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Given the current political support in California related to Governor Davis’ desire to exchange ownership of the Utility transmission network for solvency, Enron would agree to offer its “no opposition” to his plans if the following items occurred:

1. Agreement by Governor Davis that the State as operator of the Transmission assets will act in accordance with all FERC open access regulations (both current and future); 

· Sale of the transmission facilities to the State will require FERC authorization under Section 203 of the Federal Power Act;  

· In the first instance of a transfer of transmission facilities to the State post Order 888, FERC established a policy of requiring the transferred facilities to remain subject to open access.  Specifically, FERC stated: "[w]e do not believe it is in the public interest to approve this disposition unless we are assured that the transferred facilities will continue to be available on a comparable basis to all wholesale market participants."  Long Island Lighting Co., 82 F.E.R.C. ¶  61,126 at 61,460 (1998); 

· In addition, California should agree to this policy because it reduces its overall cost.  California imports as much as 4,000 MW from the western power markets.  If California becomes an “island”, an additional 4,000 MW of generation capacity must be constructed in the state costing $360 million;

· Enron intends to intervene and participate in all FERC proceedings related to this transaction to ensure compliance with the FERC policy and consistent with this agreement.

2. Agreement by Governor Davis that his Office will work to remove the prohibition on direct access initially approved in ABx 1 by passing SBx 27 with appropriate language (as offered by Enron), and

· Direct Access provides customers with the ability to manage their electricity price risk by signing fixed price deals with marketers (in fact, Enron’s customers in San Diego last Summer did not see price spikes while bills from SDG&E jumped 200%).  ABx 1 took away this critical option due to fears that the Division of Water Resources (“CDWR”)  would not be able to recover the costs of electricity purchased.  
· Enron has proposed solutions that would manage this problem.  Enron's legislative proposal would give customers freedom to enter into a direct access transaction, while simultaneously addressing the Department of Water Resources' concerns about stranded power costs that might result from customer migration.  
· Finally, Governor Davis is not agreeing to anything beyond his earlier commitment to pass a fix for ABx 1 so that customers would continue to have direct access to competitive markets.

· Enron is working to support this fix before the Legislature.  

3. Agreement by Governor Davis that his Office will support defining a prospective AB1890 rate freeze end date (after March 15, 2001) and subsequent rate increases will not result in end-use consumers having significant rate shock.
· A prospective AB1890 rate freeze end date clarifies the obligations of customers and the Utilities to pay for the past Undercollection and takes away much of the problems.

· PG&E and SCE have argued before the CPUC and the Courts that their retail rate freeze as designed in AB1890 has expired because their Stranded Costs were fully collected sometime during 2000.  If found to be correct, there exists a legal liability that customers should pay for the Undercollection.

· Enron is primarily interested in this issue because having a prospective AB1890 rate freeze end date clarifies that our claims against PG&E and SCE related to the PX Credit non-payment.  If the AB1890 rate freeze end date was last year, our claim would be significantly weakened.  If the AB1890 rate freeze end date is prospective, Enron will claim that the retail tariff obligating PG&E and SCE to pay was in place and enforceable, giving us additional certainty.

· Enron also supports a moderated increase in retail rates through the next 24 months to provide for collection of Undercollection and going forward CDWR costs.  EES stands to lose significant amounts if the retail rates are increased too quickly.

Enron intends to continue to advocate in Sacramento for (1) generation siting reforms, (2) a demand buy-down for summer 2001, and (3) additional credit support for CDWR.
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