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Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission's )
own motion into the feasibility )
of establishing various methods ) OII 42
of providing low-interest, long- ) (Filed April 24, 1979)
term financing of solar energy )
systems for utility customers. )
)

(See Decision 92251 for appearances.)

OPINION AFTER PROPOSED REPORT

On March 6, 1981, a Proposed Report of Commissioner
Leonard M. Grimes, Jr., was mailed to respondents and interested
parties to this proceeding. The report proposed the following
modifications of the financial incentives ordered in Decision (0.)

92251 for the installation of solar water heaters in the single-family
gas market:

(1) For sales consummated after April 15,
1981, rebates for qualifying installations
would be reduced from $20 a month for
48 months to $20 a month for 24 months.
Rebates would remain available on a
guaranteed basis until April 1, 1982, even
if the number of single-family gas
installations exceeded the present quotas
established for the demonstration program.

The terms of and interest on loans offered
by Pacific Gas and Electric Company (PG&E)
and Southern California Gas Company (SoCal
Gas) would be changed from 6% per year

for 20 years to either 12% per year for

20 years on $3,000 or 9% per year for 20
years on $1,500. In the PG&E service area,
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ustomers would De able to obtain 2 loan for

direct sales by contractors, while twoe sales
opticons, cne involving competitive nidding,
were proposec for the SoCal Gas service
area.

The propesed sepoert reguired comments on these suggested
modifications by March 18, 198l. In that regasd, comments or
exceptions to the renport were submitted by the following pacties:
PG&E, SoCal Gas, Saxn Diege Gas & Electric Comparny (SDG&E), Southerx
Califorznia Tdison Companv (Sdison), the California Solar Znergy
Inéustry Association (Cal-SEZA), Towarzd Utilizy Rate Yormalization
(TURN) , the Public Solar Power Coalition (PSPC), Zome Znergy Cexnters,
ané the Commission stzff (staff). Correspondence relating to the
report was also received. i
Comments and ITxceptions

-

A. Single-Tamilv Gas Rebates

Cormissioner Grimes' propesal Lo reduce the presext amount

of rebates and extend <their availlability in the single-family gas

market was based on the immediate andé already significant consumer
response %o this fimancial izcentive. The repors illustrated this

response oy reference to the total commitment by SDG&E of its entire
three.yvear zllocation of single-family gas reba%tes i= less than four
months.

Aceording w0 the report:, the present depletion of zavailable
rebates gould have several negative gonseguences. Among them is th

increased likelinood of rebates not being offered simulianeocusly

with loans which have zot vet become availanle. uek a

circumstance ¢ould defezt one of the objectives of the demornstration

- aa
program: the comparison of consumer response Lo 2oth loans and

rebates. The coincident offering of loans and rehates was

réered not only to gain informastiocon £rom sugh 2 comparison, bDut
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also to assure that conventional lenders would remaiz iz the solar
water heating market and zot be elimizated by utilities' exclusively
offering low-interest loans. (See D.92251, p. 29.) The proposed
report also reflected Commissioner Grimes' view that ;he Commission

should act on information gained from a demoznstration program while
an opportunity still existed to make adjustments.
l. Amount of Rebate

The three utilities which could be directly affected
by the proposed changes to rebates for solar water heating retrofits
in the single-family gas market are SDG&E, PG&E, and SoCal Gas.
With respect to the factual basis for Commissioner Grimes' report,
SDG&E confirms in its comments that its pending gas applications
exceed the 2,500 rebates available to SDG4E irn the demonstration
program. AS a result, SDG&E reguests that modification of this
izngerntive znot apply to any singleofaxuily ¢as customer in SDGEE'S
service territorv. SDG&E argues that even though some of the
applicants have yet to install systems, tiais circumstance was due €0
the need of many applicants for a guarantee of the entire rebate

amourt iz order for the customer to afford the system. Accordin
o SDG&E, this guarantee nad vet €0 be made only because of suchk
uncertainties as the outcome of an appeal of D.92251 and SDG&E's need
to prioritize applicants because of the excess demand for rebates.
€ is SDG&E's belief that the requirement of consummating a sale on
a date certain in order to be entitled to present rebate levels
unfairly penalizes customers who have been regquired o wait for
installatiorn because of circumstances hevond their control.
Neither SoCal Gas nor PG&E support 2 modification of

the present rebate amount. SoCal Gas notes in its comments that of
its combined goal of 22,800 rebates and loans for single-family




residences, as of March 5, 1981, only 2,036 solar systems
had been inspected a“d accepted as qnal~‘yz,g for rebates.
Additiornally, these installations zeecded to meet only the

less restrichive tax credit regiisements of the Califermiz Ezergy

Commission, rather thaz the more strirngent standards established by
the Commission for systems installed after March 1, 1581. SoCal Gas
believes that the imposition of the Commission's standards, the
costs of which will be passed on to solar customers, could in fact
cause the rate of solar installations to decrease. SoCal Gas also
conjectures that SDGEE's total commitment of its rebate allocation
may have been due to ar underestimation of the number of single-family
gas iznstallations likeiy to gualify for its incentives apd may not be
an indication that its inceantives were higher than necessary. SoCal
Gas concludes its comments by stating that "there is zo indication
that the incentives are too high in SoCal's service area."

In its comments, PG&E asserts that there is no dasis
in the record for a2 charnge from current incentives %o the one proposed
in Cormissioner Grimes' report or one at any other level. BPG&E,
along with SoCal Gas, argues that any modification ¢f the rebates will
2dd to the confusion already existing in the program. Iz particular,
PG&E claims that "[tlhe proposed changes will cause substantizl
disruptiorn to the acdministrative procedures, informational systems,
and communicaktions with customers already established cance:ninq the
program.” PG&I also envisions a "stampede elfect" among customer
trving to obtain the higher benefits prior to an identified cutoil
date. The proposed report origirally set that date as April 15, 198I1.

L
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2. Number of Rebates

While many parties separately commented on the proposed
modifications of the dollar amoumt as wel ~the permissible zumber of
rebates, the exceptions of other parties were based on the combined
impact of those two changes. TURN, Zfor example, supported reduction
in the dellar amount of each presently available single~family ¢gas
rebate and even advecated "a further reduction to the zero level."
This position, aimed at providing ratepayer savings, was premised,
however, on the number of rebates remaining the same. TURN strongly
opposed the effect of botxz reducing the amount of rebate and making
those rebates available iz an wnlimited number until April 1, 1682,
the date proposed in Commissiorner Grimes' weport. TURN claims that
this modification will further reduce the cost-effectiveness of
sizgle~family gas rebates, which TURN believes is gquestionable evex
wnéer present Commission orders.

At page 6 of the proposed report, Commissioner Grimes

states:

" - . A preliminary aralysis by ouxr
staff indicates that savings [created
by zeducing the amount of each rebate]
will be at least S13 millior and could
reach $20 million. Thus, it appeacss
that 10,000 <o 15,000 additionmal
credits could be made available iz ghe
single family gas market while st;ll
producing a substantial reduction iz
DIOGram COStS €0 ratepayers.'

TURN, along with PG&T anc PS2C, question this coznclusion.
Each asserts that, rather than reducing the ¢osts ¢f the program, the
elimination of a ceiling on parsticipants will considerably increase
those costs. 3ased on figures cderived from the record in this
proceeding and its own calctlations, TURN argues that even if the




anmount ¢f each single-family gas rebate allotted by the Commission
were recuced as proposed in Commissioner Grimes' seport, the savings
would ornly be $7 million. Vet even this figure is derived under
hypothetical circumstances which can zno longer occur under presect

facts. TURN states at pages 3-4 of its exceptions to the proposed
report:

“"fAT11l of SDG&E‘s arnd stbstantial
numbers of PGEE's and SoCal Gas!'
s‘“g_e ‘an;IV'gas redates have already
nee" and will continuve until April 30,

198L, o be committed at the unreduced
level Tew unreduced redates will be
left to regult iz ‘savings, ' but each
additional reduced rebate, in proposed
unlimited numbers, will adéd net costs
o the program, by the Ccmmiss*o 's
own reckoning." (Zmphasis originzal.)

PG&E expresses a similar view at pages 4-5 of its

. exceptions:

"Aggressive marketing of az umlimited
number of rebates by the sola- industry
during the one year period, coupled
with price breaks on sola_ svstems it
may offer, could result in a total
aumber of participants vastly iz excess
of the 9,000 curzent limit. For
example, assuming that most, if zot 2ll,
Q€ the origizal 9,000 guota at the $%960
ince-t;ve level is reaghed by the

April 15 deadline and +that an additional
20,000 or 20,000, or more marticipmants
could be added at zhe 3480 incentive
level, costs izvolved include not only
the millio“s of ad :zona* c¢ollars
:equired in inceztive payments alone,
hut also the vas“’v inereased
administrative costs to process each one
O0f these participacts. iz 1981 dollars,
such costs for PG&E, izcluding the
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inspection required of every qualifvin
solar systen, will approach S7S5 per
participant. Thus, if the solar
industry should be able £o exroll an
additional 30,000 participants during
the unlimited one vyear phase of the
program, this would result in an
additional $2,250,000 in aéministrative
expense alone."

PG&E also asserts chat allowing azn unlimited number of rebates would

change the program from a demonstration program., as espoused by the

Commission, to a full-fledged program 9f utility financing for solar
energy svstems.

Tor different reasors, the stalif also advocates that
the amount and number of rebates remain unchanged until all existing
rebates are used. This position is swmarized at page L of the
staff's exceptions to the »ropvosed report:

“e + - Iz that this is a demon-
stration program, we are interested
iz determining the *a*e at which the
various incentives will be claimed
by solar device custome:s- wWe are
also concerned that the henefits o‘
this program are not concentrated 1
one market. t is evident that
izncentives wzl- xost quickly be
absorbed by sizgle family gas water
heater cuvstomers. If more rebates
are offereéd to that markes, there is
no reason to think that th;s pattenrs
will not contizue. Perhaps, as
rebates availabhle o those customer
disappear, effoxts to developn
multi-ﬁamilv ané sizgle family
electric water heater progranm
sa-.-c_:a ts will accelerate. We

should give the industry a chance €0
demonstrate its 2pility to serve these
markets."
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Support for extending single-family gas rebates was
indicated, however, by SoCal Gas, Cal-SEIA, and Home Inergy Centers.
SoCal Gas believes that the establishment of a definite date throuch
which rebates would be cuaranteed would provide "certainty and
reliability iz the program". Home ZIrnergy Centers emphasizes the
need to give the contractor and the public "exact direction" upon

which o base a decision and to allow comparison betweer rebates and
loans. Cal-SEIA's comments include ornly a general statement of
approval of this portior of the proposed report.

An additional issue addressed by both Edison and TURN
is the meaning 0f a statement which followed the proposal to make
rebates in the single-family g¢as market available until April 1, 1982:

". . . All other rebates shoulé

remain available for the ertire three
vears of the demonstration or until

the Commission amnounces termination

or modification of 2 spec:!.fic rebate
as warranted by the data. There should
be at least three months notice of any
termization.”

Sdison asks that this statement be clarified by
confirmirng that it applies ornly to gas-solar installations and zmot to
electric-solar installations. Edison recites its intent to offer
its rebates during the three-vear demonstration riod orly umtil its
coal of 26,000 solar installations is met. Zdison does not intend ¢
give anv notice of terminatiorn to customers or the Commission prior
o0 reaching this ¢oal.

TCRN interprets the preceding statement in even a more
limited manrer. TURY assumes that Commissioner Grimes' statement
refers only to single-family gas rebates other than those ofiered
by PG&Z a=d SoCal Gas, i.e., SDGEE single-family ¢as rebates. TURN
opposes this statement, however, if it means that all other rebates,
including multi-family gas., sizgle-family electric, as well as
SDG&E single-family cas, should remain available Zor three years.
TURN bases this opposition on the following grounds: (1) the addition
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0f net costs to the program which will further burden ratepavers

and (2) the absence of any zeed to extend multi-family gas or single-
family electric gquotas. TURN supports this latter conclusion on

the Cormission’'s statemeznt in D.92769 that pemetration in these
markets has not yet reached a desirable level.

B. Single-Tamilv Gas Loansg
l. Loan Terms
Exceptions to the proposed changes in loan terms for

single-fanmily gas solar retrofits were taken on several grounds. The
comments of both SeCal Gas and the staff center on the impact of

such changes on a customer's “incentive" o purchase a solar water
heater. Iz particular, SoCal Gas argues that there is no evidence

in this proceeding £rom which the Commission ¢an determine either the
present cost of money or the level of loan cost comparable,

in. today's market, with the zdopted rebate level. SoCal

Gas notes that there has beexn n¢ opportunity to evaluate the impact
of a 6% loan. Turther, SoCal Gas asserts that to the extent any
incerntive is reduced, its attractiveness will also be recduced causin

-

a decline in the number of people choosing to participate in the

program.

This view is supported to a certain extent by
correspondence from orne potential program participant in PG&E‘s
service area. This customer complained that "at an izterest rate of
l2%, few people, whe could =not have alreacy done it without the
drogram will nave the izcentive or the 2bility to imnstall a solar
water-heating system." The customer also stated that she had chosexn
not Lo take advantage of 2 rebate, which may ne longerx be
available, in the good faith belief that a lew-interest loan at the
level originally ancounced by the Commission woulé be available.

The staff believes, like SoCal Gas, that common sense

uggests the greater attraction of a 67, as opposed to a 12% loan. Under
these circumstances, the staff suggests that if loan terms are to e
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changed, the length of the loarn period, as opposed to the interest
rate or principal, be modified. The staff therefore recommends =hat
the Cormission approve the offering of 6% loans for repavment over
f£ive vears commerncing July 1 of the vear following installation of the
solar water heater. 3y deferring the loar pavments until the middle
of the year following installation, the customer will have received
the benefits of the tax credit before making the first payment. The
staff believes that this circumstance should help remove any first-cost
Darriers to solar purchases. While its proposal will cost more than
a 20-year loan at 12% interest, the staff states that its suggestion
will still overcome the impact of higher interest rates and will result
in utility costs lower than those articipated when the ;pans wer
£irst established. .

In additiorn to these exceptions, several parties
asserted that two other issues result from Commissioner Grimes'
proposed loan modifications. These issues include: (1) whether <h

customer is intended to have tize opt-o“ of choosing between 2 9% loan
or $1,500 or a 12% loan on $3,000 ané (2) whether the utilities
(PG&E and SoCal Gas) will be rcesponsible Sor financing the balance

of a customer's purchase that exceeds either the Sl,SOO or $3,000
level.

With respect %0 2 cemer's aAbility to choose between
Two sets of loan terms, it is Cal-SEIA's position that no such option
should e made available and that a3 9% loan on 51,500, assunmixng
wtility financing of the remainder of any purchase, be adopted.
Cal-SEIA believes that the existence of a choice to be exercised by
the customer promotes confusion anéd that "simplicity is a key To the
success of the demonstration program." A ceilizg of $1,500 is
recormended by Cal-SEIA in oxder to aveid the appearance that the
utility is indicating, by offering loans to §3,000, a proper price
for 2 solar water heating svstenm.
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PG&Z asks twe gquestions relating To the pessizle loax
term optiom: (1) If the cholce between loan terms is not at the
customer's option, is it to be exercised by the utilizy or &
Commaission? (2) IZ by the utility, what criteria would be applied?

The issue of the availability of "second level” utility
loans to finance the balance of the purchase Price basically stems
from previous decisions in this proceeding. =n Tinding 26 of 2.92251,
we found that the amount ¢f the utility loan available for solar
retrofits by single-family gas customers should e limited el
"by requiring the customer to obtain three »ids with either of ke
two lowest bids being eligidle for fLinancing or by limiting the amount
finazced by the utility at low izterest while permitting the utility
o offer additiomal financing a2t an interest rate equal to its cost
Q%< money."

PG&E specifically seexs <o De relieved of =k
obligation of providing "secord level” loans above either the $1,500
or §3,000 principal limits proposed in Commissioner Grimes' reporsz.
PG&Z's primary argument in favor of +his position is based on its
¢laim that the interest rate to e charged for such additiornal loazs
when combirned with the proposed higher interest rates on the basic loan
could be usurious. As stated by PG&I a2t page L0 of its exceptions
o =he propesed remort, "[ils suceh circumstances, 1f the utilisy
anonetheless nad to offer the combined loans dut could only charge
the legal limit in izterest, it is obvious that it would ke

subsidizing that customer, an izeguity both %o the usility itself

to all other loan customers who Eié not receive such 2 subsidy.”
SoCal Gas cbiects =0 the uzilities' providing addisiormal finmancing on
the grounds that is would increzse the ¢osts 0L the nrogram acmd would
therefore be inconsistent with Commissioczner Grimes' goal of

ratepaver costs.
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Iz constrast, Cal-SZIA advocates complete utilis
firancing. Cal-SEIA axgues that Lf such fizancing were not
approved, a solar purchase would become €00 cumbersome singe a
participant would be regquired to procure two loans, orne from the
utility a=d orne from 2 cormmercial lender. Cal-SEIA believes, however,
that the interest rate oz these "second level" loazns should
e at the market rate for home improvement loans, rather than at
the utility's cost ¢of£ capital. According to Cal-SZIA, this “"mark-up*
will ensure that the admirzistrasive ané risk ¢osts 0f the solar loans
are more likely to be borzme by the borrowers, rather than Dy
nonparticipating ratepayers.

2. Loan Availabilitv i

iz the proposed repor:, Commissioner Grimes concluded
<hat because no competitive bidding is regquired in the PG&E service
area, utility loarns should be made available for direct sales by
contractors. In order to provide a comparisoz of price trends between
PG&Z's and SoCal Gas' service areas, Commissiorer Grimes offered two
proposals for SoCal Gas' service area, in which competitive bidding
had beéxapproved: (1) Three bids would be required for all loams with
either ¢of the two lower bids eligible for financing. (2) Bids would
20t be regquired to obtain a loan where the sale was made directly oy
a3 contractor without referral by the utility. Tznder this latter
option, sale prices would e monitored and bidding could e requir
if prices of direct sales substantially exceeded those 0f sales
restlting from referrals and bids.

Cal~SEIA, continulzng its oppositlon to competitive
pidding. strongly supports the second option. Cal-SZIA concludes that
by establ‘shi:q a ceiling on the dellar amount elicible for the
program loans, the primary justification for the three-bid
reguirement, l;m;t::g costs Lo the uvitilitv and nonparticipatin
ratepavess, 2o longer exists. TFTuzther, Cal-s names the Zollowing
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problems with such bidding: damage to the axnility of solar bhusinesses
to advertise and sell their products: 2 cdecrease in the incentive for
solar businesses to maintaiz a hich level of worlkmanship in order to
receive referrals; and an increase in the incentive to use cheaper
materials and labor. to default on warranties and service work, and
to create a "fly-by~night" industry.

Zven if a ceiling on program loans were to be ordered,
SoCal Gas would still exnderse +the three-bid :equirement- In SoCal
Gas' view, such a requirement assures the sol customer that he is
receiving a reliable, properly imstalled system at a competitive
price while assuring the ratepayer that his monrey is adeguately
secured. SoCal Gas also recommends that 2ll payments of utility loarns
be made directly by the utility to the contractor. In this way,
solar customers who reguest a loan to pay for a solar system offered
by the second-lowest bidder will not »e able to purghase a system from

the lowest bidder and "pocket the difference." PG&E strongly urges
that contractors making dizect sales in its service area de qual*‘*ed

by e

and listed under the RCS state plan.
Discussion

The isstance of Commissioner Grimes' proposed report
reflects this Commission's comultment to making the solar demonstration
program as viable and wide~reackzing as possible. The intent of the
report was not orly to inform parties of some immediate results of th
program's implementation, dut also to propose modifigcations of the
program which would De responsive o those developments. The
procedural mechanism of a proposed report followed by exceptions has
now provicded the Commission with wvaltuable comments fzom respondents,
the staff, <the seolar industry, a“d ¢ther int e*ested parties.
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The exceptions reviewed above do not alter, but in certain
cases confirm the factual basis for Commissioner Grimes' report.
They do, however, point to two significant problems with the program
nodifications proposed by the report: (1) the absence of any ’
record In this proceeding on which to hHase the specifically proposed
modifications of rebates and loans and (2) the confusion and
uncertainty created by continual changes to a demonstration program
which has already commenced.

With respect to the proposed rebate modifications, only
Cal-SEIA and Home Znergy Centzers advocate both changing the amount of
the rebate and guaranteeing those redates for cne vear.  As stated
previously, the intent of these modifications was to act or the rapid
consumer resmponse to the rebates and 4o extend their availability.

It was believed that although SDG&E's rebates had heen commitied by
the time the proposed report was issued, rebates in PG&E's and

SoCal Gas' service areas could be extended by reducing their present
amount by one-half arnd thereby increasing the number of remainin
rebates. 3ased dn figures supplied by the staff, it appeared that
such a step was feasible and coszt=~effecuive.

The -exceptions o the »roposed repoxt as well as further
cranges which have taken place since tie issuance of that report, however,

significantly impact the specific modifications proposed by

Commissioner Grimes. We hnave now learned that not only has SOG&I's
single-family ¢as zebate allocatiozn been exhausted, bDut the same
has now occurred in PG&E's service area. TUzder these cir sances
the comments ¢f TURN and PG&E relating =0 the cost-effectiveness of
changing both the zmount and znumber of rebates hecome ev
meaningizl.

-
m-
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Giver that the unreduced rebates allotted <o PG&T an
SOG&E have been committed, any decision =0 guarantee rebates, even
at a reduced amount, for one vear nas <the direct effect of addin
costs to the program not contemplated in our original cecision in
this proceeding (D.$2251). There is, of course, merit %0 the

observation that reducing an incentive will reduce the attractiveness
of participating in the preogram. Howeveé, even a reduceld redate
would be some iancentive for the purchase of a selar water hea%ter in
the single-family ¢as market especially when ¢ombined with potential
energy savizgs. We o not even have %o hysothesize "aggressive
‘market;:g" by the selar iadustizy, as PGEE dees in i+ts comments. to
xnow that extending redates in either PG&Z's or SDGLZ's sernvice
areas at =this time will lead these utilities to exceed hoth the

guectas 2né costs originally projected for rebates in their two

service areas. We do not agree, however, with PGEE's assertion that t
extend redvates in an wnlimited aumber for one year could wesult in the
program becoming less a demonstration program and more a program of ‘
mandatory uwtility financing of solar systems. A demonstration program
can be limited either by specifying the number of participants or by
specifying a certain period of availability.

s N -

If it is no longer appropriate 0 modify SDGEI's and
PG&Z's cebate program without az adéitional recoxd on costs ané

appreopriate incentive levels, only SoCal Gas' zebate program semain

to be modified. 25 proposed by Commissioner Grimes. - According o

SeCal Gas, haweve:, in ilts service area twhnere s no evidence

which shows that the present rebate zmount IS too high or what anv
wore rebates are necessary for SoCal Gas' program %o adegquately
serve all potential participanss and remain in effect umtil

—ar

April 1, 1982. Based on the present progress of its program,
therefore SeCal Gas' position <hat the rebates should rema

-
e iy e

their present amount and e guaranteed until April 1, 19€2.

e W e
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Based on SoCal Gas' comments, we conclude that there is no
need to adopt the rebate modifications proposed in Commissioner
Grimes' report for SoCal Gas' service area. Under the circumstances,
the benefit of any change is cutweighed by the risk of causing
confusion or umcertainty in the program.

We are also of the opiniom that with respect to rebates,
neither the proposed report nor SoCal Gas' position should be adopted
for PG&E or SDG&E. The comsequences of such an approach, from a
cost-effectiveness standpoint, might be quite adverse. In PGL&E's
and SDGSE's service areas, we could easily imagine a situation in
which a year from now the number of rebates issued by those two
utilities could be many times greater than their original allotments.

The aim of providing a comparison between rebates and loans
is also not a sufficient reason alome to warrant a costly extension of
the rebate program. On balance, we do not believe the value of tke
demonstration program will be significantly enhanced by continuing
single-family gas rebates in PG&E's and SDGEE's service areas oaly
for the purpose of comparison with the loan program. As pointed out
by the staff, the demomstration program was intended to cover many
areas which, with the exception of the single-family gas market, have
yet to be reached. We note that only a proportionately small number
of the rebates allocated to the single-family electric and multi-
family markets has been utilized. These markets, however, constitute
the largest segments of the demonstration and continue to provide
anmple opportumity for comnventional lenders to participate in the
demonstration.

As noted in our review of the comments, both TURN and
Edison expressed concern with the report's statement that "all other
rebates” skhould remain available for the entire three years of the
demoustration or until amnouncement of the termination or modificatiom
of a specific retate. Despite TURN and Edison's concerms, this
language was intended to indicate that the nodification of rebates




OIT 42 ALY/jn

for solar retrofits in the single-family gas market would not affect
the other rebates to be offered. This statement did not mean that
"all other rebates', other than single-family gas, would be guaranteed.
to a fixed date, such as April 1, 1982, but rather that the quotas
would remain the same and preswmably would be available for the
three-year period of the demonstrationm.

We do subscribe, however, to a policy of announcing
termination or modification of rebates and loans as a device to alert
both solar customers and contractors when any part of the demonstration
program is being altered or ended in advance of the three-year
period. Home Energy Centers has stated that potential solar customers,
as well as solar comtractors, have no way of knowing prior to
installation whether any more rebates will be available by the time
installation is completed. The actions of SDG&E in announcing the
expiration of its single-family gas rebate program provide a model
for such notice. SDG&E £irst announced a probably termination date

and later anmnounced a specific date after which mo application would
be accepted.

In PG&E's and SoCal Gas' service areas, a remaining incentive
to solar retrofits in the single-family gas market iIs, of course,
the low-interest loan. Unlike the rebates, this incentive has orly
recently been offered and would appear to lend itself to prospective

modification. Yet, as in the case of the rebates, the exceptions to
Commissioner Grimes' report have proven very helpful in identifying
the limitatioms of the specific proposals made in that report. Ome
significant problem with the proposed modifications is the lack of
any record in this proceeding to indicate what loan terms, other than
those presently in effect, would actually reflect present market
conditions and would serve as an incentive to the purchase of z solar

watexr heater. While the program has not yet begun, the correspondence
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of one potential solar customer reflects a reliance on the 6% interest
rate and an indicatiorn that <the higher izterest rate would in fact
make the purchase of a solar water heater much less attractive. This

latter reaction could be true even 0f the staff's loan propesal.

T™wo other areas of concern relate to loan term options and
"second level" wtility loans. In our opiznion, i1f any option were
available, that option should be exercised by the customer, zot this
Commission or the uwtility. We agree, however, with Cal-SEIA that
even offering the customer that choice may prove confusing and
increase the administrative burden on the utilitles.

On the issue of "second level" utility loans, as a result
of recent rate cases involving PG&E and SoCal Gas, there ne longer
appears to He a zeed to set 2 ceiling on loans as proposed in
Commissioner Grimes' repoxt. Inm D.92251, we adopted a program of
100% £inancing by these two uwtilities, but determined that the number
of loans should be limited either "by requiring the customer to
obtain three bids with either of the two lowest bids being eligible
for financing or by limiting the amount financed by the utility at
low interest while permitting the utility to offer additional
finaneing at an interest rate ecual to its cost of monev." (Fizding 26,
D.92251.) <The first of these two alternatives was chosen for SoCal
Gas, while the latter was adopted for PG&E. Iz the case of PGSE,
we deferred "to the subsequent rate case our determination of the
limit 0f funds available at low izterest and the initial interest
rate for funds exceeding the limit.” (D.9225L, at p. 35.)

Singe the proposed report was issued, both PGEE's and
SoCal Gas' solar rate decisions nave heen signed. Tor PE&E, we seot
“he limit of PGEE's low~-interest (6%) loans at the level PG&E found
cost~eifective assuning there was neither a clothes washer nor
dishwasher in the residence. This level was $2,600 for 2 two-hedroom
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residence, $3,200 for a three-bedroom residence, and $3,800 for a
four- or more bedroom residence. We further concluded that any sums
which PG&E loaned above these amounts would be at an interest rate
equal to its cost of debt. (Application (A.) 60056, D.92906, at
p. 10.)

For SoCal Gas, we comcluded in D.92854 (A.59869) at page 4:

". . . Utility loans will be offered to
single-fanily homeowners at & percent interest
to be repaid with monthly payments over 20
years or upon sale of the residence, whichever
comes first. SoCal will cease making loans
when one-half of the targeted number of
single-family~Participants have received a
utilicy loans.''

If we are to continue 1007 utility financing of solar
installations as advocated by Cal-SEIA, yet place limits on those
loans as proposed by Commissioner Grimes, we would necessarily have
to require 'second level” loans from SoCal Gas as well as PG&E. This
approach, however, not only alters programs which have been established
in this proceeding and the utilities' individual rate cases, but
adopts proposed interest rates and principal limits which have
resulted from no record related to any of these proceedings. While
we are uncertain of the merits of PGEE's assertion that Commissioner
Grimes' proposal in combination with "second level” utility loans may
exceed the legal interest limit, we have not undertaken any analysis
or review which would allow us to reach an informed conclusion om
this issue. _

It appears, however, that the market for the low interest
loans ¢ould be substantially broadened if the loans could be
offered in direct sales by contractors. Comments on this item
in the Proposed Report provided no significant evidence to the
contrary.
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In D.92251, loans were limited to customers who first
called the utility for referral to contractors. We expressed
concern that to require three bids in direct sales situations
could distort the solar sales market. We alse concluded that three
bids were necessary to protect the ratepayers in the absence of a
loan ceiling. We remain convinced of the merits of these
conclusions. However, we now believe that utility loans can be
offered in direct sales by contractors while still protecting both
the ratepayers and the solar market.

By requiring three bids where there Is a vtility referral,
we can develop reliable data on prices obtained through a bidding
procedure, By not requiring three bids where there is a direct
sale by a contractor, we can develop reliable data om prices
prevailing in a more open market. If prices in the direct sales

market are significantly higher than when bids are required, we
can take remedial actiom. 1If prices ia both situations appear
comparable, the need for a three bid requirement could be
reevaluated.

Therefore, we conclude SoCal should make its low interest
loans available for direct sales-by‘contractors as well as for sales
following a utility referral. No competitive bﬁds shall be required
in direct sales situations. SoCal should maintain precise records
of sales prices in all loan transactions and report to the Commission
any significant price patterns. As recommended by PG&E, contractors
making direct sales in both PG&E's and SoCal Gas' service area must
be qualified and listed under the RCS state plan.
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Keeping in mind the information we have now received as
a result of the proposed report and the early stages of the
demonstration program, we are convinced that without a further record
in this proceeding we are wmable to modify the rebate and loan
incentives as proposed in Commissioner Grimes' report. We are also
not persuaded that these specific changes would prove beneficial
either in terms of improving the cost-effectiveness of the program
or reducing any additional confusion caused by changes to the program.
We still believe, however, in the policies which led to
the issuance of the proposed report. Further, since the proposed
report was mailed and the exceptions were received, two significant
events impacting PG&E's and SoCal Gas' low-interest loan programs
have occurred. Om April 30, 1981,PG&E filed an Application for
Rehearing and/or Modification of D.92906, the decision in its solar
rate application. Additiomally, on May 1, 1981, SoCal Gas filed a
Petition for Recomnsideration or Modification of D.92854, its solar
rate order. PG&E's application stresses the difficult financial
position of the company and asks for additional rate relief or
abandonment of the loan program. SoCal Gas' petition requests that
its loan program be abandoned unless it is authorized to establish a
subsidiary to ralse the capital necessary for the loans. Action
on these two requests will be taken by separate orders in the utilities’
respective rate applications. However, because our decisions on the
petitions could directly affect the demonstration program, copies
of those decisions will be served on all paxties in OII 42.
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Tinally, we address the proposal of Cal-SEIA that we
authorize each utility to form an Industry-Utility Solar Demeonstration
Program Implementation Committee comprised of representatives of the
utility ané the solar industry. This committee would resolve
questions which, like the issues addressed in Commissioner Grimes'
proposed report, might arise durizg the course of the demonstration
pProgram. The committee's recommendations on these issves would be

forwarded to Commissioner Grimes who would present them in the form
of a provosed report.

Although we appreciate Cal-SEIA's suggestion, neither this
Commission nor parties to this proceeding have had an opportunity to
evaluate this proposal. We therefore conclude that any such

avthorization is izappropriate at this time and may iz fact be an
inproper delegation 0f our statutory responsibilities. While we would
also like to avold the necessity of "lengthy and expensive hearings,
£ilings of briefs ané/or comments, and/or PUC stafi review" such
actions may be reguired, depending on the modifications, as a matter

£ law. (See, e.¢.. Public Ttilities (PU) Code Section 1708.)
Pindings of Tact

1. On March 6, 1981, a Proposed Report of Commissiorer Grimes
was mailed ©o respondents and izterested Pazties <o this proceeding.
Exceptions to that report were f£ileéd oz March 18, 1981.

2. According to the exceptions £iled, in the SDGLE service

rea all rebates allotted to SDG&E Lor solar water heating
installations iz the single-family gas market have heen committed.
A similar commitment of such rebates appears to have resulted in the
PG&E sexvige area.
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3. Based on the projections of SoCal Gas, the present rebate
amount for single-family solar retrofits in that service area is not
too high nor are any additional rebates needed to continue that
program through April 1, 1982.

4. No record has been developed in this proceeding on whick
to determine the cost-effectiveness of extending the rebate program
for the single-family gas market in PG&E's, SDG&E's or SeCal Gas'
service areas. There is also no record establishing appropriate
incentive levels for such solar purchases other than those previously
ordered in this proceeding.

5. A need exists for noticing utility customers. of termination
or modification of any of the incentives offered in this Commission's
solar demonstration program. The actions of SDG&E in announcing the
expiration of its single-family gas rebate program provide a model
for such notice. ‘

6. There is mo record in this proceeding to indicate what
specific loan terms, other than those presently in effect, would
actually reflect present market conditions or would serve as an
incentive to the purchase of a solar water heater.

7. Adequate limitations ou the loans to be offered by PGEE
and SoCal Gas for solar retrofits in the single-family gas market
have been established in this proceeding as well as the recent rate
applications involving the solar programs of these two utilities.
(D.92906 (PG&E); D.92854 (Solal Gas).) Turther action on these loan
programs, however, may be taken in response to PG&E's petition for

rehearing and SoCal Gas petition for modification of their respective
rate decisions.

8. Under PG&E's current loan programs, it is appropriate to
permit direct sales by contractors in PG&E's service area. It is
appropriate for SoCal Gas to provide loans for direct sales by contrac-
tors without a requirement of competitive bidding, but fo continue the

~234
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three-bid requirement when SoCal Gas refers a customer to solar
éontraccors. All contractors making such direct sales in PG&E's
and SoCal Gas' service areas must be qualified and listed under the
RCS state plan.

9. The proposal of Cal-SEIA to form an Industry-Utility
Solar Demonstration Program Implementation Committee has not been
evaluated. Such a committee, however, does not appear necessary
at this time and may be beyond this Commission's authority to
establish.

‘Conclusions of Law ‘

1. The proposed report of Commissiomer Grimes modifying the
rebate and loan incentives for the purchase of solar water beatexrs in
the single-family gas market should not be adopted.

2. The amount and number of rebates established for PGE&E,
SDG&E, and SoCal Gas should not be altered.

3. In the furure, based on data received in the demonstration

program, notice of termination of any inceative should be zade by
the utilities to their customers.

4, The loans to be offered by SoCal Gas for solar retrofits
in the single-family gas market should not be modified, but should
be made available for direct contractor sales.

5. The proposal of Cal-SEIA to establish an Industry-Utility
Solar Demonmstration Program Implementation Committee should not be
adopted.

6. Because the demomstration program is presently in effect,
this order should be made effective the date of signarture.

ORDER AFTER PROPOSED REPORT

IT IS ORDERED that:
1. The Proposed Report of Commissionmer Lecnmard M. Grimes, Jr.,
modifying rebate and loan {ncentives for the purchase of solar water
heaters in the single-family gas market shall not be adopted.
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2. Pacific Gas and Electric Company (PG&E), Southern Califormia
Gas Company (SoCal Gas), San Diego Gas & Electric Company, and
Southern California Edison Company shall provide notice by publication
of the termination or modification of any incentive associated with
the Demonstration Se¢lar Financing Program.

3. Southern California Gas Company shall offer loans for
qualified solar installations made pursuant to direct contractor
sales, except when Solal Gas refers a customer to a solar contractor.
When SoCal Gas makes such a referral, competitive bidding as provided in
D.92251 shall be required. The company shall maintain precise
records of prices in all loan transactions and report to the
Commission any significant price patterns.

This order is effective today.
Dated JUN 21981 ~ , at San Frapeisco, Califormia.
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Commissioners

Commicsiore» Priseiila C. Grew, deimp

Decezzarily avsent, diéd no* participats

in the Aispocition of * is b-oceeci_g.




