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comments by
The Division Of Ratepayer Advocates on staff proposal for performance based incentives and other elements of the California solar initiative
In accordance with Administrative Law Judge Duda’s April 25, 2006 Ruling, as modified, the Division of Ratepayer Advocates respectfully submits comments on the Energy Division’s Draft Proposal on the California Solar Initiative dated April 24, 2006 (“Draft CSI Proposal”).  Overall, the Draft CSI Proposal makes substantial progress toward implementing the ambitious CSI program.  In these comments, DRA submits some recommendations in an effort to improve upon a commendable draft proposal.  Specifically, DRA offers comments on the following Sections:
· Section 6 (Incentive Administration);

· Section 2.3 & 2.4(Incentives);
· Section 5 (Funding Level);

· Section 8 (Energy Efficiency Requirements Tied to Solar Incentives); and 
· Section 3 (Incentives for non-PV Solar Technologies).
I. DRAFT CSI PROPOSAL SECTION 6:  UNTIL FURTHER EVIDENCE EXISTS TO SUPPORT ESTABLISHING A NEW THIRD-PARTY ADMINISTRATOR, DRA RECOMMENDS THAT THE CSI PROGRAM BE ADMINISTERED BY THE EXISTING SGIP ADMINISTRATORS, I.E., THE IOUS AND SDREO
The Draft CSI Proposal breaks the CSI program into two groups and proposes a different administration structure for these two groups.  For systems over 100 kW, the Draft CSI Proposal suggests that the current SGIP administrators be maintained and for systems under 100 kW, the Draft CSI Proposal recommends creating a new administrative body, a “third-party administrator.”  Draft CSI Proposal at pp. 41-47.  
In contrast to the Draft CSI Proposal, DRA recommends that the Commission retain the current SGIP program administrators for the entire CSI program.  While DRA has in other proceedings, most notably the Energy Efficiency Proceeding, R.01-08-028, strongly advocated for an independent program administrator, DRA has concluded that, in this case, the Commission will be able to most effectively oversee the existing IOUs and SDREO as the CSI program administrators without the addition of yet another new entity.  The Commission’s role of overseeing program administrators to ensure that the administrators’ actions are in the best interest of the CSI program is a complex task.  The Commission can best carry out its oversight responsibilities by streamlining the administration structure of the CSI program. Furthermore, allowing the utilities to administer the CSI program will allow better coordination with IOU energy efficiency programs. 

In the past, DRA has repeatedly taken issue with the excessive administrative overhead incurred by the utility administration of energy efficiency programs.  In the case of the CSI programs however, this issue is mitigated by the directive that only 15% of the CSI program funds be used for non-incentive expenditures, such as program incentive administration, information and outreach, program evaluation of the incentive design and solar system performance, as well as targeted research development, demonstration, and deployment activities.  Draft CSI Proposal at p. 9.
And, while potential conflict of interest concerns may be addressed by a third-party administration structure, such benefits are outweighed by the fact that the Commission will have to relearn how to most effectively oversee this new entity.
In short, while the Draft CSI Proposal notes that, based on Decision No. 06-01-024, staff “believes that it is the Commission’s desire to utilize” the “third-party administrator,” DRA recommends that this issue be more fully reviewed before it is adopted here.  Further review is warranted because, for example, it is unclear whether the apparently arbitrary cut-off of 100kW is appropriate.  Specifically, DRA recommends that ED staff, in conjunction with the CEC staff, review the following information when considering the use of a third-party administrator:

· the number of solar system applications process by the CEC during each of the 2000, 2001, 2002, 2003, 2004 and 2005 Program Years for retrofit project;

· the average size (kW) of the solar projects during each of these program years; and

· the location (by IOU service territory) for each of the applications identified above.
Lastly, DRA is concerned that the unresolved issue of the taxability of rebates issued by third-party administrators will dampen demand under the CSI program.  For all these reasons, DRA recommends, at least until this matter can be further reviewed, that the Commission maintain the current SGIP administrators for the entire CSI program. 
II. DRAFT CSI PROPOSAL SECTION 2.3 & 2.4:  DRA RECOMMENDS THAT PBI INCENTIVES BE OFFERED FOR SYSTEMS ABOVE 8KW (TYPICALLY COMMERCIAL SYSTEM) AND THE EPBB BE OFFERED TO ALL OTHER SYSTEMS (TYPICALLY RESIDENTIAL SYSTEM)
The Draft CSI Proposal suggests that two different incentive structure be employed:  Performance Based Incentive (“PBI”) for systems including and over 100 kW and Expected Performance Based Buy-down (“EPBB”) for systems under 100 kW.  DRA recommends that the Commission adopt a lower threshold for dividing systems between the PBI and the EPBB.  While DRA supports all the rationale set forth in the Draft CSI Proposal for relying on two different types of incentive structures, DRA has concluded that those rationales would be more effectively applied if 8 kW was the dividing point.  An 8 kW dividing point would generally follow the dividing point between commercial and residential systems.  In general, systems for customers on a non-residential tariff should be incented on an EPBB-basis.  This proposed division between the incentive structures will also help the CSI administrators track the use of funds within each incentive “bucket” (see discussion in Section IV below).
III. DRAFT CSI PROPOSAL SECTION 5: THE DRAFT CSI PROPOSAL TO SHIFT FUNDS MID-YEAR FROM SMALLER CUSTOMERS TO LARGER CUSTOMERS IS NOT SUPPORTED BY EXISTING EVIDENCE
The Draft CSI Proposal recommends that the annual CSI “budgets could be further divided based on customer class contributions to rates to determine the amounts available each year for award between/among the categories of solar installations and owners…. In the first half of each calendar year utilities and administrators are free to move funds downward to small customers or system size categories (i.e. transferring funds from large customer funds to smaller customer funds) if demand warrants. During the second half of each calendar year, funds may be transferred across customers groups or size categories in any direction on a first come, first-served basis.”  Draft CSI Proposal at p. 38.  In this regard, the Draft CSI Proposal may be presuming that small-to-medium sized nonresidential customers and residential customers will be quicker to make their solar installation decisions than larger customers during each calendar year.  For example, at page 39, the Draft CSI Proposal states that “We believe it fair to give smaller customers at least the first half of each year to get their applications in without competing for funds with larger customers and systems.”  Draft CSI Proposal at p. 39.  There is no data available to support such a theory.  Therefore, it is unclear whether such fund shifting rules will, in fact, be equitable to the customers.  DRA suggests that the Commission refrain from this recommendation until further data is available from actual operation of the CSI program.
IV. DRAFT CSI PROPOSAL SECTION 5:  DRA RECOMMENDS THAT INCENTIVE “BUCKETS” BE RESERVED BY RESIDENTIAL VERSUS NON-RESIDENTIAL CUSTOMERS
DRA suggests that the Commission set-aside 30% of the annual CSI budget for residential solar system rebates.  This 30% set-aside is appropriate because it corresponds to the approximate percentage of residential sales in GWh to total system sales among the electric utilities.
  At page 38, the Draft CSI Proposal states that “it is important to preserve equity across service areas by limiting funds available to each utility’s pro-rata share of funding.”  The same logic should apply to customer class equity, with a specific budget set aside to ensure equitable treatment between residential and nonresidential customers.  Maintaining equity across nonresidential customers, on the other hand, presents a bigger challenge.  Many small nonresidential customers rent building space and, therefore, may be unlikely to commit to a building investment with a long payback time
.  An arbitrary system size cutoff may also push large nonresidential customers to install smaller systems as a workaround to access the CSI funds.  Such a scenario would result in nonresidential customers exhausting CSI funds if no given set-aside for residential customers exists.

Under DRA’s proposal for a 30% set-aside for residential retrofit solar systems, if there are leftover residential CSI funds at the end of each year, the Commission may permit the shifting of some of the leftover funds to the nonresidential incentive “bucket” for the following year, based on the nonresidential demand in the prior year.  This fund shifting flexibility between the residential and nonresidential incentive “buckets” should be reciprocal.  The Commission could also instruct the CSI administrators to focus on outreach and marketing to the customer class that consistently lags behind in fully taking advantage of their share of the CSI program funds.  The same recommendation would also apply to maintain equity across utility service areas.

V. DRAFT CSI PROPOSAL SECTION 8:  WHILE DRA SUPPORTS TYING THE CSI REBATES TO ENERGY EFFICIENCY AUDITS, SUCH AUDITS ARE EXPENSIVE AND SHOULD BE STREAMLINED 
At page 53, the Draft CSI Proposal recommends that “energy efficiency audits are required for retrofit buildings to participate in the CSI.… [CSI] program participants may choose from the applicable online, telephone or onsite audits provided through the IOUs’ energy efficiency programs.”  Based on DRA’s experience with energy efficiency audits, DRA cautions the Commission that the cost burden of this proposed audit requirement may overwhelm the energy efficiency audit programs currently offered by the utility administrators.  Onsite energy efficiency audits, in particular, are very costly and have largely been eliminated for residential markets in the 2006-08 Energy Efficiency program cycle.  DRA recommends that residential CSI projects be subject to the less costly online or phone audits only.
Moreover, for nonresidential customers who select an onsite energy audit, which is an expensive undertaking,
 DRA recommends that in order to qualify for the CSI program rebate, the customer must at a minimum implement three energy efficiency measures with simple payback of less than one year (or in cases where there are less than three recommended measures with a less than one year payback, the customers would just implement those recommendations).  The Draft CSI Proposal does not require customers to make any building efficiency improvements after completing the audit.  Given the upfront investment by the energy efficiency program administrator to perform the onsite energy audit, it is only fair to require the customer to invest in the recommended efficiency improvements.  In this way, the customer, the CSI program administrator, and the energy efficiency program administrator will all further their goals.
VI. DRAFT CSI PROPOSAL SECTION 8: THE COMMISSION SHOULD FURTHER IDENTIFY THE ACCEPTABLE AUDIT PROTOCOL FOR ENERGY AUDITS BY BOTH UTILITY AND NON-UTILITY PROVIDERS 
Unlike solar system installations, which require licensed contractors to follow a given set of installation procedures, there are no specific protocols for energy audits.  As a result, the comprehensiveness of such audits may differ among providers.  For example, an audit could consist of a simple walk-through audit conducted by the utility account representatives with a focus on one-for-one change out of measures with prescriptive rebates.  More in-depth audits are also possible with, for example, building retrocommissioning efforts that include a complete diagnostic testing and tune-up on building systems including HVAC, building automation, lighting, etc. to ensure optimal building operation.  While there are four certification programs nationwide on building retrocommissioning, to date there are no national standards on such retrocommissioning activities.  Any baseline standard for energy audits needs to be established by January 2007 in time for the start of the CSI program.  As a starting point, DRA suggests that the utilities’ energy efficiency program administrators consider creating a common checklist for nonresidential energy efficiency audits.  Over time, this basic checklist can be further elaborated based on the building use, e.g., retail and industrial.  The same checklist could be used by all auditors, regardless of whether it is a utility audit program or a non-utility audit program.

VII. DRAFT CSI PROPOSAL SECTION 8:  DRA RECOMMENDS THAT THE COMMISSION BUILD UPON THE REQUIRED ENERGY EFFICIENCY AUDITS TO EDUCATE RATEPAYERS ON THE COST/BENEFITS OF SOLAR VERSUS ENERGY EFFICIENCY
The Commission should consider using the audit process to inform residential and nonresidential customers of the comparative costs/benefits between various energy efficiency measures and CSI solar systems.  
To achieve this “educational” objective, the audit process could direct customers to a website that permits them to select various energy efficiency measures and solar system inputs (e.g., system size, PV, solar water heating) to compare customer costs after rebates and estimated payback based on their home location (solar system output may differ depending on the climate zone).  In short, the overall benefits of the CSI program may be reduced if the CSI program does not have a built-in educational component that effectively informs the customer on the benefits of energy efficiency.
.
DRA further recommends that the budget to develop the EE/Solar comparison website for both residential and nonresidential customers be jointly funded from the EE and the CSI programs.  To minimize the development costs, the Commission could instruct the CSI program administrators and EE program administrators to share the same website and to make this website accessible by all customers regardless of their utility service area.
VIII. DRAFT CSI PROPOSAL SECTION 8:  THE COMMISSION SHOULD AUTOMATICALLY EXEMPT ALL NEW COMMERCIAL CONSTRUCTION FROM THE ENERGY EFFICIENCY AUDIT REQUIREMENTS SINCE BY LAW THESE ENTITIES MUST COMPLY WITH THE TITLE 24 ENERGY EFFICIENCY CODES
The energy efficiency audit requirement should only apply to retrofit buildings. All new construction projects, regardless of whether it is residential or nonresidential, are subjected to Title 24 Building Codes, which establish minimum energy efficiency standards.  In other words, to avoid needless duplication of work, the Commission should exempt all new commercial and residential construction from the energy efficiency audit requirement.
IX. DRAFT CSI PROPOSAL SECTION 3:  DRA RECOMMENDS THAT THE COMMISSION EXTEND THE SOLAR WATER HEATING REGIONAL PILOT WITHIN THE SDG&E SERVICE TERRITORY TO A STATEWIDE PILOT
The Draft CSI Proposal defers the issue of solar thermal incentives to 2008, after the pilot program ends for solar water heating incentives for SDG&E’s residential, commercial and industrial customers.  Additionally, the Draft CSI Propose includes “water heating for large commercial installations if the project design includes other solar thermal applications, such as space heating and cooling, ventilation, or process heating and cooling.”  Draft CSI Proposal at p.29.
DRA agrees that a pilot program is best suited to determining the overall cost-effectiveness and the impacts of customer incentives on equipment prices and customer demand.  This is particularly relevant in the design of a rebate program for solar water heating, which has a tainted history of inflated system prices accompanied by poor performance between 1979 and 1986 when a 40% federal tax credit resulted in “a nationwide boom for solar water heating systems [with] hundreds of manufacturers and thousands of contractors and distributors starting new businesses.”
  However, given the vast gas savings potential from solar water heating systems,
 it would be an enormous lost opportunity for gas energy savings if the 18-month pilot is limited to SDG&E’s customers and any extension of solar water heating incentives program to customers in the other IOU service territories only begins in 2009.

DRA has been a proponent for funding customer rebates for solar water heating systems from the utilities’ energy efficiency program funds.  However, the current Energy Efficiency Policy Rules require that “as a condition for the inclusion of solar water heating within the definition of energy efficiency measures, solar water heating installations must be cost-effective on a stand-alone basis.”
  Consequently, the utility administrators have excluded solar water heating from the list of energy efficiency measures eligible for rebates based on its non-cost effectiveness.  What remains is a “chicken-and-egg” problem -- unless the system prices come down to make solar water heating cost effective, the utilities cannot provide rebates to customers; in the meantime, customer demand remains low, so there is inadequate production volume to drive down system costs.

DRA recommends that the solar water heating pilot be extended to the other utilities’ residential customers (given that the gas savings potential for the residential sector is much higher than that of the commercial sector).  The pilot will be limited to an 18-month period, with evaluation of the pilot beginning 12 months after the start of the pilot.  While SDREO is addressing the incentive design for a solar water heating pilot within the SDG&E service area, this incentive design can be extended to a statewide pilot.  At the same time, the Commission could also take into consideration the solar water heating program offered by the Sacramental Municipal Utility District (“SMUD”). SMUD currently offers a $1500 rebate to its residential customers to replace their existing electric water heating system with a solar water heating system.  In addition, SMUD offers 100% loan financing to cover the remaining costs with a ten-year repayment period.  SMUD provides all the funding for these incentives and free maintenance inspections after five years and again after 10 years.  Customers with gas or propane water heaters are eligible for loan financing only.  To ensure quality installation and system design, the program also has specific requirements on the solar water heating units and the contractor warranty.
 
X. CONCLUSION
DRA appreciates this opportunity to comment on the Draft CSI Proposal and requests the Commission to consider the recommendations set forth above.
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� In the 2003 PG&E general rate case application, residential electric sales is given as 29,139 GWh, total system sales 82,036 GWh.  In the 2006 SCE general rate case application, residential electric sales is given as 28,265 GWh, total system sales 86,455 GWh.


� This is a common problem for energy efficiency investment – tenants are unwilling to make long term building efficiency investments to lower their energy bill, while building owners are unwilling to make these same investments since they are not responsible for the utility bill.


� For preliminary audits conducted by utility account representatives, costs range between $0.01 to $0.05/square feet; for detailed audits conducted by engineers, costs range between $0.10 to $0.30/square feet.


� Currently, the utilities’ online audit tool shows only the estimated annual savings in dollars; it does not easily lend to the payback analyses that customers are more familiar with.


� “Solar Hot Water Systems: Lessons Learned 1977 to Today”, ECS Solar Energy System, Inc. (http://www.ecs-solar.com/lessons_learned.htm).


� According to the Kema-Xenergy reports on California Statewide Residential Sector Energy Efficiency Potential Study (April 2003) and California Statewide Commercial Sector Energy Efficiency Potential Study (July 2003), solar water heating has the highest gas savings potential in both the residential and nonresidential sectors. For the residential sector, gas savings potential attributed to solar water heating is projected at over 800 MTh/yr (the second highest gas savings measure is horizontal clothes washer, with about 300 MTh/yr). For the commercial sector, gas savings potential attributed to solar water heating is projected at over 180 MTh/yr (the second highest gas savings measure is High Efficiency Furnace/Boiler, with about 100 MTh/yr.


� Energy Efficiency Policy Manual, Version 3, For Post-2005 Programs, Rule IV.7.


� To be eligible for the SMUD Solar Water Heater Program, all solar water-heating units must meet standards set by the Solar Rating and Certification Corporation (SRCC), be installed by a SMUD-approved solar contractor, and pass inspection by SMUD representatives. Participating SMUD contractors must provide a full three-year warranty on systems they install. These warranties cover the entire system. Any problems occurring during this period are resolved at no cost to the customer. In addition to the three-year system warranty, the system is covered for five years with a prorated warranty from the sixth year through the tenth year.
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