The California Disconnect: Increased Demand, Decreased Supply

The Problem:
· California’s  1996 “re-regulation” plan capped retail electricity rates at an artificially low level, eliminating the incentive to conserve energy. 

· The explosion of California’s electricity-intensive high technology industry combined with continued growth in the state’s population has resulted in record levels of energy demand. 

· While California’s demand for electricity has greatly increased, supply has remained virtually constant.  In the period 1996 to 1999, peak demand increased by 5,222 megawatts while only 672 megawatts of new capacity was added.

· California’s strict regulatory environment (overly restrictive siting/permitting requirements and local reviews) has delayed new power plant development and for environmental reasons has restricted the time that generators may operate. Plant construction can cost as much as $20-30 million for siting alone and take 2-3 years before construction can begin.  

· Unusually hot and dry weather exacerbated the situation this summer, when hot weather blanketed much of the West; as a result, hydro-electric facilities produced at reduced capacity because of lower rainfall levels.

· As part of California’s partial deregulation experiment, distributors were required to purchase electricity from the volatile spot market no more than 24 hours in advance.  This caused a greater sense of panic as prices rapidly increased to meet peak demand.  

· The financial instability created by the PX (spot market) for California’s two largest utilities has meant that outside suppliers face the threat of non-payment, thereby exacerbating their ability to provide new supplies.

· To date, other states such as Oregon and Washington have stepped in to provide additional supplies to meet peak demand.  As the winter and/or summer peak periods begin, these states will have less excess supply to provide to California.   Rates in other western states such as Arizona have risen dramatically as excess capacity continues to diminish.  

The Solution:   

· Lifting the price caps will more accurately reflect the current costs of electricity providing market incentives for energy conservation.

· Allowing the market to prevail will, in combination with regulatory reform, bring new entrants into the state’s power generation market.   Increased supply and decreased demand will both drive electricity prices down, providing the long-term stability that California requires.  
· California must increase the supply of power by encouraging new capital investments in power generation in the state.

· California’s utilities should be immediately allowed to enter into longer-term contracts that will help to alleviate their reliance on a volatile spot market during spikes in energy demand.

· California should adopt a uniform approval process for siting and permitting requirements that provide a systematic check-list and eliminate the sometimes arbitrary and open-ended process currently in place. 

· California should help to attract additional supplies by shoring up the financial credibility of the two largest utilities and removing the default risk. 

