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ORA COMPLETES PRELIMINARY REVIEW OF 

SDG&E MEMORANDUM OF UNDERSTANDING
Regina Birdsell,  Director of the Office of Ratepayer Advocates (ORA), announced today that ORA has completed a preliminary review of the Memorandum of Understanding (MOU) by and among the California Department of Water Resources (CDWR), San Diego Gas & Electric Company (SDG&E), and Sempra.

“While the MOU covers several areas of considerable interest to both SDG&E’s ratepayers and California taxpayers at large,” Birdsell stated, “what has emerged is that although some of the provisions in the MOU have some merit and need to be explored further, the valuation assigned to most, if not all, provisions is clearly excessive.  

“Much of the deal rests on the premise that the State’s purchase of the transmission system at what appears to be an excessive price provides significant ratepayer benefits, since two write-offs and other ratemaking mechanisms together virtually eliminate SDG&E’s undercollection balancing account.  ORA is hopeful that a full and fair opportunity will be provided to openly air the merits and demerits of the SDG&E MOU in proceedings before the California Public Utilities Commission,” Birdsell concluded.  

On June 18, 2001, the three parties agreed on the MOU as a step toward reducing the financial impact of the state’s energy crisis on SDG&E and its customers.  Key features of the MOU include:  
· The sale of SDG&E’s electric transmission system to the State for approximately $1 billion.  This is 2.3 times net book value; the MOU would have 100% of the gain on sale go to SDG&E’s shareholders.
· The establishment of procurement obligations and contract rights between SDG&E and CDWR;

· The disposition and elimination of SDG&E’s AB 265 undercollection balancing account (the Energy Rate Ceiling Revenue Shortfall Account or “ERCRSA”) without increasing base electric rates. The undercollection in this account is approximately $750 million.
· The provision of SDG&E’s retained generation plants on a cost-of-service basis.

· The right of first opportunity for the state to acquire additional lands owned by SDG&E.
The MOU will be implemented through a combination of required legislation, contracts between SDG&E and CDWR, actions by FERC, and implementing decisions by the California Public Utilities Commission (CPUC).  Among the actions contemplated for the CPUC: 
· Approval of a settlement between ORA and SDG&E that resolves disputed issues surrounding SDG&E’s energy procurement practices and costs from July 1, 1999 through February 7, 2001.   SDG&E would be required to write-off $100 million by reducing the ERCRSA in that amount. 
· Approval of an SDG&E/CPUC settlement regarding disputed profits from certain power contracts.  SDG&E would write-off $219 million in this case.  
· Approval of several ratemaking mechanisms which have the effect of reducing the undercollection in ERCRSA, including taking funds already collected from SDG&E’s ratepayers, normally subject to refund, and applying the funds to reduce the ERCRSA balance.   
The State’s purchase of SDG&E’s transmission assets gives ORA the most heartburn.  For one, ORA believes that taxpayer money might be better directed toward building or acquiring new generation. California's energy crisis was precipitated by problems in the wholesale generation market, not in the transmission grid. Second, the price of 2.3 times net book value coupled with management and billing fees as set forth in the MOU could result in the evaporation of most, if not all, of the benefit that ratepayers would realize from tax-free financing.  Third, the capital gain on the sale should go to ratepayers, or at worst be split between ratepayers and shareholders; instead it all goes to shareholders.  Fourth,  ORA is concerned that in the near or distant future, if the State were to ever sell the transmission asset back to a for-profit entity, either SDG&E ratepayers will either receive a significant rate-shock or take a loss on sale to the tune of $565 million.  Fifth, ORA is concerned that the State has not articulated  the benefits of acquiring SDG&E’s transmission assets, particularly if the other provisions of the MOU can in fact adequately and fairly address SDG&E’s cash bind.


The SDG&E MOU also contains a provision creating a risk-free San Onofre Nuclear Generation Station (SONGS) 2&3 Regulatory Asset.  ORA is not opposed to the idea, but takes issue with its valuation at $146 million.  ORA believes that a no-risk paper-transaction should yield a return that is commensurate with this level of risk.  At a risk-free rate of 4%, for example, the valuation of this asset would be $105 million--$41 million less than the value assigned to this provision of the MOU.
With respect to utility retained generation ("URG"), ORA supports the notion of committing SDG&E's URG to cost-based ratemaking through 2010 for bundled customers as set forth in the MOU, but does not support the idea of dedicating URG to small customers only.  ORA is concerned that small customers could get saddled with SDG&E's more expensive cost-based URG down the road if energy then becomes relatively cheaper in comparison to today’s high prices as new power plants come on-line and as  technology evolves in energy efficiency and distributed generation.
The MOU gives the State the first right of refusal to acquire about 24 square miles of land in Imperial and Riverside Counties for $35 million.  What are unclear to ORA is why ratepayers would want to acquire this land, and how the gain on SDG&E's sale of this asset would be distributed between ratepayers and shareholders.  Without a formal appraisal, ORA is hard-pressed to attribute any value to this provision of the MOU.

The undercollection in the AB265 balancing account (ERCRSA) is estimated to be around $750 million.  CPUC approval of the ORA/SDG&E  settlement would result in a credit to this account of  $100 million.  The Commission's settlement with SDG&E on Intermediate Term Contract issues will yield another credit of $219 million.  Tax refunds from Sempra to SDG&E could potentially yield still another $218 million.  The SONGS 2&3 Regulatory Asset has the likelihood of yielding $105 million.  A settlement on four Advice Letters could possibly yield another $50 million.  At this rate, ORA notes that the AB265 balancing account undercollection will have been whittled down to a mere $58 million!  
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