CIC The Utinate Shock Absorber
B/ Fereidon P S csharsi *

Dring the | ong and acrinani ous restructuring debete in
Glifona thestaelegsauwe deci dedeorrect| et the
aly pratticd vay to dedl wth the sticky issie d uWility
straod costs ves to face p toit. Adtheydd @ifana
Assenly Bl 1890 (AB 1890), which fornally restructured
the dectric pover sectar inthe Glden Sae ad i ntroduced
ful retal copditioninaae gaatic step povided rahe
gener ous—sone critics woul d say, too gener ous—pr ovi si ons
for recovery of stranded costs. The three investor-owed
uilities (1Q$) in the stae vere gven an gpartuity to
recover these costs over a 4year tramsition periad thraugh a
non-bypassabl e conpetition transition charge, or CC Thi s
von the support of the Qs and thei r sharehd ders—a naj o
iditicd faceinthe sde

Fomthe start, everyone knew that large custonars
vou d do vel | under conpetition. Buit what about the snall
cosuners? There were genuine concerns that al the good
Oed s voul d be taken up by the large custoners, leaving the
little gws wth little a no berefits framrestruturing To
pacaethsinportat castituency, thepditidams decidedon
an attonatic and inmed ate 10%bi Il reducti on for residen
tid and snall conmercial consuners—o ifs and buts about
it. Bt, woveu dpay for this 10%d scont? The pditici ans,
never a aloss for inmovative financ ng schemes, foud the
perfect sd ution securitization Byissunglowinterest bods
torecover a pation o their straded costs, the |Q$ codd
firence the 10%hill reduction

The resul ting conpronise has been showng up on 1QJ
custongr billsinG@ifarnaevery nanth since January 1998
(see the acconpanyi ng sanple bill). Together, the CICad
the trust transfer anout, o TIA dlowthe |Qs to recover
bath ther straded costs ad fud the 10%legslaivey
nancited bl reductionfor residentiad and snal | comerci d
custoners. Fewtake notice, and fever uderstand wet it
neans or howit verks.

The TTA in particdar, hes been the sorce of nuch
catusion ad neggtive pldicity. Onthe suface, it aupears
thet the average consuner is paying nore for the TTAthan
the 10%6d scourt recei ved. My cosuners interpret this as
amgive bargn It is cafwsimg Bi, inpgindpde it is
straigntforvard Gnsuners are payi ng a premumover a 10-
year periodthe natwity of the securitized bonds+o re-
cave the imedae 10kl redction It is simlar to
refinancing one's hone nortgage to reduce nonthly pay-
nerts. Dspitedl the coplexities ad the cafusion there
actudlyisared, atomatic, adined ae 10%bi 11 reduc-
tion Swll consuners are paying 10%l ess than what they
vwoul d have pai d had t here been no AB 1890. And, consuners
do ot have to do aything to take advatage o this. By
sticking wth their curet uility dstribution copary, o
WG they atomaticaly get the 10%d scout. Rditicians
aent as dunb as they sound

The schene get s even nore conpl i cat ed because therei s

* Ferei doon “Rerry” Soshansi is aPartner wth Qrvector Qsul t-
inglnc. in Mo Pk QA H edts ad pudishes the Hergy
Inforner, anathy reveletter. Thisis an edted version o an
aticdewichgpearedinthe Axil 199 issleadis avalade o
the veb a http://nenbers. ad . comesi nf or ner

an odl rae freeze in dfet drirg the 4yer trasition
period in GAifona Snce the nonthy we gted average
price of energy-set by the Poner Exchange (PY —varies
fromnonth to nanth, the CChas to act as a shock absorber

to conpensate. Ginsequently, the CICtends to be high—
i.e, dlowngfo rgadrecovery o stranded costs—en the
average PXprice for the nanth is low The reverse happerns
duri ng nant hs vhen the PX pri ce soars—such as during the
hot sumer nonths in Glifonia As the Table bel ow
illustrates, wen the PX price gets too high the CC
becones negativetomaintainthe overd |l rae freeze Dring
these narths, the Qs do not recover ay stranded costs.

The TTAis mat affected by variaios inthe PXprice

The Benefits And Gonpl exities O Restructuring
Spe hll for residentid wility dstribution conpay (UBJ
custoner receiving the legslaively nandated 10%hi Il reduction

Totd Garges $78.19
Legi sl ated 10%Reducti on .8 -
Net harges $70. 37

The net charges shomn above incl ude the fol | owng conponent (s).
Resse see dfintios on Rge 2 o the bill.

Hectric Bergy Garge  $0. 04446/ Knh* $38.59
Transnissi on 290
Dstribution 213
Rublic Rurpose Rrograns 278
Nucl ear Deconma ssi oni ng 0.3
Qonpetition Transmissi on Gharge (CTQ 1040 -
Trust Transfer Anount (TTA 14.02

*This rate is besed on the veigied average costs far purcheses
through the Rover Exchange. This service is sugject to conpetition
You nay purchese d ectricity fromanother suppier. (Gl 1-800- 743
OO fa a sydie lis.)

RE Pxific Gs & Hectric @.

CIC The Utinate Shock Absorber*

The copetition tramsition chearge, o GG is residd |y
determned every nonth, vhich neans it fluctuates to conpent
saefa vaiaios inthe Xpice
*The percentages shown are rounded and apply to RRE
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Chart Legend

CTC Competition transition charge, residually determined.

PX Weighted average cost of energy for the month purchased by the
utility distribution company (UDC) from the California Power
Exchange. Variable from month to month. See Table on Page 5.

T Transmission charges.

Distribution charges.

Public Purpose Programs {renewable energy, energy efficiency,

R&D, low-income assistance).

Nuclear decommissioning charges.

Trust Transfer Amount. Goes to finance bonds issued to pay for

the 10% mandated rate reduction.

D
PPP

ND
TTA

24




It's Anybody’ s Guess
The ve ghted average cost of energy as determined by the
Glifornia Pover Exchange for sdl ected nonths of 1998-99

Mont h* ¢/ kWh
Jure B 1.258
dy 3. 746
August 4. 7321
Sept ebner 4. 4561
Qt ober 3.481
Novenber 43711
Decenber 4, 4448*
January 9 3.451

Suce REE residetiad hills, 19989

*The actud hilling cyd e does nt generd |y caind de exactly wth the
ca endar norths.

1 Hoh PXprice resuting in negative CTC See chart on previous pege.

Brase o thevaridility of the PXprice it's aybody' s
guess howlong it wou d take the three big | Qs to recover
their straded costs. The regdaas, ame o this, hae
requiredthe |Qub to keep detailed records ontheir recovered
stranded costs. (There vas one such day of reckoning in
Mrch see aticde bdow) A 180 stipdaed tha the
uilities vou d cease cdlecting any ClGexcet far a few
specific itenstbeyond the 4-year transition period, regard
less o ay shortfdl. Hvever, theyvod dstopedlectingthe
OCealier if they have recovered their ful stranded costs.

DFE Sranded ists? Wat Sranded Qosts?

Tre three large investar-owed wilities (1Q) in Gli-
fonahad a day o reckoning in Mrch wththe Glifana
Ridic Wilities Gnmission (GU). The QAL periodi-
ca |y checks their books to see howthe recovery of stranded
costs thraugh the competition tramsition charge (AQ is
progessing The |Q$, of corse wadd like to cdlect as
nuch and as fast as al |l oned under AB 1890. The RS on
the aher hand, vou d like to nake sure that the |Q stap
cdlecting the AT as soon as they have recovered their
dloved stradkd oosts. It is the isud regdaa verss the
nonopol y cat - and- nouse gane.

Sn Dego Bs & Hectric Gnpany, now a unit of
Snra Bergy, hadahit of good nevs. It tddthe (RCthat
it hes dready recovered nost of its straded costs. A if thet
weren't enough, the conpany has petitioned the ARLC to
mlaedlyredeeitsraes by anaddtiond 10%hbeyond the
10%al ready nandated by AB 1890. The GRUC couldn’'t be
hgpe. Hreis sdid prodf that restructuring is verking,
rates are dropping, custoners have chai ces, and everybody
ishgpyinthe Glden Sae

Isthiscasefor cd ération adwvhat’s behi nd IRE s
eaxly recovery o its straded costs? Yes, a cderaion—
dbet asnall aeray be gyrgriae bu let’smt get too
excited yet. SIXE has dways been a nargnad player in
Gifana It seves ardaivdy sall b o dedric
custoners inthe Ssn Dego netropd i tan area, accounting for
approxinately 7%cof the KM sod in the Glden Sate—
conpared to roughly 3% each for Southern Glifornia
Edi son (S and Pacific Gas & H ectric Gnpany (R&EE),
the ather two big 1Ak (see Gart). The renai N ng 25%df
thekWiks sddinthestate conefromdd nonicipa etitiesad
small irrigation dstricts that ae nat suject to RLC
regd aias.

Wo's Wo In The Gl den Sate
Approxinat e narket share (by KWf) before restructuring

25%

44 Municipals
including LADWP & SMUD
and a number of small
irrigation districts.

34%
PG&E

7%
SDG&E
34%
SCE

Aside frombeing a nargina player, PHE has been
fatusteinthe sase thet it hed very little in stranded oosts
tobegnwth Itsmgjor lidility vas a 204shere in the Sin
Oufre Nuclear Gererating Sation (SINFD, otherwse
owned by SIEE Mreover, SIRBE has been able to e in-
rete nch of its stranded coststhroughthe sd e of afewponer
plats a vell above narket value. Now the conpany can
boest thet it wil stgpedlectingthe OCtvo-andahd f years
ahead of schedd e-and ahead of the athers. It dansthe its
astoners Wil resp O mllioninberefits ssaresdt o the
proposed 10%reductioninraesths, inaddtiontothe 10%
aready nandated by AB 1890. It nust be swveet revenge for
the gy duckling that once hed the nast expersive d ectricity
picss in @ifana

The nevs fromthe ather tvo p ayers vas nat as good. A
the sane (AUC hearing, SCE and RXE clained that they
nay need the ful aloved duration of the transiti on peri od—
through Mrch 2002-+0 recover their stranded costs. N -
ther cod d say wth any degree of corfi dence j ust wen, g ven
the consi derad e ucertainties aoout the PXprices over the
next coyde o years. The best they codd do vas produce
nitipe scerarics. The loner the average PX prices, the
sooner they wou d be ade to stop cd lecting the CIC

PEE fo exaple inits officd sumission to the
(AL (18 February 1999), presented three scenari os based
on average PX prices of $15 $25, and $35 M4l |
dasidennes. It staestha “becase o the ucertanties
suroud ng ..[the] assumptions, as vell as the uncertainty
assod aedwththe PXprice it isnat possidetodevd gp ay
‘best’ estinate o theed o theratefreeze period’ (enphesi s
added). WMat other uncertai nties—ether than the PXprice—
is REBE referring to?
e Trenarke vdue o its vast adliterdly pricd ess hydro
datric failities
e Thecost o rdidility nust-run (RUR services;
* The cost of ancillary services v ch-along wth the PX
pricets hgly ucertan
e Threvdue adnake-up of sdestoretal cstoers (i.e,
the UICnarket share over the next two-and-ahal f years;
e The oucone of regdaoy proceed ngs wth bath the

AL and FERGt+here are nany other itens in dispute

theat wou d affect REE S stranded costs;

e Treqaifyingfadlities (@s) varidd e energy costs; a,
* The cost of purchased pover, since R®E nust now buy
al o theenergy its UDCcustoners consune fromthe PX

(continued on page 26)




Sranded @sts (cotined frompage 25

S what’ s the answer ? The best REEand the story' s
nuch the sane at STE-€an do i s shown on t he acconpanyi ng
Tdde you tdl ne the PX priceand a fewather criticd
vaiddesand I'll tdl youwen | will stop cdlecting the
CTC.

Ven Wil It Ever End?
The end of OCcdlection wll deperd, to alage edert, onthe
average PX price T

Assumed Aver age CIC @l l ection
PX Fri ce* WIl Gease ...
$15 per MM Decenber 2001
$25 per Mt Narch 2002
$35 per Mt Narch 2002

SORE PRE filing to (AUG February 1999

*The weighted average PX energy price for SEE for dl of 1998 wves
3.25¢/ kM or $32.50/ MM. The figures for FRE are in the sane
bd | perk.

fThere are anuner of ather significat variades, thenast inportant being
the narket value o hydro assets.

It’s the usud ansver: everything depends on everything
dse

B EE Announces Seminar Series

The Bitish Institue of BEhergy Economics (BER is
planngaseries o semners to encourage debet e anangst its
nenfiership on key energy pdicy issuesinthern y toits
Sptener 20021 Gnference a2 S Jon's @llege OGford
Mke Parker wil be di scussing “Devel opnents i n WK BEner gy
Riicy’ a the DIl London on 12 M.

The semrers then nave outside London, first of dl to
Saland were on&h My the first Sattish perlianent wil
bedectedfar dnost 30 years, wthawderaged pdides
deva ved to the newperlianent. These poversindude adility
tovary incone tax up or down by 3pinthe pound cotrd dof,
for exaqple hedth, education, paning ad buldng cot
trd, inverd investnent bt exdudng natters such as the
costituion faeon dfars, dfeve ad taxes. A semnar
isthus schedd ed for June 2nd, S5omat the Gatre for Erergy,
Fetro eumand Nineral Lawand Rdicy a Dundee Lhi versity
to dscuss the “Inpact of Scatti sh Bevd ution on the Eergy
Sector and North Sea Retro euni. Frof essor Thonas Vel de
wll address the border ddlineation i ssue ad Jomn Svirey,
the S\P spokesperson on finance and a speaker fromVigod
Mckerzie have been invited Rdessor Pal Seves is
hosting the evert. The semnars then nove to S Atthony's
@llege Gford wen on June 24, 2omthe BEE wil be
discussing “The Ganging Rlle of GEC in Verld Ol
Mrkets'. O Pad Hrsnd | of the Gford Imstitute of Bergy
Sudesisoganisingthe semnar. The nornal progranne of
BEE presetations is cotining wth Arna Vel ker of the
DN reviewng recent WK padicy devel opnents and Jonat han
Senloking & Rssian gas ad energy narket deve op
nents. Gl lumMGrthy, Drectar Gnerd of the Rgu a
tay Oficefa GsadHectricity (Ofer and Gges) wll be
addressi ng the B EE AGvion Noventer 1st.

Andrew Barton, Chairnan B EE

Internati onal Energy Foundation
ENERCEX 2000
&hinternationa Eergy Forum
Las \eges, Nevada, Juy 23-28, 200

Gll fa Papers

You aeinited to sumt a ae pee astract, pia to 15
Feruery, 2000 far a pgoer to be presated & ths cofereme

Tqai cs i nd uder

Fhotovd ta cs Econom cs
Sl ar Thernal Energy Eficiency
W nd Ineraiod Ryorts
Rd @&ls Nucl ear Energy
Qean a Technd ogi es Recycling & Vdste Minage-
Setardility nent
Deregul ation Gobal Vérnmng.
Energy Mdel i ng Bwironnental Gontrd's
Achitectue Envi ronnental  Managenent
Qxgenerati on Renewabl e Ener gy
Transportati on and Transnis- Geot her nal

dm Fuel s and Retrochenncal s
Dstrict Hating Gas
Gnputational Huid D/nam R sk Assessnent

i Achitecture and Eergy G+
Aicaios savetian
Hydr ogen Bhcd Issues
Sla Educat i on
Ol Recovery International Lay and Ehergy
al Bergy Riicy
B onass Inerngtiod Savards

The caference wll indude technicd sessias, peary
presetations, workshops, energy tours, energy exhibitiaors,
ineraiod youh foumad ineratiod energy reports.

Sponsors i ncl ude: National Renevabl e Bnergy Laborat ory,
LS Departnent of Energy, Los Aanes Nationa Laboratory,
Agonne Ntiond Laboratory, Sandia Ntional Laboratory,
Federa Energy Technd ogy Gantre, Rurdue Lhi versity GIl unent,
AQME (Ganada) ABB Pover Hant Technol ogi es, Amwrican
Quncil for an Bergy Bficient Econony, Departnent of
Finary Industries and Bergy (Asstrdia), ASE Awricas Inc.,
Janes and Janes Rblishers, Taylor and Facis Rbishers,
Rurrdue Uhi versity, Texas A8Muniversity, Sdlar Hectric Li gt
Fund, Geothernal Resources Quncil, Netional Hydrogen As-
sociation, Uiversity o Wescasin, Mivakee, Imstitue for
Sistai nabl e Rover Inc., Gernan Aerospace Research Establ i sh
nent (Gernany) and nore.

Honourary - Chai rpersons include, Admiral Rchard
Trdy, Garles Gy, Rta Bjura, Grl Bozzuto, Kin M Gung,
Cennis OBien, Tim Mkay, Lise Bousseau and Hward
Gle.

Sd astracts to ae o the fdlovng

DO. Genn Q Zhou
Rurdue Uhiversity G unent
Departnent of Engi neering
Hammond, |N 46323, USA
Fh:  219-989- 2665
Fex: 219-989- 2898
gzhou@al unent . pur due. edu

O. Bian M Qlchert

Energy Systens Dvision
Agonne National Laboratory
9700 South Gass Avenue
Argonne, |L 60439-4815, WBA
P 630-252- 6518

Fax 630- 252- 5210

brian gol chert @ngat e. anl . gov
D. Rter Gtana

Facu ty of BEng neering

L versity of Rgma

Regi na, Saskat chevan., Ganada $AS 0A2

Ph:  306-585- 4364

Fax 306- 585- 4855

peter. cat an a@r egi na. ca




