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Decarbonization Incentive
Rate (DIR) Financing Proposal

Developed by Local Government Sustainable Energy Coalition
and Santa Barbara Clean Energy

Order Instituting Rulemaking to Investigate and Design Clean Energy
Financing Options for Electricity and Natural Gas Customers.

May 12, 2022



Proposal: Offer Marginal Cost-Based Rates
to Incremental Electricity Loads Prompted by
Fuel Switching

Customers who trade their natural gas-, fossil methane-, or propane-powered heating, ventilation and air
conditioning (HVAC) or other appliances for electric models would be provided with a discounted rate for
the incremental (additional) electricity consumed.

These new loads would be exempt from the power cost indifference adjustment (PCIA) stranded asset
charge to recover legacy generation costs. Community Choice Aggregators (CCA), for example, would not
have to pass on PCIA charges to DIR-eligible load.

Costs for incremental service are best represented by the marginal costs developed by utilities and other
parties in General Rate Case (GRC) Phase Il cases or California Public Utilities Commission’s (CPUC)
Avoided Cost Calculator.

California has adopted marginal cost-based electricity rate discounts previously to incentivize beneficial

choices.
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Incremental Load Induced by Decarbonization
Would be Eligible for Lower Rates

For bundled Southern California Edison (SCE) customers, average rate would go from 17.62
cents per kilowatt-hour (kWh) to 12.95 cents, 26.5% less. Residential rates would decrease

from 22.44 cents to 15.22 cents, 32.2% less.

* Tiered rates pose a significant barrier to electrification and would cause the effective discount to be greater than
estimated here.

* These estimates were based on average electricity rate; added demand would be charged at the much higher
Tier 2 rate. The decarb allowance could be introduced as a new Tier O below the current Tier 1.

Incremental electricity use would be determined through regulatory vetted sources.

» Building energy use: California Energy Commission’s Title 24 building efficiency and Title 20 appliance standard
assumptions, adjusted by climate zone.

* Vehicle energy use: based on average annual vehicle miles traveled in a designated region (e.qg., county, city or
zip code) as calculated by the California Air Resources Board for use in its EMFAC air quality model or from the
Bureau of Automotive Repair Smog Check odometer records
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Decarbonization Incentive Rate Pilot

Pilot would provide a platform to carefully examine rate aspects, including marginal-cost-based
design (e.g., geographic marginal costs or systemwide); qualifying decarbonization measures; energy
consumption outcomes and how to measure them; financial and environmental consequences; and
layering of additional incentives/interventions.

Commission could alternatively order rate be developed, with associated qualifying measures, and
pair it with Tariff On-Bill (TOB) or On-Bill financing.

- Rate could be offered as a separate tariff with measure adoption conditions; incorporated into on-
bill financing; or as part of a CCA line-item credit for customers who adopt qualified measures.

- Rate provides overall utility savings (when gas and electricity costs are combined) needed to
justify TOB or on bill payment for measure implementation.

- Projects could also participate in utility/CCA demand-response programs to achieve additional
savings and provide ancillary benefits to load-serving entities, such as resource adequacy.
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Commission Has Previously Adopted Similar Rates

Economic development rates (EDR) offer a reduction to enterprises considering leaving, moving to or expanding in
the state. Rate floor is calculated as the marginal cost of service for distribution and generation plus non-bypassable
charges. For SCE and Pacific Gas and Electric Company customers standard EDR discount is 12%; 30% in designated

“enhanced zones.”

AG-|CE tariff, offered from 2006 to 2014, provided a discounted line extension cost and limited associated rate
escalation to 1.5% a year for 10 years to match forecasted diesel fuel prices. The program led to conversion of 2,000
pump engines in 2006-2007 with commensurate improvements in regional air quality and greenhouse gas (GHG)
emission reductions.

DIR would use the same principles as EDR. Most importantly, load created by converting from fossil fuels is new load
that has only been recently, if at all, included in electricity resource and grid planning.

* None of this load should incur legacy costs for past generation investments or procurement nor for past
distribution costs. This principle means that these new loads would be exempt from the PCIA stranded asset

charge to recover legacy generation costs.

The CPUC ruled in 2007 that non-bypassable charges, such as for public purpose programs, CARE discount funding,
Department of Water Resources Bonds, and nuclear decommissioning, must be recovered in full in discounted tariffs
such EDR. This proposal follows that direction and include these charges, except the PCIA as discussed above.
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Pilot Sponsor: Santa Barbara Clean Energy (SBCE)

* Single City CCA with a goal of reaching carbon neutrality by 2035
* Almost 20% CARE customers, with significant renter population.
* Could unilaterally offer discounted energy rates (on gen side), but capacity

to deliver deep savings is limited. DIR would enable significantly lower
incentive rates that reflect marginal cost-based distribution pricing and no

PCIA.
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How it Would Work
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Pilot Scope

 SCE, in collaboration with SBCE, designs experimental DIR.
 SBCE identifies qualifying measures and associated outcome criteria

300 measures implemented

. 200 Heat Pump Water Heaters
. 100 Heat Pumps

 Evaluate implementation and administration costs, financial and
emission outcomes.
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Participant Eligibility

Single family residential customers receiving electric service at a location with a meter.

Customer must have maintained an active utility account for the previous 24 months and had
service at the premises to be retrofitted for least 12 months

Renters may participate in the program as long as the building owner agrees to permit SBCE
to install upgrades that replace fossil fueled appliances with electrical units in the building.
The owner will be required to maintain upgrades.

Eligible measure installation is confirmed

Customer must be in good payment standing from when the customer’s program application
is approved through the funding of the investment.

Customers must voluntarily opt to receive program services.
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Pilot Budget

Line ltem Notes Budget Amount
Project Capital Investment $3,735,226
Incentives These funds may be available through TECH incentives, previously $1,264,000
budgeted public purpose charge funds; including tax credits. If
not, they are requested from the CPUC.
Total Capital Requirement $4,999,226
Start-up costs Billing system and program IT setup, legal and other costs $100,000
Measure effectiveness reserves |5% of measure costs $123,298
Total Risk Mitigation $123,298
Administration 10% of program costs $100,600
Marketing and outreach 6% of program costs $60,300
Implementation $855,250
M&V In-kind contribution from Santa Barbara Clean Energy $100,000
Total Operating Costs $1,116,150
Total Program Budget Capital + Startup + Risk Management + Operating $6,338,674
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Proposed Pilot Funding Sources

Line ltem Budget Explanatory Notes
Amount
Project Capital | $3,735,226 Ratepayers: public purpose charge funds
Investment Summary of Funding Total Dollar Amount
Sources
Incentives $1,264,000 | This assumes TECH incentives, previously budgeted _
public purpose charge funds; possible state & federal CPl:tJl'C (Ratepayek:s. $4,824,674
funds, including tax credits are available which is an ]E)u dlc purpose charge
unknown at this time unds)
Start-up costs | $100,000 CPUC Incentives (if available) | $1,264,000
Risk Mitigation | $123,298 | CPUC Santa Barbara Clean $250,000
Energy Operating
Funds
Program $250,000 Santa Barbara Clean Energy Operating Funds
operating Total $6,338,674
costs (partial)
Program $866,150 CPUC
operating
costs (balance)
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Expected Lifecycle Program Benefits

Benefit Heat Pump HPWH Total
GHG reductions 11,000 2,275 13,275
(mt eCO2)
Electricity savings -15,000 -2,750 -17,750
(MWHh)
Gas savings 2,300 500 2,800
(MTherms)
Customer bill $2,922,150 $223,965| $3,146,120
savings
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Metrics and Key Performance Indicators

Affordability:
. @tﬁility of pilot measures to keep customer cost neutral (or save money) on monthly energy
ills.
* Customer benefits demonstrated and quantified so that they can be leveraged to attract third
party capital.

* Projected annual and lifetime emissions and utility bill_savir&gs (using meter-based data
whenever appropriate and feasible) relative to fuel switched.

Maximum Impact, Uptake, Reduced Complexity:
* Ability of granular customer data to be used to estimate customer uptake or measure interest.
* Number of high gas users converted to electric space heating and cooling.
 Number of TOB/DIR participants, level of interest, ease of pilot enrollment.
 Market share for eligible technologies.

* Cost per metric ton of avoided GHG emissions (using meter-based data whenever appropriate
and feasible).
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Metrics and Key Performance Indicators

Minimizing Risk:

Customer energy bills at least net neutral to fuel switching, considering costs of
intervention.

Equity and Inclusion:

Santa Barbara
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Number of Spanish-speaking customers engaged and enrolled in the pilot.
Number of CARE households served.

Number and percentage of workers involved in implementation that are disadvantaged or
otherwise underrepresented.

Expected first-year GHG and utility bill savings for equity-targeted participants.

Number of residential equity-targeted households receiving upgrades that are expected to
improve home comfort, safety, and health outcomes.

Number of residential equity-targeted households that could not be served due to the need
for additional home repairs.

Customer comprehension of program offers and satisfaction with program outcomes.
Effectiveness of marketing and outreach campaigns based on engagement metrics.
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Thanks!

Alelia Parenteau, Acting Sustainability & Resilience
Director, City of Santa Barbara, Sustainability & Resilience

Steven Moss, Partner, M.Cubed - LGSEC Regulatory
Consultant
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