
1. Overall Political and Economic Instability in California

California continues to struggle politically to implement the necessary solutions to its severe energy crisis (caused in part by a lack of political willpower to raise retail rates over the last 6 – 9 months).  Governor Davis continues to propose incomplete solutions to the overall energy crisis.  

In addition, given the uncertainty of how much the total electricity bill will be for the entire State (estimates are as high as $70 billion for 2001 versus $7 billion for 1999), there exists the potential that any proposed solution will fall short.  If the California government does not continue to address important components of future electricity costs (CDWR bonding capacity, QF SRAC pricing, current Utility undercollection, etc.), the total electricity bill for the State will become unsupportable and the political crisis could lead to unknowable outcomes.  Already the actions of utilizing CDWR as buying agent have taken a huge amount of the State budget surplus (purportedly to be paid back after the issuance of debt).

In fact, press reports indicate that Governor Davis disavowed the rate increases approved by the California Public Utilities Commission on March 27, 2001.  This statement indicates that Governor Davis continues to be directed by politics and not economics.

One potential outcome of this political instability involves the State rejecting or renegotiating at a later date some or all of the contracts that CDWR enters into during this time frame.  Given the current actions of the State governmental leaders, especially the rate increase approved on March 27, 2001, it appears that the State is beginning to undertake politically painful actions and restore some order into the electric utility industry.

Mitigation Efforts: 	Enron Government Affairs continues to engage the State of California to discuss reasonable solutions to the current energy crisis.  

2. Necessary Steps to Secure Revenues for CDWR

CDWR was granted the authority to purchase all “net short” requirements for the California electric utilities in AB1X-1.  In addition, AB1X-1 granted authority to CDWR to issue up to $10 billion worth of bonds to buy long-term power.  These purchases would be blended into the electric utilities overall portfolio (retained generation, QF contracts, and ancillary services) to reduce the overall cost of electricity.  The development of the rate mechanism and rate amount necessary to cover CDWR’s costs need to be established by the California Public Utilities Commission (‘the Commission’).

On March 27, 2001, the Commission voted out a decision pertaining to the implementation of AB1X-1. The Commission provided for certain parts of the Order to take effect immediately, while other parts will be subject to further comment.  The provisions that take effect immediately include those that provide money to be paid from the electric utilities to CDWR as soon as possible.  The remainder, which is open for comment, proposes how the California Procurement Adjustment (‘the CPA’) is to be calculated.

With respect to the CPA, the Commission noted two critical items (1) the fixed CDWR Set-Aside portion of the CPA is not the only source of revenue that may flow to CDWR from the electric utilities and (2) the CPA serves two purposes – it is used as a step in calculating the fixed CDWR Set-Aside and it is used as a means for calculating the maximum amount of bonds that the CDWR may issue.  

The Order proposes that the CPA be a set rate component and that it be designed using the electric utility rate components in effect on January 5, 2001 (hence the 1 cent/kwh Emergency Surcharge continues).  The Commission initiates the process of determining the CPA rate by determining the system-wide average generation-related component of each electric utility’s retail rate. Based on the Commission’s analysis, this works out to be 7.3 cents/kwh for SCE; 6.4 cents/kwh for PG&E; and 6.5 cents/kwh for SDG&E (capped customers) and 12.5 cents/kwh (uncapped customers)  

The Order then agrees with the electric utilities that the generation related component derived should be multiplied by total kWh sales to arrive at the electric utilities' generation related revenues.  From those revenues, the statutorily recognized generation related cost (i.e., retained generation, QF contracts, and ancillary services) should be subtracted.[footnoteRef:2] For purposes of determining generation-related revenues remaining after costs are subtracted, the Commission used a QF contract price of $80/mwh (citing the ongoing discussions at the legislature to get the price down to that level). [2:  	The Commission noted that the electric utilities attempted to make a number of adjustments to their total generation related revenues, which were not statutorily recognized, including direct access credits.] 


Having determined the generation related revenues (also called CPA revenues), the Order proposes to determine the CPA rate by dividing each electric utilities’ annual CPA revenues by the electric utilities’ total kWh sales for both electric utility supplied and CDWR supplied energy.[footnoteRef:3] This resulting cent/kwh CPA rate would serve to allow CDWR to determine the maximum amount of bonds it can issue under the Water Code Section 80130.[footnoteRef:4]  It will also, in the future, provide the basis for the determination of the CDWR Fixed Set-Aside (the Commission determined not to address that issue at this time).  [3:  	The figures produced for the CPA rates were 2.2 cents/kwh for PG&E, 1.5 cents/kwh for SCE, and 2.6 cents/kwh for SDG&E (capped) and 8.6 cents/kwh for SDG&E (uncapped). ]  [4:  	Section 80130 states “that in no event shall {DWR] authorize the issuance of bonds… in an aggregate amount greater than the amount calculated by multiplying by a factor of four the annual revenues generated by the California Procurement Adjustment…”   ] 


Separate and apart from the determination of the CPA, the Order establishes a means for the electric utilities to segregate, and pay to CDWR, all monies collected in the electric utilities’ rates for CDWR sales of power.   To this end, the Order notes that CDWR reports to each electric utility on a daily basis the number of kWh procured for the electric utility.  Thus the Commission states that “under today’s order, CDWR is entitled to receive the company-wide average generation related rate component for each kWh that CDWR supplies to the utility’s retail end-use  customers.” 

 In order to get funds flowing to CDWR as soon as possible for ongoing power purchases, the Order directs the electric utilities to segregate and hold in trust for CDWR, no later than 45 days subsequent to of the supply of power by CDWR to an end use customers and amount equal to the product of (1) the number of kWh that CDWR provided 45 days before, and (2) the electric utility–wide average generation related rate.  The Commission provides for a more precise remittal once generation related components on a per rate schedule basis can be ascertained.

Finally, the Order provides for PG&E and SCE to pay to CDWR (within 24 hours) the amount owing for CDWR’s purchases pursuant to SB1X-7 (the initial $400 million appropriation).  The amount owing immediately, therefore, is the number of kWh that CDWR says it provided the electric utilities’ customers times a rate of 6.27 cents for SCE and 5.43 for PG&E.           

The Commission intends to continue the process of implementing AB1X-1 over the next 30 – 45 days.

Mitigation Efforts: 	Enron Government Affairs continues to engage the Commission to support CDWR revenue requirements.

