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Energy scheme caught on tape

PLANT WAS URGED TO WITHHOLD POWER

By Brandon Bailey

Mercury News

In the early days of California's electricity crisis, a manager for a major energy trading firm encouraged a power plant operator to deliberately shut down one of his generators -- and then laughed about it later, according to recorded phone conversations quoted in a newly released federal report.

Phone recordings made in 2000 caught a manager for Oklahoma-based Williams Companies telling a Southern California power plant operator that ``it wouldn't hurt Williams' feelings'' if the generator stayed out of service, because Williams could make more money selling electricity to the state from another source.

Consumer advocates and state officials said Friday that the report is further evidence that energy traders had illegally manipulated the state's energy market -- and that federal regulators didn't do enough to stop them. State and federal authorities are pursuing criminal investigations into the actions of Williams and other energy wholesalers.

Details of the Williams conversations are in a report compiled last year by the Federal Energy Regulatory Commission, which negotiated an $8 million settlement with Williams to resolve charges that the company deliberately withheld power from the market to create an artificial shortage and increase its profits. The report was sealed until this week.

``This is yet another smoking gun, proving that the power industry treated deregulation as a license to steal,'' charged Doug Heller of the non-profit Foundation for Taxpayer and Consumer Rights.

Officials at Williams and AES Inc., which owned several California power plants and sold their output to Williams, have consistently denied any wrongdoing.

``We do acknowledge the conversation was inappropriate, but it did not result in any improper actions,'' said a spokeswoman for Williams, adding that the manager involved had been ``counseled'' and is no longer with the company. Representatives for AES could not be reached for comment Friday.

Like the federal regulators who settled with Williams last year, state officials said they also knew of the contents of the report when they negotiated a recent settlement of their civil claims against Williams, which has been a leading energy supplier in the state's deregulated market.

For that reason, the officials said, the report is unlikely to affect the deal announced Monday, in which Williams agreed to restructure some of the state's long-term energy contracts and made other concessions worth an estimated $417 million.

Sealed report

The federal commission released a summary of its findings last year when Williams agreed to refund $8 million without admitting guilt. But as part of that agreement, commissioners had agreed to keep the detailed report under wraps. It was unsealed this week after attorneys for the Wall Street Journal convinced a U.S. district judge that the public has a right to see the document under the federal Freedom of Information Act.

Critics said the report shows that federal regulators caught the two companies red-handed as they engaged in behavior that, at the height of the energy crisis, was widely suspected but considered difficult to prove.

Williams had an exclusive contract with AES to sell all the electricity produced at power plants AES owned in California. Williams also had a contract to sell power from certain units at a fixed rate when the state needed it.

But when two of those units were shut down for repairs in the spring of 2000, the state's grid operator was forced to buy power from other AES generators -- and pay Williams at the spot-market price of $750 a megawatt hour, nearly 12 times the contract rate of $63.

Suspicious regulators were aided by the fact that Williams routinely taped telephone calls between its dispatchers and AES power plant personnel.

Offered `a break'

In April 2000, a Williams manager named Rhonda Morgan told an AES operator that it was OK to keep one of the generating units off line, even though the operator's contract normally imposed penalties when generators were out of service for too many hours.

Morgan told the operator that since the state was paying a premium for power from another unit, ``it wouldn't hurt Williams' feelings if the outage ran long.'' She went on to say that Williams would give AES ``a break'' on its contractual obligation to keep the generator running.

``I understand. You don't have to talk anymore,'' responded AES employee Eric Pendergraft.

A few weeks later, the report says, AES took several other units out of service because it didn't want to pay for state pollution credits. But when state power officials said that wasn't a legitimate reason for a shutdown, AES then claimed the units needed repairs.

At the time, a state power grid official chided Morgan, saying that Williams and AES should have paid for pollution credits with the profits they made from the earlier shutdown. Morgan laughed, according to the FERC report, and agreed there was nothing wrong with the units.

While those units were shut down, the FERC report estimated that Williams reaped $11 million in profits by selling higher-priced power from other sources. State officials grumbled that the federal commission let Williams off too easily last year.
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State restructures costly energy deal

By John Woolfolk

Mercury News

California officials Monday announced they have renegotiated one of the costliest contracts from last year's power crisis with a major supplier, Williams Companies, in exchange for dropping the state's legal claims against the Oklahoma energy marketer.

The new deal restructures the last eight years of a 10-year, $4.3 billion contract to eliminate the requirement that the state buy energy even if it can't use it, state and company officials said.

State officials said the new deal could save ratepayers up to $1.4 billion if it turns out California does not need to buy the power it was forced to take under the old contract. If the state uses that power, the savings would be about $370 million, they said.

Gov. Gray Davis, criticized for committing to overpriced energy contracts in a panic at the peak of the power crisis in early 2001, called the Williams deal ``an important victory for the ratepayers.''

``The new contract provides us with reliable power delivered at more favorable terms,'' Davis said.

Ratepayers, however, will not see any immediate benefit. The high rates imposed during the power crisis remain in place even though wholesale energy prices have fallen. The California Public Utilities Commission, which controls rates, agreed to keep the rate ``surcharges'' in place for now, citing concerns about the utilities' ``financial health.''

Administration officials acknowledged that savings from the Williams deal alone would not noticeably affect rates but said the deal is part of an ongoing effort to rework all of the contracts and secure refunds through federal regulators.

Of 56 contracts signed last year worth $43 billion, the state has renegotiated 13 for a savings the state puts at $5 billion with companies including Calpine, Constellation, Whitewater Energy, Calpeak, GWF, Colton Power and PG&E Trading. Eight of the original deals have expired.

San Jose-based Calpine, which held the largest and most valuable contracts, was among the first to renegotiate, agreeing to shave $3 billion off deals worth $10 billion over 20 years.

Consumer advocates criticized those renegotiations, noting that most of the savings simply came from shortening the term of the deal, meaning consumers would still have to pay something for power in the remaining years. The Williams contract was not shortened, and the price per megawatt-hour of the energy remains at $62 to $87, about twice today's cost.

``We have some real concerns that the governor's folks have misrepresented the impact on ratepayers and that, in fact, some portions of the contract are going up in price, not down,'' said Matt Freeman of The Utility Reform Network.

The Williams contract was the third-largest signed, and the company was among the biggest players in California's energy market through a lease arrangement with the owner of several big power plants in the Los Angeles area.

The deal settles refund claims by the attorneys general in California, Oregon and Washington, district attorneys in San Francisco, Santa Clara and Contra Costa counties, and other state officials. But utilities such as Pacific Gas & Electric still have claims pending against the company. Williams was the first of several major companies sued by the state for alleged unfair business practices relating to the high energy prices.

The settlement also does not involve federal authorities. Williams announced last week it received a subpoena from federal prosecutors relating to California's energy market. Reliant Resources, AES and Mirant said they received subpoenas Monday. Duke Energy was subpoenaed Friday.

Williams' stock closed at $2.60 on the New York Stock Exchange, down slightly for the day but well below its 52-week high of $30.33.

As part of the deal, Williams will also provide the state with six turbines worth $90 million that could be given to San Francisco and other cities to build power plants. The company also will provide a 10-year natural gas contract to California and pay a cash settlement of $147 million over eight years, which state officials said will be used to provide solar power in schools.

Williams officials admitted no wrongdoing and said the renegotiation allows both sides to put the energy crisis behind them.

``It's really a matter of, do you continue to litigate, or do you make peace and move forward together,'' said Williams spokesman Kelly Swan. ``Now we know we can move forward with a contract in hand, and the state gets more affordable power, and on their own terms.''
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Energy producer settles price-gouging suit with California

By John Woolfolk

Mercury News

California officials today announced they have renegotiated one of the costliest contracts from last year's power crisis with a major supplier, Williams Companies, in exchange for dropping the state's legal claims against the Oklahoma-based energy marketer.

The new deal restructures the last eight years of a 10-year, $4.3 billion contract to eliminate the requirement that the state buy energy even if it could not use it, state and company officials said.

State officials said the new deal could save ratepayers up to $1.4 billion if it turns out California does not need to buy the power it was forced to take under the old contract. If the state uses that power, the savings would be about $370 million, they said.

Gov. Gray Davis, criticized for committing to overpriced energy contracts in a panic at the peak of the power crisis in early 2001, called the Williams deal ``an important victory for the ratepayers.''

``The new contract provides us with reliable power delivered at more favorable terms,'' Davis said.

Ratepayers, however, will not see any immediate benefit. The high rates imposed during the power crisis remain in place even though wholesale energy prices have fallen. The California Public Utilities Commission, which controls rates, agreed to keep the rate ``surcharges'' in place for now, citing concerns about the utilities' ``financial health.''

Administration officials acknowledged that savings from the Williams deal alone would not noticeably affect rates, but said that it is part of an ongoing effort to rework all of the contracts and secure refunds through federal regulators.

Of 56 contracts signed last year worth $43 billion, the state has renegotiated 13 for a savings the state puts at $5 billion with companies including Calpine, Constellation, Whitewater Energy, Calpeak, GWF, Colton Power and PG&E Trading. Eight of the original deals have expired.

San Jose-based Calpine, which held the largest and most valuable contracts, was among the first to renegotiate, agreeing to shave $3 billion off of deals worth $10 billion over 20 years.

Consumer advocates criticized those renegotiations, noting that most of the savings simply came from shortening the term of the deal, meaning consumers would still have to pay something for power in the remaining years. The Williams contract was not shortened, and the price per megawatt-hour of the energy remains at $62 to $87, about twice today's cost.

``We have some real concerns that the governor's folks have misrepresented the impact on ratepayers and that, in fact, some portions of the contract are going up in price, not down,'' said Matt Freeman of The Utility Reform Network.

The Williams contract was the third-largest signed, and the company was among the biggest players in California's energy market through a lease arrangement with the owner of several big power plants in the Los Angeles area.

The deal settles refund claims by the attorneys general in California, Oregon and Washington, district attorneys in San Francisco, Santa Clara and Contra Costa counties, and other state officials. But utilities such as Pacific Gas & Electric still have claims pending against the company. Williams was the first of several major companies sued by the state for alleged unfair business practices relating to the high energy prices.

The settlement also does not involve federal authorities. Williams announced last week it received a subpoena from federal prosecutors relating to California's energy market. Reliant Resources, AES Corp. and Mirant Corp. said they received subpoenas Monday. Duke Energy received was subpoenaed on Friday.

Williams' stock closed at $2.60 on the New York Stock Exchange, down slightly for the day but well below its 52-week high of $30.33.

As part of the deal, Williams will also provide the state with six turbines worth $90 million that could be given to San Francisco and other cities to build power plants. The company also will provide a 10-year natural gas contract to California and pay a cash settlement of $147 million over eight years, which state officials said will be used to provide solar power in schools.

Williams officials admitted no wrongdoing and said the renegotiation allows both sides to put the energy crisis behind them.

``It's really matter of, do you continue to litigate, or do you make peace and move forward together,'' said Williams spokesman Kelly Swan. ``Now we know we can move forward with a contract in hand, and the state gets more affordable power, and on their own terms.''
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