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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Order Instituting Rulemaking Regarding Policies, Procedures and Rules for the California Solar Initiative, the Self-Generation Incentive Program and Other Distributed Generation Issues

	)

)

)

)
	Rulemaking 06-03-004

(Filed March 2, 2006
)


COMMENTS
 OF THE CITY & COUNTY OF SAN FRANCISCO ON THE STAFF PROPOSAL OF THE CPUC’S ENERGY DIVISION FOR DESIGN AND ADMINISTRATION OF THE CALIFORNIA SOLAR INITIATIVE, 2007–2016

I. GENERAL COMMENTS

The Energy Division’s Staff Proposal covers various aspects of the California Solar Initiative (CSI): performance-based incentives, incentives for non-PV solar technologies, mechanisms for triggering adjustments to incentives over time, funding, incentive administration, metering requirements and energy efficiency requirements.  The City & County of San Francisco (CCSF) commends the Energy Division on a comprehensive and generally well-thought-out proposal.  CCSF has comments on the proposal in two overarching areas: incentive payments and administration.  We cover these first.  Subsequent sections follow the respective sections of the Staff Proposal in providing specific comments related to the questions and unresolved issues listed at the end of each section.

I.1. Incentive payments

Until now, the burden of performance risk of solar installations has been shouldered by the state.  The Self-Generation Incentive Program (SGIP) pays rebates based on installed capacity, irrespective of actual solar performance over time.  A system owner and a system developer carry no performance risk relating to rebates because the rebates are capacity-based.

In theory, a performance-based incentive (PBI) is a more efficient kind of rebate, as it rewards best practices in the solar industry.  By doing so, it also shifts the burden of performance risk onto a system owner.  CCSF acknowledges there is no single answer to the question of how performance risk should be apportioned.  There is, however, an alternate approach, which we will call a ‘warranty’ approach.  We believe it can apply across-the-board to systems of any size, at the same time eliminating what we consider to be an arbitrary threshold of 100 kilowatts separating so-called ‘small’ systems from ‘large’ ones.  Eliminating the 100-kW threshold has implications for program administration.

Solar projects managed by the San Francisco Public Utilities Commission (SFPUC) have various warranties already built into every installation contract.  The most pertinent of these provide guarantees over system output and system degradation, for example:

… Contractor guarantees the PV system minimum output of ___ kW peak AC at the meter at the time of commissioning and over five years from the date of Final Completion …

Contractor shall provide a five-year guarantee of annual system energy as measured in kilowatt-hours at the meter …

The Contractor warrants the … PV panel systems to … produce not less than 95% of the specified output in the first ten years and not less than 90% of the specified output in the second ten years, or pursuant to an accepted degradation curve …
Other warranties cover workmanship and materials, system completion, operation of panels over a minimum of 25 years, roof penetrations, and power capacity.

With such a comprehensive set of warranties in place, system performance already is guaranteed by the contractor—in other words, the contractor assumes the burden of performance risk for projects funded by SFPUC.  The contractural obligation to pay liquidated damages for non-performance is a powerful incentive to a contractor to do the very best job possible.  A PBI would add nothing to this in terms of performance guarantees.  All it would do is to spread the payment of a rebate on a system over five years rather than to pay it out in a lump sum, but it also would add financial risk for a system owner through uncertainty over the exact amount of their rebates over that period.  A system owner would have to try to recover any deficit in a rebate, relative to expected performance, from their contractor.  A PBI therefore places the greatest risk on a system owner and secondarily on a contractor.  

If a PBI approach becomes official then system owners may have to ask contractors to accept an initial contract payment followed by a five-year performance payment.  CCSF doubts that many contractors would want to work on this basis.  They may in fact raise their prices to reflect the greater risk of doing business under a PBI, as well as to cover the concomitatnt reduction in their cash flow from having payment spread over five years.  The same outcome would apply also to hybrid arrangements, which only further complicates the issue.

For these reasons, CCSF believes it would be more acceptable to continue with capacity-based incentives as long as the issuance of rebates were contingent on the inclusion of specific performance warranties in installation contracts.  System owners would prefer this approach because it would pay a known rebate up-front, whose value could be factored into project costs early in the project cycle, and yet it would still reward best practices, just like a PBI.  Bonuses for performance above expectations also could be built into a contract between an owner and a contractor.  They do not have to come from a rebate created by the state.

CCSF agrees that the existing capacity-based rebate is not sophisticated enough to account for all of the important factors that can be anticipated in system performance, so we support a move towards an expected performance-based buy-down (EPBB) or something similar to capture such factors as tilt and shading.  Our only advice is to strive for simplicity wherever possible rather than completeness.  With warranties on system performance built into a contract it is necessary only to obtain a good approximation of actual system performance in an EPBB rather than to attempt exactitude in all cases.  We make this comment in light of the lengthy discussion about the EPBB at the recent workshop on the Staff Proposal on May 1, 2006, in which a variety of differing understandings of the EPBB were apparent.

I.2. Administration

By continuing with capacity-based rebates and requiring warranties on system performance in an installation contract, it becomes unnecessary to distinguish administratively between systems over 100 kW in size and systems under 100 kW, in terms of the way rebates are paid.  The approach outlined above applies equally well to systems of any size, which is administratively simpler than the Energy Division’s proposal of applying a PBI to large systems and an EPBB to small systems.

Administrative simplicity also would be served by consolidating the administration of rebates into a single entity, one without a perceived or actual conflict of interest.  The Staff Report outlines steps for selecting an independent, non-profit administrator for rebates on small systems, and recommends the administration of rebates on large systems remain with the utilities.  CCSF would accept this arrangement insofar as it retains our established working relationship with PG&E in this area, although we also acknowledge the different relationships that other public entities have with their administrators, not all of them smooth.  If sufficient consensus emerges among the various parties for consolidating all CSI administration into a single, independent entity, then CCSF would support this, although we do not see it as essential to the success of the CSI.

Of much greater importance to CCSF is to establish distinct administrative requirements for the private sector and the public sector.  They go about business in certain fundamentally different ways.  In the private sector, it is generally little trouble—in fact, perhaps preferable—to execute a contract to develop a solar installation before, or at the time of, applying for rebates.  In the public sector, it can often take twelve months to reach a contract with a vendor, particularly in larger public administrations such as San Francisco.  The value of the contract, which determines the amount of funds to be encumbered, is contingent on the reservation of rebates.  In the public sector, a public bidding and review process is required by charter.  Its various checks and balances add significant time to the early stages of a project cycle.

Based on our experience with the existing SGIP, many administrative requirements are, however, the same for the public sector as for the private sector.  Nonetheless, enough important differences in project development exist to warrant distinct treatment.  Whereas a signed contract is considered by SGIP administration sufficient proof of project advancement for private-sector projects to reserve rebates, a public-sector project generally is considered under way once bids have been received on a request for proposals (RFP), which precedes the contract stage. 

CCSF does not seek preferential treatment for the public sector over the private sector, only treatment that is consistent with its processes.  A future CSI Handbook should clearly delineate the specific ways in which the CSI’s requirements apply differently to public entities and private entities.  We assume that opportunities will arise later in this proceeding for stakeholders and the CPUC to make those delineations.  If not, CCSF will make proposals in its upcoming reply comments on the Staff Report.

II. Comments on sections of the Staff Proposal

II.1. Executive summary

CCSF has no comments on the Executive Summary itself.

II.2. Applying a performance dimension to incentive payments

The Staff Proposal structures the incentives under the CSI to encourage improvements in three areas of the solar market: technological and installation costs, solar productivity, and marketing costs.  The intention of the CSI is to stimulate a sustainable solar market eventually unsupported by public subsidies (p. 9).  CCSF endorses this goal.

The proposal asks parties to advise the Energy Division staff on the question of ‘hybrid PBI phasing to full PBI’ (p.15).  If a PBI eventually is adopted, rather than the warranty approach outlined above, then CCSF sees no concrete evidence to suggest that large solar customers would suffer any kind of financial ‘shock’ by suddenly transitioning to a full PBI; therefore, in the interests of simplicity, an all-in-one transition should be followed.

On p. 17 of the proposal, a payment period of five years is proposed.  Again, assuming a PBI is adopted, five years would seem a reasonable period for commercial customers, who are able to take depreciation on a system during this time.  For public entities, a longer payment period, such as ten years, might be preferable because public financing is structured differently from private financing, specifically in its longer financial horizons.  

A clarification also is required in the section on incentive payments: would the same amount of rebate be paid to a customer over its entire period of eligibility—implying that the 10% annual reduction in rebates would apply only to new customers—or would existing customers also experience a 10% annual reduction in rebates over their payment period?  CCSF would recommend the former if a PBI is adopted.

A final question posed by the Staff Report is whether new construction projects should receive a lower PBI than retrofits.  CCSF suggests that they should, to reflect the lower costs of solar on new construction.  Indeed, this recommendation would apply irrespective of the kind of rebate finally adopted.

II.3. Incentives for non-PV solar technologies

The Staff Report lists four eligible non-photovoltaic solar technologies for consideration under the CSI at this time: concentrating PV, parabolic dish/engine, parabolic trough and power tower (p. 28).  These technologies provide electricity as well as space-heating and -cooling in some cases.  The report makes no incentive recommendation for solar water heaters at this time because of an upcoming proposal on the subject from the San Diego Regional Energy Office (SDREO).  The Energy Division proposes to revisit all solar thermal incentives in 2008, factoring results from a pilot program run by SDREO into a statewide program.

CCSF endorses the CPUC’s commitment to incorporate solar water heating into the CSI, particularly in light of continuing increases and volatility in natural gas prices.  Indeed, gas price volatility is such a pressing concern today that CCSF believes it is important to forge ahead with a series of incentives, however approximate, to stimulate growth in the solar water-heating market, and later use the results of SDREO’s pilot study to refine them.  CCSF also plans to promote solar water heating to meet its 2012 citywide targets for greenhouse-gas reduction.  Solar water-heating has two significant advantages over solar PV for a homeowner, which are a much lower price and a shorter payback.  In a typical single-family home, close to half of all gas consumption goes into heating water.  Most of this can be offset with a rooftop solar water-heating system costing only a few thousand dollars.  This is a much more palatable expense for a homeowner than a typical solar PV system.  A modest incentive combined with a public education campaign might, by themselves, stimulate significant growth in this market.  The opportunity to do this has existed already for several years: CCSF sees no compelling reason to wait any longer.

II.4. Incentive level trigger adjustment mechanism over 10-year period

CCSF has no comments at this time.

II.5. Funding levels

CCSF has no comments at this time.

II.6. Incentive administration

If a PBI is adopted for large systems then PBI incentive payments, net-metering credits and system performance data should be reported and paid monthly, wherever possible, although we agree with the Energy Division that it need not be a requirement.  A monthly basis would enable all the relevant information to be consolidated into a monthly billing cycle, thereby facilitating a customer’s tracking of system performance, energetically, financially and across seasons.

II.7. Metering & data-collection requirements

CCSF defers to the solar and metering industries on specific recommendations relating to metering and data-collection standards.  CCSF requests only that these standards ensure the deployment of only the most cutting-edge technologies available at any time (for example, meters with built-in wireless web servers) within reasonable cost constraints, and that the standards contain built-in provisions for review and revision as technologies evolve.  CCSF suggests also that requiring revenue-grade meters for small systems, most of which are residential and small-commercial, may be unnecessary.

II.8. Energy-efficiency requirements tied to solar incentives

The Staff Report recommends:

· Program participants must obtain a building audit through an online, telephone, or onsite utility program, or through a non-utility provider.

· The audit requirement is waived if a home or building already is energy-efficient as demonstrated via LEED-certification, Energy Star-certification, or having a previous acceptable energy audit report during the past 3 years.

· CSI participants are encouraged, but not required at this time, to make the recommended energy efficiency improvements.

Most SFPUC projects on municipal sites are combined efficiency and solar projects.  The efficiency measures, which typically cost around one-tenth of the solar PV on an equivalent-kilowatt basis, improve the economics of the solar installations considerably.  CCSF encourages the CPUC to tie solar PV rebates across-the-board to the energy efficiency of the buildings they serve.  Although in principle this could be achieved by site audits and inspections, the administrative costs could be high.  Perhaps more efficient would be to provide additional financial incentives to customers to lower their consumption however they see fit.  By way of illustration, a customer attaining a year-on-year, seasonally-adjusted reduction in the rate of growth of their consumption equivalent to 10 percent of their total seasonally-adjusted consumption at any time during their PBI period could be rewarded with a 10% bonus on PBI rebates.  This approach is similar to PG&E’s existing offer to provide a bonus to residential customers who lower their energy consumption by 10 percent.  Such an approach also could adjust rebates downwards if growth in a customer’s consumption trends more steeply upwards over time, which would encourage customers expanding their operations at a solar-powered site to do so energy-efficiently.

Please direct comments and questions to:

Fraser Smith, D.Phil., Power Enterprise, San Francisco Public Utilities Commission, 1155 Market Street, 4th Floor, San Francisco, CA 94103

fsmith@sfwater.org | Tel. (415) 554–1572 | Fax (415) 554–3280
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