It is still so cost-effective that the more 
customers take advantage of the incentives, and thus the greater 
the cost of the program, the greater the savings will be to all 
ratepayers. 
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The progr~ which we will approve will result in less 
cost per unit of conserved energy than the difference between 
PG&E's marginal and average energy costs, even wit~out allowance 
for external costs such as environmental and national security 
L~?acts of increasing energy demand. Thus, all ratepayers will 
benefit from this program through future rates lower than would 
otherwise be necessary. In the future, the Commission will 
continue to monitor the relationship between conservation 
financing progr~ costs and the difference between marginal and 
average costs. 

The conservation financing program which we will adopt 
will provide financing for conservation items which are cost­
effective from the perspective of s~ciety. The total cost of 
each unit of ener~y savings from these measures will be les~ 
than the ~arginal cost of energy supply. 

The tests of cost-effectiveness to the participant and 
to the utility also will be satisfied. Utility financing will 
be available only for conservation measures which either are 
specifically found cost-effective for the participant in th~ 
course of an energy audit or are taken from a cateqory of 
~easures which are extremely cost-effective on average. In 
fact, participants e~ be assured that in virtually every case 
~~ei= repayment obligation will never exceed the value of 
energy savings already achieved. As for the utility, since its 
costs are one factor in the calculation of societal cost­
effectiveness, our adoption of that test for t~e adopted progr~~ 
implies ~ fortiori that the program will be cost-effective for 
the utility. 

In short, t~e progr~ adopted today will provide 
benefits to participants, nonparticipants, the utility, and 
society as a whole • 
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2. Should Res audit costs be excluded from ZIP costs 
in deter.mininq cost-effectiveness? 

Because of intertwining of the ReS progr~ and ZIP and 
the need to avoid wasteful duplication of effort, PG&E proposes to 
reeover the costs of carrying out the related RCS program through 
the conservation financing program presented here. We believe 
such a procedure is appropriate during the initial implementation 
of both the state Res plan and ZIP, because of administrative 
ef~iciencies and in order to assure that PG&E can recover its costs 
associated with getting RCS underNay. 

• 

However, the costs of the RCS program should be separately 
stated. Once ~~e state RCS plan has been' put into operation, it should 
be feasible to project its costs and to provide for such expense like 
other utility operating expenses on a future test year basis. Costs 
related to ReS therefore should be included in ~~e ZIP balancing 
account only until an appropriate allowance for such costs can be 
reflected in base rates pursuant to a general rate proceeding or SUCh. 
other rate proceeding as is appropriate to the purpose. PG&E may 
choose to file a separate offset application to provide prospectively 
for the recovery of RCS costs; such a request could be consolidated 
for heari:lg and decision either with Phase II of t.'ris proceeding or with 

?,G&.E's pending general rate Application No. 60153. 
In determining ~~e cost-effectiveness of ZIP those costs 

which result from the federally mandated RCS program ~hould be excluded 
from the costs of ZIP. ZIP ~~d RCS are entirely separate although 
related pro9r~s. Either coulQ prooeeQ without the other. ZIP Quilds 
upon RCS to maintain consistency of policy and to avoid duplication 
of effort. ~erging of costs would blur the distinction between the 
programs and lessen our ability to control costs. 
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r: ::ay oe t.."a.t t..'e aVolilJ.bili:y of :I:? will i~erease :~e 
~u=ber of c~stomer requests for RCS aucits. Eowever, ~any 0: t~ese 

customers woulc even:~ally have molce use of ~e resources of t~e RCS 
p:,oqr.!m i!'l a!'ly event. ':hus, it J.?pears that au thor"i:a tion of Z:::? 

may be expected to accelerate the Res ?roqr~~ but !'lot ?artic~larly 
i~c=ease its total costs. 

., ... Wh.ic~ estimate 0: housi:-:g tu=~ove= shol.!lc be 
adopted for ehe purpose 0: determi:-:ing the 
cost-e!!eetiveness of t~e measures i~ :!?? 

?C&Z ~resented evidence showi:"l9 :ha.t 90 percent of t.":e bousir.g 

i!'l ?C&Z. s se~lice area can be e~eeted ~ c::ange cwr:ership '",i t.,i., seve.'"t years. 
Kee!e, the cost-effectiveness wi::"Iess of t..'e Energy 

Conse:7ation Sraneh of the Otilities Division of the Commission sta!:, 
adopted a housi:"lg turnover estimate used by the staff'in orr ~o. 42 

wnic~ shows 34 percent of the housing remaining unsold at the end 
0: ten years anc 14 percent remaining unsold at the end 0: 20 years. 
However, he offered n~ evidence to shQw that his estimate was more 
reliable t..'an that of ?G&E's wi~,ess •. Keefe contended that homes 
will be held !o~ a longer time as a tesult of the Proposition 13 

~rope:ty tax initiative. ?G;Z sucmits t..~at it is too early to 
ceter::ti.ne :::e lcn;-ter.n ~ of P:Qposition 13 and. cont.er.Cs that bousi.~ 
~er :oates :'I'8y resul~ ltCre f...-cm basic factocs. such as family and creer 
cycles rat."ler t..1o,an Qx cons±clerations_ 
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In this ?roceeding we will adopt PC&E's estimate of housing ... 
turnover, but we note that the import~nce of this issue is substantiall'-' 
di~ir.ished because of the mo:e rapid repayment procedure which will 
be included in the adopted ZIP pl~n. 

4. How does the COSt 0: ?G&E' s propo-sed program 
compare w~th the cost of the adopted· program? 

PG&E presented in Exhibit No. 7 an analysi.s on .Cost 
Effectiveness of Conservation ~easures for the.ten individual 
conservation measures applicable to gas and electric customers 
respectively. Ne have tested the adopted program against the 
resul ts i:1 Exhibi t No. 7 by u tili::ing PG&E f s assump.tions. 

~'le have excluded the ReS aud i t costs which, being incur red 
pursuant to the federally mandated Res program, are not p~o?erly 
chargeable to the cost-effectiveness of the 'ZIP program. For 
the adopted program, a 50-month payback period is assumed for 

single-family residences and a 100-month payback period for multi-

family tQgia~~~~t Th~ ccst~ to t'h~ ut.ility for the various measures 
it inst~lled se~arately are estim~teo as follows: 

Ceili:'lg Insulation 
'hall Insulation 
cloor Insulation 
Weatherstripping 
Caulkin9 

COMPARATIVE COST-EFFEC~IVENESS OF 
TEN MEASURES ~OR GAS CONSERVATION 

(Mills/Therm) 
(Compare all figures to PG&E's marginal 

cost of gas of 472 mills/therm.) 

Sincle-Familv Mul ti'-F'am-ilv 
?G&E Proposal Acopt.ed 

Exhibit 7 Proqram 
96 S4 

283 l72 
48l 294 
186 99 

98 55 

~E ProposiL - ;..do,9:tea 
Exhibit 7 Proqram 

132 . 90 
225 155 
648 480 
201 97 

88 46 
Stor~ Windows & Doors 647 400 500 341 Water Heater Wrap 253- 119 
Clock Ther~ostat III 55 
Duct Insulation 1145 .. , 636 
Intermittent Igni tion 

Device 315 186 

263 133 
214 122 

1509 905 

315 226 
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,CO~lPARATIVE.COST-EFFECTIVENESS OF 
TEN MEASURES FO'R ELECTRIC CONSERVATION 

(Mills/kWh Saved) 
(Compare all costs to PG&E's marginal cost of 

electricity of 72 mills/kWh.) 

Ceiling Insulation 
';o1all Insulation 
Floor Insulation 
Weatherstripping 
Caulking 
Storm Windows and 

Ooors 
Water Heater 'N'rap 
Clock Thermostat 
Duct Insulation 
Lighting Conversion 

Single-Family 
PG&E Proposal Adopted 

(Exhibit 7) Program 
12 7 
38 23 
64 39 
23 12 
12 6 

70 
26 
58 

644 
194 

43 
11 
29 

356 
113 

Multi-Family 
PG&E Proposal Adopted 

(Exhibit-7) , Program 
23 16 
41 29, 

120 ' 89 
35: 17 
14 S. 

76 
26 

102 
692 
219 

51 
13 
58 

, 415 
148 

The substantially reduced costs are principally the result of the 
modified repayment schedules and the exclusion of RCS'audit costs. 

In a calculation of cost-effectiveness on a societal 
basis costs to both the utility and the participant are consi~ered, 
so the shift of some program costs from the utility to'the participant 
does not affect the calculation. In terms of societal cost­
effectiveness, therefore, the PG&E proposed program and the adopted 
program yield similar results, since the only basic d~fference 
between the two is the inclusion of the RCS audit cost. Under the 
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test of societal cost-effectiveness, income taxes and tax credits are 
excluded and, for example, the societal cost of ceiling insulation as 
est.imated by ?G&E is 144.4 mills per therm as compared to 132.1 
mi11s ~er the:m for the adopted program. This societal cost compares 
to th~ conservatively estimated marginal cost of gas energy for ?G&E 
of 472 mills per thermo When federal and state tax credits are 
considered from the participant's viewpoint the programs are all the 
more cost-~ffective. Federal and California taxpayers will pay 
for a substantial part of the program through tax credits and 
deductions. 

In Ex.!:libit No. S, Attae.!:lment C-2, PG&E preseo.ted"a 
summary of total eosts and savings whieh would result from system­
wide implementation of those seven gas measures of the weatherization 

ZIP program which are most clearly cost-effective on an average basis. 
We have tested the adopted program against the results in Exhibit 
No. S utili:ing ~G&E'S assumptions except for exelusion of ReS 
audit costs. Those assumptions include current marginal costs of 
gas and electricity of 47.2 cents per therm and 7.2 ~ents per kWh, 
escalating at rates of 10 .. 5 and S. S percent per year, respectively. 
Assumptions as to ZI?'s penetration of the residential weatherization 
marKet are fairly modest, ranging from 130,000 wall insulation jobs 
to 1,000,000 weatherstripping jobs over a ten-year program life. An 
assumed annual discount rate of 12.0 percent is used to determine 
the present value of the overall societal benefit and ·the utility cost. 
The following tables do not show the costs incurred by participants 
in the program. Based On those assumptions the relative utility 
costs of systemwide implementation of the PG&E proposal and the 
adopted program are estimated as follows, for comparative purposes: 
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• C)ST CQ.1PARISON OF PROl?C$EO AND AOOPTED P~ 
-7Q.S~-

PG&E Proposal _. ___ . Ad:lpted. Incentives _ 
(E:lchibi t 8) (For ~ar~tive Pureses Onlvl· 'If 

utiI~ty COst utiI~ty COst .Energy Saved societal aenet~t 
Year (SOOO's) (SOOO's) (Million 'Ibenns) (S(;)OO·' s) 

1980 $ 28,700 
1981 46,300 S 20,300 24.8 $ 12,900 
1982 62,500 36,200 71.4 41,100 
1983 75,800 47,300 ll2.5 71,700 
1984 87,200 51,800 146.4 103,100 
1985 97,500 53,000 175.7 136,700 

1986 105,700 53,900 205.0 176,100 
1987 109,500 55,400 234.2 222,300 
1988 114,700 58,100 260.9 273,700 
1989 121,100 61,700 285.0 330,300 
1990 73,900 65,900 309.1 396,000 

1991 61,400 39,400 314.2 444,900 
1992 4S ,500 25,100 300.4 469,800 
1993 35,500 13,700 286.6 495,200 
1994 23,400 6,300 272.7 520,900 

• ·1995 12,900 2,300 258.9 546,300 

1996 5,300 SOO 242.2 564,800 
1997 4,000 600 222.7 573,900 
1998 3,000 400 205.6 585,300 
1999 2,600 200 190.9 600,600 
::000 1,400 100 176.2 612,600 

2001 1,100 0 151.0 580,100 
2002 700 0 118.2 501,800 
2003 700 0 91.0 426,900 
2004 400 0 70.9 367,500 
2005 300 0 55.5 317,900 

2006 0 0 42.9 271,500 
2007 -200 0 33.2 232,200 
2008 -400 0 23.6 182,400 
2009 -600 0 14.1 120,400 
2010 0 4.7 ___ 44,300 

~ Sl,122,700 S592,50~ 4,900.4 $10,223,200 :-

Present 
Vall.:e S 549,300 $285,900 -1,948",800 

'*'Soc:iet3l benefit is derived from energy saved rrW. tip1ied by the current ri'a.rginal 
cost of energy. . •.. 

Note: These estimates are based on assumptions described at page 30e, supra. 

• 
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ccsr CCt-'iPARISON OF PROPCSED ~'O ACOP'I'EO p~ • -6 El.EC'!'!UC ~-
PC&.E Propo5.11 Adopted Incentives 

(EXhibit 8) (For COrrparative Pur,:oses Onlv) * 
utlhet C5st Utlh ty COSt Ei"iergySawid SOCietal Benetl t 

Year (SOOO's) (SOOO's) , (Million kMl) (SOOO's) 
1980 S 3,320 
1981 '5,130 $ 2,230 21.5 S 1,690 
1982 6,730 3,870 61.6 5,270 
1983 7,970 4,950 ' 96.3 8,960 
1984 9,020 5,310 123.9 12,540 
1985 9,940 5,340 146.9 16,170 
1986 10,630 5,350 169.9 20,350 
1987 U,OOO 5,420 192.8 25,120 
1988 11,360 5,610 215.5 30,560 
1989 U,920 5,890 238.1 36,720 
1990 6,580 6,250 260.6 43,730 
1991 5,490 3,450 266.6 48,680 
1992 4,380 Z,200 256.0 50,840 
1993 3,260 1,200 245.4 53,030 ' 
1994 2,230 560 234.7 55,180 
1995 1,340 210 224.1 57,320 • 1996 600 SO 212.S 59,240 
1997 460 50 200.7 60,790 
1998 340 40 188.7 62,180 
1999 290 20 176.6 63,310 
2000 150 10 164.6 64,190 

ZOOl no 0 142.4 60,430 
:2002 80 C 112.S S1,CSC: 
2003 80 0 8S.8 44,600 
2004 40 0 71.9 39,300 
2005 30 0 59.7 35,500 
2006 0 0 48.0 31,060 
200i -20 0 37.1 26,110 
200$ -40 0 26.4. 20.220 
2009 -70 0 15.8 13,160 
2010 0 5.3 4,800 
Nominal ." .S;tl::z, 4 50 . $58,O40 - 4,305-. , $1,.103,130 

, - ..... ' ...... , ."' .... 
Present 

Value S 56,1.30 28,580 214,130 

·SOcietal benefit is derived from energy saved multiplied by the curr~nt ~rsinal 
cost of ~nergy.' ' 

N;:)te: 'nlese estimates are based on asSUl'l'ptions· described at page 30e, supra. 
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PG&E's assumptions have been utilized only for comparative 
purposes since the program for the initially adopted measures will 
extend over only six years. !he utility costs are significantly 
affected by tbe adopted incentive levels, which are considerably 
less costly to the utility than the incentives originally proposed 
by PG&E, by the tables on comparative cost-effectiveness, supra. 
!he esti:nated utility cost of"tbe adopted incentives is $592 millIon 
as compared to $1,U3 million under l?G&E I S proposal for the seven 
gas measures. The estimated savings are 4,900 million therms at a 

societal cost of about 160 mills per tberm, which includes a utility 
cost of 78 mills per tb.erm., as compared to a marginal cost of gas 
esti=ated at 472 mills per thermo 

For t.'"le seven measures on the electric side, t.."'le utili ty COSt of t."'le 
~do9ted incentives is esti.'TIated ~t SS8 million as co~ared to Sll2 million for 
t."'le ?G&E proposed incentives. Here t."'le estimated savings are 4,306 million' 
i<~'h, 3.t 3. societ.ll cost of al:out 21.4 :nills/kt';'h, including cost to tbe utility 
of aJ:out 10.8 mills/~t~"h,. as comp3.red to an estimated marginal cost of 
elect.:ici ty of i2. 2 mills/k~~"h. 

Every ratepayer will benefit from this conservation'?rogram, 
since tbe cost for new su?plies of energy which would otherwise be 
required more than offsets tbis program's cost. The costs to the 
utility as previously developed are more than offset bv the reduction . ~ 

i~ costs due to energy savings, as shown by the following comparison 
of the adopted incentives ~nd the ?G&E proposed prog~am. These 
reduc:ions in tot~l cost were computed utilizing the difference 
between the ~arginal cos: of new energy supply and the average cost 
of energy. In addition, ?artici?ating customers will realize 
substantial dollar savings resulting from their conservation of 
energy. Assumptions are the s~me as those on whiCh the prior tables 
were based • 

-30£-



A.59537 -A.:.J'/Ks Idl* /ks .. 

Year 

1980 
1981 
1982 
1983 
1984 
19S5 
1986 
1987 
1985 
1989 
1990 

1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
200'; 
2005 
2006 
2007 
2008 
2009 
2010 

Nominal 
Present ·value 

GAS PROGRAM 

Net Changes in Cost to All Ratepayers 

. Adopted Incentives., PG&EProposa1 
(For Com~arative pur~oses) 

(In Thousands 
(Exhibit 8~ 

ofOollars) 
. -

$ 28',-742 
S 14,134 36,445 

16,774 42,221 
13,612 44,232 

3,524 44,944 
-10,631 42,593 

-27,703 36,252 
-47,043 23',097' 
-67,378 10,573 
-88,927 -3,233 

-ll3,67l -73,603 

-161,241 -93,469 
-lS5,706 -113,.804 
-207,242 -134,179 
-224,720 -153,579 
-238,677 -171,101 

-246,872 -180,957 
-249,656 -183',071 
-253,377 -188,018 
-258,564 -191,375 
-262,262 -194,172 

-246,877 -168,005 
-212,346 -143,212 
-179,404 -119,177 
-153,483 -105,351 
-131,963 -87,408: 

-112,080 -76,.452 
-95,154 -62,603 
-74,21S -45,834 
-48,781 -25,;:521 
-17,848 

$ -3,867,782 $-2,205,025 
S -584,585 -143,207 

Note: Negative numbers indicate reductions 
in cost. Estimates are based on 
assumpt·ions described at page 30e, 
supra. 
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Year 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

2006 
2007 
2008 
2009 
2010 

Nomin.)l 

Present Value 

ELECTRIC P·ROGRAI.'1 

Net Changes in Cost to /\11 'Ratepayers 

Adopted ~n~entives PC&E Proposal 
(For ComEarative Pur~oses) (Exhibi t $) . 

(In Thousands of Doilars) 

$ 3,319 
$ 1,388 3,720 

1,256 3,887 
541 3,668 

-817 3,432 
-2,507 2,8"87 

-4,457 1,907 
-6,617 402 
-8,930 -1,337 

-11,456 -3;136 
-14,257 -11,122 

-19,206 -12,857 
-21,299 -14,606 
-23,116 -16,337 
-24,561 -17,964 
-25,686 -19,417 

-26,464 -20,438 
-26,975 -20,992 
-27,384 -21,335 
-27,678 -21,518 
-27,840 -:21 ,670 

-25,988 -18,593 
-22,220 -'15,799 
-18,859 -13,331 
-16,478 -12,122 
-14,733 -10,614 

-12,791 -9,107 
-10,661 -7,319 
-8,167 -5 ,-Z61 _. 
-5,271 -2,.874 
-1,893 

·$-433,126 S-274,527 

$ -70,165 $ -26,840 

Note: Negative numbers indicate reductions 
in cost. Estimates are based.on 
assumptions described at page 30c, 
supra. 
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lhese figures indicate ~~at even a residential ratepayer who does not 
take advantage of t."le ?ro;r~ will save over $20 per year in household gas and 
electric bills during t."le next 30 years. In t."le process, the energy equivalent 
of 2.9 million barrels of oil per year will be saved, enough to fuel at least 
300,000 of california's motor vehicles for each of t.."le next 30 years. 

C. Issues relating to Phase I of ZIP. 
1. Is a phas~d structure of ZIP necessary to 

avoid problems 'when the pro9ra~ is 
expanded systemwide? 

?G&E proposes that ZIP be implemented in phases 
instead of systemwide to permit an orderly gearing-up process to 
assure that top-quality, well-trained personnel will be available to 
carry Out the program,and to allow for necessary refinement and 
testing. 

Specific areas in whi~~ PG&E considers testing and refinement 
useful include re?~yment·terms for conservation financing 
(i.e., testi~g the amount of incentive); methods foc promoting 
and advertising the program: techniques for penetrating the 
:ental, low income, ~nd minority market segments: procedures for 

audits, contractor referral, financing, and post-installation 
inspection; use of ~ontract auditors; setting of audit .priorities: 
and procedures for monitoring and evaluation of results. 

PC&E wi tness .Call.:tway testi fied th~ t ?h.:lse I will 
~=ovide ex?erience i~: (1) doing a larger and more complex 

3udit tban is presently performed; (2) inspecting a wi~er variety of 
measures; (3) dealing with a larger number of contractors in a. 
wide: number of businesses; (4) managing, at the division 
and the general office levels, a bigger program; (5) managing the 
finanCial subsidiary: and (6) handling a larger volume of customer 
inquiries. ('rr. Vol. J.:O, p. 1250.) 

?C&E I s policy wi tness Mere:' testified: 
, , 

• 

• 

" •.• [Ilt is our belief that •.• this program must 
be thoroughly tested and debugged before it is 
applied systemwide, and the shortcomings that 
might reSUlt from not implementing it system-
wide in terms of any conceivable delay on the part • 
of the market segment which is not yet active •.. we 
believe are overwhelmed by. the need to have a system 
that will work effectively when it does go system-
wide." ('l'r. vol. 8, p. 80S.) 
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We agree that oy this decision only Phase I of ZIP should 
oe i~plemented. We do not, however, view Phase I as merely a 
test of the program; we intend it to be simply the first phase of 
implementation of a systemwide program. A number of characteristics 
of the systemwide ZIP will be determined in the course of this 
decision: further elements of the full-scale program will be 
determined after further hearin~s. We intend that implementation 
of ZIP systemwide should not be delayed to await evaluation of the 
ex?erience of Phase I. Rather, a full-scale program· should be 
implemented promptly, but PGScE and all other parties are invited. to 
~ropose any mOdifications in the approved programwhich.experienee. 
demonstrates to be warranted. 

2. Is PG&E's San Joaquin Division an appropriate 
division for Phase I? 

In his prepared testimony, PG&E's witness Mertz stated that 
PG&E's San Joaquin Oivision, which includes all or portions of ten 

• counties along the San Joaquin Valley, was selected as the, location 
for Phase I based upon a survey of PC&E divisions by income distribu­
tion, satur3tion of insulation, and heating fuel source. The 
San Joaquin Division offered the best range of income distribution, 
particularly biased toward lower-income" of customers whichPG&E's 
marketing surveys demonstrated had a low saturation of insulation. 
Additional arguments in favor of the San Joaquin Division 
incluce the existence of an aggressive insulation industry in that 
area; the excellent working relationship ?G&E already enjoys 
wi. ~:~ local communi ty action agencies ; the wide var iety of 
climatological :ones in that area: the simpli:ication ~f 
public infor~ation and communication efforts afforded by 

utilizing Fresno's media outlets which, due to that city's 
central location, reach most of the potential Phase I market: 
and the fact that ZIP can be marketed in the San Joaqui~ Division 
during Phase I without undesirable overlap of media exposure into 
divisions where it would not yet be available. 

• For the foregoing reasons we agree that the San Joaquin 
Oivision is the appropriate division in whiCh to authorize PG&E 
to proceed with Phase I of ZIP. 
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3. ~~at measures should be included in Phase I 
of the ZIP program? 

• 
All residential conservation measures which PG&E proposed to 

Einance through its ZIP program will be authori:ed for inclusion in 
phase I. Evidence of record indicates that most of these measures are 
highly cost-effective on average based upon the test of societal cost­
effectiveness adopted previously as the oasis for deciding what measures 
should be eligible for ZIP financing. More importantly, part of PG&E's 
proposal is to require that the cost-effectiveness of each proposed 
installation of each measure be demonstrated in the course of a site­

specific energy audit prior to installation and financing. 
As will be discussed later, the lower cost to the utility 

and its ratepayers of the financing arrangements we will approve and 
the extremely high cost-effectiveness, on average, of certain of the 
~easures proposed to be financed justify financing installation of those 
measures under certain conditions without the requirement of an 
energy audit. A der.tonstration of site-specific cost-effectiveness • 
through an energy audit will be required for ZIP financing of the 
other measures. 

In addition to the conservation measures proposed by PG&E 
for financing under the ZIP j?rogram, we will also authorize provision 
of such financing for the installation of low-flow showerheads. 
~e have concluded in prior decisions that these devices are highly 
cost-effective and we have previously authorized their inclusion 
in PG&E's eight percent ceiling insulation loan program and in 
similar programs of other utilities. Their inclusion here 
represents a continuation of well-established policy. 
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4. Should the duration of Phase I be specified 
at this time? 

PG&E witness Mert: estimates that six months to one.year. 
will be required for Phase I of ZIP. In light of concern that 
insulation contracting businesses could suffer during t~e interval 
between authorization of Phase I of ZIP and its full implementation 
t."'lroughout PG&E's service area, PG&E intends to :ninimize delay in 
implementing Phase II. Nevertheless, PG&E urges that an a~equate 
amount of time be allocated to carry out Phase I and achieve -
its goals, particularly the evaluation, testing, and refinement 
of the program. 

The insulation contractors contend that the ZIP program 
will create a major disincentive to immediate installation of 
weatherization retrofit measures because consumers will wait 
to obtain the benefits of the ZIP program, and that such delay 
· .... ould have an i;r.rnediate impact upon the insulation mark.et". 

The Commission shares PG&E's interest in carefully 
evaluating and refining the characteristics and effectiveness of 
ZIP, but we do not believe it necessary to delay implementation of 
a systemwide program pending such studies. The Commiss·ion' is· 
aware of the adverse effects delay in implementing Phase II likely 
would have on insulation contracting businesses and of the necessity 
to install weatherization measures throughout PG&E's service area. 
According,ly, the Commission will set hearings to receive evidence 
required to implement the systemwide extension of the ZI? p·rogrant 
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authorized in this decision, including the financing of·certain 
clearly cost-effective improvements without the need of an audit. 

Since the Commission anticipates extension of the ZIP 
program throughout PG&E's service area shortly after the 
hearings which will be held soon after issuance of this decision, 
Phase I will not act as a substantial disincentive to weatherization 
retrofit outside the San Joa~~in Divi.sion. Furthermore, the 
January 1, 1981 effectiveness of the AS 2G30 tax benefits should 
provide a substantial stimulus to weatherization efforts, and 
~~us help counteract any tendency to delay in~tiating weatherization 
work pending Phase II of Z'IP. 

S. Is the SlO,094,000 proposed cost o·f Phase I 
ZIP reasonable? 

PG&E is applying for authority to implement Phase I of 
the proposed conser~ation financing program and to adjust rates 
to recover the cost of the initial phase. No party objected 
specifically to the proposed rate recovery of ~,e estimated 
SlO,094,000 cost of Phase I of ZIP. Even TURN's witness Weil 
expressly testified that his cost-effectiveness conclusions should 
not be used to invalidate a demonstration program. As has been 
made clear above, Phase I of ZIP is not intended to be a demonstra­
tion program but to be simply the first step in implementing 
a systemwide program. Nevertheless, because of the need for futther 
hearing.s, the Commission will approve funding only for Phase I at this time. 

We have reviewed the t~stimony of PG&E's witnesses Mertz, 

Callaway, and Heim regarding the cost estimates for Phase I of 
ZIP and find that such estimates are· reasonable and that rate increases 
of S8,800,000 for ~~e gas depar~ent and Sl,200,000 for the electric department 
should be authorized as a reasonaele level of PG&E's expenditures for ZIP at 

t:.~s ti-ne. 
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6. After Phase I of Z:P iz i:nplemented, sho.uld 
substantial modiEications of the ZIP ?r~"ram 
be handled by advice letter filings~ 

Upon the con~lusion of Phase I, PG&E ?toposes to use 
:he advice letter filing procedure to implement Phas.e II. PG&-E 
witness Mert~ pointed Out that PC&E would be making reports t~ the 

Commission and urged that the advice letter ?roc~ure be used to avoid 
the substantial del~ys which might occur if an application and 
further hearings are required to implement Phase II. 

In view of Section 1708 of the Public Utilities Code, 
however, an advice letter procedure would be an inadequate means of 
making substantial subsequent modifications in the ZIP program 
authorized by t~is and subsequent decisions. 

O. Issues relating to particular classes of 
participan:s in ZIP. 
1. What measures shoul~ be adopted to foster 

participation in the ZIP-pro;ram" by lOW-income, elderly, 
and non-EngliSh-speaking" customers? 

An important issue in this proceeding has been whether 
different levels of incentive should be made available to different 
social groups. In particular proposals have been made f~r 

mora generous incQn~ives for persons of low income and 
conversely that owners of single-family residenc,es who· can 
arrange for weatherization retrofit fin~ncing on their own should 
~e denied access to the program., Such distinctions would" require 
es~ablishing an inco~e ~est :0: eligibility. 

In the past we have been.~~st reluctant to rely on an 
income test to determine eligibility for any aspect of utility 
service. A conse:v~tion financing program, however, is . 
distinguishable !rom such matters as eligibility for life-line· 
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rates. The ZIP program will not in itself set utility rates; it 
will be a means by which PG&E will seek to control the costs and 
i~prove ~~e reliability of its tr3ditional utility service. ZIP is 
thus a goal-oriented project, and to achieve those goals incentives 
must be set at levels which realistically can be expected to achieve 
participation. 

We are persuaded that a more attractive incentive is 
appropriate to enable low-income homeowners to take ~1vantage of 
the ZIP program. We perceive several serious barriers to their 
participation. A large proportion of suc."l people are elderly, and thus 
are less able to manage the inconvenience associated with home 
improvements. The defects in their "building envelopes" may range 
beyond the list of items which can be remedied under the proposed; 
ZIP program. A few further inexpensive repairs might be enormously 
cost-effective both to them and to the utility, but they may lack 

• 

the discretionary c~sh or savings to devote to such purposes. • 
we therefore will authorize a somewhat higher levei of 

incentives for low-income homeowners. We will define as low-income any 

person :neetinc; the standarcs set by the u.s. aure~u of LaI::or Sbtistics for 
eligibility to receive payn'.ents under the Feder.u Energy Assistance Program. 
Iu addition to the measures included in the basic ZIP program, 
homeowners of low income will be entitled to ZIP financing for 
up to $200 in additional improvements to the "building envelope'" 
0: t..~eir homes, so long as such improvements have bee'n found 
cost-effective by our adopted societal test in the course of a 
prior energy audit. tow-income homeowners also will be permitted 
to repay the prinCipal of their ZIP loans over a 100-monthperiod 
without having to make the lump sum 40 percent repayment following 
receipt of their AB 2030 tax credit. 

In addition, we share the concern ex;?ressed by rrany parties that 
special brgeting of prOn'Ctional. efforts should be di~ec:ted toward the elderly, t..lo:le 

non-English-speaking, and persons of low ino;,me, in order to assure equal 

~rtuni ~ to participate by suco"l persons who might otherwise be less likely 
to take aevanege of t.."le program. 'I'hese special prc:::ztctional efforts are • discussed ~ow •. _, _____ ..... __ . _ .. ,. _ •... _. 
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PG&E points out that the incentive of .l' ZIP- prog'ram is 
espec1aJ.l.y 1mpor1:anc to reach J.ow-l.ncome persons, part:i.c\JJ.arJ.:r 

under current tight credit conditions. The numoer of single-

f~ily, owner-occupied homes which fall into the low-income 
category is substantial. Even a larger proportion of rental 

properties are occupied by persons of low income. 
The specific techniques by which PG&E proposes to 

?enetrate the low-income segment of the market include 
assigning special priority to low-income areas in scheduling 
audit~and'special outreach efforts including such methods as 
coor-to-door delivery of informational leaflets, notices in 
local business establishments and other public places, and 
informational programs through schools, churches, and neighborhood 
organizations and groups. 

In portions of its service area where the population 
i~cludes a substantial non-English-speaking minority, we will 
expect PG&E to conduct a reasonable proportion of its 
promotional efforts by means of other languages, as appropriate. 
A useful guide for determining where such efforts are appropriate 
is the lists of telephone exchanges in which non-English-speaking 
minorities exceed five percent of the population, which are 
required to be furnished annually to the Commission by telephone 
utilities pursuant to Decision No. 88550, issued March 7, 1978 
in Case No. 9976. 

PG&E should continue and expand its close 
coordina tion of efforts wi th federally funded communi ty action' 
agencies to reach, low-income persons, the elderly and members 
of minorities. Special efforts are appropriate to encourage 
these groups to participate in ZIP, because of the greater 
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difficulty which older persons may have in making home improvements, 
and because of tb.e social barriers and language difficulties 
which sometimes impair delivery of services to these communities. 

Witnesses Sloan and Williams testifying on behalf of 
Cal-Neva described in detail the numerous organizations whieh are. 
already in existence ana are proviaing a wide rang.e of services 
to low-income persons. They supported PG&E's proposed ZIP pl~n 
as i~ their view it offered a fair opportunity to low-income 
?ersons to participate. PG&E and Cal-Neva have a long-standing 
history of cooperation in training community action agency. . . 

weatherization crews at PG&E' s weat.'"l.erization training center 
in Stockton. 

An appropriate number of auditors can.and should be. 
assigned and specially trained to serve particular groups of 
customers, such as those of low income, the elderly, and the non-English­
speaking. In working as auditors, their primary respons.ibili ty 
should be to serve sueh groups and PG&E should seek to have a 
substantial number of them work out of the local offices of 
appropriate community-based organizations, so as to assure the 
most effective outreach to these communities. 

Another measure which will be adopted to encourage 
~artici?ation by low-income persons is to suspend traditional 
credit standards in determining eligibility for ZIP l¢ans. 
The evidence suggests that the administrative expense of 
following traditional credit verification ~ractices would be 
likely to exceed the savings in uncollectible loans. This 
distinctive feature of ZIP financing should be broadly 
publicized in low-income communities to attract the interest 
of potential participants who might otherwise assume that any 
loan program is unavailable to' them. 
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2.. ~~at measures should. be adopt.ed to p.rornot.e··· 
participation by owners and occupants of 
rental t.lnit.5? 

PG&E points out that ·the obvious .impediment to renter 
?articipation in weatheri::ation retrofit is the fact th4.t the 

renter does no,t own the premises in which he or. she resides.' 
The owner ~ust be willing to permit the necessary conservation 
measures to be installed and must in most cases be willing to 
incur the obligation for ultimate repa,yment of the eonser'7ation 
financing extended by PG&E. 

Where rent.al units are master-metered and the owner 
is paying the utility bill the owner should have adequate. 
incentive to participate in ZIP, particularly in light of the: 
tax benefits of AB 2030. Any reduction in the utility bills 
as a result of particie>ation in the program will benefit the 
owner directly • 

However, more t~an 80 percent of PG&E's customers who live 
in rental housing receive individually metered service'. In. fact, 
individually metered renters constitute roughly one:-third of., all 
?G&E's residential customers - ap?roximately 20 percent of those 
' .... ho live in singly-family homes and 70 percent of all occo.pants " 
of mult;-family housing. Where the rental units areindividu~lly 
metered the t~nters have the incentiv~ to monitor their' own 
consumption and conserve energy becaus.e they pay the 'ut:ili ty 
bills directly. In such cases installation of conservation 
measures would cause a reduction in the utility billS of the 
renters but would provide no immediate direct benefit for. the 
owner. In ord.er to 9iye such ?roperty owners 9.reater incentive 
to participate in the ZIP program, a more favorable ZIP loan 
will be designed for owners 0: rental properties which are 
individually metered for space heating usage • 
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PG&E vi.tnesses testified that througllaggressive ma:xetiDg 
and cooperation with renter groups and cOlZlll\1Dity agencies PC&! can 
reach and. persuade l:ental p:operty owners to take ad.'V&Duge of ZIP. 
Witness Williams of Cal-Neva testified chat a demand for energy­
efficient rental uuits can be created if public attention is focused 
on· this area. PC&! could certificate energy-efficient UDits and 
separate eoluams might be set up in classified rental acivutiseme:ts 
for such uni't3. Even in a. tight rental market, it could be to the 

owner's economic advantage to have energy-efficient units to offer. 
We will direct PG&E to provide a means for cel:tifying eaergy­
efficient aaies and to encourage newspapers throughout its service 
area to set up separate clasSified advertising columas for certified 
energy-efficient rentals. 

Specific methods of reaching rental property owners include 
the use of bill inserts, announce.'Tlents in speeiaJ.ized periodic.J.ls, 

and COlltacts with real estate agents, building management firms, 
and building owner associations. We expect PG&E to devote a very 
substantial portion of its pro=otional effort to the rental market. 

In certain circumstances where an owner may-approve of 
installation of conservatioa. measures in the building but is umrUliDg 
to incur any financial obligation, the tenan~s may wish ~o obligate 
themselves to have the weatherization measures installed. '!he owner 

might agree that in case of te:mdnatioQ of the tenancy he or she 
would require the new tenant to asS\De the monthly payments as a 
condition· to rental of the property. PG&E will be directed to 
develop and submit to ene Commissioa., for consideration tn the 
coarse. of the' Phase II "hean.ngs, a fo%'!a of". such. cO'l1ttact 
between ~, the tenants, a.n.d. the owners to provide for 
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the inseallatioll of weatheriut10n measures at the request of tile 

teu&llt vith the consent of the owner. 
Experience may indicate that still more vigorous and 

imaginat:ive effort'S are required to exploit adequately the eonservation 
potential of the reneal market. The Ccma:dssion rill closely monitor 

the effectiveness of the ZIP' program in. this regard. 

State legislation was introduced in 1980 whieh would have 
mandated that the most eost-effective weatherization-measures be 
installed in existing residences by the mid-1980s. The Coamissiou 
supported such legislation (AB 3046) and st~ongly recommends CQat 

such legislation be again introduced, particularly to provide a 
requiremeDt applieable to owners of rental property. Such a 
mandatory retrofit requirement would offer tenaDts responsible for 
eDergy bills a prospect of relief fr~ having to pay for wasted 
energy which it is not: within their own power to conserve. In 

view of the econ~ie ineentives provided through income tax credits 
and the planned availability of utility financing,it is equitable 
that such requirements be ~osed on rental property owners. 

In the absence of legislation mandating that owners of 
rental property install weatherization measures, a major challenge 
for PG&E in izl.plementing ZIP will be to penetra-ee the rental ma:rk.et, 
as well as to reach low-income persons, the elderly, and minorities. 
Failure to bring ZIP to renters, the elderly, minorities, and low­
income persons would be inequitable and unacceptable. Not only 
would these groups have to bear a disproportionate share of the 
cost of achieving conservation, but also the full potential for 

conservation would not be realized. For these reasoDS, we shall 
order PG&E to file a specific plan for insuring that ZIP is made 
a.vailable to reuters, the eld.erly, minorities, and persons with 
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low incomes. PG&E tIlust specify its anticipated penet:rat,ion, leve~: 
for these groups 0 f cus tomers • In i t5 annual reports to the .. - .-. 

Commission, PG&E must s~ecify ics achieved penetration levels, 43 

well as future goals and obstacles to their attainment. We shall 
carefully review these goals and penetration levels •. We will use 
these figures to decide whether PG&E must be ordered to redirect its 
efforts toward renters, the elderly, minorities, and low-income 

\ 

persons or whether other appropriate regulatory sanc,t1.o'Qs will be 
necessary. 

3. Should s=,eciJl incentives be of.fered to do-i:­
yourself retrofitters? 

MIMA points out that nearly SO ~ercent of the 

reinsulation activity in CJlifornia at I:he present time is,,in. the 
do-i t-yourseli :n~r ke:. Thi s :ne thoe of ins calla tion" is :nore cos t-, 

• 

effective both to the customer and to the utility because of the ~ 
saving 0: the lolbor: charge. MIMA urges th.:!t the Commi.ssion 
do everything it can to encourage this segment of the :narket to 
remain '1it.)l. 

aIMA witness Zinn claimed that becouse the:ero-interest 

lo~ns are so attr~ctive. customers who would normaily do the 

work themselves would simRly hire contractors to do all the 

work. MI~~ is concerned that ~uthoriz~tion of ZIP. 
~ould have the effect of drying up their existing do-Lt-yo~rself 
:narket. 

Because of this testi:nony tbe staff recommends that 
?G&E offer a special i~centive to ZIP program participants who 
install cost-effective weatheri:~tion :neasures themselves. Tbe 
staff suggests that tbis incentive could either be a 10. ?erc~nt 

" ' 

reduction in the repayment obligation or a cash payment to the 
~ " . -

customer of 10 ~ercen t (rounded u? to the nearest S10) of t."le material 
costs, after PG&E h~s verified the adequacy of the installation by 

an inspection. The principal of the loan would be unaltered by the 

cash ?ay~ent and would be paid back in the sa:ne manner as other 
ZIP loans. 

\ 
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'l.'1le Commission, however, is of the opinion that the saving 
of the labor charge is itself 3. sufficien,t:- incentive fordo-it:­

yourselfers and that the added incentive proposed by the staff is 

unnecessary. Because the ZIP program we are authorizing will require 
earlier payback of ehe loan principal than in PG&E"s proposa.l, the 
customer will have a persoc.a.l incentive to limit the cost of 
improvements and th~~ will be more inclined to do it: himself. 

Still, considering the extremely cost-effective energy 
savings which can be achieved through do-it-yourself· efforts, it is 
very ~portant to assure that this market be maintained as a substantial 
co=ponent of the State's conservation programs. In the c~se of ZIP 
this calls for specialized outreach to this market by making program 
notices available in building supply and hardware stores and by placing 
advertisements in ho=e ~provement oriented magazines.' Loan appli­
cation procedures also should aCCOtmllodate the do-it-yourselfer's 
need to accumulate a. series of bills or receipts for a variety of 

~terials purcba~ed before determining the amount of the loan. We 
will direct PG&E to undertake these efforts. 

4. Sho~ld a customer be germitted to weatherize 
more th~n one horne under ZIP? 

~he purpose of the ZIP program is to achieve energy 
conservation. Par~icipan~s who own two or more homes 
should not be excluded from participation for other than 
their ?rim~ry residence where the additional homes are·rent~l 
units, as t~a: would deny the benefits of the program to the 
tenants. 

Some of the parties have proposed that vacation homes 
be excluded from consideration for conservation financing. 
?G&E 90ints out the problems of identifying what constitutes 
a vacation home, and emphasi=es that the purpose of the Z.IP 
program is to achieve cost-effective energy conservation • 
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From a st:uc:::u:ral point: of view t:here may be as tIDlCh err mora that: 

can ~ dena at: mocia:l'c expease to inc=easa the energy efficiency 
of a. vac:.a:d.on hom. as compared. to a. principal residence. 

CQa: effac'd. van.ss of' ~'011Serva:c1QU imprOVemeD.C3, hmNvu, 

may be affec'tad by the l.1.mita<i 1.tS8 made of vaca:Ciou homes. In 
aciciition, b.aviq rec:opi.:ad. the 1mpcrt.ance of assu:ing equ1:..bl4 

ciUtr...buti= of bcaafits of t!le zn prog:am. in ou: discussion of 
the ranal :md low-1:c:ome sectors J we find. it :Ln.app:~p:iata to 
audlcri:e llomacw.ers t.o take advaut.age of ZIP for mare than 01:1. 

persccal re3iaence. 
Iu vi .. of the problems wtdc:h wuld face :EG&r; in se~i ng 

to id.end.fy vaeat::f.on·· !icmes J we will adbpc a self-esrtification 
:equ1:emant. ~ will be requ1re4 to include OU 1:cs application 

for.as for ZIP f;n.ancinS a Ciuestion as to ~ther the subject 
residence· i.s occupied for mere c!wl su mcn:chs of the yur as the 
principal resid.etlC2·,· ei:hu of the owner or of· a tanaut. Futtbe: , 
we will authc:i:. !IG&Z t.Q require an energy audit tD es'tablisb. 
cost effecd. veness before making a Z~P loan in those. wances 

where PG&E has reason to believe that the residence may 
be a vacation home because 0: intermittent or low usage of ~tility 
services. 

5. Should owners or occupants of new residences 
be eligible for ZIP loans? 

• 

• 
The Commission takes official notice 0: the enerqv e:ficiencv " _. -

standards fo~ .new.resi~~nt~~~p'~;~~ings which have Seen adopted by the . .- ... - - - ...... - -< - - .. _ .•. - - • . .... 
. . ~.C .and--EA.edece.ss~_r_~a:t_~_a:genci·~~.in~ .. h~~e .. ~~en. a~p_l.icab!~._ ~o ~~l ne~~ 
_ re s.idenj:';~J...J~ui.(4i;lS$._~inn).nq ~inJ 97 S_. ·'l:.h~.se _ s 1:a_11-~~rd.s .~ire _~""a t 

_~1J. .new _;:e~i.den.c_~s~;.onitructecLi:o....Ca' ; forili . me@t. . .a. .S#!t. of comp~a.tivel~ 
rigorous standards for energy efficiency, including a minimum of 
R-19 attic insulation, R-llwall insulation, and inclusion of 
several other of the weatherization measures included in the ZIP 
program to be authorized by this decision. 

Because of these legally mandated high standards for new 
residential buildings and because such buildings have not. suffered • 
the deterioration incident to many years of use, relatively few of 
~""e weatherization measures included in the ZIP program will be 

cost-effective to install in such residences, even from the 
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perspective of ~~e resident let alone that of the utility or . 

or society. In addition, we are concerned that some unscrupulous 
~uilders might in the future seek to evade complying with ~~e 
~andatory energy efficiency standaras for new residents while 
seeking to placate purchasers by assuring them of t.~e availability 
of the ZIP progr~ and state tax credits to finance installation 
of retrofit weatherization measures subsequent to construction and 
sale. This would not only constitute a highly inefficient method 
of weatherization, but would be illegal and would unfairly burden 
utility ratepayers wit.~ costs properly borne by the real estate 
developer and pur~haser. 

To avoid the risk of such. misapplication of the ZIP program 
and to aSSUl:'e that the resources of ZIP are directed to the existing 
'housing stock where they can do the most good, we shall at this ti.."':te 
authorize ~s.su.anc::e ·Of. ZIP lo~ns only for weatherization improvements to 

residences constructed and occupied prior to the effective date of 
this decision. In the Phase II hearings we intend to cons-ider whether 
t.~is restriction on eligibility for ZIP financing should be applied 
to the systemwide program or whe'ther an earlier cutoff· date should 
~e imposed.. .. 

. E. Issues relating to the general in:tplementation 
of ZIP. 
1. Should R;&E offer ZIP for certain- weatherization 

measures wi~houe ~e requirement of a prior audit? 
!be basic structure of the home energy au~its to 

be conducted in conjunction with the proposed ZIP program 
is set out in the state ReS plan. !hat plan entitles all 
residential u.tility customers to one full audit to be provided 
within 45 days of the customer's request. During the audit 
the ~tility provides the customer with an explanation of benefits 
and services, names of listed suppliers, ~stallers, and lenders, 
an explanation of sPecial benefits for low-income persons, infor­
mation about tax credits, suggestions on selecting installers and 
lenders, directions for do-it-yQurself installation, guidance on 
improving energy efficiency of existing appliances and selecting 
new energy-efficient ones, info~tion on practices to conserve 
energy, information on ~ieva:c.ce procedures, and. an individualized 
assessment of pctential energy savings in the customer's home. _. --- .. _--
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PC&E's ZIP pcogram can be re~dily' integr~ted wit~ 

the ReS audi ts. PG&E will info'rm the Customer of the 

availability of Z:P financing and w~ll estimate the cost 

effectiveness of specific measures for each customer using 
a computer-aided analysis. 

The st~:f recommends that the ReS ~udit ~Ot be 
required as a prerequisite for ZIP financing~ Tbe st~ff' 

~grees that an audit ideally would be a good feature of the 
?rogr~m. However, if the program is as well received as ?C&E 
anti~i?ates, there could be a consider3ble delay between the 
customer's request and the time when the audit is performed., 
As both the insulation contractors and manufacturers 
testified in this proceeding, delay in making ZI?broadly 

available may severely affect their business and interfere 
wit~ the existing market for insulation. The staff avers that 
removing the audit requirement should eliminate one of the 
importan~ concerns of the insulation industry. 

The staff suggests an alternative appro.a.chbywhich PG&E, 
as part of its post-installAtion inspection program, would conduct 
a cost-effectiveness audit of the measures the customer installs 
and should reimburse the eusto=er only for those measures fo~d 
to oe cost-effective. This approa.ch would place- a risk on the 
custocner incoll.5istent with the intentions of ZIP and will not: be 
adopted. 
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Our conclusions as ~o the proper role for en~rgy audits 

in the implemen'Ut:ion of ZIP boen in Phase I and. thereafter derive 
fraM the evidence in our record as to the cost-effectiveness of toe 
various conservation measures and ~e substantial admjnistrative cost 
and cielay associated with a universal audit rp~uirement as a pre­
condition for ZIP financing. 

Modifications which we will make in ~ r S proposed program 
to accelerate the payback of ZIP loans will substantially lessen the 
cost of the authorized program to the utility and to all ratepayers. 
In view of these changes and in view of the ext-remely bigh cost­
effectiveness, in most cases, of certain of the measucres proposed 
for inclusion in ZIP t as indicated by the tables on comparative 
cost-effectiveness, supra, to require an on-site energy audit as a 
?recondition of financing these measures would simply result in 
unnecessary ad~inistrative expense and harmful delay_ 

The weatherization measures shown on our record 
to be the most highly cost-effective are also among tho~e 

fo~ which the tax benefits of AB 2030 are availaole without need of 
au audit. We conclude tbat for the following carefully selected 
measures or combinations of measures, ZIP finaxlcing also should. be 
available without the necessity of an audit: 

a. Ceiling insula tiou; 
b. When performed as a package job including 

all of t.~e following measures except to the extent 
all:eady installed or unnecessary ill.· the". 
residence: 
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1. Weatherstripping of all doors anei 
windows which lead to unheated or 
uncooled areas (weatherstripping); 

2. External water heater insula.tion 
blankets (water heater blankets); 

:3 • Low ... flow devices OD. all accessible 
showerheads (low-flow showerheads); 

4. Caulking or sealing of major cracks 
and other openings in building 
exterior and sealing of wall outlets 
(caulking); and 

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

c •. Ceiling insulation together with one or more 
of the measures included under item b. 

PG&E will be authorized to provide ZIP financing for the 
above m.easures either with or without a prior audit. 

The remaining measures proposed by PG&E will be financeable 
under ZIP only 1£ previously found cost-effective by an energy audit. 
These m.easures are: 

a. Wall insulation; 
b. 1100r insulation; 
c. Clock themos tats; 

d. Lighting conversion; 

e. Storm or themal windows or doors for 
the exterior of dwellings; and 

f. Electrical or mechanical furnace 
ignition systems which replace gas pilot 
lights (~te~tteut ignition dev1ces~ 

The measures listed above as fiDauceable without need of an audit if 
installed as part of & package job will also be fiDaDceable OD a 
stand-aloDe basis i£ fOUDd cost-effective after an audit. 
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In all cases an 'RCS audit will be required under ZIP prior 
to installation of those measures for which an audit is required to 
qualify for ~~e tax ~enefits of AS 2030. In fact, the audit require­

ments adopted are somewhat broader than but consistent with those in 
AB 2030. T~e primary difference is the package joo requirement, 
which assures ~~at the contractor's travel and overhead costs, as 

well as PG&E's administrative expense of processing a ZIP loan, will 
~e allocable to a substantial quantity of energy savings. In the 

case of duct wrap this requirement transforms a measure which is 
often not cost-effective if installed separately (see tables on 
comparative cost-effectiveness supra) into one which is highly 
efficient as ~art of a package job with ceiling insulation or other 
approved ~easures. The other measures financeable without an audit 
are highly cost-effective on a stand-alone basis, but several of 
them are of such modest cost that requiring either a package job or 

a prior audit is justified to protect the utility (and ratepayers) 
from having to incur the administrative costs of financing a multitude 
of incomplete weatheri:a~ion jobs. 

2. ~hat oriorities, if ~nv, 5ho~ld be ~do9ted 
fot m~ki~g ene:qy audits? 

St3ff wi~ness Ama:oli identified seven di:!e:en: 
c~:eso=ies of C~Stomers who he believed should be assignee 
;:io:i:y in te~eivin9 audies: 

tl. 

o. 

Customers with higher than no:~~l 
... . " , " , .. eatlng Ol_.S. 
Cus~ome:s incicating a ?rObl~m i~ 
?ayi~g :~ei= wi~ter hea:i~g bills. 

c. Landlords owni~q rental properties wit~ 
~o~e e~an fou: units, who indicate a~ 
interest in we~theri:inq :~eir rent~l 
E'roper~ie$. 

d. Customers who reside in single, duplex, 
triplex or four~lex rent~l dwelling. 
units and who indicate t~at the landlord has 
agreed to proceed with cost-effective 
weatheri:ation plans to be financed through 
ZIP • 
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e. Customers who are about to sell their 
dwellings and are required by local­
ordinance to .retrofit their residences 
to meet local codes prior to close of 
escrow. 

f. Customers who would n~rmallY be assisted 
by a Community Action Agenc~ which 
cannot schedule a prompt audit itself. 

g. Electric heating customers, due to the 
greater potential for energy saving 
through weatherization of electrically 
heated versus gas heated homes. 

On cross-examination witness Amaroli stated that he 
envisioned that the above priorities would only be assigned on 
a daily basis as audit requests were received. A customer 
qualifying for priority would not take precedence over another 
customer whose audit request was already pending. 

The sta~e RCS plan itself provides as follows: 
"A utility may not discriminate among eligible 
customers in providing the program audit except 
that the utility may sequence audit appoint~ents 
based on customer usage, geographic location, 
to take advantage of plans for rehabilitation of 
housing or redevelopment, or any other reasonable 
and nondiscriminatory condition subject to 
approval by the CEC." 

In its brief, PG&E states that it does not oppose the 
establishment of reasonab~e categories of customers to receive 
9riori:y in the scheduling of audits. However, it urges that 
any system of priorities should not be unduly cumbersome to 
administer especially during Phase I. ,PG&E asks to be permitted 
to experiment with means of assigning priorities among audit 
requests during Phase I and to repor't its results to the Commission 
staff and to the CEC for certification of compliance with the 
state plan. ; 
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The Co=mission will ?ermi~'PG&E to experi=en~ in assigning 
energy audi~ prioricies. !he Co=mission requires tha~ in ~~e course, 
of such experimentation PG&E assign a subs~antial number of auditors 
to special categorie~ of customers such as chose of law-inc~e, 
the elderly, and minorities, as well a.s to rental I?l:operty. We emphasize 
the import&llce of a.chieving subs~3.ntia.l penetration. of the low-income 
weacheri=a~ion market as among ehe primary goals of ehe ZIP program. 
PG&E should be prepared to train or hire audit personnel with the 
social skills needed to achieve ~his goal. Such specially assigned 
auditora should not be assigned to general category audits so long 
as there is an active list of special category audits awaiting 
completion. PG&E will be required to report to the Commission and 
the CEC the results of this experimentation and to obtain the necessary 
approval for any permanent audit program priorities. 

3. Shoulc non-?C&E em?loyees be per~itted to 
conduct er.ergy ~udits? 

PG&E witness Callaw~y testifiec that i~ addition to 
using PC&E employees to conduct audits, PC&E contemplates 
contr3c:ing with outside organi:ations to handle peak loads. 
and ~aking use of auditors of agencies and organi:ations which 
already have conservation programs, thereby reducing the number 
of employees ?G&t will have to hire. Additionally, PG&E plans 
~o use personnel from community action age~cies on ~ contract 
basis to promote participation in the conservation financing 
?rogram within cert~in low-income ~reas. ?C~E requests that 
it be authori:ed to utili:e contract auditors whenever i~ is 
reasonable and' prudent to do ~O, and to·recover ~e costs 
associa~ed with such contract audits. However, the cQSt~er 
would have the right to select a PG&E auditor if the customer 
prefers to do so . 
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The staff also recommended that PG&E be permi.tted to hire 
, .. ", 

outside agencies and cont:;,.ctors' to assist in reducing any backlog 
of .3udit requests which might develop. Staff witness Amaroli 
recommended that 1:."le following procedures be adopted' to minimize the 
cost of contract audits: 

a. PG&E should reimburse the actual 
costs of established community act10n agency 
personnel for auditing C'..lStorners who do' not 
qualify under poverty guidelines for weatherization 
assistance, provided that the community , 
action agency certifies that the audit meets 
the state RCS plan requirements. 

b. PG&E should be allowed to contract with any 
contractor who by competitive bid provides 
certified contract auditors to reduce its 
audit backlog to less than a 4S day 
waiting period and who cettifies ~hat all 
audits performed m~t the state plan 
requirements. 

• 

c. When audits are performed bv others, PG&E • 
should reimburse the actual audit costs 
consisting of labor including fringe oenefits, 
transportation or vehicle expense, data pro-
cessing time and overtime expenses computed 
on a oer audit basis. When outside contractors 
are u~ed, their bids should be solicited on 
a per audit basis with a guarantee of a minimum 
number of audits to be performed. 

d. Prior to payment for any audit work performed, 
PG&E should require that it be provided with a 
legible copy of each completed audit form. 
PG&E should require the agency or contractor 
to certify that each audited customer 
received a similar copy of the audit form. 
PG&E should reserve the right to ~ake spot 
inspections of auaits performed to ensure 
that work is being accomplished in accordance 
with t..."'le st~te plan. . 

We shall authori:e PG&E to use contr.olet auditors 
pursuant to the above procedures. 
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4. Bow should contractors be selected and amounts 
to be financed under ZIP be dete:miaed? 

Exhibit 16 shows that l?G&E proposes to finance up to the 
lower of its avoided marginal. cost or the estimated installed cost 
(EIC) for putting a specific measure into t."l.e customer's home.: Ift."l.e 
bid to perform ~~e job by the contractor the customer selects is 
less than the EIC as well as the marginal costs, ~"len PG&E 
proposes to finance only the bid cost. 

When the bid cost is higher than the EIC but both 
are below avoided marginal cost, ordinarily PG&E proposes to 
finance only at the EIC level. However, to insure'that neither 
t.~e customer nor the contractors are placed at ~ disadvantage where 
t!'le EIC, developed from average pr icing information cO,llected by 

the CEC, may not reflect peculiarities of a certain job (for 
example, a remote location or unusual a'rchitectu,re of a hous~ 
which would make installation of conservation measures more costly), 
PG&E proposes to establish a local review and appeal procedu're so 
that financing up to actual bid cost may be ~pproved if th~ 
circumstances so warrant. In no event, however, would financing 
ever be offered above l?G&E's estimated avoided margi~al cost. 

?G&E points out that if'the utility merely were to offer 
financing up to its avoided marginal cost without any other criteria, 
contractors would be tempted to adjust their pricingupward~, 
seeking the limit. This would impair free market forces and 
~ose a cost penalty on both the individual particiPant and 
on other ratepayers. 

,PG&E's experience with extr~e price, escalation 
in connection with its 8 percent ceiling. insulation finance~p~ogram 
led it to propose 'a, requiremerlt that ·p"articipatirlg cont.ractors -- .. ..... -- . _. . .•.. ~. ., . 

,provide p·ricing information. ?G&E cont"ends that some checks 
- ._-- -_.. . -....... _, _. _ .. - - .--"-.' 

and balances must __ acco.mp.any' ,.the ma.ssiv-e infusion of c.lpital'irito 
_ .. c .... ____ ..... .. ............ _ 

u~he insulation retr.ofit ma,r_ket, which ~hi~ . .E~~"n..ciE9., p.rogra~ will 

- . __ .. ----_. ---' •.. -.~-- .... -.- .. ---.--
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induce. PG&E proposes to avoid ~dverse impaets en ~ontractors 
and suppliers by giving the participant freedom to select 
~~e contractor and materials of his or her choice and by not . 
insisting that the utility finance only low bids. 

• 

The witnesses on behalf of Mineral Insulation Manufacturers 
Associa tion (MIMA) voiced opposi tio~ to PG&E' s proposal. based on exj?erience 
wi th PP&L' s zero interest program in Ore<;on. 'Ihey testified t.'1at under t.l'le Oregon 
plan the utility rather than the customer seiected the contractors 
and only the low bid could be financed. '!be witnesses asserted t.~at this" has led to 

domination of th~ market by one type of insulation product at the 
expense of another (i.e., cellulose rather than mineral wool or 
fiberglass) and has resulted in customer dissatisfaetion due to less 

qualified contractors being selected to perform the work. :hey • 
claimed that many contractors refused to participate in the 
utility'S program because of these· features. 

PG&E contends that its proposed financing program will 
not encounter the problems raised by MIMA. Under PG&E's 
proposal the customer is free to choose whichever installation 
product he or she prefers and to install the product on a do­
it-yourself basis or select any .listed contractor to do the 
work. Should the customer prefer a more expensive insulation 
product or select a more expensive contractor, the customer may 
stiCk to his or her choice even if to do so would result {n a 
total cost exceeding the amount the utility would finance. In that 
case, the customer merely would pay from his or her 'own funds the 
difference between the amount PG&E would finance and the total 
cost of the job. 
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?G&E submits that its methodology will strike"afair 
balance between protecting its customers as potential recipients' 
of conservation measures and its other ratepayers', While at the: Same' time 
offering a fair opportunity for contractors and suppliers to 
compete in the market place and enjoy the benefit of increased 
business induced by PG&E financing. PG&E urges the Commission 
to reject the staff recommendation that PG&E should finance only 
up to a limit of ten percent above the low bid because this proposal 
would be difficult to implement and does not avoid the problems 
encountered in Oregon. 

PG&E does not propose to limit the amount to be. 
financed on anyone residence. PG&E witness Callaway testified 
that the average amount expected to be financed per residence 
under ZIP is approximately $1,500 ~nd that if ~11 available 
measures were found to be cost-effective the total amount to be 
financed would be between S3,000 and $4,000. 

Staff witness Cavagnaro recommended that a financing limit 
of $3,000 for single-family homes and $2,000 per unit for multi­
family dwellings be i~posed. PG&E opposes such limits as they 
could operate tQ the disadvantage of poorer customers whose homes 
may require the largest number of conservation measures because 
of the quality of their construction. ?G&E also points out that 
a customer ultimately imposes his own finan'cial limi t as he must 
repay the princ~.~al' •. _ .... 

Staff wi tness Amaroli recommends that until t."le master list 
of contractors under the state RCS plan is available, ?G&Z 
continue to use its present method of listing and delisting 
contractors and ~aintain a list of contractors/installers who 'meet 
?G&E's ~aterials and work~anship standards. He recommends that 
when the ma~ter list under ~he sta'te RCS plan is issued, ·PG&E 
use that list which it may subdivide in accordance with the 
provisions of the state plan • 
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For the protection of both PG&E and its customers, 
witness Amaroli recommends that PG&E undertake the following 
actions to ensure ~~at only quality materials and workmanship 
are used and that the measures are installed at a fair price: 

a. Provide its customers, during the 
audit, with the names of three 
contractors selected in random or 
sequential uniform rotation for 
each measure found to be cost­
effective during the audit. 

b. Allow its customers the choice of the 
following insulation materials: 
(1) Rockwool. 
(2) Cellulose. 
(3) Fiberglass. 

c. Allow its customers, ,in the case of 
double glazing, the choice of windows 
up to the medium grade, without being 
directed or restricted to the most 
inexpensive track grade sash. 

d. H~ving been given this information the 
customer should be advised to seek 
three bids for installation of the 
desired measures. All bids should be 
broken down for each measure to be no 
higher than 10 percent above ~~e low 
bid. The customer might accept any 
bid but must directly assume any cos·ts 
more than 10 percent over the lowest 
bid. 

e. Until the ~Master 'List~ is issued, 
PG&E should finance up to the average 
price determined for each county area. 

f. PG&E should adhere to the State Plan 
for providing input comments on the 
listing or de1isting of contractors/ 
installers. 
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The Coamission bas previously determined that PC&E may 

finance certain weatheri:ation measures which may be installed· without 

a prior energy audit and certain other measures which may· be installed 
after an audit. Contractors frau whcm bicls are solicited must be 

dra'WD frc:a. the state Res list if one is available, but if not, they 
will simply have to be licensed, bonded contractors. Consistent with the 

state PJ:S ?lan, PG~ will be reqtJi·red upon request to provide any partici-

pant with & list of eligible contractors and to make average cost 

information for the local area available to the participant. As ZIP 

becomes operational, sw:h average cost info%m&tion will be obtainable 

from the contracts which are furnished to PG&E in connection with 

applicatioDS for ZIP financing. 
A ceiling on ZIP financing will be the lower of two bids 

or one of the ewo lower of three bids obtained by participants for 
work Co be f1.n&Xlced. We bel.:f.eve th:f.s ee:f.l:f.ng avo:f.cls· 'C.b. rule. or 

suspicion of excessive utility domination feared by certain ccDtrae'Cors 

in regard to PG&!'s proposed EIC ceiling, while yet providing 
adequate con'Crol over escalation of c:ontrac1:ors' bids. "!be partici-

pant will be &ee to select a higher bid, but financing will be 
available oDly up to the ceiling. A further ceiliDg will be created 

by permitting PG&E to provide ZIP financing for a particular 
weatherization measure only up to the utility's marginal 

cost, as is cODsistent with the adopted societal cost-effectiveness 

test. 
A third ceiling 011 the amoWlt of ZIP fiDaDciDgwill be a 

limit of $3,500 for each single-family bome or multi-family uo.it. 
'Ihis is essetltially an adoption of the staff reca.enclation, adj.us.ted 
in reco;nition of the substantial pri:e inflation which bas occurred 

since oar record was closed. The reaSOD for this ceiling is not 
a concern over cost-effectiveness, which is assured by the other 

ceiling referenced to the utility'. av~ided marginal cost, but~ather 
a CODcem that the benefits of participation in ZIP be equitably 
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clistributed.. Thus, there is no justification for a lower dollar 
ceiling for multi-family dwellings. 'PG&E will be. pexmitted to 

• 
adjU8t tbis ceiling to reflect increasing average costs for measures 
finaac:eable Ullder ZIP, and rill be expected to propose such adjus'tDlenta 
as part of its annual offset application, as cliscWJsed below. If 

appropriate, PG&E may propose such an adjustment in its filings for 
the Phase II hearings, as well. 

Each pa~icipant will be entitled to receive one ZIP loan 
without an audit as well as a subsequeDt ZIP loan pursuant to an.., 

audit with respect to any particula.r building. Customers who have 
Participated in PG&E's eignt percent loan program for attic insulation 

will be entitled, in acdition, to have such loans converted prospectively to ZIP 

financing when ZIP becomes available in their service district. Repeatecl 

participation beyond these limits will not be authorized out of 

concern for the high administrative eost associa.teCi with piecemeal • 
financing. The total amount financed by PG&E for a particular 
dwelling tmit may Dot exceed. the $3,500 ceiling, even if spread aver 
mere than one loan. 

In accordance with the suff recoaaendation customers 
mus~ have the choice of the following insulation mater1als: 

&. Roclcwool. 
b. Cellulose. 
c:. Fiberglass. 

In the case of double glazing, PG&E sball allow participants to 
select better grades of wil1dows and sub up to the utility's limit 
of eost-effectiveness calculated for the particular installation. 

5. What repa~eDt terms for loans should 
be adopeed? . 

PG&E has proposed that the participant's OD~y financial 
obligation will be to repay the ZIP loan priDc~pal upon tran~fe: 
of the resideJIce. In addition to agreeing to repa,. .~e principal 
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~~e participant will be requirea to notify PG&E in ~avance of any 
sale or transfer of the dwelling. PG&E can record the agreement 
in the county where the property is located, attaching a lien in 

favor of PC&E. 
PG&E believes that its proposed method of repayment . 

will provide its customers with a strong inc:enti~,e to install 
conservation aevices and will overcome the reluctance of customers 

to e:Qend large amounts currently for energy saving aevices which 
offer only deferrea benefits through avoided energy costs in 
future years. 

PC&E has proposea to offer the option of monthly repayment 

of the principal amount financed to any potential participants 
'~ho may be reluctant to have liens attached to their pr~per·ties .• 

The staff points out that in Decision No. 91497 issued 
April 2, 1980 in Application ~o. 59309 the Commission adopted the 

staff's recommendations for limiting repayment of loans offered 
through the Pacific Power & Light Company (PP&L) weatherization . . . 

program. The staff reco~~enas that the Commission adopt these same 
repayment provisions for the ZI? program. These provisions include 

the following: 
~. 

b. 

c. 

If the weatherized dwelling has not-been 
sold within ten years after completion of 
the weatherization improvements, the 
participant shall begin repayment of the 
principal of the loan in fixed ~onthly 
installments which shall continue until 
the loan hJ.s been repaid. 
The monthly rep~yment installments are­
to amount to 1 percent of the principal. 
rounded to the nearest $5 but not less 
than $5. 
Transfers between. close relatives "wil·l 
no·t trigger immediate :.epayrnent of t.'l~ pt:inci~,· 
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but such exempt transfers remain subject 
to repayment ten years after, comp,l.etion. 
of the weatherization improvements as 
provided in a. and b. above. The term 
"close relatives" includes husband, wife, 
father, mOther, gr~ndf~ther, grandmother, 
son, dcughter, brother or sister, incl~din9 
relationships brought on by adoption or 
marriage, such as daughter-in-law, mother­
in-law, stepdaughter, stepmother, etc. 

The staff contends that requiring repayment to begin 
after .ten years would not materially affect the strong incentive 
provided by the ZIP loan. The staff points out that monthly 
installment payments shoul.d not deter participants because the 
installment paymen~s will undoubtedly be less than the savings 
on the customer's utility bills which will result from the 
weatherization measures financed under the ZIP program. The 
staff also ?oints out that the provision exempting transfers 
between close relatives is designed to prevent hardships when 
title is transferred in situations such as divorce, death of 
a spouse, or family gifts. 

The foregoiDg proposals do not take into consideration 
the tax benefits provided by the passage in Septenber 1980, af~er 
the closing of our hearing record) of AB 2030,discussed above. 

~ 

~ 

These tax benefits ereate aa independent induce=ent for weatherization 
iMprovements, warranting revision of ene seale of incentives to be 
provided ~rough ZIP. 

In view of the h.igh level of cost-effectiveness to ~e 
p&rticipa~t of the conservation measures proposed for ZIP, it is 
i=portaut that the incentives provided,by the utility and all its 
ratepayers not be unnecessarily generous. In the typical ease of 
a single-fzmily,owner-occupied home, a fully adequate incentive . 
should be provided if the participant is substantially assured of 
having lover out-of-pocket eosts at any point in time than would 
have been the ease had he or she not taken advantage of the program. 
The zero-interest feature of PG&E's application re=ains essential ~ 
for offering an attractive inducement for conservation improvements, 
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bue the repayment tems can be a.ccelerated substan1:iallywh.ile 

maineaining an assurance t:hae in the large maj ori1:y of ·c:a.ses a 
par~1cipant's ~~penditures for the installation will vir1:~lly never 
exceed a.chieved savings on the 'cost: of utility bills. 

An earlier repayment schedule can meet: che above-described 
c=iterion while yet very subseantially reducing the cost of the 

ZIP program to PG&E a.nd so to all its ratepayers. R.epayment earlier 
than the time of sale offers other advantages as well. It will. 
give the participant a more i.:zm.ediate incen.tive to control the cost 
and quality of weatherization improv~ellts more care£ullYJ:whether 
by doing the work himself or more closely observing. the ",.on .of a 
contractor. 

Our adopted program will revise the repaYMent requirenents 
for ZIP lOans in toe following tnB.nner. Transfers will. trigger full 
repa~ent of ZIP loans, except that full ~epayment will not become 
due in the event of an exenpt transfer and the.a.ssu=pcion in writing 
by the t=a.nsferee of all ooligations of the transfero·r. regarding the 
ZIP loan. An exempt transfer will be ·defined as ree~ended by the 
staff. In the case of such an exempt transfer or if the property has 
not been tr&n3ferred, repa~ent of the ZIP loa~ shall commene~ :o~ 
June 30 of the calendar year followil'lg the calendar year in. which 
the weatherization tmprovenents paid for by issuance of the .ZIP 
loan were installed. As defined in AB 2030 J "insta.lled" shall 
mea.n "pla.ced in positi~n in a fu:c.ctioDably opera,eive'state" .. 
Participants (o~~er than a specific class of low-income homeowners 
and rental owners and occupants discussed below) who have f~a.nced 
through the PG&E ZIP plan shall have ~e option of.(l) repaying 
40 percent of the ZIP . loan at that time and repa.)"ing the .balance 
in eqUAl aloll'tb.ly insta.llments over a period of 100 IDOQthsor 
(2) repaying the full principal in equal monthly installments over 
a period of 50 months. This level of incentives will assur.e. that 
a large majority of pareic1pants will never incur expense for ZIP 
weatherization mea.sures exceeding what they have already saved tnrough 
tax credits and lowered heating bills. 
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As previously discussed, owners of reneal proper~y, • 
whether singie- or multi-fa=ily, where the utility service for' . 
space heating is individually metered and !:he ut:ilit:,. bills for 
space heating are paid oy the· tenant or tenants, have little 
economic inc:end.ve to weatherize their property. In order to 
provide an a.dditional incentive to install weatherization 
measures in rental units, more libera.l repayment' tems will be 
a.uthorized.. R.epayment of cbe principal of such Z'IP loans 'Will 

be r~uired ill equal mon'thly installments over a period of 100 
months to CODmence on June 30 of the calendar year following 
ene calendar year in which the wea:neriz4tion measures' paid for 
by issuance of a ZIP loan were installed. The same ter.ms will 
be available to low-income homeowners, as previously defined. 

In all cases the monthly repay=ent instal~ents shall 
be rounded to the nearest dollar and shall be not less than $5. 

~e are concerned with the administrative burden involved 
in the placement and enforcement of liens to secure ZIP loans, 
and with the strong possibility' that. many potential participants • 
will elect not to do so s~ly from. reluctance to accept'whAt 
appears to be a c loud on the title of their property. Both 

these 'problems appear to be most significant in 'the case of 
relatively small loans. Furthermore~ the early initiation of 
:epa~ent obviates some of our eoneern abou~ difficulties in 

collection upon transfer of the property. 
We will authorize procedures with respect to the filing of 

liens in accord with our dec~sion today by which we dre revising 

some terms of PP&L' s ZIP program. PP&L I S experie:lce had led.' them. 
and us to the conclusion that the recordation of a lien makes 
sense only in 'the ease of relatively large loans. As in the PP&!.· 

case, we will au'thori.ze and exPect PC&E to record a lieu in cases 
of loans of $1,500 or more for purpos~s of Pha3e I. With res-pect 
to loans of a lesser amount, PG&E should explore other, les.sburden­

some means of protecting its interests in the event of a nonexeupt 
transfer of owc.ership. One issue for the Phase II hearings will be 

the extent to which liens should be required as part. of 4; s'yS'~em- • 

wide program. 

-56-



• 

• 

• 

A.59537 ALJ /ks * 

6. What warranties should be provided to 
partici,ants? 

Onder the state Res plan approved by OOE conservation 
~easures supplied or installed under RCS must be protected by 
a warranty, offered by either the manufacturer or the contractor 
or both, which will cover defects in materials and workmanship 
for three years. In addition, the contractor is required to provide 
warranty for parts and labor covering defects in installation 
for one year. 

':the Energy Securi ty.' Act. of 1980 (ESAJ" amended t."le National Energy 
COnservation Policy Act of 1978 (NEO?A) to delete the requirement of ",three-year 
manufacturer's warranty and replace it with a one-year warranty period. 
There is nothing, however, to prevent the eEC or this 
Commission from adopein9 w~rr~nty standards for suppliers and 
contractors stricter than the minimums set forth in NECPA as amended. 

Stolff '",i tness A.":Iaroli recommended tha t fo"r~ r:-i:<imum 
consumer protection and some assurance that measures will 
prove cost-effective all work performed should include a three­
year repair or replacement warranty to be implemented as fol16~: 

(a) Warranties for Materials and Devices"- Only 
materials and devices possessing a manu­
facturer's three-year free repair or 
replacement warranty should be financed 
under PC&E's ZIP. This recommendation 
is consistent wie."l the state oc:s plan •. 

(0) Original Contractor Warranty Responsibility -
The contractor should provide one year free 
labor for ~epair or replacement of any 
materials or deviees. This reeomrnendation 
is consistent 'Ni th the st3.te plan. 

(c) PG&E Extended Labor Warr~nty - PG&E should 
provide an extended (two year) labor 
warranty at no cost to the C'..lstcmer for repair 
or replacement of any materials or devices 
by agreeing to pay the net out-of-pOcket 
labor and transportation costs to the 
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original inst~llation contractor during 
the second and third year of the warr~nty 
service. ?G&E should contract for such 
warranty maintenance to be performed at 
lowest bid b~ other contractors seeking 
th~~ ~voe of· work on 0 continuing b~sis 
in cases where the original installation 
contractor refuses to provide this extended 
warranty labor at cos~ to ?C&E. 
This warranty extension exc~ds the 
requirements·of the state plan. It is likely 
to impose an added cost of up to $25 per 
weatherization job for PG&E. It is 
considered essential to assure PG&E's , 
customers that the weatherization measures 
will have a long useful service life. This 
is especially important for equipment and 
measures which are only used clurin9 the . 
winter heating or summer cooling seasons~ 
, 

• 

We are not persuaded that the staff's proposal for a utility 
backed extended labor warranty i~ adv1sabl~. A primary purpose of 
requiring warranties is to eneo~age the contractor to do ehe job 
right ~e first tiMe. A ~t~lity backstop will not provide such 

induce=eut. MOreover, we believe there is much to be gained by 

adopting warranty requi~enents for ZIP which match those in the 
s~a~e RCS plan. We shall do so. However, we expec~ our s~aff and 
PG&E to continually monitor the perfor.=ance of installed equi~ent 
to dete~1ne whether cus~omers ar~ incurring unrea.onable repair costs 
due to the reduced labor warranty provisions. If such proves true, 

we will reconsider our position. 

i. What inspection should be m3ce by PG~E? 

Sta:f wi;~ess Arnaroli recomm~nded that PG&E ?rom~tly 
inspect all weatherization work performed and financed under 
ZIp. He further recommended as to weatheriz~tion jobs financed 
by others than PG&E that PG&E should adhere to the st~te ReS 
?lan requirements for inspection of such work and in any event 
upon eustomer ~equest PG&E should make inspections of such work. 
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'!he staff v:Ltness testified. that the additoaal cost: for 
100 percent inspection of wea'theriza.tion jobs would be $7 for each 

job t a small mOUDt compareci to the $1,500 to $3,000 amount which 
PC&! may be f1Dancing. It: is also a small price 1:0 pay co assure 

high. quality of materials and work which will result in reliable 

energy saviugs to the participant as well as to other PG&E ratepayers. 

On the other band, experience with the ZIP program may 

indicate that 100 percent inspection is not worthwhile with respect 
to the vork of contractors working on a large scale. In that event 

PG&E is invited to propose a cbange to a sampling method of inspection 
of the perfo~ce of contractors responsible for large volumes of 
ZIP weatherization jobs. 

The staff reccame.nclatioDS with respect to inspections 
will be adopted by the Commission. 

8. Should ZIP conform to the state RCS plan: 
as approved by the DOE? 

PG&E's witness Mertz testified PG&Ets ZIP program enhances 

RCS and will make the expeaditures necessary to carry out the RCS 
program. more cost~effective. PG&E intends to take full acivan1:age 

of the featm'es of the state RCS plan in accomplishing its conservation 
objectives in the ZIP progrz=. 

PG&E requests that this Ccmmissioa Dote tbat maDY of the 
points of controversy which arose during the hearings OD. the ZIP 

program cOllcer.ned R.CS procedures and their legality. . PG&E contenda . 
that, since the CEC bas arrived at a final state RCS p,lan (whi.ch 
bas now been approved by DOE), it would not be proper for this 
CaDmi.ssion to pass independent judgment on the legality of the 
contents of that RCS plan. 

The RCS plan vas developed by a state agency pursuant .to 

federal require:meats. 'the. PG&E ZIP plaD shou.ld confom. to mandatory 
features of the .tate RCS plaD a3 approved by DOE • 
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9. Should the ZIP plan contain a sunset ~rovision? 
, , 

The ZIP ?roq=~~ beinq authorized for PG&E is closely 
. . .', 

integ=ated with A3 2030, the state act which provides tax benefits 
to taxpayers who install energy cons:ervation measures in their 
homes. ~ 2030 contains various sunset dates~ Aspreviously 
pointed out, energy conservation measures in the generic categories 

.. 

of subsections a through f of AS 2030 installed in multi-family 
d ..... elling units shall be ineligible as energy conservation measures 
in the com~utation of taxes for taxable years and income years 
which begin after December 31, 1985, and energy conserv~tion 
measures in t~e generic categories of subsections 9 and hare 
slated to, become ineligible as energy conservation measures in the 
computation of taxes for taxable years and income ye'ars' which 

" " , ... 
begin after Oecember 3.1, 1983. Section 7 of M 2030' provides a 

general sunset date of December 31,1986 for oeheienergy con­

servation ~easures. 

In orde~ ~o give adequate time for ~plementation of 
the ZIP program, wb.i1e creating a.n· incentive for early public 
participation, the Commission will set December 31, 1986 as the 
sunset date, so 1:b.at: no new ZIP finanCing may be entered 1nto_ 
after that date for the weat:herization measures included in the 

present ZIP program. 
F. Issues 'Relating to Competition. 

1. Background. 
Ihe recently enacted ESA has importan~ implications 

affecting any conservation financing program to be undertaken 
by California utilities. The ESA removed previous prohibitions 
and limitations on utility financing programs which were 
contained in Section 216 of NECPA. States .re now free to 
establish such programs without DOE approval. However, DOE 

is empowered to terminate any utility financing program upon 
determining that: (l) the program utilizes unreasonable 
rates or unreasonable terms and conditions, or (2.) the program 
has a substantially adverse effect upon co=petition or 

-60-

.---.~-.- ----

• 

• 

• 



• 

• 

• 

A.S9S3i ALJ/c.l if,w '* 

i':'lVolves the use of unf, .. ir, ,,;;,eceptive or anticompeti tiveacts or 
pra.c-:.ices. Such a detrJrmi':'"lation must ~e prece<!ed oy notice and 
public !'learings as · .... ell .:' .. s consultation with the Federal Trade 
Commission. The lL~i~s 0: DOE's oversight role are in keeping 

wi th 't..1.is COrnr.:\issio'!'\' ~ c.e'C'.ermi:'la tion to per.ni t only programs . 
• .... hich ' .... ill preserve C".:lr.'petition and will be founded on fair 

Th~ ESA. also"created a Solar Energy and Energy Conser­
vation Bar..j(:. The Bank, which will operate until September .. 30, 

1987, is empowered to disburse several hundred-million dollars 

i~ financial incentives to purchasers of energy conservation-measures 
i:1 the years 1981 through 1983. Bank funds can be applied directly 
to utility ':inanei~g programs. However, Congress'has expressly 
limited the utilities to 10 percent of the funds to be dispersed~ 
spread across the nation in a representaive manner, a· limitation 
which the Bank ~ay at its discretion raise to 20 percent. Bank 
f'.lnds are available to encourage single-family and :nulti~family 
residential, small comrnerci~l and agricultural installations-. A 
co~plex set of statutory requirements substantially lL~its t~e 
~~ount of funds which can be disseminated to benefit a given 
~uilding owner or resident, based upon the cost of the improvement 
and the i:'lcome of the recipient. The federal t~x credit cannot 
~e received by those receiving the benefits 0: Bank subsidies. 
T~e funds can be dispersed in two different ways: 

1. Reductions 0: loan p:inci?al for loans to ~wners of 
existing buildings for the purchase and installation 
of solar energy systems, to builders of new homes for 
solar energy systems, and to purchasers of new homes 

'""hich have solar energy ,systems. 
2. ?repayments of interest other .... ise due for the same 

types of loans·. . " 

There are many uncertainties as to what type of program 

will finally be offered by the Bank and when the bene~i ts wil~. 
begin to flow. However, ';he paths which are available for'the 

Bank to follow appear consistent with the ZIP program. There 
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may well be ways to utilize Bank funds to increase purchase ' • 
i~cen~ives and to lower program costs. When Bank funds become, 
available, the staff should prepare a report to ~he CommisSion, 
advising us of potential L~pacts on the costs and attractiveness 
of the utility program- resu1 ting from t..~e use of those funcis·., and 
suggesting any · .... ays in which the ZIP program migh~ be revised. to 
e1i~inate unnecessary expenses, and bet~er achieve its goals. 

, . 
In Northern California Power Agencx v. Public Utilities 

Commission (1971) 5 Cal 3d 3iO, the California Supreme court h~ld 
that, in establishing a new program, thi~ Commission "must ~lace 

the L1\portant public policy in favor of free competition in the 

seate along wlth the other rights ana interests of the qeneral 
;)1.l.blic'· • ':he CO\J.:l:t state~ ~ha~ ·wh.ile ~he Commission is not .. 

~ecessarily bound by the limits of state and federal antitrust 
law, it must determine that .:I.ny marketplace disturbance which 
miqht result from a new program is in the public interest. 

In ~~e leading federal case on competition issues 
affecting utility regulation, Cantor v. Detroit Edison Co. (1976) 

428 OS 579, the anited States Supreme Court limited the scope 
0: t!-le traditional "state action" eXemptio'n from the prohibitions 
0: t!'le antitrust laws. In that decision the Court held't!'lat'the 
free distribution of lig!-lt bulbs by a regulated public utility was 
not exempt from the Sher:nan Act merely because it ·Nas sanctioned 
by a state regulatory agency. There the state action consisted 
of the state regulatory body s~~ply approving a light'bulb di~tri­
bution progra~ conceived, organi:ed, and submitted by the utility 
· ... ithout any prior regulatory involvement" without active, ongoing 
regulatory supervision and with no finding of an L~~ortant state 

• h 

interest to justify the effect upon competition. 

In contrast to the Detroit Edison situation, California 
has a clear, legislatively sanctioned, and economically j~stified 
state policy to encourage utilities to engage in conservation 
finanCing with vigor and L~aqination. This Commission has 
repeatedly decl.:l.red i~s concern that PG&E and the state's other 
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energy utilities must dili~ently ?ursue cost-effective energy 
conservation prog=ams. including conservation financing. The ZIP 
pro~osal in p~rticular has been e~tensively exami~ed i~ t~is pro­
ceedinq and we h~ve substantially modified the ori9inal PG&Z ?ro­
posal, ?artly to assure implement~tion of Commission policies . , 

relevant to energy conservation and also partly in response to 
cO,ncern about impa.cts on competition . 

. Section 2789' of the l'ublic: Utilities "Code inc:icates 
stron9 le~islative policy with the same cirec:tion. federal 
policy, as indicated by'. the ESi\ and ~EC?j\. provisions discussed 
above also clearly supports and even ::ta,nc.ates extensive promotion 
o! energy conservation by utilities .. 
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The United States Supreme court also addressed the issue 
of state action exemption in Bates v. State Bar of Arizona (1977) 

433 OS 350. In that case the Court held that a rule of the Arizona 
Supreme Court restricting advertising ~y attorneys was permissi~le 
in that the anticompetitive activity: (1) was compelled ~y the 
state ac~inq as a sovereign, ,(2) reflected a clear articulation 
of a state policy I and '( 3) was su~j ect to close supervision 
and pointed reexamination by the state policymaker. - Although 
the Court held the Arizona ~an on attorney advertising 
exempt from the antitrust laws, the Arizona rule was nevertheless 

invalidated on First Amen~~ent grounds. 
When the California Supreme Court struck down the 

California fai:: t':ade retail price scheme for liquor sales in 

~ v. Alcoholic Beverage Control Appeals Board (197S') 21 Cal 3d 431, 
the Court placed special emphasis on the fact that although the 
~rice fixing was authorized by stJ.te law, the state played no role 

• 

i~ effectuating the statute. By contrast, the state has played a ~ 

very significant role in developing the ZIP program. Pursuant to 
our obligation under ~orthern California Power, our review of 
?G&Z's ZZP application has included thorough evaluation of the 
si~nificance of possible anticompetitive effects ane our adopted 
?rogram ~ill seek to ~ini~ize such L~pacts. 

" .. 
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Parties to this proceeding have suggested several 
. ." . -

~arkets i~ which competition may be affected oy the ZIP program~ 
Some ~anufacturers have suggested that the market for certain 
types of insulation could be restricted by the program as pro­
posed. Several contractors have expressed concern that the 
market for installation, 0: conservation measures could be 
::estrainec. by the program as proposed. 'l'OR.'l has suggested that 
the market for energy conservation loans could b.e disrupted 
by the program as proposed. In each area, we will attempt to 
define the relevant market, determine the effe~t of Our action 
on competition, and dete~ine the reasonableness of any 
restraints on competition which are discovered. 

2. Is ZIP ant1eompetit1ve in relation to manufacturers, 
sellers, and iDs tallers 'of-'energy eoaserva1:ioQ' measures '1 

., - .. -. - . . -.. _- ........ -' , -,.. - '... .......... .,. '. , ~. 

I~ California there are many manufacturers and thousands 
0: installers of energy conservatio:"l. measures. Fir.nse ma.y va.ry, as 
to ·,.,hether they offer a si:lgle type of product such as insula,ti.on 
or a full-range 0: energy conservation services. These firms,are 
very competitive ~nd each year many new eompeting fixms aTe 
introduced while many others are eliminated. 

If t~e ZI~ prog=am succeeds in reaching the stated market 
penetration goals, the rate of sales and installations during, the 

period of the program would oe several times greater than the 
rate currently experience~ oy the industry. Industry· representa-

, 
tives ~ave expressed confidence that the industry can meet any 
s..:.ch accelerated. de::'land. Accelerated demand, iftne program is 
successful, 'will create well over $2 billion in new business. for 

these ~anufacturers and installers, just in PG&E's service area. 
. , 

;... ..... y discussion of the potential anti-competitiv:e impact of the 
proposed program should e.."lus be eo'~idered aC]ainst this background 
of a drama.tically expanded :narket for exis~ting and prospectiye 

manu!actu=ers and installers of energy cons~rvation measures. , . 
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In addition, we note ~~at there is an overriding state 
.and natioul ine~res t in promoting energy <:oDSe~tioll measures. 
Since 1975 ~~is Commission has evaluated the perfor.mance of 
utilities on the ~asis of the vigor, imagination, and effectiveness 
of their conservation progr~s. Official statements of President 

carter and Governor Brown, :indings of the Congress and the 
California Legislatu~e, and previous findings of this Commission 
have concluded that conservation of energy will reduce dependence 
on foreign oil, increase national security, improve the national 
balance of payments, reduce pollution, increase jobs in the 
domestic energy sector, augment energy supplies, and reduce 
inflationary pressures. 

It is the opinion of this Commission ~~at restriction 

• 

of competition could be justified on the basis of this overriding 
state and national policy alone if such'constraints were necessary. 
However, this Commission has gone to great lengths to avoid 
restricting competition. The record in this proceeding suggests ~ 
several ways in which an improperly designed program could 
adversely affect competition, ~ut the adopted ZIP program responds 
to these conce~s and minimizes such effects. Those elements of 
the ZIP program which may entail some ~estriction of totally 
free competition are absolutely necessary to protect the 
integrity of the program and are de mini.."tti's when comp'ared to t..i.e 
t:emendous stimulation of the market likely to result from t..~is . ' 

order. 
Arbit:ary exclusion of certain contractors and installers 

from the 9rogram would unreasonably restrict consumer choice. It 

is sel.f-evident th.at anyone capable of selling ~n<!1 competently 

installin; eligible conservation measures should be allowed to 
take ~avant~qe of the incentives ~eing offered through this program. 
Lists of installers ·'and contractors are to be created and main­
t.:Lined tor use ~y each utility under the direction" of the Energy' 
Commission in compliance with t.."le state Res plan asma.ndated "by' 
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federal law and approved ~y the federal DOE. Any i~staller 
or contractor on t~ose lists should be eligible to participate 
in this program. Names will be removed from these lists only 
when a history of uncorrected complaints develo~s and in compliance 
wi th procedures established by the CSC to assure .. due process of, ' 
law. :hese procedures will not unreasonably restrict the consumer's 

ability to choose a contract,or for ZIP-financed installations, 
and will not unreasonably restrict the ability of contractors 
to compete. We incorporate such procedures in the ZIP program. 

Concern was also raised that utilities might be given 
the authority to select the contractor on behalf of the cons~~er. 
No such authority, either expressed or implied, is granted under 
this decision. Nor will PG&E be permitted to influence the 
selection of a contractor. The program adopted herein gives the 
customer nearly unfettered discretion in selecting a contractor. 

Of course, many sellers of energy conservation measures 
are not contractors. ~he retail market, which serves do-it-yourself 
installers, fills a substantial par~ of the supply requirements for 
energy conserv~tion measures. We have already discussed the 
L~por~ance this Commission attaches to the do-it-yourself market. 
Sy requiring PG&E to establish special procedures to give do-it­
yourself installers convenient access to ZIP financing, we are 
convinced that ZIP will stimulate rather than constrain the retail 
~arket for energy conservation measures. 

Rules 'N'hic::' ar!:li trarily limit eligi!:lle type,s of energy 
conserv~tion :neasures would restrict consumer choice and serve to 
favor some !:lusinesses over others. It is reasonable, however, to 
establish ru:'es :or program eligibi:'ity which assure the use 0·£ 

cost-effec~ive measures and reliable materials. Those.m~asures 

which will be eligi~le for financing in ZIP have bee~ shown 
cost-effective on our record. Other measures can be included 
later upon a showing of cost-effectiveness • 
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For several of the measures eligible for financing 
there are competing types of products. PG&Ewill ~ot control ~ 
the choice of materials. For example, in the insulation market 
manufacturers and sellers of rock wool, cellulose, and fiber-
glass compete vigorously. :-1!~.A has expressed concern that the 
market for rock wool and fiberglass would be constrained either 
by a requirement that only a low bid could be financed or by 

constriction 0: the do-it-yourself mark.et. This decision includes 

specific provisions to stimulate rather than constrict the do-it­
yourself market. In addition, PG&E will be per~it~ed to finance 
either of the to"o· lowest bids when a. customer obtains three bic.\s, 
~nd the customer will expressly be permitted to choose the insula-
tion material of his or her choice. These steps should substan~ 

'" 

tially mitigate the concern of MlMA that ZI? would provide an 
unfair advantage to :nanufacturers and sellers of cellulose i:'lsulation 
products. 

Price regulation '"ould interfere 'with some elements of 

cornpetitio:'l. A large-scale progr~~ with'strict system price • 
lL~its could have the effect of price regulation. Yet there is 

. "" 

need to protect utility ratepayers from subsidizing unre~sonably 
14igh loan amount$ where direct ut:'lity loans are used. Rapid 
stimulation of a market through information and incentive programs 
can cause unjustified price escalation aosent countervailing 
~easures. ~he disclosure of average ~rice :'n!o~ation by PG&E 

is an t=por~ant means of consumer information, and should be 
coordinated with information derived through the state RCS 
plan. Lne bidding procedure we will require is the bare 

minimum necessary :0 assure the cost-effectiveness of the ZIP proqra~. 
Sy per:nitting financing up to the lo~er of two or one of the two 
lower of three bids, we have allowed flexibility for t..1.e customer 
to make a deciSion not unlike that which is typically made for 
other large purchases. These financi!lg limits", moreover', do not 
prevent the customer from choosin<j' a more expensive contractor 
~and financing the difference without assistance from the ZIP 
progra.-n . 
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~ MI~, TURN, ~nd several contr~ctors critici:ed PG&E's . 

~ 

• 

z:? ?~o?osal as anticompetitive for reasons related to the issues 
discussed above. ::?G&E in its brief pointed out t."'at many of t.."'e 
criticized features of t.~e ZI? progr~ are mandated and governed 
by the state RCS plan, including listing and delisting of 
contractors, random selection of contractor names for referral to 
customers, dissemination of average price information, standards 
:or °i:nsulationmaterials, standards for installers, and procedures 
for post-installation in~pection. 
federal law as set forth in NECPA. 
specifically approved by DOE. 

That plan in turn carries out 
and the DOE rules and has been 

Through this Commission and the CEC the State of 
California will provide close supervision and continuing exami­

nation of the ZIP program and specifically of its potential 
anticompetitive ef~ects. This supervision will be conducted in 
the open light of public hearings. Actions taken pursuant to the 
ZIP program will :lot be anticompetitive. Even assuming some anti­
competitive effect, the program we authorize and require will not 
violate the antit='..lst la·..rs, based upon our continuing scrutiny·" 
of the ZIP program's effects on competition both now and in the 
future, in addition to t.~e"parallel scrutiny to be provided by 
DOE pursuant to ~ECPA. The antit=ust laws do not prevent this 
Commission from authorizing PG&E to engage i~ a residential 
weatheri:ation ZIP program to make conservation ~easures available 
to a broad spectrum of PG&E's customers in furtherance of the" 
compelli~g national an~ state goals of achieving significant 
energy savings. 

3. Is ZIP anticompetitive in relation to. lenders? 
~u~~ contends that ZI? will have anticompetitive impacts 

in t.~e home insulation lending market. TURN argues that weatheriza­
tion loans are presently available from banks, savinqs and loan 
associations, credit unions, and other financial institutions • 
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TURN contends that under ~~e ZIP proqr~ PG&E will preempt the 
entire ::Larket for home weatherization lending by offering. fina!lcinq 
to residential owners at rates which are not merely below ~~e pre­
vailing market but are totally without interest. 

We note evidence in 011-42 to the effect that home 
improvement loans for less than $2,000 are of little interest to 
conventional lending institutions due to lack of profitability. 
Since most loans for ZIP L~provements will be for less than 
$2,000, we have reason to believe there may ~e a vacuum .in ~~e 
lending market for loans to finance ZIP devices. Since PG&E 
will raise funds for ZIP ~~ough bidding, ZIP may actually 
create a new market for "bulk" home improvement loans where 
individual loans would have been unprofitable for lendin9'_. 
institutions. 

TORN explains the lack of participation by financial 
institutions such as banks and savings and loan associations in 
~~ese proceedings on ~~e grounds that PG&E proposes to pursue a 
"Cali:or:l.ia first policy" in securing capital for its financing 
subsidiary by borrOwing from local banks and savings and loan 
associations before looking elsewhere for capital. TO'RN goes 
so far as to contend that PG&E may have bought off the local banks 
and savings and loan associations and cut them in on ~~e deal by 
promising to horrow :rom ~~ose institutions at inflated rates. 

PG&E's "California first policy" has been officially 
endorsed by federal law enacted subsequent to the fi~ing of ~~is 
applic~tion which reads as follows: 

" ••. (W)henever any public utility undertakes to 
finance its lending progr~ for residential 
energy conservation ~easures through financial 
instit~tions, the utility shall (to the extent 
such utility determines feasible, consistent 
with good business practice, and not dis­
advantageous to its customers) seek funds for 
such financing from financial institutions 
located throughout the area covered by the 
lending program •••• " (ESA, § 546 (b) .) 
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We fi:ld that PGScE's "Califor:li3. first policy" is proper, 
and sanctioned oy law, and ~~at TORN's allegations of collusion 
are without meric Further, neither TO~~ nor any other party 
:-.as presented. evidence of particulars in which PG&E 's financi.."lg 
program could be construed as anticompetitive in the lending 
market. Nor has any party offered evidence of an acti'te lending 
market for Z!P conservation ~easures which would be disrupted by 
?G&E's program. 

TURN refers to the case of Cantor v. Detroit Edison Co., 
supra, as authority for the principle that ratepayer-financed 
giveaways violate t.."le antit..-ust laws. As previously pointed. out, 
however, the facts of the Cantor case are distinguishable' from 
those of this proceeding because of the presence here of clear 
and compelling st3.te and federal policies and because the ZIP 
program will be subj ect to close supervision andccntinuing . 
examination oy the Commission. Moreover, the ZIP program will 
not be a "giveaway", but rather a shar.ing oetwe.en utility and 
participants of the costs of conservation improvements .oeneficial 
-:0 both. 

, We conclude that the ZIP program. does· not violate. 
antit..-ust laws oy reason of being anticompetitive in the lending 

. ,., .,-, ... 

~arket. ~his Commission will exercise continuing jurisdiction 
over the ZIP prog=~~. Should financial institutions or any o~~er 
party offer evide~ce of viola~ion of the antit=ust laws with 
~es?ect to ~"le financing aspects of ZIP during the course of 
further hearings in this proceeding, such evidence ~ill recieve 
full and c~reful consider~tion by the Commission • 
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F. Zssues relating to financing_ 

1. Should project financing of ZIP be approved7 
?C&E h3S proposed that the ZIP prosr~~be fin~nced using 

the ?roject financing concept. PG&E financial witness· Doudiet 
defined project financing in his testimony as follows: 

~?roject financing is a form of financing in 
which lenders lend money for a specific p~oject 
or program rather than for the overall operation 
0: the corporation. Amounts lent are ?rimarily 
secured by the flow of funds from the specific 
project rather than by the overall credit of the 
corpota tion. " (T:. Vol. lS, p. 1376.) 

Doudiet testified that project financing is superior to con~entional 
utility financing because a higher debt ratio will result ina 

lower over-all cost of capi taL In addi tion, since the loans for 

• 

the project olre to be made directly to the subsidiary, PESC,they will 
be off the balance sheet of PG&E and corisequen~ly will n6t 
i~?inge on the credit of th~ parent. 

PC&E contends that by relying on the security of the • 
proposed Conservation Financing Adjusement (eFA) witn an associated 
balancing account, and by employing the leverage of lower cost debt 
and the tax deductibility of interest, project financing should 
minimize the cost of capital and income taxes. ' 

PG&E points out th~t investments in the ZIP program 
can be project-financed because of the rate recovery 
~echanism provided by the CFn, and because the security 
provided by the liens assures repayment of principal . 
~?on the sale of residences. T~e stronger the Commission's 
deciSion in favor of the CFn, assuring that PG&E's full cost will 
be recovered, the qreater will be PC&E's ability to lever and 
thereby lower the cost of capital. 

PG&E further points out that the project finanCing 
approach will give the Commission a great deal of control over the 
ZIP program and other conservation programs. The Commission will 
have the opportunity to approve the expenditures for conservation 
programs on a case-by-case basis and to review the progress of 
the approved programs periodically. 
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Since the capital ~~penditures to be made under the ZIP 
program will be in ~he nature of home improvements, t~aditional 

suppliers of home improvetoenc loan capital can be" utilized as the 
source of capital for financing ZIP loans. Project financing will 
thus create a source of capital from local banks and savings and 
loan associations not ordinarily used to finance traditional utility 
plane. Consequently the ZIP program is not-expected to impinge upon 
the crad1cional sources of PGSE's capital and PG&E's ability to 
finance other facilities required to supply its ratepayers'"energy 
needs. 

Pover~y Rights Action Center (PRAC) opposes the use of 
project financing for ZIP. PRAC contends that by financing ZIP loans 
directly PC&! could avoid the 20 percent equity investment in PESC 
and assumes tb..at R;&E could fully finance the ZIP program through the 
issuance of debt obligations. This argument ignores the fact that 
BG&E's own common stock equity ratio as ~et forth in its last general 
rate proceeding, Decision No. 91107 issued Dece~er 19 , 1979 in 
Applications Nos. 58545 and 58546, was approximately 40 percent. 

PRAC also contends that by creating a ~holly owned 
subsidiary to administer the ZIP program, PG&E seeks to remove the 
operative elements of the program from Commission scrutiny and 
review, and that such a free-wheeling ZIP program, ultimately 
financed entirely by ratepayers and immune from any direct public 
control, would be inviting disaster for ratepayers. This argument . 
wholly disregards the great degree of scrutiny, review, and control 
which this Commission can exercise in connection with the operations 
of any PGSE wholly owned subsidiary whose operations affect utility 
rates established by this Commission. 

We accept PG&E's argument that finanCing the ZIP program 
through a separa~e subsidiary, assured of recovering prudently in­
curred costs througn a balancing account and an offset" rate procedure, 
will enable PG6E, through ?ESC, to leverage its equity investment to 
obtain relatively law cost financing for the program. We will 
therefore approve PG&E's proposal for project financing of the ZIP 
program_ wi~~ certain caveats. 
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This approval should by no mea.nsbe taken as an ,acceptance 
of project fL~anci~q as appropriate in all circumstances where it 
may be proposed. In fact, there are substantial differences between 
the ZIP progr~ and other large-scale utility projects, which may 
be critical to the choice between project :~~ancins and more tradi­
tional financing and ratemaking :nethods. The typical la.rge-scale 
power supply project requires massive utility investment of equity 
capital. 1'0 the extent of the utility'S financial capacity, the 
greater the investment the greater the rate oase upon which profits 
may be earned. The assurance of project financing would tend to 
l:Unit the Commission's ability to control increases in projeet costs, 
which may benefit the utility a.t its ratepayers' expense. 

The ZIP program presents a different set of facts and 
interests. Here the scale of "project" investment will not be 
within the utility'S power to control, but rather will be a function 
of the level of customer choice to participate in the pro~ram. Sere 
the utility'S role will be financing rather than constructioni "cost 
overruns" should not be a problem if PG&E's energy auditors properly 
evaluate the cost-effectiveness of measures to be financed. 

Most importantly, under PG&E's project financing proposal, 
~~e utility'S equity inves~~en~ in ZIP will be relatively slight. 
PG&E would provide approximately 20 percent of PESC's capital and 
t.hat 20 percent would be drawn proportionately from all PG&E's 
current sources of capital, of which about 40 percent'consists of 
common equit.y: t.hus, PG&E's equity interest in the ZIP program 
would consist of only about eight percent of ZIP's totalcapitaliza­
tion. We are persuaded that t!le possibility of achie.vinq such· high 

. .". ~. 

leverage of PG&E·s equity inves~~ent justifies the u~e o~ project 
financing for ZIP; we are equally persuaded that such l~verage should 
be a mandatory condition rathe= than merely a goal of pr·~je.c:: 
financing. 

.. -
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We shall expect PG&E to achieve at least the 80/20 ratio 
of c.ebt to equity for ?ESC which i t ~as propo sed., I,:l.. addi tion, we 
are concerned by PG&E's proposal that PESC shoule: agree to buy back 

., . 
:rom its lenders any loan amounts outstanding after~some fixed 
period and that PG&E should increase its equity share' in PESC to 
cover such buyouts. Counsel for PG&E suggested ~~at the fixed 
ter.m might be set at ten years. In view of the more rapid =ero 
interest loan payb~ek required unc.er our au~,orizedZIP'progr~, 
which will assure that a large majority of ZIP loans will be fully 
repaid wi thin ten years of issuance, we doubt that such -buyout '. 
agreements will be necessary. If PG&E nonethelessf1nds it necessary 
to provide such. assurances to lend.ers, we 'shall expect-that the 
fixed period. after which buyout is required will:beset long -enough 
to ensure that PG&E's 20 percent equity'share will never be signi­
ficantly increased. 

An important element in PG&E'S proposal for project 
financing is the CFA mechanism of ZIP cost recovery through balancing 
account and cost offset procedures. As will be discussed-below, 
we will approve this method of cost recovery for the ZIP program, 
but wit..~ the proviso that at least PG&E' s administrative costs 
will be excluced from the balancing account by the end of 1983, when 
an appropriate allowance shoul~ be determinable on a prospective 
~asis for inclusion in base rates. These administrative costs are 
":.."le one aspect of ZIP expenses over which the utility should be able 
to exercise substantial discretion. Therefore, as soon as feasible, 
the utility'S incentive to control these costs shoulc'be restored 
by provic.ing for their recovery on a prospective test-year basis' 
=ather than ~"lrough the project financing mechanism. 

- .~. . 

The element of project financing with which we are most 
concerned is the assumed recovery of equity inves~~ent through a 

balancing account procedure. We will authorize such recovery 
at this time, expectin9 !'C&E to minimize its equi.ty share in 
PESC and providing for PG&E to earn on that equity in PESC ~~e 
overall rate of return on total rate base last authorized for PG&E. 
We will, however, invite PG&E, the Commission staff, and o~~er 
interested.parwsto present" their 'furthe'r~'Vj:'ew on these :ratters, in light of 
experience wi t.~ the ilt;?lernentation of ZIP, in the context of t."le first annual 

ZIP cost. offset proceeding. - 7 0 b-

-.. -------.---------------------
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2. What eypes of financing instruments and 
procedures should be used to raise debt 
capital for ZIP?' 

!he CEC staff recommends tb.a t the PESC subsidiary be 

=equired to raise its debt capital through the sale of long-term 
bonds rather than through short-term banK loans. 

CEC staff witness Kahn testified tbat the use of bond 
financing to raise debt capital for PESC could substantially reduce 
the cost of the program to ratepayers. In his opinion interes: 
rates for long-term bonds currently are and probably will continue 
to be substantially lower than interest rates for short-term bank 
loans - PG&E's proposed source of debt capital for PESC. To the 
extent that financing costs of the ZIP program are lowered the 
conservation measures will become more cost-effective. 

?G&E's witness Doudiet testified regarding the 
debt fin~r.cing of ?ESC as follows: 

"Q If it appears that debentures may be cheaoer 
than bank loans will yOU look into that and 
possibly utili:e debe~ture~? 

"A Yes, we would. 

"0 Okay. But you haven't looked into that 
possibility yet? 

"A NO, we haven't. 

"Q Do you plan to in the near future? 
";" Yes." 

This Commission will not direct ?G&E and ?ESC to use 

s~or;-term bank loans or long-term bonds to finance ;he ZI? program. 
We will, however, expect PG&E and PESC to finance the program at the 
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lowest intarast eost a.vailable in the market, eonsidering the 
length of ti:l1e over which such. funds will be ,- used and recognizing 

that it may at times be necessary to sell more expensive short~ 
term debt while awaiting favorable condi:ions to sell long~cerm 
securities. Sometimes long-term bonds carry a lower interest 
rate and at other times the i~tercst cote on ShOtt-term bank~lcan$ 
is lower. 

In his testimony K."!hn r:ecommended that" the order in this 
?roceeding should r:e~uire ?G&: to file- reports providing i-nformation 
regarding: 

a. Data on capit.Jl <lnd adm,inistrative costs 
of the ZI? program. 

b. Data on the actual frequency of the~resale 
of residences with we~theri=ation rne.Jsu~es 
financed by ?ESC. 

c. C~t.J on thc octu.Jl morket share of 
weatherization ,roducts ond measures 
financed by ?ESC . 

CEC ?oints out that this type of info'rmation will allow 
this Commission to res~onsil)l,/ :nonitor the cost- ~nd competieiv:e 
impacts of the 9rogram as well as to evaluate the vigor and 
imagination of IG&E' s- effort. We adopt etC' s- reco~da.t1on 
regarding such reports. 

PRAC urges that EC&E be required to seeure debet financing 
for the ZIP program in stc.all increments based on the lowes.t· 
competitive bid in response to a general solicitation: 

This Commission has al:-eady es-:a.blished cer-tain: rules­
respecting th.e sale of bonds by a utility which. require competitive 
bidding except in extraordinary ~ircumstances where. the private 
p-laeement can be justified and is authori:z:ed by the Coumis.sion.;. !'he 
Comnission will require PG&E and PESC to comply with: such.. rules in"· 
issuance a.nd sale of debt obligations to finance the ZIP- program. 
If PG&E and PESC choose to finance ZIP largely by ~an3 of bank 
loans without following competitive bidding procedures, we will 
subject their efforts to obtain favorable interest rates to 
particularly close scrutiny in subsequent rate proceedings. 
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G. Issues relating to ratemaking. 
1. Should PG&E's proposed CrA mechanism and 

balancing account be approved and, if so, 
for wha t period? 

m&E a.rgues that: prompt and full recovery of PG&E IS 

costs relating t~ the ZIP program through the CrA and balancing 
account will be necessary to meet the requir~nts of the lenders 
fr~ whom it will be necessary to raise funds for the program. 

l?RAC contends that ZIP program costs should be recoverable 
only after a full evide~tiary hearing and not pursuant eo an 
automatic CFA provision and balancing account. PRAC asserts that 
the C'FA is a wholly unnecessary and counterproductive mechanism and 
that it is PG&E's guar~ntee and not the CFA which will provide a 
lender the security it needs in furnishing funds to finance t~e ZIP 
program. PRAC further contends that if ZIP financing is secured by 
a lien against the participant's property, PG&E's conservation 

• 

investments will be much less risky than'investments in generating • 
capacity. PRAC particularly objects to the use of the CFA mechanism 
to generate the return on equity for PG&E's investment in PESC. 
P.RAC asserts ,that if the subsidiary performs inadequately in 
~lementing ZIP~ regulatory lag is the only discipline the Commission 
can impose, and that with an automatic CFA mechanism, there is no 
incentive for PG&E to manage program costs, delivery, or financing 
efficiently. 

Staff witness Thompson, representing the Revenue 
Requirements Division, testified that in his opinion the eFA 
mechanism is not needed by PG&E to obtain financing but that the use 
of a balaneing account is approp~iate until some historical data 
is developed that can be used as a basis for setting rates pro,spectively. 
Thompson suggested that ~o years s,hould be ade<tua:te time. to develo~ 
the data base. 'l'b.~son pro~osed that after two years' experience. 
all program costs for the :'emaining life 0'£ the ZIP p't:ogram b.e, 
considered on a prospective rate-making basis. Included· in· Thompson's 
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proposa.l was a provision for an .A.FUDC accrual on that po:tion, of 
ZIP capital expend.itu:es not: covered by rates. This-provision is 
designed to make PG&E w~ole on that portion of program costs 
associated. ~tn capital costs, but leave an element of risk attached 
to administ:ative costs as a means of controlling those costs. 
Thompson further testified that the eFA mechanism is superfluous 
and simple rate recognition of program costs 'by the. Commission 
on a prospective basis is adequate. 

~hompson testi;i~c th~t i~vest~ent in the ZI? program 

is sup~rior to u:ility investment in ~ pl~nt exp~nsion program 
~ecause the ZIP ?rogr~rn will produce a s~perior cash flow~with less 
risk. Investments in conservation hardware for the residenti~l 
consumer involve a series of small investments and a well-known 
simple technology with little or no lead time. ay comparison 
a utility'S investment' in a new electric generating facility or an 
~NG plant could involve lead times up to ten years. No.cash 
earnings will accrue to the utility until the pl~nt is complete 
and oper~tional. In addition to the inferior cash flow, there is 
the risk of cost over:uns and construction delays and the possibility 
of failing to obtain ,j, license co oper.:! te the facili ty upon completion. 

, ." -. 

Staff wi~~ess Cavagnaro also testified regarding the pro?OsedCFA. 
~echanisrn. He recommended that a balancing .lccount ~e authori~ed 
for the ZIP program but that no provision should be included in the 
~alancing account for return on PC&E's equity investm~nt in PESC. 
Such equity investment should ~e included in ?C&E's rate 
base on which it is provided a rate o~ return in its general .rat~ 
proceedings. Cavagnaro did not recommend, as Thompson did, that .. 
the ~alancing ace~unt be termina~ed after two years'experience. 

In its brief the sta,:: recommends that. the balancing. 
account be utilized for only the first two years of the ZIP 
program and that no provision be made for inclusion in .. the 

.- . -, 

~alancing account of return on PG&E's equity investment in PESC •. 
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Staff proposes ehat after ehe first ~o years the Commission 
should reevaluate the ZIP progra= to determine whether continuing 
tbe balancing account is in the public interest or whether treating 
all progr~ costs on a prospective basis with an allowance for 
AFODC acc:rual would be preferable for the remaining life 0·£ the 
program. 

!he balancing account and an offset rate procedure have 
the advantage of assuring financial institutions of cost recovery 
and encouraging their investment in the ZIP program under favorable 
terms, while assuring ratepayers that no more toan reasonable costs 
will be included in the rates they have to pay for the program. 
This assurance to financial institutions is particularly important 
because we will not be requiring FC&E to secure all ZIP" loans by the 
placement of liens against participants' properties. It is, of 
course, difficult to forecast 9recise costs of a new program sue~ 
as the ZIP program because participants will determine the number 
and size of the loans based on their selection of conservation 
measures. 

Although we are reluctant to authorize balancing account 
ratemaking,because it forces us to engage in hindsight analYSis 
and creates concern about "cost plus" pass-through ratemaking, 
we will authorize a ZIP balancing account. We will reassess the 
need for balancing account treatment of PG&E/PESC's ZIP expenses 
~oncurrent with the general rate proceeding for ?G&E using the 
1984 test year. A balancing account and the full cost of service 
recovery mechanis~ we adopt are essential during the initial years 
of ZIP. It will permit the greatest flexibility and provide 
maximtlm incentive for PG&E/PESC to accelerate ZIP penetration. 
~e will allow PG&E to institute a balancing account concurrently 
with the billing factors adopted to commence funding of Phase I. 
PG&£ is authorized to file preli=inary statements for its gas and 
electric tariffs establishing the ratemaking mech.a.nism'ou.tlined 
below. 
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T~e PG&E/PESC cost of service recovery mechanism for ZIP 
will operate along lines very similar to PG&E's Gas Exploration and 
Development ~djustment (GEDA.) full cost of service, tariff mechanism. 
A ~alancing account for ZIP cost of service is established for both 
?G&E's gas and electric depar~ents. Revenues from ZIP billing 
factors will be credited, and expenses debited. All expenses will 
be subject to audit and review for reasonableness in an annual ZIP 
offset proceeding. Debits will consist of billings_between PG&E and 
its affiliate, PESC. Administrative and general expense billed PG&E 
by PESC will be debited monthly, along with carrying, costs, after 
t~~es, for the particular month. The PESC rate base will consist 
primarily of outstanding loan balances. PG&E se~ks to use project 
financing for PESC with an 80 percent debt and 20 percent equity 
capital structure. PESC's return on the equity portion of its 
capital structure will be the authorized overall rate of return 
last adopted in a PG&E general rate proceeding. The debt portion 
will be the actual cost of borrowing. RCS expense will be separately 
stated in the balancing acco~~t. The interest rate to be applied 
to under- or overcollections will be that used for the ECAC balancing 
accoilllt. 

We are, by the following order, authorizing the-·recovery 
of PG&E's expenditures for Phase I of $8.8 million for the gas 
depart.."Uent and $1.2 million for the electric department. :Thes.e are 
equivalent to $0.00105 per the~ for all gas sales'anQ $0.00002 per 
kWh for all electric sales, which amounts we are authorizing- as 
increases in base rates and for utilization in the balaneing- aeeount. 
These increased rates are to become effective concurrently with the 
rate increases to be au~~orized in Application No. 59902. The 
balancing acco~~t factors will ordinarily be adjusted annually with 
consequent changes in rates. The balancing account factors may, 
however, be aQjusted again in tb.is proceedin,g depending on develop­
ments in the next phase of the proceeding. Whenever possible rate 
changes will be combineQ with changes authorized in other rate 
proceedings • 
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It will be appropriate to review the'results 'of this 
ratemaking approach to determine if further refinements are necessary 
or ~f a change to more conventional ratemaking treatment would be 
advantageous. Such a review should be concluded' not later than the 
end of 1983 when the ZIP program will complete its third year. At 
a min~, administrative costs of the program should be excluded 
&om the balancing account from that date forward, which should 
coincide with the effective date of PG&E's 1984 test year general 
rate decision .. 

2. Should PG&E's actual income tax rate be 
used in computing taxes on return on its 
equi ty investment in PESC? 

We will adopt the same tax treatment for calculating 
PESC's before ta.."( return that is used in GEDA cost of service 
recovery. 'Ib.e question of the tax rate to be applied between 
utilities and affiliates is the subject of OII No. 24, and issues 

• 

raised by PRAC in this regard will be addressed in that proceeding. • 
3. How --should rate changes and rate design 

pertaining to the ZIP program be handled 
by the Commission? 

PG&E proposes to adjust rates by periodic advice letter 
filings which will be designed to cover costs in the ensuing twelve 
months and to amortize any balance in the CFA acco1.mt, whether 
positive or negative.. PG&E intends to make its advice letter 
filings so that the CFA rate changes will take place concurrently 
with GAC or ECAC rate changes.. :m&E contends that imPosing a 
requirement to file a formal application for e'FA changes could 
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cause a detrimental de 1 a.! . :G&E points out that:, any 'interested 
party can request a copY' of the advice letter and can file -- comments 
on the advice letter witn che Commission. 

PRAC contend-s tha.t: ZIP program costs should be'recovered 
only after a full evidentiary hearing and not: pursuant to an 

automatic eFA provision. 
The staff recommends that an offset application b~ filed 

annually and should include an analysis of the program to date, 
a statement of anticipated cost-effectiveness of the expanded 
program and requests for proposed changes in the program to improve 
its efficiency and cost-effectiveness. 

1'b.e staff recommends chat 4ny rate change should be made 
simultaneously with any other rate changes being made and considered 

in the aggregate with ECAC, GCAC, or general rate changes. Revenue 
should be included in tt1e balancing account on a uniform elther.n 
bas1s for ea~~ unit of 8&8 energy used and a un1form:e/kWh basis for 
each unit of electtic energy used, by dividing. the authori:ed 
revenue increases for the ZIP program by estimated sales. 

'Ib.e staff contends that :EC&E' s recomme:c.dat1on that the 
costs of the gas department programs be assessed against only 
P-l and p-2 firm gas customers is unreasonable because under marginal 
cost rate design it is not appropriate to segregate the costs of 
conservation programs in the rate structure. The staff further 
contends that since ,interruptible customers will benefit from the 
availability of the gas conserved tbey should contribute to 'program ' 
costs. We agree and will apply ZIP cost recovery __ balancing accq:u.."l.~ __ _ 
factors to all gas an~ electr~c sa~es. -----.-_. - .. . - ..... _ . ...--.. -- - .- ........... ..... 

R;&E shall file a separate applicatiOt1 once aanually to 
a.djust ZIP-b'ala."lcing account"':actors. Once ann,,:~11i we_ w:rl~_~,, _ 
_ ~:!.ie~ ~cilaneing~a.<:c::ount entri'e's and adjust _~ese'factors'~' 

. Should we extend·'tlie .. ··Zl~ 'program. systemwJ.C1e ana. 'i~" all pro·--. 
cedura1 requirements are met, we will proviae" fo~r·'an-increase - -.-. __ .... 

.. ------- -----.~-

in balancing account factors. to recover increased estimated 
expense. To the extent possible we wi·ll -try to process-
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~ocee~. However, a separa.:a ciecisiou w1.11 be is,sueci,. b01:'eiully 
si=.l:aneo~ly w1:!::t oOer :2:e decisiC1.'ls. since a separate 
at'\1lic:.a'ti011 will 'be filed. .. t:1e :same .a.pplic:.aticu can cover ZU for 

Qa gas and el.ecttic depar:::a.eut:.s. 

v. ~u:-~e~ Seari~es 

!=.is d.ecision is i.::.te=i:n ~ ::ature ::ecause fur-...!:er 
~eari.:qs ''';:'11 ::e held ?=ior to t!:e syS'te::r.r..d.e eX::ens-ion of 

:':'e Z!? p=oqr3l: .!u-:'::ori:ec. he~e.by :or P'hase ::: i::rplemer.:~a~ion· 

i.:l :2C&Z' s Sa.:l ';oa~' Ci vision. M st~ tee. previously I ·"'e i:l.tend 
to ~plement ~e ~~oqr~ syst~c.e as speeCily as possi=le. 
~u-~~e= ~ea:~qs a~~ w~==~~tec., r.owever, to' obtain and ~~~e 
~u.:t.b.e= evidence :.::.c.;'eative of the costs and proje<:te<i ~er..et=a":ion 
levels associate<! ·",it.i. systE!!'nwic.e exte,."lsion o'f t.i.e au~o·=:':ec. z:::? 

progr:un ::efo=e'r~ver..ues are author:':ed for a systemwide pro<;,::'::u:t • 
. \ole 'will not coun't.enance -::'e ::'eli':iqa.tioll o,f,· is s'I.les, • 

already =~ised, contested, ~d :esolv4d ~ ~is pro~eedinq. 

SS:4!ci.!!c3.l.ly, we have ~ete::::.U:l.ec. to o-.:.r s~tisfac-..ion '::.e 

ap~ropriate ~ests o! eost-ef~ectiveness !or a ::'esidential 
conservation !~ancing proqr~ 4nd now ~~ey ~oul~· be applied; 

,,::e questions raised relating to possible ~~ticompe~t!ve 

e!!ects o! ~e autb,ori:ea proq=3lll~ and 'cl:.e fact t.!lat a syso:e:n-

wide p=cg=~ shoul~ be im~lemented promptly. We also ~ve 
conclusively det~ned ma:y of t.~e s?eci!!e !eatures o! t.~e 

?=og=~ whic~ will ::e authori:ed for systemwide oper~tion, 

~~clu~~g a ~i:~ list of specific ~eAsures !or whic: !inanci~q 
will be possible in the initial period; ~e dete~~~ation t:at 
some of these :nea:stt::'es will be financeable '",i -:.!'lout need· o·! a 
prior audit; t:e provision of more 4t~active i:centives for 
rental p:'operty and low-income h.omeowners but not. fo: do-i t­
yourself installations; t!le el:a:aeter of ~ial outreac."l efforts to 
include the elderly, the non"English-spealdng, persons of low income, rental 
?rope~-=.e-s·;-md. ·-c.o~':(t:.:y6w:sel!ers i t.."le-requi=e:nents as to cont=ae­

tinq, wa=a.:l .. ties, and i.:l~?ee~ons: t!le rela. tionshij? between tl:.e • 
ZI~ ?ros-r::m. ana. t.."le sta.te ReS pla.n; _in_cl_u.s.i~nof_tJle_9'~~.e~al con-

cept of ?roject financing;and many less ~po=tant issues. 
-----,---,-----------

-77a-



• 

• 

• 

A.S9S37 ALJ/df w 

As s~ated, however, we will seek updated and further 
substantiated projections of the annual and total costs and 
levels of penetration of a systemwide ZIP progr~ as adopted 
for Phase I. We will require PG&E to provide such projections, 
including est~ate~ of ~~pected penetration levels, for each 
conservation measure financeable under the authorized ZIP 
proqr~. Interested parties will be given full opportunity 
to challenge PG&E's or our staff's assumptions and conclusions. 
'l'!le outcome of this process will be our determination of 
whether the total projected cost of the systemwide progr~ 
is appropriate and whether the presently authorized ZIP 
program offers an appropriate level of incentives for system­
wide extension to conform both to our adopted standards of 
cost-effectiveness and to our interest in aggressive achieve­
ment of the potential energy conservation. 

In addition, we will require PG&E to provie~ 
reliable evidence as to the cost-effectiveness of financing 
certain additional measures without need of an audit either 
systemwide or in certain cl~~atic zones. We will also 
con~ider the mechanics of moving from Phase I to a system­
wide program, as well as certain relatively minor issues 
expressly reserved for consideration in the Phase II hearings. 

Because of ~~e urgent public need for a systemwide 

ZIP program, ~~ese hearings will be held promptly and PG&E will 

be required to submit and serve on all parties its cost and 

penetration estimates and o~~er required data sufficiently in 

advance of t.."l.e hearings to permit t.."l.e commission staff and all 

interested parties to proceed expeditiously toward t.~eir early 

conclusion. 

We are requiring PG&E to file a specific plan for 
.. 

directing the ZIP program to the elderly, minorities, persons 
of low income, and owners and occupants of rental housing. 
Rather than include comments on this plan in the further 
hearings, we propose to schedule informal conferences to 
maximize the oppor~unity for input from representatives of the 
affected groups. 
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VI. Findings of Fact 

1. As the Commission has listed in numerous prior 
decisions, there is an IJrsent need for plJblic utilities to take 
aggressive steps to promote energy conservatio~. 

2. As an incentive to conservation the Commission has 
req\,lired ?G&E to establish t.hree-tier inverted r"tes for 
both electric and gas service to residential C\,lstomers. 

3. Substantial tax benefits fer weatherization retrofit 
for taxable years beginning on and after January 1, 1981, 
are provided by AB 2030. These benefits include tax 
credits of 40 percent of the cost incurred by the taxpayer 
for specified energy conservation measures not to exceed 
Sl,SOO in anyone year and tax refunds for individual 
taxpayers whose adjusted gross income is less than SlS,OOO 
and married taxpayers filing joint returns whose gross income 
is less than $30,000 to the extent that the tax credits 
allowed exceed the tax liability of the taxpayer or taxpayers. 
In lieu of claiming the tax credit, the taxpayer may elect 
to take a depreciation deductiOn over a 36-month period. 
Also, the taxpayer may take depreciation for the cost of 
an energy conservation measure in excess of the amount of 
the credit claimed. 

4. All twelve items included in the approve~ ZIP-program 
except lighting conversion are specifically included as energy 
conservation measures in AB 2030 and qualify for the tax credits, 
tax refunds, and depreciation allowances, although some are 
subject to an audit requirement. 

5. Under OOE's Weatherization Assistance Program for 
Low-Income Persons financial assistance is provided for 
weatherization of dwelling units occupied by low-income 
families, particularly those where elderly or handicapped, low­
income persons reside. 
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6. Under the California Plan for ReS:, which has be-en 
adopted by tbe CEC and approved witb sl.i:g.ht modifications by 
DOE, audits are required to be offered to eligible residential 
customers by utilities which supply such customers with space 
heating service. 

7. There are substantial opportunities for highly 
cost-effective investments by public utilities in providin9 
financial incentives for weatherization retrofit by their . 
residential customers. 

8. Many PG&E residential customers will find it difficult 
or impossible to arrange their own financing for weatherization 
retrofit without the assistance provided by the ZIP prQ9ram 
or will be reluctant to make needed weatherization improvements 

without the additional incentives provided oy the Z!1? program. 
9. The adoption of ~n a9gressive weatherization financing 

program to accelerate residential con~ervation is necessary to 
help meet urgent national and st~te priorities includin9 

reduced dependence on foreign oil, enhanced national security, 
improved balance of payments, reduced. pollution, cont'inued 

reliability of utility service, and reduced inflationary 
pressures. 

10. A weatherization inves't.-nent is cost-effective to the 
installing customer if the savings it produces for the cu-stomer 
during its useful life exceed its cost to the customer, 
considering all incentives. 

11. A weatherization investment is cost-effective to' the 
utility if the cost to the 'J.tility is less than the mar-ginal cost 
to the utility of the energy which will be saved over the measure's 
useful life. 

12. A weatherization invest~ent is cost~ef£ective'to society 
if the total cost of the measure 1. ~es~ .. ~aD _~e margina~ cost· 
of the energy which will be saved to soCiety including. external 
....... ...,- ...... -- ... _..... --' ..... _-_ .... _ .. -_ .......... --. .....--- ........ -.. _. _ ....... . 
cos a, e. g., enviroaDental iDrpacts. ---- -- -.-... ---------.. ----- .. --------

-------.---
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~3. A weatherization invest~ent is cost-effecti,ve to all rate-~ 
payers including nonparticipants if the cost to the utility is less 
than the difference berween the utility's marginal and average cost 
of ~e energy saved over the measure's useful life. 

14. The tests of cost-effectiveness t~ the inst~lling 
c~stomer, to the utility, and to society are relevant to 
the deter~in3tion of whether ~tility financing should be provided 
for specific conservation measures. 

15. !he tests of cost-effectiveness to the utility and to 
society must not be exceeded in determining the level of incentive 
to be provided by a utiliey finanCing p~og~am for conservation 
measures. 

16 •. Ihe test of eost-effectiveness Co nonparticipants is a 
useful guide for setting the level of utility-provided financing 
tQcentives so loug as market penetration of conservation measures 
is being maximized, but if penetration is insuffiCient, greater 
incentives may be prOvided. 

li. !~ order to overcome barriers to cost-effective 
residential energy conserv~tion,it is appropriate to offer a • 
utility incentive which, in combination with ~ther available 

incentives, will result in little or no net cost to the participant,at 
any time from the date of installation. , 

18. The ZIP prog~am authorized herein after taking into 
consideratiOQ the tax benefits of AB 2030 and the savings in . 
utility rates due to the installation of conservation measures 
will result in little 'or no net cost to the participant from the 
date of installation and throughout the loan pay-back pe~iod and 
thereafter will continue to result in a substantial net benefit 
to h~. ' 

19. The ZIP program authorized herein will result in less 
utility cost than the difference between PG&Ets marginal and 
average energy costs for tne amount of energy conserved; 
all ratepayers will benefit through future costs 'lower than would 
otherwise be experienced. 
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20. ~e Z!? ~rogr~ au~~ori:ed herein will be ~os~­
ef!ec~ive :0: ~artiei;lanes, :-:,onpartiei;lants, the utili~:r, and. 

. . society .. 
2l. ~e ZI? ?rogram au~~orized berein will be suostantially 

less costly to ?G&Z and its :atepay~rs ~an e:e ?rog=~ ?ro~osed 

by ~G&Z would ~ave been. 
22.. It 1.:5 apprQ1)r.U.te fer PGE to i-ecover th- eosa of •• _ .. , .. _____ 41_ •• 

eomplyinq wi~~ ~~e requirements 0: ~~e federally mandated 
s~ate ~cs plan and ~roviding ~cs audits as a par: of its 

conservation ~inancing' program. Sue~ costs should be separately 
stated and should be included in the ZIP balancing account only 
until an appropriate allowance for such costs can be reflected 

in rates ~ursuant to a general rate proceedin9 or such 
o~~er rate proceeding as is appropriate • . . 

23. ~~e cos~ ef:ectiv~ness of ZI? measures, 
, ' 

~e costs of ?ro~iding energy audits ?ursuant to ~~e federally 
mandated state ~CS plan should be excluded from t::e COStS of 

, ' 

:-'1e Z!? measures" 
24. '~G&Z'S esti~ate 0: housing turnover is adopted !or ~~e 

pur,?ose of deeermin.ir:.g the cos't-~ffecti'J'eness of' t!le :neasures in 
ZI? , 

25. It is appropriate to i~plement ?hase ! of Z!?'as ~~e 
::rst phase 0: i~lementa~ion of a systemwice ZI? program and 
~ot ~erely as a test 0: the ZI? prog~a~. ~ number o~ t~e .. 
c~ar~cte:istics of ~~e systemwice Z:? program are being ~tablisted 
in ~~is decision and f~:ther elements of ~~e systemwide program 
'""ill ~e deter:tined after further hearings.' 

26. ?G&E's San Joaquin Oivision is ~~e appropriate area 
in whict to authorize. ?G&E to proceed wit..~ ?hase I of Z!:?'. 

2i. Suoject to t..~e condition ~at !in~ncing for :neasures 
not shown to ~e highly cost-ef!ective in t..~e average installation will 
be authorized only to oe level· such laC&Sures u. ShCMl cos't-effecti .. , --------_ .. _--_.-.. , ... --_ .... _-_ ... 

...;;b;.:.'1_&-!.pr1...;.,::.o,;..r,;.....eD~e...;:r_~"'!~_at.:.ld..:.:.t_t.:..,:.-...i_t_1.I~_a~~r_o..:p:..rt_a._u __ t_o_1nc:~~ . ~ the .' _ 
appro'1ed ZI? program all residential conservation :neasures 
?roposed for inclusion ~y ?G&E. 
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,", .. 

28. Well-est3blished Comrnission.policyrecogni:es low-flow 
showerheads to be a hig~ly cost-eff~ctiv~-en.ergycons.r~~tio~ 

,~ .. ,,-

:neasure, 3ppropr ia te for incl.usion. in. the a~proved ZIP,prog'ram. 
29. Undue delay in ~he implement,J~ion of Ph-ase II would 

have adverse effects on the insulation m~rket and upon -the 
?.lce of achieving cost-effective energy conservat,lon. -.-

30. Phase I should not act as a sub~tantial-disincentive 
--

to weatherization retrofit in PG&E's service areas other th~n 
the San Joaquin Division because the 'Commission anticip~~e; 
extension of the ZIP program throughout PG&E's entire service 

e· 

are~ shortly after the hearings to be held soon after issuance of this 
decision, because the tax benefits provided by AB 2030 should provide 

a substantial stimulus to weatherization efforts, and because PG&E's 
8 percent loans for ceiling insulation will be convertible to zero 

illterest', all of which will counteract a~y tendency to dela.y pending 

availability of ZIP. _ .. _ e 
31. 'l'he $10,094,000 estimated. expenditures for Phase I 

of ZIP is a reasonable estimate of expenditures and rate increases 
to cover such expenses are justified. 

32. In order to overcome barriers to participation irt ZIP 
by low-income homeowners, it is necessary and appropriate to 
make addi tional incen ti ves available to them, consis't'':i:ng of a 
longer loan pay-back period and the abili'ty to firf.lncelJpto 

, ,~. 

$200 in additional cost-effective building envelope improvements 

under Z!? 
33. For purposes of the ZIP program it is appropriate 

to define as low-income any person eligible for ~ayments'under 
the federal Energy Assistance Program. 

34. Special promotional outreach efforts by PG&E are 
necessary to assure adequate opportunity to participate in ZIP for the 
elderly, the non-English-S?eaki."1g, and persons of iow income, because 
of the greater difficulty they may have in maki,ng h~!lIe improve.ment~ 

and because of social barriers which may impair dellv~ry_~f ~ 
services to them. 

-82-



• 
l 

A .59537 ALJ/k:J/bw 'It /kS ." 

35. In areas where the population includes a substantial 
non-English-speaking minority it is necessary that PG&E conduct 
a reasonable proportion of its pr~otioDal efforts by means of 
other languages. 

36 • Specific techniques which PC&! can employ to gain the 
participation in ZIP of the elderly, non-Er'lglish-speaking, ~d low-income 
persons include assigning special 'Priority for audits in low-income 
areas and special auditors to serve t."'le elderly, non-English-speaJdng, and 

low-income persons, door-to-door delivery of informational leaflets, 
notices in local business establishments and other public places, 
info:matioaal programs through schools, churches, aud neighborhood 
organizations and groups, close coordination of efforts by PG&E 
with federally funded c~ity action agencies to reach low-income 
persona, and. suspension of t.raditional credit standards in 

dete~iDg eligibility for ZIP loans. 

• 37. Community action agencies can perform an important 

• 

role in implementing ZIP r in.clu~ing the administration of ener~~ 

audits. 
38. Assignment by PG&E of some energy auditors to serve 

particular groups of customers can enhance delivery of ZIP financing 

to t.-:e elderly, t.~e non-English-speaking, and persons of lOW' income. 
39. Suspension of traditional credit standards for ZIP 

loans is necessary to assure adequate opportuni~y t? participate 
by persons of low income. 

40. Additional incentives. should not be necessatyto 
induce owners of master-metered rental residences to-participate 
in ZIP. 

4l. A serious impediment to the achievement of potential 
energy conservation in the residential sector is that owners of 

individually metered rental housing have little economic interest 
in increasing the ene~gy efficiency of their property • 
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42. In order to provide PG&E customers who live in rental 
property adecruate access to the benefits of participation in ZIP, 
it is necessary and appropriate to make an additional incen.tive 
available to owners or occupants of rental property which is ~ 

individually metered for space heating usage, consisting of a 
longer loan payback period. 

43. Specific techniques which PG&E can employ to reach the 
rental market include the use. of bill inserts, anaOUDcement3 
in specialized periodicals, contacts wi·th real estate agents, 
building management firms, building owner associations,. renter 
groups and community outreach agenCies, and certification by. 
?G&E of energy-efficient rental units. 

44. An additional means of reaching the rental market 
would be for PG&E to offer an agreement, to which PG&E, the 

e· 

tenant or tenants and the owner would be parties,. under: which the 
tenant or tenants would be recruired to pay for the installation e 
of conservation measures on a monthly basis so long as the tenant 
or tenants occupy the rental property, and under which the owner 
would consent to the installation of such measures and agree to 
require subsequent tenants to continue payment of such monthly 
amounts until ~~e cost of the measures is repaid to PG&E in full. 

45. The saving of the labor charge is itself a sufficient 
incentive for dO-it-yourself installations, making .it unnecessary 
to offer added incentives for such participation. 

46. Do-it-yourself conservation efforts can be extremely 
cost-effective, so PG&E should assure maintenance of this market 
through specialized promotional efforts and loan application 
procedures which will interest and accommodate the do-it­
yourselfer. 
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47. The doubtful cost-effeetiveness of we~atheri=ing in­
frequently used residences and the importance of equitable 
distribution of program benefits make it inappropriate to 
authorize homeowners to participate in ZIP with respeet to 
~ore than one personal residence, but the difficulty of 
making such determinations warrants use of a self-certification 

procedure. 
48. To permit ZIP financing without an audit of 

conservation measures which are highly cost-effective in a 
large majority of installations will avoid incurring substantial 
administrative costs and possible delay. 

49. The following measures or combinations of measures 
are highly cost-effective in a large majority of installations: 

a. Ceiling insulation: 
b. When performed as a package job including 

all of the followinQ measures unless alreadv 
installed or unnecessary in the residence: ~ 
1. Weatherstripping: 
2. ~V'ater heater blankets; 
3. Low-flow showerheads; 
4. Caulking: and 
5. Duct wrap. 

c. Ceiling insulation together with one or more 
of the measures under item b. 

so. In oreer to reduce backlogs and/or to reach low-income 
cornmunltles, it is appropriate that PG&E be authorized to hire 
outside agencies and contractors to perform audits in accordance 
with the procedures proposed by the Commission staff. 

51. The state ReS list of contractors for residential 
conservation work will provide the appropriate sou~ce for informa­
tion ~bo~t and se~e~tion of contractors for the ZIP .program. 
b~t if such a list is ~navailable it will be sutticient that 

contractors be- licensed and bonded. 
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52. Provision of average cost information by PG&E consistent 
with federal and state mandates will assist participants ,in 
obtaining conservation installations at reasonable cost. 

53. A requirement that the participant obtain at least two 
bids for installation of any conservation measure and that ZIP 
financing be available only up to the lower of two bids or one 
of the two lower of three bids will ~rovide adequate control 
over escalation of contractors' bids while avoiding excessive 
utility domination over the selection of contractors, especially 
if the ?~rticipant is free to selec~ a different contractor and 
pay the difference between the lower bid and the bid selected. 

54. A ceiling on ZIP financing set at the utility's marginal 
cost of energy saved by installation of the particular cons~rvation 
measure'is consistent with the adopted societal cost-effectiveness 
test. 

• 

55. A ceiling of $3,500 for ZIP financing for each residence • 
is ~ecessary to assure equitable distribution of the benefits of 
partiCipation in the ZIP program. 

56. It is equitable, as well as necessary to maintain the 
pace of weatherization installations throughout PG&E's service 
area, to permit customers who have participated in PG&E'S 
eight percent loan program to have such loans converted to ZIP 
financing prospectively when ZIP becomes available i~ their 
service district, out the outstandi~g loan balance at the time 
of such conversion will be included wi~1in the $3,500 ceiling on 
ZIP financing for the residence concerned. 

57. Staff recommendations that PG&E be required to allOW 
participants a degree of choice of materials for insulation and 
double glazing are warranted to prevent undue interference with 
competition. 
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58. Earlier repayment of ZIP loans than was proposed by 
PC&E is warranted to assure that incentive levels are not overly 
generous but still sufficient to assure the participant net econonic , . 

benefits fron the date of installation. 
59. The repayment schedules for ZIP loans provided in t~e 

order which follows will ensure net economic benefits from the 
da te of installation for a large major i ty of par ticipa.n ts. 

. " . 

60. ~o protect PG&E'S i~terest in recovering the principal 
on ZIP loans, full repayment is necessary upon tran~~er of 
ownership of the residence concerned, except in the event. of exempt 
transfers between close :elatives where t.he transferee assl .. u:,;"es the 
Obligation to repay the ZIP loan. 

61., The recordation of liens relating to relatively large 
ZIP loans will help to assure recovery of principal by.PG&E, 
but to require liens for smaller loans will result in administrative 
costs 'Nhich might exceed the "'alue of the' liens and would 
discourage participation in the' Z IF ~rog ram ~ therefore, it 
appears useful to file liens only for loans above Sl,500. 

62. Administrative clarity and publiC understanding will be 
served by having identical war:anty requirements for the ZIP 
program and the state RCS plan. 

63. The cost of providing 100 percent inspections of ZIP 
installations is a s~311 ?rice to assure reliable energy savir.gs, 
and it is appropriate to require sucb inspections by ?G&E. 

64. The State of California and t~is Commission have a 
clear, legislatively sanctioned, and economically justified 
policy to encourage public utilities ~o pursue energy 
conservation financing with vigor and imagination. 
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65. The adopted ZI? program' is the product of extensive 
examination and substantial modif.ication intended partly to assure 

implement~tion of Commission policies relevant to energy 
conservation and also partly' to' respond to concerns about impacts 
on competition. 

66. The adopted ZIP program minimizes the possibility of 
anticompetitive impacts while yet responding to the urgent need 
to i~plement state and federal policies favoring energy conservation. 

67. Many features of PG&E's ZIP proposal which were 
criticized as anticompetitive are mandated features of the state 
Res plan, specific.Jlly approved by OOE pursuant to federal law. 

68. Under the ZIP program PG&E will not have power to set 
prices or arbitrarily deny contractors an op?or~unity to participate. 

~ 

69. Through the Commission and the CEC the State of 
California will provide close supervision and continuing 
examination of the ZIP program and specifically of its potential ~ 
anticompetitive effects. 

70. Conventional lending institutions have shown little 
interest in home improvement loans for energy conservation retrofits 
for residential buildings. 

71. There is no evidence that PG&E's proposed means of 
financing ZI? will be anticompetitive in the lending market. 

72. Project financing is a form of financing i~ which lenders 
lend money for a specific project or program rather than for ~'e 

overall operation of the corporation, and amounts lent are 
primarily secured by the flow of funds from the specific project. 

73. Project financing will minimize the cost of capital 
and income taxes which PG&E will incur in carrying: out the 
ZIP program. 

74. Project financing of ZIP loans will create a source of 
capital from local banks and savings and loan associations not 
ordinarily used for the financing of traditional utility plant. 
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75. Project financing will not create a serious'risk'of 

wasteful expendi~ures in the ZIP progr~ bec~use the substantial 
leveraging of PG&E's equity inves~~ent will provide little incen­
tive for un."lecessary inves~-nent; ~ecause investment decisions will 
be made by participants, rather than PG&E, based on the results 
of energy audits; and because PG&E's adminis~rative expenses will 
be excluded from the balancing account as soon as feasible. 

76. The balancing account and the offset rate procedure 
approved herein assure financial institutions of cost recovery 
and encourage ~~eir inves~ent in the ZIP program under favorable 
terms and assure ratepayers that not more than reasonable costs 
will be included in the rates which they will pay to support this 
novel program. 

77. It is feasible and beneficial to its ratepayers for PG&E 
t? a~hieve 'at least a'n"'SO/20 ratio of,.debt to ,its investmen,t in 'the 
equJ.tY"o'f, i:t-s proj~st ~Inanci~g s~~.idi'aJ:Y, ~~_t,hthat equity'invest-
ment being' drawn 'pr~por:tj.,o,nateiy. .. fr6m all .. PG&E'S cuz:rent" sources of "capita: 

7S. It is appropriate at this time that with respect to its 
inves~-nent in the equity of PESC, PG&E earn its last authorized 
overall rate of return on total rate base, but a change in this 

rate of return may b,e_ j~~1;~~iec; based u'[:)on further hearings. 
79. It' is unlikely to be cost-effective from any releV7~: 

perspective to provide ZIP financing for installing weatheriZation 
measures constructed subsequent to the effeetive date of this 
decision, and. availability of such financing might encourage some 
builders to evade complying with the mandatory energy,efficiency 
standards for new residential buildings which have been promulgated 
by the CEC. 

80. The precise pace and scale of expenditures during 
initial stages 0= ZIP will be examined through further hearings, 
but initial balancing account factors of SO.00105 per ther.n on all 
gas sales and SO.00002 per kWh on all electric sales will generate 
revenues calculated to provide the S10,000,000 authorized for 
Phase I, subject to adjus~~ent after PG&E's March filing for 
systemwide implementation • 

81. The ZIP progr~ authorized by this decision is in the 
?1.:hlic interest. 
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VII. Conclusions of Law 
1. Financing incentives for cost-effective· residential 

weatherization are a necessary and pro?er area for substantial 
inves~~ent by California energy utilities. 

2. Public utilities should be authorized to provide 
financing incentives only for energy conservation measures which 
are very likely to be cost-effecti,ve to the installing customer, 
to the utility, and to society. 

3. Public utilities should be authorized to provide 
financing incentives at levels which will maximize market penetra­
tion of useful conservation measures while minimizing cost to 

the rat.epayers. 
4. PG&E should be authorized to implement Phase I 

of th,e ZIP prog'ram as described in this decision and under 
the terms and conditions provided herein. 

5. Systemwide implementation of the ZIP program should 
not be delayed to await evaluation of the experience of PG&E 
during Phase I, but further hearings should be set to consider 
systemwide implementation. 

6-7. SlO,OOO,OOO should be authorized as a reasona~le level 
of PG&E's expenditures for Phase I of ZIP and increases in gas 
rates of $8,800,000 and in electric rates of $1,206,~09 are 

justified • 

....... ......... . -~- _ ... __ . _..... - -._---..... - ... _--_ .. . 
... - ._- - . -- .. - _._-_.--...-._---_._----_.- --_ ... _ .. _ ... -.... 

... _--_._------- - .--.-----~- -- - ._- ......... - .. . 

... ..... ... _ .... _---_ ... _--_ . ---------.. ~--.---.-.. -.-... -- . 

... .. -- ---.... _-------_ ..... _--- -----~-.- .~--........... . 
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8. Higher levels of incentives should be autho~izedf6r 
certain classifications of potential participants where necessary 
to assure adequate opportunity' to participate in,the ZIP 

program. 
9. Promotional effor'ts should be specially directed toward 

certain classifications of potential ?artici?ant~ in order 
to assure that they will have adequate opportunity to 
participate in the ZIP program and that the program will be 
effective. 

10. The approved ZIP program should conform to mandatory 
features of the state RCS plan as approved by the DOE. 

11. The approved ZIP program is consistent wi~~ the ,urposes 
and requirements of the National Energy Conservation policy 
Act of 1978 and the E~ergy Securi ty Act of 1980'. 

12. PG&E's "California first ?olicy~ for financing 
ZIP is fully consistent with the mandate of the Energy 
Security Act of 1980. 

13. PG&E's service to be performed under the ZIP program 
will not constitute undue or unreasonable discrimInation in' 
violation of California law including Section 453 of the 

?ublic Utilities Code. 
14. The ZIP program authorized by this decision will 

not be anticompetitive in the insulation or lending :narkets or 
in any other relevant market, and will not violate fede'ra:l' or 
state antitrust laws. 

15. In the issuance and ~ale of debt obligations to finance 
the ZIP program PG&E and PESC are required to comply with the 
rules which have been established by the Commission respecting the 
issuance and sale of debt obligation which require competitive 
bidding except in extraol:dina.ry c'ircumstances • 
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16. A balancing account and offset rate procedure for 
the recovery of ZIP program costs by PG&E sl:lould be authorized. 

17. Revenue should be included in the balancing account on a 
uniform c/therm oasis for each unit of gas energy used and on a 
uniform ¢/kt~ basis for each unit of electric energy. 

18. It is not appropriate to segregate costs of conservation 
programs in the rate structure, inasmuch as no such segregation 
is made with respect to other energy supply costs.-

19. Since interruptible customers will benefit from the 
availability of gas conserved, they should contribute to the 

ZIP program costs. 
20. Because of the urgent public need to put the ZIP program 

into effect as soon as possible, the effective date of this order 

should be the date of issuance. 
21. A.n advice letter procedure would be an inadequate means 

of making substantial subsequent modifications in ~~e ZIP program 

• 

authorized by this cecision. 
22. Initial balancing account factors 

electric services of sO.00105 per therrn and 
respectively, are just and reasonable. 

for all classes of gas an_ 
sa.00002 per ktoih, 

23. Further hearings should be held to obtain further evidence 
of the costs and projected penetration levels associated with. 
systemwide extension of the authorized ZIP program before revenues 
are authorized for that purpose, but matters already resolved need 

not be relitigated. 
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IN~IM ORDER 

IT IS ORDEREO' that: 
1. Pacific Gas and El.ectric Company (PG&E) shall implement 

Phase I of a zero-interest residential conservation assistance 
and financing program (ZI:E') in its San Joaquin Division subject 
to the following requirements: 

a. PG&E shall provide ZIP financing, either with 
or without a prior energy audit, for the 
following residential energy conservation 
measures (measures) or combinations of 
measures: 
(1) Ceiling insulation. 
(2) When performed as a package job 

including all of the following 
measures except to the extent 
already installed or unnecessary in 
the residence: 
(a) ~Ij'eatherst::ipping of all doors and 

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

(b) External water heater insulation 
blankets (water heater blankets); 

(c) Low-flow devices on all accessible 
showerheads (low-flow showerheads); 

(d) Caulking or sealing of major cracks 
and other openings in building 
exterior and sealing of wall outlets 
(caulking) ~ and 

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

(3) Ceiling insulation together with one or 
more of the measures includ'ed in Paragraph 
1.a.(2) • 
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b. 'To the level found to' be cose-e:f£ecd.ve in 
che course of a prior "~ergy.".~udit, ~ shall 

. provicie ~~~ ,..f~cing for the .. follcwing. measures: 
(l) ~'1.a~l in:5U~.a tion; 

(2) Floor insulation~ 
(3) Clock thermostats; 
(4) Lighting conversion; 
(5) Storm or ther:n.:s.l windows or doors 

for the exterior of dwellings i 
(6) Electrical or mechanical furnace 

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

(7) On a stand-alone basis, any measure 
listed under Ordering Paragraph 1.a.(2) 
as financeable without audit if part 
of a package job. 

C. ?G&E is authori:ed to provide ZIP financing 
up to a ceiling which is the lowest of the 
following: 

(1) ?G&Ets marginal cost fo= the 
energy estimated to be saved as a 
result of installation of the ZIP 
program ~easures, or 

(2) The lower of two bids or one of the two 
lower of three bids Obtained by the 
participant for installation of the 
measures, or 

(3) $3,500 per residence. 

d. With respect to any residential building 
constructed and occupied prior to the 
effective date of this deciSion, each 
participant shall be entitled to have one 
prior eight percent loan for ceiling 
insulation converted ?J:?s:pectively ·to ZIP 
financing, one additional ZIP loan without 
an audit, and one subsequent ZIP loan 
pursuant to an audit. PG&E Shall not finance 
ZIP loans beyond the limits specified in 
this Orderin9 Para9raph. 
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e. PG&E shall not extend ZI? financing for residences 
known to it to be occupied for less. than six months 
of the year, ane shall include on ZIP financing 
application for~s a question as to this fact. 

f. PG&E may require an energy audit to establish 
the oost-effectiveness of weatherization 
measures for which ZIP financing is sought before 
~aking a ZIP loan in those instances where PG&E 
has reason to believe that the residence may be 
a. vacation home because of the intermittent or 
low usage of utility services. 

g. Every ZIP loan agreement shall provide that the 
balance due on any ZIP loan shall be repayable 
in full upon transfer (other ~~an an. exempt transfer 
as defined in Ordering P'aragraph l.b.. below) of 
the property on which the ZIP loan improvements have 
:,oen made. 

h. Tr~nsfers to close relatives, as hereinafter 
defined, of residences which have been weatherized 
unoe: the ZIP program shall be exempt transfers 
not requiring repayment of the balance of the 
ZIP loan at the time of such transfer if the 
tran~feree assumes in writing all obligations of 
the transferor regarding the ZIP loan. Such 
exempt transfers shall nevertheless be subject 
to repayment pur~uant to t...~e provisions of Ordering 
Paragraphs 1.1., j., and t. below. An exempt 
transfer is defined as a transfer to a husband, 
wife, father, ~other, grandfather, grandmother, 
son, daughter, brother, or sister, including 
such relationships brought on by adoption or 
~arriage, without li~itation, such as stepmother, 
stepdaughter. daughter-in-law, or mother-in-law. 

i. In the case of an exempt transfer or 1': the 
property has not been transferred repayment of 
the ZIP loan shall commence on June 30 of the 
calendar year following ~~e calendar year of 
completion of the installation of the weatheriza­
tion improvements paid for by issuance of a 
ZIP loan. 

j. Participants (other than low-income homeowners and 
owners or occupants of rental property referred 
to in Ordering Paragraph 1.1.. below) who have 
financed weatherization measures through the 
ZIP program shall have the option of: 
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k. 

(1) Repaying ue full principal of the ZIP 
loan in equal monthly installments over a 
period of 50 months, or 

(2) Repaying forty percent of the principal 
of the ZIP loan on June 30 of the vear 
following completion of the instaliation of 
the weatherization improvements paid for by 
issuance of a ZIP' loan'and repaying the 
remaining balance of the ZIP loan in equal 
monthly instalL~ents over a period of 100 
months. 

PG&~ shall,record a lien upon title to ;ny 
resld~a~~ Wlth t~S~Qet to which it has granted 
a ZIP loan or lOans :otalinq Sl,500 or more 
in o~~~tan~ing principal value. 

1. In the case of a ZIP loan to a low-income homeowner 
as de~ined in this decision or :0 the owner or 
occupants of rental residences where the utility 
service for space heating is individ~ally metered 
and the utility bills are paid by the tenant or 

• 

tenants, repayment of the ?rinci~al of such a • 
loan shall be due in equal monthly installments 
over a ?eriod of 100 months to commence on June 30 
of ~,e calencar year following ~~e e~lendar year 
of the installation of the weatherization measures 
paid for by issuance of a ZIP loan. 

m. If found to be cost-effective in the course of a 
prior energy audit of the residence of a low-income 
homeowner (as defined in this deciSion), PG&E 
Shall provide ZIP financing for up to S200 in 
additional i~provements beyond those included in 
Ordering Paragraphs l.a. and b. 

n. The PGSE ZIP loan agreements shall provide in all 
cases that the monthly repayment installments shall 
be rounded to the nearest dollar and shall be not 
less than SS. 

o • PG&E shall experiment in assigning' energy- acdi t priori ties 
to special categories of custaners and shall asSign a 
substantial number of auditors to specialize in workinc:; with 
low-income persons, the elderly, and t."'le .non-English-speaJdng , 
as well as owners and· occupants of rental property. 
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PG&E is authori:ee to engage outside agencies 
and cont:ac-cors' to furnish enerav' auditors to 
assist in reducing any baCl(logof a.udit requests 
t."'lat may develop or' to ·facilit.:lte participation in 
low-income communities. The following procedures 
shall be adoeted bv ?G&E to rninimi:e t."'le cost 
of such contract ~udits: 

(1) ?G&E shallrei~urse established 
commun.i ty_ act-ian. agencies for the 
eeasonably incurred actual costs.of 
enerqy audits performed by them for 
participants in the ZIP progr~ who 
do not qualify under poverty guidelines 
for weat."'leri:ation assistance provided 
the community action agency certifies 
the audi t meets the state RCS plan· 
requirements. 

(2) After competitive bids on a per audit 
basis with a guarantee of.a minimum 
number of audits to be performed, 
PG&E is aut.~ori=ed to contract with the 
contractor submitting the lowest 
acceptable bid to furnish certified 
auditors to reduce ?G&E's audit backlog 
to less ~"'lan a forty-five-day waiting 
period, provided such contractor agrees 
to certify that the audits performed have 
met t."'le state RCS plan audit requirements. 

(3) When audits are performed by parties othet 
than contractors PG&E shall rei~urse 
such parties for t.~eir actual' audit 
costs including reasonably incurred. labor 
costs including. fringe benefits, . 
transportation or vehicle expense, data 
proceSSing time and overtime computed 
on a per-audit basis_ 

(4) When contractors are engaged to perform 
energy audits, such contractors shall be 
paid t."'leir contract bid prices for such 
audits. ' 

(5) :?G&E shall require that prior to: any .. 
payTtLe1tt':' fOor .;audi t work performed, it be 
provided a le~ible copy of each 
completed aud~t form and a certification 
by the agency or contractor that each 
audited customer has been furnished 
a duplicate copy of the completed audit 
form. 
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q. 

r. 

(6) PG&E sball reserve th.e riq:ht ,to make t..'e 
audit when required by t..'e customer and to 
make spot inspections of audits perfo~ed 
by agencies and contrac,tors to ensure that 
t..'e audits are being made in acc~rdance 
wi th the s ta te ReS plan. 

PG&E shall pursue special promotional efforts 
to assure adequate opportunity to participate in 
t..'e ZIP program for low-income persons, the elderly, 
and t."le 'non-~lish-speal<ing';" sue.' efforts shall 
include continued. coordination with local community 
action ag-encies as well as the conduct of a 
reasonable proportion of such efforts in languages 
other than English in appropriate portions of 
Its service area. 
PG&E shall not apply traditional credit standards 
as conditions of eligibility for ZIP loans and 
shall broadly publici=e t..,is feature of ZIP 
financing in low-income communities. 

• 

?G&Z shall pursue special promotional efforts to • 
assure adequate opportunity to apply t.."le ZIP 
progr~ to rental property, including efforts to 

s. 

develop a rental marKet for energy-efficient residences. 
... .... PG&E shall pursue special promotional efforts and 

loan procedures to assure that do-it-yourself 
installations comprise a substantial portion 
of the installa~ions financed by ZIP loans. 

u. The contractors from whom bids are solicited for 
weatheri=ation worK to be financed under PG&E's 
ZIP program shall be drawn from the state ReS 
list if one is available, but if an ReS list is 
~ot available, they shall be licensed and bonded 
contractors. 

v_ Opon request ?G&E shall furnish each participant 
in ~~e ZIP program with a list of eligible 
contractors and, pursuant to t.."le state ReS plan, 
average price infor~ation for the local area 
within which the participant's residence or 
_pr~~,.. is '·~oea~_~_ 

... -. - .. -
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w. PG&E shallpermi t participants. in, the ZIP,,', 
program to have t.."le choice of the following, 
insulation materials: 

x. 

y. 

.. .... 

aa. 

(1) Rockwool. 
(2) Cellulose. 
(3) Fiberglass. 
In the case of double glazing, PG&~ "shall :allow 
participants in t..~e ZI?programto .select 
~etter grades of wincows and sash up to t..~e 
cost-effectiveness limit. 
Water heater blankets shall equal or exceed R-6 
thermal resistance as installed. Low-flow 
showerheads shallli~it ~aximum water flow to no 
more than 3.0 gallons per minute. 
All work financed under the ~I? program shall be 
covered by repair or replacement warranties 
equalling or exceeding those re~uired by the 
sta te RCS plan, including a three-year manll'faetll-rer I s 
warranty for free repair or replacement of materials 
and devices financed under the ZIP program, but 
including labor costs only for the first year 
as ?rovided in the state RCS plan. 
PG&E shall promptly inspect all weatherization 
work performec and financed under the ZIP plan. 

bb. The ?G&E ZIP program shall conform to the mandatory 
feature of the state RCS plan as approved by the 
Depar~~ent of Energy. 

CC. ,No ZIP loans' shall be made by PG&E for 
. weatherization measures included'tn'the p:esent 

ZIP program if-Uistalled 'after 'December ·3l, '. 
, 1986:- "--' --, '. ~.. , 
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2. PG&E is aueb.orl:ed to use project financing to finance 

the ZIP program. 

3. PC&E ahall seek the greatest possible financial leverage 

of its capital contributions to its project financing subsidiary 
and shall be expected to achieve at least an 80/Z0 r~tio of debt to 

equity for that subsidiary; PG&E's capital contributions to the 

subsidiary sl:l.a.ll be presumed to include u'le same pe,,~euugc of equity 
capital of PG&E as is included in PG&E1s eapieal structure as adopted 
in 1t~ mosc recent general rate decision. 

4. PG&E. is a.uthorued to use a balancing accoune and offset 

rate procedure for the recovery o.f ZIP program costs. 
5. Revenue shall be included in the balancing accoune on a 

u.niform cents per them bas is for each unit of gaa energy used and 
on a un1fom cenes per kWh basis for each unit of electric energy 
used, by dividing the authori:ed revenue increases for the ZIP 
prosr~ by estimated sales. 

6. PG&E io5 authori:ed. co file annually &Doffaet app11c:atiou 
for rate adjust:ments necessitated by the ZIP program. ADy rate 

change authorized as the result of the filing of such offaet a.ppli­

cation shall be made s1mult:al1eoasly .and 1u the aggregate with any 
other rate changes being made as a result of ECAC, GCAC, ~r general 
rate chan~e filin~s. ZIP costs will be aSSigned to all ratepayers 
on an equal cents per therrn or kWh basis, with overall rate design 
to be established in the associated ECAC; GCAC, or general rate 
proceedings. The costs of the ZIP program shall not be separately 
stated in ~~e rate structure. 

7. The annual applications ~or rate adjustments made 
necessary by the ZIP pr09r~ shall include: 

a. An analysis of the ZIP progr~ from the date 
of ~~e start of the progr~ or from the date 
of the last filing, as the case may be, to 
the date of the current filing which shows: 
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(1) 

(2) 

(3) 
(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

(11) 

The number of households audited. 
The na:Dber and type of conservation 
measures finaDced. 
The costs of the audits. 
Tbe costs of the conservation financing 
program ~ including admil11s trati ve 
costs, ZIP loan costs, and the cos'ts 
of the cocservation measures. 

The energy savings experienced, based 
011 recorded data, of the measures 
installed. 
The overall cos'tS of the energy 
conserved. 
The specific techniques and efforts 
wnich PG&E has employed to reach the 
low-income market, the elderly, azad 
minorities, with ia ZIP prognm. 
together with a sauma.ry of the results 
of its efforts to penetrate sQCb 
market. 
The specific techniques and efforts 
which PG&E bas employed to reach the 
rental market nth its ZIP program 
together with. oS summary of the results 
of its effort3 to penetrate such market. 

Data OD the ac:'ttI&1 fr~uency of the 
nonexempt transfers of residences 
with weatherization measures financed 
under the Z IF program. 
Data on the ac:ttI&l market share of 
weatheriza.tion products and measures 
financed UDder the ZIP program. 

Data on the hiring of auditors and 
inspectors relating to the utility's 
affi~ti~e actioll responsibilities. 

b. A statement of the anticipated cost-effectiveness 
of any proposed e~ded ZIP program. 

c. Any requests for proposed eh.anges ill the ZIP 
pro~ to ~roye its efficiency and c08t­
effectiveness~ iDclading possible changes 1n 
the current $~,.500 per residence cei1iDg On 
ZIP lOADS. 
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d. In the first such annu~l a?plic~tion, based ~ 
upon experience with the im91ement~tion of ZIP: 
a justific3tion fot continued recovery through 
t~e eFA meehQnism of return on PC&E's investment 
in the equity of rESCi ~n estim~te of the 
maximum feasible levering of debt to equity in 
the caoital structure of PESC; and a proposal 
~s to the appeopriate basis upon which to 
dete,~inc the future rate of return on PC&E's 
investment in the equity of PESC. 

8. The sum of $lO,OOO,OOO is a re~Mn~a~le level of PG&E's 

expenditures for rh~se I of the ZIP pro~r~~ and incr~ases in gas 
rates 0: $8,800,000 .:Inci' in electric r.)·t~M"E $1,200,000 are Justi-

.fied. 

9. PG&E is ~uthori:ed to file revised ta~iffs increasin; 
• 

its base rates by SO.00105 pcr thcrm f.or all ~as sales and by 

SO.00002 per kWh for .:1.11 cl~ctric sJ.le.s. These i!"lcreolsed rates 
are to become ef:~cti,vc concurrently with r~te.changes authorized 
in Application ~o. 59902 . 

...... -'""e ..,....""" -"'og-~M ' ....... .. '~r.3. ..... ~ ~e-' "''/ ~.j ""or';' -';"S "'e-so"· 0·" ~ O'J ~ ""c"'-e _.. ••• ..:.~~~.. • two •• ""': ....... ~ ~ __ ..... .. _., ...... _.. _ w_-= , ~.. ._.. .. _ " _e • .., .... 

anc. o'."rle:-s a..~~ oc:~?a.-::s 0: :-e~,:al :tOt!~:':g :.::. each 0:. ... ?GO:.::' s .q:. ":'sio::.s. 

tcg-tl.e- ...... 1. s'Oec~ .~. c go-~ ~ l"o-... 4.. .. t'9_ ..,.. ., I...... <I._y ... .. 

....... e~ .... -a~ ""e"" as ·0 -' .. ~ 
- ~ --. t ...... .. ...... -

ac •·· -~ ··,· ... c .. • on' ...... o·~ ..... e ... -oJ·· ... · .. 1", .. .,· ... c· ... g - .... .., .... ~_ ...... - w_ _.*'~ • ..... ..w. ... .. '" ............ __ G.6...'lM 

0.'" Z-~.~r ..... ~ "'"· .......... ·s'o .. s- .. I"I" s ... "'·· co .. ·..I~;c-··a -e·,oI .20·J"o ':"'!"e-'''''' ..... '- w...,.~ ... ~ ....... ~___ ,.~ ... .- ....... _ .. W ... _ .. ,., 'tit .. 'Ii •• u._ .... 
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12. Notice is hereby given that the Pub1'ic Utilities Commission 
• • M ., ,'.... •• 

of the State of California has set further hearing~,1n~this matter 
oefore ACministrative Law Judge J. D. Squeri, on Monday, April 6, 
1981, at 10:00 a.m., in the Commission Courtroom, State Building, 
350 McAllister Street, San Francisco, California, at which time and 
place applicant and all other parties may appear-and-be heara 
regarding the systemwide extension of the ZIP program authorized 
herein as Phase I for implementation in PG&E's San Joaquin Division. 
At least ~Nenty'days before su~~'hearinq PG&E is directed to submit , . 

........ __ .--. __ 10 ._ ..... _ -,_,_,,,, __ ._ .. ~ •• ~~ ._ ••• _ •• _ •• ___ .... _ .... _._ •• _ 

and serve on all parties to this proceeding: 
a. Estimates of the annual and total cost 

to PG&E of a systemwide program based 
upon the same parameters as Phase I of 
t.he ZIP program. 

b. Estimates of annual and total penetration 
levels in the context of a systemwide 
program tor each conservation measure 
included in Phase I of the ZIP program. 

c. Estimates of the cost-effectiveness system­
wide of financing each conservation 
measure listed in Ordering Paragra~h l.a. 
above without an audit ana of the cost­
effectiveness of financing pipe '~ap when 
perfo~ed ·~thout. an audit in conjunction 
·~th other weatherization measures. 

d. Est~ates of the cost-effectiveness of 
fi~ancing the weathe~ization ~easu~es 
liste~ in Ordering Pa~agraph l.b. aboqe in 
certain s~ecified climatic zones of PG&E's 
system wi~hout an audit requirecent. 

e. A proposed for: of agreement for approval 
by the Commission to which PG&E. the tenant 
or tenants and the owner are parties 
and under '~ich the tenant or tenants will 
be required to pay for the installation of 
weatherization measures on a monthly basis 
so long as the tenan~ or tenants occupy the 
rental property and under °Nhich the owner 
will give his consent to the installation 
of such measures and agree to require subse­
quent tenants to continue the payment 
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of such mouthly amounts unti.l the cost 
of tne weatherization measures is repaid 
to PG&E 1.D full. 

f.. A specific schedule for systemwide 
implementation of the program together 
With the plan called for in Ordering 
Parag:aph 10 and sucn o·ther information 
reques es, and recommended Cazmiss ioa 
actions necessary for expeditious 
expansion of the program. 

g. A proposal clearly definiDg PG&E f s 
position as to the extent to which ~e 
placement of liens should be used and/or 
required as part of the systemwide ZIP 
program. 

1:1.. A pro,!,osal clearly defining PG&E' s 
position as to the appropriate cutoff 
Gate for eligibility of new or recently 
constructed residences for ZIP financing 
under the S"fG ;CIOO.Qt ~ IP program. 

• 

'I'llese further hearings shall consider no issues other t:b.an those • 

41rectly relevant to the above-listed subjects. 
l3. Within. sixty days after c.b.e date of cbi.s order PG&E sh.a.~~ 

furnish notice of the further hearing set in this proceeding to all 
its customers by including such not:iee with the regular bill for 
charges transmitted to such customers. Such notice of hearing shall 
summarize the Phase I ZIP program autboriZed herein aud shall notify 

PG&E customers of the proposal to extend the Pbase I Z~p program 
systemwide. 

l4. PG&E is au1:horized to file an offset application to 
provide prospectively for the recovery of its expenses of pro­
vid.ing residential energy audits pursuant to the st&'te RCS plan. 

If timing is convenient such an application would be consolidated 

for hearing and decision either with Phase II of this proceeding 
or with PG&E's pending Application No. 60153 for a general rate 
increase. As of the effective date of such decision, no further 
RCS program costs would be recorded in PG&E's ZIP balancing account • 
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LIST OF APPEARANCES 

Applicant: Robert Ohlbach, Daniel E. Gibson., Kermit R: Kubitz, 
and Merek E. Lipson, Attorneys at Law, for Pacific Gas and 
Electric Company. 

Protestants: Michael Peter Florio, John W. Blethen, and 
Linda J. Sloven, Attorneys at: Law, and Sylvia Siegel, for 
Toward Utility Rate Normaliza.tion: Robert Gn~izda, 
Attorney at taw, for American G. I. Forum, Chinese for 
Affirmative Action, Glide Memorial Methodist Church, League of 
United Latin American Citizens, Mexican American Political 
Association, and Oakland Citizens Committee for Urban Renewal

i and Paul Cobb for Oakland Citizens Committee for Urban Renewa ; 
William B. Hancock, for himself and Cut Utility Rates Today. 

Interested Parties: William M. Cha~erlain, Dick Ratliff, 
Gregory Wheatland, and Rosemary H. Morgan, Attorneys at Law, 
for California Energy Resources Conservation and Development 
Commission; George Agnost and Leonard Snaider, Attorneys at Law, 
and Robert Laughead, P.E., for City and County of San Francisco; 
W. Randy Baldschgn, for City of Palo Alto; Joseph Martin, Jr., 
Edward R. Lozowicki, Jack T. Holland, and pettit & Martin, 
At:t:o~eys at taw, tor !he Mineral Insulation Manufacturers 
Association and Owens-Corning Fiberglas Corp.; Thom Miller for 
Central Valley Retrofit Insulation Contracto:s Association; 
JOShih J. HonicK, for Insulation Contractors Association; 
Hie el F. Manning, insulation contractor, for himself; 
Philip A. Stohr, Richard R. Gray, and Downey, B:andt, Seymour & 
RohWer, Attorneys at Law, for General Motors CorEoration; 
Antone S. Bulich, J-r., Attorney at taw, for California Fan Bureau 
Federation; John ~.-rad.aria.g.",. Bor-is.H. "!.aRust.a., Davie: J~ :,:archant, 
T::'omas J. )-!acBride, and G::~::'~:n and' ';a:nes, Attor:-:eys at taw, 
for themselves; Gregory A. Tho=as~ ~aura B. King, and 
Rex William Potter, Attorneys at Law, and Dr. Terry R. Losh, 
for Natural Resources Defense Council; Tom Graff and David Roe, 
Attorneys at Law, for Environmental Defense Fund; 
Harve¥ Mark Eder, for Public Solar Power Coalition; Steven Ferrey 
ana R~chara Alpert, Attorneys at Law, of National Consumer taw 
Center, for Poverty Ri~hts Action Center; Sue Revnoldson, 
Affirmative Action Off~cer, for Community Action Board of 
Santa Cruz County, Inc.; Joe Williams, for California-Nevada 
Community Action Agencies Association; Douglas Kent Porter and 
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Michael Gayda, Attorneys at Law, for Southern California Gas 
C~ny; Gordon Pearce and Leslie R. Kalin, for San Diego Gas & 
Electric Com.pany. . 

Commission Staff: Richard D. Rosenberg, Attorney at Law, 
Walter Cavagnar~and George Amaroli. 
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Chapter V. Energy Audits. 
California Plan for Residential Conservation Service 

A. In General 
"1. Each participati..."lg utility shall offer each eligible 

customer ~ types of audits: a Class A (or Program) 
audit, consisting of one or more site visits by a 
qualified auditor, and a Class B (or do-it-yourself) 
audit. !he Class B audit shall be offered no later 
than one year after implementation of tbe program 
Audit. 
No utility shall require an eligible customer to have 
a Class B audit or any other audit as a precondition 
of receiving the Class A program audit. 

2. During any Program Audit, and as part of the 
info~tion supplied with a Class B audit, the 

___ utility will provide the c~stomer with the follo~~g: 

a. An explanation of the benefits and services 
listed in the preceding section and a brief 
description of aow the ;ustom~r can qualify 
for these benefits and services. 

b. Lists of suppliers, installers and lenders as 
specified in the State Plan, which are available 
in that portion of the service area and a utility 
phone number for registering complaints against 
suppliers, lenders, and installers. 
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c. An explanation of the benefits of the Weatheriza­
tion Assistance Program for Low-Income Persons 
(10 em Part 440), including eligibil~ 
requirements and the name and phone n er of 
tae local opera~ing programw 

d. A summary provided by the Sta.te of" federal and 
California tax credits available for measures 
included in this plan, determined to be 
applicable by the auditor. 

e. 

f. 

Instructions on selecting installers and lenders 
as part of or. separate from the arranging process. 

• 

Directions for do-ie-yourself installation of 
program measures, except for furnace efficiency 
modifications, replacement central air conditioners, 
whole house fans and wall insulation· which require 
professional assistance, upon request by the 
customer. 

g. 

h. 

i. 

j . 

An explanation on haw to select the most energy 
efficient appliances including infor=ation on 
appliance labeling and lists of most efficient 
appliances if available fro~ the CtC. 
An ex~lanation 6f how to i~rove the efficiency of 
exist~ng appliances in the ho~sehold. 
Inforrrtation on ~ractices to cons~ve ener~y. . .. .. -

• 
An explanation of procedures for seeking hel~ with 
~~evances against suppliers, installers and'lenders, 
~cluding how to file a complaint against a licenseci 
contractor. 

• 
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k. Information supplied in d. through j. may ~e 
provided in a written brochw:e-~ 

3. participating utilities must provide the CEC with 
copies of the consumer information which they will 
be using in Program audits- or Class B audits. This 
information must be submitted for review and deter­
mination of compliance with the State Plan before 
it is used in the audits. 

4. If in a utility service area more than 10 percent 
-of the population speak a language other than 
English, the utility must have auditors who are 
fluent in that language and audit materials that 
are available in translation. Utilities should 
consult with their advisory groups regarding the 
need for service delivery mechanisms tailored to 
these groups including contracting with community 
action groups . 

5. Participating utilities desiring to provide either 
joint program audits or the coordination of audit 
services described above shall submit a description 
of such procedure to the CEC in order for the state 
to assure DOE that these audits are being offered 
in a nondiscriminatory manner. 

6. The following provisions will apply to the energy 
savings calculations in either the Class A or 
Class B audits: 
3. !he participating utility shall provide the CEC 

with a complete description of the measurement 
and inspection procedures used by the auditor to 
collect data on the building shell; space 
heating, space cooling, and water heating 
equipment; and calculation methodology for the 
energy cost savings estimates. This information 
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shall be submitted t~ the CEC for review 
and validation at least 60 days prior to 
implementation of the program. 
Estimates of energy savings for conserva­
tion and solar measures shall be derived 
in accordance with procedures set forth 
in Section III.B.3. supra. 
Each estimate of energy savings, materials, 
installation and maintenance costs and pay­
back periods shall be based on the most 
recently issued CEC projection of fuel 
prices and escalation rates, range of 
typical recent local prices for materials 
and installation of program and State 
measures and loc~l climate data from the 
information in Attachment 2 for the 
eligible customer's location. Local 
prices for caterials and installation, 
R-values where applicable and maintenance 
costs shall be determined by a quarterly 
submittal to the listing agency_ 
Any cost and savin~s estimate ~9~ sBr 
appt~cable turnace ezziciency modification 
to a gas or oil furnace or boiler ~~st be 
based on an evaluation of the seasonal 
efficiency of such furnace or boiler; that 
is, the estimaced peak (cun~d up) s~eady 
state efficiency cottected fot cycling losses. 
Steady state efficiency shall be derived from 
man~accurer's design daca and observation of 
the furnace components, or alternatively, by 
a flue gas analysis of measu~ed flue gas 
cemperacure and carbon dioxide contenc. 

• 

• 

'. 
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Class A program Audits 
1. Procedures 

a. Each, eligible customer is entitled to one free 
progr~m audit. Such audit shall be provided by 
the utility that supplies the customer's space 
heating service, upon adoption of a satisfactoty 
arrangement among utilities with overlapping 
service territories. Such agreement shall 
ensu're that no utility is unduly burdened by 
a disproportionate share of audits. 

b. An offer of a program audit shall be made to 
each eligiole customer every two years until 
January 1, 1985. 

c. Each participating utility shall provide a 
program audit to an eligible customer upon a 
request for such an audit. The utility shall 
provide the audit within 45 days of the 
customer's request. 

d. After a customer's request for a program audit 
is received, the utility shall contact the 
customer to schedule the audit. 

e. A utility may not discriminate among eligible 
customers in providing the program audit except 
that the utility may sequence audit appointments 
based on customer usage, geographic location, 
to take advantage of plans for rehabilitation 

I: ... 

g. 

of housing or redevelopment, or·any other 
reasonable and nondiscriminatory condition 
subject to approval oy the CEC.-
A utility may not limit its program audit services 
to weekdays. If the customer can only be avail-
able cutir.9 evenings or weekends, the utility 
~ust provide audits during those times. 
The utility will have the option of making more 
than one site visit to each eligible customer 
and using more than one auditor, provided that 
each customer receives a complete program audit 
in which all appropriate ?rogram and state 
measures and ~ractices are addressed and that 
the potential-for solar applications is identified 
in the first audit. Measures (by climate zone 
and building category) and practices are listed 
in Section v~ Attachment.l. Additional measures 
may be considered~ upon approval of the CEC • 
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h. The auditor must take measurements when appropriate 
and make inspections of the building shell, space 
heating, space cooling, and water heating equipment 
in order to gather d'ata' to compute the cost savings 
es'timates and' to make recommendations to the 
customer. T~e auditor should emphasize that cost­
effective, conservation measure (s) should be pursued 
prior to or in conjunction with the installation 
of renewable resource measure(s). 

i. Energy cost savings estimates. 
(1) Using information co·llected during the audit, 

the auditor will calculate estimates of total 
energy cost savings fo-r the first five years, 
and payback periods for program and state 
measures which are determined applicable for 
the residence. If the payback periods for 
recommended insulation levels exceed twenty 
years, the auditor shall calculate the 
insulation levels which provide a twenty year 
payback .' 

(2) Audits of Furnaces. 
In order for an auditor of a utility to provide 
cost and savings estimates for furnace efficiency 
modifications for a furnace which uses as its 
primary source of energy any fuel or source of 
energy other than the fuel or source of energy 
sold oy the utility, the eligible customer must 
request such audit by signing a form which 
includes the following statement: 

"If your home is heated by a source of fuel 
other than (state the type of fuel supplied 
by the covered utility), only the supplier 
of the other fuel may audit your furnace 
unless you specifically request us to audit 
your furnace. Federal law requires that 
such a request be in writing. If you want 
us to audit your furnace, although we do 
not supply the fuel for it, please sign 
below." [Reference: 10 CPR 456.307(f)J 

(3) The auditor will also show sample calculations 
showing the economic benefit of state and 
federal tax. credits for installing applicable 
program and state measures, which will be 
based on criteria provided to the utilities 
by the CtC. 

• 

• 

• 
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j. Using' the energy cost savings estimates, the 
auditor will discuss with the customer which 
pr3ctices to adopt and which applicable 
measu'res' to install. This will includ-e: 
(1) Any applicable measure which will pay 

for itself over its useful life should 
be recommended. These measures should be 
ranked in the order of most cost-effective 
to least cost-effective. 

(2) The auditor shall discuss benefits of in­
stalling the measure in addition to cost 
effectiveness, such as overall energy 
savings, comfort, aesthetics, and noise 
reduction. 

k. The auditor shall determine whether the customer 
is interested in the do-it-yourself information 
provided and be prepared to discuss that informa­
tion as part of the recommendations. No do-it­
yourself information should be provided for 
furnace efficiency modifications, wall insulation, 
load management devices, replacement air 
conditioners, or whole house fans_ The auditor 
should be prepared to provide information on the 
safety hazards associated with do-it-yourself 
installation of any measure. 

1. The auditor shall show the customer samples or 
pictures of measures with which the customer 
may be unfamiliar. 

m. Audit results. 
(1) Written results of the audit must be 

presented to the customer in person and on 
site. If a separate visit is needed to 
present the written results, the utility 
must schedule the visit unless the customer 
declines or cannot reasonably be reached 
to schedule an appointment, in which case 
the results may be sent by mail if followed 
by telephone confirmation and an offer to 
answer questions. 

(2) Written results must include: 
(a) An estimate of the total installed 

cost (materials and labor), expressed 
in a range of dollars and determinants 
thereof, of installation by a contractor 



A.59537 ~LJ/ks. 

APPENDIX B 
Page 8 of 14 

of each applic~ble program or State 
measure addressed in the program audit. 

(b) An estimate of the' total cost, expressed 
in a range of dollars and determinants 
thereof, of installation by the customer 
of each applic~ble program or State 
measure except replacement central air 
conditioners, wall insulation, and 
furnace efficiency modifications. 

(c) An estimate of the savings in energy 
costs, expressed in a range of dollars 
and determinants thereof, which would 
occur during the first five years, and 
estimates of payback periods from 
installation of each applicable program 
or State measure addressed by the program 

(d) 

audit. ' 

A disclosure stating that the total 
energy cost savings from the installation 
of more than one program measure may 
be less than the sum of energy cost 
savings of each meas'ure installed 
individually. 

• 

• te) The following disclosure or its equivalent, 
"'the procedures used to make these 
estimates are consistent with CEC 
criteria for residential energy audits. 
However, the actual installation costs 
you incur and energy s~vings you 
realize from installing these measures 
may be different f:om the estimates 
in the audit report. Altnough these 
estimates are based on measurements of 
your house, they are also based on 
assumptions which may not be totally 
correct for your household.' (Reference: 
1 0 CFR 4 5 6 • 3 a 7 ( c ) ( 5) J 

(f) An estimate of the annual normal maintenance 
costs, if any, of each applicable program 
or State measure. 

(g) The economic benefic of federal or State 
tax incentives with sample calculations 
provided by the State of the effect of 
the tax benefits on the cost to the 
customer of installing applicable pro- • 
gram and state measures. 
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With respect to a program audit 
addressing an applicable solar domestic 
hot water system or ac~ive solar space 
heating system, or combination thereof, 
a description of the solar system 
assumed by the auditor in preparing 
energy savings estimates which shall 
include the following information: 

i. Square feet of collector. 
ii. Collector characteristics, 

including glazing materials 
and other collector materials. 

iii. Any storage system needed, in­
cluding the capacity of storage. 

iv. Any freeze protection needed. 
v. The estimated percent of the 

space and/or water heating load 
to be met by solar ener·gy. 

vi'. Any physical connections needed 
with existing heating systems. 

vii. Any site preparation needed. 
viii. If the results are based on a 

simulation, the follOwing dis­
closure or its equivalent: 
~The energy cost savings esti­
mat.es you receive are based on 
systems which may be different 
fr.om the ones you purchase. Also, 
these estimates were not determined 
u'sing actual condi tions but Ilsing 
simu:la ted measurements.· Therefore, 
the cost savings we have estimated 
may be different from the savings 
which actually occur ." (Reference: 
1 a CFR 4 56 • 3 0 7 (c) (S) 1 ( vii i) • 
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. (i) With respect to a program audit addressing 
an applicable passive solar space heating 
and cooling system: 

i. The generic designation and a 
pictorial description of the 
particular system considered by 
the auditor. 

ii. The estimated percent of the 
heating load to be met by such 
system. 

iii. The approximate dimensions of 
such system. 

iv. Collection storage characteristics, 
including the recommended heat 
capacity of storage. 

v. The disclosure in Section viii, 
above. 

(j) The utility should offer to contact the 
local Weatherization Assistance Program 

• 

for low-income persons, (10 CFR Part 440) • 
on the customer's behalf. If the customer 
agrees, the utility should give his name, 
address, and phone number to the local 
operator of the weatherization program. 

(~) The utility must make every effort to 
answer any questions which a customer 
may have regarding the audit. Informa­
tion must be given on who to contact if 
the customer has a questio~ after the 
audit. 

(1) Prohibitions ~nd disclosures required for 
program audits: 

i. The auditor may not make cost and 
savings estimates for installing 
any product which is not an energy 
conserving practice or a program 
or state measure. 

ii. The auditor may not recommend any 
single supplier, contractor, or 
lender who supplies, installs, or 
finances the sale or installation 
of' any program or st'ate measure • 

• 



A.59537 

• 

• 

• 

AtJ/ks 

APPENDIX B 
Page 11 of 14 

If the utility which arranged 
the audit supplies, installs, or 
finances the sale or installation 
of prog%am or State measures, the 
auditor may state this .. 

iii. No unfair discrimination may be 
made among program or State 
measures. 

iv. Each auditor will provide the 
eligible customer with a written 
statement of any substantial 
interest which the person or the 
person's employer has, directly 
or indirectly, in the sale or 
installation of any program or 
State measure. 

2. Contents 
a. The auditor must consider those measures (by climate 

zone and building category) and practices which are 
listed in Section v, Attachment 1. No additional 
measures other than those approved by the CEC 
may be considered. Additional practices may be 
discussed at the discretion of the utility. 
(1) For each program or State practice, the 

auditor must determine which are applicable 
for each residence, explain them to the 
customer, emphasize their importance and 
recommend they be performed before any 
measures are done. with the customer's 
permission, the auditor will adjust timers 
and thermostats. 

(2) For each program or State measure, the auditor 
must determine the applic~bility of each 
measure in the residence. A measure is 
applicable if: 
(a) The measure is not al:eady in the 

res.idence. 
(b) Installation of the measure is not a 

. violation of applicable federal, State 
or local law or regulation. 

(c) With respect to evaporative coolers, 
a residence building has an air 
conditioner • 
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(d) With respect to flue opening modific'ations, 
the furnace combustion air is taken from 
a conditioned area. 

(e) With respect to replacement furnaces or 
boilers, the existing furnace is approxi­
mately 10 years old or older. 

(f) With respect to replacement central air 
conditioners, the residential building 
has a central air conditioner that is 
approximately five years old or older. 

(g) With respect to water heater insulation, 
space is available around the water 
heater to install insulation. 

(h) Witb respect to clock thermostats, 
either the residence currently has a 
thermostat or the existing furnace or 
central air conditioner is compatible 
with a clock thermostat. 

(i) With respect to wall insulation, there 
is no insulation in a substantial • 
portion of the exterior walls and the 
building is not a mobile home. 

(j) With respect to heat absorbing or heat 
reflective window and door material, 
the residence has an existing central 
or room air conditioner. 

(k) With respect to elect:ical or mechanical 
furnace ignition, that the eligible 
customer is not turning the pilot light 
off during the summer and ,that the 
furnace is not over seven years old. 

(1) With respect to whole house fans, the 
average summer temperature difference 
betwe~n day and night is greater than 
20 degrees. 

(m) t'1ith respect to floor insulation, no 
floor insulation is present. With 
respect to slab floors only, the 
residence is above 3,850 heating degree 
days and is heated by gas or is above 
1,400 heating degree days and is heated 
by electricity and the floor is not 
covered with linoleum, wall-to-wall • 
carpeting or tile. 
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(n) ioXith respect to active solar heating 
s~lstems or combined active, ,solar'~ systems, 
a site exists on or. near th~ residence 
which is free of major obstruction to 
,sol'ar radiation ~nd the residence h~s a 
space heating system other than a 
steam heating, electric res,istant 
radiant heating or electric resistance 
baseboard heating system. 

(0) with respect to active solar domestic 
hot water systems, a site exists on 
or near the residence which is free of 
major obstruction to solar radiation. 

(p) ~'J'ith respect to replacement sol",r 
swimming pool heaters',. there is an 
existing heated swimming pool and a 
site exists near the pool which is free 
of major obstruction to solar radiation. 

(q) With resp~ct to direct gain gla:ing 
systems and indirect gain systems, the 
living space of the residence has either 
a south-facing wall (+ or - 450 of 
true south) or an integral south-
facing wall (+ or - 45 of true south) 
or an integral south-f",cing roof (+ or 
- -450 of true south), which is free 
of major obstruction to solar radiation. 

(r)~tith respect to solaria/sunspace systems, 
the living space of the residence has 
~ south-facing ground level wall, which 
is free of major obstruction to solar 
rad'iation. 

(s) With respect to window heat gain 
ret",rdents, the living space of the 
residence has windows that are not sh~eed 
from summer sunshine. 

b. If an auditor recognizes a safety hazard in a 
residence which would prevent installation of a 
measure, the auditor should recommend correction 
prior to installation of that measure, provided 
that the auditor has no responsibility or duty 
to recognize safety hazards • 
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C. Class S. Aud'i ts 
1. Definition 

The term 'Class B Energy Audit' means an energy audit 
in whi.ch the estimates of costs and savings associated 
with the installation of program or State measures 
are based on information collected by an eligible 
customer about his or her residential building and 
sent to a partici?ating utility for analysis. 

2. Offer of Audit 

• 

a. Each participating utility will offer a free Class 'B' 
Audit at the same time as the Program Audit is 
offered. The Class B audit shall be available no 
later than one year after the initial Program Audit 
is offered. Customers shall be notified when the 
Class E audit is available. Unless otherwise 
indicated, the same criteria described in Section E 
regarding Program Audits is applicaole to Class B 
Audits. 

b. Based on the information supplied by the customer, 
the utility will calculate the cost savings 
associated with the installation of various measures • 
and report their findings to the customer. 

3. Follow-up 
a. Each participating utility will attempt to contact 

each eligible customer by telephone (or if 
unsuccessful, by other means) if the information 
is incomplete or internally insonsistent, in 
order to correct or make complete the information. 

b. Each participating utility will provide a local 
or tOll-free telephone number in the ~udit form 
so that the eligible customer may reach the utility 
to ask any questions about the audit • 

... - ... ... " 
......... 

• 
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.:l.FtmC 

CEC 

CFA 

Que 
OOE 

ECAC 

ESA 

GAC 

GZDA 

kWh 

MIMA 

NECPA 

~'"?DC 

?ESC 

?G&Z 

~AAC 

RCS 

':tTF...~ 

z:p 

APPENDIX C 

Repeated Abbreviations 

Allowance for Funds Osed During Construction 
Califo~ia Enerqy Commission 

conservation Financ~~g Adjustment 

California PUblic Utilities commission 

U. S. Oepartment of Enerqy 

E:1e.rqy Cost Adjust::nent Clause 

~~erqy Security Act of 1980 

Ga~ Adjus~ent Clause 

Cas Explort3tion and Oevelop~ent Account 

Kilowatt-hour 

Mineral Insulation Manufacturers Association . 

National Energy Conservation Policy Act of 1978 

~a~ral Resources Oe:ense Council 

pacific Energy Services Company . 

pacific Gas and Electric Company 

~overty Rights Action Center 

Residential Conservation service 

Toward Utility Rate Normalization 

Zero-Interest Program 
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RICHARD D. GRAVELLE, Commissioner, Concurring: 

I concur. This decision may well be the most significant 

action this Commission has taken in at least the last ten years. 

It is well-reasoned and supported by ample evidence. It opens the 

path to a course of utility energy supply that has the potential 
of reshaping the utility industry in California and providing 

enormous benefits to all the ratepayers we and the utilities we 
regulate serve. 

However, the path we have opened today is not without· 
its hazards and they too have the potential of being significant. 

Reality compels that all who are concerned with today's decision 
realize that it hangs upon some thin strings. Those strings, while 
thin, arc strong today; future external factors may cause them 
to weaken. Should that occur, this Commission must be in a position 
to reexamine the entire concept of Zero Interest Financing and 
widely dispersed conserv~tion activity financed by utility ratepayers . 

The first concern we must have is with the participation 
of all segments of society, particularly the renter and lower 
income homeowner. We have provided safeguards to assure that the 
benefits of this program do not become a form of welfare for the 
wealthy. Those safeguards must remain and they must be effective. 

The second concern is that the costs of this program do 
not escalate out of proportion to the rest of the economy, thereby 
affecting the current cost-effective status whiCh is the cornerstone 
of our action. Audit costs and costs of weatherization installation 
must be kept reasonable to continue the validity of this program. 
Demand for services provided by ZIP is bound to increase. Insulation 
manufacturers, auditors, and installers can respond reasonably 
to this increased demand and reap the economic benefits of greater 
production and productivity 0= they can attempt to take undue 
advantage of the market by escalating prices. Should this occur, 
the Golden Goose may well be killed . 

-1-
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Our third concern must ~lso focus upon the continued 
cost-effectiveness of this program as it relates to the difference 

between average and marginal costs of utility energy supply. We 

recognize that a~erage costs will continue to increase and will 
shrink the difference that now exists with respect to the m~rgin. 
As this occurs, we must be vigilant to ~ssure that whatever cost­

effectiveness test we employ is fully supported and widely acccpted 

by the ratcpayers wpo benefit from this program at the same time 

they provide its necessary financing. 
Our fourth major concern is with the reaction of the 

consuming public to the benefits of this program. Energy conserva­
tion ~ result; if it docs not, if the participant ratepayer 
merely alters his lifestyle to enjoy a higher level of comfort, 

there will be no energy saving and,no benefit to society. We fully 
expect major energy savings to flow from this program but recognize 
that the ultimate control of the magnitude of such savings lies 
in the hand that controls the thermostat. Consumer cooperation 

is a key element to success of ZIP. 
Nothing in our regulatory world is static. We must have 

vision and imagination as regulators, and we must couple that with 
the intestinal fortitude to take bold steps forward even if we 

recognize there is risk attached to our action. The Commission has 

done this today. We must continue to have the vision in the future 
to modify, expand, or terrnin~te this program should conditions 
then exist that compel such action. Furthermore, we must carefully 
monitor the result of our decision so that our ratepayers realize 
the full protection to which they are entitled and the utilities 
we regula to remJ.in strong and a ttracti VC b'usiness entities. 

S~n Francisco, C~lifornia 

January 28, 1981 

~d~ 


