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1. Introduction

This proceeding, on the consolidated applications listed
above, concerns Pacific Gas and Electric Company's (PGSE's) request
for the Commission to authorize the systemwide expsnsion of its
Zero Interest Program (ZIP) of conservation financing, and for
authorization to imcrease electric and gas rates ©o carry out ZIP
and PGGE's Residential Comservation Service (RCS) program for 1982.
By Application (A.) 60700, PG4E is seeking 517,620,000 in revenue
requirements to Carry out the RCS progran in 1982, the revenue TO
be collected by increasing base rates dby $0.0013% per therm £or gas
and $0.00006 per kilowatt-hour (kWh) for electric base rates. By
A.6070L, PG&E is requesting $33,295,000 in revenue requirements for
1982 to carry out ZIP systeawide, the resulting increase in rates to
be collected in its Comservation Financing Account (CFA) rates by
increasing the curreantly authorized levels of $0.00105 per therm for
all gas sales and $0.00002 pex KWh for electric sales to $0.00329
per therm and $0.00016 per KWh, respectively.

After extensive hearings the Commission authorized PG&E
on January 28, 1981 <n Decision (D.) 92653 to launch a test of ZI?
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{in its San Joaquin Division. The test, knowm as Phase I, formally
commenced inm April 1981, although full-scale implementation was not
achieved until September.

In D.92653, issued in A.59537, the Comnission ordered
further hearings to consider whether ZIP should be expanded throughout
the rest of PG&E's service area, Phase II. These hearings were
conducted from April to Junme of 198l.

On July 1, 1981 PG&E £iled A.60701 for an increase in rates
with which to carry out the systemwide expansion of ZIP, and A.60700
for an increase in rates to implement RCS in 1982. 2ZIP, among other
things, was designed to amplify conservation results from activities
PGSE is required to perform under the federally mandated RCS program.
RCS requires major utilities such as PG&E to provide home energy
audits and services to their customers. In California, it is govermed
by a State Plan created and administered by the California Energy
Commission (CEC). Given the relationship between ZIP and RCS, the
Coumission consolidated these cases with A.59337.

At PG&E's request the Commission issued D.93497 on
September 1, 198l approving various details of the project financing
of ZIp.

Bearings were held from September to November, 1981 on the
consolidated rate applications. A total of 47 days of bearings
relating to ZIP and RCS have been conducted, and the record includes
over 100 exhibits and almost 5,600 pages of transcripts. The fLollowing
parties actively participated: PG&E, CEC, the City of Palo Alto
(Palo Alto), the Western Mobilehome Association (WMA), the Natural
Resources Defense Council, Inc. (NRDC), the SolarCal Council and
Local Government Commission (SolarCal, the Southerrn California Gas
Company (SoCal), and the Commission staff. The consolidated applica~
tions were submitted on December &4, 193L, with the receipt of
concurrent briefs, and we are now prepared to issue our decisiom.
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I1. Positions of the Parties
A. Pacific Gas and Electric Company
1. ZIp Should Be Expanded Systemwide

PGSE feels that ZIP will be a fundamental element of its
total efforts to take advantage of conservation as an energy resource
for its ratepayers. Z1P represents a sound investwent which will
achieve very significant energy saviangs over the lifetime of the
installed measures. The evidence shows that by the year 2005, a
systemwide ZIP will save an estimated 6.1 billion therms of gas and
145 billion kWhs of electricity.

Based on current projections of 1982 energy conmsumption,
estimated ZIP energy savings would be enough to meet the natural gas
requirements of all PG&E residential customers for 32.6 months and

to meet their entire electric requirements for 9.7 months. Assuing
for illustrative purposes that these savings accrued at an equal rate

each year, they represent the yearly energy equivalent of almost
S million barrels (MM Bbl.) of oil (4.07 MM Bbl. for gas savings and
.967 MM Bbl. for electric), for & total energy savings of 120.8 MM Bbl.
over the life of the installed measures.

a. ZIP Can Be Project Pinanced

Since the issuance of D.93497, which provided PG&E with

a structural framework for the project financing of ZIP, PGC&E has
pursued negotiations with prospective lenders to arrange foxr the initial
financing of Phase II. Although detalled negotiations and documentation
remain to be completed, the framework for ZIP financing which that
decision provided appears acceptable to lenders, and a conditional
commitwment letter containing the basic terms for the initial Increments
of financing already has been obtained from prospective lenders.
Approval from PGSE's Board of Directors for systemwide expansion of
ZIP on a project-financed basis also has been given.
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In {ts decision in the current proceedings, the
Commission should reaffirm its commitment to the project financing
of 2IP. It should expressly incorporate into Phase II the structure
and procedures for ZIP financing which it established in the second
interim decision, and authorize the use of project letter £ilings
(such as for approval of specific financings) and of advice letter
f1lings (such as for notification of rate adjustments of the CFA
debt service rate) complying with General Oxrder 96-A to obtain
Commission approval:

(1) of financial arrangements between
PGS&E and Pacific Conservation
Services Company (PCSC), PG&E's
financing subsidiary;

(2) of financial arrangements between
PCSC and lenders; and

(3) of quarterly rate adjustments
associated with the CFA debt
service rate (such as due o
fluctuations in interest rates)
as approved in D.93497.

b. Results from Phase I Testing Show that ZIP?
Can Stimulate Satisfactory Levels of
Customer Participation

Phase 1 efforts have served as the bulilding blocks upon
which Phase II can be exected. Phased implewentation allowed PG&E to
{identify and eliminate problems which could limit the success of
Phase II. Although Phase I developmental problems were not resolved
until mid~September, subsequent results have been dramatic and
positive. In a little over two months, more than 5,000 customers
requested ZIP loans under the newly developed Phase II-type procedures.
This achievement, together with the over 7,000 transitional ZIP loans
processed under 8% procedures means & total of over 12,000 custowers
already axre participating in Phase I. Furthermore, additional new
Z1P loans will continue to be added until the $10 million budget
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asuthorized in D.92653 is exhausted. DPGSE estimates that by the end
of Phase I the total of new Phase II-type loans could reach 7,000.

Phase I results to date indicate that the program design
{tgelf 1s workable and that customers will enthusiastically respond
to 1t. Phase I demonstrates that PGSE can promote and bandle the kind
of rapid influx of losn demand which by necessity must occur during
systemwide expansion in order to reach the 1982 prhase II participation
estimate of 250,000 loans. If in just one division DPG&E can
stimulate and process over 5,000 loans in a little over two months,
it is not unreasonable to anticipate that in all 13 operating divisions
it can stimulate and process up to 250,000 loans in the first year of
systemwide operation.

¢. ZIP Will Be Cost-Effective

PGSE's current marginal cost-based methodology for
estimating cost-effectiveness of a conservation program, &s applied to
ZIP in these proceedings does not pretend to be am exact science,
but it i{s sufficiently reliable to be used as the basis to authorize
systemwide expansion of ZIP. Forecasting the values for the assump-
tions to be used in the methodology also may be an uncertain science,
but PGLE has used its best estimates in the application of the
methodology to the ZIP program.

The evidence in these proceedings shows tbat ZIP will be
highly cost-effective from the societal, utilicy, and participant
perspectives. As calculated utilizing the staff's system average COst
methodology, the program is also cost-effective from the nomparticipant
or ratepayer perspective. It Ls slightly anoncost-effective, however,
from the nonparticipant ratepayer perspective wvhen estimated using
PG&E's methodology.

Specifically, PG&E's analysis showed:

(1) From the societal perspective, estimated
electric benefits exceed costs by a
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factor of 2.5 to 1; estimated gas
benefits exceed costs by a factor
of 3 to 1.

From the utility perspective, es-
timated electric benefits exceed
costs by a factor of 4.8 to 1; on
the gas side, this ratio increases
to 5.5 to 1.

From the participent perspective,
estimated benefits on the electric
side exceed costs by a factor of
4.5 to 1, while estimated gas
benefits are 5.2 times costs.

Thus, based on the criteria set forth by the Commission
in D.92653 and based on PGGE's best current estimates of enerxgy
savings and costs, PG&E's ZIP Phase II program is highly cost-
effective on an overall basis. In addition, the evidence indicates
that the vast majority of individual conservation measures included
in 2IP are also anticipated to be cost-effective.

In weighing the costs and bemefits of ZIP, it should be
recognized that the actual effects on ratepayers will be very small.
Rate impacts on a typical customer in 1982 due to the CFA will be
7 cents (¢) a month for electric and 104 a month (summer) or 21¢ &
month (wiater) for gas. For RCS, rate impacts on & typical customer
will be 3¢ per month for electric and 9¢ per month (summer) or 18¢
per month (winter). These figures are based on typical emergy usage
of 500 kWh and 45 therms (summer) and 95 therms (winter). The effects
of 2IP on the bills of residential custowers, because of their
relatively low consumption levels, are anticipated to remain swall
throughout the life of the program. Renters or customers consuming
within the lifeline block will experience an even smaller effect.

d. 2ZIP Will Not Be Anticompetitive

In response to Ordering Paragraph 1 of D.92978, dated
April 22, 1981, PGSE presented the expert testimony of
Dr. Jeffrey L. Skelton on the subject of the potemtial snticompetitive
effects of ZIP on conventional lenders.

-7-




-

A.59537 et al. ALJ/ec

Dx. Skelton's unrefuted testimony established the
following points:

(1) Because of very limited lending activity
for comservation improvements by con-
ventional lenders in the anticigated
dollar range of individual 2IP loans,
ZIP will not have adverse effects on
home improvement lending or consumer
lending in PG&E's service area, and
will supplement rather than compete
with lending opportunities for com-
ventional lending institutions;

(2) The current level of comservation
lenging by conventional institutions
is low:

(3) ZIP loans will be targeted at disad-
vantaged groups who may not ordinarily
be addressed by conventional lenders:

(4) Conventional lenders do not currently
rovide an equivalent of ZIP loans to
andlords; and

(5) Conventional lenders will have the
opportunity to participate in ZIP
through its project financing
structure.

It should also be noted that despite far-reaching notice
to lending institutions by the Commission, not ome such institution
made an appearance to oppose the utility financing proposal.

2. Systemwide Expansion of ZIP Should Include Certsin Details

a. 1Initial Phase Il Program Measures Should Be
The Same as Phase I Measures

The Commission should authorize PGS&E to begin Phase II
by offering the same measures under the same terms as set forth in
D.92653. Puture changes in the list of ZIP measures to be financed
are not only possible, but likely. PGSE will review actual experience
with the program and recommend additions or deletions to the list of
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ZIP measures in its annual rate applications, based on such
considerations as achieved energy savings, quality of contractor,
and do-it-yourself fastallation, and quality of measures as
wanufactured.

A minor exception to this general policy should be a
Phase II program modification which will authorize and encourage
mobilehome dwellers to participate in Phase II of ZIP. Mobilehome
dwellers should be allowed ZIP financing up to & $500 limit for rigid
polystyrene foam board insulation suitable for mobilehome installation.
Furthermore, special credit standards should apply to the mobilehome
market. The recommended credit standards perallel those for regular
21p participants, but take into account both the fact that wobile-
homes do not have as long & life expectancy as fixed dwellings and
that many mobilehowe owners are submetered customers of PG&E without
an ind{ividusl billing record which can be reviewed to determine credit
worthiness.

b. Initial Phase Il ZIP Procedures Should Be the
Same as Phase I Procedures, With Minor Exceptions

The Commission should authorize BG&E to go forward with
Phase I of ZIP utilizing the same procedures it approved {in D.92653.
Bowever, minor modifications to lien and credit requirements should
be made to improve cost-effectiveness, control program costs, and
ninimize likely bad debt experience.

PG&E's original ZIP proposal recommended that liens be
obtained to secure all ZIP loans in excess of $1,500. The major
banking institutions which are advising PGSE in arranging the project
financing of ZIP analyzed the use of liens for ZIP loans of $1,500
and up, and they noted numerous disadvantages to such a practice when
contrasted with bad debt collection remedies available through
alternative security. Increasing the dollar ceiling above which ZIP
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loans must be secured by liems will provide for greater flexibilicy,
increase likelihood of successful recovery in the event of nonpayment,
and will avoid unnecessary adainistrative c¢osts. For these reasons,
PCSE urges the Commission to permit it to raise the ceiling to $5,000,
and to secure loans in amounts below that by promissory notes, which
are quicker and less costly to process, wore popular with potential
customers, and which pernit {mmediate response through court action
in the event of a failure to pay a ZIP debt.

Another facet of the same problem revolves around who
will qualify for ZIP loans. PGS&E believes adequate safeguards agalinst
prospective bad debts can be achieved through rigorous application of
the more liberal credit standards concerning the customer's payment
history as a8 PG&E customer. Specifically, PG&E proposes to look at
a customer's history for the preceding year &s a PG&E customer.

All residential customers of record will be eligible £for ZIP loans
unless they have had either (1) ome or more "turnoffs,” or (2) wore
than three 24-hour notices for nonpayment of their bills. The
evidence shows this straightforward standard should Tesult in a 25%
improvement over the bad debt experience of the 8% ceiling insulation
financing program.

c. PGSE's Proposals for Targeting and Qutreach Efforts

For Special ZIP Markets Should Be Approved as
Reasonable and Appropriate

PGLE intends to market ZIP aggressively in order to
achieve equitable participation by low-income customers, the elderly,
minorities, and owners and occupants of remtal housing. In Tresponse
to Ordering Paragraph 10 of D.92653, PGAE filed testimony which
outlined detailed marketing strategy for such special target groups
of {ts customers. The plan articulated PGE&E's specific objectives:

(1) To make the program equitably
available to target groups.
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(2) To achieve participation in ZIP by
nenbers of target groups equal to
or greater than their proportion
of PG&E's total customer population.

(3) To draw extensively upon the
resources of commmity-based and
other organizations which may have
special abilities to extend ZIP
benefits to target groups.

(4) To integrate ZIP with federal
agsistance programs so that qualified
persons get maximum benefits from
each without duplication or waste.

PGS&E has presented an ambitious but reascnable plan
foxr reaching the target markets. It analyzes these markets statisti-
cally, identifies disincentives to be overcome, and outlines various
marketing strategies and special outreach activities which can be
employed to make ZIP benefits available to the target markets.
Subsequently, in A.60701, PG&E further refined its design, proposing
to devote $4.5 million of a total $13 million administrative budget
for the 1982 ZIP program to outreach activities. FG&E proposes to
dedicate up to this entire sum to contracts with community agencies
or groups for direct, personalized marketing efforts among the target
customer population. Such efforts, building upon the agencies’
established credibility and intimate knowledge of the target markets,
should stimulate the desired levels of participation.

d. DPG&E's Proposed Schedule for Transition From

Phase I to Phase II Is Reasonable and Should
Be Authorized

Assuning the financing subsidiary 4is established and
functioning so that sufficient funds are available to meet customer
demand for ZIP loans, PG&E proposes:

(1) To expand the program within 45 days
of receiving aYlogicessary regulatZQy
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approvals to its Bay Area divisions
(East Bay, San Jose, San Francisco,
and North Bay);

(2) within 90 days after completion of
the first expansion, to its Coast
Valleys, Stockton, and Sacramento
divisions; and

(3) within 90 days of the second expan-
sion, to the remaining divisioms.

PG&E proposes to commence Phase II expansion in the
Bay Area, noting that the mejority of PG&E residential customers
live in those four divisions, and that the utility wants to make
ZIP available to as many customers as possible, as rapidly as possible.

3. PG&E's Recommended CFA Rates and Rate Design
Proposals Should Be Adopted as Reasonable

a. Proposed CFA Rates Are Reasonable To
Carry Out Phage II of ZIP in 1982

PG&E has presented its best estimates of revenue
requirements to carry out the first year of a systemwide ZIP progran
structured Iin accordance with D.92653. Since PGS&E seeks to maximize
energy savings through consexvation which will be accomplished by
ZIp, it has not set arbitrary limits on program's size over its life.
It 1s the penetration estimates for ZIP which drive the 1982 revenue
requirements, not the other way aroumd.

The only testimony which challenges the revenues PG&E
seeks came from the staff. The staff did not, however, take issue
with PG&E's program design, administrative plans, or persomnel
requirements, but staff recommended a $4.9 million reduction to the
proposed CFA rate increase entirely due to its differing estimate of
measure penetration. However, the record reveals that the lower
staff-estimated penetrations levels for f£loor insulation, clock
thermostats, storm dooxs and windows, and intermittent ignition
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devices (IIDs) are flawed by improper comparisons and assumptions.
submits that its penetration estimates for ZIP measures are more
accurate than those presented by the staff, and that no reduction
to the CFA rate increase requested should be made on that basis.

PGSE maintains that there is no fat in A.60701. The
$33.3 million requested represents the minimum revenue requirement
for 1982 1f ZIP is to meet its ambitious targets. PG&E believes
that any reduction to the CFA rate requested not only would be
wmjustified, but also could undermine the chances for Phase II
success. Despite the existence of a balancing account, PGS&E's
current financial health will not permit it to expend money beyond
the amount authorized in this proceeding.

b. Overall Rate Design Should Be Done in

Conjunction With PGSE's General Rate Case,
A.60153

To promote rate stability, PGL&E testified that overall
rate design for both the CFA and RCS rate increases should be accom-
plished in conjunction with the upcoming decision in PGE&E's test
year 1982 general rate case. Although PG6E has proposed rates on &
uniform ¢/therm or ¢/kWh basis, it also has proposed that actual
rates established by & decision in these proceedings be set in
conjunction with the rate design principles established in the
decision resulting from A.60153. This can be accomplished by
authorizing recovery of revenue requirements in these proceedings
through the actual rates established in the decision in A.60153.

In any event, the CFA rate is a balancing account
factor to provide revenue to the CFA balancing account on a uniform
é/therm or &/KWh basis. PG&E is not proposing to change this

relationship. The CFA balancing account factors should be increased
to 0.329 é/therm and 0.016 ¢/kWh.
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¢. All Customers Should Share in ZIP Costs

In considering A.60263 to modify PGSE's Gas Adjustwent
Clause, the Commission granted rehearing of D.93198 limited to the
question whether resale customers of PG&E should pay for its
conservation programs. Consideration of this Issue was congolidated
with the ongoing ZIP and RCS proceedings.

Two parties presented testimony on the rate design
question. Palo Alto and SoCal argued that as resale customers of

PG&E they should be exempt from CFA rates since they conduct their
own conservation programs. If not exempted, They claim their retall
customers will bear a double cost burden.

PGSE presented testimony explaining why it is reagonable
for resale customers to pay CFA rates:

Conservation is equivalent to any
conventional or new source of gas
supply. Because each therm of gas
a customer conserves is avallable
for another customer's use, the
need to acquire new supply from 8
traditional or new source is reduced.
Therefore, conservation is just as
valid a source of supply as would be
a new gas contxact, & new storage
facility, or a new synthetic natural
gas plant.

As demonstrated by the prior testi-
mony the ZIP program will,over the
course of the life of the installed
weatherization measures, save FGSE
money as a result of not having to
purchase equivalent gas supplies.
These savings will be reflected in
the rates of all ratepayer<s,

including resale customers. Similarly,
the costs of the prograzm as reflected
in the CFA rates, should also be borme
by all customers. It is inequitable
for all to share the benefits without
l{kewise sharing the costs.

14~
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PGSE submits that it is equitable and consistent with general Commission
policy on rate design to apply the cost of PGS&E's conservation
programs such as ZIP to all customers, including resale customers.
Although CFA rate increases will be applied to all

sales on the gas side, PG&E recommends that the Department of Water
Resources (DWR) and Experimental Schedule A-20 should be exempted
on the electxic side. This proposed rate cesign would be consistent
with Commission policy and would avoid masking the results of the
time-of-use rate testing being conducted in connection with Experi~
mental Schedule A-20.

4., 1982 RCS rrogram Is Reasomable and Should Be Funded

a. RCS and Its Procedures Are Fully Integrated With
2IP ané Both Programs Are Needed to Achieve
Conservation Goals

PGGE believes there is ample evidence in the recoxrd to
demonstrate that PG&E's 1982 RCS program by itself represents a
valid conservation investment for PGSE ratepayers. However, RCS and
ZIP have been designed from the very beginning to be completely
integrated with each othex. ZIP depends upon RCS audit recommenda-
tions for financing balf of {its measures; it also builds upon RCS
procedures throughout its program design. Given this symbiosis
between the two programs, any inadequacy in RCS funding inevitadbly
will be reflected in decreased achievement of ZIP goals.

PGSE therefore urges the Commission to recognize that
the utility's ZIP and RCS applications represent & "package" and
that {t must approve the requested rate increases £or both programs
{f 1982 conservation goals are to be achieved.

b. RCS Will Be Cost-Effective

PGSE provided credible evidence demonstrating that RCS

1s cost-effective. Based on preliminary results of market research,
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PCSE was able to calculate the cost-effectiveness of PG&E's 1982 RCS
program and determine that from a societal perspective, estimated
benefits on the electric side will be approximately three times the
costs; on the gas side, estimated benefits will exceed costs by a
factor of approximately 1.4. These benefits do not include external
effects such as environmental improvements or reduction in imported
oil. Similarly, from the utility perspective, estimated electric
benefits exceed costs by a factor of approximately 17, while
estimated gas benefits are approximately 7.3 times costs.

¢. The Use of the ENERCOM Computexr System Is
Reasonable and Should Be Authorized

In oxder to produce the energy savings information which
it must give to customers as part of RCS audits, PGS&E is using the
ENERCOM system. ENERCOM is a computerized system certified by
Department of Energy (DOE) which calculates savings based on detailed

measurements and evaluation of a customer's home. When PG&E's auditor
collects data on the dwelling, they are entered into the computer which
then creates & mathematical model of the building "thermal shell”

and evaluates the energy consumption effect of adding applicable

RCS measures.

PCSE has evaluated altermative systems to ENERCOM, and
currently is performing a thorough analysis of such alternatives,
including use of in-house computer support. At the present time,
however, ENERCOM is providing a vital RCS service and its comtinued
use should be authorized. If PG&E is able to identify a less costly
but equally or more effective alternative to ENERCOM, of course,
it will seek Commission authorization to take advantage of £t.

d. PGSE's Multi-Unit Dwelling Audit Procedures
Are Reasonable and Should Be Adopted

An essential objective of FG&E's RCS and ZIP programs
i8 to reach the rental market, a goal which the Commission has conceded




A.59537 et al. ALJ/ec

presents special challenges. A key element in PGS&E's plan to achieve
conservation goals in the rental market is its MUD audit program.

A detailed explanation of the procedures necessary to audit MUDs

is present in Exhibit 99. Between ZIP and RCS roughly $3 million
in administrative expenses has been allocated to the MUD program.
PGSE's MUD plans are based in part upon actual experience gained

in & pilot program of MUD audits conducted in the San Jose division.
That evidence showed that the utility's procedures for MUD audits
and its estimates of persomnel requirements and costs to reach its
1982 RCS target of serving complexes with 60,000 dwelling units

are reasonable.

e. Rates Requested For PG&E's 1982 RCS Program
Are Reasonable and Should Be Authorized

PGSE believes that fLts 1982 RCS program fully complies
with federal and state law. It also believes that the costs and
budget for that program are reasonable. Specifically, it takes
issue with staff, who through unsupported and unjustified recommenda-
tions for reductions in program and labor costs,would reduce RCS
funding by $3,722,000.

For example, staff's figures were based on an incorrect
understanding of the amount of time and labor required for MUD audits:

(1) Staff failed to comnsider actual needs
for persommel to staff PG&E's Energy
Consexvation Center;

(2) Sstaff failed to consider that its
proposed reduction in the number
of RCS auditors would increase the
likelihood of audit backlogs;

Staff failed to take into account
elenents of time required for PG&E
supervisory and support staff such
as division managers, division
marketing managers, and gemeral
office and budget officers; and




A.59537 et al. ALJ/ec

(4) Staff based 1rs cuts in part upon
totally unsubstantiated allegations
of possible double accomting of
RCS costs in other applicatioms.

Staff also failed to take into account that a reduction in the
availability of RCS auditors resulting from its proposed cuts in
the auditing staff wuld likely increase demand for Class B (do-it-
yourself) audits; instead of increasing the staffing to handle
Class B audits, staff decreased it.

PGS&E, on the other hand, amply demonstrated the
reasonableness of its estimated 1982 RCS costs through its witnesses.
PGSE submits that the Commission should disregard the reductions
proposed by staff and authorize the full 1982 program budget and
the full increase in rates as requested.

B. Intervenors
1. Californis Energy Commission

The CEC i{s predominantly concerned with ome issue. The
CEC maintains that the proposal by the Commission staff for a
$15.00 audit charge must be rejected.

The Commission staff has continued in this proceeding to
advocate the institution of & $15.00 charge for RCS audit recipients.
As the CEC demonstrated in the SoCal ZIP/RCS proceeding, such an
action by the Commission would be improper for several reasons:

(a) The staff's recommended imposition of a $15.00
charge for audits violates the terms of the
RCS Plan. Section X(B)(2) of the California
Plan states that RCS costs are to be charged
to all ratepayers as are other current operating
expenses. Charging audit costs to perxticipants
rather than to all ratepayers would require
amending the RCS State Plan. The Commissiom,
therefore, does not have the authority to
institute such a charge.

The Commission staff recommendation does not
include consideration of two issues which
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federal law establishes as preliminary to
determining the amount to be charged.
Specifically, Congrecss requires considera-
tion of the customer's ability to pay and
the likely levels of participation which
would result from such a charge. (42 USC
8216(c)(C).) These federal statutory
¢riterla have not been met.

The Commission cannot ?ropcrly implement a
$15.00 charge for PGAGE's RCS audits because
the Commission staff has failed to provide
factual information to support that
altexnative.

2. Natural Resources Defense Council, Inc.

NRDC supports the application for an adjustment in PGSE’s U//
electric and gas rates to provide funds for RCS and ZIP in 1982.
There is an enormous, untapped potential for cmergy conservation.
Although prices for gas and electricity have comtinued their dramatic
upwaxd ¢limb, only a small fraction of the possible cost-effective
residential conservation weasures have been implemented. Price alone
hag falled to push society close to the optimal point, where oux

. energy needs are satisfied with the minimum overall expenditures on
enexrgy production and comservation. Signiffcant barriers to
conservation Iinvestment prevent the expected consumer actions from
taking place. Two of the major impediments to Increased comsexvation
are i{nsufficient information and the unavailability of capital. RCS,
as proposed, would help provide the information; ZIP, in place
throughout the PGS&E service area, would finance measures otherwise
almogt certainly left undone.

A staff witness has suggested that RCS suffers from biases
against noaparticipants and conserving customers, umnecessary audits,
and insufficient rigor and comsexrvation potential. These criticisms
of RCS are ecither unsupported or unrelated to the decision pending.
The suggested staff solution is a $15 direct audit charge. This
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would fail to solve the problems feared by the staff, and it would
severely restrict RCS and reduce the energy conserved.
3. SolaxCal and Local Government Commission

The testimony provided by SolarCal focused on two primary
issues: Pirst, the ZIP/RCS programs should provide enezrgy savings
in a8 cost-effective manner; and second, the programs should be defined
broadly enough to allow local {nitiatives and involvement.

a., The Commission Must Establish Goals and
PGSE's Conservation Services Must Meet
Such Goals

A comservation service proposal must be cost-effective
in order to maximize its chances of success. If conservation and
renewable energy use are less expensive than conventional alternatives
only in theory but not in fact, then such programs are failures. The
state role in the emergy-related utility customer services programs
should be to establish cost~-effectiveness goals for energy savings

under such progrems, then carefully monitor them to ensure the goals
are met, and to take actions necessary to correct failures or maintain
successes.

The Commission should establish the value of conserva-
tion and peak reduction to the utility system and hold individusl
utility program efforts within that amount. This approach would likely
entail a substantive delegation of program administration from the
Commission to the utilities, but monitoring by the Commission and/ox
the CEC can be sufficient to ensure that the cost goals are in fact
being met. This will further ensure the long-term competitiveness of
conservation and solar with comventional sources of energy.

b. PG&E's Conmservation Services Should Incorporate
Local Commumnity Participation

There is clear potential for supplementing ox comple-
menting the efforts of the RCS or ZIP programs with local participation.
For example, mandatory retrofit ordinances provide a means to affect
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rental housing which 4s traditiomally difficult to impact voluntarily.
Mandatory vYetrofit is more cost-effective than a voluntary audit or
loan program. Yet, PGSE cannot guarantee it will be able to cooperate
with local governmments to support such ordinances by providing either
audits and/or inspections to deterwmine compliance. This damages

local efforts with the ordinances, an effect the Commission surely
does not intend. It is incumbent upon the Commission to devise a
program which allows for local participation.

4. Low-Income Organization Intervenors and
La Raza National lawvers Associlation

The fact that no information Ls available from PG&E
regarding the participation of the low-income, elderly, non-English
speaking, and renter groups should be dispositive of the proceeding
at this point. Whether Phase I, which limits ZIP to specified service
territories, is being implemented without prejudice to the interests
and of participation of these identified groups is impossible to
ascertain now. To extend ZIP into Phase II by allowing the rate
increase for ZIP funding without adequate data on this issue would
work on inequity to all those ratepayers for whom there is mo short-
term relief or long-term bemefit because their lifestyles are
necessarily restricted by the constraints of limited budgets. This
result, certainly, is not what the Commission would like to see happen
with a prograw such as ZIP.

5. City of Palo Alto and Southern Califormia Gas Company

Palo Alto and SoCal, as resale customers with comnservation
financing programs comparable to FGS&E's, urge the Commission to
exempt them from PGGE's proposed CFA and RCS rates. Palo Alto’s
rationale, which is also applicable in part to SoCal, supports
Commigsion authorization of an exemption for resale customers.
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Palo Alto has presented substantial evidence and testimony
regarding the existence and quality of Palo Alto's own comservation
programs, which parallel those of PG&E. Specifically, Palo Alto
conducts its own RCS program pursuant to federal law, and furthermore,
since April 1978, has offered its customers an insulation financing
program entitled "Home Weatherization Program,” which is Palo Alte's
counterpart to PG&E's ZIP.

Since Palo Alto's ratepayers currently pay for the operating
costs of Palo Alto's RCS anc conservation financing programs, it is
{nappropriate and grossly unfair to charge the cost of PGAE's similar
conservation programs to Palo Alte ratepayers, especially since
Palo Alto retail customers are not eligible to participate im PGSE's
ZIP and RCS programs. Recognizing the inequity of this double cost
burden upon Palo Alto customers, this Commission, in D.92906, recently
exempted Palo Alto and the other PG&E resale customers from PGSE's
solar financing expenses (SFA), thus, establishing a clear precedent
for exempting Palo Alto from the proposed rates in the present
proceeding.

In addition to Commission precedent, there are other con-
siderations that strongly support Palo Alro's exemption from PGSE's
RCS and CFA rates. Most importantly, the future of Palo Alto's award-
winning, innovative conservation programs, which indirectly benefic
all PGSE customers by reducing PGE&E's gas purchases at marginal costs,
is dependent upon adequate fimancing. Palo Alte's gas utility, which
is currently operating at an increasing deficit, simply cannot afford
to pay for PGSE's comsexvation programs and, 8t the same time, finance
its own similar prograems. Palo Alto's exemption £rom PG&E's CFA and
RCS rates becomes even more cruclal Lf Palo Alto is to expand its
conservation efforts in a manner comparable to PGSE.

Finally, the substantial benefits derived £rom Pale Alto's
conservation programs,which programs serve as & yardstick to measure
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PGSE's programs and as a model for other utilities and communities,
clearly outweigh the minimal financial effect that the requested
exemption would have upon PGS&E's other customers, f.e., 8 mere
$0.00007 per therm increase for sll customers, which represents only
a five-cent per year increase for residential customers.

C. Commission Staff

1. Staff Testimony Supports the Cost-Effectiveness of

ZIP But Challenges PGS&E's Expected Market Penetration
Rates

Staff testimony focused on PGE&E's cost-effectiveness
calculations, particularly PG&E's figures for the marginal costs of
equivalent supply and the average cost of electricity and gas. The
analysis showed that PGSE significantly understated the marginal
costs of electricity and overstated what PCSE describes as “the
average rate that would have been paid for the units of conserved
enexgy in 1982." Staff's estimate of 129 mills per kWh for the

marginal cost of electricity for 1982 exceeds PGSE's estimate of

103.5 mills per kWh, and his estimate of 800 mills per therm for

the marginal cost of gas for 1982 exceeds PGSE's estimates of 739 mills
per therm. In effect, because of these differences staff finds the
ZIP program even more cost-effective than PG&E does.

The staff carefully analyzed PGSE’s request for funding of
the ZIP program through 1982. As a result of this analysis, staff
recommends that PG&E be granted $28,357,000 for 1982. This is
$4,917,000 less than PGS&E's request of $33,274,000, the difference
resulting exclusively from staff's estimates of the market penetration
for various weatherization measures being lower than those submitted
by PGS&E. Lower market penetration, in turn, causes program COsts to
be reduced proportionately since & lower volume of ZIP loans entails
lower carrying ¢costs, & lower number of cdelinquent loans, and fewer
inspections.

Staff did not take exception to all of PGSE's market
penetration estimates, however, but rather only to those for floor

«23-
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Ingulation, clock thermostats, storm doors and windows, and IIDs;
the estimates for the remaining items he found reasonmable.

The table below shows PGSE's estimates and staff's
adjusted estimates for market penetration by measure:

Measure PG&E Estimate Staff Estimate

Floor Insulation 59,000 38,791
Clock Thermostats 100,000 32,760
Storm Doors & Windows 82 OOO 47 757
IIDs 60, 7000 12 376

Because staff found PGSE's estimates of market penetration
to be too high, it also concluded that the revenue requirement
proposed by PGS&E was excessive. Staff's recommendation is that
PGSE's requested revenue be reduced to conform to its market pene-
tration estimates. The below table shows PG&E and staff recommended

. revenue requirements.

REVENUE REQUIREMENT
IN THOUSANDS OF DOLLARS FOR 1982

PG&E Staff Recommended
Proposed Recommended Reduction

&) (c)

Loan Carrying Costs
a. Converted 87 Loans 3,115
b. ZIP Phase I Loans 1 051
¢. ZIP Phase II Loans 19,491 A91

Total 23,657
Administrative Costs 13,001

Provision for Doubtful
Accounts
a. Converted 87 Loans 283
b. 2IP Phase I Loans 92
¢. ZIP Phase II Loans 3,087

Total 3,462
Total Costs 40,120

Less Balance of Loan
Principal Capitalized
By Subsidiary from ZIP
Phase I Loans

Revenue Requirement
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Staff also reviewed the RCS program and PGSE's RCS budget
for 1982, sStaff argues that the RCS program in the current State
Plan is not cost-effective because the cost of Class A audits Iis
high and the potential emergy savings which result from an audit
alone are low. But although staff sees the RCS program &8s not cost~
effective, staff is aglso aware that the Californis Public Utilities
Commission (CPUC) is not lawfully empowered to alter the structure
of the State Plan and that the CEC is now formally reviewing the
State Plan for possible revisions. Thus the only substantive
recommendation staff makes is that the Commission Iimpose a $15
charge to customers for am RCS audit. Staff recommends, however,
that the $15 charge be waived for low-income persomns.

The purpose of a $15 charge is to discourage customers who
are not seriously intent upon energy conservation from requesting
an RCS audit merely for informational puxposes. Staff also believes
that PC&E customers would be encouraged to take greater advantage
of Class B~type audits by having the $15 fee apply only to Class A
audits.

Staff also offered testimony on PCE&E's RCS program expenses
for 1982, as submitted in A.60700. Because staff was concermed about
the RCS audit program not belng cost-effective, it thoroughly
reviewed PGE&E's budget to eliminate any waste. The staff witness
recommends that PG&E be granted a total of $13,898,000 for 1982 RCS
expenses instead of PG&E's requested $17,620,000. Staff's reduction
in PGSE's requested revenue for RCS is entirely due to adjustments
in labor costs; staff recommends fully funding PC&E's estimated program
costs, although it suggests that program funds be distributed
differently than PGSE estimated.

PG&E has requested $17,620,000 for 1982 to promote and
conduct 182,000 audits - actually 125,000 audits since 60,000 of this
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figure is derived from 3,000 MUD audits. It is important to notice
that PG&E's funding proposal for RCS program costs, unlike ZIP costs,
does not include & balancing account procedure dbut rather the revenue
{s to be obtained through base rates. Although PG&E states in
A.60700 that "the Increases sought in this application merely reflect
and pass through to customers only the effective increased costs to
PGS&E for the expense it must incur in carrying out the RCS progranm'
(p. 5), there is no mention in the application that the rates collected
would be subject to refund in the event that PGLE has overestimated
its costs for 1982. This is a serious deficiency in the proposed RCS
funding which the Commission ought to correct. I£f PG&E fails to
deliver the promised number of audits, there may be a substantial
overcollection. The Commission should require that RCS revenues be
collected subject to refund, particularly if the Commission decides
to grant PGA&E its full rate request.

There is also another reason that FG&E's estimated expenses
may be overstated. The CEC is currently revising the State Plan and
may make modifications to the RCS audit requirements which streamline
the procedures. As & consequence of CEC modifications to the State
Plan, the RCS program, as presented in this proceeding, may be
changed significantly by PGS&E. It would be & waste of time to require
PCGS&E to Teturn to the Commission to present new estimates of RCS
program expenses in light of changes in the State Plan. A better way
of dealing with the problem, at least for the first year, would be to
make RCS rates subject to refund.

2. Ratepeyers Should Not Be Penalized If PGS&E Fails
To Achieve Program Goals

PGSE may now be on the path of achieving the kind of program
results Lt promised the Commission back in April. The November 20th
report from FG&E indicates that there are 3,032 ZIP loans being
processed and that the average size of these loans is $967. Perhaps
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PGSE accurately stated that the poor results the f£irst six months

of Thase I were caused by start-up problems attendant to any

new and innovative program of the magnitude of Phase I. Staff is
willing to give PGS&E the benefit of the doubt, but for the Phase II
expansion the ratepayers should not be forced to pay for PG&E's
optimism. If Phase I had substantial problems moving forward in
only one PGSE division, it is a virtual certainty that PGSE will not
be able to expand systemwide without difficulty. In Phase I PGS&E
had considerable difficulty in delivering 1,132 ZIP loans over a
seven-month period, yet PG&E is now telling the Commission that in
1982 it will be able to delivex 182,000 RCS audits and 250,000 ZIP
loans. Staff wishes PGSE good luck in meeting these ambitious goals,
but, again, ratepayers should not be penalized if PGS&E fails to
achiceve these goals.

For RCS, PG&E 18 requesting that their full revenue request
be granted through an increase in base rates. Consequently, 1f PG&E
does not perform the full number of 182,000 audits in 1982 the excess
revenue will mexrely be kept by PG&E. It is for this reason that
staff recommends that whatever amount the Commission decides to grant
PGSE for its RCS program, the rates approved in this decision should
be made subject to refund to the extent that PGS&E does not achieve
the full number of audits. This should not merely be an item which
is the subject of a reasonableness review at the end of the year, but
rather a specific order from this proceeding; it is not an issue of
prudency, but rather a matter dealing with program costs and the rates
provided for the recovery of those costs. .

A similar problem, although clearly not as serious as the
one for RCS funding, occuxrs with PG&E's proposal for the CFA rates for
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ZIP. The CFA rates presented by PGS&E are designed to provide, on

an annualized basis, the full revenue requirement sought of
$33,295,000. Although it is true that the CFA rates will be collected
through a balancing account, and thus will avoid the possibility that
PC&E will receive a gift at the end of the year from excess Tevenue
collected, there remains the high probability that PG&E will not
achieve 250,000 loans in 1982 and, as a result, that there will be
substantial overcollections. Again, there is no reason for burdening
ratepayers with PGSE's optimistic speculations on 1982 results. The
remedy for this would be for the Commission to establish a band of
reasonableness for the balancing account--say 207--and to order PG&E
to file an advice letter if it appears that in any quarter the
balancing account will be overcollecting more than the band allows.
PG&E could be further ordered to reduce rates to eliminate the
excessive overcollections.

3. Neither City of Palo Alto Nor Southern Califormia Gas
Comwpany Should Be Exempted From the CFA Rate

Essentially, the argument against granting an exemption
from the CFA rate for Palo Alto and SoCal is that to do so would be
to open the door to any nonparticipant in the ZIP program to make
virtually the same appeal to the Commission. Both Palo Alto and
SoCal claim that they should be granted the exemption because they
each have their own conservation programs, and thus to bill them for
PGSE's ZIP program would be to, in effect, charge their customers
twice for comservation.

It is staff counsel's view that Palo Alto and SoCal share
in the benefits of ZIP and should, therefore, be required to pay for
its costs, just as all other PGS&E customers are required to do.
Testimony indicated that SoCal would benefit from PG&E's comservation
programs by being able to obtain more gas at lower prices because by
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reducing gas demand, PGL&E would reduce the need to purchase expensive
new increments of supply.

Although SoCal and Palo Alto should be comwmended for their
conservation efforts, the Commissicn should not grant either an
exemption from the CFA rate as both will benefit from ZIP and should,
therefore, be required to contribute to its cost. If SoCal or
Pale Alto is granted an exemption, the Commission could not properly
refuse to grant nonparticipating residential customers a similar
exemption from the CFA rate. The ZIP program can be a success only
if the burden as well as the benefits are distributed among all
classes of customers.

4. PG&E Should Be Required to Submit Coatracts For
Outreach Marketing to Competitive Bids

SolarCal expressed the concern that PGSE work effectively
with local commnities and take advantage of existing commumity
organizations and agencies. 7To assist the Commission in this respect,
SolarCal prepared suggested guidelines for contracted community
services. Staff counsel believes that these guidelines have merit and
that the Commission should adopt at least the recommendations for a
proposal selection process.

Staff counsel does not recommend that the Commission adopt
all of the guidelines preseanted by SolarCal but does recommend that,
in addition to the competitive bidding requirement, PG&E should be
ordered to develop its own guldes, incorporating as many ideas as
possible from the SolarCal guldelines, and present these for approval
by the Commission. It seems from the record im this proceeding that
PG&E camnot be trusted to have complete discretion in forming contracts
with community-based organizations. By requiring competitive bids

and offering all groups in the commrunity an opportunity to compete
for a project, there should be some assurance that PG&E will not be
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handing out blank checks to their favorite organizations. This
competitive bildding requirement should apply equally to RCS and ZIP
prograwm activities.

5. PG&E Should Be Ordered to Submit Detailed Monthly and
Quarterly Reports on the RCS and ZIP Programs

PGSE should be required To submit detailed monthly progress
reports so that the Commission will be fully informed on a current
basis about the performance of the programs.

Minimally the monthly reports should contain the following
information:

The total number and dollar amount of the
loans issued during the month and
cunulatively.

Total number and dollar amount of loans
in processing.

Average size of loans issued, and a
tabulation of the number of loans made

in $500 increments (e.g., 221 loans at
$500>or less; 334 loans at $500-1000,
ete.

A breakdown of the number of loans issued
to persons in the target groups of low-
income, non-English speaking, renters,
and the elderly.

The total dollars spent during the month
for advertising and promotion of RCS and
ZIP and a description of items included.

Additionally, staff recommends that PGS&E be ordered to
furnish the Commission with a copy of the records and reports that
PGSE 1is required to submit to the CEC for its RCS program. Staff also
recommends that PG&E be required to submit detailed quarterly reports
to the Commission which give a full accounting of all program costs
for ZIP and RCS.
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6. The Commission Should Consider Canceling ZIP After the
First Year If PG&E Substantially Fails to Achieve Target
Marketing Goals for Low-Income and Rental Participation

PGS&E £iled a marketing plan in which PG&E stated that omne
of its objectives was to "achieve participation in ZIP by membexs
of target groups equal to or greater than their proportion of PG&E's
total customer population.' This is & reasonable goal to assure
the equitable participation of all classes of customers in ZIP.
But this should not be regarded a8s a mere objective by PGLE; It
should rather be a f£irm requirement of the program. Staff counsel
recoumends that if at the end of 1982 PG4E substantislly fails to
achieve the level of participation described for the target groups,
the Commission should cancel further funding of ZIP. This is a
harsh penalty for conservation but one which ought to be imposed both
to act as a strong incentive for PG&E and to prevent the program from
inequitably burdening PG&E's customers.

7. PG&E's Rarte of Return in the ZIP Balancing Account
Should Be Adjusted to Reflect the Quality of its ZI?
Program

Zip with its CFA balancing sccount treatment of administra-
tive and general expenses is a cost-plus program that provides FG&E
with 8 guaranteed rate of return on its equity investment. Conse-
quently, there is virtuslly no incentive for PG&E to comntrol costs
for the ZIP program. This is inconsistent with Commission policy teo
promote efficient utility management through the provision of
reasonable economic incentives. For this reason staff counsel
recommends that the Commission adopt a rate of return penalty or
bonus for PGS&E's performance in the ZIP program.

Staff counsel recommends that the Commission put PG&E om
notice that such an adjustment will be mede as & result of a review
of the quality and efficiency of the 1982 ZIP program. Ideally, the
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rate of return adjustment would be made with reference to specific
performance goals. The Commission could simply take PG&E's own
goals for 1982 of achieving 250,000 ZIP loans and reaching the
appropriate number of targeted customers a8s the standard for the
first year of the program. 1I1f PG&E achieves these goals within
their proposed budget PG&E should be allowed to eaxn its full
authorized rate of return on its investment in ZIP. But Lf Lt fails
to achieve its goals, the rate of xeturn should suffer a downward
adjustment.

D. Discussion

Qur decision to authorize implementation of Phase I of ZIP
in PG&E's San Joaquin Division underscored our commitment to utility-
provided zero interest conservation financing as an imaginative and
cost~effective means to achleve significant amounts of long-term
energy savings in the residential sector. However, due to the
innovative nature of the program and its potential demands on the
utilicy's zresources, we decided to proceed on a phased basis with
systemwide expansion of ZIP. While this deliberate process has allowed
PG&E to identify ZIP-related problems and develop solutions, it has
occurred in an atmosphere of heightened ratepayer frustration with
the ever-increasing costs of gas and electric service. With ratepayer
resources strained to theixr limit, we must, more than ever, carefully
balance the benefits of a particular program with the burdens that
such a program imposes upon ratepayers.

We recognize that the ratepayers' ability to absord
continuous rate increases is limited. Before authorizing further
Jxate increases to cover lamplementation of any utility programs, we
must not only determine that such a program is cost-effective for
ratepayers but we must also ensure that the design of the program is
as efficient as possible. It is then our duty to authorize the
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minimum rate increase which will allow realization of the program's
planned benefits for ratepayers. With this perspective firmly in
mind, we will review PGS&E's consolidated request to increase its
gas and electric rates by $33,295,000 in 1982 to allow systemwide
{mplementation of ZIP and dy $17,620,000 in 1982 to carry out the
RCS program.
1. Zexo Interest Progran
In implementing Phase I of ZIP in the San Joaquin Division,
PGSE was authorized to provide zero interest fimancing, either with
or without an energy audit, for the following wmeasures:
a. Ceiling insulation,
b. Weatherstripping,
¢c. Waterheater blankets,
d. Low-flow showerheads,
e. Caulking, and
£. Duct wrap. (Hereafter referred to as the "Big 6" items.)
1f an energy audit demonstrated their cost-effectiveness,
the following conservation measures wexe also eligible for ZIP financing:
Wall insulation,
Floox insulation,
Clock thermostat,
Lighting conversion,

Storn or thermal windows/doors, multiglazed windows/doors,
ggdmovable insulation such as shutters and thermal drapes,

IID.

requesting revenues to allow systeuwide expansion of ZIP,
PGS&E strongly uxges that initial Phase II measures and procedures
substantially parallel the Phase I measures and procedures. The




A.59537 et al. ALJ/ec/in % *

evidence of both PG&E and staff indicates that the expansion of ZIP,
as proposed by PG&E will be cost-effective from the societal, utility,
and participant perspectives. Using the staff'’s methodology the
program is also cost-effective from the nonparticipant or ratepayex
pexrspective. When estimeted using PGS&E's methodology, the program

is slightly noncost-effective from the nonparticipant or ratepayer
perspective. However, based on current estimates of energy savings
and costs, PG&E's ZIP Phase II program is highly cost-effective on an
overall basis.

Although Phase II, as proposed, is already cost-effective,
we recognize the need for reducing program costs as much as possible
while maintainiag its efficacy. Accordingly, we will direct that
certain minoxr modifications be made to ZIP in Phase II. These modifi-
cations, while slightly xeducing costs, should, if anything, further
increase the cost-effectiveness of the program. The following program
adjustaoents will be approved for systemwide expansion of ZIP:

a. Repayment of PG&E-E:ovided loans will
commence immediately after issuance;
single-£family homeowners will repay
such loans in equal installments over
a 50-zonth period wnile all other
participants will be allowed a 100-
month payback period;

With respect to utility-provided
financing for installation of the

"Big 6" measures, a financing limit

of él,OOO will be imposed; zero interest
financing will be available for the

"Big 6" measure7 only if all the measures
are installed,l/ and

with respect to utility-provided financing

for iastallation of the remaining 21p

measures, & financing limit of $2,500 will

be imposed; zero interest financing will

be available for the remaining ZIP measures

only if the program participant installs

the "Big 6" measures in his residence.
The f£inancing limits of $1,000 and $2,500, respectively, are imposed
{in an effort to ensure equal allocation of program moneys améong poten-
tial ZI® participants. It {3 appropriate, for example, to limit the
cwner of a large single~family home to $1,000 in utility provided zero-~
financing for installation of the "Big 6" measures.

1/ This condition assumes that the remaining "Big 6  measures have not

previously been installed and further that it is feasible to install

then. “3pm

|
|




A.59537 et al. ALJ/ec/ks/jn *

The modifications which we authorize today xaise questlons
concerning the status of loans already ¢ffered by PGS&E ia its
San Joaquin Division, as well as 87 ceilingz insulation loans pre-
viously issued by PG&E throughout its service territory. In our
Phase I decision PGSE was authorized to comvert outstanding 8%
ceiling insulation loans issued in the Sam Joaquiz Division to zexo
interest f£inancing. Furthermore, from April 1981 to October 1981,
while PGE&E was refining its procedures and countrols for offering
zero interest financing, customers who signed up for 8% ceiling
insulation loans were informed that their loans would be entered at
87 interest but would be eligible for comnversion to zero interest
shortly thereafter. Customers in the San Joaquin Division acted in
reliance upon a Coxmission decision and PG&E's represemtations in
assuming their 8% loans were eligible for comversion. We camnot 3llow
these customers to act on such reliance to their detziment. »2G&E will
be authorized to permit all custowers of PGE&E in the San Joaquin
Division who entered into 8% loans before the effective date of this
order to convert their loans to zero interest. O0f course, zexro
{nterest loans previously offered to individuals whose eligzibility
would be terminated by this decision will also be honored as if still
authorized. '

With respect to customexs in PGE&E's wemaining divisions
who have signed up for 87 ceiling imsulation loans, their ability to
convert their loans will be conditional. 2G&E will be authorized to
allow conversion of such loans to zero interest conditiomed upon the
customer's agreement to Install the remaining "Big 6" coaservation
neasures Iin his residence. During the transition to systemwide implemen
tation of ZIP, PGS&E will be authorized to continue offering 8% ceiling
insulation loans until zero-interest £inancing becomes available in Iits
respective divisions. Such loans Issuved during the transitional phase
will be eligible for comversion to zero-interest rpon the customer's
agreement to Iinstall the remaining 24z 6" measures.

PGSE has requested increased revenues of $33,295,000 to

. meet Ilts projected goal of <Lssuing 250,000 ZI? loans in 1982. The
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adjustments to ZIP which this deciszion authorizes should allow
PG&E to meet its goal while slightly reducing the overall cost
of Phase TI. Modification of the loan repayment requirements

- reviged interest rates will have no perceptible effect on PG&E'S
requested revenue requirement for 1982 Phase II ZIP.

After careful analysis we have determined that we will
reduce PGEE's requested revenue requirement of $33,295,000 to
$29,000,000. A combination of factors prowpts this reduction 5
of $4,295,000. TFirst, we believe that increased utility efficiencies |
can serve to reduce the estimated $12,000,000 in administrative
expenses allocated to ZIP. We strongly encourage PGSE to insure
that the bulk of ZIP~related dollars are earmarked for inmstallatiom
of conservation measures rather than for administratiom of the
program. Secondly, controversy surrounds the issue of estimated
warket penetration estimates for ZIP measures. While we reject

staff's recommendation that PGC&E's requested revenue be reduced
by $4,917,000 to conform to staff's lower market penetration

estimates, we £ind that PGS&E's penmetration estimates are somewhat
optimistic and overstated. Our reduction of PGSE's requested
revenue requirement reflects this conclusiom.

Qur concern with ratepayer-home costs cannot be
overezphasized. Checks have been built into the system which will
ensure that ZIP-related costs will remain reasonable during the
first year of systemwide expansion. In addition to the existence
of the CFA balancing account, we will carefully monitor ZIP? costs
and results on a monthly basis, culminating in an annual review
to determine the future reasonableness of PGSE's ZIP.
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We also reject certain recommendations of the staff
respecting inclusion and exclusion of ZIP measures. Specifically,
we reject staff's proposal that only silicome caulking be £inanced.
In addition to varying with the RCS program, such a limitation
raises the potential for anticompetitiveness claims by manufacturers
of nonsilicone caulking. We reject staff's recommendation to exclude
clock thermostats from the list of ZIP measures. Clock thermostats
can save energy, especially when used to avoid all-day heating or
cooling of homes while occupants are away. TFinally, we do not accept
staff's proposal that pipe wrap should be financed for electric
waterheating customers without an audit. Currently, pipe wrap is
among those measures which can qualify for the 407 state conservation
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tax credit only if recommended in the course of an RCS audit, It
would be inappropriate and unregsonsble for PGSE to encourage its
customers, through zero interest finmancing, to install such a measure
and forgo the tax credit. Additionally, adoption of this recommenda-
tion would replace a state subsidy customers otherwise could receive
with a8 ratepayer-£financed loan.

We axe prepared to move forward with Phase II of ZIP, as
modified, as soon as practical. However, the application process
has served to raise many questions agbout the details of a Phase Il
ZIP. Both PGSE and the staff request Commission direction with
respect to the various recommendations and proposed sdjustments for
Phase I1. We will now address ourselves to those details by £irst
turning our attention to PGSE's recommendatioms.

PGLE requests the Commission to incorporate in this decisiom
the project financing structure and procedures as set forth in
D.93497 , the second interim decision issued in these proceedings.

It appears that the prospects for success in achieving the project
financing are good. Accordingly, we will reaffirm our commitment

to the project financing of ZIP by expressly incorporating into
Phase 11 the essentials of D.93497. We will authorize the use of
project letter filings for approval of specific finmancings and the
use of advice letters for notice of rate adjustments to the CFA debt
service rate.

We agree with PG&E that Phase II of ZIP should continue to
be fully integrated with RCS to achieve maximum economy and efficiency.
PG&E’s ZIP program is clearly designed to take full advantage of the
features of the RCS plan in sccomplishing its conservation objectives.
Ve previously recognized in D.92653 that it is necessary for ZIP to

conform to RCS requirements and we reaffirm that recognition in our
decision authorizing Phase II.
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We will adopt PG&E's proposals for targeting and outreach
efforts to achieve equitable participation by low-income customers,
the elderly, minorities, and remters. Its special marketing slan

1s reasonable as s its propdsal o dedicate up to_$4.5 miilion

of the total estimated $13 million administrative budget to comtracts d
with commmity agencles or groups for direct, perscnalized marketing
efforts among the target customer population.

We belleve it 1s critical to the success of Phase II in
reaching target markets for PG&E to encourage and actively enzage
the participation of local community groups and agencies. SolarCal
bas sugzested that guidelines be established to govern IG&E's efforts
in contracting with existingz commmity organizations to assist in
outreach efforts. Scaff counsel recommends that the Commission
require PGSE to select such commumity organizations on the basis of
a competitive bidding process. We will not impose such requirements
upon PG&E. We think it is more important to provide the utility with
the necessary flexibility to manage its program. 2G&E's efforts and
results in this ecritical area of extending ZIP benefits to the target
markets will be carefully scrutinized in the subsequent rate pro~
ceedings, and appropriste action can be taken at that time. We will
accept the staff's recommendation regarding development of guidelizes
to govern PG&E's conduct in contracting with outside organizations
for ZIP-related services. PG&E will be ordered to develop its cwn
guidelines, incorporating as many Ideas as possible from SolarCal's
guidelines, and to submit them within 90 days of the effective date
of this decision for Commission approval.

Given authorizatiom of Phase II, FG&E proposes to expand the
program within 45 days to its Bay Avea divisioms. Withirn 90 days after
completion of the first expansion, Phase II will be extended to the
Coast Valleys, Stocktoen, and Sacramento divisions. Within 90 days
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of the second expansion, Fhase II ZIP will be made available in the
remaining divisions. This proposed transitiomal schedule is regsonable
and will be adopted.

During the proceeding representatives of the mobilehome
industry voiced concerns that their constituents, the approximately
125,000 to 150,000 mobilebome dwellexrs in PG&E's service area, were
excluded from sharing in ZI? benefits. Their concerns are well-
taken. To alleviate this inequity, we will adopt PG&E's recommenda~
tion for participation of mobilehowe dwellers inm ZIP. The adopted
proposal includes financing up to a $500 limit for rigid polystyrece
foam board insulation suitable for mobilehome installation.

In D.92653 we directed that ZIP loans should be available
only for residences constructed and occupied prior to Jazuary 28,
1981l. This matter was left open for further consideration in the
Thase II hearings. The evidence presented indicates that the cutoff
date adopted in D.92653 should be continued.

PC&E requests that minor modifications to lien and credit
requirements be made to improve cost-effectiveness and control progran
costs. We will authorize PGE&E to inecrease the dollar ceiling above
which ZIP loams must be secured by a lien to $5,000. Loans in amouwmts
below $5,000 will be secured by promissory notes. We agree that such
security is easier and less costly to obtain and that it will provide
ample protection to ensure repayment of the ZIP loans. Although
theze is 2 $3,500 limit on utilisy-provided zezo~interest £inancing vo individual
2IP participants, it is possible for ZI2 locans o exceed $5,000 in the case of
MCDS.

PGLE also proposes to 2pply more liberal credit standards
to cetermine its customers' eligibility for participdtion in Phase II

£ ZIP. PR2G&E intends £0 review a customer's history f£or the preceding
vear. Residential customezs will be available for ZI? loans unless
they have had either (a) ore or more "turnoffs,” or (b) more than

-30=
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three 24~hour notices for nonpayment of their bills. We will adopt
PGSE's liberalized credit standards as a test of eligibilicy for
ZIP. We will also adopt PG&E's more libexal eligibility standaxds
for mobilehome dwellerxs.

PG&E recommends that the Commission adopt standards for
nonitoring and reporting on Phase II ZIP progress. We agree with
staff that the Commission cannot siwply await the 1982 ZIP reason-
ableness review for information xegarding the progress and efficacy
of Phase IX. Staff recommends the £iling of detailed monthly and
quarterly reports indicating the status of both ZIP and RCS. The
staff recommendation is reasonable and will be adopted. However, we
will not require PG&E to file cextain cost-effectiveness analyses
by July 1, 1981l. Such a requirement is premature and would be
unreasonable in view of the limited Iinformation which will be available
by that date. We will be in a better position to evaluate cost-
effectiveness in the annual ZIP reasonablencess review.

We have previously indicated that we will authorize CFA

. rates which will generate revenues of $29,000,000 for implementation
of Phase II. Such rates are reasonable. In thc interests of rate
stabllity, PG&E recommends that overall rate design for both the CFA
and RCS rate increases should be accomplished in conjunction with

PGS&E's test year 1982 general rate casc. This can be accomplished by
authorizing recovery of revenue requirements through rates in thece

proceedings. This suggestion is reasonable &and will be adopted.

Further {t {3 necessary to resolve the issue of which ,
customers chould share in ZIP costs. No party challenges the proposal i
to exempt the DWR and the Experimental Schedule A-20 from CFA electric
rates; cuch an exemption will be authorized. .
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Considexably moxe controversy surrounds the issue of whetherx
palo Alto and SoCal, as resale customers of 2G&E, should bear any
costs associated with ZIP. There are substantial equities on both
sides of the issues; yet, on balance, we find that equity dictates
an exemption for Palo Alto and SoCal £rom PG&E's CFA rates. While
we desire to maintain consistency with our prior exemption for resale
customers granted in the solar financing case, we also do not thiak
it is appropriate to impose 3 double burden on the customers of
Palo Alto and SoCal with neo correspounding opportumity to share in
the direct bemefits of PG&E's ZIP. Furthermore, in weighing the
minimal financial effect that the exemption would have upon PGSE's
other customers against the detrimental impact upon Paleo Alto's
conservation efforts occasicmed by denial of the exemption requested,
we are persuaded that the exemption for the resale customers is
appropriate. Given these exemptioms, the following CFA rates will

be approved to gemerate the authorized revenue requirement of v
$29,000,000. “

Gas Sales Electric Sales

CFA Rate $0.0029/thern $0.00014 /)ih

Staff has also made several recommendations desigmed to
protect the ratepayer in the event that Phase II of ZIP £ails to
achieve its projected warket pemetraticn levels. Given the existence
of a CFA balancing account, staff contends that there is a high
probability that PG&E will £ail to Iissue 250,000 loans in 1982, with
a resulting substantial overcollection of rates. Staff recommends
that the Commission avoid this potential pitfall by establishing a
band of reasonableness--on the order of 20%--for the balanciag account.
If in any quarter the balancing account were overcollected by 20%,
staff would have PG&E file an advice letter to reduce CFA rates and
eliminate the excessive overcollections. We will reject the staff's

. recommendation.
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2. The record supports PG&E’s projection of
. 250,000 loans issued in 1982, although

- PGSE's market penetration estimates are
somewhat overstated, :

The very existence of a balancing sscount
in conjunction with scheduled annuii
reviews of ZIP? expenditures amply protects
both ratepayer and utility alike.

Mandatory quarterly adjustments wmight well
adversely affect the willingness of
prospective lenders to advance funds to
the ZIF subsidiary.

d. Finally, there is no compelling need to
increase the frequency of rate chamges, a
frequency which is already alarmingly high.

Staff also recommends Commission consideration of ZIP
cancellation Lf PGSE substantially £ails to achieve target marketing
goals for low-income and zental participation. We have previously
indicated our interest in ensurimg that all of PGE&E's residential
custoumers have access to the ZIP. Equitable participation of all
classes of residential customers im ZIP? is fundamental. If such
equitable participation is not achieved, cancellation of ZIP will
certainly be an option whick we will comsider.

Staff's last recommendation suggests that the Commission
adjust PG&E's rate of return in the ZIP balancing account zo refleet
the quality of its ZIP. 1If PG&E achieves its goal of Issuing 250,000
ZI? loans In 1982, staff feels that PGEE should be allowed to eazrn
its full zuthorized rate of return on its investment in ZIP.
Conversely, staff recommends a downward adjustment ir the rate of
return 1£ PG&E £alls to achieve its goal. We will reject this staff
recommendation. ZIP represents a challenzing and inmovative
undertaking. It is inappropriate to burden a fledgling program with
such exotic ratemaking procedures as suggested by the staff, Scaff's
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proposal would require a seemingly endless round of hearings to
determine at a minimum whether PG&E had legitimate grounds for
failing to meet its estimated goals. The annual ZIP reasonableness
review is designed, among other things, to sexve this function. I£
proper cause appears, staff may make any recommendation regarding
an adjustment to rate of return during the annual review.

Finally, we will address the issue of whether ZIP as
designed will have an unacceptable anticompetitive effect on con-
ventional lenders. No conventional lending institution, despite
widespread notice of the ZIP proposal, appeared to oppose the program.
Furthermore, the uncontested evidence indicates that (1) ZIP will
supplement rather than compete with lending opportunities for
conventional institutions, and (Z) conventional lenders can partici-
pate in ZIP through the project financing structure. We therefore
conclude that ZIP will not have any anticompetitive effect on

conventional lenders, much less an unacceptable anticompetitive effect.
Other than as modified by this decision, Phase II of 2IP,
{n all other essentials, will mirror the measures and procedures
authorized for Phase I by D.92653.
2. Residential Conservation Service

PGSE designed its 1982 RCS program to comply with federal
and state law. In order to meet the federal and state law mandate

to implement an RCS program, PGSE now requests Commission authority
to increase base rates to generate additiomal revenues of $17,620,000
necessary to carry out the RCS program in 1982. Such an increase
would presumably allow the utility to attain its stated objective of
performing 182,000 RCS audits in 1982.




A.59537 et al. ALJ/ec /ks

The evidence of record, in conjunction with PCSE's
cumulative experience with home energy audits, demonstrates that
audits are an effective means to achieve actual energy conservation.
PGSE has been providing home energy audits since 1978. Its
experience has demonstrated, awong other things, that:

a. Actual energy savings achieved through audits
have proven statistically the same as prior
engineering estimates;

b. High-iwmplementation rates £or conservation
measures and practices recomnended by PGSE
auditors have been achieved; and

Average savings achieved in space and
waterheating due to energy comservation
resulting from audits conducted under PGSE's
pre-RCS program were 74 therms per year for
natural gas and 1,359 KWh per year for
electric systems.

Furthermore, credible evidence was presented showing that

RCS is cost-effective. It was demonstrated that from a societal
perspective PG&E's 1982 RCS program will provide bemefits on the
electric side which are three times greater than the costs. On the
gas side, estimated benefits will exceed costs by a factor of l.4.
From the utility perspective, estimated electric benefits exceed
costs by a factor of about 17, while estimated gas bemefits are
approximately 7.3 times costs.

The RCS program, as designed by PG&E appears to represent
a valid, cost-effective conservation investment for PGSE ratepayers.
However, as previously noted, before we authorize any prograz which
will result in {ncreased rate burdens for the utility customer, we
must carefully scrutinize the program to determine the minimum
expenditures necessary to allow the program to provide benefits to
those who are paying for it.
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staff has recommended that the requested RCS funding be
reduced by $3,722,000. The staff adjustment is based upon a downward
revision in the program’'s estimated labor costs. The record does not
support the staff recommendation. Staff £failed to accurately assess
the amount of time and labor required for MUD audits, as well as the
personnel required to meet PGE&E's RCS program goals. Accordingly,
the staff adjustment will be dendied.

While we reject the cost-cutting proposed by staff, there
is ample reason for reducing PG&E's $17,620,000 request for RCS.
At a minimum, the status of RCS on both the federal and state level
is one of dynamic flux. Changes to RCS requirements appear very
likely. Tederal authorities, in recognition of the cumbersome burdens
imposed upon the states by the federal RCS mandate, seem prepared to
reduce and simplify many of the curreat requirements. At the state
level the CEC is comsidering amendments to the RCS State Plan. The
first set of changes are scheduled to take effect on January 1L, 1982
with gdditional changes om July 1, 1982, It is highly likely that
these prospective amendments will simplify required RCS procedures
and reduce the costs of providing audits. We could authorize the
entire rate Tequest and refund the excess in the event that actuzl
costs for RCS during 1982 prove to be less tham those estimated in
A.60700. O, we could defer the requested Iinmcrease in anticipation
of likely cost-reducing modifications to RCS. OQur awareness of the
finaneial uncertainties facing the utility customer and of his limited
capacity co absorb further rate increases compels us to choose the
latter course. Accordingly, we will authorize FG&E to Iincrease its
base rates to generate $12,000,000 for implementation of RCS in 1982. &’/,
If the amount granted precludes PG&E from reaching its objective of
182,000 RCS audits in 1982, then it must be so. However, given the
likelibood that the costs of RCS audits will be reduced, we will
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carefully scrutinize PG&E's pexformance to ensure that it is doiag
everything within i{ts power to meet its original odbjective.

The $12,000,000 funding for PG&E's 1982 RCS program will
be authorized by this decision. However, the adjustment to base
rates which will produce such a revenue requirement will be authorized
in PGEE's gemeral rate decision which will issue today. The manaer

in which the $12,000,000 is spread among the various customer classes ,
should be done on a uniform cents per therm and kWh basis. As l

previously noted, Palo Alto and SoCal shall be exempted from any
increase in base rates associated with PGSE's RCS progran.

" We have made the generic decision to authorize funds for
PGSE's 1982 RCS program. Now we must address more specific issues.
Various recommendations were made respecting details of PG&E’s RCS
progran, and we will now weigh their relative wmerits.

Staff has recommended imposition of a $15 charge on ratepayers
who receive RCS audits. Irrespective of whether we possess legal
authority to order such a charge, we f£ind that the factual record
 does nmot support the charge. Staff's proposal lacks adequate con-
sideration of the customexr's adbility to pay and the likely levels of
participation in the RCS program which would result from such a charge.
A mandated $15 charge would also contradict RCS program announcements
previously mailed to all PG&E customers and its collection would add to
total RCS administrative expenses. Furthexmore, the audit fee would
impose 2 burden on low-income customers. Staff had mno reasonable
suggestion for identifying low-income customers who would be exempt
from the $15 charge. Finally, nothing more than speculation supports
staff's ratiomale that such a charge will be useful in discouraging
audits for those customers who are really not serious about installing




A.59537 et al. AlLJ/ec

conservation measures in their homes. Therefore, the $15 audit charge
recommendation will be rejected.

PGSE requests the Commission to authorize the continued use
of the ENERCOM computer system in producing the energy savings
information which it must provide customers as part of its RCS
audits. Given our overriding concern with costs, we have serious
questions about the need foxr such & complex and costly system to
produce the required information. However, we also recognize that
currently PG&E has no viable alternative to the ENERCOM system.

Since we have a strong interest in immediate implementation of PG&E's
1982 RCS program, we will authorize the continued use of the ENERCOM
system. We will require PG&E, within 90 days of the effective date
of this oxder, to file a report with the Commission analyzing the
availability of effective and less costly alternatives to ENERCOM.

PG&E requests the Commission to authorize, rather than
mandate, the use of outsice agencies to perform RCS services under
contract. We will authorize PGSE to emgage outside agencies,
governmental entities, or contractors to furnish energy audits if
necessary to reduce backlogs of audit requests to develop and assist
participation among target customer groups, and to pexform any other
necessary services in connection with RCS. As we previously noted
in discussing contracts with outside agencles foxr ZIP outreach, we
believe that PG&E should be provided flexibility in responding to
circumstances arising from instizution of two innovative prograuws,
such as ZIP and RCS. We will not unnecessarily restrict PG&E's
ability to zespond to contingencies by ordering them to enter into
contracts with outside agencies for, as yet, undefined purposes.

PG&E also recommends that the Commission refrain from
requiring PG&E to provide inspections called for under mandatory
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retrofit ordinances enacted by local conmmities. Several local
governmental entities within PG&E's service territory have passed
ordinances which require installation of certain basic conservation
measures in homes upon the change of ownership. While they vary in
specifics, all the ordinances require an inspection, upon the sale
of property, to determine that the measures bave indeed been installed.
SelarCal requests that PG&E, at ratepayer expense, provide the
required inspections. It is apparent that the mandated retrofit
inspections are significantly less than an RCS audit. Any customer
receiving such an ingpection would still be eligible foxr a full RCS
audir. Since mandatory retrofit ordinance inspections are different
than RCS audits, ratepayers would bear the added cost of fumding the
activities of local govermment while paying the costs of the RCS
program; While we applaud the initiative of local government in
encouraging conservation, we wust note that an overriding theme in
today's decision has beea our concern with costs. It would be
inconsistent to reduce RCS fimding to a bare minimum of $12,000,000 l///
while imposing additional cost burdens on ratepayers that a requirement
that PGE&E provide mandatory retrofit ordimance inspectioms would
entail. We strongly encourage PG&E to cooperate voluntarily with
local governmental entities to assist them in implementing successful
conservation programs. Af a minimum PG&E can provide inspection
services required by the ordinances to the extent that personnel and
resources are available and not otherwise coumitted.

PGSE asks the Commission to approve its audit procedures
for MUDs as reasomable. We will do so. Penetration of the rental
market is fundamental to the success of both ZIP and RCS. PG&E’s
MUD audit program ambitiously commits about $3 milliom in administrative
expenses as part of its effort to achieve conservation in the rental
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market. The MUD audit program, its procedures, and attendant costs are
a reasonable response to the challenge of extending ZIZ and RCS
benefits to renters and will be adopted as such.

Since RCS costs will be recovered in base rates and are
not subject to balancimg account treatment, staff fears that PGEE
will unduly bemefit 1f program costs in 1982 are less than the
authorized revenues. In response to this perceived problem, staff
recommends that RCS-related rates be collected subject to refund.
In the event of overcollection, excess revenues could then be returned
to the ratepayer. Our determination to drastically reduce RCS funding
to $10,000,000 renders the staff's concerns somewhat academic in
nature. Given the bare-bones RCS budget which we authorize today,
the likelihood of PGSE receiving revenues in excess of 1982 progran
costs is indeed slim. We find that there is no need to order collec-
tion of RCS-related rates subject to refumd.

The rates which we authorize today for PG&E's 1982 RCS
program will generate revenues of $12,000,000 and will be authorized as v//
reasonable and necessary for PG&E to discharge its mandatory RCS
obligations. Othexr than 2s modified by this decision, PGS&E’'s appli-

cation to imcrease rates to fund its 1982 RCS program is approved in
all respects.

Findings of Fact

1. By accelerating the pace of residential comservation through
an aggressive program of utility-provided ZIP, PG&E can achieve
significant emergy savings which can reduce its need for costly new
evergy supplies and production facilities.

2. In D.92653 the Commission authorized PG&E to conduct a
test of its ZIP program in its San Joaquin Division.

3. Results from Phase I testing show that ZIP can stimulate
customers to take cost-effective comsexvation actioms.
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4. Phase I participation levels demonstrate that substantial
opportunities exist for highly cost~effective investments in
conservation by public¢ utilities.

5. BAs described in D.92653 the relevant tests o0f cost~
effectiveness of 2 conservazion program such as 2IP are from the

perspectives of the participating customer, the utility, and society.

6. PGLE's proposed 12 Phase II program iz cost-effective to
program participants, the utilisy, and society.

7. Rate impacts of 217 will be experienced by'pa:ticipa:ing
as well as nonparticipating zatepayers.

8. The program measures specified in D.92652 are appropriate
for initial implementation 0f Phase II of ZIP.

9. IExcept as noted previeously, the procedures outlined
D.92653. are appropriate and necessary for initial application
Phase II of ZI?.

10. With zespect %0 installation of the "Big 6" measures, it

.

.

is appropriate to impose a financing limit ©f $1,000; with regpect
to installacion ©f the remaining conservation measures, it is
appropriate to impose a financing ilimit of $2,500.

1l. It is appropriate to reculre repavment of PGaE-provided
conservasion loans immediately; it 15 appropriate toO recuire single-
family homeowners participating in the program to repay such loans
in equal installments over & S50-month peri while all other
participants will be allowed a 100~-month paydack period.

12, It iz appropriate to reguire installation ©f all "Big 6"
measures as a condition for receiving utility-provided zero interest
conservation financing: it is also appropriate £O reguire instal-
lation of the "Big 6" measures as a condition for receiving
utilicy-provided zero interest conservation finsncing for <he
remaining 2ZI?7 measures.
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13. It is appropriate to allow cussCmers in PGEE's San Joaguin
Division who have received 8% conservation f£inancing from the utilisy
before the effective date 0f this orzder to convert their loans to
0%.

‘ 14. It is appropriate for all customers in all PG&E's otkher
divisions who have received 8% ceiling insclation £inancing from
the utility before the effective date of this order to convert

their loans =0 0% upon their agreement to install all ©of the "3ig 6"
measures in their zesidences.

15. During the %transiszion to systenmwide implementation of 212,
it is.appropriate o authorize PGLE Lo contince offering converztible
8% c¢eiling insulation loans in those divisions which are awaiting
availabilicy of ZIP.

16. zoject f£inancing provides & means <o £inance ZI? bHene~
£icial both %0 the utility and its rzatepayers. It is appropriate
for PG&E %o project finance Phase II of ZIZ? in accordance wisth the
policies and'p:ocedu:es specified in D.92497.

17. Loans for conservation purposes such as PGEE will be

in Phase II ©f 2I2? represent a small fraction of =he
ivitcies 0f convenzional lending institutions
17 loans will sudplement zather than ¢compete with lending
ties for conventional lending institusions.

19. Conventional lending institutions will have an opportunisy
to participate in 2I? L3 ) an

20. PG&Z's Phase II
the federally mandated RCS pr
£0r determining eligibilis
and £or numerous progedures.

cing structure.

21. BAs described in D.92652, special Qz%s are necessary

s
o gain the parsicipasion in ZIZ of elderly, n Inglish speaking,

b ad

low-income persons, anéd renters.
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22. PG&E's plans 0 achieve satisfactory levels of participation
in Phase II by low-income, elderly, non-English speaking persons,
and renters through special outreach efforts and coordination with
communities, schools, churches, neighborhood organizations, ané other
groups, are reasonable and appropriate.

23. PG&I's plans =0 achieve satisfactory levels of participaszion
in Phase 1II of ZIP through contracss, where necescary, with communit
organizations or local governmental entizies aze reasonable and
appropriate.

24. PGLE's proposed schedule for =wransition from Phase I
Phase II 0L ZIP in three increments is reasonable.

25. There are & substantial number of persons who reside in
mobilehomes in PGLE'S service area who can achieve significans energy
savings through ZI? loans

. 26. 2IP financing up 0 3 cost~effectiveness limit 0f 5500

for rigic polystyrene foam board insulazion applied o the outside
of a2 mobilehome roof ané covered wisth reflective alunminum is reazsenable.
27. Because of phvsical limitations, it is not zeasonable <o
reguire R-19 levels of insulazion =0 e achieved in connection with
Z2IP-financed mobilehome loans.
28. To protect ratepayers' investment in 2IP loans in connection
with financing of measures for mobilehomes, it is reasonable anéd
necessary t0 reguire three conditions for zIP financing:

a. A pre-loan inspection %0 ensure zthat the
dwelling ic mounted on piers and equipped
with skirting;

. Proof of ownership: and
c. Repayment of the loan in 50 ecual installments.
29. For renter-occupied mobilehomes, to provide adecuate

security for a ZIP loan it is reasonable tO reguire the owner's signa-
ture on the agreement as a cosigner.

\ /




30. Tor master-metezed mobilehomes, to provide adeguate security
for ZI? loans it is reasonable tO recuirzre either that the mobilehome
park ownexr act as cosigner with the owner of the individual mobilehome,
or that a standarzé credit check be nmade on che prospective 2IP
participant.

31. For iadivicdually metered mobilehomes, it is reasonable
for 2IP pazticipants t0 meet the same credit-wortiiness requirements
as owners ©of gingle~finmily

32. To qualify for a n, Lt ig reasonable =0 reguire that
participants have been 2 customer of record of PGsE for 12 months
with no shutoffs or no mere than three 24-hour notices £or nonpayment
during =hat time.

22. It is reaconable that potential ZIP participants who fail
to meet credit-worthiness standards can reapoaly and gqualify for 2ZIP
loans if they thereafter establish a payment recozdé as 3 PGLE customer
over an ll-month period which does comply with the standarés.

34, It will improve cost-cffectiveness, zeduce administrative costs,
facilitate 2IP? participacion, and provide for more flexible utility
response in the event of nonpayment o adjust th :equi:emené for
recording liens on ZIP loans described in D.92652 so chat liens will
be recuired only £or loans in excess of $5,000.

35. n Qrder tO obtain maxinum consezvation from all segments
of the residential housing markez, it is appropriate that 2I? loans
shoulé pe available for all dwellings constructed and occupied prior to
Janucary 28, 1981.

26. Palo Alto and SoCal administer their own ZIP and RCS programs.

37. It is inappropriate to reguire customers of Palo Alto ané
SoCal o bear 2 double burzde funding the ZI? and RCS programs of
their utility as well as and RCS programs o0f PGSE.

38. The increa in revenues of $29,000,000 authorized for Phase
II of 2IP is £fair and reasonable.
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239. PG&E'S estimates Of current market penetration of various
conservation.measures and useful life of conservation measures are
reaconable.

40. ©PGSE's estimated penesration levels for each measure tO
be fimanced under 2IP arc reasonable.

41. PGSE's estimated total of 2IP loans in 1982 is a reasonable
estimate of the level of interest in 2IP in its first full year oI
operatcion.

42. The number of ZIP loans processed will be the major
determinant in the level of administrative expense.

43. PGLE's proposed allocation ©f expenses between ZI? and RCS
is appropriate and reflects a reasonable Gistribution of costs among
these ¢closely related programs.

44. It ic appropriate for PGSE to contract with outside groups
to provide services under 2IP or RCS whenever ie cannot accomplish
necessary program functions with its own employees.

45. t is appropriate that contract services for oustreach
to target customer groups be oriented toward 2IP rather than RCS
because actual installation of conservation measures will zesuls
whenever 2IP financing is provided.

46, It is appropriate that PGLE enter into Contracts for outside
services only when it first has determined the need Zor such assistance.

47. ¢ ig reasonable for PGSE to reguire minimum standards of
financial soundness, liability insurance, and other business factors
when contracting for sexvices under 2ZIP or RCS.

48. PG&E's plans for staffing to conduct 2IP and RCS are
reasonable as o number, salary levels, organization, ané supervision.

49. DPC&E's cumulative experience with residential energy audits

demonstrates that they can effectively promote conservation action by
recipients.
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50. DG&E’s 1932 RCS program will de cost-effective tO participants,
the utility,and society. _

51. The use of the EZNERCOM computer Systes in PGS&E's RCS
program is reasonadle at thiz time.

g2. It would be inequitable and inefl ctive and would discourage
conservation to charge a $15 f£ee Zor RCS audits.

53. I+ would be ineguitable toO reguire PG&E tO provide inspections
ender mandatory retrofit ordinances enacted by local governments,
although it is reasonable for PGS4E voluntarily to perform such
inspections on an occasional basis as a service to its customers when
manpower is available.

54. DGLS's MUD audit program and procecures are reasonable and
are an integral portion of Iits overall 2IP? ané RCS conservation
efforts.

55. The increase in revenues of $12,000,000 authorized for
PGsE's 1982 RCS program is faizr and reasonable.

56.. PG&E's 1982 RCS progzam conforms <O the reguirements of£ the
California RCS Plan. ’

S7. RCS audits are a cost-effective means of providing conseczva~
«ion information ané motivation to custoners. ‘

5g. PGSE's general marketing approach o 2IP and RCS is fair
and reasonable.

Conelusions of Law

1. PGS should be authorized to implement Phase II of the 2I2
program as described in this cecision and under the terms and conditions
provided. , )

2. $29,000,000 should be authorized as 2 reasonable level of L~
PG&E's expenditures for the first year of implementation of Phase IZ
of 21D consisting of $21,880,500 for gas anc $7,1.1,500 f£or electric.

3. $12,000,000 should be authorized as a reasorable level
of PGLE's expendistures for its 1982 RCS program, consisting of
59,840,000 for gas and $2,160,000 forz electric.
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4. When PGLE is authorized to increase its electric and gas
rates under its test vear 1982 rate casge £filing A.60153, it furcher
chould be authorized to increase electric and gas rfates o recover
the costs of ZIP ané RCS as authorized.

5. PG&Z's RCS program should conform to mancatory £eatures
of the RCS State Plan as approved by DOZ.

' 6. DPGiZ's 2IP program should be integratec with and follow
RCS procedures wherever 2ppropriate.

7. [re approved Phase II II? program is cons ,
purposes snd requirements of the National Enerzgy Conmservation Poligy
Act of 1978 and the Energy Security Act of 1980.

8. DG&E's ZIP program will not be anticompetitive in lending,
or any other relevant markets, and will not violate federal or state
antitrust laws.

9. £ is not appropriate to segregate costs of conservation
progzams such as ZIP and RCS in the rate structure, inasmuech as no
such segregation is made with regard o other energy supply costs.

10. Since SoCal ané Palo Alzo customers will £und their own RCS
and 2ZIP programs, they should not contribute o PGE's ZI? and RCS
program funding. '

11. Advice and project letters £i : ccordance with Genezal
Order 96~A are appropriate to obtain Commissi approval of financial
arrangements between PG&E and its fimancin subsidiary, PCSC, between
the sudbsidiary and lenders, and tO approve cuarterly rate adjustments
associated with CFA debt service rate as authorized in D.93497.

12. ZImcreases in CFA balanciag account factorz for all classes
of gas and electric sezvige, except as noted Zzom $50.00105 per thernm
to $0.0029 per therm and £zom $0.00002 per kWh to $0.00014 per kuh,
respectively, are just and reasonable and should be applied in
accordance with the establiched CFA tariifs.
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13. The RCS program is mandated under the National Energy

Conservation Policy Act, the Energy Security Act, DOE regulations, and
«he RCS State Plan promulgated by the CEC.

14. PG&E is legally obligated to 6o forward with RCS asz currzently
required under federal and state law.

15. This order should become effective immediately to allow
PGSE to extend the benefits of ZIP and RCS to all its customers a:-
quickly as possible.

ORDER

IT IS ORDERED that:

1. Pacific Gas and Electric Company (PGSE) shall expand its
zero interest program (ZIP) of residential conservation £inancing
throughout its service territory subject to the fellowing regquirements:

a. Measures +0 be financed initially shall e the
same as specified in D.92653, except that PGSE
may also finance rigid polystyrene foan hoard
insulation applied %o the outside of a mobilehome
r00f up %0 a cosz-effectiveness limit ©of $500;

Procedures and recuirements shill be the same as
stated in D.92653 except that:

(1) Repaynment of PGsE~-provided loans will
commence immediately after issuance;
cingle~family home owners will repay
such loanz in egqual installments over a
50-month period while all other partici=-
pants will be allowed a 100-month payback
period.

wish respect =0 the installation of the

"Big 6" measures, 2 financing limitc of
$1,000 per individual dwelling unit will

De imposed; with respect to installation

of the remaining measures, financing limit
0f $2,500 will be inmposed.
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Availabilisy ©f utilicy-provided zero
interest conservation financing £or the
"Big 6" measures is conditioned upon
ingtallation of all the "Big 6" measures,
availability of utility=provided

zero interest conservation financing for
the remaining 27P measures ic conditioned
upon installation of all the "Big 6”7
measures.

PGSE shall be recuired %o record a lien only
for ZIP loans in excess 0f $5,000.

Participants mucset have been PGSE custoners

for 12 months with no shuzoff ané no more than
three 24=hour notices for nonpayment during
that time.

Participants who £ail to meet credit-worthiness
standards can reapply and gualify for ZIP loans
if they thereafter establish a payment recoré

as a PGS customer over an ll-month period which
meets those standardés.

2IP loans for mobilehomes are authorized provided:

(a) Thev pass a preloan inspection to
ensure that the éwelling is mounted oOn
piers and eguipped with skirting:

(b) Proof of ownership is provided; and
(¢) loans are repaid in 50 egual installnments.

For renter-occupied mobilehomes, the owner musc
agree to be a cosigner for the ZI? loan.

For master-metered mobilehomes, participants

muse:

(a) Have the mobilehome park owner act as
a cosigner on the ZI? loan; or

(b) Agree £o have a standard credit check
verformed.

Tor individually me<cerzed mobilehomes, participants
must meet the same standards of credit-worthiness
as owners of single~family fixed dwellings.

All dwellings constructed and occupied prior o
January 28, 1981, will be eligible to qualify for
2IP? leans.




.
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PGLE 15 t0 use its best efforse %o promote ZIP? and
t0 achieve satisfactory levels of participation in
the program for its low-income, elderly, non-English
speaking, and renter customers.

PGSE is authorized to consract with outside agenciec,
entities, Or CONLractors %O receive services which
further the objectives of the ZIP and RCS programs,
including services to facilitate participation by
low=income, elderly, non-English speaking, and oOther
target ¢roups, whenever PGLE first has determined
that such services are necessary. The following
procedures shall be followed by PGSE to maximize the
cost~effectiveness 0L such contraces:

(1) ©PG&E shall reimburse agencies, entities,or
contractors £or reasconably incurred actual
costs 0f ZIP or RCS services performed,
but PG&E shall recuire that such agencies,
entities, Or ¢coOntractors must provide, prior
to any paynent for any service performed, evidence
or documentaction to demonsirate full compliance
with the contracs.

PGSE shall apply contracting standards €0 all
agencies, entities, or contractors with whon

it contracss for 2I? or RCS services. The
standards should, a+ a minimum, address sraditional
businesc considerations such as financial
soundness, liability insurance coverage, and
performance history in providing the same or
comparable services.

Ian the event circumstances warrant use of
competitive bids tO select agencies, entities,
or contractors, PGLE is auchorized to contracst
with the bidder who agrees tO provide services
complying with all bid specifications at the
lowest acceptable cost.

e. PG&E's ZIP program shall be integrated with and
conform to the RCS program as specified in the RCS
State Plan issued by the CEC.

2. Under D.93497, PGSE iz aushorized to project finance the 2IP
program and to file project letters ané advice letters in accordance
with General Order 96-A %o obtain Commiscion approval of financial
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arrangements between PGSE and ies financing subsidiary, Pacifi
Conservation Services Company, detween the subsidiary ané lenders,
and <o approve guarterly rate adjustments associated with the CrA
debt service rate. )
3. PGsZ is authorized to increase gross revenues in ¢he amount
of $29,000, 000 for the CFA less the amount that wouléd be collected
under present CFA fates. Thzs rotals adout & $14,320,000 increase in )
gas department revenues and ' asout a $5,848,000 increase in electric revenues.
4. PG&E is author -ed to increase CTA balancing account Zactors
for all classes of gas and electric service except as noted from
$0.00105 per therm <o $0.0029 per tlerm and from $0.00002 per kWh
ro $0.00014 per kWh, respectively. =Zor its RCS progzam PG&E is
authorized %0 increase base rates for all claszes 0% gas and
electric service as noted by $0.00L2 per therm and by $0.0004
per k¥Wh.

5. 9pGsE further ic authorized to increase gross revenues in
the amount of 312}000,000 for izs 1982 RCS program. QFf this amount,
$9,840,000 is for the gas department and $2,160,00Q iz £or the
electric deparcment.

6. PGSE is authorized to file tariffls with <he Commission in
connection with systemwide expansion oI ZIP and implementation of %
1982 RCS program to be eifective concurzent with rates that are
authorized ia the general rate decision.

- SoCal ané Palo Alto shall de exempt, £zom rate increases
associated with implementation of PG&E'S 1982 2I2 and ,RCS prograns.

8. DG&LE is aushorized to carzy out 2S proposed the federally
mandated RCS program in 1922.

9. Cost=s of PG&E's ZIP and RCS prograls are to be applied to
all cus=omers, excluding SoCal and Palo Alto resale customers and

except for sales to t2e Department ©£ Water Resourges and sales under
Experimental Schedule A-20.
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10. ©2G&T shall file annual rate applications for future ZI?
and RCS costs, and shall include inm its prescentations the information
specified in Ordering Paragraph 7 0f D.92633.

11. In conformance with thic decision, PGSE shall provide
detailed monthly reports enumerating the costs and resulss associated
with the 1982 RCS and ZIP programs, sScrving 2 cody on al 1 appearancec
in these proceedings.

12. DPG&E shall develop its own guidelines £or contracting
with outside organizations for ZIP-related services and submit
chem to the Commission within 90 days of the effective dase of
this order.

13. wWithin 99 days of the effective date of this order, PGLE
shall file a reépor: with the Commission analyzing the availability
o0f offective ané less costly alternatives to EINZRCOXN.

This order is effective today.

Dased December 30, 1981 , a= San Francisco, Califoznic.

I will £4{le a dissent. JORN E. B§§S°§d .
eslicen
/s/ RICEARD D. GRAVELLE LEONARD M. GRIMES, JR.
Commissioner VICTOR CALVO
PRISCILIA C. GREW
Commissioners
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RICHARD D. GRAVELLE, Commissioner, Dissenting:

I dissent.

In issuing D.92653 in Phasce I of this proceeding we
were extremely concerned about the cost cffectiveness of the ZIP
program and its effect upon the nonparticipating ratepayer. Wnile
we did not categorically adopt the nonparticipant test as the only
test for cost effectivencess, we did place great reliance upon it
and concluded at mimeo page 29f of that decision that:

"In short, the program adopted today will provide
benefits to participants, nomparticipants, the
utility, and society as a whole."

(See also the entire discussion at pages 22
through 29f and Vxﬂdzﬂgs of Fact 7 tarough 21)

Today's decision,in ings of Facect 5 through 7, scems
to mc to shift away £rom zhe concern we so painstakingly constructed
in D.92653 and to provide a much more flexible standard to be
utilized for justification of programs such as ZIiP,.

I understand and commend my fellow Commissioncrs for
further conditioning the program authorized today. They have
acted to try to assure a thoroughly cost cffeetive activity,
nevertheless I do not fcel confident that the record before us
satisfies a nomparticipant cost cffectiveness criteria and the
decision homestly does not attempt to state such to be the case.
Without being able to make that determination I cannot accede to
the multimilliion dollar expenditure authorized today.

G*avclle commissioney

San Francisco, California
December 20, 1981




