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SACRAMENTO -- The key to dealing with California's spiraling electricity costs is action by federal regulators, Gov. Gray Davis maintained yesterday as he made his first proposal to ease the state's power market crisis.

In the long-awaited letter from the governor to the Federal Energy Regulatory Commission, Davis proposed a series of small steps that deal with such issues as power plant ownership, energy conservation and the reshaping of some state agency boards. 

Davis' proposals drew mild praise from the power industry for advocating a move toward long-term contracts, which lock in an electricity supply at a fixed rate.

Consumer advocates were sharply critical, though, saying the proposal fails to present new ideas and again urges federal regulators to take action that has previously been rejected.

Davis suggested in his letter that he'll take bolder steps if the energy commission doesn't impose a tight cap on wholesale electricity prices and order a refund for San Diego rate payers.

"The free market applied to electricity can work, but only if market conditions allow for real competition and if all parties act responsibly," Davis wrote.

A state plan to deregulate the electricity market in California is in serious trouble.  Consumer bills here doubled or tripled last summer when San Diego Gas&Electric Co. became the first utility to emerge from regulation.

Pacific Gas&Electric and Southern California Edison, whose rates are still frozen, say they lost about $6 billion when electricity prices soared then and they were unable to pass the cost along to customers.

The governor didn't address the difficult issue of whether the utilities should be allowed to raise their rates to pay off the losses.  He also ignored talk at the Capitol, fueled by a proposed initiative, of creating a state-owned power system.

Instead, Davis contends the main problem with deregulation is that the wholesale electricity market is being manipulated by profiteers, mainly from out of state.  He argues that tight federal rate caps would restore a fair market.

The federal regulatory agency may announce its decision Dec. 13. Meanwhile, the prices that California utilities must pay to purchase electricity are nearly at the levels of last summer.

Davis, who was in Mexico City yesterday for the inauguration of Mexican President Vicente Fox, canceled a trade-promotion trip to Asia last month so he could work on the electricity issue.

"This letter outlines the first steps toward a plan that my administration is developing based on extensive, ongoing discussions with legislative leaders, consumers, business, utilities, generators, environmentalists, labor, agricultural interests and other California stakeholders," Davis wrote.

A memo circulated by the governor's office had listed a number of options that were being discussed, including a ban on the export of power from California and the creation of a state-owned transmission system.

But what Davis proposed yesterday was a series of smaller, less controversial steps.  The siting of power plants would be made easier by allowing the transfer of credits for reducing pollution.

Businesses and state agencies would be encouraged to voluntarily reduce energy use during peak periods, including agreeing to interruptions of power.

California utilities would be required to retain their existing power plants until the market becomes competitive.  The utilities have already sold about two-thirds of their generating capacity under deregulation.

The industry-dominated "stakeholder" boards of two agencies created by deregulation, the Independent System Operator and the Power Exchange, would be replaced with independent members to avoid a conflict of interest.

The state Public Utilities Commission would develop "bench marks" to protect utilities who buy power through long-term contracts from unfair criticism if market rates drop below what is being paid under the contract.

Pacific Gas and Electric issued a statement saying that long-term contracts "can play an important role in moderating price volatility and ensuring reliability."

A spokesman for a group representing 50 power producers, including Enron and Duke Power, said California utilities currently purchase most of their power only a day in advance and are often hit by price spikes.

Jan Smutny-Jones of California Independent Energy Producers said long-term contracts are "the quickest, easiest way of stabilizing rates for California."

Yet, while the electricity industry found some things to like in the Davis proposal, consumer groups were clearly disappointed.

Michael Shames of the Utility Consumers Action Network in San Diego said the governor's letter was "leftovers," containing nothing new or significant.

"To the extent that the letter was supposed to represent a bold new vision, it fails miserably," Shames said.

Doug Heller of the Foundation for Taxpayer and Consumer Rights in San Diego, which is drafting an initiative for the 2002 ballot that would create a state-owned power system, said Davis simply "punted" to the federal regulators. 
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