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~eision 93740 NOV 13 1981 

BEFORE '!HE PTJBLIC UTILITIES COMMISSION OF THE STATE OF CA.I.IForu-..'7A 

In the Matter of the Applieation of ) 
Southern California Gas Company for ) 
authorization to im?lemen~ a Ccmser- ) 
vation Cost Adjustment (CCA.) ) 
procedure for adjusting its tariffs ) 
eovering Commission approved eonser- ) 
vation programs and for authoriza- ) 
tiOll to ~lement a finaneing· ) 
program for finane~ solar water ) 
heaters to be iI.\eluded in the ) 
proposed CCA. procedure in its tariffs. ~ 

Application 59869 
(Petition for Modification 
filed October 6, 1981) 

ORDER MODIFYING DECISIONS 92854 A~1D 93204 

Histo;;y 
In Decision (D.) 92251 issued September l6, 1980, in OIl 42, 

the Commission ordered Southern California Gas Company (SoCal) to 
establish a solar demonstration solar financing program to reaeh 
165,300 of its water heater customers in three years. In Application 
(A.) 59869 SoCal sought a rate increase of $9.054 million allIPl~lly to 
offset the costs of that program. By D.92854 dated April 1, 1981, 
the Commission granted a rate inerease of $5.2 million but denied 
SoCal's proposal to create a solar financing affiliate (SFA) to raise 
capital for the lOOll segment of the program. 

On May 1, 1981, SoCal filed a petition for modification of 
D.92854 seeking approval of its original proposal to form an SFA. By 
D.93204, dated June 16, 1981, the Commission authorized SoCal to 
establish an SFA, as it originally proposed, and to recover ::t:n rates 
any ~osses that the SFA m:tght incur due to non repayment of solar 
loans • 
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By Resolution 0-2434, dated July 22, 1981, the ·Co::m::issio::. 
apprO\Ted the SoCal-SFA tariff (cost of sexvice agreement). 
Petition 

On October 6, 1981, SoCal filed a petition to eodify 
D.92854 and D.93204, alleging tha~ in its negotiations with lende=s, 
they have insisted upon the s~ assurances from the Comcission as 
were gr~ted to Pacific Gas and Electric Company (PG&E) in its conser
vation financing proceed.ing (D. 93497 , dated September 1, 1981, in 
A.59537 et al.). In addition the lenders require approval by the 
Commission of a bifurcated tariff before they will agree to 
participate in solar financing. 
Assurances 

Although SoGal's demonstration solar financing program is 
scheduled to end after three years, the los.ns provided under this 
program will have a term of 20 years.. SoCal alleges that lenders 
have advised it that they must receive express assurances that the 
revenue stream generated by loan customers 'Will not be interrupted 
during the 20-year life of each loan." 'SoCal states that the lenders 
would be satisfied with assurances identical to those found in D. 93497 , 
as foll~s: 

"While acknowledgirlg our inability to bind the 
actions of a future Corzmlission, we neverthe
less state that trrz.y decision by a future 
Corzmlission to cut back or discontinue ZIP as 
no longer in the public interest can properly 
a.pply only to prospective £ina.ncings. To 
avoid confiscation of funds provioed in good 
faith by lenders, we will not interrupt the 
rev-enue stream on which lenders will have relied 
in maki:o.g Commiss ion-approved debt commitments .. " 
(D.93497, mimeo, p.17.) 

This request is reasonable and will be adopted • 
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Bifureated Ta=if£ 
, 

According to SoCal, the lenders also require a tariff ~:ith 
a. two-part rate, whereby debt: service is separately paid. Since we 
have already acknowledged the t:le::it of a bifurcated ta.~f for PG&E f s 
ZIP program,li SoCal argues that we should also autho=ize a bifurcated 
SoCal-SFA tariff.. Specifically, the Consel."'V'atio:l Cost Adjustment (CCA) 
rate would be divided into two separate rat:es: the Debt Se...-vice Rate 
and the Expense Rate. The Debt Service Rate would recoup all debt 
service costs under all circumstances. SoCal also proposes that we 
authorize it, as we did PG&E, to adjust the Debt Service Rate by 
quarterly advice letter, arguing that this would further assure lende::s 

that actual debt costs would be recOV'erec. in a timely manner. SoCal 
states that the Expense Rate shoulc. recover all nondebt costs, 
includ.ing administrative and general expenses, return on equity, and 
income taxes. SoCal argues that this rate would merely reflect the 
approach alreac.y taken in D.92854, where the CCA balancing account 
included all reasonably incurrec. solar demonstration program costs 
(D.92854, lXli:neo. Pl'. l2-13) .. 

'this proposal is reasonable and should be adopted. 
Findings of Fact 

1. It is necessary to have an assured revenue stream large 
enough to cover, at a minimu::o., 'tbe recoupment of debt service in a 
timely ma:nner \Ulder all circumstances in order to attract lenders to 
advance the borrowing envi.sioned for SoCal t s solar financi:cg program. 
In the absence of such security SoCal' s solar program cannot be 
project financed. 

11 "Although ZIP does not provide security in the tr.a.ditional sense of 
'2roject financing in that it does not provide a pledged assets 
~orm of security, PGandE's proposal to create a CFA mechanism 'W'ith 
a bifurcated rate provides a reasonable ~ns by which the 
Commission can guarantee potential lenders recovery of their debt 
service. Our approval of such a mechanism will entitle lenders 
to rely on the Commission's commitment to eFA debt service cost 
recovery. It (Decision 93497, mimeo. p. 17.) 
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. 
2. Debt Service is aefined to include principal not recovered 

from participants in a timely manner,. interest whether at a variable 
or fixed rate, and associated fees. 

3. Lenders w:i.ll advance the debt f\mds required by SoCal' s 
SFA only if the lenders can rely on the SoCal-SFA tariff and the CCA. 
procedure and balancing accOtmt to guarantee debt service revenue 
stream (Ner the life of the bo:rowings from the lenders and on the 

agreement between SoCal and the SFA relating to the assigm:lent of 
CCA. revenues and on the equity inves'tment to provide a "cushion" for 

the debt serviee. 
4. The public interest requires that the Commission institute 

a. CCA. procedure similar to SoCal' s GEDA procedure. 
S. The eCA procedure will entail periodic financitlg project 

letter filings by SoCal describing proposed financings. 

6. If the Commission approves a solar financing project letter, 
it will be with the tmderstanding that as to the solar finaneing, 
SoCal will be authorized to recoup through CCA rates the actual deb: 
service cost of such financing over its lifetime. 

7 • The CCA. should be diV'ided into two separately computed 
rates. I'he first rate ("Debt Service Rate") will cover the recoup
ment of debt service and will be subject to the Commission's commit
ment of full recovery. The second rate (''Expense Rate") will cover 
all nondebt costs, including administrative .mel general expenses, 
the return on equity,. and associated income taxes. '!he Debt Serviee 
Rate may be adjusted quarterly by advice letter filings to reflect 
cb.a:nges in applicable costs. The Expense Rate also may be adjusted 
and will be subj eet to Commission review of the reasonableness of 

such expenses in SoCal's CCA rate ease. 
8. The debt service costs eollected by SoCal ~der the Debt . 

Service Rate and Expense Rate are to be accOtmted for separately 
and -are to be transferred to the SFA immediately. Principal amoun:ts 
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collected from solar financing p~rticip~ts are to be accounted for 
separately and will be transferred to SoCsl's SFA immediately. 

9. CCA. revenues (net of SoCal' s franchise fee and uncollec
tible expenses) will be distributed by the SFA so that debt 
service costs will be satisfied first~ and the re~ on invest
ment in the SFA last. 

10. Lenders justifiably will be acting in reliance on the 
Commission's commitment to CCA. debt serv"ice cost recfNery whenever 
lenders make loaus to SoCe.1' s SFA to fund Commission-approved solar 
£in:mcings. 

11. 'While the ComIl:ll.Ssion has already found that SoCa1' s 
demonstration solar financing program is in the public interest 
and serves the public convenience and necessity ~ it recognizes 
that a future Commission could cletermine that further solar financings 
no longer would be in the public interest. If this should occur, to 
avoid confiscation of £tmds already lent in good faith by lenders, 
the Commission finds that only prospective finaneings can be affected 
and that CCA. debt service recfNery for previously approved so~r 
financing 'W'ill not be reduced or impaired in any way. 

12. A:n important cooponcnt of the CCA procedure 'Will be the 
CCA. balancing account and tariff (cost of service agreement) between 
SoCal and the SFA relating to the assignment of the CCA revenues to 
the SFA oy SoCal for costs incurred for solar finane1ng. ~ 
Commission expects SoCal to submit for approval by advice letter s:t1y 
such agreements and any credit agreements between the SFA anc1 lenderS 
concerning borrow1ng of solllr funds '" 

13. In negotiations with lenders, SoCal is expected to use best 
efforts to achieve a highly leveraged debt-to-equity ratio tn the 
SFA, a1thOT:gh a higher equity contribution by SoCal may be necessary 
in order to obuin favorable £inanciDg terms. 

14. '!he petition was sened on all parties in A.S9869 and 
011"42. No protests have been received. A public hearing is not 
necessary • 
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Conclusions of I..aw 

1. !he ~ssion is authorized by Public Utilities (YU) 
Code Section 28Sl to u:L:c.vestigate the feasibility of alternative 
methods of providing low-interest, long-tel:Ill financing of solar 
energy systems for utility customers, ineluding ..... direct financing 
by investor-owned utilities. .. ... " 

2. SoCal's demonstration solar financing program is intended 
to provide the Commission with information on the feasibility of 
providing direct financing by tavestor-owned utilities under PO Code 
Section 285-1 .. 

3.. It is in the ratepayers' interest to project finance solar 
financitlg and thereby achieve a lower cost of capital .. 

4.. The details of the project financing structure described 
in the findings of faet stated abO\l'e and in D.92854 and 93204 are 
fair~ reasonable~ and serve the ratepayers' interest. 

S.. The Commission has authority to assure eomplete ana 
timely recovery of solar debt service through CCA. rates on all 
Commission.-approvea solar financing borrowings trnder all cireum

st8.nces aver the life of the borrowing. Debt is the financing of 
an expenditure so that the cost of the expenditure is spreaa over 
a 'Jl1.mIber of years, and to the extent solar expenditures and 
financ:i.ngs are apprO'V'ed by the Commission, (1ebt service costs 
related to such financiDgs should be assured complete recovery .. 

6. Failure to :tmmec1iately approve details of the project 
financiDg structure proposed for SoCal' s £:i.nanc:il:lg program 'Will 
unnecessarily delay the program and its a~tendant benefits for 
ratepayers .. ' Therefore, the following order should be effective 
today. 

IT IS ORDERED that: 

. 1. Southern California Gas Company (SoCal) 1s authorized to 
assign the Conservation Cost Adjustment (CCA) tariff revenues to 
the Solar Financing Affiliate (SFA) • 
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2. The SFA, thrO'..l.gh SoCal, is authorized to recaver 1007. of 
the debt service fn a timely =anner and under all circumstances 
through the CCA. tariff for all Co:mnission-approved SFA borrOtdngs 
over the life of the borrOtdngs. 

3. For the debt serv'ice only, SoCal is authorized to make 
rate changes throu~~ advice letter filings for all Commission-approved 
SFA borrowings.. Once II spec1fic borrOtdng has been appraved by 
project letter and coccitted, subsequent hearings will not be 
initiated by the Commission relating to that specific borrOtdng. 

4. The CCA. balancing aecO".mt will not be terminated so long 
as SFA borrOtdngs remain outs umding .. 

Tnis order is effective today. 
Dated NOV 131981 , at San Francisco, CalifornitL • 
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