California Business Community

August 1, 2001

An Open Letter to Governor Gray Davis and Members of the California State Legislature

OPPOSE AB 82 X2 (Keeley) and SB 78 X2 (Polanco) – Southern California Edison MOU.

We, the Undersigned Parties, OPPOSE both AB 82 X2 (Keeley) and SB 78 X2 (Polanco).  These Bills place the burden of paying down Southern California Edison Company’s (“Edison’s”) past undercollections almost totally on the shoulders of the California business community without providing any tools to help businesses manage the significant rate increases they have incurred this year and may incur in the future.  By following a policy of vindictiveness against the business community in drafting these bills, passage of this legislation in its current form could only be viewed as a declaration of war on our state’s economy just as it appears we are entering a serious recession.

THESE BILLS PRESENT CALIFORNIA WITH A POTENTIAL LOSE – LOSE – LOSE SITUATION.  

· Edison may lose because the Bills, while offering to “bail-out” the utility, are so poorly constructed that they may fail to stave off bankruptcy.  By applying the full burden of paying off the past undercollections on a very few customers (perhaps as few as 3,600 business customers of Edison’s more than 4 million total customers), the Bills make the issuance of bonds to recoup such undercollections very problematic, if not impossible.


· The California business community loses.  It has already experienced rate increases since January 1, 2001 of between 55 and 140 % depending on the customer’s previous rates, electrical load profile and other factors. It is now suggested that these customers suffer the brunt of yet additional costs in a very disproportionate way.  Because residential and small commercial customers are largely exempted from any responsibility for the past Edison undercollections, the burden on business customers is two to three times as great as would otherwise be necessary.  This additional burden may lead to additional rate increases and certainly will make any rate relief for hard-hit business customers very unlikely in the next several years.

· California’s economy loses because businesses that can no longer afford the high cost of electricity and can be expected to either shift production out of the state or go out of business themselves.  New businesses will be far less likely to locate facilities in the State.  Recent data from the US Energy Information Agency shows that California has the highest industrial electric rates in the country, save Rhode Island and Hawaii, nearly twice the nation-wide average.  The potential for job loss and tax revenue loss is very real.  The jobs impacted by this tremendous financial hit on energy-intensive industries are not low paying, service jobs, but rather largely unionized, high-paying, skilled and semi-skilled jobs that will not be easily replaced in the future.

THE BILLS WOULD SIMPLY ADD TO THE HEAVY RATE BURDEN PLACED ON BUSINESS

The Bills would place 80% of the burden of repaying $2.9 billion in Edison undercollections on a relatively small percentage of customer load.  While the exact breakpoint is not yet specified, we are informed that Non-Core customers, the customers targeted to pay off the debt, would be defined as those with demands in excess of 125 to 300 kW.  This means that somewhere between 35% and 45% of Edison’s total customer usage, but only 6,000 to 15,000 of its more than 4 million customers, would bear the brunt of the undercollections, and would pay explicit charges of between 0.9 cents and 1.1 cents per kWh for up to 15 years.  This is an enormous burden on business customers.  

THE BILLS WOULD NOT GIVE CUSTOMERS THE RIGHT TO CHOOSE A SUPPLIER

Unfortunately, promises of direct access contained in the Bills are illusory, as any ”space” to allow for these customer choices is expressly conditioned upon the existence of a net shortfall of supplies relative to demand, or the express payment to DWR of any costs it incurs to sell into the market its power displaced by the direct access transaction – payments that would wipe out any economic advantage associated with direct access.  That is, direct access would only be permitted to the extent customer demand is not met by Edison-owned generation, bilateral contracts with QFs and others, as well as current DWR contract supplies.  

Recent information regarding the DWR’s purchasing practices over the past six months reveals that it has purchased enough contract power to largely eliminate the “net short” position of Edison.  (DWR’s own reports to the CPUC reveal that its contract prices for power will be roughly two to three cents over market prices for the next several years.)  Further, the Bills provide strong incentives for Edison to construct new generation at ratepayer-supported rates of return, further blocking any real customer choices for many years to come.  

We believe these factors are highly likely to leave the State with little or no net short position, and thus the promise of direct access in these Bills is a very poor illusion at best.  Moreover, there is nothing in these Bills that promotes or ensures that customer self-generation will be an economically feasible option.  Thus, the Bills fail entirely to provide business customers with tools to manage their electricity costs.

THE RATIONALE OFFERED FOR THE DISPARATE TREATMENT OF BUSINESS CUSTOMERS IS NOT BASED ON THE FACTS

The business community finds particularly troubling the stated rationale for this disparate treatment, to wit, “Since the business community advocated restructuring, they caused the current mess in which we find ourselves, and thus they should pay the costs of correcting the problem.”  This rationale is overly simplistic and inaccurate, and it certainly does not provide good support for public policy determinations. Can one really conclude, objectively, that the business community is responsible for the following major elements that contributed to this crisis:

· The CPUC’s determination not to permit Edison to buy 5-6 cent per kWh long-term power on a reasonable, business-like basis when this crisis became obviously apparent to all observers last summer?

· The lack of hydroelectric power resulting from the worst drought in over 30 years in the Pacific Northwest and the lower hydro availability in the Sierra Nevada, that has made the very cheapest power largely unavailable over the last year or so?

· The growth in the population of neighboring states in the 1990’s (Arizona – 40%, Nevada –60%, Oregon & Washington – 20+% each), growth that has dried up California’s source of imported power over the last several years?

· The fact that California, and other Western States for that fact, because of the previous excess supply of electric generation as well as difficult state and local regulatory requirements, had not constructed any serious state of the art electrical generation facilities for over 10 years?

· The CPUC adoption of financial incentives for the utilities to divest ALL of their generating facilities when AB 1890 required the utilities to divest no more than 50% of their fossil fuel generating facilities?

· The CPUC adoption of policies that required the utilities to sell and buy all their power though the Power Exchange at spot market prices?

· The national shortage of natural gas supply, and the CPUC’s adoption of policies that favored lower than needed storage levels and spot market purchases of natural gas, as well as state policies that did not promote adequate gas pipeline facilities within the State of California?

The Legislature should recall that the business customers asked for the ability to choose suppliers at a time when electricity supplies were abundant in the Western United States, utility generation costs were excessive, and businesses were required, along with all other customers, to pay off the non-economic portion of such utility generation costs as the “price” of achieving such choice. We would remind all state policymakers that no one in the energy business, publicly or privately, forecasted the breakneck speed with which the energy supply situation in the West turned against our state’s best interest. 

Throughout this crisis, business customers have agreed to pay their fair share of its costs and to seek positive, long-term solutions.  Over a period of many months, beginning nearly one year ago, members of the business community have actively, and in good faith, participated in discussions aimed at providing relief to Edison.  They were the first customers to acknowledge publicly the need for utility rate increases to keep the utilities financially healthy, with the result that they were forced to pay a hugely disproportionate share of such increases.  

Extensive discussions in recent months concerning the Edison MOU have revealed that it is a tremendous challenge to pay for Edison’s undercollection, DWR’s undercollection and DWR contracts going forward within the existing rate structure.  This challenge is further exacerbated by the fact that Edison’s debts are not to be paid by all users, thereby reducing the ratepayer base.  These discussions were predicated on the notion that businesses would be given the tools (e.g. direct access and/or customer self-generation) to manage increased energy costs as part of any proposal to pay down the Edison under collection.  Sadly, and to the long-term detriment to our state’s economy, neither of these Bills provides those tools. 

Unless these Bills are amended in the following respects, the business community must actively oppose these Bills at all levels of government and in all public forums available to us:

1.
The burden of Edison’s past undercollections must be spread more fairly among 
customers.  


· For an initial transition period of at least two years, all customers should pay such costs on an equal cents per kWh basis. 

· After the transition period, if Core customers are to be excused from further payments, the Non-Core class must be defined to include all customers with demands in excess of 20 kW, approximately 64% of Edison’s load.

· At a total undercollection of $2.9 billion, this would result in a dedicated rate component of approximately 0.6 cents from such customers.


2.
The burden of Edison’s past undercollections must be reduced to more reasonable 
levels.


· The Bills eliminate the possibility of a sale of the transmission assets that would have provided revenue to reduce the undercollection amount.

· If there is no transmission sale, some other means of reducing the undercollection amount must be found so that the dedicated rate component to be paid by Non-Core customers does not exceed 0.3 cents per kWh.


3.
There must be an explicit statement in the legislation that DWR bond costs will be 
recovered from all customers on an equal cents per kWh basis.


4.
The legislation must redress the recent unfair rate increase ordered by the CPUC by 
clearly stating 
that any refunds received from generators and any surplus of current 
revenues over utility generating costs and DWR power purchase costs must first be used to 
reduce the rates of those customers who received increases in excess of 50% in the May 
decision and thereafter must be used to reduce rates in proportion to the percentage 
increase incurred in such decision.

5.
The legislation must include a clear and unequivocal statement that Non-Core 
Customers have the right to exercise their choice regarding direct access, and that 
DWR 
purchasing practices and utility generation projects should leave room for viable direct 
access and self-generation projects.


· Customers should be required to exercise that choice by a specified transition date two years following enactment.  If they chose direct access they would have limited rights to return to bundled utility service, and would have to both give 12 months notice of their intent to return and commit to remain with bundled utility service for a period of five years.

· Such direct access customers would be obligated to pay both DWR bond costs and Edison undercollection costs, but should not be made to pay for future core power purchases made by Edison.

· We strongly believe we should move the State of California out of the power purchase role as soon as possible. Any legislation on this subject, upon enactment, should restrict DWR to signing only short-term power purchases of no more than 90 days in duration and only when the overall reliability of the electrical grid requires as determined by the ISO Board.


6.
Customers must have an unequivocal right to pay for the construction of generation 
facilities, or to purchase the output of generation constructed on their own 
sites.  Such 
customers also should be obligated to pay both DWR bond costs and Edison undercollection 
costs, but should clearly be excused from future energy costs incurred by the State or 
Edison after the construction of their self-generation.

7.
Recent rate increases approved by the CPUC have fallen disproportionately upon business 
customers, creating a significant burden. Any future rate increases adopted by the CPUC 
should be spread in a fair and equitable manner without unduly burdening any specific 
customer class.

Therefore, for these and other reasons we the undersigned OPPOSE both SB 78 X2 (Polanco) and AB 82 X2 (Keeley), unless amended as indicated. We strongly believe the above amendments to be the only fair and balanced approach to this critically important issue.  

We want to make it clear that the business community cannot afford to pay any more rate increases.  The passage of these Edison “bail-out” Bills, without providing the necessary tools to ameliorate the harsh impacts of recent rate increases, will deal a significant blow to our State’s economy.

If you have any questions we can make ourselves available to further discuss these matters. 

Sincerely,

__________________________________

Associated General Contractors

__________________________________

Building Owners & Managers Association 

of California

__________________________________

California Business Roundtable

__________________________________

Bay Area Council

__________________________________

California Building Industry Association

__________________________________

California Business Properties Association 

__________________________________

California Chamber of Commerce 

___________________________________

California Concrete Contractors Association 

_________________________________

California Industrial Users 

____________________________________

California League of Food Processors 

____________________________________

California Mining Association

____________________________________

Construction Materials Association of California

_____________________________________

Los Angeles Chamber of Commerce

__________________________________

Sacramento Metro Chamber of Commerce

____________________________________

San Jose Chamber of Commerce

____________________________________

Silicon Valley Manufacturing Group

____________________________________

Western States Petroleum Association

__________________________________

California Cement Promotion Council 

____________________________________

California Grocers Association

____________________________________

California Large Energy Consumers Association

____________________________________

California Manufacturing and Technology Association

_________________________________

California Retailers Association

_________________________________

Fresno Chamber of Commerce

_________________________________

Oakland Chamber of Commerce

___________________________________

San Diego Chamber of Commerce

_________________________________

San Francisco Chamber of Commerce

____________________________________

Southern California Rock, Sand & Gravel Association
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