THE SITUATION IN CALIFORNIA SINCE THE MEETINGS WITH LEGISLATORS ON MONDAY, MAY 7TH

· The Governor held his meeting with the generators and marketers, including the utilities’ unregulated affiliates.
· The Governor stayed for the duration of the meeting and was engaged
· He said that the MOU was the basis of any deal, which included the transmission sale
· In the same breath, however, he acknowledged that the MOU would have to change in ways acceptable to the Legislature
· He told the suppliers (in the meeting and after the meeting at a press conference) that he expected a 30% haircut, i.e., 70 cents on the dollar
· According to Burton, the Governor was going to open with 20% and changed to 30% when Burton went to the floor of the Senate prior to the generator meeting on Wednesday and declared that the haircut had to be 30%
· The Governor said that eliminating the lawsuits was not on the table.
· He acknowledged (more than once in the meeting) that Direct Access needed to be part of any deal
· He urged the group to use its network to grow legislative support for the MOU
· At Enron’s urging, he agreed to meet regularly until a comprehensive agreement is reached.
· He continued his rhetoric about the investigations into price gouging at a press conference following the meeting
· Reliant has been the most aggressive in its response to the Governor’s proposed level of haircut, stating publicly (and at a press conference) that a 30% haircut is an unacceptable starting point and wouldn’t even cover generation costs
· The first follow-up meeting with the Governor’s staff took place yesterday.
· The discussion focused considerably on the fact that creditworthiness continues to be an issue for suppliers trying to contract with DWR 
· The Governor’s staff insisted that while the Governor was somewhat misinformed on the creditworthiness issue, he and the rest of the administration now understand it and will resolve it within the next week or two
· From Enron’s perspective, we would prefer that DWR stop contracting altogether, since incremental contracting will impede Direct Access and the core/noncore structure by creating state-sponsored “stranded costs” (note, however, that ENA is currently in talks with DWR for a peak power sale (Q301-Q401 for 100 MW, Q102 150MW, Q202 200MW, Q302 250MW, Q402 300MW, 1/03-12/06 300MW—but no decision has yet been made regarding the deal)
· Therefore time is better spent focusing on a solution that includes getting DWR out of the procurement function altogether rather than spending time and resources attempting to make it creditworthy and prolonging its procurement role
· The next meeting of the group is scheduled for Tuesday, May 15th at 1 PM
· Enron (Steve Kean) has been designated to help coordinate the effort
· Meanwhile, the Legislature passed a bill authorizing $13.4 billion in bonds
· The Governor could not muster the 2/3 majority necessary to make the authorization effective immediately (which he blasted the Republicans for publicly)
· Bills that require a 2/3 majority but only receive a simple majority go into effect 90 days after the close of the emergency session
· Faced with this dilemma, the Governor has closed the session, which means the bonds can get issued in 90 days 
· He will then immediately announce a “new” emergency session and the bills that were moving through the Legislature will pick up where they left off
· In the meantime, the PUC has released two proposals to implement rate increases
· The proposals differ very little, with Lynch’s giving residential a slightly larger average overall increase (a summary of the proposals is also attached—the judges and Lynches are highlighted)
· Neither proposal adopts “real-time pricing” or peak-pricing
· Instead, they establish uniform increases across all hours
· Worse, both proposals place the bulk of the burden on businesses
· Under Lynch’s proposal some of the largest customers in PG&E’s territory would see a 75% increase, while residential customers would only get an average rate hike of 17%
· Likewise, SCE’s largest customers would see a 65% increase, while residentials would only have rates go up by 16% 
· Residential customers who consume less than 130% of historic usage will see no increase (this will greatly discourage conservation, which the Governor is counting on to make it through the summer)
· To pay for this residential subsidy, Lynch’s decision slaps an additional 1 cent/kwh on business rates—above and beyond the 3 cents/kwh increase 
· The business community is extremely upset about the proposals and is very publicly voicing its strong opposition
· The PUC is scheduled to make a final decision on the rate hikes on Monday
· Messages for Hertzberg
· The effort has thus far been very positive
· The Governor and his staff have shown a willingness to meet (and actually seem somewhat relieved that a process appears to be developing to resolve the crisis) 
· Clearly, the regularly-scheduled meetings with the Governor’s staff, generators and marketers is an important step in the right direction
· It’s imperative that the momentum continue
· But momentum cannot continue absent continued leadership and engagement from Hertzberg, the other legislative leaders, and some key rank-and-file members
· We believe that direct participation by legislative leadership (or their representatives) in the meetings with the Governor’s staff should occur immediately
· We understand that there may be some resistance by the Governor’s people to expand the size of the working group at this time out of concern that more players will reduce productivity
· We don’t agree with that view
· However, short of having immediate and direct participation by the legislative leadership in the Governor’s meetings, a second-best approach is to have Hertzberg immediately convene a parallel effort, i.e., regulatory scheduled meetings, with the generators and marketers
· This way, discussions won’t happen “in a vacuum,” meaning, 1) there is assurance that the Legislature is integrated into the process every step of the way and 2) there are “no surprises”
· As soon as possible, other important stakeholders must also be brought into the process (e.g., large customers, since they’ll be most affected by the core/noncore market structure)


