STATE OF CALIFORNIA Public Utilities Commission
San Francisco

Memorandum

Date: July 12, 2011

To: The Commission
(Meeting of July 14, 2011)

From: Edward Randolph, Director
Office of Governmental Affairs (OGA) — Sacramento

Subject:  SB 343 (De Lebn) — Energy: efficiency.
As amended: June 30, 2011

LEGISLATIVE SUBCOMMITTEE RECOMMENDATION: SUPPORT

SUMMARY OF BILL:

SB 343 requires the California Public Utilities Commission (CPUC), in consultation with
the California Energy Commission (CEC), the State Treasurer, and the California
Alternative Energy and Advanced Transportation Financing Authority (CAEATFA), to
determine appropriate energy efficiency financing measures, programs, and funding
sources for the residential, commercial, and public building sectors in order to achieve
the statewide energy efficiency goals for those sectors identified in the California Energy
Efficiency Strategic Plan.

SUMMARY OF SUPPORTING ARGUMENTS FOR RECOMMENDATION:

The CPUC supports this bill, as amended. New financing measures for energy
efficiency will be an important piece of the package of programs that must be in place to
meet the state’s long-term efficiency goals. SB 343 is generally consistent with an
existing statutory mandate and can be addressed in existing Rulemaking 09-11-014,
which concerns the investor-owned utilities’ post-2012 energy efficiency portfolios.

DIVISION ANALYSIS (Energy Division):

Energy efficiency continues to be a significant, untapped resource

It is widely accepted that there is substantial untapped potential for commercial
buildings to reduce their energy consumption. Commercial buildings (including
government and institutional buildings) consume about one-third or more of the state’s
electricity, and comprise an estimated 6-8 billion square feet of space in existing
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buildings. Collectively, building owners may have the potential to invest $12-16 billion in
energy efficiency, with an expected return in less than five years and an effective cost
per unit of energy saved that falls far below the cost to build or buy conventional energy
resources.

Only a small fraction of potential energy efficiency investments are occurring today.
IOU energy efficiency programs for the commercial sector amount to approximately
$400 million per year with about half of this (or about $200 million), paying financial
incentives to help offset the cost of efficiency improvements. Assuming the financial
incentives pay between one-fourth and one-half the cost of those improvements, this
suggests that efficiency investments for commercial buildings amount to perhaps $400
— 800 million per year, or about 3-5 percent each year of the potential.

Why energy efficiency remains an untapped resource

Despite significant statewide investment in energy efficiency, there are still untapped,
cost-effective, areas for improvement in efficiency. A number studies have documented
the barriers to optimal levels of energy efficiency. These include the following factors:

1. Lack of knowledge and information about what exact efficiency measures to take
and what their expected performance will be.

2. An owner/agent or principal/agent problem where building owners have nollittle
direct economic gain when making building improvements in leased space where the
occupant/tenant pays the utility bill and thus the owner will not see any revenue gain or
reduced operating costs as a result of the efficiency improvement.

3. Even where there is an owner/occupant, lack of access to capital for the project, or
reluctance to commit limited capital resources and balance sheet debt to investments
falling outside the core focus of the business or institutional purpose.

Financing can help, but on its own is not sufficient to overcome the other barriers.

The CEC and CPUC are currently implementing the Leqislature’s direction on financing

In 2009, the Legislature approved AB 758 (Skinner), directing the CEC to develop and
the CPUC to investigate the prospects for funding/financing a program to achieve
energy efficiency in California’s existing buildings (all buildings, including residences,
businesses, and institutions). In a parallel timeframe, the CPUC, in D.09-09-047
directed the Energy Division, together with the IOUs, to explore the availability financing
mechanisms and to assess the extent to which non-existent or insufficient financing
mechanisms were a major reason that efficiency investments were not occurring at their
full potential. The CEC has just begun the technical work for its responsibilities under
this law and anticipates initial recommendations late in 2011. The CPUC just released a
consultant study on the needs and gaps in financing. The two agencies expect to
coordinate and integrate their work in the 2011-12 timeframe to identify market needs
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and solutions for an even larger set of energy users than the commercial sector focus of
SB 343.

While SB 343 is generally consistent with the above work, it appears that the direction in
AB 758 and D.09-09-047 are sufficient to address its goals and objectives.

PROGRAM BACKGROUND:

The CPUC authorized initial utility “on bill financing” (OBF) for certain
commercial/institutional customers with the 2006-08 energy efficiency portfolio. Sempra
took the lead on this, and Southern California Edison conducted a small pilot program.
Then, with D.09-09-047 the CPUC directed all four IOUs to:

1. Offer similar OBF financing programs for energy efficiency;

2. Start with a total of $40 million in loan funds to be made available to all non-
residential customers making efficiency improvements,

3. Collaborate with Energy Division staff on an analysis of financing needs and gaps
and to identify clearly advised financing mechanisms, and;

4. Return to the CPUC with proposals for new or expanded financing mechanisms
based on this analysis and market response.

Energy efficiency financing mechanisms are the subject of much discussion in energy
efficiency, financial, and policy circles, ranging from: the U.S. government, the American
Council for an Energy Efficient Economy, large finance companies, and many large
states and cities on the one hand, to California forums involving the Legislature,
Governor’s office, state agencies, utilities, environmental advocacy organizations,
commercial building associations and labor, all reflected in the recent California Energy
Efficiency Industry Council forum. Itis clear the issue is timely and ripe, but extremely
complex.

LEGISLATIVE HISTORY:

AB 758 (Skinner) required the CEC to develop and implement a comprehensive
program to achieve energy savings in existing residential and nonresidential building
stock, including energy assessments, cost-effective energy efficiency improvements,
financing options, public outreach, and education efforts.

STATUS:

SB 343 is currently awaiting a hearing in the Assembly Natural Resources Committee.

SUPPORT/OPPOSITION:

None on file.

STAFF CONTACTS:
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Dan Chia, Deputy Director, OGA (916) 324-5945 dc2@cpuc.ca.gov
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BILL LANGUAGE:

BILL NUMBER: SB 343 AMENDED
BILL TEXT

AMENDED IN ASSEMBLY JUNE 30, 2011
AMENDED IN ASSEMBLY JUNE 22, 2011
AMENDED IN SENATE MAY 31, 2011
AMENDED IN SENATE MAY 10, 2011
AMENDED IN SENATE APRIL 25, 2011

INTRODUCED BY Senator De Ledn

FEBRUARY 15, 2011

Section 381.3 to the Public Utllltles Code, relating to energy.

LEGISLATIVE COUNSEL'S DIGEST

SB 343, as amended, De Ledn. Energy: efficiency.

Under existing law, the Public Utilities Commission (PUC) has
regulatory authority over public utilities, including electrical
corporations and gas corporations, as defined. Existing law requires
the PUC to investigate the ability of electrical corporation and gas
corporations to provide energy efficiency financing options to their
customers to implement a comprehensive program developed by the State
Energy Resources Conservation and Development Commission (Energy
Commission) and requires the PUC to include an assessment of each
electrical corporation's and each gas corporation's implementation of
that program in a specified triennial report required under existing
law. Pursuant to this requirement, the PUC has opened Rulemaking
09-11-014.

This bill would require the PUC, in Rulemaking 09-11-014, in
consultation with the Energy Commission, the Treasurer, and the
California Alternative Energy and Advanced Transportation Financing
Authority, to determine appropriate energy efficiency financing
measures, programs, and funding sources for the residential,
commercial, and public building sectors in order to achieve the
statewide energy efficiency goals for those sectors identified in the
California Energy Efficiency Strategic Plan adopted by the PUC.
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statewide energy efficiency goals for those sectors identified in the

as updated by the

Plan,

1icC

Strateg

Energy Efficiency

California

commission in January 2011.
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