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Pursuant to Rule 45 of the Commission’s Rules of Practice and Procedure, New West Energy Corporation (“New West”) hereby moves that the Commission issue an expedited order to permit resolution of the PX energy credit issue.  In Commission Decision (“D.”) 01-09-060, approved on September 20, 2001, it was noted that an earlier draft of that decision, “included a proposed resolution of SCE’s Petition for Modification in which it requests authorization to temporarily suspend payment of the Power Exchange (PX) credit to ESPs, as well as our implementation of AB 1X.”  D.01-09-060 further notes that, “At this time, we will not resolve issues regarding payment of PX credits raised in the comments and by SCE’s petition. [footnote omitted]  However, it is imperative that we now address the direct access issue.  We therefore bifurcate this proceeding and will address SCE’s petition in the next phase.”  

New West hereby moves that the Commission move forward with the second phase on an expedited basis, as described herein.  As background, on January 25, 2001, SCE filed its Petition for Expedited Modification of Decision (D.) 99-06-058 (the “Petition”).  SCE asked the Commission to authorize SCE to suspend temporarily the payment of PX Energy Credits to Energy Service Providers (“ESPs”).  

The Petition raises an issue that needs to be addressed to facilitate the issue of the $12.5 billion revenue bonds by the Department of Water Resources.  Currently the PX energy credits are a claim by customers against future retail revenues (credits against future bills).  As such the PX energy credits compete against the same revenues that will support the bonds.

The SCE Petition raises the issue of payment of PX energy credits, though in a different context.  The solution suggested by SCE was to simply postpone payment of PX energy credits.  This proposal meets the goal of preserving the utility’s cash stability, but does not address the issue of the PX energy credit liability acting as an impediment to the cash flow necessary to service the bonds.  New West proposes herein the following approach that meets both SCE’s cash preservation goals and the removal of an impediment to bond servicing.

This approach is to authorize the utility distribution companies (both SCE and Pacific Gas and Electric Company (“PG&E”)) to record a regulatory asset in the amount of the unpaid PX energy credits.  This regulatory asset would be amortized over a two-year period after each utility’s respective rate freeze is determined to have ended.  The unpaid PX energy credits would be paid to direct access customers and/or their ESPs over the amortization period.  Amortization of the regulatory asset would be considered as any other operating expense at the time of the next general rate review for the utilities.  New West discusses herein the need and the rationale for such action.

The Problem

DWR intends to issue bonds secured by retail revenues, or at least a component of retail revenues.  In order for the DWR to secure maximum investor interest, and to secure the lowest possible interest rates, it is essential that the investors understand that retail revenues (or the component of retail revenues) are available for the sole purpose of securing the bonds.  Any claim to the contrary, or any possibility of a claim, is a negative factor for the bond issue, which could either hinder the issuance or cause the State to incur a higher interest rate.  Either result would be harmful to the interests of the State’s citizenry and its taxpayers.

The PX energy credits are credits on the retail bills of direct access customers.  Before the financial problems with the UDCs, these credits were paid both through reductions of future bills and by cash payments.  When the financial crisis hit in December and January, both SCE and PG&E stopped paying the PX energy credits and stopped accepting them as credits against future bills. 
  However, the PX energy credits are still an outstanding liability of SCE and PG&E, which must ultimately be paid.  As such, it constitutes an unknown, contingent burden on the revenue needed to service the bonds.  Absent Commission resolution of this issue, customers may argue successfully that this is a contract right that must be enforced immediately.  In that event, especially if there were a court order to that effect, there could be a significant and sudden effect on the levels of retail revenues.  

Whether this will ultimately happen or not, it constitutes a cloud on the bond issue.  However, should the Commission act to resolve this issue, a court would be naturally reluctant to interpose its authority over that of the Commission’s.  Therefore, the danger to the bond issuance would stem primarily from the Commission failing to act, rather than through it taking affirmative action to resolve the PX energy credits issue.

The Solution

SCE and PG&E should be authorized by the Commission to record a regulatory asset in the amount of their respective unpaid PX energy credit amounts.  This regulatory asset would be carried on each utility’s books until their respective rate freezes end.  At that time (and in no case later that the current statutory date of March 2002 for the end of the rate freeze), the asset would be amortized by each utility over a two-year period.  Revenue requirement issues and cost of service issues would be addressed at such time, if any, that the Commission reviews the revenue requirement for each utility.

The Advantages

This approach would remove the PX energy credit as a direct claim on future revenues.  Very simply, the debt would be converted to an operating expense as the asset is amortized.  This step would remove the cloud on the bond issue created by the PX energy credit.  Additionally the order would protect customers who either are owed the PX energy credit or who owe the PX energy credit to the ESPs who advanced it to them.  Finally, the order would address one of the issues facing the UDCs, effectively achieving the relief requested by SCE in its Petition.  

For the foregoing reasons, New West respectfully requests that the Commission:

1.
Issue an order that the UDCs may record a regulatory asset in the amount of the unpaid PX energy credits as described in this motion. 

2.
Make such other findings and conclusions and issue such orders as are necessary to effectuate the terms and conditions of the PX energy credits solution proposed herein.
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� The PX energy credits are a function of the retail rate freeze.  Since the rate freeze ended for SDG&E, there is no corresponding issue for this utility.
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