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M E M O R A N D U M
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June 12, 2001

To:

Interested Parties -- Department of Water Resources Power Purchase Program
From:

State Treasurer Philip Angelides

B. Timothy Gage, Director, Department of Finance 

Thomas Hannigan, Director, Department of Water Resources

Subject:
Power Purchase Revenue Bond Requirements Related to “Retail Access” 

The purpose of this memo is to inform you of the potential impact on the proposed Department of Water Resources (DWR) Power Purchase Revenue Bonds arising from the possibility that existing power customers being served by DWR would “exit the system” and move to other energy providers (also referred to as retail access, opt-out, direct access).  AB 1X addressed this potential impact in Section 80110 of the Water Code, which states, in relevant part: “…After the passage of such period of time after the effective date of this section as shall be determined by the [CPUC], the right of retail end use customers pursuant to Article 6 (commending with Section 360) of Chapter 2.3 of Part 1 of Division 1 of the Public Utilities Code) to acquire service from other providers shall be suspended until the department no longer supplies power hereunder.” 

We are aware that the Legislature is examining alternatives to the above provision in the form of various legislative proposals on the subject of retail access.  We also understand the CPUC has begun certain proceedings, on a parallel track with legislative efforts, in anticipation of any necessary action as required by AB 1X.  The State Treasurer’s Office, the Department of Finance, the Department of Water Resources, and members of the financing team for the DWR Power Purchase Revenue Bonds have identified the key conditions that must be included in any retail access program which might be allowed by the Legislature in order to enable the State to sell the bonds needed to repay the General Fund and protect ratepayers.  Attached is a briefing paper that outlines these conditions.

The primary factors behind the conditions outlined in the briefing paper are as follows:

· The bonds are needed to repay the General Fund and protect all ratepayers from dramatic rate increases that otherwise would result from the current costs of power purchased on their behalf;

· To sell the bonds with the investment grade ratings required by law, it will be necessary to control the conditions under which ratepayers (generally large users, such as industrial customers) “exit the system”; and

· Such controls and conditions are needed to ensure those who depart pay their “fair share” of costs incurred on their behalf, and thus to prevent the remaining ratepayers (generally small commercial and residential users) from being left to shoulder a disproportionate share of the costs incurred by DWR on behalf of all existing ratepayers.

The conditions contained in the attached briefing paper must be included in any legislation allowing retail access.  The process of marketing the DWR bonds, including solicitation of credit enhancement and rating approvals, is expected to commence in July, requiring legislative or CPUC action by the end of June.  We look forward to working with you to resolve this matter in the next few weeks.
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