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PHASE IIl DECISION ELIMINATING GAS LINE EXTENSION ALLOWANCES,
TEN-YEAR REFUNDABLE PAYMENT OPTION, AND FIFTY PERCENT
DISCOUNT PAYMENT OPTION UNDER GAS LINE EXTENSION RULES

Summary

This decision adopts Energy Division’s staff proposal to eliminate gas line
extension allowances, the 10-year refundable payment option, and the 50 percent
discount payment option provided under the current gas line extension rules.
The elimination is for all customers in all customer classes effective July 1, 2023.
This decision applies to new applications for gas line extensions submitted on or
after July 1, 2023. Applications submitted before July 1, 2023 will not be affected
by this decision.

These changes move the state closer to meeting its goals of reducing
greenhouse gas (GHG)! emissions and combating climate change. The result will
not only be significant reductions in GHG emissions but also improved quality of
life and health for customers, hundreds of millions of dollars in ratepayer
savings annually, greater equity for low-income customers, and greater certainty
for builders, developers, and individual customers. This decision meets the
statutory requirements as set forth in Public Utilities Code Section 783(b)-(d).

This proceeding remains open.

1. Procedural Background
1.1. Senate Bill (SB) 1477
On September 13, 2018, Governor Jerry Brown signed into law SB 1477

(Stern, 2018).2 SB 1477 promotes California’s building-related greenhouse gas

(GHG) emission reduction goals, and makes available $50 million annually for

1 See Appendix A for a list of abbreviations, acronyms, and definitions used in this decision.

2 SB 1477 was codified as Public Utilities (Pub. Util.) Code Section 748.6, Section 910.4, and
Sections 921-922.
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four years,? for a total of $200 million, dedicated towards two building
electrification pilot programs. The funds are derived from the revenue generated
from the GHG emission allowances directly allocated to gas corporations and
consigned to auction as part of the California Air Resources Board's (CARB)
Cap-and-Trade program.*

On January 31, 2019, in response to the passage of SB 1477, the California
Public Utilities Commission (Commission) initiated this rulemaking to support
the decarbonization of buildings in California. The proceeding is:

designed to be inclusive of any alternatives that could lead to
the reduction of greenhouse gas emissions associated with
energy use in buildings [related]... to the State’s goals of
reducing economy-wide GHG emissions 40% below 1990
levels by 2030 and achieving carbon neutrality by 2045 or
sooner.”

1.2. Phasel

On May 17, 2019, the assigned Commissioner issued a Scoping Memo and
Ruling setting forth the issues to be considered in Phase I of the proceeding
(Phase I Scoping Memo). The Phase I Scoping Memo was amended on
July 16, 2019 to include additional issues. Phase I was resolved in Decision
(D.) 20-03-027, which established the two building decarbonization pilot
programs required by SB 1477: the Building Initiative for Low-Emissions

3 Fiscal Year (FY) 2019-2020 to FY 2022-23.

4 Four gas corporations currently participate in California’s Cap-and-Trade program: Southern
California Gas Company (SoCalGas), Pacific Gas and Electric Company (PG&E), San Diego
Gas & Electric Company (SDG&E), and Southwest Gas Corporation (SWG).

> Order Instituting Rulemaking (OIR) 19-01-011 at 2.

-3-
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Development (BUILD) Program and the Technology and Equipment for Clean
Heating (TECH) Initiative.®
1.3. Phasell

On August 25, 2020, the assigned Commissioner issued an Amended
Scoping Memo and Ruling setting forth the issues to be considered in Phase II of
this proceeding and included an associated Energy Division Staff Proposal.
Phase Il was resolved in D.21-11-002, which: (1) adopted guiding principles for
the layering of incentives when multiple programs fund the same equipment;

(2) established a new Wildfire and Natural Disaster Resiliency Rebuild
(WNDRR) program to provide financial incentives to help victims of wildfires
and natural disasters rebuild all-electric properties; (3) provided guidance on
data sharing; and (4) directed California’s three large electric investor-owned
utilities (IOUs)” to each study energy bill impacts that result from switching from
gas water heaters to electric heat pump water heaters, and to propose a rate
adjustment in a new Rate Design Window application if their study reflected a
net energy bill increase. D.21-11-002 also directed the IOUs to collect data on
fuels used to power various appliances, including propane.

1.4. Phaselll

On November 16, 2021, the assigned Commissioner issued an Amended
Scoping Memo and Ruling setting forth the issues to be considered in Phase III of
this proceeding (Phase III Scoping Memo). Appended to the Phase III Scoping
Memo were an Energy Division Staff Proposal (Phase III Staff Proposal or Staff
Proposal) and a list of questions to be addressed by respondents and parties.

Specifically, Phase III considers eliminating gas line extension allowances

6 See D.20-03-027 at 7.
7 Southern California Edison Company (SCE), PG&E, and SDG&E.

-4 -
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(allowances), the 10-year refundable payment option (refunds), and the
50 percent discount payment option (discounts) (collectively, gas line subsidies)
provided under the current gas line extension rules (gas rules).?

The Phase III Scoping Memo set a schedule for the filing and service of
comments and reply comments on the Staff Proposal. It also required that
comments and reply comments be verified.” Verification enables the creation of a
robust and reliable record, and allows the Commission to find facts based on
those pleadings. It also set a deadline by which parties could file a motion to
request evidentiary hearings to cross-examine parties on disputed issues of
material fact stated in comments or reply comments, or to seek leave to serve
prepared testimony, which in turn might be subject to cross-examination.

Lastly, in compliance with Pub. Util. Code Section 783(c),'? the Phase III

Scoping Memo requested assistance and input from the following state agencies

8 Gas Rules 15-16 for PG&E

(https:/ /www.pge.com/ tariffs / assets/ pdf/tariffbook/GAS RULES 15.pdf,

https:/ /www.pge.com/ tariffs /assets/ pdf/ tariffbook/GAS RULES 16.pdf), SDG&E

(https:/ /tariff.sdge.com/tm2/pdf/GAS_GAS-RULES_GRULE15.pdf,

https:/ /tariff.sdge.com/tm2/pdf/GAS_GAS-RULES_GRULE16.pdf), and SWG

(https:/ /www.swgas.com /1409184638489 /rulel5.pdf,

https:/ /www.swgas.com/1409184638517 /RULE_16--GRC_Eff-April-1-2021.pdf), and

Gas Rules 20-21 for SoCalGas (https:/ /tariff.socalgas.com/regulatory/tariffs/tm2/pdf/20.pdf,
https:/ /tariff.socalgas.com/regulatory/tariffs /tm2/pdf/21.pdf). Rule 15/20 pertains to gas
distribution main extensions and Rule 16/21 pertains to gas service line extensions.

? See Rule 1.11 and Rule 18.1. Verification requires that the person filing the pleading knows that
the statements in the document are true, except for matters which are stated on information or
belief, and as to those matters requires that the person believes them to be true. Moreover, it
requires that the person declare under penalty of perjury that the foregoing is true and correct.
The Phase III Scoping Memo stated that unverified comments and reply comments would only
be given the weight of argument.

10 Pub. Util. Code Section 783(c) states: “The commission shall request the assistance of

appropriate state agencies and departments in conducting any investigation or proceeding

pursuant to subdivision (b), including, but not limited to, the Transportation Agency, the
Footnote continued on next page.
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and departments: the California State Transportation Agency; the California
Department of Food and Agriculture; the California Department of Consumer
Affairs (DCA); the California Department of Real Estate (DRE); and the
California Department of Housing and Community Development (HCD).!! On
November 17, 2021, the assigned Commissioner sent a follow up e-mail to the
Executive Directors (or an equivalent position) of these agencies and
departments and invited them to provide input on the Staff Proposal by
December 20, 2021.

Verified comments and verified reply comments on the Staff Proposal
were filed on December 20, 2021, and January 10, 2022, respectively, by
18 parties: PG&E, SDG&E, and SoCalGas (collectively, the Joint IOUs); SCE;
SWG; the Public Advocates Office of the California Public Utilities Commission
(Cal Advocates); Clean Energy; Coalition of California Utility Employees
(CCUE); California Environmental Justice Alliance (CEJA), Environmental
Defense Fund (EDF), Natural Resources Defense Council (NRDC), and Sierra
Club (collectively, the Joint Parties); East Bay Community Energy (EBCE), Marin
Clean Energy (MCE), Sonoma Clean Power (SCP), and Peninsula Clean Energy
(PCE) (collectively, the Joint CCAs); The Utility Reform Network (TURN); and
Small Business Utility Advocates (SBUA).!> No comments or responses from the

state agencies and state departments were received.

Department of Food and Agriculture, the Department of Consumer Affairs, the Bureau of Real
Estate, and the Department of Housing and Community Development.”

11 Phase III Scoping Memo at 1 and 12.

12 The parties filed individual pleadings in several instances and are cited as such in this order.
The exception is when they filed jointly and are cited herein as Joint IOUs, Joint Parties, or Joint
CCAs.
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On January 28, 2022, the assigned Administrative Law Judges (AL]Js)
issued a ruling seeking clarifications and additional information to assist the
Commission in resolving the Phase III issues. On February 21, 2022, comments
were filed by Cal Advocates, Clean Energy, SBUA, the Joint Parties, PG&E, SWG,
SDG&E and SoCalGas.

On March 22, 2022, the assigned ALJs issued a ruling revising the
remaining proceeding schedule and addressing other procedural matters.
Specifically, the ruling informed parties of a March 14, 2022, Energy Division
data request (ED-DR) sent to PG&E, SoCalGas, SDG&E and SWG; directed the
gas utilities to verify and serve their responses to the ED-DR on all parties;
provided an opportunity for parties to comment on the gas utilities” responses to
the ED-DR; and updated the schedule for the remainder of the proceeding. On
April 4, 2022, the gas utilities verified and served their responses to the ED-DR.
On April 11, 2022, Clean Energy filed comments on the gas utilities” responses to
the ED-DR. On April 18, 2022, the assigned AL]Js issued a ruling receiving into
the evidentiary record the gas utilities” responses to the ED-DR (April 18, 2022
AL]J Ruling).

No motion was made for evidentiary hearing. No evidentiary hearing was
held.

On May 4, 2022, opening briefs were filed and served by PG&E, SoCalGas,
SDG&E, Cal Advocates, Clean Energy, the Joint Parties, TURN, and SBUA. On
May 18, 2022, reply briefs were filed and served by PG&E, SoCalGas, SDG&E,
Clean Energy, the Joint Parties, TURN, and SBUA. The record is the Staff
Proposal; comments and reply comments; the gas IOUs’ responses to the ED-DR;
and parties’ briefs. Phase III was submitted for decision on May 18, 2022 (upon

receipt of reply briefs).
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2. Issues Before the Commission

The Phase III Scoping Memo identified the following issues to be
resolved:!3

A. Whether the Commission should modify or eliminate gas
line extension allowances for some or all customer classes
(residential and non-residential);

B. Whether the Commission should modify or eliminate gas
line extension refunds for some or all customer classes
(residential and non-residential); and

C. Whether the Commission should modify or eliminate gas
line extension discounts for some or all customer classes
(residential and non-residential).

This decision addresses all the issues identified in the Phase III Scoping
Memo and concludes Phase III of the proceeding. The proceeding remains open

to consider additional building decarbonization issues in future phases.

3. Gas Line Subsidies
3.1. History of Gas Line Subsidies

The history of the gas rules in California dates back more than a century.
With Commission decisions beginning in 1915 and continuing to today,
California’s gas IOUs have an obligation to provide prospective new customers
the opportunity to receive utility service via a line extension based on a uniform
set of rules. Under current rules, gas IOUs are not obligated to extend gas lines
free of cost but must provide the opportunity for customers to be connected to
the utility system at reasonable prices, terms, and conditions.

In general, applicants for new service must pay the full cost of the line
extension and interconnection but are provided offsets for part of the cost. These

offsets, or subsidies, were reasonable when utilities were in a declining cost

13 Phase III Scoping Memo at 3-5.
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industry, in which the addition of more customers led to reductions in the
utility’s costs and rates, thereby benefiting both old and new customers.

Conditions in the 1970s led the Commission to reconsider these gas line
subsidies. These conditions included severe economic and energy challenges
such as oil and natural gas embargos, shortages, and significant price increases;
increasing cost and environmental concerns from the continued use, and new
development of conventional thermal electric generating resources (including oil,
gas, coal, and nuclear); inflation; economic stagnation; and repeated gas and
electric utility cost and rate increases. In 1974, the Legislature requested that the
Commission investigate electric rate structures and consider alternatives that
would discourage, rather than encourage, increased energy consumption.

In 1977, the Commission opened an investigation to reconsider line
extension rules given these fundamental changes.!* Among the considerations
was whether existing allowances for extensions of gas and electric service should
be modified or abolished. Several decisions followed.

In D.91328, the Commission decided to abolish gas and electric line
allowances, terminate refunds, and provide incentives for conservation.'> On
rehearing, the Commission decided to phase out line extension allowances over
about five years, and established June 1, 1983, for the filing of utility tariffs to
begin the phase-out.'¢

The legislature responded to the Commission’s decisions ending and

phasing out line extension allowances by passing an urgency bill to add

14 Case 10260.
15D.91328, February 13, 1980.
16 D.82-04-068, April 1982 and D.82-12-094, December 1982.

-9.
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Pub. Util. Code Section 783.1” The new law requires that the Commission
continue the line extension rules that were in place on January 1, 1982, and not
make any changes (with limited exceptions) unless the Commission made
findings on each of seven issues set out in Pub. Util. Code Section 783. Shortly
thereafter, the Commission rescinded all prior orders and closed its investigation
into line extension rules.!

Further consideration of modifying or eliminating gas line subsidies is
governed by Pub. Util. Code Section 783(b), which states that whenever the
Commission:

...institutes an investigation into the terms and conditions for
the extension of services provided by gas and electrical
corporations to new or existing customers, or considers
issuing an order or decision amending those terms or
conditions, the commission shall make written findings on all
of the following [seven] issues.

In summary, the seven issues include an examination of the economic and
other effects of line and service extension modifications upon residential and
non-residential customers (e.g., agricultural, commercial, industrial), locally
funded governmental or district projects, redevelopment projects, existing
ratepayers, energy consumption, and energy conservation.

Pub. Util. Code Section 783(c) requires that:

The commission shall request the assistance of appropriate
state agencies and departments in conducting any
investigation or proceeding pursuant to subdivision (b),
including, but not limited to, the Transportation Agency, the
Department of Food and Agriculture, the Department of

17SB 48; Stats. 1983, Ch. 1229, Sec. 2, effective September 30, 1983.
18 D.83-09-066, D.84-04-047.

-10 -
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Consumer Affairs, the Bureau of Real Estate, and the
Department of Housing and Community Development.

Lastly, Pub. Util. Code Section 783(d) requires that:

Any new order or decision issued pursuant to an investigation
or proceeding conducted pursuant to subdivision (b) shall
become effective on July 1 of the year which follows the year
when the new order or decision is adopted by the
commission, so as to ensure that the public has at least six
months to consider the new order or decision.?

This ensures that the public has at least six months to consider the new
order or decision.

3.2. Line Extension Costs and Subsidies

Under current gas rules, the total cost of a gas line extension for an entity
(e.8., builder, developer, individual customer) who seeks connection to the utility
system (applicant) is paid by the applicant at project commencement. The total
project cost is divided into two parts: non-refundable and refundable.?’ Both the
non-refundable and refundable parts are paid by the applicant, but the
refundable costs are offset or subsidized by all other ratepayers. Refundable costs
are first subsidized by “allowances.” Refundable costs in excess of allowances, if

any, are returned to an applicant via either: (1) refunds over 10 years; or

19 Gee
https:/ /leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=783&lawCo
de=PUC.

20 Both “refundable” costs and “non-refundable” costs are specified in Section D.6 of

Gas Rule 15 for PG&E, SDG&E, and SWG and Gas Rule 20 for SoCalGas. Per Section D.6.a of
Gas Rule 15/20, refundable costs include the total estimated installed cost, including taxes, to
complete the distribution line extension. Per Section D.6.c of Gas Rule 15/20, non-refundable
costs include the estimated value of all substructures and other protective structures. Section E.5
of Gas Rule 16 for PG&E, SDG&E, and SWG, and Gas Rule 21 for SoCalGas specifies that
service line extensions are not eligible for refund.

-11 -
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(2) a one-time 50 percent discount at the option of the applicant. These three gas

line subsidies are further described below.

3.2.1.

Allowances

For residential customers, allowances are fixed amounts awarded by

appliance per residential unit. Each gas utility has different allowance levels. The

table below has the current allowances.

Table 1. Current Residential Gas Line Extension Allowances
(Per Meter or Residential Dwelling Unit, on a per unit basis)
SWG?*
Southern | Northern California/
Item PG&E? | SCG? | SDG&E?® | California South Lake Tahoe

Water $1,391 | $1,138 $643 $183 $231
Heating
Space $987 $987 $698 $674 $862
Heating
Oven/Range $84 $201 $114 $69 $28
Dryer Stub $24 $289 $160 $115 $70
Space NA NA $1,098 $1,765 NA
Cooling

For non-residential customers, allowances are provided by a formula that

is calculated on a site-specific basis taking into consideration usage, demand, and

21 PG&E rates effective January 1, 2022

(https:/ /www.pge.com/ tariffs /assets/pdf/adviceletter/ GAS_4488-G.pdf).

22 SCG Rule 20 Gas Rules approved in 2022
(https:/ /tariff.socalgas.com/regulatory / tariffs /tm2/pdf/20.pdf).

2 SDG&E rates approved in 2020 (https:/ /tariff.sdge.com/tm2/pdf/2866-G.pdf).

24 SWG rates are bifurcated into their two non-contiguous territories

(https:/ /www.swgas.com/ 1409184638489/ rulel5.pdf).

-12 -
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other factors. The allowance value is equal to “net revenue”? divided by “cost of
service factor.”26

In 2021, three of the four California large gas IOUs spent over $104 million
on allowances ($81 million on residential allowances and $23 million on
non-residential allowances).?”” We note that this amount does not include
SDG&E’s allowance expenditures.?® Therefore, if SDG&E’s allowance
expenditures were to be included, the total amount would be higher.

3.2.2. Refunds

Under the refund option, the gas IOU returns remaining refundable costs
(i.e., those that remain after application of allowances) to the applicant over the
course of 10 years. Adjustments are made if further development occurs, and
new customers are added that utilize the same newly constructed segment of the
gas distribution line to fairly allocate common costs.

In 2021, California’s four large gas IOUs spent approximately $2.9 million
on refunds ($1.5 million in residential refunds and $1.4 million in non-residential

refunds).? We note that this amount does not include all of SDG&E’s refunds

2 “Net revenue” is a projection of how much additional revenue a gas IOU is expected to net
annually as a result of a new customer using gas.

26 “Cost of service factor” is a figure that represents the annual cost of servicing one dollar’s
worth of capital investment for which ratepayers must pay.

27 The three IOUs are PG&E, SoCalGas, and SWG. The data does not include SDG&E’s
allowances because SDG&E says that information is not available due to the limitation of
SDG&E'’s project management system. (April 18, 2022 AL] Ruling, Attachment 3 and
Attachment 5.)

2 SDG&E did not provide data on allowances to the Commission. In explanation, SDG&E says
its project management system does not facilitate data extraction of allowances granted or
discounts provided. (See April 18, 2022 ALJ Ruling, Attachment 3 at 1.)

2 April 18, 2022 ALJ Ruling, Attachment 5.

-13 -
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expenditures.’® Therefore, if all of SDG&E's refund expenditures were to be
included, the total amount would likely be higher.

3.2.3. Discounts

The discount payment option is an alternative to the refund option. If the
applicant selects the discount option over the refund option, they receive a
one-time 50 percent discount on the refundable costs that remain after
application of available allowances. The discount is received at the time
payments are due and the applicant does not need to wait for refunds over
several years.

In 2021, three of four California large gas IOUs spent approximately
$23.4 million on discounts ($17.7 million in residential discounts, and $5.7 million
in non-residential discounts).3! We note that this amount does not include
SDG&E's discount expenditures.®? Therefore, if SDG&E’s discount expenditures
were to be included, the total amount would be higher.

3.2.4. Total Subsidies
Over the last five years (2017 to 2021), California’s four gas IOUs (with

partial data for SDG&E) spent approximately $622 million (approximately

$124 million annually) on gas line subsidies, including allowances, refunds and

30 SDG&E refund data includes residential and commercial, but not other non-residential (e.g.,
industrial, agricultural). (April 18, 2022 AL] Ruling, Attachment 3 at 1.)

31 The data does not include SDG&E’s discounts because the information is not available due to
the limitation of SDG&E's project management system. (See April 18, 2022 ALJ Ruling,
Attachment 3 and Attachment 5.)

32 SDG&E did not provide data on discounts to the Commission. In explanation, SDG&E says its
project management system does not facilitate data extraction of allowances granted or
discounts provided." (See April 18, 2022 AL]J Ruling, Attachment 3 at 1.)
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discounts.?® Over the next five years (2022 to 2026) if gas line subsidies continue,

the gas IOUs (with partial data for SDG&E) anticipate they will spend

approximately $819 million (approximately $164 million annually) on gas line

subsidies.?* The gas IOUs’ data shows that this totals more than $1.4 billion over

the 10-year period from 2017-2026 (about $144 million annually). The table below

provides each of the gas IOUs” historical (2017-2021) and forecasted total gas line
subsidies (2022-2026).%°

Table 2. 2017-2026 Historical and Forecasted Total Gas Line Subsidies
($ million)3

I0Us 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026 (20}"7()}2?1(}26)
PG&E $44 | $57 | $75| $88| $69 | $101 | $106 | $105 | $101 | $97 $843
SoCalGas $48 | $55| $51| $51| $57| $57 | $57| $58 | $58 | $58 $550
SDG&EY $1 $2| $2| $2| $1| 1| $1| $1| $1| $1 $13
SWG $4| $3| $7| $3| $3| $3| $3| $3| $3| $3 $35
Total $97 | $117 | $135 | $143 | $130 | $162 | $168 | $167 | $163 | $160 $1,441

facilities as a part of their systems. The IOUs recover the expended gas line

Once the gas line extensions are built, the gas IOUs own and operate the

subsidies as capital costs through their ratebase, subject to depreciation and rates

of return over the depreciable life (e.g., 30 years) of the line extensions. As a

33 The total amount includes SDG&E’s amounts for refunds but not for allowances and
discounts because the information is not available due to the limitation of SDG&E’s project
management system. (See April 18, 2022 AL] Ruling, Attachment 3 and Attachment 5.)

3 April 18, 2022 ALJ Ruling, Attachment 5.

3 Id.
3 Id.

%7 Only partial data for SDG&E.
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result, the total amounts paid by ratepayers (revenue requirements) associated
with the 2017-2026 total gas line subsidies would be well above the $1.4 billion.
4. Energy Division Staff Proposal

The Staff Proposal recommends eliminating the gas line subsidies for all
customer classes. Staff argues that California’s gas line subsidies are designed to
encourage gas usage, as affirmed in both D.89177 and D.91328, and that by
allowing builders to receive a separate allowance for each approved appliance
type, builders are incentivized to install more gas appliances in order to defray
more costs. Those gas appliances, in turn, perpetuate reliance on gas service and
lock in all associated GHG emissions for the life of the appliance, which averages
10 to 20 years for a gas water heater and 18 years for a gas furnace unless the
appliance is retired early and replaced with an electric alternative. Additionally,
a key strategy to reach carbon neutrality by 2045 is to phase out gas usage in the
building sector. Any new gas infrastructure is likely to become a stranded asset.
The maintenance and operational costs associated with gas infrastructure will
need to be paid for by a shrinking number of future gas customers, which will be
reflected in higher rates. These customers are likely to be low-income customers
as they face the greatest barriers to electrification, including affordability
challenges presented by the upfront costs of electrification. As such, the
provision of gas line allowances makes it harder to meet California’s GHG
reduction goals while increasing the future cost of gas service for customers that
are unwilling or unable to switch from gas to electric service.3® The Staff Proposal
provides further details on the following benefits in support of eliminating gas

line subsidies for all customer classes.

38 Staff Proposal. (See Phase III Scoping Memo, Appendix A at 24-25.)
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4.1. Lowers Gas Consumption
and GHG Emissions

The Staff Proposal states that since these subsidies promote the increased
and continued use of gas, they perpetuate reliance on gas service and lock in all
associated GHG emissions for the life of the appliance unless the appliance is
retired early and replaced with an electric alternative. Staff argues that the
elimination of these subsidies would result in less gas consumption, more
electricity consumption, fewer GHG emissions and less air pollution.®

4.2. Results in Ratepayer Savings
According to data submitted by the gas IOUs, and served in response to

the March 22, 2022 Assigned ALJs” Ruling, the total amount of subsidies
provided across all four gas IOU territories (partial data for SDG&E)* in 2021
was approximately $130 million. The IOUs project this to increase in coming
years, peaking at $168 million in 2023.4! Because of data deficiencies from
SDG&E, these reported aggregated numbers are undoubtedly lower than the
actual subsidies being paid. Additionally, the Staff Proposal states that if a new
dual fuel building were to be constructed without gas line subsidies, gas
ratepayers would save even more as a result of an additional customer sharing in
costs necessary to maintain the common carrier pipeline network, so eliminating
the line extension subsidies would save ratepayers hundreds of millions of
dollars. Although it is noted that these savings could be used for a multitude of

useful purposes, the Staff Proposal does not at this time make any

3 Staff Proposal. (See Phase III Scoping Memo, Appendix A at 35, 40, and 44.)

40 The total amount excludes SDG&E’s amounts for allowances and discounts because the
information is not available due to the limitation of SDG&E’s project management system.
(See April 18, 2022 ALJ Ruling, Attachment 3 and Attachment 5.)

4 April 18, 2022 ALJ Ruling, Attachment 2 and Attachment 5 at 2.
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recommendations on diverting funds for other purposes, but instead highlights

that cost savings make other investments possible without causing upward rate

pressure.*? Eliminating gas line subsidies for all new constructions would result

in the following estimated minimum savings below.

Table 3. Estimated Annual Savings to Gas Ratepayers from Eliminating
Residential Gas Line Subsidies ($ million)

Gas Line Estimated Annual Savings*
Subsidies 2021 Expenditures® (Average of Forecast 2024-2026)
PG&E | SoCalGas | SDG&E SWG Total | PG&E | SoCalGas | SDG&E | SWG | Total
Allowances $39 $40 Did not $2 $81 $47 $41 Did not $2 $90
provide provide
Refunds $0.4 $0.1 $1 $.07 $1.57 $.5 $0 $1 $0 $1.5
Discounts $15 $2 Did not $0.5 $17.5 $18 $2 Did not $0 $20
provide provide
Total $54.4 $42 $1 $2.57 $100.07 | $65.5 $42 $1 $2 $110.5

42 Staff Proposal. See Phase III Scoping Memo, Appendix A at 46.
4 April 18, 2022 AL]J Ruling, Attachment 5.

4 April 18, 2022 AL]J Ruling, Attachments 1-5. Estimates are averages provided by the IOUs of
projected expenditures from 2024 to 2026. Year 2024 is the first full year that this decision would
be in effect.
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Table 4. Estimated Annual Savings to Gas Ratepayers from Eliminating
Non-Residential Gas Line Subsidies ($ million)

2021 Expenditures®

Estimated Annual Savings*
(Average of Forecast 2024-2026)

Gas Line
Subsidies PG&E | SoCalGas SDG&E SWG Total | PG&E | SoCalGas | SDG&E | SWG | Total
Allowances $8 $14 Did not $1 $23 $13 $14 Did not $1 $28
provide provide
Refunds $0.3 $0 $0%” $0 $0.3 $1 $0 $0 $0 $1
Discounts $6 $0 Did not $0 $6 $20 $0 Did not $0 $20
provide provide
Total $14.3 $14 $0 $1 $29.3 $36 $14 $0 $1 $49

4.3. Places the Financial Responsibility
on the Initiating Party

The Staff Proposal argues that eliminating gas line subsidies will force

builders, or customers, to shoulder a greater portion of the expenses associated

with gas line extensions if they choose to construct a building that uses gas or

extends gas service on existing properties. That greater expense, in turn, would

be passed on at the point of sale for a new building or directly absorbed by the

customer for an existing building. This added up-front cost burden would send a

signal to builders that building new gas infrastructure is more expensive, and

thus make dual fuel new construction less desirable and more costly. As such,

the builder community would be more likely to gravitate toward all-electric new

construction. The Staff Proposal further notes that property price increases for

%5 April 18, 2022 AL]J Ruling, Attachment 5.

46 Estimate based on IOU projections reported to CPUC and served as attachment in the
April 18, 2022 AL]J Ruling. Figures are 2024 projections as that is the first full year that this
decision would be in effect.

47 Commercial only.
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dual fuel new construction would become moot if all new homes and offices are
built all-electric.*®

4.4. Incentivizes New
All-Electric Construction

The Staff Proposal argues that eliminating the gas line subsidies for all new
construction would increase the number of newly constructed all-electric
buildings which will likely cost less than newly constructed dual fuel buildings.
Dual fuel buildings constructed without gas line extension allowances would be
expected to cost more than they do today, but not by more than approximately
0.25 percent on average.*’ The Staff Proposal also notes that specifically
eliminating refunds would remove additional incentives for builders to
encourage even more dual fuel construction in the future. Because refund
payments are contingent on additional dual fuel buildings being added to a
newly constructed gas line extension, builders have a strong interest in adding
more dual fuel homes in the vicinity of their dual fuel construction projects.
Eliminating refunds removes such considerations and motivations for the
builder.>

4.5. Provides Certainty to Builder Community
for Future Projects and Planning

The Staff Proposal states that eliminating refunds has the additional
benefit of encouraging a more predictable future for the building industry.
California is already on a trajectory toward building decarbonization, which will
eventually result in builders receiving less in refund payments as a greater

percentage of homes and offices are built all-electric moving forward. Rather

# Phase III Scoping Memo, Appendix A at 31.
4 Phase III Scoping Memo, Appendix A at 33-34 and 41.
0 Phase III Scoping Memo, Appendix A at 36.
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than have builders speculate as to whether they will ever be refunded their full
advance payments for building gas infrastructure, eliminating refunds on a set
date lets builders know from what point forward their refund payments will
stop, thus enabling the builder community to build that knowledge into their
project financing considerations and future revenue assumptions.>

4.6. Minimally Impacts Property Prices

The Staff Proposal argues that eliminating the gas line subsidies is not
expected to lead to a significant rise in average property prices. To the extent that
such a policy change leads to more all-electric new construction, those new
homes and offices will be less expensive than if they were built dual fuel due to
the elimination of any expense associated with installing gas infrastructure
(e.., trenches, pipes, meters). If a builder opts to still build dual fuel, any
resulting property price increase should be minimal.>? If allowances are
eliminated, residential property prices would increase between
0.21-0.25 percent,” and non-residential property prices would increase by
0.25 percent.* If refunds are eliminated, residential and non-residential property
prices are estimated to increase by 0.07 percent.> If discounts are eliminated,
residential and non-residential property prices are estimated to increase by

0.04 percent.>® The combined effect of eliminating all subsidies (allowances,

51 Phase III Scoping Memo, Appendix A at 37.

%2 Phase III Scoping Memo, Appendix A at 31-32.

% Phase III Scoping Memo, Appendix A at 32-33.

> Phase III Scoping Memo, Appendix A at 33.

% Phase III Scoping Memo, Appendix A at 32 and 37-38.
% Phase III Scoping Memo, Appendix A at 32 and 41-42.
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refunds, and discounts) is 0.32-0.36 percent for residential and non-residential
properties.>’

5. Residential Gas Line
Subsidies Revisions

Of the 18 parties commenting on eliminating the gas line subsidies for
residential customers, 16 parties endorse the Staff Proposal (or suggest phased
elimination) and two oppose.

5.1. Positions of Parties
Supporting the Staff Proposal

The 16 parties who endorse the Staff Proposal to eliminate gas line
subsidies for the residential sector (or who suggest phased elimination) are:
PG&E, SDG&E, SCE, Clean Energy, Cal Advocates, CEJA, EDF, NRDC, Sierra
Club, TURN, EBCE, MCE, SCP, PCE, and SBUA. SoCalGas did not oppose the
recommendation on residential gas line extension allowances, refunds, and
discounts as a policy matter. Parties supporting the Staff Proposal make several
points.

e Elimination of the gas line subsidies will discourage
construction of gas infrastructure while encouraging more
all-electric new construction that together will help reduce
GHG emissions and improve air quality consistent with
California’s decarbonization goals;

e Current gas line subsidies provide incentives to install
appliances which largely lock-in that use over the 10 to
20-year life of the appliance, which are likely to become

% Non-residential property price impacts can be estimated based on the same logic used to
estimate residential property price impacts. D.07-07-019 did not make any finding of fact
regarding the property price impact associated with the elimination of line extension
allowances for non-residential building, but the inputs and assumptions used to determine
non-residential allowances (e.g., demand, usage, efc.) are largely the same as for residential
allowance computations. (Phase III Scoping Memo, Appendix A at 32.)
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stranded assets given California’s ambitious GHG
emissions reduction goals;

e FElimination of gas line subsidies does not prohibit any
customer from installing gas appliances in applications
that need, or where the customer prefers, to use gas, but it
relieves other gas ratepayers from subsidizing the
extension for those customers and reduces average gas
rates for all gas customers;

e Gas line subsidies originated when interconnecting more
customers was thought to lower costs and benefit all; this is
no longer the case and the benetfits, if any, no longer
outweigh the costs of increased GHG emissions and
dependence on combustion fuels;

e The elimination of gas line subsidies will save ratepayers
hundreds of millions of dollars; support equitable
transition from gas to electricity; further California’s
climate goals; improve air quality and related health
outcomes both inside and outside buildings; and provide
greater certainty to builders, contractors, and gas
distribution workers. Eliminating gas line subsidies is of
particular benefit to low-income customers given these
financial implications;

e Existing gas line subsidies work against the goals of
multiple Commission-authorized building decarbonization
programs also funded by ratepayers;

e There will be minimal or no overall negative impacts on
workers, with the increased number of jobs in the electric
industry being the same or more than the decrease of jobs
in the gas industry;

e There will be minimal or no overall negative impacts on
low-income customers, as programs such as BUILD, the
California Energy Smart Homes Program, and discount
rate programs such as the California Alternative Rates for
Energy and Family Electric Rate Assistance help mitigate
such upfront effects on the affordable housing and
low-income sectors. Given their lower rate of new home
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purchasing, low-income customers are not typically the
ones benefitting from gas line subsidies, yet they
contribute towards these subsidies which inequitably
increases gas rates for all customers, including low-income
customers;

e There will be minimal impacts on property prices, as
all-electric new homes are less expensive to build than dual
fuel homes. Additionally, programs such as the California
Electric Homes Program will provide $75 million in
financial incentives and technical support for the
construction of new all-electric residential buildings;

¢ The Commission should consider changes to gas line
extension rules in the broader context of California’s
climate change policy and consult with other state
agencies;

e The Joint IOUs recommend a phased elimination to reduce
the immediate negative impacts while still accomplishing
the overall objectives in support of California’s climate
goals. In particular, they state that a phased approach
would:*®

o Avoid near-term gas rate increases if the proposed
changes substantially reduce the number of new
connections relative to forecasts used in approved
ratemaking proceedings;

o Allow recognition of the varying schedules for future
ratemaking proceedings;

o Allow time for customers to account for increased
project costs; and

o Allow utilities time to study the impact on their electric
load profiles and generation needs.

% Opening Comments of the Joint IOUs on Phase III Staff Proposal at 9-10.
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5.2. Positions of Parties
Opposing the Staff Proposal

The two parties who oppose the Staff Proposal in their comments are SWG
and CCUE. They make several points in opposition.

e Gas line subsidies allow new customers access to clean,
reliable, and affordable fuel (e.g., renewable natural gas,
hydrogen) that is poised to contribute significantly to
decarbonization efforts;

e Fuel choice should be left to the customer and decisions to
reduce GHG emissions should be energy commodity
neutral;

e Natural gas systems can decarbonize and play an
important role in meeting California’s energy objectives;

e Prices for dual fuel homes will increase and prices for
all-electric homes will decrease, requiring builders to
charge more to offset the loss of the gas line subsidies
where natural gas remains in demand (e.g., cold climates);

e Gas rates will increase as fixed costs of the gas system will
be spread over a declining customer base, leaving those
who cannot afford to electrify or don’t have the option to
electrify, with higher gas rates;

e Gas industry workers will be negatively impacted, with
fewer workers to safely operate and maintain the gas
system, safely and properly decommission gas
infrastructure, and install new technology, affecting safety
and reliability;

e Grid reliability will be negatively impacted as California’s
supply of gas-fired generation decreases while the need for
flexible, fast ramping generation and local reliability
remains; and

e A decision in this proceeding should be delayed until
Rulemaking (R.) 20-01-007 concludes because both
proceedings address similar forward-looking gas
infrastructure issues, and delineating the future of natural
gas in California is a necessary threshold issue.
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5.3. Discussion

5.3.1. Elimination of Gas Line
Subsidies for Residential
Customers: Approved

This decision adopts the staff’s proposal to eliminate the residential gas
line subsidies effective July 1, 2023. The elimination of subsidies applies to new
applications for gas line extensions submitted on or after July 1, 2023, and will
not affect applications submitted to the IOUs before July 1, 2023. Within 30 days
of the date of this order, the gas IOUs shall each submit a Tier 2 Advice Letter
(AL) to revise their respective gas rules to implement this decision.

We make this revision to the gas rules because it is consistent with state
objectives and policy framework. It will move the state closer to meeting its goals
of reducing GHG emissions and combating climate change. The cumulative
ratepayer savings from avoided gas line subsidies over the life of the gas line
extensions will be significant.

As noted above, the total amount in rates paid by all ratepayers
(i.e., revenue requirements) associated with the 2017-2026 total gas line subsidies
will be at least $1.4 billion. In addition to the significant reductions in GHG
emissions and ratepayer savings, these changes will also improve the quality of
life and health for customers, provide greater equity for low-income customers,
and greater certainty for builders, developers, and individual customers. These
benefits are discussed in more detail below.

The Commission also notes the broad support for the Staff Proposal to
eliminate the gas line subsidies for the residential sector from a cross-section of
parties representing a wide range of interests (e.., utility, ratepayer,
environmental, social justice, community choice aggregators). However, we also

address other party concerns in more detail below.
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5.3.1.1. Elimination of Residential
Gas Line Subsidies Aligns
with Overall State
Decarbonization Goals

The current gas line subsidies were established during a period when the
state’s energy needs, and policy goals were very different from today’s. They are
no longer consistent with today’s GHG emission reduction goals, the urgent
need to reduce costs and rates, and the long term need to minimize future
stranded investment.

The Commission agrees with the Staff Proposal, SCE, Cal Advocates, the
Joint Parties, TURN, and the Joint CCAs that the continuation of these subsidies
work against today’s climate goals and conflicts with SB 32 and SB 1477. As the
Staff Proposal correctly points out, current gas line subsidies encourage gas use
by providing incentives to builders to install more gas appliances, perpetuating a
continued reliance on the gas system both now and over the life of the appliance,
and offsetting if not reversing any GHG emission reduction benefits secured
through other decarbonization measures.

The Commission also agrees with the Joint Parties that the elimination of
the gas line subsidies is essential in complementing the changes made to the 2022
Building Code,* which go into effect in 2023.%° These changes include requiring
an electric heat pump space or water heater in standard building design, and
electrification readiness (including appropriate electric, space, and plumbing
readiness to accommodate a heat pump water heater where not initially

installed). The policy would also complement CARB’s proposal, laid out in its

%9 2022 Building Efficiency Standards (https://www.energy.ca.gov/programs-and-
topics/ programs/building-energy-efficiency-standards/2022-building-energvy-efficiency).

60 Opening Brief of Joint Parties at 7-8.
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Draft 2022 State Strategy for the State Implementation Plan,®! to implement a
zero-emissions standard for all new space and water heaters by 2030, citing the
“opportunity for substantial emissions reductions where zero-emission
technology is available.”®2

5.3.1.2. The Elimination of Residential
Gas Line Subsidies Improves
Overall Quality of Life (GHG
Emissions Reductions,
Ratepayer Savings, Benefits to
Low Income, Greater Certainty)

The Commission also agrees with the numerous supporting parties that
the elimination of these subsidies will result in significant societal and ratepayer
benefits. These benefits include GHG emission reductions, with improved health
conditions for customers via improved indoor and outdoor air quality, with
particularly reduced health risks from the reduction of high GHG emitting
appliances inside a home. Low-income customers are most likely to face these
health risks given they often have less effective stove ventilation systems.®®

Other impacts include reducing or eliminating a range of other negative
environmental effects including land use impacts, wildlife impacts, and impacts
on water use and water quality. Building out the natural gas system can cause
erosion of minerals and toxins into nearby streams, contamination of drinking

water sources, and high levels of water use.%*

1 Although still a draft, this proposal indicates the direction state policy is headed. CARB, Draft
2022 State Strategy for the State Implementation Plan at 86
(https:/ /ww2.arb.ca.gov /sites/default/files/2022-01/Draft_2022 State_SIP_Strategy.pdf).

62 Opening Brief of Joint Parties at 8.
63 Opening Brief of Joint Parties at 8-9.

64 Response of the Joint Parties to the January 28, 2022 Assigned ALJs” Ruling Seeking
Clarifications and Additional Information at 5.
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The benefits also include hundreds of millions of dollars in utility and
ratepayer savings annually and over time. For example, the costs identified by
Staff are the costs that the utility must spend each year for construction and
installation.®® Those costs are financed by the utility (e.g., via stocks, bonds,
retained earnings) so the funds are available to complete the line extension in the
year requested. Those costs are then put into ratebase to be recovered over time
(e.8., 30 years) from ratepayers. Thus, the Joint Parties and TURN are correct that
the savings identified in the Staff Proposal are understated with respect to the
actual cost to ratepayers.® The cost is higher since recovery over 30 years costs
ratepayers more than would a one-time charge. The elimination of gas line
subsidies is one of many steps in furthering the decarbonization of buildings,
while easing the burden on residential customers that currently subsidize the
new interconnections. This is of particular benefit to low-income customers who
face increasing affordability pressures. As the Joint Parties note, the current
context perpetuates inequity (i.e., low-income customers are not typically the
ones benefitting from gas line subsidies given their lower rate of new home
purchasing, yet they contribute towards these subsidies which increase gas rates
for all customers).®”

Additionally, eliminating gas line extension incentives will offer the
benefit of greater certainty for the market. This is especially true for the builder

community and the contractor community, as noted in the Staff Proposal.

6> The customer pays the entire line extension cost upfront, but that total is offset by the
subsidies (allowances, refunds, discounts). The utility must fund the subsidies to get back up to
the total line extension cost.

% Opening Comments of Joint Parties and TURN on Phase III Staff Proposal at 6.
7 Opening Comments of Joint Parties and TURN on Phase III Staff Proposal at 2.
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Lastly, eliminating gas line extension allowances is not expected to lead to
a significant rise in average property prices per the Staff Proposal. To the extent
that such a policy change leads to more all-electric new construction, those new
homes and offices will be less expensive than if they were built dual fuel due to
the elimination of any expense associated with installing gas infrastructure. On
the other hand, construction cost/property prices are likely to increase for those
that build dual fuel, necessitating gas line extensions. Data provided in the
Staff Proposal, however, shows this increase is limited to about 0.32 percent to
0.36 percent.®® The Commission agrees that this is a minimal effect on the total
cost of a new residential and commercial building. Thus, we find the net benefits
from these eliminations to be greater than the additional costs that would be
placed on to builders or experienced by owners of new buildings choosing

dual-fuel construction.

5.3.1.3. The Elimination of Residential
Gas Line Subsidies Benefits
Low Income and Vulnerable
Communities

Eliminating gas line subsidies will advance equity. This occurs given that
low-income customers contribute towards these subsidies through gas rates even
though they are typically not the ones applying for, or benefiting from, the gas
line subsidies (due to the fact that they are more likely to be renters than

homeowners). Equity is advanced by revenue requirements being reduced for

68 Staff Proposal from ruling of November 16, 2021 at 33 (see Phase III Scoping Memo,
Appendix A). An increase of 0.036 percent is an increase of $36 for each $100,000.
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everyone, including low-income customers, estimated at approximately
$164 million annually.®

We also note the concern with low-income and vulnerable communities
not having the means to electrify, and whether or not they will be “left behind”
to carry the burden of higher gas rates as other customers leave the gas system.
This is at least in part addressed by current programs, including BUILD and
California Energy Smart Homes, which help mitigate these effects by offering
subsidies and technical assistance to build homes that are all electric and beyond
the current building code. BUILD, in particular, is focused on low-income
housing.”®

Lastly, the Commission agrees with the Joint Parties that:

...negative implications for affordable housing developers
and low-income home purchasers, in terms of upfront
purchasing costs, are very small if nonexistent... at least one
study has found that electrification in new construction
reduces costs over the lifetime of appliances when compared
to new homes built with fossil-fuel burning appliances.”*

5.3.1.4. The Elimination of Residential
Gas Line Subsidies Has a Net
Positive Impact on Workforce

The Commission acknowledges that as more buildings electrify, there is

likely to be a shift in demand for work in both the gas and electric fields. CCUE

6 Over the next five years (2022 to 2026) if gas line subsidies continue, the gas IOUs (with
partial data for SDG&E) anticipate they will spend approximately $819 million (approximately
$164 million annually) on gas line subsidies (April 18, 2022 ALJ Ruling, Attachment 5).

70 Program details about BUILD are available at: https://www.energy.ca.gov/programs-and-
topics/ programs/building-initiative-low-emissions-development-program. Program details
about the California Smart Energy Homes program are available at:
https://www.caenergysmarthomes.com.

71 Opening Comments of CEJA, EDF, NRDC, Sierra Club, and TURN at 7
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claims there will be a loss of more than 10,000 gas distribution jobs in California
due to decarbonization,”? while SCE claims a net gain of 7,000 full time jobs
(12,400 full time electricity generation and distribution jobs offset by 5,400-6,800
fewer full-time gas distribution jobs).” The Commission agrees with SCE that
there will likely be a net positive impact as we are likely to see an increase in
demand for skilled workers in several economic sectors, including in the electric
industry, construction jobs for energy efficiency improvements and building
retrofits.

Additionally, since Track 2 of the Long-Term Gas Planning OIR,
R.20-01-007, will be addressing the issue of ensuring an equitable future that
minimizes workforce disruption, CCUE’s concerns are best addressed in that
proceeding. The Scoping Memo in that proceeding lays out a scope that includes
how negative impacts on workforce from building decarbonization can be
mitigated, what the costs of these mitigation strategies are, and who should be

responsible for paying them, among other questions.”

5.3.1.5. The Elimination of Residential
Gas Line Subsidies Maintains
Customer Choice and
Advances Equity

The Commission disagrees with SWG that we are removing customer
choice by eliminating the gas line subsidies. We reiterate that customers can

continue to select their choice of fuel. The only difference is that existing and

72 Comments of the CCUE on Phase III Staff Proposal at 5.

7> Comments of SCE on Phase IIl Amended Scoping Memo and Ruling of Assigned
Commissioner at 4.

¢ OIR to Establish Policies, Processes, and Rules to Ensure Safe and Reliable Gas Systems in
California and perform Long-Term Gas System Planning, Section 2.3.2 at 7
(https:/ /docs.cpuc.ca.gov/PublishedDocs/Efile/ G000/ M415 /K275 /415275138.PDF).
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future gas customers will no longer have to subsidize investments in the gas
infrastructure for new customers. Requiring the new customers to pay their full
costs of gas line extensions only places the responsibility back onto builders or
customers to shoulder a greater portion of the expense if they choose to construct
a building that uses gas or extend gas service on existing properties. Therefore,
this change aligns the cost responsibility with the customer who causes the costs,

thereby advances equity for all customers.

5.3.1.6. The Elimination of Residential
Gas Line Subsidies Will Not
Create a Death Spiral

The Commission disagrees with CCUE that this decision will lead to a
“death spiral.” We acknowledge that the effect of eliminating gas line extension
incentives would be that the cost of constructing a building that uses gas, or
extends gas service on existing properties, may increase relative to the status
quo. This cost would in turn likely be passed down at the point of sale for a new
building or directly absorbed by the customer for an existing building. Neither
CCUE nor any other party presents any credible data to show that the gas rates
increase will cause the cost of a building to escalate so much that demand for
buildings will disproportionately decline, leading to higher gas rates and even
less building until the gas utility goes out of business, or some other catastrophic
outcome for the gas system. Further, there is no support for the argument that
there will be a “death spiral” due to the elimination of gas line extension
subsidies that leads to an unreliable and unsafe utility system, as discussed more
fully below.

Rather, eliminating gas line extension incentives will send a price signal
that building new gas infrastructure is more expensive, thus making dual fuel

new construction less desirable and financially riskier. As such, there would be a
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gravitation toward all-electric new construction, leading to all the benefits
described above, helping California meet its decarbonization goals. We conclude
that these benefits outweigh any concerns about a hypothetical “death spiral”

due to the decisions we make here.

5.3.1.7. The Elimination of Residential
Gas Line Subsidies Maintains
Gas System Reliability and
Safety

CCUE argues that the elimination of the gas li