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October 18, 2001

Honorable Roderick Wright

Chairman, Assembly Energy Cost 

  & Availability Committee

State Capitol, Rm. 6012

Sacramento, CA 95814

Re:  
Office of Ratepayer Advocates (ORA) Comments on 

PG&E’s Proposed Bankruptcy Reorganization Plan

Dear Chairman Wright:
Thank you for the opportunity to address the Assembly Energy Cost and Availability Committee on October 9, 2001.  During my testimony I committed to provide you and the Committee with further information about ORA’s position on PG&E’s proposed bankruptcy reorganization plan. Southern California Edison’s settlement with the PUC, and recommendations regarding what the Legislature can do under these challenging circumstances.  .

PG&E’s reorganization plan raises profound issues, and seeks to undermine decades of state oversight of critical infrastructure, including laws the Legislature has recently passed.  There can by little question that the biggest mistake the state has ever made with respect to our electric utilities was the federalization of oversight of those same utilities.  PG&E seeks to compound that mistake, and further degrade the ability of the state to assure service at reasonable rates.

ORA would like to resolve the crisis with PG&E.  We believe that the key factors to a suitable settlement include:

1.
Resolution of all outstanding litigation.

2.
Share the pain – consumers, utility shareholders and generators all must make contributions.

3.
Generation under state jurisdiction should continue to ensure that consumers get the economic benefits from lower-cost, utility-owned generation and that those facilities are operated to secure reliable power for the people of California.

4.

As soon as possible, the electric utilities should resume procuring their own ‘net short’ position.

Guiding Principles Regarding PG&E’s Reorganization Plan

· PG&E’s hydroelectric and nuclear facilities should remain with the utility to continue providing low-cost power to ratepayers, subject to regulation by the State of California.  This is clearly the policy of the State of California.  ABX1 6 requires the PUC to ensure that public utility generating assets remain dedicated to service for the benefit of the public through 2006, and to ensure that any sale of utility owned generation after 2006 is in the public interest.  The rationale for keeping generation as a state regulated asset goes well beyond economics.  For example, PG&E’s hydro facilities not only affect the cost of power, but also water availability for farming and rural communities, the extent of logging on lands associated with PG&E’s hydro projects and tax revenues to counties.  The PUC has been a forum to discuss and solve environmental problems, but PG&E hopes that the Bankruptcy Court will allow them to evade oversight by the PUC and answer only to FERC.

· As in the PUC/Edison filed rate doctrine settlement, PG&E should take some financial responsibility for its debts.  PG&E’s plan essentially consists of a rate increase in perpetuity; first in charging well in excess of its cost of service for hydro and nuclear generation through its 12-year self-dealing contract, and secondly in transferring the value of those assets from ratepayers to shareholders at fire-sale prices.  Under the PUC/Edison settlement, the PUC claims that Edison will be absorbing at least $1.5 billion by canceling its shareholders dividend until past procurement costs are recovered.  Similarly, PG&E should make a financial contribution that is commensurate with its financial resources to do so and the time necessary to recover past procurement costs.

· Wholesale generator creditors should receive less than 100% of full recovery of their demands.  PG&E’s plan calls for 100% recovery, with 60% in cash and 40% in long-term notes.  In the FERC proceeding regarding prospective refunds to buyers in California’s dysfunctional spot market from October 2, 2000 through June 20, 2001, ORA notes that the Administrative Law Judge has suggested that California is due refunds in excess of $1 billion.  Thus, there is no reason that wholesale generators should be permitted to recover 100% of their extraordinary power charges through PG&E’s reorganization plan.

· Any restructuring proposal should require that FERC ordered refunds be applied toward either paying off utility debts or reducing rates for ratepayers.  PG&E should not be permitted to use FERC refunds for shareholders.  A decision from FERC on the level of refunds is not expected until spring 2002, and the magnitude is on the order of hundreds of millions of dollars.

· PG&E’s Diablo Canyon nuclear power plant has a $1.5 billion decommissioning trust fund, currently regulated by Public Utilities Code sections 8321- 8330.  PG&E’s reorganization plan proposes to transfer the decommissioning trust fund, which was paid for by ratepayers, to Gen.  We are concerned that this ratepayer asset will get little or no scrutiny by federal regulators.  For example, under a different regulatory authority, a finding could be made that the decommissioning fund has over-collected and order disbursement of excess funds to the power plant owner rather than the ratepayers who have made contributions to the fund.

· Every effort should be made to terminate or renegotiate the overpriced DWR purchased power contracts.

Recommendations to the Legislature

· Legislative leaders should pressure PG&E to negotiate with the State of California.  Currently, PG&E is refusing to talk to PUC officials about alternatives to their plan.  

· The Legislature could hold additional oversight hearings to consider the full range of public objectives, ownership arrangements and regulatory practices in developing policies to establish that utilities, while running successful businesses,  are committed to the economic development of our state  and the provision of reasonably priced, reliable  service to their customers.

· The Legislature should pass AB 57 or the equivalent thereof.  This legislation, which you carried, and which ORA endorsed, provides a path that is in the public interest for utilities to resume procurement in an orderly fashion.

· Assuming the PG&E reorganization plan is adopted, the Legislature should direct the Board of Equalization to reassess the value of generation facilities transferred to Gen.

· The Legislature should authorize additional budgetary authority so that the Attorney General and the PUC can aggressively represent California in the Bankruptcy Court and any other forum.

· The Legislature may wish to consider measures to discourage PG&E’s reorganization proposal.  For example, the Legislature could make the transfer of the generating facilities to an affiliate a taxable gain for state income tax purposes.

ORA stands ready to assist you in providing any further analysis should you find that information beneficial to your work. .

Respectfully submitted,

Regina Birdsell

Director

Office of Ratepayer Advocates

Attachment, Edison/PG&E comparison
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