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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Order Instituting Rulemaking Regarding Policies, Procedures and Incentives for Distributed Generation and Distributed Energy Resources


	Rulemaking 04-03-017


SOUTHERN CALIFORNIA GAS COMPANY AND SAN DIEGO GAS & ELECTRIC COMPANY COMMENTS TO THE COMMISSION CONCERNING THE UPCOMING PBI WORKSHOP

Southern California Gas Company (SoCalGas) and San Diego Gas & Electric Company (SDG&E) are pleased to have this opportunity to offer their initial Comments to the Commission concerning the upcoming PBI Workshop and look forward to working with all participants concerning the establishment of meaningful incentives for the California Solar Initiative program (CSI) which produce the most efficient use of the ratepayer dollar to achieve the Commission’s goals.  SDG&E and SoCalGas are very supportive of the Commission moving towards incentives that encourage continued performance of Solar Photovoltaic generators (PV) and away from incentives that simply encourage the installation of PV.  From SDG&E and SoCalGas’ perspective the goal of having PV installed is primarily to provide load offsetting energy to the State of California over the assumed life of the PV system. To the extent that incentive payments are not aligned with and encourage this goal then the results may not align very well either.  The design of a Performance Based Incentive (PBI) for PV should be such that it encourages new installations to be designed, operated and maintained to perform over the long term to offset customer load. PV systems will deteriorate and fail over time absent adequate maintenance and repairs.  A proper PBI should encourage the maintenance and repair of the future stock of PV so that it continues working and delivering energy. If the customer is being provided with an ongoing incentive, visible to that customer, to produce energy, then when the PV does fail they will be in a better position to know it and have the requisite economic incentive to take action in a timely manner to repair it. Housing stock turns over with time and new owners that are not otherwise predisposed towards PV should be incented by PBI to become aware of their PV’s operation and value so as to maintain the PV.  For all of the above reasons SDG&E and SoCalGas encourage the Commission to move quickly to the adoption of a PBI for PV.
Implementation of PBI will require the installation of meters to measure the output of the PV generators.  PBI, as SDG&E and SoCalGas envision it, would provide a payment, or bill credit, to the customer based on the energy produced by the PV.  Since the PBI would be a payment or bill credit, the meter should be of the same quality as that used for billing a customer. Since the meters would be used for purposes of billing or payment, the utility should have sufficient access to and control over the meter to assure its accuracy and verify its reads. From SDG&E’s and SoCalGas’ perspective, it would be most effective if these meters were installed in a meter base meeting the utility’s standards and the meter would be owned and read by the utility.

The metering that is employed to measure the output of a PV generator for purposes of making PBI payments should first be able to measure the output in the units in which the PBI payments will be made. SDG&E and SoCalGas recommend that the Commission adopt a PBI that pays the same amount per kilowatt-hour during all hours of the year, at least at first. This is because the PBI is an incentive, or subsidy, payment for which there is no utility based cost to rely upon for determination of the payment amount. Based on SDG&E’s and SoCalGas’ recommendation all that is currently needed is a meter capable of measuring kWh during each billing period, or month, at least for the short term. In the longer term SDG&E and SoCalGas recognize that it would be appropriate to anticipate that as costs supporting such rates as critical peak pricing are authorized by the Commission it is likely to be appropriate to adopt a time differentiated pricing structure for PV system production. Thus, at least for the next few years, SDG&E and SoCalGas recommend that the Commission have meters capable of measuring the output every 15-minutes installed to maintain future flexibility.

Metering requirements for PBI should commence as quickly as practical in order to gain the benefits of PBI as soon as possible. The number of PV unit’s installations currently being installed is small enough that the utilities should be able to almost immediately begin installing the appropriate metering. If the Commission were to decide this is appropriate, SDG&E could begin installing meters on new installations in a matter of months. SDG&E and SoCalGas recommend that the Commission order the utilities to file compliance tariffs to implement metering capable of measuring the output of all
 new PV installations.   

Since SDG&E and SoCalGas recommend the installation of meters that are more expensive than needed for the immediate implementation of PBI, the customers that are first impacted by this proposal should not pay the cost of the meters themselves. Instead the cost of this metering should be funded through the CSI program budget. Since this is an early transitional issue the Commission should anticipate a need to address this matter further after PBI has been operational for a year.  The Commission should also direct that the utilities put the amount of any PBI payment on the customer’s bill each month. This is so that the customer will know from month to month how the PV is performing and to have fairly quick information when the PV ceases to produce energy. The expectation is that the customer will take corrective action quickly to cause the PV generator to come back on line and again produce the energy that is hoped for, because the customer would have the financial information and interest to do so.  In addition to metering, implementing PBI will require modifications to billing processes.  These costs of implementing these systems should also be absorbed by the program. 

A PBI should be structured to tie to current incentives, provide incentives to keep equipment functional over its life, and provide some short-term payments as a transition from current incentives. On a present value basis, a customer should be financially indifferent whether they receive the incentive through the PBI mechanism or receive the incentive as a lump sum.  To the extent that the lump sum amount found reasonable is $2.80/Watt
 then a PBI should on a present value basis be equal to $2.80/Watt provided that the PV produces energy consistent with reasonable expectations regarding a well designed and operated PV system designed to offset customer load. The PBI should have one element to it that provides sufficient financial encouragement to the owner to maintain the PV over the expected life of the PV facility and a second portion could be paid out over a shorter period. One longer term concern is that inverters will fail and the future owners will not have an adequate incentive to replace them. The PBI needs to be designed to mitigate such an outcome.
The Commission has asked, “What kind of incentive structure would be most effective for different types of installations?”
 SDG&E and SoCalGas in their comments have focused primarily upon the incentives to be paid for Solar PV installations. The Commission, in reference to a joint report of the CPUC and CEC staff stated, “Eligible technologies would include photovoltaic (PV) and concentrated solar power up to one megawatt (MW), and solar water heaters.”
 Where metering of electricity output is feasible, such as with PV, it makes sense to provide incentives to encourage the production of electricity over the expected life of the facility. With installations such as solar water heating an electric meter is of little use. However it is useful to make sure that any incentive payments be made over the expected life of the equipment to assure that the owners retain an incentive to keep the equipment operational. Further, some level of verification that the equipment is operational is a reasonable expectation prior to making an incentive payment.

Another question posed by the Commission is “How long should the payback period be by project size and type?”
 The payback period should be as long as the expected usable life of the facility installed in order to encourage the energy production from that facility over its entire expected life. If the goal of a PV system is to produce energy over the life of the PV installation, then providing the incentives over less than the life would fail to align the goal and the incentive. If the goal of providing an incentive to solar water heating is to cause the production of hot water from this source rather than with gas or electric energy over the life of the solar water heater, then the incentives should be paid out over its life. If the goal of providing an incentive is something other than gaining the maximum production from the equipment installed, then the incentive should align to that goal. SDG&E and SoCalGas urge that the goal of the incentive should be made clear, especially if it is something other than production of energy or hot water from solar energy.

If the Commission is interested in directing the utilities to provide low cost financing to customers installing PV, then SDG&E and SoCalGas urge the Commission to first review the “on-bill” financing programs developed for the 2006-2008 Energy Efficiency programs.  There were many issues considered in the development of those programs that would need further discussion in the context of technologies/programs like PV (e.g., defaults, cost of subsidies).  While SDG&E and SoCalGas are very excited about the potential of on-bill financing to enhance our energy efficiency efforts, that effort is in its’ infancy and it would be premature to expand utility financing at this time.  The Commission should consider permitting utility ownership of PV if there is any issue or concern about the market being able to positively respond to changing to a PBI structure from the current existing incentive structure.  An upfront capacity payment is not very consistent with the goal of the payment if the goal is to gain a useful application of solar power.  To the extent that PBI does align the incentive payment with the goal of providing the incentive, then all the incentive should be provided through PBI and not as an upfront payment.  From SDG&E’s and SoCalGas’ perspective, it is far more important to make sure that customers have an incentive to install and maintain a quality system that will produce energy at as high a rate as practical and for as long as possible than merely to install a lot of units.

SDG&E and SoCalGas look forward to hearing more at the workshop about ways to bring in auctioning or bidding to a PBI program.

The Commission has also asked, “How should the PBI program recognize state and federal tax benefits?”
 To the extent that there is a change in either the state or federal tax codes affecting PV, then that change should be reflected in the level of the incentives paid.  For example, the Energy Policy Act of 2005 created some new tax credits for PV and solar water heating installations, along with Fuel Cells
. The tax credit for PV or solar water heating is equal to 30% of the expenditures with a limitation of $2,000 for residential and no limitation on non-residential applications. The credit is for installations completed and “placed in service” during 2006 and 2007. Starting January 1, 2008, the business tax credit for investment in solar energy reverts to 10%. Thus the level of incentives that are funded by other customers for installations made in 2006 and 2007 could be reduced without negatively impacting the overall level of incentive provided to taxpaying customers installing PV. To the extent that the Commission has found that for 2006 an incentive level of $2.80 is appropriate, absent the change in tax law, then the tax law change has created and additional benefit to the participant that is akin to “double-dipping” and program incentives should appropriately be reduced.  

The Commission should adopt monitoring and evaluation steps for PBI that ensures that the implementation of PBI is performing in accordance with Commission direction and require reporting that will allow the Commission to determine how well aligned the goal of the incentive program is to the results. Under SDG&E’s and SoCalGas’ proposal, the Commission would have the ability to audit the utility’s metering, meter reading and billing processes as they do now. In addition the Commission should require that regular reports be required showing the amount of PBI payments, the kWh paid for, and the installed capacity that was installed along with the remaining amount operational.  

As far as eligibility for a PBI payment is concerned, the Commission should limit the incentive payments to on-premise load offsetting power. This is to avoid creation of PBI incentives that are addressing the same issue as the State’s Renewables Portfolio Standard (RPS) goals. The Commission should also monitor the program to assure that the amount of incentive payments is consistent with the Commission’s overall approved expenditure levels. 
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� In SDG&E’s Service Territory 2% of the PV installations are of systems that are 30 kW or larger. The systems that are over 30 kW make up 42% of all installed kW. Thus if the Commission were to only apply PBI in a first phase to the over 30 kW installations then only 2% of the metering installations would be required. SDG&E and SoCalGas recommend that the total number of installations is small enough that a break at 30 kW is not needed.


� D.06-01-024, Conclusion of Law 6.


� 	D.06-01-024, page 22, question 2


� D.06-01-024, page 2


�   D.06-01-024, page 24, question 3.


� D.06-01-024, page 23, question 7.


� Energy Policy Act of 2005, Section 1335, Credit for Residential Energy Efficient Property and Section 1337 Business Solar Investment Tax Credit. 
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