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) Make This Part of the Administrative Record
Application for Certification for the       

) Newspaper articles and Monthly Day-Ahead
Metcalf Energy Center [Calpine              

) Market’s Pricing Graphics Relevant to the
Corporation and Bechtel Enterprises, Inc.]  
) Siting of the Metcalf Energy Center 99-AFC-3

Dockets,


Please incorporate the following information into the administrative record for the Metcalf Energy Center (99-AFC-3). The following information is relevant in regards to the project’s siting, the Press view on applicant’s compliance with conditions of certification, pertinent litigation to biological resources, and recent market trends in the cost of natural gas and the energy markets that establish current existing market conditions. The analysis performed by the Commission staff and the applicant does not include current market conditions (after June 13, 2000). CARE contends that this information is being excluded to protect the applicant and the Commission from legal exposure for its role in withholding 439 MW on June 14, 2000 during a period of peak demand to contrive an outage to create a shortage and test Calpine’s market power. The apparent exercise of market power in cooperation with the producer controlled Cal-ISO was done to increase the cost of power and justify the approval of their pending projects before the CEC. Calpine acted with impunity for their action irrespective of the loss of life and associated run-up in price of power that resulted. Relevant information to CARE’s allegation can be found in our prior filings regarding our FERC complaint EL01-2.  CARE has provided the following information in chronological order from June 14, 2000 to today, to demonstrate the present crises in public confidence in the ability of our legislative representatives on the local, state, and national level to deal with the economic turmoil that has resulted
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CAISO ORDERS PG&E TO IMPLEMENT NON-FIRM INTERRUPTIBLE PROGRAM FOR BAY AREA

Record-Breaking Heat Wave and Unavailable Generation Has Prompted Call for Large Customers to Curtail Energy Use

Due to record-breaking temperatures and the unavailability of major power plants in the Bay Area, the California Independent System Operator (CAISO) has ordered Pacific Gas and Electric Company to implement its localized Non-Firm Interruptible Program in order to reduce demand on the electric grid in the Bay Area. 

Pacific Gas and Electric Company's Non-Firm Interruptible Program involves several large customers who benefit from reduced energy bills in exchange for agreeing to curtail their energy use when the need arises. In the Bay Area, the program amounts to 200 megawatts. The CAISO's order applies only to customers in the Bay Area and will be in effect from noon to 6 p.m. These efforts are being taken to prevent large scale problems as a result of heat and generation concerns. 

Approximately 75 Bay Area customers take part in Pacific Gas and Electric Company's Non-Firm Interruptible Program and have readily curtailed their energy usage when it has been necessary in previous times of great demand on the electric system. 

The CAISO, a nonprofit corporation created when California deregulated its electric industry, manages the transmission grid for the state. 

In addition to asking its non-firm customers in the Bay Area to curtail their usage, representatives from Pacific Gas and Electric Company have personally called all large customers (over 500 kilowatts) and asked them to reduce their usage by taking simple steps like dimming lights, adjusting the air conditioner to 78 degrees and turning off unnecessary office equipment. 

As the state of California continues to experience high temperatures, Pacific Gas and Electric Company's residential customers are asked to help relieve the strain on the electric grid by closing drapes and blinds during the day, setting the thermostat to 78 degrees or higher, using a fan instead of an air conditioner if the weather is mild, and shifting the use of heat-producing appliances such as ovens, dishwashers, clothes dryers and irons from mid-day to early in the morning or later at night when possible.
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SLIGHT COOLING FORECAST

Slightly lower

Temperatures are expected to bring some relief today from this week's record heat wave, but San Jose and other cities will still top the century mark, and more record temperatures are still possible farther inland. The evening will be mild, with lows in the 60s and 70s. For Friday, and the weekend, areas of morning coastal low clouds and fog; otherwise sunny Cooler. 

A blistering triple-digit heat wave shattered historic records across the Bay Area Wednesday, forcing emergency power outages and sending dozens of people to area hospitals. 

Slightly lower temperatures are expected to bring some relief today. 

San Jose's wilting afternoon temperature of 109 degrees was the hottest temperature ever recorded in the city. It broke the decades-old record of 108 set in July of 1972, according to the National Weather Service. Redwood City hit 108 -- another historic record -- while Mountain View posted 106 and Fremont reached 108. San Franciscans, accustomed to chilly summer fog in a city where temperatures have hit 100 degrees only 11 times since 1872, saw 103-degree heat that tied an all-time record reached on July 17, 1988. Oakland also set a record Wednesday at 99 degrees. 

Blame the heat on a high-pressure ridge moving over Northern California that is stifling the usual ocean breezes. As the high-pressure system moves offshore, temperatures are expected to dip today, but highs will still top the 100-degree mark in San Jose, and San Francisco and other coastal areas will drop below the century mark. 

''It doesn't look like it's going to produce a ton of cooling, but it should allow a little bit of a sea breeze to come onshore,'' said weather service meteorologist David Rosenberg. 

The heat wave prompted the weather service to issue an advisory urging people to stay in air-conditioned quarters and drink plenty of water. 

Authorities were investigating whether the heat killed a 70-year-old woman found dead inside a car parked on a Hayward street. She and her 77-year-old husband were waiting for an auto service to help start their car, which had mechanical problems. 

When police arrived at Prestwick Avenue shortly after 4:30 p.m. they found the couple unresponsive. 

Police said the woman was pronounced dead at the scene. An autopsy had not yet been scheduled late Wednesday night. 

The husband was taken to St. Rose Hospital in Hayward, where he was listed in critical condition, police said. The identities of the couple were not released. 

Elsewhere, people were treated for heatstroke, exhaustion and dehydration at several area hospitals. 

At least 25 people at Pacific Bell Park, where temperatures hit 103 by the fifth inning, sought treatment for heat-related illnesses, officials said. 

''They're dropping like flies today,'' one security guard said. 

The sell-out crowd of more than 40,000 began clearing the sun-baked seats and bleachers while the players put cabbage leaves on their heads to keep cool between innings. 

Outages across region 

Air conditioners and fans strained power sources, prompting utility officials to take the unusual step of ordering rolling power outages to prevent a collapse of the supply. The rolling blackouts affected 97,000 customers in several counties, including Santa Clara, San Mateo and Alameda. 

The unprecedented outages were ordered by the California Independent System Operator, established two years ago under electricity deregulation to oversee power supplies. 

The rolling outages were supposed to last an hour in each area, but some residents said they lasted hours. 

''A lot of these older folks are really sweating,'' said Madeleine O'Connor, a resident at the Villages, a San Jose retirement community of 1,500 that was affected by the blackout. ''These condos are really hot. We've been sweltering since a quarter to three.'' 

The intense heat also buckled Caltrain rails in San Mateo near Tilton Avenue, causing a stretch of southbound rails to bow two feet out of alignment, a phenomenon known as a ''sun kink.'' 

''It's sort of like spaghetti,'' said Caltrain spokeswoman Rita Haskins. ''You know how when spaghetti cooks it gets more flexible? That's what rail is'' when it gets too hot. 

A train engineer noticed the problem shortly before 5 p.m. and stopped the commuter train until a crew could complete temporary repairs. Commuters saw a 75-minute delay. 

Three of four eastbound lanes of Interstate 80 in Solano County buckled under 109-degree heat, backing up traffic for miles, while malfunctioning traffic signals caused chaos and delays on dozens of roads. 

The hot, dry conditions stoked a brief but dramatic wildfire near Livermore early Wednesday morning that burned 32 acres of brush in a half-hour before being contained. No damages or injuries were reported for the fire, whose cause is still being investigated. 

A 60-acre grass fire also was burning out of control late in the day outside of San Jose, according to the Santa Clara Ranger Unit. 

And in Napa County, firefighters fought to control a blaze that scorched 2,800 acres on the west side of Lake Berryessa in Napa County, forcing the temporary evacuation of 40 homes and several resorts. More than 800 firefighters were on hand to control the fire, which was 10 percent contained late Wednesday, said Connie Sabin, a spokeswoman for the California Department of Forestry and Fire Protection. 

In search of cool 

Across the Bay Area, people tried to beat the heat. People packed air-conditioned malls and theaters, while stores had runs on fans and air conditioners. 

''We don't know how to ice skate, but it's cooler in here than anywhere else in the mall,'' said Keesha Johnson, 16, who was cooling off on the bleachers next to Eastridge Mall's ice rink with three friends. ''We'll probably stay here awhile. Who wants to go out there?'' 

Popular appliance 

Colleen Barragan and her mother, Ruth Ramos, had just purchased an air conditioner they hoped to get home and install before Barragan's two youngsters got home from school. 

''Everybody was complaining about the rain just a few days ago,'' said Barragan. ''Now we're dying of this heat.'' 

Not everyone was complaining. In Gilroy, David Coates was relishing the weather. He and his wife, Paula, own the Pick-A-Dilly ice cream shop on First Street. 

''We love this kind of weather,'' said Coates, from his air-conditioned store. ''Every table is full and people are lined up outside the door.'' 
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PG&E CREWS CONTINUE WORKING TO RESTORE HEAT-RELATED OUTAGES IN THE BAY AREA 

After three days of unprecedented temperatures in Northern and Central California, Pacific Gas and Electric Company crews continue to restore heat-related outages in the greater Bay Area. 

The California Independent System Operator (CAISO) did not require the company to repeat yesterday's rotating outages today. Rotating outages were in effect only from 1:15 p.m. to 5 p.m. on Wednesday, June 14. There were, however, a wide range of small outages throughout the service territory caused by overloaded equipment on the electric system. 

In the greater Bay Area (San Francisco, East Bay and South Bay), the maximum number of customers affected by heat-related outages at any one time today was 20,000. There were hundreds of outages that impacted small pockets of customers each time, which required hundreds of pieces of equipment to be repaired or replaced by work crews. In fact, approximately 500 transformers have been replaced. Because crews have been spread all over the greater Bay Area, a number of customers - approximately 1,800 - have experienced (or are still experiencing) prolonged outages. Most outages were the result of transformers on power poles overheating from the extreme heat, coupled with the increased demand for electricity. 

"Our crews have worked all day in the 100 degree-plus temperatures to repair equipment impacted by the heat, and we will continue to work hard until every customer is restored," said Gordon R. Smith, president and CEO of Pacific Gas and Electric Company. "We appreciate everyone's patience as we continue to repair the damage caused by this unprecedented heat wave." 

In order to restore customers' power as quickly as possible, Pacific Gas and Electric Company has moved additional crews to the San Jose area, which has experienced continued high temperatures and the bulk of today's outages.

Breeze eases killer heat 

RACHEL GORDON AND MARIANNE COSTANTINOU 

OF THE EXAMINER STAFF    June 15, 2000 

--------------------------------------------------------------------------------

Hayward woman dies in stalled car; high temps force rolling brownouts 

The scorching heat wave that apparently killed two elderly people an d caused electrical blackouts around the Bay Area seemed to be coming to an end as the ocean breeze and fog were expected to cool the region considerably Thursday. 

A day after San Francisco hit a record-tying 103 degrees, the National Weather Service expected Thursday's high to be 75. Around the Bay Area, the day's highs also were expected to be much more manageable: Oakland, 81; Redwood City, 88; Livermore, 96; and Santa Rosa, 97. 

The temps were likely to dip even more Friday and through the weekend, ranging from 60s near the coast to lower 90s in Santa Rosa, said Diana Henderson, National Weather Service forecaster. 

The break in the weather couldn't have come at a better time. Wednesday was the hottest weather ever to hit the Bay Area. 

A Hayward woman died, apparently of heat stroke, and her husband was critically injured as they waited in their car, in triple-digit heat, for a tow truck. And a Washington state man died of a heart attack, possibly heat-induced, as he took a noontime walk in Pleasanton. 

The heat wave reached its peak Wednesday, but was expected to cool down Thursday - most notably in coastal areas - and through the weekend. However, inland areas were still expected to be in the upper 90s Thursday, Henderson said. 

"We got a little surge of marine air coming from the south," Henderson said. "There's a big wedge of fog rolling up from the south. It was in Santa Barbara yesterday and a sudden movement of air brought it up the coast." 

The air quality still was expected to suffer as the Bay Area Air Quality Management District declared another Spare the Air day for Thursday. It was the third day in a row that residents were encouraged not to drive their cars, not use gas-powered lawnmowers, not barbecue and not use aerosol sprays. 

The National Weather Service recorded 59 degrees in downtown San Francisco at 5 a.m. Thursday, markedly lower than Wednesday's 78 degrees at the same time. 

Wednesday saw record-breaking temperatures across the region. San Francisco reached a withering 

103 degrees Wednesday, tying its all-time high. 

But other cities were even hotter. San Jose broke its all-time high at 109. So did Mountain View, at 106. Santa Rosa, Redwood City, Concord and Fremont each withstood 108. But the prize for highest Bay Area temp went to Vallejo and Kentfield, whose highs of 110 were just 10 degrees shy of Death Valley's. 

Thursday's early morning temperatures were much more bearable elsewhere around the Bay Area: Oakland, 65; Redwood City, 73; Livermore, 69; Concord, 72; and Santa Rosa, 65. 

For PG&E, Wednesday brought unprecedented demand as everyone with an air-conditioner decided to turn it to high. Some 97,000 homes, businesses and offices throughout the Bay Area went without electricity for some part of the day as PG&E set up "rolling brownouts," cutting off power in rotating neighborhoods an hour or two at a time to prevent citywide blackouts. 

Even with that tactic, about 19,000 customers - mostly in the East Bay and South Bay - were without power at 8 a.m. Thursday because of equipment failure. 

"We got crews mobilizing and working all night long and we have crews working out there right now," spokesman Jon Tremayne said. 

It was immediately unknown when power would be restored for those customers. 

City Hall and Gov. Davis ordered their government agencies on Wednesday to curtail electrical use, from dimming hall lights to shutting down computers. 

The heat intensified wildfire conditions. In Napa, more than 1,000 firefighters continued Thursday morning to battle a 5,700-acre blaze west of Lake Berryessa that forced the evacuation of 40 homes and destroyed two. The fire was 60 percent contained by 8 a.m. and full containment was expected by 8 p.m., said Connie Sabin, volunteer spokeswoman for the California Department of Forestry. 

The Oakland Fire Department patrolled the hills from Berkeley to San Leandro, for fear that the high-fire danger conditions might ignite another disaster like the one in 1991. 

It was so hot in Solano County that the pavement buckled in three of four lanes of eastbound Interstate 80. Traffic backed up for miles in the sweltering heat, which reached 109. Across the Bay Area, overheated cars stalled on highways, bridges and city streets. 

Only the brave sought leisure outdoors. A stroll through Yerba Buena Gardens around 4:30 p.m. revealed a ghost town. More seats were empty than full at Pacific Bell Park for the Giants' day game against Cincinnati. Two dozen who braved the game sought first-aid treatment at the stadium for heat-related illnesses. 

PG&E began its rolling brownouts in San Francisco around 2 p.m. Power intentionally was cut to some 35,000 customers at a time, in one- or two-hour stretches. The idea was to reduce the energy load to avoid a major, uncontrolled blackout. 

Tremayne said there is a statewide schedule for such rolling brownouts, but he couldn't release the information in fear of compromising public safety. 

"If we publish that . . . you're giving the criminal element important information. House alarms will not be operating. Bank (security) cameras and bank alarms will not be operating. It's for safety of the public and our customers," he said. The rotating blackouts cut power not only to buildings, but also to such energy sappers as stop lights. 

The Department of Parking and Traffic assigned traffic-control officers to the affected intersections to help keep traffic moving and cars from running into each other. 

Still, said chief traffic engineer Bond Yee, "There were some backups and congestion." 

Earlier in the day, the San Francisco OES issued an urgent bulletin to all city departments, calling for voluntary cooperation in saving energy. 

"Your department is asked to take all possible steps to immediately reduce electrical power usage by shutting off unneeded electrical devices and by turning on any emergency power generators at your facilities," said the bulletin. 

"This is a serious emergency and there is the potential for a widespread power outage," it stated. 

Throughout city-owned buildings, from the Public Utilities Commission offices on Market Street, to the zoo near Ocean Beach, to the Health Department administration offices at Civic Center, the lights were dimmed. City Hall, where the mayor and Board of Supervisors work, was no exception. Two out of three hallway lights were shut off. 

The blistering heat also took its toll on ambulance crews, who by Wednesday afternoon saw nearly double the activity than on a usual, fog-cooled day. 

Normally, the 911 ambulance dispatch center gets an average of 335 calls in a 24-hour period beginning midnight. On Wednesday, the center logged 675 calls. 

"The heat exacerbates existing medical conditions, so more people are calling for emergencies," said Health Department spokeswoman Eileen Shields. 

The hot sun wreaked havoc for Muni, said agency spokeswoman Maggie Lynch. There were periodic delays in the Muni Metro system, some lasting as long as 20 minutes. 

And a couple of trains broke down on the Embarcadero as they neared Pac Bell Park to bring fans to the Giants game. But there were plenty of diesel buses in the area to pick up the people who didn't want to walk, Lynch said. 

She said the heat caused the gears on the trains to jam up. 

Muni also was caught off guard when crowds started to leave the game early as they tired of being baked by the heat, forcing transit officials to scramble to get buses and street cars back to the stadium earlier than expected to haul away the sun-drenched fans. 

"Who'd have thought we'd have a problem with heat at a ballgame in San Francisco?" Lynch asked. 

One fan who hopped on a street car in front of Pac Bell Park after the eighth inning said passengers were told by the driver to get off because there wasn't enough electricity to get the train moving. It started up about two minutes later, and people got back on. 

The hot air also can work magic on the metal cable-car tracks, causing them to expand, so crews were busy hosing them with water to keep them in check. 

The heat prompted another problem for Muni: mischievous kids. They were throwing water balloons and rocks at buses in the Sunnydale area, forcing Muni to reroute the 15-Third Street line away from the area. 

Temperatures soared at the city-run animal shelter at 15th and Harrison streets. Late Wednesday, the thermometer in one of the cat wards reached 94 degrees. 

"We have a fair number of ice packs in the cages," said Dr. Bing Dilts, the shelter veterinarian. "We're doing what we can to cool them down." 

Dogs rescued from cars 

The Animal Care and Control agency, which operates the shelter that was packed Wednesday with a couple of hundred animals, was busy in the field, too. 

"We've pulled six or eight dogs out of cars," said Carl Friedman, the agency's director. "Most days, we don't get any calls because of San Francisco's natural air conditioning." 

Compassionate passers-by alerted Animal Care and Control authorities to the plight of the drooping dogs in parked cars. Officers quickly went to retrieve them and brought them to the shelter to await their owners, who will be lectured and hit with a minimum bill of $15 when they show up. 

"The dogs, thank God, look like they're going to survive," Friedman said. 
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Cooler air could slip over hills

At least 10 people died and others suffered heat strokes; PG&E shuts off power to scores in an effort to preserve the power grid 

By Carolyn McMillan

TIMES STAFF WRITER 

--------------------------------------------------------------------------------

The ocean began to work its cooling magic along the coast Thursday, but the region's inland valleys had little relief as residents sweltered through a second day of triple-digit temperatures, power outages and heat-related injuries. 

San Francisco was back to its usual foggy self. But in Pleasanton -- where the mercury topped out at 104 degrees -- three people collapsed from heat exhaustion during a graduation ceremony for Foothill High School at the Alameda County Fairgrounds. 

Heat-related power failures also continued to plague the inland areas, with 10,500 customers in the South Bay and parts of Alameda and Contra Costa counties without electricity by late afternoon, according to PG&E spokesman Tom Collins. Extra crews were brought in from outside the Bay Area to work on restoring power as quickly as possible, he said. 

A cooling trend is expected to bring lower temperatures through the weekend, with the hottest areas creeping down to the 80s and 90s, said National Weather Service meteorologist David Rosenberg. 

"The cooler air can take a while to move over the hills," Rosenberg said. "It's not going to be getting any warmer. The question is how much cooler it's going to be." 

The heat wave was particularly devastating Wednesday, contributing to the deaths of at least two people in the East Bay, six in San Mateo County and two other suspected cases in Santa Clara County. 

In Pleasanton, Cam Bo Tu, 73, was taking a noontime walk with his wife when he died from cardiac failure and exposure to the heat, according to Deputy Jimmy Smith of the Alameda County Coroner's Office. 

In Hayward, 70-year-old Maydel Mattos died after spending five hours stalled in her car with her husband. The case is still under investigation, Smith said. Mattos' husband, Frank, also was hospitalized, but he had improved enough Thursday to be released from intensive care at St. Rose Hospital. 

For some people, even Thursday's relatively bearable temperatures were too much. In Martinez, where a breeze was blowing in from the Delta, 79-year-old Mamie Rubino pronounced it "hot enough to kill a horse." 

"You just can't resist this kind of heat," Rubino said as she left the farmers market with bags of fresh produce. 

The slightly cooler temperatures meant that Pacific Gas & Electric did not have to resort to the deliberate, rolling power outages that had left 97,000 Bay Area customers without lights or air conditioning for periods Wednesday. 

Those rotating outages marked the first time that PG&E was ordered by state regulators to yank electricity from its regular customers. 

More than 750 homes were without power Thursday night in parts of Danville, Pleasant Hill and Walnut Creek, a PG&E spokeswoman said. 

As the temperature climbs, so does the demand for power. California's power grid was under such strain Wednesday that the Independent System Operator, which regulates power transmission, told PG&E it had to scale back usage during the peak afternoon hours. 

"It might inconvenience people, but we need to protect the integrity of the system," said ISO spokesman Patrick Dorinson. "If we don't take off the load, you'd end up crashing the entire system." 

The utility had already agreed to cut power to some large, industrial customers, who agreed to give up electricity during times of peak demand in exchange for cost breaks during the rest of the year. 

Even with some customers blacked out, PG&E still provided roughly 23,300 megawatts of electricity Wednesday, more than any single day in its history. 

A PG&E spokesman said the deliberate outages affected about 2 percent of its customers, with most outages lasting 90 minutes or less. 

"We would lose (power to) larger amounts of people for longer periods of time if a portion of the grid went down," said spokesman Tom Collins. "This has been the first time anything of this magnitude has been done in California, at least in PG&E's territory." 

Although it's possible the region could see more deliberate outages as summer gets under way, Dorinson and others said it's not likely. 

For one thing, two power plants that normally supply electricity to the Bay Area were down. And another line that brings in power from Oregon had to run at reduced capacity, said state energy commission spokeswoman Claudia Chandler. 

"What happened was a combination of unusual factors coming together in one day," she said. 

Since electricity was deregulated, a number of new companies have sought approval to build power plants. In February, the commission approved a new Pittsburg plant. And a second one is under review that would be built in Antioch, Chandler said. 

In all, there are half a dozen Bay Area power plants pending commission approval. It will be several years before any of those are operational, but eventually they should help the Bay Area with unusual peaks in demand, she said. 

Staff writers Bonita Brewer, Corey Lyons, Scott Marshall and Daisy Nguyen contributed to this story.
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PG&E leaves residents in dark over outages
Danville and Pleasanton residents were frustrated by a lack of information; utility says crews worked around the clock 

By Bonita Brewer

TIMES STAFF WRITER 

--------------------------------------------------------------------------------

A 161/2-hour power outage that hit several hundred homes in Pleasanton during Wednesday's and Thursday's sweltering heat frustrated many residents and forced a supermarket to throw away a lot of melted ice cream and soured milk. 

Meanwhile, a smaller-scale outage in Danville was expected to last more than 24 hours before PG&E crews could fix the problem Thursday night. 

The outages were caused by heat-related equipment malfunctions and were unrelated to PG&E's program Wednesday to rotate one-hour outages throughout the Bay Area in efforts to conserve energy, utility officials said. 

But some residents hit by long-term outages said they were figuratively left in the dark when they telephoned Pacific Gas & Electric Co. on Wednesday night to find out what was going on -- and that was if they could get through to a customer service representative. 

"They kept pushing back the time that the electricity would come back on," said John Prewett, who lives on Vineyard Avenue in Pleasanton. "No one followed up with an explanation." 

Danville resident Dennis Hale said after finally getting through to PG&E after trying for two hours, there was a lot of confusion over whether the outage in his neighborhood was equipment-related or part of the planned rotating-outage program. 

Even after determining it was equipment failure, "Nobody knew what was going on in terms of when it would be fixed," Hale said, adding that the estimated time that crews would arrive was continually delayed Thursday. 

Hale, who lost power at 6:30 p.m. Wednesday and still hadn't had his power restored by late Thursday afternoon, said better information could have helped him salvage all the food in his two freezers. He said fish, duck and other game that he caught or gathered in British Columbia, Canada, and elsewhere were ruined because the power was out for so long. 

"I can't roll down to Costco and replace those things," he said, questioning the overall reliability of PG&E's system. "Here we are adding 11,000 houses to the Dougherty Valley. If they can't supply customers here now, is this going to be a resolved problem or a continuing saga?" 

The Pleasanton outage, which initially hit 2,500 customers shortly after 3 p.m. Wednesday, was caused by a heat-related equipment malfunction near PG&E's substation on First Street, according to spokesman Tom Collins. 

He said most of the impact was felt in homes west of Stanley Boulevard, and along a portion of Vineyard Avenue. Power was restored to about 2,000 customers by 8 p.m. and to the remainder by 7:30 a.m., Collins said. 

"We had crews working around the clock on this problem," Collins said. "It just happened to be a real complicated, intricate fix we had to do, and they upgraded the cable in the meantime to carry a little larger load." 

Shirley Ellis said a few items in her freezer went soft but she wasn't forced to throw anything away. "I read by oil lamp until I couldn't see anymore, then I went to bed," she said. 

Collins said outages related to equipment failures lasted for far shorter periods Wednesday in Livermore, San Ramon, Dublin and Castro Valley. Collins said PG&E was swamped with problems Thursday and that he was unable to get information on the Danville situation. 

The Safeway store on Santa Rita Road and Valley Avenue was blacked out for more than 16 hours, although check stands operated on emergency generators. On Thursday morning, store employees emptied out gallons and gallons of melted ice cream and spoiled milk, yogurt and other dairy products, along with some meat. 

But because Safeway uses energy-efficient freezers, and kept ice-cream freezer doors closed during most of the blackout, ice cream on the back shelves of refrigerators remained cold enough to rescue, according to Safeway spokeswoman Debra Lambert. 

"The main thing we lost was ice cream, because it has to be kept at zero degrees. And we would not take a risk on milk. It's got to be kept at 40 degrees or cooler, " Lambert said. 

It was business as usual at Montair Elementary School in Danville on Thursday, but just much wetter and darker. On the last hour of the last day of school, Principal Susan Buck-Gordon used a hose to spray students, who protested loudly whenever she stopped. 

Buck-Gordon said the power went out Wednesday shortly after 1 p.m., and was restored by 2 p.m. But the power went down again at 7 p.m. Wednesday, and still was not up by 4:30 p.m. Thursday. 

Staff writers Andrew Gordon and Maya Thornell contributed to this story. 

Tech Firms Take Heat In Bay Energy Shortage

David Lazarus, Chronicle Staff Writer    Friday, June 16, 2000 

--------------------------------------------------------------------------------

Silicon Valley deserves plenty of credit for fueling virtually unprecedented economic growth. 

But the tech industry's global headquarters also merits much of the blame for Bay Area electricity shortages this week when record high temperatures pushed the power grid to the breaking point. 

Demand for electricity in Silicon Valley is increasing by about 5 percent a year -- compared with a statewide average of 2 percent -- while no new power plants are slated to come on line until next year at the earliest. 

``Demand will keep rising,'' said Larry Owens, head of customer services for Silicon Valley Power, the municipal utility of Santa Clara County. ``Through next summer at least, we will be having more alerts on hot days, if not actual power outages.'' 

Intermittent outages yesterday and rolling outages on Wednesday had an impact on homes and businesses throughout the Bay Area. 

One leading Silicon Valley enterprise, insisting that its name be kept out of print, said it lost $1 million an hour for the three hours it was without electricity. 

No one expects the valley's thirst for juice to diminish. If anything, experts say the local proliferation of computers and info-tech hardware will continue making the Bay Area especially susceptible to power shortages. 

``It's troubling,'' said Terry Winter, president and chief executive of the California Independent System Operator, a nonprofit agency that oversees electricity flow throughout the state. ``Things have grown faster than anyone expected.'' 

On a nationwide basis, a recent study claimed that growth in Internet use has caused computers and computer peripherals to now consume about 13 percent of available power, up from less than 1 percent in 1993. 

But the California Energy Commission disputed that finding, insisting that computers actually account for about 4 percent of national power consumption. 

What is indisputable, though, is that Silicon Valley requires vast stores of electricity to power computer-intensive offices, so-called clean rooms for chip production and ``server farms'' in which whole buildings are given over to Internet-related data processing. 

``The server farm thing was a shock to me, just how much load you can put in a building,'' Winter said. 

Along with heavy power consumption for the hardware, he noted that server farms require additional electricity for air conditioners to counter all the heat generated by the machinery. 

In most areas across the country, power use is fairly evenly divided between industrial, commercial and residential users. But according to Silicon Valley Power, fully 90 percent of available electricity in Santa Clara goes to industrial and commercial customers. 

And even this might not be enough. 

Justin Bradley, director of environmental programs for the Silicon Valley Manufacturers Group, an industry organization, said a number of leading tech firms are now mulling installation of their own power plants to guarantee an uninterrupted flow of electricity. 

Redwood Shores' Oracle Corp. has taken the lead in this regard, recently shelling out about $6.5 million for its own plant. 

``This is a very serious issue for the economic vitality of the valley,'' Bradley said. ``Infrastructure investment has had a hard time keeping pace with the valley's growth.'' 

Meanwhile, energy industry insiders and analysts say the current situation of high demand and low supply in Northern California will almost certainly add up to one thing: rising prices. 

``We've been undersupplied and the demand is just ravenous,'' said Nettie Hoge, executive director of the Utility Reform Network, a grassroots organization. 

Ironically, she said higher electricity rates may be just the incentive the energy industry needs to spur construction of new power plants, which would boost supply and, potentially, result in lower prices down the road. 

For most California energy users, electricity rates are now frozen to stabilize the market as part of recent deregulation of the industry. The rate freeze will end next year. 

If nothing else, this week's outages underline the unique challenges of doing business in the Bay Area. Along with earthquake danger, clogged roads and sky-high housing costs, companies also must grapple with a less-than-reliable energy supply. 

The California Independent System Operator declared a Stage 1 power emergency on Wednesday, meaning that energy reserves fell below 7 percent. 

In a Stage 1 emergency, consumers are asked to voluntarily turn off lights and assorted gadgets to reduce power use by as much as possible. In a Stage 2 emergency, reserves fall below 5 percent and power may be interrupted to some heavy users. 

A Stage 3 emergency, which has never been called on a statewide basis, means energy reserves almost have been depleted and power to all users may be cut at any time. 

Pacific Gas and Electric Co. was taking no chances Wednesday, cutting electricity to blocks of 35,000 Bay Area customers for as long as 90 minutes at a time. 

The utility was instructed by the Independent System Operator to continue interrupting service to some customers from noon to 6 p.m. yesterday as hot weather persisted in inland areas. 

``There is adequate power -- until we get into situations that are extreme,'' said Daniel Nix, deputy director of energy information and analysis for the California Energy Commission. 

To improve reliability in Silicon Valley, he said the Bay Area's only choice will be to build more power plants on the Peninsula and in the South Bay. 

A new plant already is in the works for the San Jose area but won't be operational until 2002. 

A Silicon Valley ``energy summit'' organized by the manufacturers group last week focused on this trend, with representatives of local companies, utilities and government agencies comparing notes on the region's hunger for power, so to speak. 

A task force is expected to be formed soon to explore ways that Silicon Valley enterprises can address electricity providers' lack of reliability. 

``There's one clear lesson from this week,'' said Dan Richard, senior vice president of PG&E. ``We need more power generation and transmission in the area. There's simply no other way around it. 

--------------------------------------------------------------------------------

RHYME AND REASON FOR ROLLING BLACKOUTS 

Wednesday's record-breaking heat wave caused power failures throughout the Bay Area, raising questions about the conditions that lead to rolling blackouts and the decision-making process. Tom Collins of Pacific Gas and Electric, which provides the bulk of the electricity for the Bay Area, and Patrick Dorinson of the California Independent System Operator, which oversees electricity flow throughout the state, provided these answers: 

Q: At what stage does PG&E institute its rotating outage program? 

PG&E: ``We don't make the decision. The California ISO makes the decision. It's to protect the integrity of the grid.'' 

ISO: ``We're required to maintain a 7 percent reserve above the forecasted load. If, for example, the forecasted load is 40,000 megawatts, we have to keep 7 percent above that in reserve. 

``If it dips below 7, we go to Stage 1 and issue a public appeal for conservation. If it dips below 5, we go to Stage 2 and implement the interruptible program (customers who agree to blackouts whenever asked in exchange for reduced rates). If it dips below 1.5 percent, we have to implement a firm load (rotating outages) and we go to Stage 3.'' 

Q: Why were the rotating outages implemented locally when the ISO issued a statewide Stage 1 alert, which calls for energy conservation and voluntary shutdowns? 

ISO: ``We had a localized problem in the Bay Area. We asked PG&E to implement their interruptible service program, but we were still having problems, so we asked them to implement their rotating outages. Statewide, it was a Stage 1 alert, but we didn't invoke a stage in the Bay Area. We just implemented a local plan to deal with the localized problem.'' 

Q: Does PG&E notify residents when it will be cutting off power to a neighborhood? How much lead time does PG&E give residents? 

PG&E: ``We attempt to (notify residents) by getting on the radio, because that is the quickest and most immediate means of reaching people. We also go on television and talk to the media as much as possible. It's a very short lead time. It's an hour or less. After we get the word (from the ISO), it's happening.'' Q: What if there are circumstances in a household under which losing power could create a medical emergency? Is there any way to get an exemption? Where can people call to complain about a cutoff in power? 

PG&E: ``When the rotating outages go around, emergency services are not affected -- hospitals, fire departments and the police. But people who are using life support systems at home have to have a backup power source, and they need to contact us ahead of time so we can arrange to give them as much lead time as possible. 

``Outages can occur at any time, and I'm sure they're prepared for that. But they can call our customer service line and give them the info. Call 1-800-PGE-5000. What they need to do is tell us what their needs are for their life support system and give us a heads up that this is happening. We have no way of knowing unless they tell us.'' 

Q: How does PG&E decide which neighborhoods to cut power to? 

PG&E: ``It's spread out throughout the entire Bay Area, and the circuits are randomly selected. They're predetermined by the engineers. We're looking for a particular amount of energy, not a particular number of customers. We need to drop a specific amount of load and we need to do it now. It's whatever (load) the ISO tells us to cut, and it varies.'' 

Q: Are residents compensated for the loss of power? 

PG&E: ``We do have a claims department, and if someone feels they need to make a claim, they can do that by calling 1-800-PGE- 5000. 

``These outages are meant to save us from larger, sustained outages. They are controlled outages that PG&E is asked to do to save the grid. If the grid goes down, every line feeding off the grid goes down. Instead, we're taking down small parts to save the integrity of the whole grid.'' 

E-mail David Lazarus at davidlaz@sfgate.com. 
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Electric Bills to Rise   

Policy Errors Push Natural Gas Prices Higher and Supplies Lower   
  By William P. Kucewicz   
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Many electricity customers in the United States can expect higher utility bills for the rest of this year and probably longer, courtesy of federal policymaking errors. 

The immediate problem concerns the cost and availability of natural gas used to generate electricity. Natural gas prices have soared in recent months, and this in turn is driving up electricity prices. According to the Edison Electric Institute, natural gas fueled 9.3% of electricity output last year, down slightly from 9.6% in 1998 and a 10-year average of 9.4% throughout the 1990s. In the two dozen or so states that have deregulated electric power, the rising costs of natural gas are coming to be reflected in higher utility bills. For those states where public utilities commissions still control electricity rates, consumers can expect price hikes as power companies apply for rate adjustments to cover the increased natural-gas costs. 

Chances are the situation will get worse before it gets better. Natural gas in storage is considerably below its 1999 level, down almost 22% in May from a year earlier, and additions to stored gas show no signs of making up the difference any time soon. In April and May, net injections of stored gas were off 30% from the same period last year, following a 1999-2000 winter during which withdrawals of stored gas were up 26%. Since spring and summer are the times of year when excess gas is usually put into storage -- anticipating peak winter use -- the sluggish net additions to gas storage portend tight market conditions this coming winter. The likelihood is therefore that electricity prices will remain high and could go higher. 

It would not be fair, however, to blame either natural-gas producers or the electric-power industry for this turn of events, for the fault properly lies with U.S. monetary and fiscal policymakers. 

Dollar Deflation Hits Energy Prices

In the late 1990s, the U.S. Federal Reserve failed to accommodate a rising demand for the dollar. The resulting liquidity shortage put downward pressure on prices of all sorts but most notably commodity prices. Crude-oil prices, for example, fell by more than half from around $22.50 a barrel in November 1996 to about $10.50 at the end of 1998. Natural gas prices in the U.S., which tend to move in rough parallel with oil, dropped by more than 22% during the same period. Wellhead natural gas fell from $2.50 per million British thermal units (Btus) in November 1996 to $1.94 by end-1998. 

 These along with other price declines meant that the U.S. had had a bout of deflation. The U.S., as well as most of the world, has had more than enough experience with inflation to be aware of its ill effects on new investment and economic growth. Deflation, by contrast, is a much less understood monetary phenomenon. Thus the dollar price deflation of the late 1990s propelled the U.S. into what might be considered uncharted territory. As it turns out, deflation can have negative effects on investment and business expansion similar to those caused by inflation. 

From Iowa farmers to Arab oil sheiks to Texas wildcatters, the tumbling prices for dollar-denominated commodities meant sharp falloffs in both revenues and earnings. For independent producers of natural gas, reduced earnings translated into diminished new investment as rates of return slipped. Even though strong U.S. economic growth would suggest sizable energy demand, the decline in rates of return on energy investment caused by deflating oil and gas prices prompted many investors to depart the sector and funnel their money elsewhere. The attraction of super returns from high-tech investments further wooed financial capital away from the energy sector. In addition, the decline in oil and gas prices made it more difficult for energy companies to retain earnings for reinvestment. All these factors left the U.S. energy sector with insufficient financial capital to explore and develop new finds to meet future demand. 

Push eventually came to shove, and the decline in petroleum revenues prompted a host of oil-exporting countries, led by Mexico, to reduce production by 7%, beginning in March 1998. As the flow of petroleum slowed, crude-oil prices began to rebound, nearing and sometimes exceeding $30 a barrel. 

Gas Prices Emerge from the Doldrums

Natural gas prices in the U.S. also began to rise, in part because fuel switching by large electric-power generators makes oil and gas fungible. After hitting a recent low of $1.70 per million Btus in March 1999, natural-gas prices at the wellhead rose to $2.03 by December 1999 and $2.30 by February 2000, according to U.S. Department of Energy (DOE) data. The department's latest estimates, published this month, see wellhead prices averaging $2.92 in the second quarter of this year, $2.81 in third quarter and $3.09 in the fourth quarter. For this year as a whole, DOE expects an average wellhead gas price of $3.10, easing only slightly next year to $3.06 per million Btus. These prices, respectively, represent increases of 59% and 57% from 1998's average of $1.95.  

As for electric utilities, the prices paid for natural gas delivered for use in power generation rose from $2.15 in March 1999 to $2.74 in January 2000, a more than 27% increase. DOE estimates the average gas price paid by electric utilities at $3.50 in the second quarter of 2000, $3.38 in the third quarter and $3.71 in the fourth quarter. DOE expects natural-gas prices paid by electric utilities to average $3.75 over the course of this year and $3.60 in 2001 -- increases of 58% and 51%, respectively, compared with 1998's annual average of $2.38 per million Btus.

Budget Surplus Drains Investment Capital

The softness in natural gas prices in 1998 through early 1999 seriously dampened new natural-gas exploration and development in the U.S., and the slowdown has now come home to roost. Total proved reserves of dry natural gas fell by 2% in 1998 from a year earlier, bringing to an end a four-year uptrend. Reserve additions in 1998 replaced only 83% of that year's dry natural-gas production. Worse, discoveries of new gas fields in 1998 decreased by 60% from a year earlier in terms of the total volume of gas found; extensions of old fields fell by 23%, and new reservoir discoveries in old fields were off 9%. All told, the amount of new gas discovered in 1998 was equal to just 61% of that year's natural-gas production. 

Besides the effect of dollar price deflation, matters were made worse by the burgeoning federal budget surplus, which has had the effect of reducing investment capital at the margin. In fiscal 1998, the federal budget moved into surplus for the first time since 1969. The 1998 surplus of $69 billion compared with a 1997 deficit of $22 billion. In 1999, the surplus rose to $124 billion, and the estimate for fiscal 2000 is $167 billion -- a figure bound to be revised upward. In fact, new estimates from Washington project a budget surplus (aside from Social Security) of as much as $2 trillion over the next 10 years. 

While budget surpluses are commonly applauded, in terms of overall economic performance, any government surplus not returned to the economy, either by way of tax cuts or net government-securities redemptions, drains funds that would otherwise be used for consumption or investment. Thus, at the margin, the federal budget surpluses have made it harder for industries such as natural gas to attract much-needed investment capital. 

Not surprisingly, the number of rotary rigs drilling for natural gas in the U.S. fell from 609 in January 1998 to a recent low of 371 in April 1999, a 39% drop. The manufacture of new oil and gas drilling equipment similarly declined throughout 1998 and into 1999, with production in February 1999 off more than 38% from a year earlier (as the nearby chart depicts, based on this market component of the Industrial Production Index). Likewise, oil and gas extraction (part of the mining component of the Industrial Production Index) was lower in 1998 and into early 1999, with the February 1999 figure down 13% on a year-on-year basis.  

 The recent rise in natural-gas prices is prompting a gradual return of financial capital to fund new exploration and development, according to industry experts. The number of drilling rigs looking for natural gas in April of this year, at 609, was back to its level of January 1998, and drilling-equipment manufacture was up 35% from 12 months earlier. Oil and gas extractions, however, showed a gain of less than 6% in April from a year earlier.

Indeed, the pace and scale of the renewed capital inflows into energy, as well as the rate of exploration activity itself, are insufficient to generate an overnight change in the rather pessimistic near- to mid-term outlook for U.S. natural-gas output. 

Drilling Rigs and Expertise in Short Supply

If circumstances weren't already bad enough, natural-gas exploration is being hampered by shortages of drilling rigs and trained personnel. Developers are discovering that rigs are in woefully short supply. It has indeed become so difficult to find spare rigs, industry insiders say, that companies are scouring the country for unused (and often rusting) water-drilling equipment to fill the void. The equipment, matter of fact, often dates to the 1950s and 1960s, indicating the degree of desperation among natural-gas drillers. 

Labor attrition has compounded the problem. As energy investment dwindled in the 1990s, jobs in the sector became scarce. Considerable expertise, particularly in exploration and development, was thus lost as workers looked for greener pastures. Now, at a time of increased demand for new exploration and development, U.S. oil and gas developers are encountering a severe shortage of experienced personnel. What's more, very few young people are choosing energy as a career, so there are relatively few new graduates to help meet the rising demand for trained personnel. 

The shortages of rigs and expertise are exacerbated by the fact that discoveries of large gas fields in the continental U.S. are increasingly rare. This means, of course, that many more rigs and many more workers are needed to look for the smaller fields that remain. Indeed, most big energy producer, such as Texaco and Exxon, have pulled out of U.S. onshore exploration entirely, because any finds tend to be puny compared with their huge demand for new resources. This leaves independents to explore for the relatively small natural-gas finds left onshore. 

While the total amount of onshore natural gas is believed to be considerable, the wells are costly to drill and tend to have relatively low rates of output (though gas production from tight-pocket finds can last a long time). In most cases, onshore gas exploration and development means deeper drilling in hostile geological environments. The result is that finds take larger and cost more -- meaning there is no quick fix to today's gas problem. And as for offshore natural-as discoveries, efforts are encumbered by the fact that most new exploration is taking place in deep waters. 

The conditions in the energy sector have some developers considering so-called "sour gas," though this resource carries considerable risks and costs. Sour gas usually contains hydrogen sulfide (H2S) and sometimes carbon dioxide (CO2) as well, both of which can be highly corrosive. H2S is also a deadly gas, requiring special technology and expertise to remove it before the remaining natural gas can be sold to end-users. Given the costs of removing H2S and CO2 and the resulting shrinkage in volume, sour gas is expensive to produce, yet gas developers are nevertheless weighing this option, given the current supply and price conditions in the natural-gas market.  

  Natural Gas Stocks Soar on Wall Street

The problem of natural-gas supply comes at a time of monumental transformation in the $218 billion U.S. electric-power industry. The Energy Policy Act of 1992 and subsequent amendments have this once heavily regulated sector transitioning to a free market. Under this new regime, the utilities industry is disaggregating vertically and consolidating horizontally. Instead of a large number of mostly small utilities handling everything -- from electricity production and transmission to distribution to individual end-users -- the industry is moving toward consolidating production and long-distance transmission in the hands of fewer but larger companies. Mergers and acquisitions are also becoming more common. Meanwhile, as electric power is deregulated at the state level, increasing numbers of consumers find they can now choose their own energy provider. Soon, electricity deregulation is expected to extend to 70% of the U.S. population.

How all this will affect shareholders remains unclear, though among the big winners so far have been the natural-gas stocks. Utilities shares have performed poorly on Wall Street in recent years; since end-1991, the Dow Jones Utility Average has risen a mere 46%, while the broader Dow Jones Industrial Average has advanced 233%. (The two charts immediately above put all the averages on an equal footing by reindexing them, with Dec. 31, 1991 equaling 100.) 

In the meantime, the share prices of natural gas producers have soared; the Standard & Poor's Natural Gas Stock Index has gained 317% since end-1991. Exploration and drilling shares have done less well, with the S&P Oil and Gas Drilling and Exploration Stock Index up only 163%. Finally, the Dow Jones Electricity Price Indexes and similar power indices have been booming -- going to show that most everything has a silver lining. 

Why Bay's energy-gobbling firms went cold-turkey during heat wave

Keay Davidson 

EXAMINER SCIENCE WRITER    June 19, 2000 

--------------------------------------------------------------------------------

Sure, you were upset when last week's power failures shut off your oven, ruining that batch of cookies. 

But suppose you were facilities manager for a large ice cream factory that churns out thousands of little ice cream bars? Or for one of the Bay Area's big electronics companies, where tens of thousands of semiconductors and microchips roll daily off the assembly line? 

Or for a large biotech firm that stores millions of expensive DNA molecules within laboratory freezers? 

Last week's rotating blackouts - triggered by a body-wilting, spirit-sapping heat wave - could have taken a big toll. It didn't, partly because utilities arranged for certain big companies in the interruptible-power program to bear the initial brunt of the blackouts. 

"We had to take some load off the system," says Patrick Dorinson, spokesman for the California Independent System Operator, or ISO, in Folsom. The ISO, a nonprofit agency established by the Legislature to manage the state power grid after deregulation, ordered utilities such as PG&E to markedly cut their power consumption. The utilities did so by asking certain energy-hungry companies to slake their appetite for short periods. 

The advantage of the program is that it allows utilities to cut power supply for limited periods - an hour or so - to certain large, energy-hungry firms that previously volunteered. That spreads out energy cuts in a quasi-democratic fashion, lessening the chance of a widespread overload that could crash the whole system. 

No meltdown 

As thermometers soared into the 90s and 100s last week, staffers at the utilities began phoning companies that belong to the interruptible-power program. The companies get a discount, which varies according to their regular rates, on energy bills by agreeing to cut consumption during crises. 

"They called us and gave us an hour-and-a-half notice of the power outage," said Brian Wicks, general manager of the Dreyer's Grand Ice Cream plant in Union City. 

When the power went off, Dreyer's was in the dark for 45 minutes - not long enough for an inventory meltdown. 

Wicks has seen worse situations: In 1989, Dreyer's lost power for six days after the earthquake. It didn't lose any ice cream then, either. 

In fact, judging by Wicks' comments, Dreyer's isn't too worried about the future: The company has no backup generators. Nor do a number of major companies contacted by The Examiner about their experiences during last week's power failures. 

"We don't have any backup generation," said Dan Gordon, director of brewing operations for Gordon Biersch Brewing Co. in San Jose, which managed to evade last week's blackouts. "The product wouldn't go bad for a day or so." 

PG&E's goal is to protect key services - fire and police departments, hospitals and other essential government agencies, says utility spokesman Ron Lowe. 

Voluntary brownouts and blackouts could be a sign of things to come, partly because of growth in the state population and utilities' slowness in developing new energy sources." 

Demand on the rise 

"With the rapid growth in the state, we've used up the excess (energy) capacity," says Lynn Cleland, laboratory site manager at Lawrence Livermore National Laboratory in Livermore. The lab depends for energy on both PG&E and a special power grid geared to U.S. government agencies. 

Lowe concurs: "As a result of the strong economy in California, we agree that new power plants need to be built in the state to keep up with the growth. As California continues to grow and businesses and homes continue to be built, there will be additional need for electricity." 

In cutting power use during a crisis period like last week, PG&E goes first to firms enrolled in its interruptible-power program. 

"If that doesn't show enough savings in demand, we go to (other) large commercial customers . . . and ask them to voluntarily reduce their usage," Lowe said. 

Only then, if directed by the ISO, does PG&E start what it calls rotating block outages that can hit both residential and commercial customers. PG&E blacked out about 97,000 Northern California customers on Wednesday. 

On Thursday, which was considerably cooler, the utility blacked out about 130 large commercial customers, but no residential users. 

The physics of electrical grid failure is pretty simple. 

When everyone is burning energy like there's no tomorrow, the grid loses "pressure" needed to keep electricity flowing. It's like the neighborhood water supply: "If you're home and your wife is taking a shower and you're watering the lawn and somebody else is running the dishwasher, your water pressure will be low," said Dorinson of ISO. 

"You have to have some kind of pressure to push water along through the pipes," Dorinson said. "Similarly, you need 'pressure' to push electricity through the system." 

When excessive use sucks enough pressure from the electrical network, system-wide collapse can follow. 

State power czar 

A 3-year-old spin-off of energy deregulation, the ISO is a sort of power czar: During energy crises, it orders various power companies to cut their energy use by specified amounts. 

By midweek, the heat grew so oppressive that millions reached for their air conditioners; electricity use skyrocketed. Utility officials feared the worst: a sudden, system-wide power failure, akin to past collapses that have plunged multiple cities - even multiple states - into the dark. 

On Wednesday ISO officials issued a statewide "Stage One" public alert via the media, pleading with citizens to cut back on energy use. A Stage One alert is issued when the statewide gap between power consumption and power supply plunges to 7 percent. Also, because of heavy power use in the Bay Area, PG&E - at ISO's direction - called companies in its interruptible-power program and asked them to cut energy use just in that region. 

Had the margin narrowed to 5 percent, ISO officials could have ordered a Stage Two alert, which provides for mandatory cutbacks. During a Stage Two alert, the ISO would order all state utilities, including PG&E, to have their commercial customers in interruptible-power programs cut their energy use. Stage Three is 1.5 percent, but that wasn't necessary last week. In a Stage Three situation, the ISO would order utilities across the state to implement rotating-block outage programs. 

'A little stuffy' 

Judging by weather forecasts, Dorinson of ISO doesn't expect a return of weather hot enough to trigger new power failures over the next week. 

"We got a call from PG&E about 10 minutes prior (to the power failure)," said Jeffrey Lang, director of facilities at Coulter Pharmaceutical in South San Francisco. "They said, 'We need to do a rotating outage . . . a brownout . . . and we'll turn off your power at approximately 2:30 p.m., and (you'll) be off for approximately an hour.' " 

Coulter's power failure actually lasted from about 2:35 p.m. to about 3:50 p.m., Lang said. PG&E called about five minutes before restoring power to give plenty of warning, lest the power surge damage Coulter equipment. 

Inside the building, "(It) got a little stuffy, but it wasn't bad," Lang said. "I have to commend PG&E because I thought it was handled very smoothly." 

Not every company jumps when PG&E barks. It phoned one biotech firm in Sunnyvale and asked it to cut its power use that evening, but the company declined on the grounds that it automatically cut air conditioning after 6 p.m. anyway. 

Reliable power is crucial to the company, Amersham Pharmacia Biotech in Sunnyvale, a booming concern that is opening a major wing Tuesday and hiring 200 employees, almost twice its present staff. In case all power fails, it maintains emergency generators. 

"We have critical samples of DNA that we keep in freezers," said Bruce Leisz, vice president of operations. 

For some companies, the blackouts offered employees a chance to quit early. 

Most staffers at Epson Electronics' integrated circuits division in Santa Clara went home after the power went off Wednesday, said national distribution manager Tim Taylor. 

"I left about 15 minutes after (the power) went off," Taylor said. "There was no air conditioning. Who's going to sit in a building in the dark?" 

$800 million data center touted as largest in U.S.

J. Lee Howard   Staff Writer 

Week of June 26, 2000

A new San Jose development group, U.S. Dataport Inc., plans to construct a 2 million-square-foot data center campus that likely will cost more than $800 million. 

The San Jose center is being touted as the largest of its kind in the United States. Construction is expected to get under way by early 2001. 

The center will be located on a 140-acre site the company has assembled from parcels at Zanker Road and Highway 237. The center is one of three projects U.S. Dataport plans nationally that combined could top $2.5 billion. 

U.S. Dataport has projects of similar scope planned for the greater Washington, D.C., and New York metropolitan areas, says Grant Sedgwick, company president and chief executive. 

Sometimes referred to as "Internet hotels," data centers house the hardware that Internet-based companies need to run their servers and other services. Data centers are one of the fastest-growing segments of the Internet industry, now a darling of Wall Street investors. 

U.S. Dataport is a startup company founded in January by Mr. Sedgwick and longtime Bay Area developer Kimball Small, who's serving as chairman. Together they have almost 50 years of local development experience, though the data center projects will mark U.S. Dataport's development debut. 

"There are hundreds of companies in this new industry, and we have every expectation that the demand for this kind of specialized space will continue to grow for the foreseeable future," Mr. Sedgwick says. "I don't know what could happen that would abate it." 

Data center buildings tend to be technological fortresses with access to enormous amounts of continual power. They're extremely secure--designed to be impervious to vandalism, terrorism and natural disaster. 

They also offer fiber-optic capabilities and feature a unique quality known in the industry as "scalability." 

The expression refers to design features that take into account building users' expansion requirements as well as the growth needs of their customers, Mr. Sedgwick says. 

The buildings also require extensive "connectivity," or access to numerous fiber-optic networks in one location. 

Mr. Sedgwick says U.S. Dataport's business plan centers on the public's growing and seemingly insatiable appetite for information. 

The demand for more bandwidth and the pace of data transmission are expanding on an exponential level. That, coupled with the fact that the San Jose market has almost no available space for growing tech users, gives Mr. Sedgwick every confidence he'll find tenants. 

He envisions a cluster of 10 to 20 buildings in a business- park-type setting. Some of the buildings may be built on a speculative basis, though many likely will be built to the users' specifications, he says. 

"These will not be bunkerlike, because of the aesthetic requirements of this market," Mr. Sedgwick says. 

He notes he's already broached a preliminary proposal to one potential user and has had conversations with others. He declines to identify the companies. 

Specifics are still being hammered out, and the project will require rezoning for which Mr. Sedgwick recently filed. 

A general contractor has not been selected, though Mr. Sedgwick has allied himself with ER+HDR Architecture to design and plan the project layout. Omaha, Neb.-based ER+HDR is the ninth-largest architectural practice in the country. 

Roger Stewart, senior vice president of ER+HDR, says the chief design consideration involved in building data centers is security, including ensured and unbroken access to enormous amounts of electrical power. 

HDR is currently working on several data center projects that span the globe from Singapore to London. But at 2 million square feet each, the Dataport projects easily are among the largest in development anywhere, Mr. Stewart says. And though a phenomenon that's barely a year old, the evolution of the data center is proving hugely successful, he adds. 

"At first blush, it may look like a big box with a lot of servers inside, but there's a lot of competitive branding going on here," Mr. Stewart says. "They've got to look good and be neat and clean with a lot of color. If it looks attractive, it suggests you're doing well in your business." 

Standard Class A office space construction is about $200 per square foot. Data centers can easily double that figure because of the special construction requirements, Mr. Sedgwick says. Some run as high as $800 per square foot, which may well be the case in at least some of the buildings Dataport envisions constructing. 

Mr. Sedgwick says he's already gotten some "seed money" from several private investors, and plans to turn to investment bankers on Wall Street to help him with the financing he'll need. 

He also expects to get some ancillary financial backing from some Internet-based companies. 

"But they won't be driving this," Mr. Sedgwick says. "A venture capital consortium is what's going to be required to put this together." 

Even at its base level of $800 million, the project would eclipse any development in recent history in the Bay Area. 

The only project that even comes close is the $475 million development of Candescent Technologies Corp.'s Edenvale campus. The 340,000-square-foot project is located at Branham Lane East and Fontanoso Way. 

"This has got to be one of the biggest we've seen," says Jim Tucker, director of economic development and communications at the San Jose Silicon Valley Chamber of Commerce. 

Mr. Tucker says the local growth pattern stems in small part from relocating companies. But he attributes the vast majority of Bay Area growth to home-grown startups, spin-off companies, mergers and acquisitions, and corporate expansions. 

"Our growth is largely self-generated," Mr. Tucker says. "That's what turns the wheel." 

Muayyad Al-Chalabi is director of routing and switching at RHK in San Francisco. The company does telecom analysis and tracks tech businesses such as Cisco Systems Inc., Juniper Networks and 3Com. 

Mr. Al-Chalabi says developments like the U.S. Dataport proposal are a natural extension of the expansion within the Internet industry. 

"The Internet is growing," he says. "And the new economy has awakened the old economy to the tool of the Internet." 

The concept of bandwidth-as-commodity has also sparked the investment world, which keeps the growth curve well oiled financially, Mr. Al-Chalabi adds. 

"This is a market that's growing by 10 times a year, and Wall Street is putting money into it as a way of making more money," he says. 

Contact Mr. Howard at 

lhoward@bizjournals.com.
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Calpine asks for laxer smog limits Says change won't hurt public

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- The builder of a power plant under construction off Third Street is asking the state for permission to increase the amounts of several types of pollutants the plant is allowed to produce. 

The proposal also projects a sharp cut in the amount of one type of emission. 

San Jose-based Calpine Corp. has filed a request with the California Energy Commission to amend its license for the 500-megawatt Los Medanos Energy Center power plant. Company officials said they are asking for the changes so they can increase the amount of power the plant can produce during periods of peak demand for electricity. 

Calpine is asking to increase the amount of nitrogen dioxide it can produce annually by 23 tons, carbon monoxide by 18.9 tons and particulate matter by 12.6 tons. The proposal would also allow Calpine's plant to increase its emission of formaldehyde to 3,817 pounds annually from the 3,668 pounds currently permitted, and of benzene to a level of 460 pounds from current limits of 441 pounds. 

The proposed change to the permit also calls for the plant to reduce by 63.5 tons its emission of precursor organic compounds, a series of gases which are smog-forming agents. 

Currently, the plant is permitted to produce 97.6 tons of precursor organic compounds. Calpine says new data from the manufacturer of its turbines indicates they will produce smaller amounts of precursor organic compounds than previously predicted. 

Calpine, which is also building the Delta Energy Center power plant in Pittsburg, says turbine manufacturer's figures for organic compound production at that plant were lower than the figures provided for the Los Medanos project. The company now seeks to use the Delta projections for Los Medanos. 

The company contends the changes are not harmful. 

"Public health impacts from the proposed changes do not pose any additional risk to public health," the amendment request states. "The proposed changes will not affect the public." 

Calpine is seeking to add more powerful duct burners at the plant, devices which can be switched on when the demand for power is high and when atmospheric conditions hamper efficient generation. 

Whether the burners increase electrical generation capacity is unclear. 

The plant's licensed capacity is 508 megawatts. One megawatt, the equivalent of 1 million watts, is about enough to power 1,000 average California households. Los Medanos' capacity of 508 megawatts is thus enough to power 508,000 homes. 

But energy commission officials said they are unsure if Calpine's amendment request means an increase in output. 

"We don't have enough information to determine that -- we are asking the same question of the applicant," said Guido Franco, an associate mechanical engineer with the energy commission. 

Under energy commission rules, raising the output of the plant by more than 50 megawatts would require an in-depth review of the amendment request, perhaps even a new year-long certification process. 

Los Medanos is scheduled to go on-line next summer. 

Los Medanos Project Manager Mike Sommer described the proposed changes at the plant as being more complex than just an increase in net output. 

He said the USS/POSCO steel plant in Pittsburg will take about 60 megawatts of Los Medanos power directly, leaving only about 440 to send to the statewide power grid. With the duct burners Calpine is seeking to add, Sommer said, "we can bring that up almost to 500 (megawatts)." 

Energy commission officials are completing a study of the Calpine proposal to determine if that constitutes an increase in capacity, and whether additional public hearings are necessary on the proposal. 

A staff analysis of the proposal is due by July 28, and any public input for that document must be sent to the commission by July 14. 

Once a staff report and recommendation is complete, the full commission will rule on the amendment. Jeri Scott, compliance project manager for the commission, said the timing of a commission decision cannot be determined until the staff analysis is reviewed. 

There are other issues in the proposed amendment. 

Under state and regional environmental regulations, increases in the levels of some pollutants produced by industries must be offset by reductions in other compounds or at other plants. Companies can trade pollution "credits," essentially allowing them to create more air pollution in one area as long as they create less somewhere else. 

Sommer said that when Calpine bought the Los Medanos plant from Enron last year, the deal included some extra credits that can now be used. 

Calpine is asking permission to offset increases of some pollutants with decreases in the organic compound reduction stemming from the change in turbine manufacturer's specifications. 

Calpine is also asking the state energy commission to consider granting permission to the Bay Area Air Quality Management District to reduce its level of monitoring of actual emissions in the future. 

According to the amendment request, Calpine seeks permission "upon the request of the owner/operator" to waive certain emissions tests if the air quality district "determines that prior test results demonstrate an adequate margin of compliance." 

Sommer said the plant's construction is proceeding smoothly and it should be running by the target date next summer. 

"We're looking forward to making power next summer and alleviating some of the shortages you're seeing in the Bay Area this summer," he said. 

Staff writer Glenn May covers Pittsburg and Bay Point. He can be reached at 779-7170 or gmay1@cctimes.com.

A power stock to jolt your portfolio 

Independent electricity producer Calpine has harnessed deregulation and accelerating demand to turn on rapid growth and surging cash flow. 

Also: SuperModels after six months of 2000. 

By Jon D. Markman –07-05-00

Strip away all the technology that separates our era from that of the Revolutionary War heroes we feted with fireworks yesterday, and at the most fundamental level you will find the sparkling genius of electricity. Discovered and named by the ancient Greeks, but not meaningfully harnessed until a century after Benjamin Franklin's stormy experiments with kites, electricity is undeniably at the foundation of modern life. 

Missed our radio show?

Catch the highlights anytime you want. 

Is it not odd, therefore, that there have been so few ways of capitalizing on this wonder -- the lifeblood of everything digital? At the start of the 1900s, a few incandescent-light manufacturers and electricity distributors captured investors' imagination much as the Internet has today, yet the industry was quickly subsumed by a set of monopolistic utilities that were regulated by government fiat into shareholder somnambulation. Since 1950, the Dow Jones Utilities Index ($UTIL) is up just 670%, while the Dow Jones Industrials ($INDU) are up 5,210%. 

The rebalance this month of our SuperModels Quarter-Trader portfolio, however, presents us with a good excuse to own the first growth company that the power industry has generated in decades -- an electricity pure play called Calpine (CPN, news, msgs). Wildly misclassified in most stock-market guides as a utility itself, this San Jose, Calif.-based independent power producer appears to have quietly engineered -- fiscally and mechanically -- an unusually scalable and profitable business plan by acquiring and building gas-fired plants in regional clusters nationwide.

More and more dollars
A key measure of a scalable business is the ability to generate increasingly more and more dollars each year strictly from operations -- not sales of ancillary businesses, external investments or stock. The "cash flow from operations" line in companies' 10Q filings is where alpha gorillas like Dell Computer (DELL, news, msgs) and Cisco Systems (CSCO, news, msgs) pound their chests and make weaklings blush. So take a look at Calpine's operational cash flow, and you'd swear you were looking at a famous tech stock instead of an obscure industrial: In 1995, it generated $26.7 million in cash; in 1996, $60 million; in 1997, $108 million; in 1998, $171 million; and in 1999, $264 million.

The company borrows a ton of money via a revolving credit line to finance its ambitious plant-building program, yet doesn't resort to cable-industry tricks and ask to be judged on the basis of earnings before interest, taxes, depreciation and amortization. Calpine has recorded real year-over-year quarterly earnings boosts of more than 35% in the past three years, and forecasts at least 35% annual earnings growth over the next five years. It earned $110 million in the most recent four quarters on revenues of $937 million.

In good company

In case you've become jaded about these kinds of numbers, consider this: There are 630 companies today with a market capitalization greater than $5 billion. Of those, only 62 have recorded earnings and revenue growth over the past year greater than 35%, and of those only 24 are expected by analysts to continue to do the same over the next five years. Of these two dozen (see our 35/35/35 Club screen), just four were trading last week within 10% of their 52-week high: Biotech juggernaut MedImmune (MEDI, news, msgs), fiber-optic component maker SDL (SDLI, news, msgs), application software maker Siebel Systems (SEBL, news, msgs)...and Calpine.

Says Kevin Dodge, a research analyst at Insight Capital in Walnut Creek, Calif., a major institutional owner of Calpine shares: "They have an incredible balance sheet. A lot of the challenges you see in mid-cap companies -- such as access to capital, management talent and industry positioning -- just aren't there in this company. They have attacked their market at a very opportune time and worked out all the kinks." Adds John O'Connor, global-power research director at debt-rating firm Fitch IBCA, which last week upgraded Calpine's bond rating to investment grade: "Calpine could not be farther from a utility. They're an extremely aggressive and smart player that's focused on being the nation's lowest-cost producer of electricity."

The company has been rewarded for its good deeds by seeing shares rise 1,580% since its initial public offering in September 1996 -- more than five times better than the overachieving Nasdaq Composite ($COMPX). Nosing up above $8 billion in market capitalization landed it last week in our MVP Growth screen.

Spurred on by deregulation

So where's all this growth coming from? Largely from the way that Calpine executives figured out how to leverage the deregulation of utilities. In the past, regulated monopolies generated, transmitted and distributed electrical power from sky-blackening power plants fired by oil and coal. When federal rule changes in the early '90s allowed entrepreneurs to generate power independently and sell directly to utilities, corporations and governments, a few firms like Calpine got busy -- both acquiring existing power plants and enhancing them with modern equipment, and building efficient new power plants of their own, called "greenfields."

Calpine found success, according to O'Connor, largely by "sticking to its knitting" with tried and true technology: natural gas-fired power plants in the United States, where demographic and industrial trends are accelerating demand for electricity. O'Connor says he raised his debt rating because the firm "hasn't been paying exorbitant amounts for new assets -- they're acquiring at good prices, and they are blocking and tackling. It's focus that sets Calpine apart."

The firm had set a goal in January of having 25,000 megawatts of power in its fleet, or portfolio of plants, by 2004. But it raised the bar to 44,000 megawatts in four years after its acquisition last week of private competitor SkyGen Energy of Illinois and the formation of a new alliance with Panda Energy International of Dallas. It currently has 4,400 megawatts in operation, with another 26,000 megawatts either in development or construction. (A typical individual plant generates around 500 to 800 megawatts, and there are 790,000 megawatts of power currently in operation nationwide -- about 45% of which comes from plants at least 25 years old.)

Just as important as the additional wattage, the SkyGen and Panda deals give Calpine access to 58 more General Electric (GE, news, msgs) gas turbines; it now has 198 in inventory or on order, enough to generate 53,000 megawatts of power. A shortage of turbines is one of the key barriers to entry in the business, as capacity at the two major manufacturers (Siemens of Germany is the other) is booked for the next half decade.

Discount strategy

In a way, Calpine's strategy is similar to Wal-Mart Stores (WMT, news, msgs), which advanced from modest roots in Arkansas into a $240 billion goliath over the past 30 years by methodically placing discount department stores in backwater places with high demand and by leveraging an awesome back office. Calpine likewise tries to lock up medium- and long-term contracts for its power before construction of a new plant is complete by offering a low-cost, low-polluting solution in places where the incumbent utility has the demand but not the incentive to build. Customers that were used to paying $2 million per megawatt of installed capacity for a coal-fired plant, or $3 million per megawatt for nuclear, are delighted to see Calpine offer to build a gas-fired plant for $550,000 per megawatt. Likewise, neighbors are largely happy to learn that the new plants cut airborne nitrogen oxide emissions by 95%, carbon dioxide by 60% and sulfur dioxide by virtually 100%.

Meanwhile, pricing for its output is "very stable," according to Ron A. Walter, Calpine's senior vice president and co-founder -- unlike commodities such as aluminum or oil that fluctuate wildly in price from year to year. Lately all the surprises have been to the upside, said Walter, who noted the firm's budget currently projects pricing of $30 to $35 per megawatt hour, even though air-conditioning demand is pushing prices in some places to anywhere from $100-$700 per megawatt hour.

Risks include a growing roster of competitors, including well-financed firms like AES Corp. (AES, news, msgs), Duke Energy (DUK, news, msgs), Southern (SO, news, msgs) and NRG Energy (NRG, news, msgs) -- as well as the potential for a slackening demand for electricity in a slowing economy, falling prices in the event of a power glut, higher interest rates and the difficulty of finding enough good engineers to hire. To be sure, doubles in the stock price will come a lot harder from here, but earnings estimates continue to be revised upward. For now, at least, it looks like full steam ahead.

Fine print

--------------------------------------------------------------------------------

At the close of the first half of 2000 trading, our main portfolio -- the 20-stock Year-Trader -- was up 5%, a decent if unspectacular premium to the S&P 500, which was down 1%, and the Nasdaq Composite, which was down 6%. Our best portfolios were Redwood Growth and MVP Growth, up 30% and 25%, respectively. Worst were Flare-Out Growth, down 33%, and MVP Value, down 28%. Best stocks were PMC Sierra (PMCS, news, msgs), up 114%, Siebel Systems and Network Appliance (NTAP, news, msgs), up 79%. Worst were Qualcomm (QCOM, news, msgs), down 69%, and Puma Technology (PUMA, news, msgs), down 62%....We rebalanced the Month-Trader, Quarter-Trader and HiMARQ portfolios at the close of trading Friday; click on these links to see the new names. All three portfolios enjoyed a market-walloping June, but be very careful over the summer, as late July and August have never been kind to momentum stocks....General Electric (GE, news, msgs) has been about the best way to profit from the brainstorms of electric-generator inventor Zenobe Theophile Gramme and light-bulb inventor Thomas Edison. Its shares are up 22,164% since January, 1964.... Gramme, by the way, made his mark as an engineer in France, but was born a Belgian. The Belgians are so proud of this that they've named a naval research ship after him. Read more about Zenobe and the rest of the history of electricity at Britannica.com.

At the time of publication, Jon Markman owned or controlled shares in the following equities named in this column or listed in the SuperModels portfolios: AES, BroadVision, Cisco Systems, Digital Lightwave, Emulex, Kopin, Maxygen, Microsoft, Nokia, Nortel Networks, Oracle, Qualcomm, Siebel Systems, SDL, Superconductor Technologies, Veritas Software and Xcelera.com.

DJ Power Points: Calif Generators Get Luck O' The Irish 

Copyright © 2000 Dow Jones & Company, Inc. 

By Mark Golden 

     A Dow Jones Newswires Column

     Dow Jones Newswires 07-07-00 

     NEW YORK (Dow Jones)--Often in politics, the right decision gets made for the wrong reason, but the details of how that works out can be absurd. 

     On Thursday, the governing board of the California grid operator rejected lowering the current $500 price cap to $250, a move which had widely been expected to pass. The lower price cap failed solely because one of its supporters, John McGuire of Silicon Valley Power, was attending a family reunion in Ireland and was unaware that the emergency meeting had been called, despite a three-day effort to tap on his shoulder. 

     For all his renowned political savvy, the main force behind the $250 cap, State Sen. Steve Peace, stumbled on the most basic political task. He didn't count his votes, and got 12 instead of the needed 13. And so the smaller cap, in Donegal tweed, goes unworn. 

     It wasn't that the senator wasn't working very hard the past two weeks trying to get what he wanted. Several ISO governors, including Carolyn Kehrein, were told that if they didn't vote for the $250 cap, their nominations for another term on the board, which would start in August, would be rejected. 

     But, when Kehrein and a few others didn't buckle last Wednesday, Peace went to the California Electric Oversight Board and asked them to abolish the ISO altogether: "These are public corporations created by statute. They can be uncreated as fast as they were created. And it may be the cleanest thing to do is to just abolish them and start over." 

     Peace's solution, as stated to the EOB, is to return to a "command and control" electric utility industry with the governor getting emergency powers to build generating stations. 

     But when political intimidation persuaded ISO board member Marcie Edwards of the Los Angeles Dept. of Water & Power to switch her vote, Peace looked sure to get his cap. 

     The resolution that failed was an exercise in nose-holding. It said the board was moving to $250 because "state officials and agencies have strongly urged" them to do so, and that "such reduction in the price cap will immediately increase the difficulty of ensuring electrical reliability in the state of California, will de-stabilize the markets for electrical power in California and may increase the occurrence of power interruptions throughout the state during periods of peak load, thereby harming ratepayers." 

     To mitigate these disastrous results of the action forced upon them, the ISO was prepared to call for remedies outside of its jurisdiction. Existing constraints on price hedging by the utilities should be lifted, an action which falls under the domain of the state's Public Utilities Commission. Approval of new power plants and transmission lines - the responsibility of the California Energy Commission - should be expedited. 

     Finally, the ISO wanted "to enable consumers to receive real-time price information, through real-time metering or other enabling technologies." Since the resolution would have run only through October 15, getting real-time price information on people's electricity meters that quickly was under the realm, I suppose, of Harry Potter. 

     But it does seem that the ISO, whose main responsibility is operating the transmission grid, has been made responsible for a host of issues that should be addressed by other California bodies. 

     Unfortunately, what would have been the worst result of passing the $250 price cap likely will happen despite its failure: scaring away potential investors for much-needed power plants for the state. Even though the cap failed, the message of unfathomable regulatory risk in California has been sent to merchant power companies. 

     Nevertheless, there comes a time when you must take the bull by the tail and face the situation squarely, so the question now is what Sen. Peace will do next. As he said about the ISO board: "What I saw last night was so personally offensive, that as a citizen in the context of its deliberations operations that I'll resign from this legislature before I fail to change them." 

     I can't decipher all of Peace's syntax, but I know that term limits require that Peace "resign" from the legislature at the end of his current term, though he's got his eye on statewide office. 

     In Ireland, meanwhile, McGuire may have instead been listening to the poetry of William Butler Yeats: "A statesman is an easy man, he tells his lies by rote. A journalist invents his lies, and rams them down your throat. So stay at home and drink your beer, and let the neighbors vote." 

     I think that's pretty sage advice, for the most part. Bottoms up! 

     -By Mark Golden, Dow Jones Newswires; 201-938-4604; 

Published Friday, July 21, 2000, in the San Jose Mercury News 

Agency cool to floating power plant

BY JOHN WOOLFOLK 
Mercury News 

An unusual plan to put a floating power plant on San Francisco Bay appeared to be sinking fast Thursday after regional authorities said it could seriously threaten air and water quality. 

Environmentalists cheered as the San Francisco Bay Conservation and Development Commission questioned the need for the plant proposed by Pacific Gas & Electric Corp., the utility company's parent. 

``This is a wonderful day for the environment and a very bad day for PG&E,'' said Bradley Angel, executive director of Greenaction, a San Francisco group protesting the plant. 

The vote came as the power plant, called ``Rio Da Luz,'' or ``river of light,'' was to sail through the Panama Canal from Texas toward San Francisco, where it is expected to arrive in early August. 

The idea for floating a power plant on the bay was hatched last month after a record heat wave sent energy demand soaring and forced unprecedented blackouts in the Bay Area to keep the state power grid from collapsing. 

PG&E Corp. and the California Independent System Operator, the agency that oversees the grid under deregulation, came up with the idea as a possible stopgap measure until new power plants now under construction come online. 

The state's energy shortage, caused by rapid economic growth and a slowdown in power plant construction, was underscored Thursday as demand prompted calls for power conservation. 

The utility proposes that the 95-megawatt floating plant, big enough to power 95,000 homes, would be fired up only during critical energy shortages to avert more forced blackouts. It would be limited to 200 hours of operation a year. 

PG&E Corp. proposes docking the plant either at San Francisco International Airport or the Port of Redwood City. An earlier proposal to put it at Hunter's Point has been dropped. 

PG&E Corp. is spending up to $1.5 million to bring the plant to San Francisco, a cost that would be absorbed by its shareholders if authorities refuse to issue permits, said spokesman Greg Pruett. 

But the $21 billion corporation believes it is money well-spent to provide an alternative to blackouts, such as the one that occurred in the Bay Area on June 14, which cut power to nearly 100,000 customers. 

``We want to be able to provide the Bay Area with an option other than going into rolling blackouts again,'' Pruett said. ``If they don't desire it, we still believe we did the right thing to bring it here and make it available.'' 

The California Energy Commission is the lead agency reviewing the proposal. It is reviewing the plan under a six-month time line for power plants smaller than 100 megawatts, said Claudia Chandler, the agency's assistant executive director. 

The project also would require permits from local authorities in the area where it is to be located, Chandler said. 

The process could be shortened to a couple of weeks if the Legislature or governor declared an emergency and ordered the energy commission to issue permits, although local approval still would be required, Chandler said. Such a step has never been taken, she said. 

The bay conservation commission, a regional agency that regulates development around San Francisco Bay, has deemed power plants inappropriate for bay waters since the late 1970s, said deputy director Steve McAdam. 

The commission Thursday did not oppose the power plant outright, McAdam said. But the commission will tell the energy commission there is not enough evidence of an energy crisis to justify the threat the plant poses to air and water quality. 

Floating power plants are rare. The one being shipped to San Francisco comes from Brazil, where it was being used for a construction project, Pruett said. 

The plant was built in the early 1970s, with four turbine generators fired by jet fuel. 

Environmentalists say the fuel is dirtier than the natural gas used in modern plants. On hot, stagnant days when it would be fired up, it would worsen air pollution, Angel said. 

But the jet fuel is cleaner than the diesel oil burned by generators at hospitals and many companies during energy shortages, Pruett said. 

--------------------------------------------------------------------------------

Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 920-5446.

Calpine Gains From Demand For Electricity

Kelly Yamanouchi, Chronicle Staff Writer    Tuesday, July 25, 2000 

--------------------------------------------------------------------------------

Heat waves and the threat of blackouts have made Californians anxious about the cost and supply of electricity, but it's Christmas in July for Calpine Corp., the San Jose power producer. 

Calpine, one of the state's major utility companies, said yesterday that net income for the second quarter soared 176 percent to $51.7 million (37 cents per share), compared with $18.7 million (16 cents) for the same period last year. 

Revenue for the company, which has energy generation projects in 27 states and Alberta, Canada, rose to $363.7 million, up 85 percent from $196.6 million a year ago. 

Pete Cartwright, chairman, president and chief executive officer, was optimistic that strong demand combined with recent acquisitions would benefit Calpine's earnings for at least the remainder of the year. 

``The forward prices look good, and many more plants are coming into operation in Calpine's portfolio,'' Cartwright said during a conference call. 

Calpine said it expects to receive $2.5 billion in funding from the Bank of Nova Scotia and Credit Suisse First Boston. The money will go toward financing construction of gas-fired energy plants Oklahoma, Florida and New York. 

The company also said it plans to issue a public offering of 10 million shares of common stock and $800 million in senior notes. The proceeds will be used to build power plants, fund recent acquisitions and refinance debt from fund development and acquisitions. 

Calpine's second-quarter earnings benefited from strong energy demand as well as 1999 acquisitions of six gas-fired energy plants, geothermal steam fields and energy facilities at the geysers in Lake and Sonoma counties. 

Asked to account for the successful quarter, Jeffrey Wolinsky, an energy analyst with S&P Ratings Services, pointed to Calpine's low-price electricity generation combined with high market prices elsewhere in the state. 

``There'll be times where they have exorbitant profits and there'll be times where they experience lean periods,'' said Wolinsky. ``They're growing exponentially, and I think they have a good strategy to manage the growth. It remains to be seen whether it will pan out.'' 

Calpine shares fell $2.88 yesterday, closing at $70. 

E-mail Kelly Yamanouchi at kyamanouchi@sfgate.com. 
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PUC Calls For Probe of Deregulation

State power market system "not working," report says

David Lazarus, Chronicle Staff Writer    Wednesday, August 2, 2000 

--------------------------------------------------------------------------------

STATE -- Amid soaring electricity bills and a threat of blackouts, state officials conclude that energy deregulation in California is not working and see ``enough evidence of questionable behavior'' to warrant an investigation by the attorney general. 

The findings are laid out in a high-level report by the California Public Utilities Commission to Gov. Gray Davis, to be released today. A draft of the report's executive summary was obtained by The Chronicle. 

``The Bay Area blackouts, the run- up in prices in the wholesale electricity markets and the rise in retail electricity prices in San Diego show that the new system is not working for California,'' the draft report says. 

It says that ``enough evidence of questionable behavior exists'' to warrant an investigation by Attorney General Bill Lockyer. 

Davis is expected to issue an executive order today outlining steps Californians can take to reduce energy consumption. 

The governor also will call for an investigation of the state's power market by state and federal officials, sources said. 

Lockyer already is looking into the recent price increases in San Diego. His spokeswoman, Sandra Michioku, said the attorney general will decide whether his investigation should be expanded in light of the PUC's report. 

BILLS DOUBLING IN SAN DIEGO 

Public protests are spreading as power bills in San Diego -- the first California city to face the full effects of energy deregulation -- continue to climb amid a continuing heat wave in much of the West. 

Average monthly residential power bills in the Southern California city have doubled over the past three months to more than $100. 

Pacific Gas and Electric Co. has said the same thing could happen to its customers when deregulation takes effect in Northern California, perhaps as soon as next summer. 

The PUC, scheduled to take up the matter of San Diego's sky-high power bills tomorrow, does not concede in its report that deregulation has failed. 

But the commission, which played a major role in deregulating the state's energy market in 1996, suggests that some regulation may have to be reimposed to smooth out the state's energy supply. 

It notes that an ability ``to set and enforce standards is an essential element in restoring stability and predictability for California consumers.'' 

The report also stresses that ``electricity is too fundamental a necessity for California's economy and indeed for every Californian to leave accountability for its delivery and pricing so fragmented.'' 

Consumer advocates charge that power generators are gouging consumers by pushing wholesale electricity rates through the roof during peak summertime demand. 

Power companies have countered that their rates only reflect supply and demand and that California is paying the price for neglecting to build sufficient generating facilities over the past decade. 

RESERVES AT EMERGENCY LEVELS 

The California Independent System Operator, a nonprofit agency that oversees the state's energy grid, declared a ``stage 2 emergency'' yesterday, which means that power reserves fell below 5 percent. 

PG&E in turn said it cut power to 215 industrial customers that have agreed, in return for lower rates throughout the year, to accept voluntary disruptions during periods of extraordinary demand. 

Patrick Dorinson, a spokesman for the ISO, said his agency came ``very close'' to declaring a stage 3 emergency yesterday. 

A stage 3 emergency, which has never been called on a statewide basis, means that power reserves almost have been depleted and that utilities are empowered to initiate so-called rolling blackouts among all customers. 

Dorinson said he expects today to be ``another tough day'' for California's power grid, with the possibility for a stage 3 emergency persisting. 

In its report, the PUC blamed the state's chronic power woes on unusually hot weather, aging power plants, weak transmission infrastructure and ``dysfunctional bidding behavior'' in wholesale electricity markets. 

HIGH PRICES, BLACKOUTS `PRECURSOR' 

The report called the price increases in San Diego and June's blackouts in the Bay Area ``a precursor of what lies ahead for California's economy over the next 30 months.'' 

But consumer advocates were unimpressed by the commission's overall view of the power situation. They saw very little that was new in the PUC's description of deregulation's shortcomings. 

``This report doesn't inspire any optimism,'' said Michael Shames, executive director of San Diego's Utility Consumers' Action Network. 

He said it looks like the PUC is merely providing Davis with the political cover necessary to seek gradual remedies for the state's electricity shortfall. 

``That won't do anything to help San Diegans, who are now eating it big time,'' Shames said. 

Nettie Hoge, executive director of the Utility Reform Network in San Francisco, commented that by calling for the attorney general to investigate the power market, the PUC has skirted making its own allegations against power companies. 

She also observed that the PUC has been a leading booster of energy deregulation and is thus an unlikely champion for reform. 

``They're dyed-in-the-wool free- marketers,'' Hoge said. ``They aren't going to go back on core values.'' 

The only proposal on the table for the PUC's meeting tomorrow in essence encourages the commission to allow deregulation to run its course. 

However, consumer groups say they will push the commissioners to consider rolling back electricity rates in San Diego to pre-deregulation levels and freezing rates at that level. 

E-mail David Lazarus at davidlaz@sfgate.com. 

Davis calls on agencies to conserve: Report urges power market investigation

By Jon Matthews

Bee Capitol Bureau

(Published Aug. 3, 2000) 

Gov. Gray Davis, reacting to a new report describing grim problems with California's electricity supply, on Wednesday ordered state agencies to immediately cut overhead lighting, turn off copy machines at night and take other steps during statewide power conservation alerts. 

Davis' emergency action came in response to a report from the state Public Utilities Commission and Electricity Oversight Board warning that purchasers of California power "will likely pay billions more in electricity costs this year" because of "serious market defects" and tight supplies. 

The report also recommended that state Attorney General Bill Lockyer investigate the state's deregulated wholesale power markets, and Davis immediately called on him to do so. 

"We believe enough evidence of questionable behavior exists that the attorney general should conduct an investigation into these statewide marketing practices, coordinating with other state agencies," said the report from Michael Kahn, chairman of the Electricity Oversight Board, and Loretta Lynch, president of the PUC. 

"Such an investigation would provide the factual foundation that California policy-makers and regulators need to recover any illegally obtained profits," the report said. 

The Democratic governor also issued executive orders calling on state agencies to streamline the review process for locating new power plants and to direct state officials to improve the energy efficiency of new and existing state buildings. 

Agreeing with the report, Davis also formally requested Lockyer to investigate "possible manipulation in the wholesale electricity marketplace." 

Davis' actions and the troubling new report came as the state's electrical system operators urged continued conservation on another day of sweltering temperatures in many regions and near-record statewide power use. 

"The challenge of providing electricity supplies to California families and businesses has become increasingly complex under deregulation, demanding unprecedented action to address an unacceptable situation," the governor said. 

In a move that may affect tens of thousands of state employees in Sacramento and elsewhere, Davis said state agencies should take "immediate emergency actions" to cut energy use during the most serious -- Stage Two and Stage Three -- statewide energy alerts. 

The conservation steps include reducing hot water temperatures in state buildings, cutting overhead lighting 50 percent, and turning off during non-work hours computers, photocopiers and other office equipment that operate on electricity. 

With the state phasing in a new, highly controversial system of electric deregulation, consumers in San Diego have been outraged to see their bills skyrocket in recent months. San Diego, where household bills have doubled and are expected to continue rising, is the first region in the state to bear the full brunt of wholesale price swings. 

Some critics have declared that California's power market wasn't ready to be turned over to free-market forces and should be re-regulated by the government. 

A lack of new power plants, a regional power shortage across the West, and high wholesale electricity prices during periods of hot weather and high demand are said to be contributing to the problem. Parts of the San Francisco Bay Area also have faced rolling blackouts. 

Sandra Michioku, a Lockyer spokeswoman, said the attorney general "will work with the governor to look at the problems that have been cited in the report and look at what might be occuring in the wholesale market for electricity in California." 

Lockyer already was investigating deregulation with a focus on the San Diego power situation, she said. 

The report from the PUC and the Electricity Oversight Board bluntly declared that the promises of electric deregulation in California "have not materialized." 

It said the isolated problems already evident with California's power supplies "represent a precursor of what lies ahead for California's economy over the next 30 months. California's reliability deficits and retail price volatility may not improve in that time without a midcourse correction." 

While billions of dollars more may be paid for California power, the report said "these price increases do not necessarily fund new investments in electricity supply or delivery reliability -- they may flow solely to power producer profit margins." 

The report also charged that California's deregulation effort, based on a 1996 law passed before Davis took office, had essentially "handed the reins of California's electric system" to federal regulators. 

"The state of California no longer possesses the tools to ensure that its citizens can procure reliable electric service at reasonable prices," the report continued. 

The report offered a long list of recommendations, including the attorney general's investigation, conservation, new transmission lines and considering some temporary retail price caps. 

The report also recommended that utilities update their plans for emergency outages to ensure that the least possible number of customers are affected and that essential services such as hospitals are protected. 

One major California electric distribution company, Pacific Gas & Electric, "still believes that customer choice and competitive generation is in the long-term best interest of customers," spokesman Ron Low said after the state report was released Wednesday. 

"But at this time the markets haven't fully developed and are not working. Some thoughtful action is appropriate," Low added. 

PUC won't freeze rates: San Diego's plea for relief rejected

By Carrie Peyton

Bee Staff Writer

(Published Aug. 4, 2000) 

State energy regulators Thursday refused pleas from desperate San Diegans to freeze their rates, and instead launched an investigation into what has gone wrong with California's electric system and what can be done to fix it. 

The state Public Utilities Commission, in a series of unanimous votes, speeded up a $100 million rebate that is owed to electricity consumers in San Diego, gave San Diego Gas and Electric Co. authority to negotiate supply contracts that could lower rates and approved measures to encourage energy conservation statewide. 

The commission's vote followed a two-hour hearing before more than 300 people in a jammed auditorium in San Francisco, in which electric industry restructuring was denounced as a human and fiscal disaster. Nobody spoke in support. 

Moments after the vote, officials who had come to the meeting from San Diego said the action by the Public Utilities Commission was too little too late, and urged customers to refuse to pay more than what they paid a year ago. 

"It is starting here, it is starting now. It is a ratepayer rebellion," said San Diego Supervisor Dianne Jacob. "We're telling people to go back to paying what they did in July 1999. What can they do? There are 3 million of us." 

She added: "We are on the brink of disaster." 

State Sen. Deirdre Alpert, D-Coronado, vowed to introduce urgency legislation to roll San Diego electric rates back to July 1, 1999. 

The PUC action came the same day President Clinton ordered federal facilities in California to lower electricity use and vowed to make federal energy available. 

"We are very sensitive to California's huge energy needs," said Energy Secretary Bill Richardson. Government facility cutbacks will save enough electricity to power about 500,000 homes, he said, and help ease the power crunch. 

This year's cost increases and continuing power shortages during hot summer days -- including rolling blackouts in the Bay Area in June -- have spurred demands for changing course in California. 

A report prepared by the utility commission staff for Gov. Gray Davis stopped short of recommending that the new system be dismantled. The report also recommended that state Attorney General Bill Lockyear investigate the state's deregulated wholesale power market. But the 40-page study was sharply critical and predicted dire troubles to come. 

Under restructuring, private utilities were encouraged to sell off their power plants and required to open their markets to electricity resellers, buying power on the open market. 

Consumers and politicians have been appalled to see San Diego electric bills more than double amid power shortages and warnings of possible blackouts. 

"Restaurants are going out of business, people are not using their oxygen pumps ... (and) the PUC basically said, 'Sorry, we don't have the legal authority to fix it.' It's preposterous," said Nettie Hoge, director of The Utility Reform Network. 

Commission president Loretta Lynch said PUC still might act later this summer to freeze rates if its investigation shows it would help solve the problem and would not break federal law. 

"I do not believe we can just stick a thumb in the eye of federal regulators," she said after the meeting, calling for close cooperation with the Federal Energy Regulatory Commission. 

Lynch stressed that the state's electricity problems have so many causes that to act without more study runs the risk of "basically just putting a Band-Aid on the wound and it may not even be the right wound." 

San Diego ratepayers will get some temporary help from PUC-approved rebates and rollbacks, and consumers who have trouble paying their bills now will be protected while the PUC investigation goes forward, she said. 

Promising a speedy probe, PUC Commissioner Carl Wood said both power shortages and spiraling rates can be laid at the door of electric industry restructuring, launched in 1996 with promises of lower rates. 

"California has taken the wrong path," said Wood, and "the people of San Diego can legitimately claim they have been lied to." 

But while many have begun calling for undoing the state's efforts to deregulate electricity, Energy Secretary Richardson said the solution instead lies in broader deregulation nationwide. 

"What is needed is a stronger (federal commission) to protect consumers in California," he said. 

The Associated Press contributed to this report. 

Quick Fix For Power Rates Is Unlikely

Regulators say they won't order lower wholesale prices
David Lazarus, Chronicle Staff Writer    Saturday, August 5, 2000 

--------------------------------------------------------------------------------

STATE -- While Gov. Gray Davis is hoping the federal government will ride to the rescue and put a halt to California's soaring electricity bills, it appeared yesterday that he could be sorely disappointed. 

Members of the Federal Energy Regulation Commission, which oversees the nation's energy markets on behalf of the Department of Energy, told The Chronicle that it is unlikely that they will impose lower prices on the state's electricity wholesalers. 

Last week, Davis asked the commission to rule that California's electricity market is not competitive and to mandate ``just and reasonable'' rates. 

``That would be very extreme,'' Commissioner Linda Key Breathitt said in a telephone interview from her office in Washington, D.C. ``We would rather not do that.'' 

Commission Chairman James Hoecker noted that ``high heat and a shortage of generating capacity have conspired to create such high prices.'' 

``Those are not necessarily competition problems,'' he said. 

If FERC, as the commission is commonly known, maintains a largely hands-off policy regarding California's electricity market, it will be up to state officials to somehow find solutions for a thorny problem that hardly anyone wants to tackle. 

``It's very unlikely that FERC will do anything,'' said Severin Borenstein, director of the University of California Energy Institute in Berkeley and a member of the board of governors for the state's wholesale electricity market. 

``They will run like hell from this,'' he said. ``It's a huge political firestorm, and FERC doesn't want to be the guys doing this.'' 

However, commissioners said they are fast-tracking two complaints related to soaring electricity bills in San Diego, the first California city to be exposed to the effects of deregulation. 

One filing from the California Independent System Operator, the nonprofit agency overseeing the state's power grid, requests an extension of its ability to limit wholesale prices charged by power generators. 

The system operator voted this week to lower its price cap from $500 per megawatt to $250. 

Yesterday, though, power generators filed their own complaint with the federal energy commission asking for an end to such price limits and requesting the commissioners to let market forces decide wholesale prices. Commissioner William Massey said it is ``a real dilemma'' attempting to protect consumers while at the same time promoting a free and competitive marketplace. 

``We don't want to kill the goose that can lay the golden eggs for consumers,'' he said. ``We want competitive markets to work.'' 

That hasn't happened yet. 

Average residential electricity bills have doubled in San Diego over the past three months, and officials at San Francisco's Pacific Gas and Electric Co. have warned that the same thing could happen to its customers when deregulation takes effect in Northern California, perhaps by next summer. 

GOUGING HAS BEEN CHARGED 

Consumer groups charge that power generators are gouging ratepayers by deliberately raising wholesale prices during periods of peak demand. 

Davis this week called on Attorney General Bill Lockyer to investigate ``possible manipulation in the wholesale electricity marketplace.'' 

But electricity generators have insisted that their rates are simply a reflection of supply and demand, and they are quick to point out that no major power plants have been built in California in the past decade. 

That is very much on the minds of commissioners and members of the staff at the federal agency. They worry that price caps and other forms of regulation will deter power companies from investing in new generating facilities. 

``Price caps in the wholesale market, many believe, will drive generation out of the state,'' Hoecker said. ``Businesspeople would be very reluctant to invest in such a market. 

``That's a plausible argument,'' he said. 

DOWN SIDE OF PRICE CAPS 

Ironically, some consumer activists also see price limits as having a detrimental effect. 

Mike Boyd, president of Sunnyvale's Californians for Renewable Energy, a nonprofit group, said price caps in California's wholesale market could reduce supply by encouraging other states to attempt to purchase the state's cheap-by-comparison power. 

``Basically, they can raid the cookie jar when we need the power,'' he said. 

Just about everyone agrees that the only lasting solution to California's energy woes is construction of new plants. This week, the governor sought to hasten the process by requiring licensing applications to be processed within 100 days. 

But even if each of the numerous proposed plants now on the drawing board were given the green light, California would still be years away from an adequate electricity supply. 

``It's a matter of facing reality,'' said the UC Energy Institute's Borenstein. ``You can't make a plant appear tomorrow.'' 

He thinks state officials will stall for time, putting off hard decisions about whether to reregulate the energy market until at least a few new plants have begun to operate. 

``We will muddle through for the next couple of years,'' Borenstein said. ``This winter will be fine and next summer will be bad again. Hopefully, down the line, we'll have more power generation.'' 

PUSH FOR POWER SHARING 

Meanwhile, Rich Glick, senior policy adviser for electricity to U.S. Energy Secretary Bill Richardson, said the Clinton administration is pushing Congress to pass legislation empowering the federal energy commission to require utilities to join multistate networks and thus share power. 

``There's power sitting out there,'' he said. ``There's a lot more that could come in to California.'' 

PG&E supports such a plan, but there are a number of utilities, especially those in the Southeast, that are opposed to creation of regional networks. They have been lobbying intensely against the proposed legislation. 

``I don't think there's going to be an easy solution,'' Glick said. ``There's going to have to be some heavy lifting.'' 

E-mail David Lazarus at davidlaz@sfgate.com. 

Worst yet to come in state's power woes, experts say

By Carrie Peyton

Bee Staff Writer

(Published Aug. 6, 2000) 

Susan Golding is beyond anger. What she feels is a sinking fear. 

Bombarded by phone calls from the poor and distraught, San Diego's mayor is bracing for the call she worries will come next. 

Someone, probably elderly or ill, will be claimed by heat stroke, too intimidated by out-of-control electricity bills to have used the air conditioner. 

"During heat waves, people die. It doesn't just happen in New York City. When we get Santa Anas from the desert, we're up in the 100s," Golding said. "I worry ... something horrible is going to happen." 

Power bills have more than doubled in San Diego and are headed higher. Last week, Pacific Gas and Electric Co. twice mobilized emergency teams to alert public safety officials that rolling blackouts were near. The governor and the president ordered cuts in energy use in state and federal buildings. A high-level report called for dozens of changes in the state's electric industry. 

California has entered August with about a one-in-four chance of forced blackouts before the end of summer, said Ed Riley, who runs grid operations for the Independent System Operator in Folsom. 

Around the state, energy officials with deeply divided views on causes and solutions agree on one thing: Next summer will be worse. 

How did California's 4-year-old foray into electric-industry restructuring come to this? 

It arrived through poor design, conflict of interest and probable market manipulation, worsened by growth and lagging power plant construction, according to a new report by Loretta Lynch, president of the state Public Utilities Commission, and Michael Kahn, chairman of the state Electricity Oversight Board. 

For nearly a century, regulated monopoly utilities such as PG&E built power plants, high-voltage transmission lines and local distribution lines and charged for them all in electric rates regulated by the state PUC. 

In 1996, the state deregulated generation, encouraging utilities to sell their power plants and inviting unregulated businesses to build plants here, hoping competition among the new owners would drive prices down. 

It left regulated utilities with the job of overseeing local distribution systems. And it created the Independent System Operator to oversee the long-distance transmission system, keeping the electric grid stable and making sure all competitors had equal access to utility-owned high-voltage lines. 

It also created a Power Exchange, a computerized electricity trading market, and ordered the utilities to buy and sell there during the transition to the new market. 

There were at least two problems with that approach, said the Kahn-Lynch report, prepared at the request of Gov. Gray Davis. 

First, because the Federal Energy Regulatory Commission regulates wholesale power deals, and most of the new transactions are wholesale, control of California's power markets has shifted into the hands of federal regulators who don't always share the state's political philosophy. 

Second, the Power Exchange and the Independent System Operator, both private, not-for-profit organizations run by stakeholder boards, "have no duty to serve California's public," the report said. 

It criticized both groups for doing too much business in private, for withholding information from the state and for being run partly by industry officials with a vested interest in higher profits. 

The ISO and PX have created a market that has seen price increases "not explainable by increased costs, weather (or) volumes," it said. 

Taking a snapshot of one June day, the report found that electricity consumption was about 4 percent higher June 29, 2000, than June 29, 1999, but power sold that day cost 7 1/2 times as much -- more than $340 million compared with about $45 million. 

About 40 percent of California's power-generating capacity has been sold to new, unregulated owners. Although their earnings in California can't be easily isolated, the report said, many of those new owners made very high profits in the second quarter. 

Equally troubling to Lynch and Kahn is ISO control of what has become a summer staple in 2000 -- the mechanism that triggers calls for power conservation, voluntary cutbacks and finally, forced outages. 

Since May 22, the state ISO has called 17 "stage one" emergencies, when users are asked to go easy on energy and nine "stage two" emergencies, when power can be cut to customers who get lower rates in exchange for the risk. 

It has not yet called a "stage three," which would force rotating blackouts around the state, although the Bay Area was ordered into localized blackouts June 14 because of problems on the local grid. 

The ISO issues emergency alerts when supplies promised to in-state buyers drop below levels of expected use, plus a reserve margin that has to be available on short notice so the grid remains stable if something breaks. 

This year's alerts have gone out at levels substantially below last year's record use of 45,884 megawatts -- sometimes when forecast peaks were as low as 40,000 or 41,000 megawatts. 

The alerts have been triggered not just by high demand but by low supply -- because of plant breakdowns, maintenance shutdowns, decisions by local generators to sell out of state or decisions by out-of-state generators not to sell here. 

On average this summer, about 1,000 megawatts that used to be sold in California have instead flowed out of state each day, and an additional 1,500 megawatts that used to be sold here from suppliers in the Northwest or Southwest have gone elsewhere, the

ISO's Riley said. 

Power generators and many ISO board members say that California has made things worse by lowering wholesale price caps when supplies are short throughout the West. 

"Lots of power is leaving the state because people are bargain shopping in California," said John Stout, a vice president of Reliant Energy Inc., which bought five Southern California power plants in the late 1990s. 

He says the Lynch-Kahn report overlooked one of the most significant things about June 29, the day it singled out for study. In 1999, about 6,000 megawatts from out of state were sold into California, he said, but in 2000 that figure dropped to around 600 megawatts. 

Like other new players in California, Stout's company, a spinoff of a regulated Texas utility, Houston Lighting and Power, stands to increase profits if price caps are raised or lifted. And it isn't doing badly now. 

Reliant's second-quarter earnings were 77 percent higher this year than in the same period last year. Its wholesale power group's operating earnings for the same periods were 20 times higher -- $184 million compared with $9 million. 

Stout said the major factors included the weather and investments that more than doubled Reliant's power plant holdings. He said that California was more profitable for Reliant this year than last, but he declined to give further details, citing corporate policy. 

"We're in the business to make a profit," he said. "We're not ashamed of the fact that we make a profit." 

Those who defend California's current electric market say such profits will do just what the market is supposed to do -- drive more power plant construction and fuel innovative solutions for production and conservation. 

"There is a very clear supply and demand problem going on in the American West," said Jan Smutny-Jones, chairman of the ISO board. He defended the ISO and the PX, saying their boards are working well, they are serving the public interest, and they have not withheld any information from the state but needed time to get proper confidentiality waivers. 

Electricity markets, Smutny-Jones said, should not be written off as "irreparably broken" when all that is really going on is an energy shortage that causes isolated market problems "in highly stressed hours" -- something he says the ISO and PX can fix in time. 

But San Diegans' outrage and repeated blackout threats have intensified pressure for quick solutions. 

The pressure-cooker began boiling even faster Thursday, when disgusted San Diego officials walked out of a PUC meeting when it became obvious regulators would not cap local power rates. 

"I don't think I've ever seen as motivated and angry a bipartisan group of politicians as I saw storming out of that meeting," said Michael Shames, executive director of Utility Consumers Action Network in San Diego. 

The PUC opened an investigation into the market and speeded up some refunds already due San Diego electric customers -- actions criticized as far too little, too late. 

"Here's a five-alarm fire, and they ran up to us with a pail of water and said, 'Here's our contribution, good luck,' " Shames said. 

His group will begin mobilizing an electricity bill boycott this week, calling people to pay only what they paid in the same period last year. 

In Sacramento, returning lawmakers will hold hearings Thursday into what has gone wrong with state restructuring and what should come next. 

Bills are expected to be introduced this month to cap San Diego's electric rates and to give the governor power to appoint all members of the ISO and PX boards. Other measures that could arise include another effort to move ownership of PG&E's hydroelectric system into state hands, instead of being auctioned to the highest bidder or spun off to an unregulated PG&E affiliate. 

The state Energy Commission is also preparing a special six-month review process for selected power plant proposals -- those which have limited opposition and the least environmental impact. The commission is required to rule on plant applications within a year, although various extensions can be granted. Four of five plants it has approved since 1998 were permitted in 12 to 15 months, and the fifth and most controversial took nearly 2 1/2 years. 

Special executive orders issued Wednesday by Gov. Davis could shave about two months off the time it takes to review power plants, said Bob Therkelsen, deputy director for power plant licensing at the Energy Commission. He said the commission wouldn't work so fast that it shortchanges the environment or public review. 

Meanwhile, the PUC, other state agencies and a new task force will be searching for ways to improve energy efficiency and encourage conservation until more of the 13 plants proposed in California can be approved and built. 

"We have over 200 amazing ideas that aren't just ideas, they're programs with data" about costs and results, said PUC president Lynch. 

Just by ordering utilities to redirect energy efficiency money they already collect from ratepayers, she said, the PUC believes it can save about 500 megawatts by next summer. 

The ISO expects to need at least 1,000 more megawatts by then to stay even with growth.

Deregulation fiasco shines unwanted light on Peace

By Jon Matthews

Bee Capitol Bureau

(Published Aug. 6, 2000) 

Four years ago, a determined state Sen. Steve Peace stood in the Capitol and urged the Legislature to approve a sweeping plan to deregulate electricity in California. 

Today, after lawmakers did what Peace asked, electric bills have more than doubled in Peace's home area of San Diego and threaten to skyrocket across the entire state. Critics have called the situation an unfolding economic disaster. 

One of the state's most aggressive and intelligent policy wonks, Peace is now among those on center stage as millions of California consumers watch government and industry wrestle with the energy troubles. 

Politicians at all levels are well aware that the arcane fine print of deregulation could explode into voter backlash unless the lights remain on and consumer bills are brought under -- or kept under -- control. 

"One Mexican restaurant in San Diego has seen its electric bill go from $1,000 a month to $4,000. This is the stuff that can put people out of business," said consumer advocate Harvey Rosenfield, an opponent of the current deregulation scheme. 

Peace is an influential -- and sometimes controversial -- policy leader in the Capitol who has been mentioned as a potential candidate for secretary of state in 2002. 

But he also was a key architect -- if not the key architect -- of the complex deregulation law of 1996 that was widely supported at the time by other lawmakers for its promise to modernize the electricity market and reduce business and residential bills. 

While the law had broad backing at the time from both Democrats and Republicans, Peace was singled out by former Republican Gov. Pete Wilson during the bill-signing ceremony for "a special word of thanks" for leading hearings on the measure. 

With deregulation leaving consumers in an uproar four years later, Rosenfield calls the situation an "economic catastrophe" that has allowed soaring electric industry profits. Peace, he said, "is properly shouldering the blame." 

Under the terms of deregulation law, San Diego consumers are the first to feel many of its full effects. Peace also has been receiving attention in San Diego for his receipt of campaign contributions from electric industry sources, his business ties and other issues. 

But Peace, in a recent telephone interview, said neither he nor the Legislature is to blame for the energy mess, but rather that fault rests with a "wholesale (electricity) market that is broken." 

Asked about the situation in San Diego, he said, "None of these issues are raised by the legislation. 

"Power prices are up in Arizona, Nevada, Montana; there are people shutting down manufacturing plants. Those states are regulated, but what is not regulated is the wholesale market. What is at issue here is volatility and profiteering inside that market." 

Nonetheless, Peace is scrambling to help bring consumers' bills back in line and stabilize an electric system that has seen shortages and pleas for conservation. Last week, he was among those arguing that the California Independent System Operator should lower the cap it pays for certain wholesale purchases of electricity -- an action the agency took and which may bring some relief to residents of San Diego. 

The Legislature also may hold hearings on the energy troubles when it returns later this month from summer recess, according to several members. If the past is any guide, Peace may have a major, vocal role. 

Elected to the state Assembly in 1982 and to the Senate in 1993, controversy and public attention are nothing new to the 47-year-old father of three. After all, this is the guy who helped produce -- and appeared in -- the cult horror movie spoof, "Attack of the Killer Tomatoes." 

Just about everybody agrees that Peace is a very smart person. He also can be very vocal, confrontational, mercurial and, at times, rebellious. The question is whether he can now help reverse the current mess or -- as some critics demand -- help restore at least some regulation to the market. 

Although he once had a reputation as former Assembly Speaker Willie Brown's "man to see" in San Diego, Peace later joined with four other rebel Assembly Democrats in a 1980s "Gang of Five" that challenged Brown's leadership and cast many relatively conservative votes. 

While some say he has matured in more recent years, Peace, especially in his younger days in the Capitol, was known for outbursts and verbal confrontations. The stories are legion, and one writer once labeled him the enfant terrible of the Senate. 

In one 1995 incident, then-Sen. Diane Watson, D-Los Angeles, complained on the Senate floor about what she called "ranting and raving" against a piece of legislation she was backing. Within moments, Peace -- the apparent target of her remarks -- rushed into the Senate, yelled, "Ranting and raving!" and then promptly turned around and left. 

But Peace, who chairs the powerful Senate Budget and Fiscal Review Committee, also is known for his willingness to tackle complicated issues such as workers compensation, government finance and deregulation. Among other things, he is pushing a controversial plan to create a regional government authority for San Diego. 

"I think he has been willing over the years to take on the toughest issues," said Sen. Deirdre Alpert, a Coronado Democrat who represents a neighboring district. "It is hard to find people to take on some of those issues." 

Indeed, Peace seems at his prime when appointed to one of the Legislature's freewheeling conference committees that hammer out complicated deals and send the product straight to the Senate and Assembly floors for an up-or-down vote without amendments. 

Sen. Debra Bowen, a Marina Del Rey Democrat who chairs the Senate Energy, Utilities and Communications Committee, said that "it's easy to be a Monday morning quarterback" on the deregulation plan that she and other legislators thought was the best choice at the time. A deregulation plan from the Wilson-era state Public Utilities Commission could have been worse on consumers, she argued. 

"It's terrible now, but it might have been worse," she said. 

Some major consumer groups didn't vocally oppose the Legislature's deregulation law when it was approved in 1996. Rosenfield, who backed an unsuccessful 1998 ballot initiative to rewrite the deregulation deal, contended that Peace fostered the notion in 1996 that the issue "was very, very complicated" and then worked to ramrod it through. 

Rosenfield argued that while anybody can make a mistake, Peace's "only salvation is to renounce the creature he gave birth to and lead the campaign to repeal deregulation." 

Other legislators, however, said it may be impossible to completely turn back the clock. 

While the controversy rages, Secretary of State Bill Jones, a Republican, faces term limits and must leave office in 2002. Will Peace, a co-founder of a successful San Diego multimedia production firm, be able to emerge from the electricity battles in any shape to run for that office? Republican political consultant Wayne Johnson said Peace is often able to portray himself as a centrist. "He is eclectic. On some issues, he is a passionate liberal. And in other areas, he is more pragmatic," Johnson said. 

But aside from the electricity fray, Johnson said San Diego also can be a difficult political base from which to run statewide, although Wilson did it successfully. 

Asked if he will run for secretary of state, Peace didn't directly answer, but called the potential race "a long way away." 

"Mrs. Peace has her own ideas about term limits and the political environment, and unlike the law she has sanctions," he said. 

Like the electricity battles, "it's very much under negotiation," he added. 

Published Wednesday, August 9, 2000 

Pittsburg power line purchase approved

$20 million plan links plant to grid
--------------------------------------------------------------------------------

HOW THEY VOTED

The issue: A plan to pay $20 million in bond money for an electric transmission line. The city is to get $27 million over 25 years in return Mayor Lori Anzini: Yes Councilman Bob Lewis: Yes Councilman Frank Quesada: No Councilman Federal Glover: Abstained Councilman Frank Aiello: Absent 

--------------------------------------------------------------------------------

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- Only two of five members voted for the project, but City Council approved a plan Monday night to pay $20 million for a power line connecting a new electric power plant here to the statewide grid. 

The plan, in which the city is to be paid $27 million over 25 years for its help in connecting the Delta Energy Center power plant to the grid, passed 2-1 with Councilman Frank Quesada voting against the project and Councilman Bob Lewis and Mayor Lori Anzini voting for it. 

Councilman Frank Aiello was on vacation, it was announced, and missed the meeting. Councilman Federal Glover, who is running for the County Board of Supervisors in November, stepped down from the council rostrum without comment as debate on the line began and took no vote on the item. 

Glover, asked after the meeting why he stepped aside, said the city had sent a letter to the California Fair Political Practices Commission seeking an opinion on whether his job at Dow Chemical creates a conflict of interest for him on matters relating to the Delta plant. The power plant is being built on Dow property, and will supply steam and power to Dow when complete. 

Under the approved plan, the city will sell tax-free municipal bonds to buy the line from Calpine. The bonds will be repaid from line use fees, and will be guaranteed by a bank letter of credit, city officials say. They stress that if the line or plant fails, the bank holding the letter of credit faces the ultimate risk. 

The power line purchase was planned in secret and discussions on it happened at the same time the city was deciding its stance on the building of the plant itself. Debate on the power line Monday night was as much about the Delta center and a second plant Calpine is building in Pittsburg as it was about the transmission line. 

Former Antioch City Councilman Ralph Hernandez said Pittsburg's decisions to help build power plants will cause pollution in the entire region. 

"No matter what anybody thinks, the air is not limited to the city limits of Pittsburg," Hernandez said. 

Hernandez raised questions about the price the city was getting for helping Calpine build the two Pittsburg plants, saying the city should have at least have driven a harder bargain instead of "letting Calpine get away on the cheap." 

He likened the transmission line plan to a project which cost Antioch millions when he was on the council there. 

"You remember the Antioch riverboat?" he said. "This is another example of a government committing money in an irresponsible manner." 

Pittsburg resident Joe Hawkins, a member of several environmental groups, pointed out that lawsuits have been filed against PG&E over power outages on its lines and suggested the same could happen to Pittsburg with its line. 

"What if there's an outage in the line and you guys get sued?" he asked. 

Quesada pointed out that the electricity industry is highly volatile now, with prices doubling recently in Southern California and various political leaders calling for major changes to an industry only recently deregulated. 

"What happens if we have to go back to regulation?" he asked, adding that the city could be left "with a hot potato" if state laws on the industry change. 

But city officials described multiple safeguards. They say that money belonging to the city and to its utility, the Pittsburg Power Co., is protected. 

"We have structured this to provide the maximum protections to the city and to the power company," City Manager Jeff Kolin said, adding that even if the state decides to re-impose regulation on the power industry, state officials will still want the Delta plant to run continuously. 

Lewis agreed that safeguards on the bond issue are "bulletproof." 

He defended the city's power plant ventures, saying that in his 11 years on the council, the city has been searching for a viable engine of economic growth. 

"Pittsburg is not Silicon Valley," he said. "We do not have the wide array of economic development opportunities that some cities have." 

Lewis said the new plants could actually lead to the air becoming cleaner here. He said Calpine's rivals, who own plants in East County, are feeling pressure to change over to more modern technology. The former PG&E in Pittsburg will soon clean up its act, he predicted. 

Anzini agreed, saying the older plants in Pittsburg are "much more nastier" than the new ones Calpine is building. 

"In no way would I recommend anything dirtier than what's currently there," she said. 

Kolin, meanwhile, said discussion about health concerns must include the possible risk to emergency service providers of having the power go out. 

The state is experiencing a shortage of power, he said, adding that blackouts pose a health risk. 

The meeting also drew clear stands from several City Council candidates. 

Candidate Aleida Rios objected to the city approving minutes Monday from a meeting involving power plant issues that took place Dec. 14, 1998. 

City Clerk Lillian Pride said the minutes from that meeting, which included an announcement that the city had signed an agreement to work with a power plant builder, were not voted on earlier because of a bureaucratic oversight. 

Candidate Ben Johnson said he was worried that both the line connecting the Delta plant to the grid and the one attaching the Los Medanos plant travel through the same right-of-way. The city appears to have been only paid for the Delta line, he said. 

Candidate Bill Glynn, while suggesting a few additional safeguards for the line deal, said he had faith in the city officials who negotiated the line project. 

Lewis, closing debate, reminded the audience that the Delta plant is licensed and will be built, The only question left, he said, is who owns the transmission line. 

Staff writer Glenn May covers Pittsburg and Bay Point. He can be reached at 779-7170 or gmay1@cctimes.com. 

SENATE COMMITTEE ON ENERGY, UTILITIES AND COMMUNICATIONS

AND

ASSEMBLY COMMITTEE ON UTILITIES AND COMMERCE

JOINT INFORMATIONAL HEARING

Thursday, August 10, 2000

State Capitol, Room 4203

Sacramento, California
************************************************************************ 

1. Opening Comments

HONORABLE DEBRA BOWEN 

Chairwoman, Senate Committee on Energy, Utilities and Communications 

HONORABLE RODERICK D. WRIGHT 

Chair, Assembly Committee on Utilities and Commerce 

2. Setting the Stage: Supply Adequacy – Trends and Outlook

WILLIAM J. KEESE 

Chairman, California Energy Commission 

3. Assessment And Potential Solutions

LORETTA LYNCH 

President, California Public Utilities Commission 

MICHAEL KAHN 

Chairman, Electricity Oversight Board 

4. The Federal Perspective

DOUGLAS W. SMITH 

General Counsel, Federal Energy Regulatory Commission 

5. Cal-ISO and Cal-PX

TERRY M.WINTER 

California Independent System Operator (Cal-ISO) 

GEORGE SLADOJE 

California Power Exchange (Cal-PX) 

SEVERIN BORENSTEIN, 

University of California, Energy Institute 

6. Stakeholders’ Perspectives

TOM SAYLES, Sempra Energy 

GARY SCHOONYAN, Southern California Edison 

DANIEL RICHARD, JR., Pacific Gas and Electric, Co. 

DAVE FREEMAN, Los Angeles Department of Water and Power 

JAN SCHORI, Sacramento Municipal Utility District 

V. JOHN WHITE, Center for Energy Efficiency and Renewable Technologies 

RALPH CAVANAGH, Natural Resources Defense Council 

MICHAEL FLORIO, The Utility Reform Network (TURN) 

SCOTT CAUCHOIS, Office of Ratepayer Advocates (ORA) 

MICHAEL SHAMES, UCAN 

MAUREEN O'CONNOR 

PETER LIVINGSTON, Hewlett Packard 

WILLIAM F. HALL, Duke Energy North America 

JAN SMUTNY-JONES, Independent Energy Producers (IEP) 

JACOB M. RUDISILL, Calpine 

7. Public Comment 

************************************************************************ 

Background Information

Chronology of Significant Events 

November 9, 1978 Congress passed the Public Utility Regulatory Policies Act (PURPA), which encouraged conservation and promoted the development of renewable sources of energy. PURPA helped stimulate the development of a non-utility generation industry by requiring utilities to purchase power from independent power generators known as qualifying facilities (QFs). 

September 17, 1992 California Public Utilities Commission (CPUC) directed its Division of Strategic Planning to prepare a report that described current conditions and future trends facing the electric industry, and examined alternative regulatory approaches in light of conditions and trends. 

October 24, 1992 Congress enacts the Energy Policy Act of 1992 (EPACT), which was designed to encourage competition in energy markets. EPACT created a new type of generation supplier for wholesale markets, the "exempt wholesale generator," which is exempt from being regulated as utilities under the Public Utility Holding Company Act. 

February 3, 1993 CPUC's "Yellow Book" (California's Electric Services Industry: Perspectives on the Past, Strategies for the Future) concluded that California's regulatory approach needed reform, and identified several possible options. 

April 20, 1994 CPUC issued an Order Instituting Rulemaking (OIR) and Order Instituting Investigation (OII), commonly referred to as the "Blue Book" proposal. The Blue Book endorsed specific market-based principals, including direct access, and the recovery of stranded generation assets through a competition transition charge (CTC). 

May 24, 1995 CPUC issued a Preferred Policy Decision and an Alternative Policy Decision. The preferred policy decision supported a wholesale power pool, known as POOLCO. The alternative policy decision supported customer choice through direct access. 

September 18, 1995 Southern California Edison, California Large Energy Consumers Association, California Manufacturers Association, and the Independent Energy Producers filed a Memorandum of Understanding reflecting joint policy recommendations. The MOU contained recommendations for a market structure, which combined elements of both CPUC preferred policy decisions, including a pool-like Power Exchange (PX) and an early phase-in of direct access. 

December 20, 1995 CPUC issued its Preferred Policy Decision (D.95-012-063). The decision included many of the provisions that would later be incorporated into California's electric restructuring legislation, including creation of the PX and the Independent System Operator (ISO), and CTC recovery for "reasonable costs" by 2005. The decision was modified by D.96-01-099 on January 10, 1996. 

August 31, 1996 California Legislature enacted Assembly Bill 1890 (Brulte, Chapter 854, Stats. 1996). Key elements include: a four-year transition; a 10 percent rate reduction for residential and small commercial customers financed through the sale of public bonds and repaid by ratepayers; recovery of stranded generation assets through the CTC; creation of the ISO, PX, and Electricity Oversight Board (EOB); market valuation of utility generation assets, which the investor-owned utilities can retain if the CPUC determines it is in the public interest; IOU nuclear cost recovery per previous CPUC decisions, consumer protection provisions and continued public purpose programs via a non-bypassable public benefits charge to fund energy efficiency and conservation, renewable energy, public-interest research, development, and demonstration (RD&D), and low-income energy programs. 

September 23, 1996 Governor Pete Wilson signed AB 1890 into law, which takes effect immediately. 

August 11, 1997 AB 578 (Martinez, Chapter 261, Stats. 1997), which specifies the framework and authorities for the EOB, was signed into law. 

August 15, 1997 SB 477 (Peace, Chapter 275, Stats. 1997) which provides for a comprehensive registration and enforcement programs for electric service providers, and included technical "clean-up" modifications of the AB 1890 rate reduction provisions, was signed into law. 

October 12, 1997 SB 90 (Sher, Chapter 905, Stats. 1997) is signed into law. SB 90 codified a 1997 California Energy Commission report to the Legislature on AB 1890 renewable energy funding, and required those revenues collected by IOUs to be deposited in the Renewable Resources Trust Fund. 

March 31, 1998 PX opens trading and ISO assumes management of the power grid. 

November 3, 1998 Proposition 9, a ballot initiative to reverse many of the policies of AB 1890, is defeated by California voters. 

January 27, 1999 FERC confirmed the ISO's authority to reject bids that exceed price caps in its real-time and ancillary service markets, pending the submission, approval and implementation of reforms in the ancillary services market. Additionally, FERC further determined the ISO should have the flexibility necessary to adapt its price caps to conditions in those markets, as they change over time. 

May 26, 1999 FERC conditionally approved all elements of the ISO's ancillary services market redesign proposal, and confirms the ISO's authority to impose caps on the prices it would pay for ancillary services and imbalance energy. The authority expired on November 15, 1999. 

July 1, 1999 The rate freeze ended in the San Diego Gas and Electric (SDG&E) service territory. 

November 12, 1999 ISO proposed to extend the purchase price cap until November 15, 2000, set the cap at $750 MWh effective November 30, 1999, with a proposal to lower the cap to $500 effective June 1, 2000 if the ISO governing board made specified determinations. 

March 14, 2000 ISO governing board authorized continuation of the $750 MWh price cap. 

June 28, 2000 ISO reduced the price cap in the ISO real-time, ancillary services, and intra-zonal congestion markets from $750 MWh to $500 MWh effective July 1, 2000 through October 15, 2000. 

August 1, 2000 ISO Board of Governors imposed a $250 price cap in the ISO market. 

Recent Actions by the Davis Administration 

On August 2, Governor Davis issued three Executive Orders in response to the recent increases in electricity prices and concerns about system reliability. The Orders are briefly summarized below. 

Executive Order D-14-00 calls on relevant state agencies to streamline the review process for siting new power plants without compromising environmental or health and safety protections. Specifically, agencies are ordered to complete their reviews within 100 days of receiving a completed application. 

Order D-14-00 also directs the California Energy Commission to propose policies to prioritize and expedite project applications with the least environmental health impact. 

Finally, Order D-14-00 establishes a Task Force on Energy Reliability, made up of relevant agency heads, to coordinate actions of energy-related agencies. 

Executive Order D-15-00 directs state agencies to institute energy conservation measures to reduce consumption during Stage II and Stage III emergencies. 

Executive Order D-16-00 directs the Secretary for State and Consumer Services to incorporate sustainable building practices into plans for new state buildings to improve energy efficiency. 

In addition to issuing these Executive Orders, the Governor asked the Attorney General to investigate allegations of price manipulation in the wholesale electricity market. 

Finally, the Governor released a report prepared by Public Utilities Commission President Loretta Lynch and Electricity Oversight Board Chairman Michael Kahn. The report’s major conclusions are: 

Retail price spikes in San Diego and blackouts in the Bay Area warrant major concern over supply and reliability. 

Deregulation transferred the regulation of rates to the Federal Energy Regulatory Commission, limiting the state’s ability to protect California businesses and consumers. 

The report recommends addressing these problems through action in each of four general areas: 

Enhance the state’s authority to protect consumers. 

Focus on improvements in energy efficiency, renewable energy supplies and transmission upgrades. 

Curb wholesale volatility. 

Manage retail prices. 

The report further outlines a series of more specific, short and long-term steps to implement its recommendations. These are summarized below. 

Short-term actions with immediate effects: 

Coordinate efforts to limit the impact of rolling blackouts. Require CPUC approval to institute outages in Stage III. 

Initiate load reduction programs in state and commercial buildings. 

Survey and prepare emergency generation for deployment. 

Short-term actions with long-term effects: 

Continue and expand CPUC and Attorney General investigations. 

Unify state agency actions by establishing an "Energy Council" made up of relevant agency heads. 

Request that FERC extend price cap authority and find that the wholesale market is not competitive. 

Invest in energy efficiency, load shifting and renewable energy programs. 

Eliminate the ISO and PX board conflicts, increase public access to market data and increase EOB authority over the ISO and PX. 

Actions deserving further consideration: 

Investigate the market impacts of retail price caps, then consider imposing caps in San Diego. 

Evaluate price management tools for utilities, such as bilateral contracts and hedging. 

Revise and accelerate Title 24 building standards to improve energy efficiency. 

Streamline siting procedures consistent with environmental requirements, prioritize clean (BACT+) plant applications. 

Apply "use it or lose it" permitting to power plant licensing and emissions credits. 

Invest in targeted transmission upgrades in San Diego and San Francisco. 

Address the feasibility of extending the transition period and retail rate freeze throughout the state. 

Reform PX pricing protocols and structures (report suggests that "pay as bid" approach would lower prices relative to the current uniform price auction). 

Evaluate the utilities’ role as providers of last resort. 

Determine distributed generation interconnection standards. 

On August 9, Governor Davis announced additional steps designed to minimize the impact of price spikes in San Diego. 

First, the Governor called on the CPUC to establish a rate stabilization program for SDG&E customers that he said would stabilize the average residential bill at approximately $64 per month over the next one to two years. 

Second, the Governor called on President Clinton and FERC Chairman Hoecker to expedite FERC’s investigation into wholesale electric rates and requested that FERC make a finding that California’s wholesale rates are "just and reasonable" or – if unable to make such a finding – to order generators to rebate excess charges to customers. 

Finally, the Governor announced a voluntary agreement with grocery retailers to reduce their energy consumption during Stage I emergencies by 10 percent.   

Recent Actions of the California Public Utilities Commission 

At its August 3, 2000 hearing, the CPUC approved several actions by California's investor-owned utilities designed to address the recent rise in electricity rates in San Diego and the possibility of seasonal shortages over the next year. Those actions include: 

Initiated an investigation into the functioning of the wholesale electric market and the impact it has on retail rates, including the summer price spikes in San Diego. 

Denied a petition by the Utility Consumers' Action Network (UCAN) to freeze summer rates for residential, small commercial and street lighting customers. 

Authorized San Diego Gas and Electric (SDG&E) to provide a refund to ratepayers of approximately $100 million of ratepayers funds over-collected during the transition period, and to extend its level payment plan to street lighting customers. 

Granted SDG&E the authority to participate in the electricity forward market. 

Allowed Southern California Edison (SCE) and SDG&E to offer financial incentives to non-utility electricity production facilities to make additional electricity available during peak demand hours. 

Authorized Pacific Gas & Electric (PG&E) and SCE to enter into bilateral contracts to purchase energy and other services and products and to set up accounts to track related costs. 

Potential Solutions 

A number of other short and long-term remedies have been suggested. Summarized below are informal proposals presented to the Committees to date. 

Temporary Rate Freeze 

Consumer groups have asked the CPUC to temporarily freeze the rates for San Diego customers. UCAN proposes rates for residential, small commercial and lighting customers not exceed 115% of 1999 rates for the months of August, September and October. This proposal would lock customers into a 45% increase for the rest of the summer, but provide relief from the 240% increase they currently face. The CPUC declined to approve this proposal at its August 3, 2000 meeting. 

Set Retail Electric Rates to Encourage Conservation 

Current rate schedules establish a quantity of electric service that can be purchased at low cost to meet essential customer needs. The CPUC could establish a third, more costly tier of electric rates for high usage customers, with the goal of encouraging conservation. 

Establish Expedited Power Plant Permitting Procedures 

Regulators have been asked to consider providing an expedited, streamlined review process for permitting at both new and existing power plant sites. Proponents believe that such a review could be conducted without sacrificing environmental standards. The Energy Commission can utilize its Small Power Plant Exemption process to speed approval of power plants less than 100 MW. 

Provide Priority Siting for Clean and/or Green Power Plants 

Environmentally preferable power plants could benefit from fast-track siting authority at the CEC as a means of encouraging cleaner power production. Alternatively, power plant developers could be encouraged to provide a specified level of conservation or load shifting as a means of speeding the siting process. 

Authorize Peaking Facilities 

Generators indicate generation capacity can be added to existing plants and/or abandoned plants within 6–9 months through an expedited permitting process, providing additional generation for next summer. 

State Partnership in Generation 

Utilize revenue bonds or general funds to finance the construction of plants that would be willing to have their costs of energy regulated in exchange for financing assistance. 

Facilitate Deployment of Distributed Generation 

Establish a clear set of air quality standards and interconnection protocols to integrate distributed generation sources into the supply portfolio. 

Operate Back-up Generation 

Many industrial plants and other commercial facilities have back-up generators for reliability purposes. These generators could be made operational during emergencies, though air quality effects may be significant. 

Increase or Maintain Production at Existing Central Station Power Plants 

Several specific generation units could be brought back on line or have their air quality retrofits delayed to make them available to produce electricity in 2000 and 2001. 

Accelerate Installation of Generation on Sewer Plants and Landfills 

Some believe this could generate 25 MW by 2001. 

Provide Specific Transmission Fixes in San Diego and the San Francisco Bay Area 

Additional transmission capacity will permit more electricity imports into San Diego and will enhance reliability for the San Francisco Bay Area. 

Allow Expanded Operation of Qualifying Facilities 

Utilities could amend their contracts with Qualifying Facilities to increase energy production during high demand periods. 

Partner with Municipal Water Utilities 

Municipal water utilities may be able to use their back-up generators to provide power during peak periods. Regulators may consider waiving air emission standards during those periods in exchange for the provision of power during peak periods. 

Price Caps in Conjunction with Capacity Payments 

Generators may accept price caps if the caps are coupled with a capacity payment that would allow them to recover their investment. The energy could then be sold under some sort of cost basis where they could recover the cost calculated for the energy at the time it is called upon. 

Enhanced Energy Conservation Efforts 

The CPUC has received numerous proposals for energy conservation. A wide range of energy conservation programs can be considered that focus on a broad spectrum of customers. Some specific suggestions include increased funding for the existing Energy Star New Home program, incentives for residential duct repair and air conditioner maintenance, and utility rebate programs for purchase of energy efficient air conditioners. 

Increased Focus on Demand Side Management 

There has been few if any new products aimed at shifting electricity usage to non-peak times. It is important that the load participation programs continue to be further developed. 

Enhanced Public Awareness 

A general public awareness campaign may encourage enough voluntary public conservation to help avoid energy alerts. 

Use of Real Time Meters 

Real time meters provide a mechanism to allow customers to be more price sensitive in their energy usage patterns. SB 1388 (Peace) proposes to institute a pilot program in each IOU service territory as they end the rate freeze. 

Improve Energy Efficiency in New Buildings 

Enforce existing building standards and upgrade existing standards. 

Use Shade Trees and Light Colored Roads and Roofs to Cool Urban Centers 

These measures can reduce peak energy demand. 

Create New Incentives to Shut Down Nonessential Lighting and Slightly Raise Thermostats at Peak Periods 

The President and the Governor have both ordered such practices in federal and state buildings. Local governments, as well as private sector buildings, could initiate similar programs. 

Encourage the Federal Government to Establish New Appliance Standards 

The Energy Department is considering establishing new appliance standards. 

Review Current ISO Fee Structure 

Urge the ISO to revisit its current fee structure as it relates to co-generators. Some large co-generators that have the ability to provide generation on the ISO grid have chosen to disconnect from the grid because the fee structure associated with their purchases on the grid exceed the market value of the power. 

Change Governance of ISO and PX 

Replace the existing governing boards with publicly-appointed boards. Establish the duty of the ISO and PX to serve California's consumers and economy. 

Revisit ISO Purchase Policies 

The ISO focus has generally been on reliability at any cost. The recent focus on price caps in the ancillary services market indicates that regulators should urge the ISO to revisit its policies to ensure reliability at the minimal cost. 

Revise PX Bidding Protocols 

The PX currently operates its spot market through a uniform price auction resulting in all power prices being set at a single price – i.e. the highest clearing price. Consider developing a continuous bid/ask market as an alternative to the price auction. 

Bilateral Contracts within PX 

IOU's have requested the ability to enter into long term contracts. They’ve been able to hedge prices using monthly products in the PX Block Forward Market, but have historically found that medium and long term agreements result in better terms and conditions. Delivery of power would still occur through a PX bilateral delivery option. IOUs indicate they would be able to avoid severe price spikes during high energy demand periods. CPUC authorized at August 3, 200 meeting. 

Bar Further Divestiture of Utility Generation Assets 

Utilities currently own nuclear and hydro generation assets. Barring divestiture of these assets could enhance the state's ability to control price spikes. 

Establish an Excess Profits Tax on Non-Utility Generators 

Funds from an excess profits tax could be used to mitigate price spikes for customers. 

Sanction Market Abuse 

Pursue legal investigations into allegations of market abuse through California Attorney General, CPUC and FERC. Impose sanctions for unjust and unreasonable practices. 

Aggregation 

Encourage community aggregation to create additional options and buying power for small customers. 

Resolve Issues Regarding Air Emissions Credits 

Review current policies and through collaborative efforts resolve issues associated with emission credits and plant operations. In the midst of the electricity shortage, some power plants were forced to shut down to avoid exceeding their air emission credits. 
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Pittsburg's 2 votes valid, attorney says

The council members' approval of an electricity transmission line is OK because they did not actually pledge city money 
By Glenn May

TIMES STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- Two of five City Council members voted to buy an electricity transmission line for $20 million in bond money this week, and the city attorney said council members did not violate a state law requiring three votes to approve expenditure of public funds. 

The council members spent no money, City Attorney Michael Woods said. There were three members at Tuesday night's meeting. 

"I don't interpret the vote as a resolution for the payment of money. Therefore, a 2-1 vote is sufficient for adoption," Woods said. 

Councilman Frank Quesada, who dissented, called Wood's argument "baloney." 

"I think he's talking through his teeth again," Quesada said. 

The vote came during a deal the city is making with developers to build a giant power plant on the edge of the city. The $450 million Delta Energy Center would crank out 880 megawatts of power -- enough to power 880,000 average California homes. 

The city agreed to help the developers, Calpine Corp. and Bechtel Corp., build the line and secure rights of way for it in exchange of payments of $27.6 million over 25 years. 

The dispute arose after the Pittsburg City Council voted Monday to help Calpine and Bechtel build a 3-mile line connecting the power plant to the statewide grid. 

The contract also calls for the user of the line, the power plant, to fund repayment of the bonds the city will use to buy it. 

On Tuesday night, the council had begun the meeting with four members, including Federal Glover, who is running for Contra Costa County supervisor. Councilman Frank Aiello was on vacation. Shortly before the vote was taken, Glover left the dais and joined the audience without comment. 

Glover said after the meeting he did not vote because of a potential conflict of interest. He works for Dow Chemical, where the Delta power plant is being built. 

Quesada criticized Glover for abstaining on the item after voting on matters related to the line and the plant earlier this year. 

Glover said his actions toward the line and plant have been consistent and that he stepped aside Monday to make absolutely certain a potential conflict of interest does not endanger a project he fully endorses. 

The 2-1 vote seems to clash with state law, which said "resolutions and orders for the payment of money, and all ordinances, require the votes of at least three councilmen for passage." 

Woods said the council did not commit itself Monday to selling the bonds to finance the line purchase. Therefore, the vote did not commit public funds to the plan. An additional vote later would be required to sell the bonds, he said. 

But the contract contains a clause indicating that the city will automatically have bought the line unless it sends Calpine-Bechtel written notice by Oct. 1 stating otherwise. 

Woods said the contract includes plenty of "off-ramps" available for the city to use should it decide not to buy the power line. 

But details of those options are still being negotiated. 

Quesada said Woods and City Manager Jeff Kolin are devoting a lot of time to such negotiations, costing the city money. 

"We're spending money on the attorney's time and we're spending money on the manager's time and we're spending money on the bond salesmen," he said. 

Woods has billed the city more than $400,000 since 1998 for power plant related work. 

Under terms of the transmission line deal, Woods' bills and other city costs arising from the power project are repaid to the city by Calpine, an arrangement that has sparked debates over conflict of interest. 

That topic also came up this week in relation to Glover's votes on power issues. 

Quesada questioned why Glover declined to vote Monday despite having cast votes earlier this year on items related to the transmission line. Those votes included one July 3 in which Glover voted to accept land the city took by eminent domain, land to be used partly for the transmission line. 

Woods and Glover said that when the land was taken, it was for an earlier power plant project, which had nothing to do with Dow. Calpine and Bechtel have subsequently bought out that development. 

Glover said he does not believe he has a conflict even on matters relating to the Delta plant. 

The city is preparing a request, Woods said, to the Fair Political Practices Commission to seek guidance. 

Glover is confident he'll be able to vote. 

"I'm awaiting the ruling and hopefully I will be able to vote because it's important to me to have these projects come on line,'' he said.

Opinion  
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Let plant boost power
CALIFORNIA, AND PARTICULARLY the Bay Area, are experiencing disruptive electricity shortages that pose threats to industry, jobs and the quality of life of residents. After a decade-long period in which no major new power plants have been built, it is no surprise that a state that has added 5 million people in a booming economy needs more electric energy production. 

Fortunately, more power plants are being built and even more are in the planning stages. One important addition to the state's energy grid is the Calpine Corp. plant under construction in Pittsburg. 

Despite the need for this new, efficient plant, a few neighbors and an out-of-area environmental group, Californians for Renewable Energy, are objecting to the plant's bid to boost its generating capacity by a relatively small amount. For the sake of the region's general economic well-being, Calpine's few opponents should cease their narrow-minded protest. 

Calpine simply wants to increase its capacity to 565 megawatts, enough power to meet the need of about 565,000 average California homes. 

The problem stems from a flawed state law that requires power companies to file papers seeking new licenses for any increase in generating capacity of 50 megawatts or more for already licensed plants. Calpine argues that its license already allows it to produce 546 megawatts, even though the plant is listed in several places as a 500-megawatt facility. 

The Pittsburg plant wants to increase its peak power generation capacity to 565 megawatts. Company officials say that is less than a 50 megawatt increase, thus they do not need a new license. Opponents say the plant is licensed for only 500 megawatts and needs a new license to increase capacity to 565 megawatts. 

The decision is up to the California Energy Commission, which must determine the capacity Calpine's current license allows. If it decides Calpine needs a new license to increase its capacity to 565 megawatts, the review process could take more than a year and needlessly delay an increase in the region's supply of electric power. 

We hope that the energy commission will be reasonable and allow Calpine to proceed as quickly as possible. However, the real problem is the law itself. It makes no sense to base licensing procedures on power-generating capacity because it is difficult to determine precisely until the plant is built, and it varies considerably with weather conditions. 

It would make more economic and environmental sense to base licensing requirements on fuel consumption capacity. After all, it is the amount of fuel burned by power plants that is most closely related to the amount of emissions that are released into the atmosphere, not power generating capacity. 

With electricity shortages facing California over the next few years, the Legislature should take prompt action to remove useless roadblocks to power plants. The Calpine facility is being built in a region that desperately needs more electric power, and it is situated in an industrial zone amid other heavy industry. The more power it can produce, the better.

Published Sunday, August 20, 2000, in the San Jose Mercury News 

Power shortage hits air quality

Concern: Old plants and diesel generators are being utilized during shortages. 

By John Woolfolk Mercury News 

The power shortage that is pushing California to the brink of blackouts this summer may be fouling the air as well. 

Old, polluting power plants and diesel backup generators intended for rare emergencies are running like never before to keep the state's power distribution network from crashing. 

Air quality officials aren't sure how much pollution that's causing, but they're worried it's getting out of hand. They're already faced with extending pollution limits for older plants to avoid blame for blackouts. Now they're trying to rein in backup generators that often are loosely regulated. 

``There's a lot of concern in managing the situation, to figure out how to not have the lights go out but not do damage to the environment,'' said Matt Haber of the U.S. Environmental Protection Agency's Pacific Southwest office. 

In the past week, the EPA and other regulatory agencies have stressed those fears to the California Independent System Operator, which runs most of the state distribution network, known as the power grid. The ISO says it shares their concerns but must focus on avoiding blackouts. 

``We are working with local air quality districts on all aspects of how we can best meet the needs of the system and at the same time preserve the environment,'' said Ali Amirali, senior ISO operations engineer. ``However, we can't lose sight of the fact that over the next two years we do have supply concerns in the state.'' 

Electricity has grown scarce because the state's 1996 deregulation move created market uncertainty that stalled power plant construction. No major power plant has been built in a decade. And proposed new plants are years away from completion. 

That's left the ISO scrambling for electricity, and given air districts two big worries: 

 With the ISO pleading for electricity and with scarcity causing wholesale power prices to soar, energy companies are using whatever they've got. Often, that means ``peakers'': old power plant generators that no longer meet pollution standards. Kept for use during peak demand, dozens of them are now running routinely. 

 A number of large companies -- no one knows how many -- are using diesel backup generators to reduce demand on the power grid under incentives from the ISO and utilities. 

Air quality experts concede that these sources produce a fraction of the pollution caused by cars. But because the pollution is relatively dirtier, a little goes a long way. Diesel generators are 10 times more polluting than 1960s-vintage power plants, which are 10 times dirtier than their modern successors, Haber said. 

Their pollution could be enough to push smog levels over legal limits, said Steve Hill, permit compliance manager at the Bay Area Air Quality Management District. It's too early to say whether that's happened, but in districts like the Bay Area that are usually close to the line, it could make a difference, he said. 

Adding to smog 

Making matters worse, most of the generator use occurs on days that are already hot and smoggy, because those are the days that trigger electricity shortages. 

``They're being operated at the worst possible time,'' said Larry Greene, president of the California Air Pollution Control Officers Association. 

If smog exceeds federal and state standards, that can lead to costly regulations, Hill said. Los Angeles already has been forced to impose mandatory ride-sharing and diesel fleet conversions to natural gas, he said. 

The Bay Area district has exceeded air quality standards since 1997, a trend that already was expected to continue this year, Hill said. But adding pollution makes it harder to bring those levels down, he said. 

This summer has seen high-profile clashes between energy and environmental concerns. Last month, Pacific Gas & Electric Corp.'s National Energy Group tried to bring a floating peaker plant to San Francisco Bay. 

The 95-megawatt plant would have provided enough power for 95,000 homes. But PG&E Corp. dropped the plan after environmental groups protested that the plant, powered by jet fuel, would be too polluting. 

Air districts say they'd rather negotiate deals that allow peakers to run in exchange for environmental improvements later. 

They point to a deal last month between Reliant Energy and the Ventura County Air Pollution Control District. Reliant's Mandalay Generating Station, a 1950s-era peaker, had reached its 100-hour annual operating limit on the district's permit. 

The district agreed to extend that limit to 300 hours, said compliance manager Keith Duval. In exchange, Reliant agreed to install emission control equipment on the plant within a year, at a cost of up to $2.5 million, he said. Reliant also will pay $4,000 for each hour of operation over its original limit. The money will go toward a program that converts dirty vehicles to cleaner fuels. 

The issue of standby generators is even more complicated for air districts, which have different rules governing their use. 

Some don't require permits for emergency generators. The Bay Area exempts generators used fewer than 200 hours a year, with the understanding that they're for rare power outages. But that's proven difficult to monitor. 

``These engines are everywhere,'' Hill said. ``We have rules, but the fact that we don't have these sources of registration means we don't have the means of enforcing them.'' 

Air districts believe incentive programs to reduce power use from the grid are causing generator use to soar. 

The ISO this year launched a demand relief program that pays businesses to curtail use from the grid during ``Stage 2'' emergencies when electricity reserves fall below 5 percent. Historically a rare event, it's happened more than a dozen times this summer, more than three times the 1998 record. 

Utilities have similar programs that grant businesses rate breaks in exchange for reducing power use during Stage 2 emergencies. PG&E's program, which includes 75 Bay Area businesses and more than 200 statewide, requires them to save at least 500 kilowatts. 

The programs don't specify how customers should achieve the energy savings. Some close for the day, others lower lighting and air conditioning, but air districts say many turn on backup generators. 

Citing privacy, the grid operator and utilities won't say which businesses participate, so air districts have a hard time monitoring generator use. 

Generator program 

But the programs are so lucrative that many companies with generators are looking to sign up. Texas Instruments in Santa Cruz planned to use its four-megawatt generator for the ISO's demand relief program, which would have paid the chip maker $160,000 a month -- about half its electric bill -- said plant services director John Janzen. 

But the Monterey Bay Air Pollution Control District, which requires permits for generators, blocked the move. 

To curb use of emergency generators, the EPA in a letter to the ISO last week proposed allowing them only when electricity reserves fall to 2 percent. That's just short of the 1.5 percent level that triggers rotating blackouts. The ISO will consider the request, Amirali said. 

--------------------------------------------------------------------------------

Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 278-3410.

Clinton OKs Aid for Electric Bills

$2.6 million set aside for San Diego -- U.S. to probe state's rates

David Lazarus, Chronicle Staff Writer    Thursday, August 24, 2000 

--------------------------------------------------------------------------------

President Clinton yesterday ordered millions of dollars in relief for hard-hit California electricity users as federal regulators opened an investigation into the state's problem-plagued power market. 

Federal energy authorities said they are looking into how wholesale electricity rates are set and whether power generators are manipulating prices. 

The initiatives from Washington came just hours before Gov. Gray Davis and a pair of Democratic lawmakers unveiled legislation that would sidestep state regulators and place a cap on electricity prices for all San Diego ratepayers. 

Responding to a request for help from Davis, the president ordered the U.S. Department of Health and Human Services to release $2.6 million in emergency funds to help low-income San Diego residents pay their electricity bills. 

``There is an unusual impact there, different from virtually any other place in America, and it needs to be examined,'' Clinton told reporters at the White House. 

San Diego, the first California city to face the effects of deregulation of the state's electricity market, has seen average power bills more than double in recent months. 

Pacific Gas & Electric Co. and other utilities have warned that their customers could face similar price spikes as deregulation spreads over coming months. 

Clinton also instructed the Federal Energy Regulatory Commission to speed up its investigation of wholesale power markets nationwide ``so we can better understand what's happening in California and provide policy makers with the information they need to protect consumers in a timely fashion.'' 

The commission yesterday said its investigation was a response to a complaint from San Diego Gas and Electric, the local utility, that power generators may be using a variety of techniques to profit from California's energy shortage. 

``SDG&E has asked us to limit what it believes to be excessive rates in the California wholesale market,'' commission Chairman James Hoecker said in a statement. ``This order demonstrates that the commission is committed to reasonable rates for consumers of power.'' 

California officials have called on the commission to rule that the state's power market is uncompetitive. Such a ruling would allow federal regulators to subsequently impose ``just and reasonable'' rates on market participants. 

However, at least one commissioner, William Massey, believes the commission is unlikely to take such a step. 

``There is very little appetite in this commission for re-regulation,'' he said in an interview from his office in Washington, D.C. 

Instead, Massey said he expects federal energy authorities to work with state regulators to implement short-term measures to stabilize electricity prices while lawmakers decide whether to amend California's deregulation blueprint. 

``Over the long term,'' he said, ``the commission wants market forces to produce just and reasonable rates.'' 

As part of its investigation, the commission will hold hearings in San Diego next month, Massey said. A final ruling on the market's competitiveness could come as early as October, he said. 

Massey said the November presidential election ``is not a factor'' in the timing of the commission's activities. But he acknowledged that Clinton's sudden interest in California's energy troubles does raise investigators' sense of urgency. 

``Any sort of indication that our national leaders are interested in an investigation is taken very seriously by everyone,'' Massey said. 

Consumer activists were pleased that federal authorities are at last zeroing in on California's electricity situation, in which surging demand is far outstripping available supply. 

``The fact that they're investigating is a very good sign,'' said Mike Boyd, president of Californians for Renewable Energy. ``It shows that there's a problem with the marketplace.'' 

Even so, it remains to be seen how all this federal heat will affect what is largely a state issue. 

Pablo Spiller, a professor at the University of California at Berkeley's Haas School of Business specializing in regulatory issues, said it will be up to the California Public Utilities Commission to oversee changes to the state's electricity market. 

He also noted that even if federal regulators find evidence of price manipulation among power generators, such actions are not necessarily illegal under current rules. 

``If they find collusion among generators, then it would be up to the Justice Department to act,'' Spiller said. 

Yesterday, the governor reiterated his belief that power generators are gouging consumers. Related investigations are under way by state regulators and the attorney general's office. 

The state legislation introduced yesterday would go beyond a limited rate freeze approved by the Public Utilities Commission on Monday. That measure only covers about 70 percent of San Diego ratepayers. 

``This is a huge moment for San Diego,'' said Sen. Dede Alpert, D-San Diego, who will co-author the bill with Assemblywoman Susan Davis, D-San Diego. 

The governor said bipartisan support is expected in the Legislature and that he hopes the bill will be ready for his signature by the end of next week. 

E-mail David Lazarus at davidlaz@sfgate.com. 
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City acted unlawfully, say Delta Energy opponents 

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- Critics of the city's role in drawing the Delta Energy Center power plant to Pittsburg have lodged two separate complaints over actions the city took in getting the plant licensed and in buying a transmission line connecting it to the statewide grid. 

But Pittsburg City Attorney Michael Woods continued to defend a 2-1 council vote taken Aug. 7 to buy the power line, and said he will prepare a written response to concerns over actions he took to make the city an official participant in California Energy Commission licensing hearings on the plant. 

The complaints against the city were filed by the environmental group Californians for Renewable Energy, based in Sunnyvale, and Citizens for Democracy, a group led by former Antioch City Councilman Ralph Hernandez. 

The Sunnyvale group's complaint centers on how the city became an official intervenor in energy commission hearings on whether to issue a license for the Delta plant, an 880-megawatt-generating station under construction on the Pittsburg/Antioch border. 

CARE's complaint suggests Woods or former City Manager Jeff Kolin decided to take the action without consent of the City Council. 

"Is it normally within their authority for the city's attorney or manager to involve the city in litigation without prior action by the Pittsburg City Council?" the complaint by CARE asks. "If this is the case please provide me a copy of the statutory authorities to do so," the document said, referring to CARE President Mike Boyd . 

Woods filed documents to register the city as an official participant, or intervenor, in the case Aug. 23, 1999, a move that he acknowledges fits the definition of involving the city in litigation. 

Woods will not say if he filed papers to intervene in the energy commission licensing before or after bringing the matter before the council. 

Woods said he will write a formal response to CARE, but he declined to describe what that response would entail. 

But Boyd said the issue of when the decision to intervene was taken is important because the city or its attorney decided in private to intervene on behalf of the developer of the power plant, Calpine Corp. 

Because the licensing intervention meets the definition of ongoing litigation, the council was able to use it as justification to meet behind closed doors. 

"They didn't want the public to see in the light of day that they were doing business for the developer," Boyd said. 

His complaint indicates he will seek to include a review of how intervenor status was gained in a civil rights complaint CARE has filed with the federal Environmental Protection Agency. 

The agency informed the city and CARE Aug. 4 that it was reviewing the complaint, which alleges power plants are being built primarily close to areas inhabited by the poor and minorities. 

The second complaint centers on the council's 2-1 vote earlier this month in favor of buying a 3-mile power line for $20 million in bond money. 

Hernandez and his group maintain the vote violated a state law requiring a vote of the majority of all council members to authorize the expenditure of public funds. In the Pittsburg City Council's case, a majority would be three members. 

"We are of the belief that there was no legal, true or required majority of affirmative votes on these matters, and those matters therefore did not legally pass according to law," the Citizens for Democracy complaint states. 

It also argues that the Brown Act, the state's open government law, defines an official government action as one taken by a majority of all the agency's members. 

The act states that "action taken means a collective decision made by a majority of the members of a legislative body when sitting as a body or entity upon a motion, proposal, resolution, order or ordinance." 

Woods said Hernandez is reading the open meetings law incorrectly. 

"He seems to think it's a Brown Act issue and it's not a Brown Act issue," Woods said. 

He said the Brown Act guides the conduct of public meetings, not the majorities required for government actions. 

As for the law on spending money, Woods has argued all along that the council did not vote to spend money at the Aug. 7 meeting because another vote will be held to actually sell the bonds to finance the power line purchase. 

Hernandez sees that as just muddying the water. 

"It's simple to me," he said. "If you don't just pooh-pooh the law you have to recognize they didn't abide by the law." 

Staff writer Glenn May covers Pittsburg and Bay Point. Reach him at 779-7170 or gmay1@cctimes.com. 
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City seeks to clear Glover to vote 

Power line may hinge on the Dow employee 

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- The city of Pittsburg has asked the Fair Political Practices Commission to clear City Councilman Federal Glover to vote on public business involving his employer, Dow Chemical. 

In an Aug. 16 letter to the commission, Deputy City Attorney Katherine Hart asks the commission to determine whether Glover may legally vote on City Council issues related to the construction of a power transmission line that will connect the Delta Energy Center power plant to the statewide grid. 

The $350 million plant is being built by Calpine and Bechtel on land owned by Dow, for whom Glover works, and will provide Dow with steam and power. 

The council recently voted to buy the transmission line for $20 million from Calpine after it is completed. The council may face additional votes soon on whether to use its option of eminent domain to take more private land to complete the project. 

Glover's vote could be key, as passing eminent domain actions requires the affirmative votes of four of the five council members. Councilman Frank Quesada would likely vote against such a measure, leaving only four other potential votes, including possibly Glover's, in favor of eminent domain. 

Quesada voted against buying the line Aug. 7, while Glover abstained. 

Glover said this week that he would abide by recommendation from the Fair Political Practices Commission. He said he would feel comfortable voting on measures related to the line if the commission says it's acceptable, but would not vote if the commission recommends against it. 

"When you have a matter that is sensitive to a couple of people out there, you need to take the steps to make sure you're doing it by the letter of the law," Glover said. 

Hart's letter to the commission argues that it "appears that Federal Glover would not be required to disqualify himself from voting" on matters related to the transmission line. 

In her letter she supports her argument by focusing on the $180,000 in annual rent Dow will charge the builders of the Delta plant for 50 years for the land where it's being built. She describes that fee as negligible to a company of Dow's size. 

"Should the construction of Delta Energy Center not be completed, there would clearly be significant financial losses to Calpine and Bechtel," Hart's letter says, but adds "there would be no material impact on Dow." 

Hart's letter says that, according to state guidelines, companies as large as Dow only have significant economic interests at stake in matters in which company revenues could be increased or decreased by $1 million or more, in which they could save or incur expenses of $250,000 or more or in which the value of assets would increase or decrease by $1 million or more. 

Hart's letter dismisses possible benefits to Dow of having the Delta plant next door. 

The Delta Energy Center will provide up to 200,000 lbs. per hour of steam to Dow and 20 megawatts or more of electric power after the 880 megawatt gas-fired plant goes on line in 2002, according to California Energy Commission and Calpine documents. The city argues the power and steam provision do not create a conflict for Dow or, by extension, for Glover. 

In testimony included in the city's letter to the Fair Political Practices Commission, Calpine Vice President Curt Hildebrand states that Calpine has signed a contract to provide the steam and power to Dow regardless of whether the Delta plant is built. 

"If the Delta Energy Center is constructed and becomes operational, Calpine has the option of providing steam and/or electricity to Dow from the Delta Energy Center," Hildebrand's testimony states, "but Calpine is not required to provide electricity or steam from the Delta Energy Center." 

City Attorney Michael Woods explained that when Dow and Calpine signed the steam and power contract, Calpine bought from Dow an existing 69 megawatt power plant that Dow uses to power its Pittsburg operation. 

The availability of the existing plant means Dow is not relying on the new Delta plant to provide steam or power from Calpine, Woods said. 

"Calpine would still be obligated to provide the steam to Dow with the existing 69 megawatt plant," he said. 

Dow officials did not return messages left seeking comment on the company's interest in the council votes. 

When -- or if -- a vote involving eminent domain on the transmission line could be taken is uncertain. 

Hart's letter asks the commission for an expedited opinion on Glover's position, saying "our council may consider one or more matters" related to the Delta plant Sept. 5, when the next council meeting is scheduled. 

But Woods said negotiations are still under way on securing the property needed for the line and it would be "premature" to say an eminent domain vote will be needed. 

Fair Political Practices Commission officials said they can usually fulfill requests for speedy decisions and would likely have an opinion ready by Tuesday. 

Staff writer Glenn May covers Pittsburg and Bay Point. Reach him at 779-7170 or gmay1@cctimes.com. 

Power plant bill passes: Measure eases permits for new construction

By Steven A. Capps and Jon Matthews

Bee Capitol Bureau

(Published Sept. 1, 2000) 

Hoping to protect the rest of the state from skyrocketing electricity rates already plaguing San Diego, the state Legislature Thursday night approved a bill creating a new fast-track approach for the construction of additional power plants in California. 

As they worked toward a close of their 1999-2000 session, lawmakers also sent Gov. Gray Davis measures to increase workers' compensation benefits, boost retirement paychecks for teachers and strengthen the state's "lemon law" for defective vehicles. 

The power plant measure would streamline state and local permitting processes for the construction of clean-burning power plants, both permanent ones and "peakers," smaller temporary plants used to generate electricity during peak-use times. 

Proposed plants shown not to pose significant adverse impacts on the environment or on electrical systems would be issued expedited permits for construction under the measure. The permit process for nuclear power plants would not be expedited under provisions of the bill. 

The measure also provides $50 million to the state Public Utilities Commission to spend on energy conservation programs. The amount was reduced from the $75 million originally included in the bill at the request of Davis, according to lawmakers. 

"I think it's going to be one of the best things we're going to do in the long run this year," said Sen. Debra Bowen, D-Marina Del Rey, who carried the bill, AB 970, in the Senate, which approved it 33-1. The Assembly approved the bill 67-0. 

Davis also was in support of the bill. "We're on board," said Steve Maviglio, a spokesman for the governor. 

The lone dissenting vote in the Senate was cast by Sen. Tom Hayden, D-Los Angeles, who said the measure did too much for the utility industry and "too little about our appetite for energy." 

The bill was the final measure of a three-bill package drafted in the final days of the Legislature in response to soaring utility bills in San Diego. 

Under the state's new energy deregulation law, San Diego was the first to begin operating in a free utility market, but it has led to huge increases in monthly consumer costs. 

Action on the power plant bill came as weary lawmakers considered hundreds of measures requiring action as they continued working past their scheduled midnight adjournment. Legislators were clearly anxious to head off to the campaign trail, where many face re-election battles or contests for new offices. 

The governor will have the month of September to consider the Legislature's work product, and is expected to veto dozens of measures pushed through by his fellow Democrats who control the Assembly and Senate. 

Davis announced, however, that he was in full support of a package of measures that would boost retirement benefits for the state's teachers, particularly those who delayed their retirement to remain in the classroom. 

The $11.5 billion price tag would be paid for with a surplus in the State Teachers Retirement System, which has reaped the benefit of its investments in the stock market. 

"This package of retirement benefits will make the teaching profession more attractive," Davis said. 

The largest component of the package would allow teachers with more than 25 years' experience to use their highest annual salary for calculation of retirement benefits, rather than an average of the final three years, which is the current law. 

Wayne Johnson, president of the California Teachers Association, the state's largest teachers union, praised the package, saying it "incorporates the basic three R's -- recruitment, retention and reward." 

In other action: 

 The Legislature approved a major plan to boost workers' compensation benefits, although even its backers were skeptical that the Democratic governor would sign the measure into law. 

The bill, among other changes, would raise the maximum weekly benefit for temporary disability from the current $490 to $651. 

The measure, SB 996 by Sen. Patrick Johnston, D-Stockton, passed the Senate on a 24-14 vote and then the Assembly on a vote of 41-28. 

Supporters, including Johns-ton, suggested that the plan lacked sufficient support from business interests to be signed by Davis. The Governor's Office declined to comment on the bill. 

 The Legislature sent Davis AB 1396, providing $212 million in aid to the state's cities and counties, including $6.8 million for Sacramento County and its cities, $750,000 for El Dorado County and its cities and $1.7 million for Placer County and its cities. 

 The Legislature approved about $40 million in Sacramento-area flood control projects as well as similar projects around the state. 

Sen. Deborah Ortiz, D-Sacramento, called the Senate's approval of the flood control bill a "major victory." She said the local projects involved include modification of the Folsom Dam and area levee work. 

The funding formula in the bill, however, could reduce the state's share of payment for future flood control projects in the Sacramento area and elsewhere, according to an analysis of the bill. 

 Lawmakers gave final approval to SB 1102, which prohibits "racial profiling" by police officers and requires every police officer in the state to undergo training on "racial profiling," the act of detaining a person simply because of his or her race. An earlier version of the bill contained a requirement that police officers give their business cards to anyone detained in a traffic stop without being issued a citation, but that provision was eliminated. 

 The Senate approved SB 1805, directing the state Department of Insurance to make public final "market conduct" reports on claim practices and settlements by insurance companies. The issue arose from the scandal over Northridge earthquake claims that led to the resignation of Chuck Quackenbush as insurance commissioner in July. 

 The Senate sent to Davis a bill to restrict the state insurance commissioner from using his or her own name or likeness in any public outreach efforts funded by proceeds resulting from state enforcement actions. The bill, SB 1524, which was approved unanimously by the Senate, was introduced in response to concerns about practices initiated by Quackenbush. 

 The Legislature gave final approval to SB 1718, which would expand California's "lemon law" for defective new automobiles. Currently, provisions of the law are limited to motor vehicles used for personal use. The bill expands the law to include motor vehicles used for business purposes. The measure also would reduce the number of repairs for conditions "likely to cause death or serious bodily injury" before a vehicle could be presumed to be a lemon. 

 Lawmakers approved SB 1146, which would require automobile manufacturers to provide licensed repair shops access to general information for the repair or manufacture of emissions-related motor vehicle parts. Automakers have refused to disclose such information, which had the effect of requiring such repairs to be done by dealers. 

 The Legislature sent Davis SB 546, which raises unemployment benefits in the state from the current weekly maximum of $230 to $300 next year, $340 beginning in 2002 and $380 in 2003. 

 The Assembly gave final approval to SB 1004, which would require licensed day-care operators to provide parents the names of anyone banned from the home by the state Department of Social Services. The bill stemmed from a case in Orange County in which the adult son of a day-care operator -- who had been banned from the home because of a previous conviction for child molestation -- continued to spend time at the the home and later was accused of molesting another child. 

Emily Bazar of The Bee Capitol Bureau contributed to this report. 
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Energy firms strike pay dirt

BY JOHN WOOLFOLK

Mercury News 

A handful of energy companies have reaped huge profits while California electricity customers suffer blackout threats and higher bills this summer. 

Power companies contend the profits result from simple supply and demand. State and federal investigators, however, are scrutinizing the windfall and threatening to recover any illegally obtained profits if allegations of price gouging and market manipulation are proven. 

``Such high profits suggest that this group of companies benefited substantially from the summer's unprecedented wholesale electricity price run-up in California,'' said a recent special joint report by the California Public Utilities Commission and the Electricity Oversight Board. 

Energy companies say that if they're making a killing in California, it's only because there aren't enough power plants in the state, a problem they're working to fix by building more of them. 

``I can unequivocally tell you that Calpine is not trying to manipulate the market,'' said Bill Highlander, spokesman for San Jose's Calpine Corp. 

The company, which generates 1.6 percent of the state's power, reported ``record earnings'' of $51.7 million for the quarter ending June 30, a 176 percent increase over the same period in 1999. 

Highlander said energy prices will come down once new power plants like the Metcalf Energy Center that Calpine has proposed in San Jose's Coyote Valley are built. 

Since June, wholesale prices for electrical power in California have risen an average of 270 percent over the same period last year, according to the joint report. That increase has added $1 billion to the cost of electricity. 

During the week of June 14, when a power shortage forced rotating blackouts on nearly 100,000 Bay Area customers, the amount spent statewide on electricity -- $1.2 billion -- was 300 percent more than for the same week in 1999, the report said. 

The two regulatory agencies found nothing to justify the stratospheric energy prices. 

``The extent of the summer's wholesale price spikes cannot be explained by hot weather, increased natural gas prices or increases in demand,'' the report said. 

Some California customers have felt the pinch of those prices. 

San Diego Gas & Electric Co. ratepayers, the first in the state to pay market prices for power, have seen their bills double. 

Freeze on PG&E rates 

Bay Area customers are shielded for now from those costs. Under deregulation, rates for Pacific Gas & Electric Co. are frozen until 2002. But if the problem isn't fixed by then, PG&E customers also could see higher bills, the regulators warned. 

As electricity prices soared, so did the profits of unregulated energy corporations, like Calpine, that now provide 40 percent of California's power. 

Companies said their profits largely reflect activity outside California. 

``California certainly hasn't been the whole story,'' said Reliant Energy spokeswoman Sandy Fruhman. ``Obviously, we did do well in California. We just had a good quarter all around.'' 

Reliant, based in Houston, reported a 76 percent increase in earnings last quarter. 

AES Corp.'s California energy sales have been flat, said Executive Vice President J. Stuart Ryan. In a hedging move that led to some head-slapping this summer, the corporation leases its California power plants under a fixed-price contract. 

``We don't benefit from prices going up, but we don't get hurt when they go down,'' Ryan said. ``In hindsight, we'd have been better off not to have done that arrangement.'' 

Still, the company's profits rose 56 percent over last year. 

Calpine's Highlander said only a fraction of the company's power is available for sale on the ``spot market,'' where prices have soared. The rest, he said, is committed to fixed contracts with utilities and other buyers. 

The regulators acknowledged that the profits of global energy corporations reflect more than California's market. 

But the joint report concluded that ``enough evidence of questionable behavior exists'' to warrant investigations of the state's energy market and possible recovery of ``any illegally obtained profits.'' The Federal Energy Regulatory Commission and state Attorney General's Office have launched probes. 

Energy companies say they have nothing to hide. 

``We welcome these investigations,'' said Tom Williams, spokesman for Duke Energy, which is renovating power plants at Moss Landing and Morro Bay. ``We're convinced they will fully exonerate us.'' 

Some utilities gain 

It isn't just power companies making a profit. Some municipal utilities with power plants have made tidy sums selling extra electricity to the state grid. 

The Los Angeles Department of Water and Power made $140 million selling extra energy in the last fiscal year, up from $90 million the year before, General Manager David Freeman said. It made $5 million on just one day in June. 

The revenue has helped pay down the department's debt, allowing it to offer a rate reduction to its customers in 2002, Freeman said. 

``It just shows you that enterprise is where you find it,'' Freeman said. 

Question mark for others 

It's not clear whether other public agencies, which provide nearly a quarter of the state's power, also have seen a windfall. The Northern California Power Association, composed of 15 public utilities and irrigation districts including Palo Alto and Santa Clara, won't know for another month. 

``We haven't sorted it all out,'' said Jim Whalen, the association's business manager. 

Ironically, the utilities that have endured consumers' wrath this summer haven't benefited from the market. 

San Diego Gas & Electric, which no longer generates power, saw a $6 million loss in the most recent quarter from the same quarter a year ago. 

PG&E, which still owns a nuclear power plant and a vast network of dams, posted a 26 percent increase in earnings last quarter. But that's because regulators let PG&E increase the profit it collects from its frozen rates, officials said. 

Both utilities' corporate parents have posted big profits, but they say it results from power trades outside California. 

Regulators and utilities have complained that the state's restructured energy market invites price spikes. Transmission and sale of electricity are handled through two private agencies -- the Independent System Operator and the Power Exchange -- led by officials with ties to the energy industry. 

Those agencies have denied wrongdoing but refuse to release market bidding information to state regulators, citing concerns about violating company trade secrets. 

--------------------------------------------------------------------------------

Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 278-3410.
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Ruling could expand habitat

U.S. failed to mark land for 4 species 

BY CHUCK CARROLL

Mercury News 

Tens of thousands of acres of endangered species habitat in coastal central California could be permanently spared from potential development as a result of a new federal court ruling, an environmental group said Tuesday. 

U.S. District Judge Samuel Conti ruled that the U.S. Fish and Wildlife Service violated the Endangered Species Act by failing to designate ``critical habitat'' for the bay checkerspot butterfly and three other species listed as endangered between 1987 and 1994. 

Conti gave the agency two months to propose critical habitat boundaries and four months to make a final designation. Once the areas are designated, federal agencies would be barred from issuing development permits for projects that might harm the species. 

Officials with the U.S. Fish and Wildlife Service were not immediately available Tuesday. But environmentalists said the ruling could affect the Ranch at Silver Creek, a 550-acre housing and golf development in the hills on the south end of San Jose, and the proposed expansion of a landfill in Kirby Canyon south of San Jose. 

All told, tens of thousands of acres in Monterey, Santa Cruz, Santa Clara and San Mateo counties, as well as land along a river that runs between Montana and British Columbia, could be affected, said Pater Gavin, a conservation biologist with the Center for Biological Diversity, which sued the Fish and Wildlife Service in 1999. 

Wade Cable, chief operating officer for William Lyon Homes, the Silver Creek developer, said he didn't know enough about the case to say how it might affect the development, which is already on hold because of a previous unrelated court ruling. But he noted that the company has proposed a habitat conservation plan that would cover the checkerspot as well as two endangered plant species not related to the current case. 

The four species affected by Conti's Aug. 30 ruling are the bay checkerspot butterfly, the Monterey spineflower and the robust spineflower, all of which live precariously in coastal California, and the white sturgeon population that lives in the Kootenai River in Montana. 

Conti rejected the wildlife service's request to give the agency until Jan. 15, 2002 to complete final habitat designation. 

The law normally requires the designation of critical habitat within a year of a species' listing as threatened or endangered. The wildlife service acknowledged it missed the deadline by a long shot when it came to these species, but argued that it is doing the best it can considering a backlog of work that the agency itself didn't cause. 

The agency said a court ruling requiring it to speed up work on the bay checkerspot case would force it to react according to litigation rather than proceed on the basis of sound scientific principle. 

Critical habitat is land where a species is known to exist at the time it is listed as endangered or threatened, or land that is otherwise deemed critical to the species' survival. 

Gavin, with the Center for Biological Diversity, said the group was particularly pleased with the ruling because it ``clearly makes the connection between human health and the need to protect endangered species.'' 

Conti, in his ruling, said he sympathized with the pressures the wildlife service faces but that the years-long delay in designating critical habitat was not justified. He pointed out that Congress made species a high priority because of their potential as a resource for the benefit of humans. In passing the law, Congress noted that endangered species may hold the key to a cure for cancer, for example, ``locked up in the structures of plants which may yet be undiscovered.'' 

The bay checkerspot is a medium-sized butterfly with a wingspan of 1.5 to 2.25 inches. The

forewings have black bands along all the veins on the upper wing surface, which contrast sharply with bright red and yellow spots. The black basal coloration gives it a decidedly checkered appearance. 

In 1987, when the butterfly was listed as an endangered species, there were only two significant populations known to exist. Historically they lived on certain types of grassland on the San Francisco Peninsula and the outer Coast Range. 

The species is threatened by habitat destruction, invasion of non-native plants that choke out the host plants upon which it depends. Initially, the wildlife service proposed designating more than 8,200 acres of critical habitat, including 6,678 acres near Morgan Hill in southern Santa Clara County and 760 acres in Stanford University's Jasper Ridge Biological Preserve. 

The Monterey spineflower, listed as endangered in 1994, is found in scattered locations along the coast of southern Santa Cruz and northern Monterey counties. The robust spineflower is found in roughly the same range, but it was once found as far northeast as Alameda County. 

The Kootenai River white sturgeon is found in 168 miles of river in Idaho, Montana and British Columbia. The population has been declining since a dam was built in the 1960s, according to the Center for Biological Diversity. The species was listed as endangered in 1994. 
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Power failure risk in San Jose

Agency: City is area's `most vunerable' 

BY STEVE JOHNSON

Mercury News 

San Jose is the Northern California city most likely to suffer a major electrical failure over the next five years, according to the Independent System Operator, which oversees the state's power grid. 

In a letter this month that voiced strong support for the gas-fired MetcalfEnergy Center that Calpine has proposed for the southern part of the city, the state agency declared San Jose ``the most vulnerable metropolitan area on the PG&E system.'' 

Not everyone buys that conclusion, however. 

Critics of the Independent System Operator distrust its lobbying for the Metcalf plant, which it has termed one the two highest-priority plants in the state, because some of the agency's board members have ties to firms that buy or sell electricity. 

Moreover, they fear that its recent campaign to speed development of various other plants, high-voltage lines and related electrical gear in the Bay Area could hurt the environment and lower property values, among other things. 

``I basically don't trust the ISO,'' said Issa Ajlouny, a 42-year-old San Josean who has helped lead the fight against the Metcalf project. That facility ``doesn't belong in the neighborhood, especially when no power is needed,'' he said, arguing that other plants under construction or nearing approval should satisfy local energy demands for the near future. 

But others argue that San Jose's status as the region's most electrically imperiled city is supported by evidence. 

``What you heard from the ISO is accurate,'' said Ron Low, a spokesman with Pacific Gas & Electric Co., whose recent extensive study of the electrical system's future reliability were used as the basis for the ISO assessment. That study, Low said, ``takes into account a number of things, including growth in our service area, and provides a road map for the future to meet the needs of our customers.'' 

``We're not surprised,'' added Justin Bradley, director of environmental programs for the Silicon Valley Manufacturing Group. Given the South Bay's explosive growth, he said, a combination of new power plants, transmission lines and conservation will probably be needed to create what he called ``a sustainable energy future for Silicon Valley.'' 

PG&E's study, which examined PG&E's 131,000 miles of electrical lines and other equipment throughout its 70,000-square-mile service area, looked into a variety of events that might cause a city's electrical system to fail over the next five years. These included major glitches to transformers, circuit breakers and other gear, which could overheat high-voltage wires or cause other serious problems leading to blackouts. 

Because of the extent to which various parts of the electrical grid are linked, failures on one part of the system can easily spark failures on another, said Peter Mackin, a senior grid-planning engineer with the Independent System Operator. ``The odds are that every one of them would create situations where customers eventually would get knocked out'' of power, he said. 

Based on PG&E's study, 20 such worst-case contingencies were found to be possible in San Jose through the year 2005, compared with seven for the next-most vulnerable city, San Francisco. 

Officials with the Independent System Operator said it was difficult to compare those numbers with previous years, because earlier studies were done differently. But they said San Jose appeared to have edged out San Francisco in the most-vulnerable category sometime in the past two years, although that dubious honor has tended to shift back and forth between the two cities over the years. 

The title shifted to San Jose largely because of its enormous population growth, they said, although recent improvements to a critical high-voltage line along the Peninsula also have reduced the risk in San Francisco. That city suffered a massive blackout Dec. 8, 1998, after a glitch at a San Mateo substation led to a series of other electrical failures. 

Despite the conclusion that San Jose has the least secure energy future, Terry Winter, the Independent System Operator's president, warned San Franciscans about becoming blasé, since their city isn't much more secure. 

``You get into one of these almost endless debates about who is the most ugly, you or me,'' he said of the municipal rivalry that obsesses some residents of both communities. When it comes to their ability to meet their energy needs, he added, ``San Francisco and San Jose are very bad -- both of them.''
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PG&E's vow on rate hikes

Higher charges will be sought but utility's CEO says costs to consumers would be spread out to avoid an abrupt increase like San Diego's.
BY STEVE JOHNSON

Mercury News 

PG&E may seek to lift a state cap on Northern California's electric rates later this year, the company's top official said Wednesday, potentially exposing consumers to rate hikes months earlier than the utility company had indicated last week. 

But Gordon Smith, chief executive officer of Pacific Gas & Electric Co., promised in an interview with the Mercury News that his firm will do all it can to protect customers from the rate shock that greeted San Diego residents this summer. San Diego Gas & Electric became the first utility in the state to be freed from the rate cap, and electric rates immediately doubled. 

``We do not wish to put our consumers in the boat that consumers in San Diego ended up in,'' said Smith. ``Dropping 4.5 million electric customers into the boiling waters of the broken wholesale market is nothing we want to do.'' 

Smith said PG&E favors a deal that would spread out the rate hike over a long period, so consumers aren't suddenly forced to pay market rates for electricity. Under the 1996 law that deregulated California's energy market, the state Public Utilities Commission would have to approve any plan to unfreeze rates. But even if it does, Smith warned that one of the main causes of high power prices -- California's severe shortage of electricity -- will remain a problem well into next year. 

``I would say there is no question that there's going to be rolling blackouts next summer,'' Smith said. ``There's going to be more demand. And unless there are going to be major energy conservation programs to offset that, we would be in a critically short period . . . next summer.'' 

While the freeze in Northern California is still in effect, PG&E has been absorbing the cost of high power prices, because it's unable to pass them on to consumers. Since June, PG&E says it has paid $2.2 billion more for electricity than it has recovered under the frozen rate. 

Nonetheless, PG&E may have a tough time getting the rate freeze lifted -- at least on its current timetable. Several members of the Public Utilities Commission who were told of Smith's comments reacted cautiously. 

``We don't want to jump into something too quickly,'' said Commissioner Richard Bilas, who predicted that ``nobody is going to be happy about this.'' 

``If we were out from under the rate freeze today, my monthly bill would double, it would go from $90 to $180,'' said Bilas, who lives in Mendocino. ``My goodness, doubling one's electric bill is a real shock. And I can tell you this, there are a number of small businesses up there, if their electric bills double, I think a lot of them would be out of business.'' 

Critics rip PG&E 

Some consumer activists had an even harsher assessment. 

``PG&E is really like a monster that's out of control,'' said Doug Heller of the Foundation for Taxpayer and Consumer Rights, which has threatened to back a statewide ballot initiative that would re-regulate the energy industry. ``The legislation created a Frankenstein and this Frankenstein has come to life, and they have their hands outstretched saying, `gimme, gimme, gimme.' '' 

Under the state's deregulation law, which went into effect in March 31, 1998, rates were frozen until March 31, 2002. That would allow companies that hoped to compete with utility firms such as PG&E time to obtain their own power plants and start generating electricity. The four-year period also was intended to give the utilities time to pay off their old power-plant debts so they could compete fairly, too. 

But if those power-plant debts were paid off sooner than March 31, 2002, the law said, the Public Utilities Commission could declare the freeze over. That's what happened to San Diego Gas & Electric last year and at the time no one thought it would be a problem. For years, most experts had assumed that this newly competitive market would cause electricity rates to drop once the freeze was lifted. 

That's not what happened in San Diego. Instead, with supplies of power barely keeping pace with demand, prices soared. 

Last week, PG&E reported to the federal Securities Exchange Commission that it would be able to pay off its power-plant debts and thereby satisfy the conditions for lifting the freeze as soon as it sells its vast hydroelectric system. 

At the time, energy specialists predicted that such a sale might be concluded by spring, if the Public Utilities Commission approved PG&E's proposal to sell the system's 68 powerhouses and 140,000 acres of watershed land to one of its subsidiaries. 

But on Wednesday, Smith said the company may not have to wait until the hydroelectric system is sold. Instead, he said, the company may ask the commission to declare the freeze over this year based solely on the system's estimated market value, which the company has put at between $2.4 billion and $3 billion -- sufficient to recover PG&E's remaining debt. 

Slow thaw promised 

``It's one of our considerations,'' said Smith. ``When you look at just the strict accounting of what the hydro system is worth, boom, we're at the point where we can say the transition period seems to have had all its conditions met'' for ending the freeze. 

He stressed, however, that consumers needn't panic. Even if the freeze is declared over, the impact on electricity bills could be lessened by letting consumers pay off unusually high summertime costs over a long period, in much the same way that homeowners pay off a mortgage. 

Moreover, he said, the federal government -- which is investigating this summer's price spikes -- could find that power-generating companies took unfair advantage of San Diego's consumers and order the firms to return the big profits many of them made. That presumably would ease the price pressure in Northern California once PG&E's rate freeze is lifted. 

But some observers doubt that PG&E can persuade the commission to terminate the rate freeze before the hydroelectric system is actually sold. 

``It's an interesting theory,'' Public Utilities Commissioner Henry Duque said, but he added that he would probably need more than PG&E's estimate of the hydroelectric system's worth before he took any action on the freeze. ``To me, it would have to be more than valuation. I need money in the bank. Then I know it's there.'' 

Commission President Loretta Lynch said she wouldn't act on the freeze until a thorough review of the environmental impact of the proposed hydroelectric sale has been completed, a process that she estimated could last well into the spring. ``It will take a while,'' she said. ``It's not as simple as snapping your fingers and coming up with a deal.'' 

Nettie Hoge, executive director of The Utility Reform Network, a consumer group in San Francisco, agreed. 

``It's preposterous, it won't wash, it's not going to happen,'' given what occurred in San Diego this summer, she said. And if PG&E insists that it has a legal right to pursue Smith's proposal, she warned, ``it will be war over their interpretation of the law.'' 
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Heating bills expected to rise

BY K. OANH HA

Mercury News 

Don't be surprised if your heating bill increases as much as $25 this winter. Consumers of natural gas are being warned to expect it. 

Ratepayers may not see their heating bills level off until late next summer, when production finally meets demand, experts said. Across the country, those increases are expected to be as high as 40 percent a month this winter, according to experts gathered at a national meeting on gas prices Wednesday. 

Pacific Gas & Electric Co. customers in the Bay Area can expect to see their winter bills increase to an average of $75 a month from the current winter average of $50. 

``We try to save our customers money by buying gas and putting it in reserve for the winter, but the prices this summer are just so high,'' said PG&E spokesman Jon Tremayne. 

The bad news comes on the heels of concerns over rising electrical rates and sky-high oil and gasoline prices. 

The skyrocketing price of natural gas is due to a number of factors: a hot summer, new demands for energy and record low prices for oil and natural gas last spring that prompted a drop-off in production. Natural gas storage stocks are down about 7 percent from their five-year average, according to the government's Energy Information Administration. 

The market price for natural gas Wednesday was $5.23 per 1,000 cubic feet -- the highest ever for September, according to the Natural Gas Supply Association in Washington, D.C. 

In comparison, it was $1.81 last spring when prices hit bottom, forcing many mom-and-pops -- who make up as much as two-thirds of natural gas suppliers -- to turn off their rigging wells or halt digging on new wells. 

To keep up with demand, practically all natural gas drilling rigs are now in operation across the country. There are 816 rigs drilling for natural gas in the United States, compared to 371 last April when the slowdown hit, according to Baker Hughes Inc., an oil and gas services company in Houston. 

``We've never had so many rigs digging for natural gas in the country,'' said Rhone Rech, director of utility regulation and environmental affairs at Natural Gas Supply Association. ``We're using every available piece of equipment that exists in the U.S. and Canada to look for new wells.'' 

Most natural gas is produced and used domestically rather than imported because it's difficult to transport. 

Adding to the slowdown in production is increased energy demands. In California, heat waves this summer prompted electricity shortages and more use of natural gas, which can be converted into electrical power. 

Energy use across the country has also increased as manufacturing plants and power plants switched to natural gas for electricity because of the low prices last spring and to comply with environmental regulations. 

That all translates to higher prices for consumers. In California, residential consumers in May paid an average of $7.75 per thousand cubic feet of natural gas, up from $6.22 a year ago. With winter coming, bills are only expected to go higher. 

Unlike electric rates, which are capped by the state, companies like PG&E are allowed to pass along the rising costs of gas directly to home and business customers. 
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Power Plants Ask for Huge Tax Breaks

Counties resist pressure to reduce valuations
Bernadette Tansey, Chronicle Staff Writer    Monday, September 25, 2000 

--------------------------------------------------------------------------------

STATE -- Companies that bought up power plants under the state's deregulation program are now filing challenges to county tax assessments, arguing in some cases that the plants are worth only a fraction of their sale prices. 

The steep property tax breaks requested by the power plant owners, whose rates have been driving up electricity bills, would come on top of millions of dollars in tax reductions granted to utilities this year by the state Board of Equalization. 

Counties say the tax appeals, if successful, would deepen the revenue losses already faced by schools, clinics and fire departments resulting from the cuts approved by the state board. 

In Contra Costa County, the appeals would lop $309 million off the taxable value of two power plants bought by Southern Energy of Atlanta during Pacific Gas and Electric Co.'s sell-off of generators. That reduction would save Southern Energy more than $3 million a year in property taxes. 

Company spokesman James Peters said he could not comment in detail on the requested tax reductions because the appeal is still pending. 

``We're seeking fair and equitable tax treatment,'' Peters said. 

COUNTIES HAVE DIFFERENT VIEW 

Contra Costa County Assessor Gus Kramer has his own explanation for the company's grounds for appeal. 

``It's called the `corporate greed' ground,'' Kramer said. 

Doug Heller, a spokesman for the Foundation for Taxpayer and Consumer Rights in Santa Monica, said he was outraged to learn that out-of-state global energy firms are trying to minimize their tax obligations. 

``If this is accepted, then (state) taxpayers are bailing out companies that are already soaking us with high energy rates.'' 

Duke Energy Corp. of Charlotte, N.C., is saying its Moss Landing plant, acquired in 1998 for $380 million, should be taxed on a value of only $123 million. 

In Los Angeles County, two power companies are arguing that their plants are worth $410 million less than their assessed value. 

AES Corp. of Arlington, Va., declined to give a detailed justification for its assertion that the Alamitos plant it bought from Southern California Edison for $436 million in 1998 is worth only $190 million for property tax purposes. 

Company spokeswoman Anja Irwin said the purchase price includes the value of many ``intangible'' factors that should not be subject to property tax. 

Tax challenges based on ``intangibles'' are at the heart of a fierce conflict raging between county assessors and the Board of Equalization, which sets property taxes for regulated utilities and oversees the work of county assessors. 

LOOPHOLE FOR `INTANGIBLES' 

Two years ago, the state board expanded the definition of tax breaks for ``intangibles,'' such as water rights or favorable contracts that add value to a business but are not directly tied to physical assets. 

County assessors have refused to follow the rules, contending that they allow companies to whittle away the value of real property by claiming a host of deductions for permits, customer lists and other factors. 

The tax appeals now pending by power companies and utilities are shaping up as the battleground where the counties will fight out their differences with the state board. The conflict may have to be resolved in court. 

After a Chronicle report describing breaks the tax board has granted utilities, the Marin County Board of Supervisors ordered county attorneys last week to determine whether the county should sue the board. 

Power plants that used to be assessed by the state board when they were part of statewide utilities such as PG&E are now appraised by county assessors because they have been sold to individual power companies. 

Most of the county assessors have taken the sale price as the best indicator of the ``fair market value'' of the plant, which sets its taxable worth. Appeals of those values go first before a county assessment appeals board, whose decisions can be challenged in state court. 

PROPOSITION 13 

The power companies have a strong incentive to reduce their first assessments as new owners, because they acquire Proposition 13 protection when they are assessed by county assessors instead of the state board. The first valuation of real estate after its sale to a new owner sets a strict cap for future property tax increases under Proposition 13, which restricts increases to no more than 2 percent a year. 

Consumer advocate Doug Heller said huge power companies making huge profits because of a tight energy market should not get bigger tax breaks than the new homeowners whose base property values are sky- high as a result of California's booming economy and housing shortage. 

``Would anybody believe me if I said, `Well, my house is only worth half of what I spent last month?'' Heller said. 

E-mail Bernadette Tansey at btansey@sfchronicle.com. 
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Electricity backups proposed

ISO will vote Wednesday on bringing in a fleet of mobile generators to shore up the Bay Area's power supply next summer 

BY STEVE JOHNSON 

--------------------------------------------------------------------------------

SAN JOSE MERCURY NEWS 

In a desperate plan that has environmentalists worried, a mechanized cavalry comprising hundreds of portable power plants could rumble into the Bay Area and other parts of California next summer to rescue the state from the threat of blackouts. 

Up to 440 mobile generators would bolster the state's overtaxed electricity system under the unprecedented proposal by the Independent System Operator, which oversees California's power grid. 

If the plan is approved by the nonprofit organization's board, which is expected to vote on the idea Wednesday, most of that power would be headed for the Bay Area. 

"The ISO and others are looking for creative solutions to try and meet the need for next summer, when we anticipate the demand to be even higher than it was this summer," said Patrick Dorinson, a spokesman for that organization. "We clearly have to find some solutions for next year." 

This porta-power brigade would largely be trucked into the region and operate only at periods of peak electricity use when the weather is hot, which is why state officials term the mini-generators "peakers." Most of the units would be relatively small, so the process for reviewing them wouldn't be as lengthy as it typically is for bigger plants. 

Nonetheless, mobile generating units tend to pollute more than the bigger ones on the drawing board in California. And that has aroused concern. 

"It's unacceptable," said Bradley Angel, executive director of Greenaction, a nonprofit environmental group in San Francisco. "There should not be a mad rush to bring in polluting facilities. They are looking for a quick fix that will make some companies a lot of money at the expense of our health and the environment." 

Because of such objections, some energy experts speculated privately that the Independent System Operator would be lucky to get the OK for half of the porta-power units that have been proposed. Others weren't sure. 

"It would be unlikely that all of them would get approved," said Kenneth Lim, who reviews power plants for the Bay Area Air Quality Management District. But he said it was conceivable that "a majority of these projects could be approvable" and added that it was difficult to predict how his agency might react, since he'd never heard of a similar plan anywhere else. 

"This is new to everyone," said Lim. "This is certainly unprecedented." 

The biggest of these mini-plants -- which one official estimated to be about 20 feet high and 50 feet long -- would be run by jet-turbines, while the smaller ones would have internal combustion motors using natural gas or diesel fuel. 

Lim predicted that the jet turbines would face the fewest objections, because they are far less polluting than the smaller units, while the diesels are likely to come under special scrutiny. The most environmentally sound diesel engines, he said, tend to belch 20 times as much pollution per megawatt as modern power plants. 

On Thursday, the state approved rules to further restrict diesel emissions. 

Aside from environmental concerns, another potentially touchy issue is the cost. The price of setting up and operating the portable plants could hit $900 million a year, according to one estimate by the Independent System Operator. Under the state-mandated electricity rate freeze, Northern California's share of that cost initially would have to be borne by Pacific Gas & Electric Corp., according to its spokesman, Ron Low. 

But Low said it's likely PG&E eventually would ask consumers to pay the expense. He said it would be added to this summer's $2.2 billion in unusually high electricity bills that the freeze has prevented PG&E from passing on to customers. PG&E officials want the freeze declared over this year or early next year, so they can be compensated as soon as possible. 

State energy officials contend that the mini-power plants are desperately needed, because California has barely enough electricity to satisfy peak demand. 

A little more than 46,000 megawatts is usually available to the Independent System Operator from generators in and out of the state, with one megawatt enough to power 1,000 homes. But on several occasions this summer, demand came perilously close to exceeding that, and on June 14, rolling blackouts hit nearly 100,000 Bay Area customers. Next summer could see demand reach 50,000 megawatts, according to some estimates. 

In its formal Aug. 24 request for mini-plant bids, the Independent System Operator sought a total of 3,000 megawatts of new power. But state officials are considering expanding that to 3,600 megawatts, because that is how much power has been offered by companies responding to the request. 

About 1,900 of those proposed megawatts would be generated at 36 Bay Area sites, according to Lim, who is consulting with other state officials on the plan. 

Some would be located at PG&E substations in Hayward, Fremont and San Mateo, where high-voltage electricity brought into the area on long-distance transmission lines is reduced and then distributed to other lines that eventually feed homes and businesses. Other plants would be parked on flat-bed trucks or concrete platforms in industrial parks or other areas, and hooked up to PG&E's power lines. 

But none of the units would be on barges. A proposal to float a power plant on a barge in San Francisco Bay was shot down earlier this year because of environmental objections. 

The units would operate up to 500 hours during the summer and each generate no more than 50 megawatts, with most producing only one to two megawatts. By comparison, the Metcalf Energy Center proposed for south San Jose would provide 600 megawatts. 

State officials limited the megawattage for the portable units because plants of 50 megawatts or more must be approved by the California Energy Commission, where reviews can last many months. Avoiding that kind of delay "is one of the strategies," according to Brian Theaker, who is involved with the Independent System Operator's porta-power plan. 

That commission would still need to approve some of the portable units, Theaker said, because several of the proposed plants would be clustered on a single site, with their combined power exceeding 50 megawatts. He also noted that the plants would require approval from the air quality board, and from the cities and counties where they would be located. 

So, despite the push to get them in place quickly, he said, it is uncertain how many of these new mobile generators might be available once hot weather returns next summer. 

"We are slated to try to get these projects on line June 1, 2001," Theaker said. "Frankly, it's going to be somewhat of a race to see if we can get through the permitting process."

Published Tuesday, October 3, 2000, in the San Jose Mercury News 

State helped cause blackouts in June, consumer group claims

BY STEVE JOHNSON

Mercury News 

A Sunnyvale consumer group accused state energy officials Monday of helping cause the June 14 blackouts in the Bay Area to justify new power plant construction and ``drive up the price of electricity'' at the behest of power generating companies. 

Californians for Renewable Energy offered only inconclusive bits of evidence to support their allegation, and state officials swiftly denied it. 

But one piece of the group's evidence, as described in a complaint filed with the Federal Energy Commission, was particularly intriguing: Indications that a large amount of California-generated power might have been shipped to Oregon on June 14, the same day that power was cut to nearly 100,000 Bay Area customers. 

Mike Boyd, president of the non-profit group, said he can't prove that electricity was shipped out of state because California officials have refused to give his organization the data it needs to make that assessment. 

Nonetheless, he said, government data his group has obtained indicates that 3,675 megawatts -- enough for about 3.7 million homes -- was scheduled to be shipped to Oregon on June 14. He criticized state officials for failing to declare a Stage 3 statewide emergency on that day because such a declaration would have given those officials authority to halt the transfer of that electricity, he said. 

``Basically, they did some things wrong when they turned off the power,'' Boyd said. ``I think they have to be held accountable.'' 

The group accused the Independent System Operator, which oversees the state power grid, and the Power Exchange, which runs an electricity auction house, of having ``contrived the June 14, 2000, rolling outage'' to ``maximize generator profits.'' The complaint seeks a federal investigation of the blackout and asks the commission to ensure that consumers are refunded for any expenses they incurred as a result of the incident. 

The Federal Energy Commission already is investigating California's energy troubles this summer. Last week, Pacific Gas & Electric Co. asked the federal agency to compensate consumers for any power price abuses that federal investigators determine were caused by power-generating firms. 

Jan Smutny-Jones, who chairs the Independent System Operator board, said he couldn't comment on the complaint in detail until he has read it and added that he didn't know if any California power was transferred to Oregon on June 14. But even if it had been, he said, it wouldn't have contributed to the blackouts because those were primarily due to some key high-voltage lines that fed power to the Bay Area overheating. 

``There was voltage collapse in the Bay Area, and it wouldn't have mattered'' if power was sold to Oregon that day, Smutny-Jones said. In fact, he said he had been told that there was additional power available in California that could have been delivered to the Bay Area on June 14, but ``we just couldn't get it there'' because of the high-voltage-line problem. 

Smutny-Jones also said that a Stage 3 emergency -- which would have triggered statewide blackouts to relieve stress on the power grid -- could not have been declared anyway, because temperatures and power use in Southern California were relatively low that day. 

Power Exchange spokesman Jesus Arredondo also declined to comment in detail about the charges because he hadn't seen them. But he stressed that officials at the Power Exchange would have no reason to do the things the Sunnyvale group has claimed. 

``The California Power Exchange is a non-profit,'' said Arredondo. ``What the price of energy does, we don't benefit from. A conspiracy theory usually has a little bit more validity when those supposedly conspiring have a mutual interest in the outcome.'' 

Boyd said much of the information his group used in filing the complaint was obtained through the California Public Records Act. The details about the scheduled transfer of California-produced power to Oregon, he said, came from the non-profit Transmission Agency of Northern California and the U.S. Department of Energy. However, officials familiar with that data could not be reached for comment Monday. 

In addition to the issue of power allegedly being scheduled for sale to Oregon, the Sunnyvale group criticized state officials for allowing several California power plants to be out of service for scheduled maintenance on June 14. The complaint also includes reference to an allegation made in a report to Gov. Gray Davis about the blackout, which was prepared by the heads of two other state agencies. 

--------------------------------------------------------------------------------

Contact Steve Johnson at sjohnson@sjmercury.com or (408) 920-5043.
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Candidate backed by oil firms, builders

Big donations to Federal Glover were not detailed before voters went to polls; law wasn't broken, but foes say the tactic was suspect 

By Denis Cuff and Thomas Peele

TIMES STAFF WRITERS 

--------------------------------------------------------------------------------

MARTINEZ -- A political committee that oil companies and builders financed spent more than $25,000 to boost Contra Costa County supervisor candidate Federal Glover in the March 7 primary without any requirements to fully disclose its monetary sources until months later, campaign finance records show. 

The disclosure shows that energy companies and developers clearly favor Glover, a Dow Chemical employee and Pittsburg city councilman, over Antioch Mayor Mary Rocha in the Nov. 7 election for the open Fifth District supervisor seat. 

"The Committee for Quality Representation, A Coalition of Local Businesses," operated independently of Glover's campaign during the six-candidate March primary in which he finished second behind Rocha. 

Glover agreed to the county's voluntary spending cap of $82,000 for the primary, a limit he reached. But the committee legally spent another $25,000 on Glover's behalf, largely on lawn signs and mailers in the last two weeks of the campaign. Most of those expenditures came from two donations: $7,500 and $12,500 from the Tosco and Chevron corporations, respectively. 

The Sacramento-based committee "may" make additional expenditures for Glover in the Nov. 7 election against Rocha, said Eric Zell, an Oakland political consultant listed as the committee's chief officer. Its last report, dated June 30, shows a cash balance of $2,212.58. 

The so-called independent expenditure committees operate with no spending or donation limits. The Chevron and Tosco donations far exceeded the $750 cap on donations the corporations could make to Glover under limits he agreed to. 

While the committee complied with campaign finance laws when it detailed its spending in a report filed March 3, the law did not require it to disclose how much the donors gave until a report received July 31 at the Secretary of State's Office. 

Contra Costa County has a long history of special interests contributing money to independent campaign committees and averting local campaign spending restrictions and disclosure requirements, said Marcus O'Connell of Concord, a longtime campaign finance watchdog and current candidate for City Council. 

Rocha said the committee took advantage of a "loophole" to aid her opponent without informing voters of the monetary sources. Rocha also spent $82,000 in the primary but did not receive assistance from an independent committee. 

"We don't want loopholes in our campaign laws. We don't want extra money in our campaigns. We want clean campaigns," she said. "Voters should know who is influencing elections." 

Glover said he can't influence what independent committees do on his behalf. 

"I have no idea what Mary is talking about," Glover said. "My campaign statements are very clear on what is reported. I think those independent committees are contributing to whatever they want." 

Zell noted that the committee listed the names of its top five contributors on political literature it mailed during the primary. But it was not required to include dollar amounts in those listings. 

Rocha's campaign manager, Melody Howe Weintraub, acknowledged that the committee's fliers sent out listed the oil companies as backers. 

"They tell you who gave but not how much. The $12,500 by Chevron is an enormous amount for one company to give in a county supervisor race. Voters didn't know that," Howe Weintraub said. 

Shapell Industries of Northern California, a developer proposing houses in the Tassajara Valley, and the county firefighters union each chipped in $2,000 to the Committee for Quality Representation, records show. 

Tosco spokesman Jeff Lyon declined comment and referred questions about the donations to Zell,. Chevron spokeswoman Marielle Boortz failed to return a telephone call Monday. 

Independent committees often flaunt campaign finance laws, said Jim Knox, executive director of California Common Cause, a reform group. "It's a huge problem with interested groups trying to conceal their intentions from the public," he said. "Voters absolutely ought to know who is financing campaigns."

Breaking News 

Business Journel

October 3, 2000 

Darker reason suggested for blackout

The June 14 power blackouts in the Bay Area may have been an attempt to drive up the price of electricity, according to the president of a Bay Area consumer group. 

Mike Boyd of Californians for Renewable Energy says his group has asked federal regulators to investigate whether California-based power generating companies actually exported electricity at high rates to other states as power shortages were being reported in the Bay Area. 

"When they turned the power off [to Californians] they didn't curtail exports," Boyd says he believes. "They were selling power at astronomical rates. The events appear to have been what instigated the runup of prices after that." 

Boyd says his Sunnyvale nonprofit group has filed a complaint voicing their suspicions with the Federal Energy Commission. He says a federal probe is in order since his group has been unable to get exact figures from state officials. 

The California Independent System Operator, which is charged with obtaining power for the state's investor-owned electric companies, says the June 14 blackouts were due mainly to overheating of some high-voltage lines and not any sale of power to other states.

Posted at 8:14 p.m. PDT Wednesday, October 4, 2000 

Utilities seek cost recovery, capped rates, restructured ISO

By John Howard

ASSOCIATED PRESS 

--------------------------------------------------------------------------------

SAN FRANCISCO -- Pacific Gas and Electric Co., losing $1 million an hour from skyrocketing wholesale energy costs, sought permission Wednesday to eventually pass $2.2 billion in losses onto their customers. 

Southern California Edison Co. prepared a similar filing for the Public Utilities Commission. 

The moves were among an array of actions Wednesday by public and private utilities grappling with the changes in California's deregulated electrical power market. 

The power woes started this summer with skyrocketing power prices in the San Diego area, served by San Diego Gas and Electric. That prompted the larger northern utilities to take steps to fend off similar spikes. 

PG&E, which serves 4.5 million people from Bakersfield to Oregon, told the PUC that its petition was prompted by the "extraordinary and unforeseen crisis in wholesale retail power markets in California." 

Unless the PUC acts, the utility "and its customers face a deepening regulatory and financial crisis over the rapidly growing mountain of debt PG&E is incurring to buy power in wholesale markets in order to serve its customers," the company said in its petition. 

SoCal Edison, which serves about 4.3 million customers, planned a similar request as early as Thursday, said a company executive who spoke on condition of anonymity. The company is absorbing losses slightly lower than PG&E's. 

PG&E also prepared a request for the Independent System Operator -- the Folsom-based board that manages most of California's power grid under the state's 1996 deregulation law -- to authorize a $100 cap on some wholesale power purchases. Earlier, the cap was lowered from $750 to $500, and then two months ago to $250. 

SoCal Edison also sought wholesale price curbs, although in a different form than PG&E's. 

The two huge utilities, bound by rate freezes, are not able to pass their energy costs onto their customers, and they have been absorbing hundreds of millions of dollars in costs monthly. 

Under the deregulation scheme, investor-owned utilities must operate with a rate freeze until they sell off their assets as required by the 1996 law. 

The PUC said earlier that if the utilities have losses on their books when the deregulation transition period ends -- no later than March 2002 -- the companies will have to eat the costs. 

But the utilities want the PUC to reconsider that decision at its Oct. 19 meeting, which could allow them to carry over those losses into the future. 

Meanwhile, the California Municipal Utilities Association, a group that represents more 28 publicly owned electricity utilities, called for a cap on wholesale power costs. 

The group, known as CUMA, also urged a restructuring of ISO, which is composed of representatives of private utilities, marketers, power generators and others. 

The ISO coordinates power usage, tracks the state's electrical energy grid and can curtail or cut electrical energy availability when the system's reserves drop dangerously. 

As the state's electricity crisis deepened this summer, ISO also got more deeply involved in power purchasing and marketing -- trend opposed by the municipal utilities. 

The public utilities said ISO should be replaced with publicly owned and nonprofit entity limited to power management with no role in marketing. 

"We think a public agency with oversight and sunshine is the appropriate form," said Tony Braun, a legal adviser to the municipal utilities' group. 

"The transmission operation is still a monopoly function. We don't believe a for-profit entity will do the best job operating a monopoly function," Braun said. 

San Diego Gas and Electric Co., with 1.2 million customers in San Diego and southern Orange County, was the first utility in the state to buy power on the open market under the 1996 California law deregulating the electric industry. 

The utility, its rate cap removed, faced spikes in wholesale energy costs and passed those on to its customers, prompting a doubling and tripling of local utility bills. 

PG&E and SoCal Edison say similar increases await their customers, absent state or federal action, or an easing in the costs of wholesale electricity. 

Published Thursday, October 5, 2000 

200 mobile generators may ease power crunch

Concerns are raised over cost, effectiveness and long-term environmental effects of such an increase 

By Andrew LaMar

TIMES STAFF WRITER 

--------------------------------------------------------------------------------

SACRAMENTO -- Worried about a looming power shortage next summer that could dwarf the troubles of the past three months, energy authorities moved ahead Wednesday with contracts for 200 mobile generators -- despite concerns about their cost, efficiency and potential environmental impacts. 

The generators to be used during peak demand on the state's electrical supply could produce 2,045 megawatts, which would help cover a 5,500-megawatt projected shortage. But it will come at a cost -- perhaps as much as $255 million a year over the next three years that could be entirely forced upon consumers. 

Even with more power coming on line, several members of the board governing the California Independent System Operator, which oversees the state's power grid, offered gloomy forecasts for the upcoming summer. Many said the state faces a situation where rolling blackouts, employed when energy demand reaches total available supply, could become the norm. 

"Even doing everything possible, there is still a high, high likelihood this is going to occur," said board member Terry Winter, who implored the board to start negotiating contracts for extra generators immediately. 

Several ISO board members endorsed Winter's concerns and said delaying the decision any longer would make it difficult for companies to get the permit approvals they need to put the generators in place by June 1. The agency requested bids in August and received 79 proposals from 24 companies by last week's deadline. 

"The decision has to be made today, or we don't have this stuff next summer," said Carolyn Kehrein, a Dixon energy consultant who serves on the ISO board. 

But Jim Hendy, a board member who works at the California Public Utilities Commission, criticized the ISO for failing to include public comment on something that most certainly would be funded by ratepayers. He said the proposal to contract for peak generators was "thrown together" and required more study. 

"The job of this agency is to keep the lights on," shot back Jan Smutney-Jones, the chairman of the ISO board. "We don't have the time to sit around and wait, and that's my whole point." 

Hendy, however, was not the only one to complain. Gary Heath, executive director of the state's Electricity Oversight Board, told the ISO board that it had a responsibility to know the exact cost of entering into the contracts before approving them. 

Wednesday's board vote provided guidelines for negotiating the contracts but left it up to its staff to work out the details, including whether to sign longer term agreements of five years or more. 

The board's decision plays into the hands of power generators, said Eric Woychik, who represents consumers' interests on the board. He said it isn't feasible to expect the ISO staff to negotiate scores of contracts in two or three weeks with power generators that, he said, have "a gun to our heads." 

"How are we going to have the ability to cut good deals?" Woychik asked. "I do not understand how we can cut good deals in that context." 

A state energy crisis unfolded over the summer as hot weather exacerbated short electrical supplies across the western United States. On several occasions, state authorities came close to shutting down service to some areas. 

Study says state had power surplus 10/13/00
DAN McSWAIN

New York Times Staff Writer

PORTLAND, Ore. ---- A private investigation of state power markets has come to the conclusion that California had plenty of electricity generating capacity this summer. 

The state enjoyed a 32 percent reserve margin even as wholesale prices soared and the state's power manager declared 36 separate "power emergencies" because California was thought to be in the grips of a critical shortage, according to the investigation. 

The author of the investigation's preliminary report, Portland-based economist and utility industry consultant Robert McCullough, said at a conference of analysts, power traders and electricity industry regulators Thursday that he has found evidence that generators and trading companies manipulated the production of power from June through August to create a false shortage and push up prices. 

The Encina power plant in Carlsbad provides a stark example: it ran at well below its full capacity for much of June, even though wholesale power prices ---- and consumer electricity bills ---- shot to well above the generating plant's cost of production. 

The actual production of electricity by the plants was determined by an analysis of data from the Environmental Protection Agency, which monitors emissions. 

"We are seeing a lot of under-generation," McCullough said. "This is market power in action." 

Market power is a term used by economists to describe the ability of market participants ---- in this case suppliers ---- to influence prices. 

Many of the industry experts present at the conference Thursday reaffirmed their belief that supply shortages were very real this summer, and contributed to high prices, but several participants said deregulation has reduced the amount of market information that is available to analysts. Mainstream economists have questioned the accuracy of data from federal agencies, including the EPA. 

No ready explanations 

Conventional explanations for the low energy production observed in San Diego County are scant. 

Encina's operators, a joint venture of energy giants Dynegy Inc. and NRG Energy Inc. called Cabrillo Power, confirmed that the power plant had no abnormal maintenance problems. The San Diego Regional Air Quality Board said Wednesday that the power plant was well within its state-mandated pollution limits. 

But David Lloyd, the corporate secretary of Cabrillo, denied that the Encina plant has been used to game the San Diego County power markets. 

"That can't possibly be right," Lloyd said of McCullough's analysis. "In North County, we were right on the ragged edge of being off (an emergency shutdown because of heavy output). 

"Without knowing the specific details of time and which units were on or off, I can't comment," Lloyd said. 

"We certainly don't want to be accused of anything wrongful," he said. "We don't have that much power in California, and for us to be shutting down in California to push up the price somewhere else doesn't make sense for us. We want to run all we can when the prices are high." 

Electricity prices have soared to record levels since May, resulting in a doubling and tripling of power bills this summer for the 1.2 million customers of San Diego Gas & Electric Co. and causing an estimated $5 billion in losses for Southern California Edison and Pacific Gas & Electric. 

State lawmakers have intervened on behalf of San Diego County consumers with a retail rate cap, but the law in turn created a looming IOU that could grow beyond $300 million if high wholesale prices persist. 

5 probes under way 

No fewer than five private, state and federal investigations are under way to assess the competitiveness of power markets in the interconnected Western states. The investigations also seek to answer charges that the companies which produce and trade electricity have either figured out how to exploit deregulated markets to outmaneuver regulators or have engaged in outright manipulation in order to increase profits. 

Inquiries by the California Public Utilities Commission, Electricity Oversight Board and attorney general, along with a Federal Energy Regulatory Commission investigation, were launched in July and August. Staff investigators of the state and federal commissions said this week that they are still in the process of issuing subpoenas and gathering market data. 

McCullough was hired in late May by the Seattle city utility and a consortium of large industrial power consumers in the Pacific Northwest to investigate the price spikes. His effort is thought to be the first to complete an exhaustive analysis of state and federal information that tracks the amount of electricity that was available and compares it to the amount of power that was actually used. 

Chief among McCullough's findings was that demand for power was lower this summer than what was forecasted by the Western Systems Coordinating Council, a federal agency that is charged with ensuring the stability of the vast web of power transmission lines that connect California to 13 other Western states, British Columbia and northern Mexico. 

McCullough provided a copy of his preliminary findings Tuesday to the North County Times, and the initial reaction of the state's energy community was one of deep skepticism. 

"EPA data is notoriously unreliable," said Frank Wolak, a Stanford professor and the chairman of the market surveillance committee of the California Independent System Operator, the agency that manages the state grid and which has paid enormous sums for emergency power this summer. To gauge the actual output of power plants that burn fossil fuel, McCullough used emissions data from the EPA. 

"Greed would get the best of anybody," Wolak said. "I found a lot of hours where in-state generators were exceeding nameplate capacity. These guys were cranking it out." 

Wolak, in a study of power markets for the system operator, did conclude, however, that exercise of market power by power generators and traders was the major cause of higher prices this summer. 

They saw a shortage 

At the conference in Portland, most of the panelists did not openly criticize McCullough's analysis, but implicitly disputed his conclusions by attributing higher prices and the presumed exercise of market power to a very real shortage of electricity generating capacity among the Western states. 

Low hydroelectric production in the Pacific Northwest and high temperatures in the Southwest were blamed for limiting California's ability to import electricity. 

Others said state and federal regulators, along with market participants themselves, won't really know what happened until more experts look at hard market information that is in short supply. 

Ron Eachus, the chairman of the Oregon Public Utilities Commission, said market information is routinely withheld from regulators, the public and buyers of electricity, but is shared among power generators and trading companies. 

"If the market is sharing it with themselves, but not us, I don't buy that," Eachus said. 

Tim Belden is the vice president of West Trading for Enron North America, the largest marketer and trader of electricity in the world. Enron takes the unique stand that more information which has been labeled "proprietary" by companies, such as when a plant is being run and how much the electricity is selling for, should be made available instantly to the markets. 

"Is there a smoking gun out there or are market participants behaving rationally?" Belden said. 

"California is characterized by secret, black box market models that nobody understands," he said. "If you've got nothing to hide, release the data." 

Contact staff writer Dan McSwain at (760) 740-3514 or dmcswain@nctimes.com. 
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Scrutiny starts as California energy companies report record profits

BY JOHN WOOLFOLK 

Mercury News 

As Calpine Corp. and other energy firms in California's deregulated electricity market announced record profits this week, they face growing scrutiny from authorities who threaten to seize the windfall if allegations of market manipulation are proven. 

San Jose's Calpine reported record third-quarter net income Thursday of $147 million, a 242-percent increase over the same quarter last year, and far more than the company's entire 1999 net income of $99 million. 

``This exceeds any past quarter hands-down,'' said Rick Barraza, Calpine's vice president of investor relations. ``It was truly an excellent quarter.'' 

At least two other firms reported gains of more than 300 percent. But the profits came during a summer of blackouts and soaring bills, prompting several federal and state investigations into alleged anti-competitive behavior by energy firms. Authorities have threatened to seek refunds of any excessive profits. 

Answers may come by next Wednesday, when the Federal Energy Regulatory Commission plans to disclose the results of its two-month investigation into California's energy market. 

The California Public Utilities Commission and the state attorney general's office also are investigating, but have not indicated when they will release their findings. 

Market experts, however, give slim odds that authorities will recover the cash. 

``I think there's almost no chance we're going to get any of the money back,'' said Severin Borenstein, director of the University of California Energy Institute and professor at the Haas School of Business. 

``I don't think they're going to find any evidence that these guys did anything illegal,'' Borenstein said. ``The market just didn't work very well. You can't say, `We didn't like that outcome, give it back.' What you can do is go forward and change the way things work.'' 

Energy firms say they have nothing to hide. If they made a killing here, they say, it's only because there aren't enough power plants to meet demand -- something they're working to fix by building more of them. 

``We were pricing according to market rules and market conditions,'' said Chuck Griffin, spokesman for Atlanta-based Southern Energy, Inc., a recent spinoff of Southern Company and a top player in the California market. ``There's a great need for additional generation out there.'' 

Other energy company officials say their profits reflect strong markets nationally and internationally, not just in California. 

Duke Energy spokesman Paul Mason said earnings for his corporation, which operates the Moss Landing power plant and is a major player in the state, reflect strong performance on both coasts. 

``It would be misleading to suggest that the majority of earnings were due to trading and marketing activities in California,'' Mason said. 

Still, Calpine's Barraza said ``California by far was our best market this quarter.'' 

But spokesman Bill Highlander said those gains didn't come from the ``spot market'' where prices soared this summer. Instead, most of Calpine's power is sold in long-term contracts on the ``forward market.'' 

The state's major utilities have been clamoring for relief, pressing regulators for a refund of more than $5 billion in debt they say they've accumulated from buying electricity for more than they can bill ratepayers. 

In a complaint filed this week with the California Public Utilities Commission, Southern California Edison Co. urged the agency to ``join the California utilities in aggressively seeking refunds of the outrageously high wholesale energy prices that are being charged in the California electric markets.'' 

Earlier this summer in a special report to the governor, the state utilities commission and Electricity Oversight Board said they found nothing to justify the summer's high energy prices. 

Yet proving illegal market behavior may be difficult. Authorities would not say which companies they are looking at, but said some have balked at disclosing deals, citing trade secrets. 

``We sent a ton of subpoenas,'' said Loretta Lynch, chairwoman of the utilities commission. ``We are experiencing significant resistance from some energy companies.'' 

The power market also is enormously complex. Some companies lease their power plants to energy marketing firms, and power contracts can change hands several times between generator and buyer. 

And energy firms are just part of the picture, accounting for about 40 percent of the state's electricity generation. 

About a fourth of the power is produced by municipal utilities. Some of them made profits while others lost money this year, said Jerry Jordan, executive director of the California Municipal Utilities Association. 

California also imports a fourth of its power from dams and utilities outside the state, some of which also have profited from the market. The Public Service Company of New Mexico, for instance, more than doubled net earnings compared to last year. 

And even if some energy firms ``gamed'' the market, waiting to sell until they could get the best prices, authorities still would have to find collusion for the behavior to be illegal, Borenstein said. 

``Firms are allowed to exercise market power,'' Borenstein said. ``It's not terribly competitive behavior, but it doesn't break the law. What's illegal is if they start talking to one another about it.'' 

--------------------------------------------------------------------------------

Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 278-3410 
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State's energy markets criticized, report says

Federal commission's investigation into high electric prices will soon be unveiled 

BY STEVE JOHNSON

Mercury News 

A federal agency has concluded that California's high electricity prices last summer stem from flaws in the state's energy markets, not from manipulative power companies abusing the system, according to a news service report Friday. 

Dow Jones Energy Service said it based its story on an interview with an unnamed member of the Federal Energy Regulatory Commission, who had seen a copy of an investigative report that the federal agency has done on California's electricity prices. The commission plans to publicly unveil the report and make recommendations for fixing California's problems Wednesday. 

Contacted by the Mercury News, Commissioner William L. Massey expressed surprise that the reported findings had been leaked, but would not confirm or deny the story's conclusions. ``That's a confidential report,'' Massey said. ``I'm not going to comment on what the report said.'' 

The wire service story said the report found that California's problems largely resulted from state-mandated restrictions on how much power utilities can buy ahead of when it is used. Critics have made the same point, noting that utilities can become so desperate for electricity by waiting until the last minute to buy it, that they'll pay almost whatever power sellers demand. 

According to the story, the unnamed commissioner also said the report would recommend sweeping changes in the Independent System Operator, which oversees most of the state's power grid, and the Power Exchange, which handles electricity transactions. 

Officials with Pacific Gas & Electric Co. and the state's Electricity Oversight Board, which have alleged in the past that power generators have abused the system, declined to comment in detail on the story until they read the federal report. 

But Bob Finkelstein of the Utility Reform Network said that if the story were accurate, ``it seems like almost the ultimate condemnation of the California structure. They're saying the generators didn't have to gouge the market because the markets had been designed in a way to enable it to be gouged without the generators having to do anything.'' 

--------------------------------------------------------------------------------

John Woolfolk contributed to this report. 

--------------------------------------------------------------------------------

Contact Steve Johnson at sjohnson@sjmercury.com or (408) 920-5043. 
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Power-plant emissions of carbon dioxide targeted by Clinton

PRESIDENT'S CALL FOR FEDERAL REGULATIONS FACE STRONG OPPOSITION FROM CONGRESSIONAL CRITICS 

BY MATTHEW L. WALD

New York Times 

WASHINGTON -- President Clinton called Saturday for new federal regulations limiting power plants' emissions of carbon dioxide, a gas thought to cause global climate change, through a system similar to the rules now in place for pollutants that cause smog and acid rain. 

It would be the first time that federal regulations specifically controlled emissions of carbon dioxide, the main so-called greenhouse gas. At the same time, Clinton called for similar controls on emissions of mercury, another pollutant that is given off by some power plants but is not regulated under the air-pollution laws. 

Any such expansion of pollution rules would probably require action by Congress, where there is significant opposition to the idea. But the administration argues that without this kind of step, a global treaty to reduce the risks of global warming will probably fail. 

Clinton proposed a ``cap and trade'' system, under which the government would set a national limit on emissions, and divide pollution allowances among the power plants. 

Companies could cut their emissions enough to stay within their allowances. Or they could cut even more of their emissions and sell the leftover allowances to other companies that may have cut their emissions less extensively and therefore need more allowances. 

The idea, a market-based approach applied successfully to other forms of air pollution since the early 1990s, is meant to get the desired overall reductions at the least cost. 

But many in Congress oppose any unilateral steps by the United States to regulate greenhouse gases, as well as opposing the Kyoto Protocol, a 1997 climate-change treaty negotiated in Kyoto, Japan, that the United States has signed but never submitted to the Senate for ratification. The United States is by far the world's biggest emitter of carbon dioxide. 

Clinton's proposal comes as U.N. members are gathering at The Hague, the Netherlands, to discuss ways to implement the Kyoto Protocol. ``The scientific consensus is clear: The Earth is warming and there is strong evidence that human activity is part of the reason why,'' the president said in an address broadcast Saturday over the Internet so international delegates could have access to it. The White House Web site (www.

whitehouse.gov) has the text of the speech. 

Clinton did not provide any numbers for how much emissions of mercury or carbon dioxide should be cut. 

Clinton also did not specify what power companies could do to generate allowances for sale. However, technicians say they could burn fuel more efficiently or switch from coal to natural gas, which produces less carbon dioxide. That also would reduce emissions of mercury and other pollutants. 

Some environmentalists have advocated giving carbon dioxide credits only for increasing the efficiency of energy use. Going into the negotiations at The Hague, the United States delegation will argue for giving credit for agricultural practices that keep more carbon in the soil.

Posted at 10:00 p.m. PST Monday, Nov. 20, 2000 
State contradicts power concerns

There will be enough energy for summer, commission says 

BY JOHN WOOLFOLK

Mercury News 

Contradicting months of dire warnings from energy suppliers, state officials Monday said California should have enough electricity to meet next summer's demands. 

While stressing that new power plants still will be needed in the near future, California Energy Commission officials said the threat of blackouts and severe cutbacks next summer now seem unlikely. 

``With new resources coming online and new conservation measures taking effect, next summer looks better than expected if we manage our resources properly,'' said energy commission Executive Director Steve Larson. 

The commission's surprising report was greeted with skepticism by power companies, utilities and officials who oversee the state's power grid. They worried that the report's findings would hamper efforts to build badly needed new power plants and transmission lines. 

``I would characterize their report as very, very, very, very optimistic,'' said Kellan Fluckiger, chief operating officer of the California Independent System Operator, the agency that oversees most of the state's high-voltage transmission system. ``I hope this report doesn't detract one iota from the urgency for supply generation and transmission capacity additions.'' 

System operator criticizes report 

Just this month, the system operator warned that California could be short next summer as much as 8,000 megawatts -- enough to supply power to 8 million homes at a time -- and predicted a 50 percent chance of blackouts. 

The supply crisis arose as a result of the state's 4-year-old landmark effort to deregulate its energy market. Since it was approved, power supplies have not kept pace with demand. 

Last summer, the state faced a record number of critical power shortages, and rolling blackouts struck the Bay Area in June. The scarcity tripled energy bills in San Diego, the first area to pay market prices, and sent state lawmakers scrambling for solutions. 

On Monday, as the commission released its findings, state Democrats aired a proposal to put $2 billion of an expected $10 billion budget surplus toward efforts to lessen California's electricity shortage. 

Sen. Steve Peace, D-La Mesa, architect of California's law to deregulate its electricity industry, said the money would be put in a special reserve fund for ``energy initiatives.'' Those could include building state-owned power plants, helping utilities finance regulated power plants or taking over the transmission system, he said. 

The commission report comes a week before San Jose will consider approval of Calpine Corp.'s controversial plan to build a 600-megawatt power plant in Coyote Valley. 

Critics said the report bolsters their claim that the proposed Metcalf Energy Center isn't as essential as Calpine would like many to believe. 

``The need is not there,'' said Calpine critic Issa Ajlouny. ``We have enough power. It was never so much a need for power as to scare people to get power plants in neighborhoods.'' 

But the commission's Larson said the new outlook for next summer doesn't lessen the need for more power plants. 

``This shows we are making some progress,'' Larson said. ``It doesn't, on the other hand, say, `forget it.' We do still need to aggressively attack the problem of finding more supply and more efficiencies.'' 

Calpine spokeswoman Katherine Potter said the company isn't worried about the commission report affecting the Metcalf plant's approval. The plant, expected to be online in a couple of years, wasn't intended to meet next summer's needs, she said. 

But Potter echoed the system operator's doubts about the projection's accuracy. A spokesman for Pacific Gas & Electric Co. also was skeptical about next summer's energy supply. 

``There are assumptions there that if valid, would work to everyone's advantage,'' said PG&E spokesman John Nelson. ``But as we've seen with the marketplace, old assumptions don't necessarily apply.'' 

Commission defends projections 

Larson said the commission's projections stem from its first detailed examination of the state's energy supplies and needs since California moved to deregulate its electric industry in 1996. The energy commission oversaw power needs before deregulation, but now that job is handled by the system operator. The commission's analysis was ordered by new legislation this fall aimed at solving the state's power needs. 

``This is the first really thorough analysis from the bottom up since the crisis began,'' Larson said. ``I'm very confident of what we're saying here.'' 

The commission projects a supply of 52,500 megawatts next summer. It expects a peak demand of 47,226 megawatts, under normal weather conditions. 

If temperatures are extremely hot, demand would rise to 50,068 megawatts while supplies would be 52,190 megawatts. 

Blackouts are triggered when supplies fall below 3 percent. 

The commission's projections are based on an expectation of between 1,888 megawatts and 3,087 megawatts of new power generation available for at least part of the summer. The additional supply would come from a couple of new large power plants outside the Bay Area and from a few smaller, portable generators. 

The commission also expects a new $50 million conservation initiative should reduce demand by 220 megawatts. The program, approved this fall, includes reflective paint on building rooftops and low-watt lights in traffic signals. 

Fluckiger said the commission's report fails to account for power plant breakdowns, delays in getting new supplies online, and imports that may not materialize. 

--------------------------------------------------------------------------------

Mercury News staff writer Mark Gladstone contributed to this report. Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 278-3410

Davis says power is state issue: 'First steps' detailed for U.S. regulators

By Carrie Peyton

Bee Staff Writer

(Published Dec. 2, 2000)

California -- not federal regulators -- will reshape the boards of two agencies that run the state's electric market and much of its electric grid, Gov. Gray Davis told the Federal Energy Regulatory Commission on Friday.

Davis also gave the strongest indication yet that he will work to block continuing efforts by Pacific Gas and Electric Co. to auction off its hydroelectric plants, in a press release that accompanied a six-page letter to the FERC.

And he again called on the commission to order refunds to electric consumers and to set stricter and lower limits on wholesale electricity prices than the ones it is now considering.

But Davis mentioned none of the sweeping changes that consumer advocates and some public utilities have sought, such as placing all or part of the state's electric system under public ownership. And he did not address how much ratepayers might ultimately be billed by PG&E and Southern California utilities that are paying billions more to wholesalers than they can collect from customers under state-frozen rates.

"This letter outlines the first steps toward a plan that my administration is developing," Davis wrote FERC chairman Jim Hoecker, but a complete plan will have to wait until after the commission votes on its draft proposal to reshape California's market, which could come Dec. 13.

"We're operating in a vacuum until we know what FERC is going to do," said Davis spokesman Steven Maviglio. But "I would suspect if they don't do what we want them to do, legislation will come sooner rather than later. ... Everything is on the table."

He said the governor has not ruled out a special session of the Legislature to take up electricity issues.

In his letter, Davis told FERC that he will move quickly to propose a bill to replace the boards of the Independent System Operator, which runs much of the state's electric grid, and the Power Exchange, which handles electricity trading.

Federal regulators have called for the ISO and PX to design their own replacement boards, but Davis wants control of the boards' makeup to stay in state hands. He urged Hoecker to accept that approach, writing that litigation now over state and federal rights won't help consumers, utilities or power generators.

Hoecker declined to comment on that issue through a spokeswoman, indicating that he can't discuss the specifics of cases currently before FERC.

PG&E declined to comment on Davis' call to prevent it from selling a hydroelectric system that spans much of the north state.

The utility and Hoecker issued statements that praised the governor's efforts to seek solutions, while consumer groups blasted his letter for doing nothing substantial to address the bigger problems facing California -- lowering electric costs and protecting ratepayers. 

Davis' Power Proposals Irk Watchdogs

Lynda Gledhill and Christian Berthelsen, SF Chronicle Staff Writers    

Saturday, December 2, 2000 

--------------------------------------------------------------------------------

Sacramento -- Gov. Gray Davis offered a limited proposal to deal with the state's energy crisis yesterday that immediately angered consumer groups who say he is ignoring the plight of ratepayers. 

Davis, who returned last night from Mexico after attending the inauguration of President Vincente Fox, released a letter outlining a few proposals to handle the crisis, including temporarily requiring utilities to retain their existing generation facilities. 

California's investor-owned utilities are now more than $6 billion in debt incurred after paying skyrocketing wholesale prices for energy while not being able to pass the costs to consumers. 

The crisis has led to a number of attempts to find a way to pay the bill while coming up with a long-term solution to stabilize the energy market. 

Among other things, Davis has proposed reconfiguring the board of the groups that oversee the state's electricity network to remove members with potential for conflict of interest, encouraging voluntary efforts to conserve electricity and expanding the use of multiyear contracts to reduce price volatility. 

Left unaddressed is the key question of who will pay the $6 billion debt that utilities have assumed to cover rising costs. 

"I'm actually shocked that the governor didn't deal with the looming tsunami of the $6 billion debt," said Nettie Hoge, executive director of The Utility Reform Network. "I really hoped he would stand up and say, 'State law is clear. I'm not going to make the victims of deregulation pick up the tab.' " 

Consumer groups quickly criticized the governor for not going far enough. "Governor Davis is passing the buck on this energy crisis," said Doug Heller of the Foundation for Taxpayer and Consumer Rights, which earlier this week said it will sponsor a ballot initiative in 2002 to tackle the energy crisis. 

"I think this is a delaying tactic. There is nothing addressing the heart of the problem -- that electricity is too important a commodity to be left to an unregulated marketplace." 

But Steve Maviglio, a spokesman for Davis, said yesterday's announcement is just the first step in what will be an continuing process. "A silver bullet won't solve this problem," he said. 

For Davis, who describes himself as cautious, the energy crisis is a vexing issue. While he has said he likes to govern by coming up with solutions to which all sides can agree, it is unlikely such a result will be possible in this case. 

"This is the first real crisis that has materialized in his administration, " said Allan Zaremberg, president of the California Chamber of Commerce. 

Davis' proposals came in a written response to the Federal Energy Regulatory Commission, which last month said that California's electricity rates are "unjust and unreasonable" and that the state's wholesale power market is "seriously flawed." 

In earlier testimony before the commission, Davis said he found it "incomprehensible" that the commission did not order refunds for consumers. 

Yesterday's letter from Davis continued to insist that commission should take the lead. "If you do your job of protecting consumers by rectifying the wholesale markets, the steps I have to take can be transitional in nature and limited in scope," Davis said in the letter to the commission. 

A final decision by the commission is expected Dec. 13. Davis will make further recommendations on the energy situation after that announcement, his office said. 

California's 1996 deregulation law forced investor-owned utilities to give up their hold on generating and transmission facilities and buy power in the open market. 

The change was designed to increase competition and produce lower electricity rates for consumers. As part of the plan, the utilities would freeze rates until they completed the sale of their assets. 

Deregulation, though, was put to a severe test last summer as energy supplies could not keep up with demand in San Diego, the first city in the state to come under deregulation. As a result, ratepayers in San Diego saw their bills triple as the wholesale electricity market was exposed to daily price swings. 

One of the governor's key proposals could delay the final implementation of deregulation. That proposal says utilities should be required to keep their existing generation facilities rather than selling them off. 

"It sure seems to make a lot of sense to me that they hang onto the generation," said Loretta Lynch, president of the California Public Utilities Commission. 

But Herbert E. Hart, an analyst with Redwood Securities Group, said the plan to hold off the sale of generation facilities -- which many companies have already done -- may be a bit too late. 

"That's kind of like locking the barn door after the horse has gotten out," he said.

E-mail Lynda Gledhill at lgledhill@sfchronicle.com and Christian Berthelsen at cberthelsen@sfchronicle.com. 

Electricity prices soar as changes take hold: Tab skyrockets under rule easing wholesale controls

By Carrie Peyton

Bee Staff Writer

(Published Dec. 12, 2000)

Some wholesale electricity prices on California's Power Exchange nearly tripled between Friday and Monday and others nearly quadrupled, while officials declared another electric emergency.

In the first full business day under new, sharply disputed trading rules aimed at averting blackouts, prices of electricity on the Power Exchange, where the bulk of California's electricity is bought and sold, surged far above Friday's $250 per megawatt hour.

The day's first PX auction produced average prices of $904 per megawatt hour, and a second auction used to adjust transmission line use produced prices of $668.

One year ago, the average PX price was about $30, Power Exchange spokesman Jesus Arredondo said.

"Prices were crazy yesterday and they're crazier today," Arredondo said. "This will be the most expensive month ever in California, I'm sure of it."

The California Independent System Operator blamed high natural gas costs and strong electric demand throughout the West for Monday's price run-up, but critics suggested it was early evidence that the new trading rules have backfired.

At the ISO's request, the Federal Energy Regulatory Commission late Friday gave permission to lift a $250 price cap and replace it with a requirement that power sellers who set prices higher than $250 must explain them later.

The ISO said the changes would improve the grid's stability by attracting more power to California, repaying plant owners for high natural gas costs and reducing last-minute deals.

The rules were immediately attacked by Gov. Gray Davis and state regulators, who argued that the rules would drive up prices without solving the other problems.

That's just what happened Monday, said Steve Maviglio, spokesman for Davis.

"Price gouging has reached a new level," he said. "It's not surprising. It's exactly what the governor predicted."

In addition, a "glitch" in the way the ISO and the PX use two-stage electricity auctions to ease congestion on transmission lines will temporarily spur more last-minute trading instead of less, according to power plant owners and the ISO.

ISO officials, who have long warned that last-minute deals can hurt the stability of the electric grid, said the effect will be minimal, but Power Exchange officials predict it could be massive. The test will come today.

In an effort to solve the problem, the PX late Monday asked FERC to make another emergency change in trading rules, lifting caps on the second round of power auctions, which are used to set "congestion" pricing.

The PX buys electricity from power plant owners and sells it to buyers, almost universally the utilities, which then turn around and supply Californians power. The ISO was created to control the transmission grid, but it has emerged as the buyer of about one-fourth of California's power when stability problems arise, and it then resells that power to utilities.

Meanwhile, the ISO declared another "stage two" electric emergency Monday afternoon -- the 12th since Nov. 1 -- and pleaded for continued conservation. Some big power users were told to reduce consumption, although the ISO said generally the outlook has improved slightly.

About 8,700 megawatts of power were off line Monday, compared with a high of more than 11,000 last week. A megawatt can supply about 300 to 1,000 households, depending on season and location.

The ISO blames the almost unheard of cold-weather emergencies on an unusual number of power plants down for repairs and growth in other regions that compete with California for electricity.

"It's a very tough problem right now," ISO spokesman Patrick Dorinson said. "I almost could look back and say summer was fun."

The governor, PUC president Loretta Lynch, consumer advocates and others blame the deregulated electric market for the cold-weather power crunches.

As that controversy raged on, state officials who are monitoring the increasingly chaotic electricity situation began toting up the costs of last week's runaway prices.

On Friday alone, according to the California Electricity Oversight Board, it cost $212 million to deliver power through the ISO-controlled grid, which serves about three-fourths of the state's electric consumers.

That would be enough to fully pay for a new, cleaner-burning 500-megawatt power plant about every two days.

Monday's bill won't be fully computed for another few days, but it appears that it will be significantly higher, according to the oversight board.

"We have a huge transfer of wealth going on, and we're not getting anything for it," Pacific Gas and Electric Corp. spokesman Gregg Pruett said.

Meanwhile, financial analysts Monday warned investors that the state's two largest utilities are finding it increasingly difficult to bridge the gap between frozen rates and power costs that escalate nearly daily.

Credit rating agency Fitch Inc. on Monday lowered its long-term and short-term debt ratings for PG&E and Southern California Edison, as well as the latter's parent company, Edison International. Fitch cited "increased liquidity pressure" and uncertainty about the utilities' ability to recover the costs of their power purchases.

The rating downgrades mean it will be more expensive for the utilities to borrow money in the future.

Also on Monday, Morgan Stanley Dean Witter & Co. and Banc of America Securities lowered their ratings on PG&E Corp.'s stock, which fell Monday to $21.94 a share, down $1.63, nearly 7 percent. The firm also lowered its rating for Edison International, whose stock closed at $18.63 a share, down $1.81, nearly 9 percent.

Moody's Investors Service put the securities of PG&E and its parent PG&E Corp. on watch for a downgrade.

PG&E estimates that at the end of November it had paid out $4.6 billion more for power than it has been able to collect, although consumer advocates disagree, pointing out that that number is significantly offset by utility revenues in other special accounts.

Before the December run-up in wholesale prices, PG&E had requested a 17.5 percent rate increase, which state regulators put on hold. Now the rate increase needed to cover its costs appears to be increasing daily, Pruett said, but he declined to say how much PG&E might seek.

Although consumer advocates oppose a rate increase, some are beginning to talk quietly about increases being inevitable if wholesale prices cannot be brought back down.

"It's not sustainable," said Mike Florio, an attorney for The Utility Reform Network and a member of the ISO board. "It has to stop."

Bee staff writer Andrew LePage contributed to this report.

Feds set new rules on energy -- But action ensures high prices, state says

By Carrie Peyton

Bee Staff Writer

(Published Dec. 16, 2000)

The Federal Energy Regulatory Commission tried to salvage California's deregulated electric market Friday, instituting new rules that it said would drive down wholesale prices and reduce the expensive practice of trading energy at the last minute.

But in California, utilities, consumer groups, lawmakers and the governor said FERC has virtually guaranteed higher electric rates, catering to nearly every demand of power plant owners and traders.

Gov. Gray Davis said he will call a special legislative session, concurrent with the regular session in January, to "at least" give the state more authority to inspect power plants, provide more control over grid operators and encourage new short-term power supplies. The governor reserved $1 billion in next year's budget for energy conservation and reform efforts.

He also called on state Attorney General Bill Lockyer to launch an investigation into natural gas pricing and to expand his probe of wholesale electric prices.

U.S. Sen. Dianne Feinstein said that if electric prices don't come down soon, "my strong recommendation to Governor Davis and the state Legislature is that they begin to re-regulate."

However, power plant owners, electricity marketers and some economists welcomed FERC's decision, saying it could be a first step toward restoring order in California.

Grid operators said it could reduce the risk of rolling blackouts by ensuring that power plant costs are covered.

In a 99-page ruling issued unanimously Friday, FERC ordered:

 Wholesale prices can float without limits, as long as certain paperwork about costs is filed. FERC retains the authority to order refunds if it finds prices are too high, but it sets a 60-day time limit that critics say effectively ends the chances of refunds.

 The immediate lifting of a requirement that utilities sell the output from their own power plants on the state-sanctioned Power Exchange and buy it back at PX prices. FERC said that will return to California regulators more authority over utility operations, but consumer advocates said it will have little immediate effect on prices.

 Utilities must pay extra for their electricity if they don't arrange for 95 percent of their power at least the day before delivery. The California Independent System Operator, which controls the grid, likes this provision because it believes it will ensure fewer last-minute deals and so improve the stability of the power grid. Utilities and some economists fear that the extra payments will backfire by giving sellers incentives to hold out until the last moment for more money.

 Utilities to immediately move toward signing long-term deals for power. FERC encouraged state regulators to make that job easier by removing critical price reviews that utilities now face. A reasonable price for power over the next five years would be about $74 a megawatt hour, the FERC suggested. That would translate very roughly to an immediate 20 percent increase in residential PG&E bills.

 California and FERC officials to meet to decide how to revamp the ISO board, in what one FERC commissioner described as an effort to avert a potential clash over state vs. federal authority. The current board -- under fire for going too easy on power generators -- will become an advisory body in late January.

With Friday's order, Davis said FERC commissioners "have chosen to ensure unconscionable profits for the pirate generators and power brokers who are gouging California consumers and businesses."

The resulting higher electric rates should be laid directly at FERC's doorstep, he said.

Friday's decision capped a tumultuous two weeks that have seen near-blackouts under the state's first "stage three" power alerts and an emergency order from the U.S. Energy secretary to force recalcitrant power plant owners and traders to sell into California.

Analysts have warned wholesale prices, which sometimes spiked to $1,500 a megawatt hour for power that once sold for $30 to $50, are leaving utilities in increasingly rocky financial shape.

And natural gas prices have been on a regional roller coaster, prompting calls that the gas market, too, should be investigated and its transmission prices capped by FERC. That emergency request, made by the parent company of San Diego Gas and Electric Co. last week, was left pending by FERC on Friday.

Some consumer advocates and state officials had hoped that FERC would at least rein in gas prices, which can drive electricity generating costs higher because many marginal power plants, used only when other supplies are low, run on natural gas.

State Sen. Debra Bowen, chairwoman of the Senate Energy Committee, said the FERC order will raise power costs, ensure that market chaos boils for the next two to five years, and boost the volume of calls for some kind of statewide public power authority.

"If we have any desire to see our ratepayers, our businesses have the gun removed from their temple ... we'll have to take every action we can to build and secure our own supply," she said.

The governor's statement may have telegraphed the fastest way the state could start, said SMUD general manager Jan Schori.

Pointing to a call by Davis Friday that California should look for "new opportunities" to produce power through the state Department of Water and Power, which now runs hydroelectric plants, Schori said the governor may well have "found his agency" to begin building California's next wave of power plants.

Schori and Pacific Gas and Electric Co. officials found little to like in the FERC ruling, with PG&E saying that it "leaves California electric customers exposed to price gouging and future electric supply reliability uncertainty."

PG&E declined to speculate on how much higher it might drive electric rates, but the utility is already seeking a 17.5 percent increase in January, with up to three increases annually over the next five years.

PG&E, Southern California Edison and San Diego Gas and Electric Co. say they have been paying so much for wholesale power that they now have billions of dollars of expenses that aren't covered under current rates.

And FERC Commission William Massey said Friday it is inevitable that federal courts will order the state to allow utilities to pass all those billions along to consumers, and then "the entire state will be in a perfectly legitimate and understandable uproar."

But Massey, the strongest advocate of clamping a lid on wholesale prices, said he nonetheless joined the unanimous decision because it offers some chance at reducing last-minute trades and so stabilizing California's power costs.

Frank Wolak, a Stanford economics professor who has long studied California's electric market, sees some hope for the state in the FERC push toward driving utilities out of last-minute power markets. The difficulty, he said, will be in reaching fair prices, and he said the $74 suggested by FERC is probably too high.

FERC has called a special conference Tuesday to encourage power sellers and utilities to move quickly toward long-term contracts at better prices, and it said it would be keeping on eye on prices to ensure they are fair.

But while the overall thrust of the FERC order is helpful, it has fallen far short of penalizing those who manipulate prices, Wolak said. "If all you do is watch the crook beat up the person, it's not going to stop the crook," he said.

PUC President Loretta Lynch indicated through her office that she is still analyzing the order and would have no comment. All eyes will be on the state Public Utilities Commission next week, when it could again consider utility pleas for revising their accounting and possibly charging higher rates. Davis urged the PUC, which still regulates major portions of consumers' electric bills, to "take all appropriate action to cushion the impact of this FERC-provoked rate increase."

Although the decision will have the greatest impact on investor-owned utilities such as PG&E, the Sacramento Municipal Utility District could also be affected.

Schori said that although SMUD is better positioned than PG&E to weather wholesale price swings, "the likelihood is, this (FERC order) is going to increase SMUD's exposure to higher costs."

Outside Power Supply Ordered

Feds require other states to sell excess energy as reserves decline in California
David Lazarus, Chronicle Staff Writer    Wednesday, December 20, 2000 
--------------------------------------------------------------------------------

State officials for the first time invoked a federal order yesterday requiring out-of-state power generators to supply electricity to California. 

The Independent System Operator invoked the order, issued last week by U.S. Energy Secretary Bill Richardson, after a faulty transmission line prompted a Stage 2 energy emergency, meaning that power reserves had dropped below 5 percent of capacity. 

The ISO, the nonprofit agency that oversees the state's power grid, said it was forced to act because it was unable to secure additional supplies of electricity. The federal order requires power generators in other states to sell excess juice to California until demand is met. 

"We just squeaked through another day," said Patrick Dorinson, a spokesman for the ISO. "To get by, we invoked the federal power act." 

The emergency order follows a series of energy alerts from the ISO as power reserves dropped to dangerously low levels because of a shortage of generating capacity. 

Meanwhile, PG&E expects to lay off employees and cut its stock dividend as a result of absorbing billions of dollars in losses, a senior official at the utility said. 

The official, asking to remain anonymous, told The Chronicle that even if a 10 percent rate hike were adopted as part of a deal now being negotiated between PG&E and representatives of Gov. Gray Davis, "the utility won't be in any better shape." 

"There will be layoffs," the official said. "You could also expect us to cut our dividend." 

Announcement of an accord between the governor's office and California's two largest utilities is expected today or tomorrow. Sources close to the talks said the two sides were still wrangling yesterday over the size of a rate increase to protect the companies from financial ruin. 

"They're not close to being where they want to be," one source said. "But the governor is still pretty insistent." 

"There are still some things to be hammered out," another source commented. 

The talks center on a combined $8 billion in losses racked up by Pacific Gas & Electric Co. and Southern California Edison since wholesale power prices spiked this summer. 

The utilities have been unable to pass along their energy costs to customers because of a rate freeze. 

Spurred to action by the utilities' warnings that bankruptcy is increasingly possible, the governor is brokering talks on a compromise that would lay about half the debt burden on consumers and force the utilities to swallow the remainder. 

However, the talks, which began last week, have hit a snag over how much of the burden consumers should bear. State officials are pushing for a 10 percent rate increase, while the utilities are seeking at least a 20 percent rate hike. 

Meeting with reporters yesterday in Sacramento, Davis said allowing the state's utilities to go under was not an option. 

"Bankruptcies involve two undesirable results," he said. "If major institutions that together employ 100,000 people have to lay off lots of people, and you have all this fallout, the lights will go off. I don't want either result." 

In Washington, the energy secretary said at a meeting on California's power woes with federal regulators that thousands of utility workers could be fired if PG&E and Edison continued losing millions of dollars a day. 

"I am concerned that we may be on the verge of a liquidity crisis," Richardson said. "We have some serious problems in California." 

Western governors will meet today in Denver to discuss the strain on the multistate power grid. 

Although the utilities were slow to win sympathy for their financial plight, 

they have gained support in recent days from a number of influential figures, including Richardson, Davis and Sen. Dianne Feinstein, D-California. 

Sources say the governor is eager to resolve the financial issue so that he and other officials can focus instead on finding ways to solve California's chronic power shortage. 

The PG&E official said concerns among politicians about the financial well- being of the state's utilities had increased after Edison's management sent a letter to employees explicitly warning that jobs could be eliminated because of recent losses. 

"The letter got leaked somehow," said Steve Hansen, a spokesman for Edison. "It was strictly designed to be internal." 

In any case, PG&E's top executives were mystified that their counterparts to the south were discussing the possibility of layoffs so publicly. 

"We were looking at each other and wondering what they're doing," the senior official said. 

"There will probably be layoffs here as well," he said. "But you have to look at it closely before you talk about it." 

The official declined to speculate on the scope of possible layoffs if PG&E accepted a deal involving a 10 percent or even a 15 percent rate increase. 

However, he noted, the utility was forced to tighten its belt in the late 1980s when it recorded its first quarterly loss after writing off $512 million related to construction of the Diablo Canyon nuclear power plant. 

At the time, the official said, an unspecified number of PG&E workers lost their jobs, the company's stock dividend was cut, and the share price took a hit. 

The situation could be significantly worse now, he said, if the utility is forced to write off more than $2 billion in losses as part of the rate- increase agreement. 

But sources close to the talks said it was nearly certain that huge write- offs would be a component of the deal. 

This means that even though the financial viability of the utilities will be assured, the matter will be nowhere near resolved, the PG&E official said. 

He said: "To borrow from Winston Churchill, this is not the end. It's the beginning of the end. There's going to be a lot more heavy lifting." 

--------------------------------------------------------------------------------

California's Power Crisis: Facts at a Glance 

Q: What's the status of the energy crisis? 

A: The state yesterday moved to a Stage 2 Alert, which is called when power reserves fall below 5 percent of the actual supply. 

Q: When did the power crisis start, and what role did deregulation play? 

A: Electricity deregulation took effect in March 1998, but the crisis did not emerge until this summer, when San Diego residents saw their electricity bills more than double. Power prices soared because electricity use outstripped generating capacity. Now, winter power prices have spiked because of record prices for natural gas, which fuels many generating plants, and unusually cold weather in the Northwest. 

Q: How has this affected PG&E customers? 

A: So far, not much. PG&E customers have been protected from rising electricity prices by a rate freeze that was to have lasted until early 2002. 

Q: Will the freeze remain in place? 

A: No. State officials and PG&E are negotiating a deal to lift the freeze and increase rates by at least 10 percent. This will help the utility pay off some of the $5 billion it has spent on wholesale electricity.

Chronicle staff writer Lynda Gledhill contributed to this story. / E-mail David Lazarus at dlazarus@sfchronicle.com. 

California lawmakers seek details on utilities' finances

Dec. 27, 2000 

Sacramento Bee
With time running out to find a resolution to California's energy crisis, lawmakers called on the governor Monday to release an audit of the two utilities that would benefit from a proposed multibillion-dollar state rescue plan. 

The push for details on the finances of Southern California Edison and Pacific Gas and Electric Co. came as the keeper of the state's power grid extended a Stage 3 electricity alert. 

The alert, imposed when reserves drop under or threaten to fall below 1.5 percent, has been in effect for all but a few hours over the past two weeks. Blackouts were unlikely, however, said Stephanie McCorkle, a spokeswoman for the Independent System Operator. 

"It's a calm day in the control room," McCorkle said. 

On Monday, the state's electricity reserves hovered around 5 percent. The alert was needed to get energy to Northern California from the Pacific Northwest to avoid falling to 1.5 percent, the ISO said. 

Most of the state's reserves are in the southern part of the state and a transmission bottleneck in Central California stalls the transfer of electricity to the north. 

That meant power the state was purchasing from Mexico was of little use Monday, because the ISO had difficulty getting it to the north where it was needed, said Ed Riley, the ISO's manager of grid operations. 

"We knew that power was there, and we didn't buy it for a reason," Riley said. "We don't have room for it on Path 15," a transmission system south of Los Banos. 

Roger Salazar, a spokesman for Gov. Gray Davis, said the state was grateful to Mexico for its help. 

"In terms of how it gets from one point to the other, that's the ISO's responsibility," Salazar said. 

At the Capitol, lawmakers continued working on a rescue plan for Edison and PG&E that could commit the state to buying power for the utilities' customers for up to a decade and give the state a stake in the companies. 

The state is already buying power under a $400 million emergency plan that is expected to run out soon, possibly this week. Salazar declined to say how much emergency funds remained. 

Lawmakers were waiting for an audit ordered by the Public Utilities Commission to assess the finances of Edison and PG&E, who together say they've lost at least $12 billion due to soaring wholesale electricity prices that the state's 1996 deregulation law prevents them from passing onto their customers. Suppliers are refusing to extend the two credit. 

Assembly Minority Leader Bill Campbell called on Davis, a Democrat, to release the report. Lawmakers need to see the audit to know whether the reported losses were inflated. 

"What does that audit mean for the legislation we are drafting to solve the rate crisis?" asked Campbell, R-Villa Park. "We can't craft solutions if someone's playing hide the ball." 

The audit will show what costs should be borne by the utilities and their shareholders and what ratepayers should cover, he said. 

Salazar said the audit was not finished and the PUC had not yet given it to the governor. 

One measure under discussion would have the state issue revenue bonds to cover the utilities' debts and make their customers pay the money back over 10 years through recently approved rate increases of 9 percent for residential customers and 7 to 15 percent for businesses. 

In exchange, California would be granted long-term options allowing the state to buy low-priced stock in the utilities. If the price goes up, the state could sell the stock and use the profits to help pay off the bonds. 

The utilities have declined to comment on the proposal. 

Assemblyman Dean Florez said Edison and PG&E oppose the plan and do not want to give up equity. 

"If that deal falls apart, I don't know what other deal makes it," said Florez, D-Shafter. 

Another measure would let the state enter into long-term contracts at low rates to buy wholesale electricity and sell it to Edison and PG&E customers, using the utilities' transmission and billing systems. 

With California's crisis tapping electricity resources throughout the West, President Bush called on Vice President Dick Cheney and several Cabinet members to develop a federal energy plan. 

Bush said he wanted a strategy on "how best to cope with high energy prices and how best to cope with reliance on foreign oil, how best to encourage the development of pipelines and power-generating capacity in the country." 

--Associated Press

Natural-gas bills to hold steady for now 

UTILITIES: But O.C. residents still will pay 60 percent more next month than they did a year ago. 

December 29, 2000 

By ANNE C. MULKERN

The Orange County Register 

Orange County consumers who heat their homes with natural gas will pay 60 percent more in January than they did last year. 

And that's good news.

Natural-gas bills, which climbed to an average $80 per household this month, were expected to increase again in January. The Gas Co., which serves all of Orange County, now says January's retail prices will stay at December's level.

Even though wholesale natural-gas prices are jumping to record highs, the company has been able to blunt the impact on consumers because it purchased some supplies at lower prices last summer and put them into storage. It also signed some long-term contracts for lower-priced gas, said spokesman Ed Van Herick.

Demand for gas also dropped this month as the weather warmed. On many December days, temperatures hit the mid-80s, well-above normal for this time of year, the National Weather Service said.

Gas demand so far this month is 6 percent lower than last December, Van Herick said.

But the longer-term outlook may not be as optimistic. The Gas Co. must buy new supplies of gas to replace what customers use. That gas probably will be higher priced, said Dave Costello, energy analyst with the federal Energy Information Administration.

"It's going to show up in consumer bills somewhere along the line,'' he said.

The wholesale price of natural gas delivered into California has repeatedly hit records this month. Prices are five to eight times those seen last year, Costello said. And those prices continue to rise because supplies are very low. Natural-gas inventories, stored in underground wells, are 15 percent to 20 percent below normal levels for this time of year.

"It suggests a certain amount of vulnerability we think sets us up for a sharp run-up in price,'' Costello said.

Nader, utilities clash at PUC: Power firms seek double-digit hikes

By Carrie Peyton

Bee Staff Writer

(Published Dec. 29, 2000)

SAN FRANCISCO -- With national focus on California's electricity crisis growing, Pacific Gas and Electric Co. began notifying customers that it wants to boost their electric bills up to 40 percent by the end of 2001.

PG&E's south state counterpart, Southern California Edison, prepared to send notices saying it wants increases of up to 76 percent over two years.

And both companies warned the state Public Utilities Commission on Thursday that even those increases may fall far short of the eventual rate increases needed to cover record wholesale electricity prices.

"The utilities bet on deregulation, and it has failed," consumer advocate Ralph Nader said after briefly attending the second day of emergency PUC hearings in San Francisco.

Now, because of that "reckless" policy, "utility bills will double or triple" unless the governor and the state Legislature take action, said the former presidential candidate of the Green Party.

"Gov. Gray Davis' political career hangs by a few kilowatt-hours," Nader said. "What happens in California will reverberate ... all over the country."

Nader and other consumer advocates called on Davis, regulators and lawmakers to resist rate increases that utilities say they need to avoid bankruptcy.

But PG&E spokesman Ron Low, calling Nader's talk of simply letting utilities go bankrupt "irresponsible and dangerous," said not even bankruptcy would spare California's consumers at this point.

Someone still will have to pay the wholesale electricity costs, he said. In December, PG&E estimates, those costs were so high that even a modest household bill for 500 kilowatt-hours would have risen from today's $54 to more than $250 if they were fully passed through in rates.

As utilities continued to push the PUC for emergency rate increases, the governor's office organized a nearly two-hour telephone conference with utility executives and consumer groups to discuss how California landed in this electricity morass and how it can get out.

Steve Maviglio, a Davis spokesman, insisted the governor was not trying to broker an agreement on proposed rate increases.

"He just wanted to get them talking," Maviglio said. "There was no stated goal other than to establish a dialogue."

The call broke little new ground, according to consumer groups and utility officials, but it gave them a chance to confront each other in the governor's hearing over issues on which they are deeply divided.

The meeting was the third in recent weeks between the Democratic governor and ratepayer advocates, but the first to include the utilities. Several participants said the meeting grew testy at times as consumer representatives challenged utilities' claims of impending bankruptcy.

"The first thing we all said is that there would be no compromise on a bailout or a rate increase. They are unacceptable," said Harvey Rosenfield, founder of the Foundation for Taxpayer and Consumer Rights.

"For me, the value was having the chance to put the questions right to (the utilities) and have the governor hear their response," Rosenfield said.

Consumer advocates contend that utilities have siphoned billions of dollars off to other operations and now hope to sidestep any responsibility for a situation they helped create.

Utilities contend that they were entitled to those billions under the electric industry restructuring law passed in 1996, and that the money cannot be used to offset current skyrocketing wholesale costs.

Maviglio said the governor hopes to hold another meeting with the two sides within a week.

Carl Wood, one of the five appointed PUC commissioners scheduled to vote next Thursday on the utilities' pleas for rate increases, said he expects the commission will probably approve an increase for extra costs that will pile up in 2001. But it is unlikely to respond to utility calls to back-bill customers for billions of dollars of expenses incurred during 2000, Wood said.

PG&E has asked the commission to let it collect, eventually, more than $5 billion that it contends it paid out for wholesale power in 2000 but couldn't recoup under frozen rates.

And in a PUC hearing room flooded with lawyers and regulatory specialists, Dorothy Diez, a retired receptionist from San Francisco, reminded commissioners that their decision will touch countless lives.

"Please, please do not raise rates," she said. "My goodness, I'll hardly be able to eat."

Tom Dickerman, a retired civil engineer who is both a PG&E ratepayer and shareholder, said "most ratepayers are poor people ... and yet the shareholders, myself included, have never missed a dividend." He called on utilities to stop paying dividends until they can ensure electric rates are fair for everyone.

Much of Thursday's hearing focused on how -- or if -- the PUC can allow some kind of emergency rate increase without opening a regulatory Pandora's box.

PG&E and Edison want the commission to lift a state-ordered rate freeze. They have argued before that once the freeze is lifted, they will have the right to pass on every penny of wholesale costs to consumers without any more input from the PUC.

PUC President Loretta Lynch questioned utility and consumer lawyers sharply Thursday on what legal justifications they see for imposing some kind of emergency rate increase while leaving the freeze in place.

In an indication of where her preferences may lie, Lynch told the utilities that she was not interested in devoting time during the hearing to their arguments for lifting the freeze.

Lynch and Wood, both Davis appointees, were sometimes abrupt with utility lawyers, and Wood pressed them on why they have not sued the owners of the power plants and traders who they blame for skyrocketing prices.

PG&E attorney Chris Warner responded that litigation is "actively being looked at" -- an answer that did not impress Lynch.

"It is appropriate for the commission to ask, 'What have you done to help yourself?' and the answer was a lot of talk and no action," she said during a break in the session.

State Sen. Debra Bowen, D-Marina Del Rey, who chairs the Senate Energy Committee, urged the PUC to revise rate structures to charge big household electricity users far more than those who are power thrifty.

She also urged the commission to remember that since 1998, utility shareholders have "benefited to the tune of about $18 billion" because rates were frozen at an artificially high level as part of electric restructuring.

It was a note Nader also sounded, saying such bailouts, followed by a request for more, proves that the state should abandon deregulation and create a public power agency.

The "sterling" performance of both the Los Angeles Department of Water and Power and the Sacramento Municipal Utility District shows that public power "places human need above corporate greed," Nader said.

Originally scheduled to run for two days, the emergency rate hearings will continue today and probably Tuesday.

Bee Staff Writer Cheryl Miller contributed to this report. 
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Most Californians Think Electricity Crunch Is Artificial

Sunday, January 7, 2001

Times Poll: They see shortage as greed-driven, and a majority back re-regulation of the power industry. Davis, PUC and private utilities get poor marks in the crisis. 

	Power & the Economy
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By MARK Z. BARABAK, LA Times Political Writer 

Power & the Economy 

     Faced with higher energy costs, many Californians believe the state is experiencing an artificial electricity shortage driven by greed, and a sizable majority favor re-regulating the power industry, according to a Los Angeles Times poll.

     The energy crunch is still abstract to many, who have yet to receive higher monthly electricity bills. Even so, it has had a sharply negative effect on public attitudes, compounding Californians' worries about the economy as they become notably less confident concerning the state's overall direction.

     Two-thirds of respondents consider a recession likely in the next year.

     And--perhaps as a consequence--Californians are less approving than they were just a few months ago of the job performance of Gov. Gray Davis and the state Legislature. Davis received poor marks for his handling of the electricity squeeze, as did the state's privately owned utilities and the California Public Utilities Commission.

     The poll, conducted Thursday and Friday nights, comes as California is grappling with fallout from the landmark 1996 decision to deregulate the electricity industry and, separately, with the skyrocketing price of natural gas.

     The surge in energy costs has seized people's attention in a way few issues have in recent years. Four in five Californians say they have been following news of the state's chaotic energy situation, with a third saying they are paying close attention.

     Two in five Californians say the power crisis is the most important matter now facing the state. The last time that question was asked, in June 1999, the energy issue barely registered. Back then, 34% said education was the most important issue; today only 19% say education is uppermost in their minds.

     In 1996, under Republican Gov. Pete Wilson, the Legislature voted to deregulate the electricity industry. At the time, California power prices were considerably higher than prices elsewhere in the country. Deregulation was supposed to foster competition and, with it, lower prices.

     Instead, unexpectedly high demand for electricity, tight supplies and runaway costs at the wholesale level have pushed up some consumers' bills and strained the finances of the state's two biggest private utilities, Southern California Edison and Pacific Gas & Electric. Until the state granted them an emergency short-term rate hike last week, a rate freeze had prevented those two companies from passing their rising costs along to consumers.

     Customers of municipally owned utilities in Los Angeles, Pasadena, Riverside, Sacramento and elsewhere have not been affected by deregulation or soaring electricity prices.

     Still, a solid majority of Californians, 66%, now view deregulation as a mistake. That is a shift from October, before the crisis grew acute, when a bit more than half of Californians either supported deregulation or had no opinion. At that time, 47% disapproved.

     Now, the state's plunge into a free energy market is viewed with stark negativity: Californians favor re-regulation of the electricity industry 2 to 1.

     Nearly three in five Californians consider the state's power crunch a very serious problem, and nearly seven in 10 worry that blackouts will hit their neighborhoods.

     "We just ended up with a raw deal," said respondent Stephanie Farley, 42. Her most recent gas and electric bill was $604 for a three-bedroom home in National City, outside San Diego. Under deregulation, she has paid as much as $800 a month for power, considerably more than her old bill. 

     Farley's utility company, San Diego Gas & Electric, is no longer subject to the rate freeze and last summer increased its rates dramatically as its wholesale costs rose.

     "There was no consideration for what it was going to cost," Farley said of the move to let electricity prices fluctuate with supply and demand. "Somebody messed up somewhere."

     Indeed, the poll found a deep vein of public skepticism about the causes of the electricity crisis. More than half said they do not believe there is a shortage. Asked to explain their doubts, many asserted that greed on the part of utility companies and electricity wholesalers, rather than a lack of available electricity, is responsible for exploding prices.

     "How can we go so many years with no problems at all, then suddenly we run into an energy crisis?" asked Carl Fisher, 79, a retired postal worker in Camarillo. His answer: The privately owned energy wholesalers are "playing games . . . jacking up the prices, trying to benefit themselves."

     Max Hobbs, 59, of Glendale, agreed: "Some providers under deregulation have, it seems to me, set up a situation where they have tried to create an artificial shortage, and that's a big part of the problem."

     Like a fallen power line, deregulation and the ensuing controversy have burned just about everyone--and every institution--they have touched.

     Private utilities take the largest share of the blame, with a third of people surveyed holding them responsible for the current problem, rather than the wholesale energy suppliers that have profited from deregulation. The Legislature gets the next biggest share of blame, from 22% of those surveyed. It is followed by deregulation in principle, with 18% citing that as the core problem, and the PUC--charged with overseeing the state's energy industry--which 12% believe is most responsible. Seven percent blame the electricity wholesalers.

     The crisis has presented Democratic Gov. Davis with the most serious challenge since he took office two years ago. Although he repeatedly notes that he inherited the problem, Davis' standing has slipped, just as he starts looking ahead to a reelection effort next year.

     Although 51% of registered voters approve of the way the governor has handled his job, the number is lower than his 59% approval rating in October and off sharply from last February, when 67% of voters approved of his performance.

     Asked specifically about his handling of the electricity crisis, Californians said they disapprove, by 39% to 29%. Only 33% said the governor has shown decisive leadership on the issue, while 41% said he has been indecisive.

     "I just think he should have done more sooner, before it got to the situation it is now," said Steve Presser, a 36-year-old Fresno city worker. "If there was something that was going to go wrong with deregulation, they should have had some contingency set up. . . . All of a sudden the consumers are stuck paying the bill."

     The Democratic-run Legislature has fallen even further in the public's esteem. Last February, 54% of voters approved of the way state lawmakers were handling their job; today 43% approve.

     But the greatest hostility was aimed at the five-member PUC. It was the commission that first launched deregulation in 1995, with the Legislature giving its stamp the following year. At that time, Republicans controlled the state Assembly and Democrats ran the state Senate.

     By 3 to 1, Californians disapprove of the job being done by the PUC, which last week approved emergency rate hikes of 7% to 15% designed to help Southern California Edison and PG&E.

     Of those affected, more than half said the 90-day rate hike would pose a financial burden. "I'm not poverty-stricken or anything, but I do live on a fixed income and try and watch my bills," said Helen Baloga, a retired health care administrator in West Hollywood. "It's simply not fair to us as citizens."

     The energy upheaval has soured the overall mood of Californians and made them significantly more pessimistic about the state's economic prospects.

     A year ago, by 53% to 30%, a majority of Californians believed the state was on the right track. Today, only 45% say things are going the right way, with 40% saying things are on the wrong track--the worst showing in more than four years.

     There is sharp divergence between the views of Northern and Southern Californians. By 49% to 34%, Southern Californians believe the state is heading in the right direction, while in Northern California the reverse is true, with 47% saying the state is headed in the wrong direction and 41% saying things are on the right track.

     There are several possible explanations. In Northern California, pricey housing is considered a particular problem, and a greater percentage of residents are served by private utilities--thus facing the prospect of much higher energy costs. Also, a larger percentage of Northern Californians believe there is an actual, as opposed to artificial, shortage of electricity.

     Overall, the number of California voters who feel the economy is doing well has slipped some, from 87% in October to 83% in the most recent survey. The decline in those who consider the economy doing "very well" fell even more dramatically, dropping 19 points in the last three months as the national economy slowed just when the state's energy problems worsened.

     Sixty-eight percent of Californians now consider a recession likely in the next year, with 21% considering it very likely.

     The Times Poll, under the supervision of Director Susan Pinkus, interviewed 575 Californians, with a margin of sampling error of plus or minus 4 percentage points.

     Associate Times Poll Director Jill Darling Richardson contributed to this story.

January 12, 2001 
Silicon Valley's Achilles' Heel Is Exposed

By CHRIS GAITHER New York Times

SAN FRANCISCO, Jan. 11 — As California energy officials struggled today to conserve thinning power reserves, companies throughout Silicon Valley dimmed lights, turned off heating systems and switched on backup generators to keep the high-technology industry humming. 

The actions, taken by leading companies like Cisco Systems, Intel and Sun Microsystems, reminded many here of the scorching day last year when the lights went out. 

In Silicon Valley, where electricity has been the mother's milk of the technology boom, the risk once again of blackouts like the one last June threatens the economy's very lifeblood. 

Steve Lane remembers June 14 as the day his employer, SDL Inc., like many companies in the Valley, lost millions of dollars as its manufacturing plant sat idle without electricity. Mr. Lane, a senior facilities manager, also recalls it as the day diesel fuel ruined a fine dress shirt and pair of slacks. 

With temperatures soaring to 109 degrees that day, straining California's already fatigued power grid, SDL received a call from Pacific Gas and Electric, California's biggest utility, saying that the state's power grid operator had ordered the local electricity supply temporarily shut down to reduce stress on the system. 

And so, Mr. Lane recalled recently, he and several colleagues found themselves crouched above the company's burly diesel generator in dress clothes, struggling with five-gallon buckets to keep the fuel tanks filled and emergency power in the plant, which makes lasers for fiber optic networks. 

In the end, SDL, which has since bought stronger generators, said the failure that day cost it more than $3 million in repairs and lost production. 

"Most of us had no idea, before June 14, how serious that problem was," Mr. Lane said. 

The problems at SDL and Silicon Valley in general serve as a magnified illustration of the energy crisis in California, where a three-year experiment with deregulation has made wholesale energy costs soar as rising demand collided with scarce supplies of power. State price caps prevent utilities from passing on higher prices to consumers. Utilities say they have lost about $12 billion from the situation and will go bankrupt without some government help. 

Like most problems in the peninsula just south of here, including increased traffic and housing shortages, the energy problem is caused largely by good fortune. The population has boomed, but the improvements to the infrastructure used to move energy around the region have lagged. High-technology companies, the legions who came to work for them and the computer devices they create have voracious appetites for electricity. 

The region's need for power has grown about 5 percent a year, triple the statewide rate. Consumption in Santa Clara County, the heart of Silicon Valley, has grown by one-third since 1994, and utilities officials expect demand to grow another 11 percent by 2004. Over that decade, peak electricity use is expected to increase by 1,052 megawatts, enough energy to power more than one million homes. 

"Every time a company expands, every time a home is built, every time somebody, thank God, gets enough money into his hands to buy a computer for the kids, that's another kilowatt or megawatt in a state and a region that doesn't have a lot to spare," said Scott Blakey, a spokesman for Pacific Gas and Electric, a unit of PG&E. "And if it does have it to spare, it's at a price the utilities are becoming fast unable to afford." 

Many high-technology companies also demand an unrelenting flow of power round the clock. Even momentary blackouts are disastrous: semiconductor plants can take days to recover, and companies that are hosts to Web sites for e-commerce can lose angry customers if the sites go down. Trade associations estimate that the industry lost hundreds of millions of dollars during the June 14 failures. 

Ed Quiroz, a regulatory analyst with the California Public Utilities Commission, said a typical commercial office building consumes 10 to 15 watts a square foot. In contrast, a building that houses Internet networking centers or servers for Web hosts uses 120 to 200 watts a square foot. A 10-story building filled with Web host centers can consume up to 40 megawatts, enough energy to power 40,000 homes. 

These companies settled into Silicon Valley, the region that grid officials call the most susceptible to power failures in an already energy-starved state. The population boom, insufficient transmission lines and the region's own failure to produce more power locally, despite its needs, are making a tight energy market even tighter. 

"The digital economy's demand on electric reliability far outstrips what the current infrastructure is able to provide," Mr. Quiroz said. 

So far, most of the largest high-technology companies have been spared from catastrophic blackouts, which industry leaders estimate could cost companies anywhere from $1 million a day to $1 million an hour. Intel, Agilent and others have struck deals with the power system's operators, promising to turn off lights and air-conditioners to reduce demand in exchange for being bypassed in the controlled power reductions, called rolling blackouts. 

Yet the threat of more power shortages like the one that crippled SDL has frightened executives far more than the temporary rate increases announced last week that will raise their energy bills by 7 percent to 15 percent. 

Carl Guardino, president of the Silicon Valley Manufacturing Group, a powerful trade association with 190 member companies, said nearly every high-technology manufacturer in Silicon Valley had drawn up plans to shift production out of state if necessary. Craig Barrett, chief executive of Intel, announced this week that his company was unlikely to expand in California until energy became more consistent. 

"What Craig said is echoed by just about every C.E.O. that I have spoken with," Mr. Guardino said. "The message is, `Either get a reliable source of power or we can't expand here."' 

Mr. Guardino added, "This is probably the biggest challenge to our economy, here in Silicon Valley and statewide, that we have faced in decades." 

Companies are responding to the power shortage in many ways. Large manufacturers have bought expensive diesel generators, which environmental regulators fear will contribute to air pollution. Oracle, the second-largest software company in the world, recently built a $6 million substation to carry enough energy from California's grid to power its 1.6 million square feet of office space. But diesel generators are on hand to keep the data center, the core of Oracle's Internet business, from crashing during a blackout, the company said. 

Many companies have also devised ways to quickly reduce their lighting and air-conditioning when utilities warn that power supplies are low. 

The Silicon Valley Manufacturing Group, formed in 1977 by David Packard, a co-founder of Hewlett-Packard, created an energy task force, with 35 member companies, to protect the industry's interests and discuss conservation methods. Last week, the group supported a pilot program, created by the Electric Power Research Institute in Palo Alto, that allows companies to track their electricity consumption, as it is used, to better manage their power. 

But many argue that the region's biggest shortfall is its lack of local power plants. Generating power locally is considered crucial for efficiency because the farther electricity has to go along wires, the weaker it becomes and the more grid space it ties up. 

Gov. Gray Davis recently called the creation of new generators the key to keeping up with power demands. His administration has approved construction of nine new power plants, all outside Silicon Valley, which would add 6,278 megawatts to the state's supplies within five years. 

Though Silicon Valley uses more than 2,900 megawatts on peak days, it produces fewer than 200 megawatts, through small plants at universities and private companies. 

"Clearly, the San Jose area has to be willing to look at generation in its own area, and not just bring it from other places," said Patrick Dorinson, director of communications for the California Independent System Operator, which controls the power grid. 

Two large development companies, the Calpine Corporation and Bechtel Enterprises Inc., are trying to build a 600-megawatt natural gas power plant in Coyote Valley, one of the remaining undeveloped sections of San Jose. Tucked against a hill in South San Jose, where existing transmission towers already help carry power from Canada to Mexico, the $400 million Metcalf Energy Center, if approved, would direct nearly all the power it creates into San Jose and its surrounding areas, a Calpine spokeswoman said. 

"At some point, we've got to take responsibility for the power we need," said Steve Tedesco, president of the San Jose Silicon Valley Chamber of Commerce, which supports the project. 

But Bechtel and Calpine have been stymied by a potent combination of resident and corporate resistance. The local neighborhood association and Cisco, which in October received approval to build its new headquarters for 20,000 employees less than a mile from the land being considered for the power plant, waged a successful lobbying campaign against the project, citing concerns about air quality and incompatibility with the surroundings. 

Although Cisco's plans face their own challenge in a voter referendum as early as April, the company and the association, with the support of Mayor Ron Gonzales, persuaded the San Jose City Council to reject a petition to change the zoning regulations, which now limit the rural area to office space. 

"We're not anti-business or anti-development; it's simply a bad location," Elizabeth Cord, president of the Santa Teresa Citizen Action Group, said in an interview. 

Accusing the neighborhood association of a not-in-my-backyard mentality, the developers have asked the California Energy Commission to approve the project despite the failure to procure a zoning change. Hearings before the commission began this week, with a final decision expected in May or June. The commission's staff has already recommended approval, calling the benefits to San Jose substantial. 

Even if construction is approved, the plant will not be operating until the summer of 2003. In the meantime, industry analysts say, companies and the government must work together to both save energy and find new ways to quench the growing thirst for electricity. 

"You want to grow an economy in a new set of directions, and the means just aren't there," said Mr. Quiroz, the Public Utilities Commission analyst. "Somebody is going to have to spend the money to provide a new infrastructure and beef it up."

Air pollution gets worse as turbines spin

By Chris Bowman

Bee Staff Writer

(Published Jan. 14, 2001)

California's energy shortage already has millions of consumers paying through the nose -- quite literally.

During the onset of the crisis last spring, California power plants spewed up to three times as much smog-forming pollutants to deliver pricey electricity as they did the previous summer when the energy market was more stable, The Bee has found.

In addition, plants burning fossil fuels -- natural gas, oil, coal and wood -- expelled upward of 50 percent more carbon dioxide, a heat-trapping gas thought to contribute to global warming, during the first nine months of 2000 as compared with the same period in the previous year, an analysis of plant emission records showed.

The spike in air pollution is a direct result of a relaxation of local smog enforcement that allowed many Southern California electricity suppliers to delay cleanup of natural gas-fueled generators, combined with a drop in cleaner hydroelectric power imported from the Northwest and increased reliance on power from the state's older, higher-polluting plants.

To address the electricity shortage plaguing California for much of the past year, suppliers from San Diego to Redding have been running generators harder and longer, and firing up dirtier standby turbines more often to keep the lights on.

As a result, harmful emissions from power plants shot up last year, soaring in the air-conditioned summer and fall, when the electricity shortfall turned from crunch to crisis.

During that time, many plants bumped up against government-permitted pollution limits and, in a few cases, seriously breached them.

These are among the findings that emerged from interviews last week with energy experts and economists, a review of pollution enforcement records and a computer-assisted analysis of the pollution emitted last year by power plants statewide.

Altogether, the investigation showed that the energy crisis has socked Californians not just with higher electric bills, but with heightened environmental costs.

Consumers are paying the price, in terms of dirtier air and hazier skies, for the state's increased reliance on older plants powered by fossil fuels.

"If your conclusion is that not only is the electricity more expensive, there is more environmental insult associated with producing this electricity, that is absolutely the case," said Michael Scheible, deputy executive officer of the state Air Resources Board, which enforces state pollution rules.

Not all electricity suppliers are worsening California's smog. Much of the state's electricity comes from hydropower dams in the Northwest and nuclear reactors on the California coast.

But during the energy squeeze, power managers are relying much more frequently on a network of several hundred fossil fuel generating stations in periods of heavy demand.

Many of these plants are aging and rank among the biggest single polluters in the state.

Among them are plants in Southern California that have been operating under relaxed controls for the past seven years.

Under a program adopted during the recession, each industrial plant is allocated an annual pollution limit, and can choose the cheapest way to comply. Companies that stay within their limits can sell the excess "pollution credits" to companies at whatever price they can negotiate.

In theory, the program was supposed to encourage utilities to install better pollution controls and retire dirtier generators sooner than they otherwise would have. But, ultimately, very few plants cleaned up their operations -- the result, critics say, of credits being doled out too generously.

Running at full tilt, fossil fuel plants emit tons of pollution over the course of a year.

Carbon dioxide emissions from the 31 power plants monitored by the federal EPA totaled nearly 28 million tons during the first nine months of last year, the most recent data available.

That's a 52 percent increase over the amount reported by the same plants during the same period in 1999.

The pollution increased in direct proportion to the consumption of natural gas burned to generate the extra power, the air board's Scheible said.

The EPA does not track power plant emissions of nitrogen oxides. But Southern California power plants showed levels of the smog-forming pollutant tripling in tonnage between the summer of 1999 and the spring of 2000, according to an analysis by the South Coast air district.

Nitrogen oxides react in sunlight with other pollutants to form ozone, the ingredient in smog known to irritate eyes and airways and reduce lung function in children over time.

The environmental fallout of the energy debacle goes beyond California.

Environmentalists in Oregon and Washington fear that federally mandated exports of hydroelectric power to rescue California will deplete the region's already meager supply of reservoir water that will be needed in the spring for endangered runs of salmon and steelhead.

Many in those states believe mismanagement, rather than economics, are to blame for the energy shortage, and that the Northwest should not bail out California by draining its own reservoirs.

"While we are not all convinced that California has an emergency, the fish, I am sure, feel they have an emergency," said Robert McCullough of Portland, an energy consultant for utilities in the Northwest.

Across the Nevada border, Southern California Edison recently won permission from the state's environmental authorities to temporarily exceed pollution limits at its huge coal-fired power plant in Laughlin, Nev. to meet Californians' energy needs.

The plant, which has no air pollution control equipment, emits 40,000 tons of sulfur dioxide annually. It is the largest single uncontrolled source upwind of the Grand Canyon, and many scientists believe its pollution is responsible for diminishing the visibility across the wide chasm.

In California, the tension between power producers and air quality watchdogs has tightened as the energy shortage continues.

"We now face the unpleasant choice of allowing significant increases in emissions from these plants, or worsening electric system reliability," said V. John White, a Sierra Club lobbyist in Sacramento.

Earlier this month, Silicon Valley chapters of the Sierra Club and the American Lung Association took the unprecedented step of endorsing a Calpine Corp. proposal to build a power plant in San Jose. The City Council rejected the plan. Calpine is appealing to the state Energy Commission.

Environmentalists said the state-of-the-art natural gas-powered plant is a much cleaner alternative to having backup diesel generators tide the region over during a power gridlock.

All plants are supposed to stay within pollution limits set by local smog control districts. In recent months, regulators say, they are keeping closer tabs on power plants given the higher temptation to exceed pollution limits and capture a greater share of the lucrative electric market.

Last month, the South Coast Air Quality Management District fined the Los Angeles Department of Water and Power a record-setting $17 million for allowing its Long Beach plant to illegally emit more than 1 million pounds of smog-forming emissions last year.

Smog regulators also took notice when the AES Pacific Corp. power plant in Huntington Beach vastly exceeded its pollution limits to supply desperately needed electricity to the region. AES also paid a $17 million fine.

And on Friday, when 11 California prisons fired up their emergency diesel generators, two were fined on the spot for violating pollution standards.

The Independent System Operator, which operates most of the state's electric grid, has been lobbying state and local air regulators to loosen their rules so that the cleaner diesel generators used as backups for prisons, hospitals and other critical operations can be tapped to avert blackouts.

The ISO knows it is in for a fight, said Ali Amirali, an ISO operations engineer.

"They want to make sure the ISO walks on glass and swallows a toad before we use these facilities," he said.

Bee staff writer Carrie Peyton contributed to this story. 
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Emissions tripled from power plants 

Higher pollutant levels are blamed on relaxed enforcement in the south state and more reliance on older plants, newspaper says 

ASSOCIATED PRESS 

--------------------------------------------------------------------------------

SACRAMENTO -- Power plants have released up to three times more smog-forming pollutants since the onset of the state's power crisis last spring. 

Nearly 28 million tons of carbon dioxide emissions poured out of 31 power plants monitored by the federal EPA during the first nine months of last year, a newspaper found. 

That equals a 52 percent increase over the same period in 1999. 

The increase is attributed to relaxed local smog enforcement in Southern California, combined with increased reliance on electricity from older, higher-polluting plants, the Sacramento Bee reported Sunday. 

"If your conclusion is that not only is the electricity more expensive, there is more environmental insult associated with producing this electricity, that is absolutely the case," said Michael Scheible, deputy executive officer of the state Air Resources Board in charge of enforcing California's pollution rules. 

Scheible said that surge comes from the state's reliance on older plants powered by fossil fuels such as natural gas, oil, coal and wood. The additional pollution is a result of a state struggling to keep its customers' lights burning. 

"We now face the unpleasant choice of allowing significant increases in emissions from these plants, or worsening electric system reliability," said V. John White, a Sierra Club lobbyist in Sacramento. 

For the past seven years, power plants in Southern California have received an annual pollution limit. If they fall below that level, they can sell their excess "pollution credits" to other companies in need. 

The program was supposed to decrease pollution, but critics say the credit system is being abused. 

Southern California plants tripled their smog-forming pollutants in tonnage between the summer of 1999 and the spring of 2000, according to the South Coast Air Quality Management District. 

But the air district is cracking down. 

It has fined two Southern California plants $17 million for surpassing legal pollution limits. 

And on Friday, two California prisons were fined after firing up their emergency diesel generators.

Activists fear energy crisis will cut funds for poor 

By Aurelio Rojas

Bee Capitol Bureau

(Published Jan. 16, 2001)

California's electricity crisis -- which already has forced the state to dig into its coffers to keep the lights on -- is generating growing concern among advocates for the poor.

Some worry that if the state bails out investor-owned utilities, the expenditure will jeopardize spending gains for health care, housing, child care and other social welfare programs.

"It's something I don't even like to think about," said Jim Keady of the PICO California Project, which was instrumental in last year's successful campaign to increase spending for public health clinics and coverage for the uninsured.

While Gov. Gray Davis' proposed budget includes $201.5 million to expand the Healthy Families insurance program, it proposes significantly less than last year for housing. And for the second straight year, it does not call for appreciable increases in child care spending.

Meanwhile, his spending plan sets aside $1 billion to help resolve the energy crisis. Last week, the state Department of Water Resources stepped in to buy electricity from power traders who balked at selling to debt-weakened utilities.

The department expects that the utilities will pay the bill. And Davis and legislative leaders insist that any long-term solution for the state to broker power or help utilities retire their debt will not come at taxpayer expense.

"We agree the energy situation deserves serious attention," said Jean Ross, director of the California Budget Project, which lobbies on behalf of low-income families. "But so do child care, housing and other social issues."

California's projected $8 billion surplus, Ross said, provides the state with the financial cushion to address various needs. But a study released earlier this month by the California Budget Project found that despite years of economic growth, spending on health and human services programs has declined as a share of overall state spending while tax cuts have risen.

Permanent tax cuts enacted in 1999 and 2000 reduced state revenue by $6.2 billion, according to the survey. Spending increases, meanwhile, for most social service programs were one-time allocations.

"The state is in danger of squandering opportunities to provide health coverage and (give) a tax break to those who need it most," said Amy Dominguez-Arms, vice president of Children Now. She said the working poor have not shared in the state's booming economy.

Based on the most recent studies, California still has about 7 million residents who do not have health insurance.

Don Maddy, chief lobbyist for the California Health Care Association, said that while the energy issue has consumed the Legislature, the health care industry has been having its own "brownouts."

Moreover, subsidized child care is available to only 30 percent of children who are eligible. The governor's budget proposes an additional $40 million for after-school programs, but Dominguez-Arms said the money would cover only a small portion of the children who need care.

The Child Care Resources & Referral Network, a statewide organization of 61 local child-care groups, plans to mount an aggressive campaign to urge the governor and Legislature to increase spending.

Last year, the advocates succeeded in lobbying for $80 million more for child care. But Patricia Siegel, executive director of the child-care network, worries that the energy crisis will make the task harder this year.

"With all the talk about electricity, it's going to be more difficult to be heard," she said.

Environment  
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Calpine may pay up to $2.5 million 
Pittsburg council will let the power line stay in place 

--------------------------------------------------------------------------------

HOW THEY VOTED

Here's how Pittsburg City Council members voted on a settlement deal with Calpine on the company's unauthorized use of city property. Councilman Frank Aiello: Yes Councilwoman Yvonne Beals: Yes Councilman Bob Lewis: Yes Mayor Frank Quesada: Yes Councilman Aleida Rios: Yes 

--------------------------------------------------------------------------------

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- While fearing Calpine is shortchanging Pittsburg schools, the City Council has settled the electric power company's unauthorized use of a piece of public property originally to be developed with up to 39 houses. 

The council voted unanimously Tuesday night to accept a compensation package from Calpine that could bring the city up to $2.53 million over two years, or a series of economic development incentives plus cash, in exchange for allowing the company to keep in place part of a power line and transmission tower it built on city land without permission. 

Led by Councilman Frank Aiello, the council and audience members said they were upset that Calpine has not yet agreed to compensate the Pittsburg Unified School District for development fee and tax revenue the schools will lose because the downtown land near Herb White Way and Eighth Street will house a power line instead of houses. 

Aiello estimated the district could lose $150,000 to $200,000 in development fees from losing the houses. 

"If those 39 homes were built, the district would get the money," Aiello said. "That's an open and closed subject." 

Pittsburg schools Finance Director Sheri Gamba said Wednesday the district charges a one-time fee of $2.05 per square foot to new home builders, money used for school facilities. She said she was unsure how much money the district would have received for 39 homes from another source -- property tax. 

But amid the fears about school funding, council members acknowledged they were under heavy pressure to approve the deal to avoid delay in firing up Calpine's Los Medanos Energy Center, which is to be the first major new plant to come on line in California since 1996. It is scheduled to open in July. 

"I really don't think we have a choice," Aiello said. "The energy crisis in California is much bigger than this one decision." 

Calpine officials apologized for moving to city property without permission a power line transition station, a facility where the company's underground line switches from under- to above-ground on its way from the 500-megawatt Los Medanos plant to the state power grid just west of Pittsburg. 

"Calpine is extremely apologetic to the city, to the California Energy Commission and to the public" for the error, Calpine Vice President Bryan Bertacchi said, adding that the company "was solely responsible" for the error. 

Calpine officials said engineers designing the project could not put the transition station at its licensed location about 250 feet west of where it was built. Displaying a massive chunk of stiff cable that makes up the line, Calpine officials explained that it was impossible to make a sharp turn in the line as originally planned. 

Bertacchi said drawings submitted to the city showed the change, but did not highlight it to make sure it was noticed by the city. It was only when the line popped above ground in October, he said, that the mistake was noted. 

The timing of when the city leaders became aware of the problem, especially leaders who have now departed, was also raised. 

Frank Gordon, a member of the public power plant advisory group that has monitored the city's power deals since their inception, said he was told by Calpine officials that they negotiated the location change with city officials, including former City Attorney Michael Woods and former City Manager Jeff Kolin, long before the line was built in its new location. 

"Those issues are kind of bothersome to me," said Gordon, a leader in a variety of community development agencies in Pittsburg. 

Other concerns were also raised Tuesday. 

Paulette Lagana, who heads CAP-IT, a community environmental education group, pointed out that council members were being asked to agree to relocating the line when they had no expert advisers present who could tell them about possible impacts. St. Peter Martyr School is next door to the line, Lagana said. 

She said state and Calpine officials were asking council members to make a major decision in a hurry. 

"How can you not say yes when it's not only the city of Pittsburg that's at stake here, not just East County, but the entire state of California," she said. "That's a lot of pressure you should not be under." 

Mayor Frank Quesada said it might be a good idea to delay a decision until the California Energy Commission holds a public hearing on the matter. 

But that will not happen for several weeks, and Bertacchi said delaying settlement with the city would push back Los Medanos' July 7 on-line date and could also delay progress on Calpine's other plant under construction in Pittsburg, the Delta Energy Center. 

Jeri Scott, the energy commission official attending Tuesday's meeting, said the agency is planning a full review of the line relocation, and said that the review would be the forum for deciding impacts of the relocation on the school district. 

Bertacchi said after Tuesday's meeting that his company is willing to negotiate with the school district and wants to "work to mitigate impacts" from the relocation, but stopped short of pledging to reimburse the district for lost development fees. 

Garrett Evans, the city's top economic development official, said the company that originally planned to build the houses is still interested in developing the remainder of the property unaffected by the line. 

Staff writer Glenn May covers Pittsburg and Bay Point. Reach him at 779-7170 or gmay1@cctimes.com. 
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Local power plants reduce their output

POWER CRISIS 

Company says units idled for necessary maintenance 

By Glenn May

STAFF WRITER 

--------------------------------------------------------------------------------

PITTSBURG -- East County residents are used to seeing plenty of smoke rising from the many power plants around them, sure signs that power companies are pumping out juice for the Bay Area's lights and computers. 

But as blackouts have rolled through Northern California for a few days, emission plumes trailing stacks have appeared thinner than usual. 

That includes the seven smokestacks at Southern Energy's 2,000-megawatt Pittsburg power plant, the Bay Area's biggest. 

"There were four plumes this morning. There's only one now, and that seems to be petering out as we speak," said Jim MacDonald, a Pittsburg resident who has been a leading critic of the power plants around his community, and who was observing the stacks from his home shortly after noon. 

The plant is running significantly below capacity, said Southern Energy spokesman Chuck Griffin. He noted that it is difficult to gauge generation levels by what comes out the stacks. 

Generating units 1 and 3, rated at 163 megawatts each, were down, as was Unit 5 at 325 megawatts, Griffin said. Unit 7, whose smokestack looms largest above Pittsburg, was running at about half of its 682-megawatt capacity. 

All told, 992 megawatts at the Pittsburg plant -- enough to power 992,000 average California homes -- were out of commission Thursday. 

Southern's Contra Costa plant in Antioch also was running at half its capacity. 

Griffin said 340 of that plant's 680 megawatts were down Thursday, taking another 340,000 homes' worth of power off the grid. 

The reason for the idled units -- maintenance. 

The Contra Costa maintenance was scheduled months ago, Griffin said, but some of the work being done at the Pittsburg plant was not. 

He said Southern is running all of the equipment it has available as hard as it can to help supply California. 

"We have not held anything back," Griffin said. "I want to be emphatic about that." 

Griffin said Southern's plants have been running so hard so long, maintenance can no longer be avoided without compromising safety. 

MacDonald said he has trouble swallowing the maintenance claim. 

"It's too coincidental," he said. "They only have maintenance problems when there's shortages." 

MacDonald noted that one cause cited in a June 14 Bay Area blackout was more than 300 megawatts of capacity down at the Pittsburg plant. 

The amount of statewide generating capacity down for scheduled or unscheduled maintenance late last year was far above that taken down in 1999. 

In October 1999, for example, the California Independent System Operator reported that, on average, less than 2,000 megawatts per day idle in the agency's service area, which covers 70 percent of California. In October 2000, the figure was almost 8,000 megawatts. In November 1999, average idlings remained below 2,000 megawatts per day, but in November 2000 topped 10,000 megawatts. 

This week has provided an answer for residents around East Contra Costa's many power plants who may have wondered if proximity would protect them from blackouts. 

Blackouts hit parts of Pittsburg on both Wednesday and Thursday and part of Antioch Thursday, along with the rest of the Northern California areas that lost power. 

Staff writer Glenn May covers Pittsburg and Bay Point. Reach him at 779-7170 or gmay1@cctimes.com. 

All kinds have foiled new plants

By Stuart Leavenworth and Chris Bowman

Bee Staff Writers

(Published Jan. 28, 2001) 

It is repeated so often that people accept it as fact: California's tough environmental rules have pulled the plug on power plant construction, leading to the state's current energy morass. 

It's a sound bite mouthed by everyone from President Bush to the libertarian Ayn Rand Institute, which recently reported that "greens are to blame for blackouts." 

But based on a review of 21 power plants proposed or under construction in California, the reality is more complex. 

From Bakersfield to the Bay Area, neighborhood activists have slowed some plants, but so have labor unions, corporate neighbors and others with far greater resources at their disposal. 

In fact, some of the power generators complaining loudest about California's environmental obstacle course have used the system to hold up the licensing of a competitor. 

Of the 21 power plants proposed for licensing since 1997, competing companies have intervened in 12 proposals, slowing the process in at least four situations, according to a review by The Bee. 

"Power producers have an interest in all these cases," said Bob Therkelsen, a deputy director at the California Energy Commission. "They are dealing with constrained resources -- such as natural gas and transmission lines." 

As California tries to avert rolling blackouts and control energy prices, the debate over power plant construction is becoming hot enough to generate steam. Across the country, pundits are depicting Californians as NIMBYs (not in my back yard), and state lawmakers are pressuring regulators to bypass community concerns and speed the licensing of new power generators. 

In a recent radio commentary, Wall Street Journal editorial writer Susan Lee described California as a "really rich, prosperous state filled with gorgeous girls and gorgeous boys greedily taking power from all its neighboring states because it doesn't want to build an unsightly power plant." 

Lee might have a point. 

In the Coyote Valley near San Jose, high-tech giant Cisco Systems has teamed with Mayor Ron Gonzales and the Santa Teresa Swim & Racquet Club to block a 600-megawatt plant proposed by the Calpine Corp. 

Cisco officials say they don't want industrial blight next to a corporate campus they are planning, but critics say they are being hypocrites. This week, state Senate President Pro Tem John Burton and other lawmakers urged the Energy Commission to override San Jose and approve a plant that has been debated for two years. 

Despite such disputes, many experts say California's plant shortfall has more to do with bad decisions made in the 1990s than bureaucratic foot-dragging. 

Six years ago, the Public Utilities Commission ordered the state's investor-owned utilities to contract with private companies that were planning to build 1,400 megawatts of new plants. Southern California Edison objected, and appealed the order to the Federal Energy Regulatory Commission, arguing it would "not need this power until 2005." FERC sided with Edison, and the proposed plants never were built. 

The following year, the state passed its deregulation legislation, and that slowed plant construction even more, said John Tiner, a professor emeritus of electrical engineering at Johns Hopkins University. 

"Once deregulation became a factor, the power utilities stopped building plants, with good reason. They knew they would have to divest," he said. 

Since 1996, the California Energy Commission has tried to speed up new generation with its "one-stop-shop" for plant permits. The result: The commission has licensed nine big power plants, totalling 6,278 megawatts, said Claudia Chandler, an assistant director of the commission. Six of those plants are under construction. Firms are formally seeking licenses for 12 others, she said. 

Chandler acknowledges the agency probably could do more, but notes that plant development is a two-way street. Three times in the last decade, the Energy Commission has approved plants that developers never built. 

"We have licensed every plant brought before us," she said. "What do they want us to do?" 

Indeed, many residents who live near power plants say the Energy Commission is little more than a rubber-stamp agency. In Contra Costa County, the city of Pittsburg already has nine plants, with at least two more on the way. Neighbors complain about clanging machinery and smokestacks looming over their homes, and they don't expect any favors from the Energy Commission. 

"This is an agency put together by lawmakers to expedite power plants, and they take their job seriously," said Jim McDonald, an auto mechanic who lives near one of the plants. "They are willing to take on lawsuits and do whatever it takes to get these plants rammed through." 

Energy Commission officials say they try to weigh community concerns with power realities. 

"We try to make sure there is public participation, and opposite points of view," said Therkelsen, who oversees licensing for the Energy Commission. "At the same time, we try to restrict frivolous activities that unnecessarily delay the case. It is a balancing act." 

By all accounts, California's siting rules can be a bureaucratic tangle. To build a big gas-fired power plant in California, you have to go through at least 12 months of public meetings, evidentiary hearings and cross-examinations. There are preliminary staff reports, final staff reports and often hundreds of filings before the commission reaches a decision. 

Other states license plants faster, but according to the Energy Commission, few others have such severe smog problems in their urban areas or a shortage of available land. 

Over the last year, lawmakers and energy commissioners have sought to "fast-track" power plants by offering a six-month review for certain pre-approved sites. They also required state environmental agencies to speed up their comments on plant proposals, and Gov. Gray Davis last week said he will hire someone to further accelerate licensing. 

Even so, power producers say the process can be mystifying. 

In Moss Landing, where Duke Energy is expanding an old plant, state wildlife authorities required the company to comb Moss Landing for the Santa Cruz long-toed salamander, a rare species. None was found, but authorities nonetheless required Duke to build a "salamander fence" to make sure no belly crawlers were squashed on the construction site, said Tom Williams, a spokesman for Duke. 

Curt Hildebrand, a vice president for Calpine -- which has six plants in the works -- complains about "a growing emergence of professional intervenors who go after all these power plants." 

Eric Thode, a spokesman for Enron, said power plant licensing is about twice as slow in California as in Texas, where Enron is based. Groups object, he said, "and that sets up a whole new set of issues and meetings." 

The Bee's review suggests two groups tend to raise objections more than others. 

One is Californians for Renewable Energy, run by Mike Boyd, a Sunnyvale activist who dogs nearly every power project. Another is California Unions for Reliable Energy (CURE), which tends to get involved in plant projects where companies haven't hired union labor. 

Marc Joseph, a lawyer for CURE, said unions want to ensure that no single plant emits so much pollution that it limits regulators from permitting other development. "When you build a power plant that's around for 30 to 40 years, it's important to get the permit conditions correct," he said. 

When their interests are threatened, energy companies also throw their muscle around. According to Energy Commission documents, 22 energy companies have intervened in 12 proposals by competitors. Some become formal "intervenors" simply to glean information. But others aggressively use their status to hire lawyers, file objections and cross-examine competitors in evidentiary hearings. 

In Pittsburg, the Southern Co. and Enron intervened in the Delta plant proposed by Calpine, worried it would "clog up available transmission lines" and take away available natural gas, said James Peters, a spokesman for Mirant Corp, a subsidiary of Southern. 

Calpine eventually received its license, but the process took 16 months. 

In San Diego County, Duke Energy, Sempra and NRG have also raised concerns that Calpine's proposed Otay Mesa plant will siphon away natural gas and transmission capacity from their operations. "We have our interests to protect," said Duke's Tom Williams. 

In Sutter County, Calpine's main hurdle in building a 500-megawatt plant was not competitors, but rice farmers. At one hearing, farmer Mike Shannon said he feared crop-dusting planes would become entangled in Calpine's transmission wires. Others questioned if the plant would be noisy, smelly, flood-lit at night and gobble up water supplies. 

To allay concerns, Calpine agreed to limit its water pumping, dampen noise and plant 680 redwoods to screen the $300 million plant from its surroundings. 

Energy Commission officials say those features wouldn't have been added without public input, but Calpine officials say the licensing took longer than expected. 

Sixteen months passed between the time the company sought a license and the Energy Commission granted it. Then, after construction started, a San Francisco woman and Sutter landowner filed an appeal with the U.S. Environmental Protection Agency. Four months passed before the EPA rejected the appeal and construction could resume. 

Such stories have galvanized groups who say California should roll back environmental regulations and speed the construction of hydroelectric dams and nuclear power plants. 

"Green activists have worked for decades to stop the construction of major power plants in California, and have succeeded," said David Holcberg, a civil engineer who writes for the Ayn Rand Institute, based in Marina Del Rey. "The recent blackouts are evidence that their goal is to protect fish, trees, water and air at the expense of man." 

Nonsense, replies Rich Ferguson, an energy researcher who advises the Sierra Club. 

In Coyote Valley, he said, the Sierra Club has actively endorsed Calpine's project over Cisco's corporate campus. In general, he added, environmentalists see new gas-fired power plants as far less polluting and more energy efficient than older plants. 

Michael Shames, a lawyer with the Utility Consumers' Action Network, said he is sympathetic with some complaints of power companies. State and federal officials could do more to keep their rules from overlapping, he said. But if power companies try to discourage public review, they could face a backlash, Shames said. 

"The generators knew full well going into 1996 that these laws were on the books and that they would have to adhere to them," Shames said. "Now they say they are unworkable, but they are the same laws they once said were entirely workable." 

What happened last week

 Bush administration agrees to extend emergency federal orders to keep power flowing to California, but only until Feb. 7. Energy Secretary Spencer Abraham says the extension will be the last. 

 Power generators submit bids to provide long-term supplies to the state. The bids have a "weighted average" of 6.9 cents a kilowatt-hour, 1.4 cents more than the maximum Gov. Gray Davis wanted. 

 Officials consider a plan to have the state directly invest in California's two largest utilities, PG&E and Southern California Edison, to help stave off bankruptcy for the companies. PG&E follows Edison in suing the Public Utilities Commission to get permission to immediately raise rates. 

 Davis announces the broad framework of a deal to keep the state's lights on. It hinges on legislative approval. 

What's ahead

 A PG&E suit that would force the PUC to allow the utility to add billions of dollars to consumer bills will be heard Tuesday in federal court. 

 Governors from nine Western states will meet with Abraham in Portland , Ore., Thursday and Friday to discuss the impact of the crisis on the region. 

Quote of the week

"I know there are those who say we are crying wolf. But believe me, it gives me no great pleasure to shut the lights off." 

-- Kellan Fluckiger, chief operating officer of the Independent System Operator, which manages the state's electric grid. 

Posted at 8:42 a.m. PST Sunday, Jan. 28, 2001 
New plants may provide power boost

BY JOHN HUBNER

Mercury News 

TEJON RANCH, Kern County -- As state officials labor to keep California's lights on, their hope is that new generating plants coming online in the state will provide a long-term solution. A Mercury News review of applications and approvals shows that may indeed prove true: Nine generating plants adding electricity that would account for more than 10 percent of California's current needs should be completed by the end of next year. 

In addition, 14 more plants could be licensed this year, and most will probably be built. Only Calpine's proposed plant in San Jose faces strong opposition. 

``There was a period during the '90s when we didn't get a lot of applications because power generators hesitated to get into the market,'' said Mary Ann Costamagna, a spokeswoman for the California Energy Commission. ``They didn't know what the rules would be after deregulation. Now, with all the projects coming in, we think California will be energy-sufficient and hopefully might even be exporting by 2003.'' 

But independent power producers argue that California could have even more power coming online -- and sooner -- if not for its onerous air pollution laws. And a look at where the approved plants are located suggests that it is no easy matter to build new plants in this environmentally conscious but steadily growing state. 

The new plants are clustered in two aging industrial areas on the fringe of California's population centers, on played-out land long contaminated by other uses such as oil excavation and steel and paper mills. They are near the two essentials that led to industrial use in the first place -- natural gas lines and water -- plus a third valued by the power industry, transmission lines. 

Four of the plants are being built in Kern County, on range land and in oil fields south and west of Bakersfield, three of them within 10 miles of each other. One, Sunrise, is scheduled to start generating 320 megawatts of power this summer. 

Three others will be in industrial areas in Northern and Southern California. Most of the 14 generating plant proposals being reviewed by the energy commission are also in these kinds of areas. 

But adding the nine new plants' 6,273 megawatts to the power grid in the next year may not go smoothly. The Independent System Operator -- the keeper of the power grid -- and the energy commission are warning that transmission lines are overloaded and there is a serious bottleneck in Northern California, near Los Banos. 

Where to site a power plant is the single most important decision the merchant energy producers now entering the California market must make. The locations they are choosing show why they are demanding that environmental restrictions be eased if the construction boom is to continue. 

``Locations where you are going to have no environmental impact are few and far between,'' said Lisa Poelle, a spokeswoman for Calpine-Bechtel Joint Development, which is building or planning four plants in Northern California, including Los Medanos in Pittsburg, which is scheduled to begin operating this summer. ``Where are you going to find one in California?'' 

In 1970, the federal Clean Air Act set air quality standards that need to be met, area by area, across the state. Only one of California's 14 air basins has met those standards. In the other 13, companies wanting to build a facility that will add pollutants to the air must buy emission reduction credits. These credits are becoming increasingly difficult to find, and, since the energy crisis wildly increased demand, more and more expensive to purchase. 

A company can obtain credits in two ways. It can buy them from companies that are willing to cut back production to pollute less themselves, giving them credits to sell. Enron Corp. did this in Kern County, buying credits from Occidental Petroleum. 

A company can also earn emission reduction credits by installing devices that cut pollution at an existing facility. It pays for the retrofit and often an additional sum, and then gets the credits earned when the pollution is cut. Enron is now in the planning stages for a power plant near Roseville, north of Sacramento. To earn emission credits, the company is exploring putting emission reduction scrubbers on the trains that run between Sacramento and San Jose. 

What power companies find most attractive about Kern County is that the air there is for sale. 

``Three years ago, getting emission credits for the Pittsburg plant was a nuisance,'' said Sam Wehn, a director of Enron who was project manager of the Los Medanos plant, which Enron sold to Calpine, and is now project manager of the Pastoria Energy Facility in Kern County, a 750-megawatt plant that will cost $400 million to build. ``Today, they are a deal killer. 

``Enron would file license applications on three new plants in the next four months if we could get the emission reduction credits,'' he said. 

Power-plant heaven 

Kern County is also attractive because it is almost as barren as the Mojave Desert, directly to the east. Where others see only dead sagebrush and dust, Wehn, standing on a bluff overlooking the 30-acre site where construction of Pastoria will begin in June, sees power-plant heaven. 

The energy commission thinks of itself as a big umbrella that gathers as many groups as possible from a community and gives them a forum during the licensing hearings. The ``Intervenors,'' as they are called, are coming through loud and clear in their opposition to the Metcalf Energy Center, which Calpine wants to build in the Coyote Valley in San Jose. 

In Pittsburg, Enron encountered far less opposition. The city council wanted the power plant, and only one environmentalist filed as an intervenor. But Enron still had to deal with ``hundreds of people issues,'' Wehn said, such as accommodating neighbors by moving transformers out of sight, building a sound wall and constructing a park. 

There is no such opposition in Kern County, where the nearest inhabitants to Pastoria are cattle. Wehn's major environmental issue was making sure the plant does not disturb any kit fox dens. After negotiations with environmental officials, Enron donated money to expand a refuge inhabited by the foxes, and agreed to set aside land around the project so the foxes could pass by. 

The ability to build close to all three essential resources -- water, gas and power transmission lines -- is also a huge advantage of Kern County, Wehn said. Those ``lineals'' -- so named because they run parallel to the ground -- ``are about as good here as they ever can be,'' he said. ``You want the lineals as close together as you can get them.'' 

Enron will have to run gas lines 11 miles to reach the natural gas supplier and bury them four feet underground. This will cost several million dollars. But the money the company spends on gas lines will be made up in savings on water. Pastoria will draw water from the California Aqueduct, which cuts across the county close to the site. 

The connection to the electrical grid is less than a mile away. The plant will run 230-kilovolt transmission lines to the Pastoria Substation, which will cost less than $1 million. When it joins the grid, the energy Pastoria creates will travel over the Tehachapi Mountains to Los Angeles. 

Other plants being built in Kern will connect with the grid at the Midway Substation in Buttonwillow, west of Bakersfield. That grid sends power along I-5 to Northern California. Some lines will travel long distances to reach the substation. 

The PG&E National Energy Group -- not the California utility, but an unregulated subsidiary of its parent corporation, PG&E Corp. -- is building the La Paloma plant in Kern County, which will require running a transmission corridor 15 miles through oil fields. Because the land is empty, flat or rolling and has already been disturbed, such a corridor should cost $600,000 to $700,000 a mile to construct, compared with more than $1 million a mile in mountainous or populated areas, Wehn said. 

Rigorous licensing process 

In California, it typically takes three years from the time a company sets out to find a site to the time it files its final post-licensing environmental impact reports with the energy commission. In contrast, the 24 plants Calpine has under construction in 14 other states will take an average of 24 months to complete similar licensing requirements. 

``California has the most rigorous process I've ever witnessed,'' said Ken Abreu, development manager for the Calpine Metcalf plant. ``They take as much time as they need.'' 

But some environmental groups believe the process is weighted against them. 

``The public has very little effect as an intervenor,'' said Michael Boyd, president of Californians for Renewable Energy, an environmental group that has been an intervenor in seven licensing cases. ``The hearings are so technical, for the public to meaningfully participate, you have to hire an expert.'' 

Gov. Gray Davis has made several attempts to accelerate the state's licensing process. On Sunday, he said he plans to appoint an energy czar to oversee the task. But streamlining the licensing process won't provide a quick fix to the state's energy shortage because licensing consumes only a small part of the time it typically takes to get a new plant from concept to construction in California. 

Last fall, the governor signed a ``fast track'' bill, for example, which cuts the licensing period to six months from 12 for applicants who meet certain qualifications. To date, the fast-track incentive has failed to attract a single applicant. 

--------------------------------------------------------------------------------

Contact John Hubner at jhubner@sjmercury.com or (408) 920-5746. 

Directing electricity just a job -- what a job 

 By Jenifer Hanrahan 

UNION-TRIBUNE STAFF WRITER 

January 28, 2001 

Until recently, Kellan Fluckiger was the most powerful man in California you'd never heard of. 

His job title -- chief operations officer of the Independent System Operator, or ISO -- is as difficult to comprehend as the electricity crisis. But you could say he holds the reins of power in the state. Fluckiger runs California's power grid, which keeps the electricity flowing from El Centro to Eureka. 

Then the lights went out -- and the spotlight turned on him. 

Governor takes heat, but no one has answer 

Key California energy players huddle amid Stage 3 alert 

A super power watch rivals the Super Bowl 

--------------------------------------------------------------------------------

Across the state, people demanded to know exactly what the wizard was doing behind the curtain. 

Now, TV cameras are stationed in the ISO's windowless control room in Folsom. Reporters thrust microphones at him, asking how long the elevators will remain stuck. In the Capitol building in Sacramento, politicians implore him: Tell us how to fix this. 

And critics everywhere are pointing fingers, some of them at Fluckiger and the ISO, blaming his actions for contributing to the skyrocketing bills and blackouts. They say he has mismanaged the grid and failed to ensure its reliability. 

As Fluckiger scrambles to answer the questions and keep the lights on, he's wondering what he could have done differently. 

He says he saw the crisis coming. 

Was there something he could have done to prevent it? 

The ISO's headquarters are in a suburban office park of nearly identical one-story, tinted-glass and tile-roofed buildings. 

Fluckiger arrives for work in his Dodge Dakota. He recently spent some of his $245,000 yearly salary to buy a Dodge Viper, but he doesn't use it to commute. 

He keeps the lights off in his office to conserve, but the control room, with its sign proclaiming, "Reliability Through Markets," is brightly lighted. 

A 100-foot, blinking diagram colorfully depicts the major transmission lines linking power plants with several hundred substations. 

The largest, interstate lines carry 500,000 volts. At the substations, transformers reduce the voltage, one of a series of reductions that will eventually deliver 240 volts to your home. 

The giant diagram makes a nice background for photographs, but it doesn't actually do much. 

The real work is done at several dozen computers, each manned 24 hours a day by system operators, who monitor how much energy the power plants are producing and make sure electricity is flowing smoothly statewide. 

In the control room, seconds count. A shortage or an overload on one area can trigger a domino effect that can cause widespread blackouts in minutes. 

The operators call themselves the "air traffic control" of the electrical system. 

"People have no idea what a balancing act the electrical system is," Fluckiger says as he races from a morning news briefing to speak at yet another state Senate Energy Committee meeting. "There is nothing like it in the world. Not water. Not gas. Not orange juice. Not pork bellies. 

"You have to use energy the instant you produce it. In electricity, everything is in real time." 

Even during a worst-case Stage 3 emergency, Fluckiger (pronounced FLEW-key-gur) answered his own phone. 

After all, he's used to a bit of chaos -- he's the father of 10 children. 

Two, now grown, are from his first marriage; eight, ages 4 to 14, are with his second wife. 

His oldest daughter, 19, has a child, making him a grandfather at age 45. 

A Mormon, he says his religion helps keep him from getting too stressed out. 

"It's helped me keep things in perspective, that there is a bigger world and a bigger universe out there," he said. "Ultimately, it's just a job." 

The way that job is being handled has made Fluckiger and the ISO, where he is second in command, the target of criticism. 

Consumer advocates, politicians and power industry experts say that California's energy market is so convoluted -- and procedures the ISO follows so unusual -- it's no wonder the system is in a meltdown. 

The ISO was set up in 1996 by the deregulation law as a nonprofit, public-benefit corporation. 

Its purpose is to ensure that all energy service providers have equal access to the transmission lines once owned by the utilities and to coordinate what's known as the schedule -- all the power bought and sold in a day. 

The ISO does this by telling power plants how much energy to produce, based on the day's projected demand, and monitoring the system to make sure there are no bottlenecks or shortages. 

An unexpected cold snap spurring a surge of usage, a tree falling on a major transmission line, a breakdown at one of the plants -- any of these can mean the ISO has to scramble to get power where it's needed. 

To correct these minor imbalances, the ISO was expected to purchase small amounts of power -- up to 5 percent of the total. 

But as the power crisis worsened, the ISO has become a major buyer of electricity -- as much as 30 percent some days. During an emergency, the ISO buys power at whatever price necessary to avoid blackouts. 

"I don't know how that man's stomach handles this," said Robert Michaels, an energy consultant and professor of economics at California State University Fullerton. "He has to deal with real-time supply and demand that can blow out the whole state system if they make a mistake." 

But Robert McCullough, also an energy consultant, said the ISO's desperate, last-minute energy purchases are contributing to many of the state's power problems. 

McCullough compares the ISO's method to buying fire insurance when your house is burning -- of course the price is going to be high. 

"When Mr. Fluckiger declares a power emergency, the control room at Folsom opens up their checkbooks and takes control of the entire market," McCullough said. "What started out as being a sleepy ... agency is now tremendously important." 

Fluckiger took a circuitous path to becoming the man with his finger on the state's light switch. 

It took him nine years to get his bachelor's degree. He went to five colleges, studying math, accounting, music and electrical engineering, before getting his undergraduate degree in business administration from Ottowa University in Kansas in 1984. 

"I couldn't make up my mind," he said. 

His first job in the electricity industry was 24 years ago as a system operator for Pacific Gas & Electric. He later worked for utilities in Phoenix and, most recently, Idaho. 

Earlier in his career, he also worked nights as a sound engineer at his own recording studio. 

Music has always been his passion. He has played piano since he was 5 and has worked as a professional trumpet player and pianist. 

But as his family grew, Fluckiger decided his two jobs were one too many. Music lost out to power. Power paid better. 

In 1997, Fluckiger was hired as part of the start-team to get the ISO up and running by early 1998. 

"The scariest moment was the start-up," Fluckiger said. "It was a new, complex market structure. We had a zillion new computers, and a new control system for the state's energy supply." 

His anxiety then was far worse than the worry he feels now. 

"The stuff we're doing now is unpleasant, but not difficult," he said. "You can either find megawatts or you can't." 

That message is one he believes Californians need to understand: A systemwide shortage of electricity is at the heart of the current crisis -- not politics or collusion among generators. 

"I wouldn't expect your average legislator or normal person to understand how the system works. It's complex and arcane," Fluckiger said. "What I do mind is policy-makers who seem to think if we yell and scream enough, if we find the bad guys and we spank them, that this will all go away." 

Since about 1920, by which time most Californians could turn on the lights with a flip of a switch, the state's residents haven't worried much about the electrical supply. 

We've worried about water, yes. We fretted about gas. But electricity, that's been plentiful. 

And even rolling blackouts haven't changing our minds. 

Power emergencies became an almost daily occurrence in January. 

And yet, a recent poll showed that only about a third of Californians are convinced there's a real shortage. Far more blame the crisis on energy companies manipulating the market to drive up prices. 

Fluckiger said some generators might be price-gouging desperate customers or not moving as fast as they could to repair outages. 

Lately, outages have ranged from 7,000 to 15,000 megawatts in a system that normally has the capacity to produce about 40,000 megawatts, although some critics of the power industry claim it's quite a bit more than that. 

Fluckiger says the amount of outages is the highest he's ever seen, but the explanations he hears from generators ring true. 

"My biggest concern is that we have old, crusty plants and units that are 30, 40, 50 years old," he said. "We're driving those harder than they've ever been driven before and they are going to fall apart." 

Not everyone believes this. McCullough contends that the ISO has gone too easy on the power generators. While demand hasn't increased much from last year, plant outages surely have. 

But Fluckiger says the first priority should be building new plants and upgrading the transmission system, not bickering over who is to blame. 

"Maybe they were playing a little bit, but most of this is real," Fluckiger said. "If people don't realize this soon, we're going to be deeply in trouble. We could have massive power outages." 

Thinking back on the past year, Fluckiger wishes he would have more forcefully warned that blackouts were imminent. 

"I should have made more noise sooner about this," Fluckiger said. "I knew this was coming. I should have said, 'We've gotta move. We've gotta act now.' " 

Maybe we wouldn't have heard him anyway. But now, we're hanging on his every word. 

In the grocery store and the bank and pretty much everywhere he goes, people want to know if they are going to be able to warm their homes, cook dinner, watch television or drive home from work on lighted streets with working signals. 

As he steps onto an elevator at the Capitol, a janitor recognizes him. 

"Are we going to have power today?" he asks. 

"The answer is yes," Fluckiger replies. "Yes, you are." 

January 30, 2001 

Why San Diego, Where Rates First Rose, No Longer Conserves Energy

By LAURA M. HOLSON New York Times

SAN DIEGO, Jan. 25 — It was here, in the heat of last summer, that consumers got their initial lesson in how painful California's experiment with deregulation could be.

With electricity supplies short and the state's power grid on the brink of collapse, wholesale electricity costs nearly tripled, and the San Diego Gas and Electric Company, the first utility in the state freed by deregulation, passed those costs on to its customers. Homeowners took to the streets, and businesses threatened to leave the city, California's second largest.

Logic would suggest that San Diego consumers, having felt the price shock that the rest of the state so far had been shielded from, would be wiser about using electricity than other Californians. But the price shock was too short.

In September, California legislators called off the experiment, capping retail electrical rates at 6.5 cents a kilowatt hour, the average market price paid in the month before the summer crisis.

Now, six months later, San Diegans are back to their old ways.

Electricity use, which dropped 9 percent in August, is back up to precrisis levels, according to San Diego Gas and Electric. Rather than investing in insulation or energy-efficient air-conditioners, consumers here seem to be hovering between denial and defiance.

"I feel I do all that I can to conserve," said Vicki Barber, an escrow coordinator for a real estate broker in San Diego. "But I'm not going to spend all this money upgrading my house when it doesn't matter anyway."

As a test laboratory of consumer behavior when the cost of a necessity skyrockets, San Diego seems confused by how politicians reacted when consumers here revolted last summer, demanding relief.

In September, when California legislators restored the lower rates, residential and small-business rate payers received credits on their utility bills — even though the credits are really a postponed debt that is expected to come due as soon as 2002. And it is true that the utility's largest customers are already paying market rates.

Still, Jeannie Thompson's reaction was typical. In August, Ms. Thompson, the branch manager of a Coldwell Banker real estate office in the Pacific Beach district, made it her business to turn off office lights and computers every night. "When the news first came out, you wanted to do your part," she said.

Then, in October, the office got its credit, and "we started to go back to the way things were before."

Economists look at San Diegans' behavior and draw this lesson: Consumers must suffer a lot before they willingly give up comfort and conveniences they have grown used to.

"Summer should have been a wake-up call," said Peter Navarro, associate professor of economics and public policy at the University of California at Irvine. "You can't blame San Diego consumers for not doing anything, because legislators stepped in and lowered prices. If the discomfort isn't of a lengthy duration, the adjustments to behavior that need to take place won't."

Indeed, in a recent paper, a group of energy experts and economists, including two Nobel Prize winners, made the same point, saying that if consumers knew the true cost of electricity, they would conserve more.

Even Gov. Gray Davis seems to be backing away from his promise that rates would not rise. 

But San Diego consumers, once again insulated from rate increases, have shrugged off the crisis, in part because they have taken to heart the governor's oft-repeated claim that the problems are the fault of out-of- state power generators that need to be reined in.

"Ask these people if they feel safe at night," Pete Phelps said wryly of those generators. Mr. Phelps, an airline pilot, was, with his wife, Pat, loading a 50-gallon water heater into the back of his pickup truck at a Home Depot near the San Diego Sports Arena.

Mrs. Phelps added, "You don't know what is legitimate, who to believe." 

So the Phelpses have done little in recent months to conserve, except turning off lights, as their monthly electricity bill has climbed to $130, from about $85, in the past two years. Their new water heater was billed as "energy efficient," and while it should save them $150 a year, they did not buy it with conservation in mind. "I spill that in beer money," Mr. Phelps said.

High prices alone cannot change consumer behavior, Mr. Navarro, the economist, said. If consumers, for instance, believe that turning off lights benefits someone other than themselves, they will feel no incentive to conserve. That, he said, is the situation in the Pacific Northwest, where many residents believe that any power they save will simply be diverted to hot tubs in the San Francisco suburbs. 

But in San Diego, people have gotten a particularly mixed message. To begin with, high rates did not last long enough to make an impact. Rather, the lingering impression was that legislators would step in to protect consumers at any cost.

The math, said Severin Borenstein, director of the University of California Energy Institute, was simple.

"If you go from 6 cents to 22 cents to 6 cents, then the response will be to weather the storm," Mr. Borenstein said, referring to the price of a kilowatt hour. "But if it stays at 22 cents, then it makes sense for people to go out and invest in ways to save energy."

Mr. Borenstein drew a parallel to the gasoline shortages of the 1970's. At first, he said, motorists demonized Middle East oil producers, as lines of cars snaked around gasoline stations, waiting for rationed supplies. Only after high prices persisted did consumers begin to change their habits, buying more fuel-efficient cars, he said.

Still, some San Diegans insist that they are pitching in.

"I have not put the heat on," said Ms. Thompson, the real estate agent. "I close my doors and put on a sweater."

But she has not had an energy audit of her home, a service provided by San Diego Gas and Electric, or bought energy-saving appliances.

During last summer's price spike, surveys by San Diego Gas and Electric found that 91 percent of its 1.2 million users did not think the utility was being wholly honest with them about the crisis, said Stephen L. Baum, chairman of Sempra Energy, the utility's parent company. And there is bound to be more anger, now that the utility has requested a surcharge of about 16 percent in March, to pay off $450 million it owes its power suppliers.

Higher rates will also make life harder for people who are just getting by. At a recent outdoor farmer's market in El Cajon, a working-class town 15 miles east of San Diego, Heidi Van Horn, a massage therapist, and her fiancé, Bernie Herloss, a handyman, were supplementing their $1,200 monthly income by selling grilled bratwurst and hamburgers to hungry shoppers.

For the two-bedroom apartment they share, the couple have $200 in past-due energy bills. Those bills hover at about $100 a month, up from $55 two years ago. "We aren't one of these high-rollers who make $9 an hour," Ms. Van Horn said. "We either pay the electricity or have the phone shut off."

Even so, she said, they do what they can to conserve, turning down the thermostat or turning off the occasional light. But their apartment building is poorly insulated. Cold wind seeps in through closed windows, and the heating vents are near the ceiling, where the warmth is wasted. Their only energy-efficient light bulb is the one that came in the mail from San Diego Gas and Electric.

And the two birds and the iguana they keep, Ms. Van Horn said, would die if she turned off any of the three heat lamps that run continuously in the apartment.

She would never consider getting rid of the pets. Ms. Van Horn said. "They are family."
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Ex-city attorney gets embroiled in energy crisis

POWER CRISIS 

BY GLENN MAY 

--------------------------------------------------------------------------------

STAFF WRITER 

PITTSBURG -- Former City Attorney Michael Woods and 25 colleagues relinquished their roles as overseers of the state's power grid last week after federal authorities and state lawmakers ousted them, saying they were too closely tied to players in the state power game. 

Woods said he turned in his resignation Jan. 25 at a brief meeting of the old board of governors of the Independent System Operator. 

The ISO, which controls 70 percent of the state's power grid, has been at the center of this winter's power crisis. 

The Federal Energy Regulatory Commission directed Nov. 1 that the board be reconstituted to reduce the influence of participants in California's energy markets in ISO decisions. 

But a protracted debate over the membership of the board ensued, with the old members seeking a delay in the commission's order and state lawmakers passing a bill calling for a new board to be appointed entirely by state leaders. 

State leaders had veto power over only half of the former board members, many of whom were chosen almost solely at the discretion of market players. 

Finally, Gov. Gray Davis appointed five new board members on Jan. 23 and Attorney General Bill Lockyer sued to have the 26 former board members removed from office. 

The new five-member board, which met for the first time Jan. 24, includes heavier representation of consumer groups, including Mike Florio, a lawyer for The Utility Reform Network. 

Woods said his tenure on the board was marked by an incredible increase in the public's awareness of the ISO. 

"When I was named to it in May, no one had heard of the ISO," he said. 

During his term on the ISO board, debates about whether California needs a larger power supply came to an end, he said. 

"I don't think there's any question about that now," he said. 

But he said he regretted that limits on what producers could charge for power became a political football for the ISO, which was formed just to move power around. 

"We're just not the price police," Woods said. "I don't think the ISO was set up to do that." 

Woods said that when the ISO voted to lower wholesale price caps, a move he voted against, some producers opted to sell outside the state, worsening the state's shortage. 

Woods, who stepped down as Pittsburg's contract city attorney at the end of October, is hailed by some Pittsburg leaders as the architect of power-industry ventures that brought the city two new power plants and $15 million in cash. 

Others, however, point out that he parlayed his role as city attorney into a new job with a large statewide law firm and into the ISO seat he held until last week. His firm made more than $500,000 from work on the Pittsburg projects. 

Staff writer Glenn May covers Pittsburg and Bay Point. Reach him at 779-7170 or gmay1@cctimes.com. 

Winter outages only hint at summer woes

By Carrie Peyton

Sacramento Bee Staff Writer

(Published Feb. 10, 2001) 
California faces two options this summer.

Disastrous. Or nearly disastrous.

The man who would pull the plug on the state's electric grid thinks rotating blackouts are "almost a certainty."

Jim Detmers expects forced power outages to be deeper, longer and more widespread than the midday blackouts that hit Northern California on two January days.

"These will be a way of life," said Detmers, who runs grid operations for the state Independent System Operator.

While Gov. Gray Davis and the state Legislature are trying to take apart and reassemble the way power is delivered to air conditioners, cash registers and assembly lines, one huge question has hovered over the political quagmire.

How will we get through the power-draining days of summer?

Davis still hopes California can churn out more electricity and soak up less, making sweeping changes in a few short months before the year's highest demands begin.

But one-fifth of the new power production that Davis touted at a news conference Thursday would come from plants not yet on anyone's drawing board.

The governor's plan to bring 5,000 megawatts on line by July 1 includes a call to power plant developers to propose, seek permits, install and fire up 1,000 megawatts of new mini-power plants in less than five months. Some who build such "peaking" plants, to be used only at times of highest energy demand, say the timetable is close to impossible, although others believe it can be done.

On the conservation front, the governor's $404 million plan, announced last week, is still unfunded.

And it is only an educated guess that the proposals will save 3,700 megawatts of electricity, say those who prepared them.

Some programs have little or no oversight or performance criteria. Others are no more than calls for creative proposals.

Some of the conservation plans have steeply aggressive timetables: By July, hook up remote-controlled thermostats and lighting on more than 4,500 businesses. Trade in more than 200,000 refrigerators, washers and driers for more-efficient appliances. Re-roof 50 million square feet of office buildings with reflective white coating.

"I have no idea how in the world they believe they can get those kind of numbers," said Don Schultz, who has analyzed energy saving programs for the Public Utilities Commission's Office of Ratepayer Advocates.

And even if all the hopes for conservation and construction come through, it might not be enough.

The hydroelectric plants that produce about 20 percent of California's power could be water-starved this summer. At the beginning of the week, precipitation statewide was half of normal to date, robbing Sierra slopes of snowfall that eventually feeds hydroelectric plants.

In addition, there is deep disagreement over how many megawatts the state's power plants can produce reliably.

The governor is using power supply projections based partly on how much they can produce at maximum output.

But that 45,000 megawatt capacity is really 5,000 megawatts lower in a good summer, said Detmers, who has monitored the power that moves over transmission lines for the past three summers. The 5,000 megawatts would be enough to serve up to half a million homes.

Countless things undermine power plants' ability to crank out electricity at full bore -- everything from depleted underground steam beds that feed geothermal plants to the inability of multiple power plants on the same river to run at the same time, he said.

Utility operators like Detmers are paid to be pessimists -- to look ahead for the worst possible outcome and try to plan around it.

But consider this, in executive orders signed Thursday by the comparatively optimistic Davis:

"There is a high probability that the electricity supply shortage will continue to cause rolling blackouts throughout California, affecting millions of Californians."

Claudia Chandler, assistant executive director of the state Energy Commission, said, "I'm pretty confident that consumers and businesses can do this … but the market has to be fixed. If they play electric chicken, we'll have rolling blackouts."

The Energy Commission predicts that the ISO-controlled regions of California -- which include most of the state -- will need more than 47,000 megawatts to get through a mild summer in a state of near-constant emergency. To escape an endless string of Stage 1, 2 and 3 alerts, it needs far more. If the weather gets really hot, it needs more still -- a worst-case scenario would be 50,000 to 53,000 megawatts.

By comparison, Detmers said, all he could reliably count on for the past three summers was 38,000 to 39,000 megawatts of in-state power production. A continued dry year would cut that number by 1,000 to 2,000 megawatts.

Some of the gap will be filled with power imports, which last summer ran about 4,000 megawatts, although dry weather and continued financial crises could keep slicing into imports.

Californians still don't realize just how bad a squeaker they're in for, said Harold Dittmer, whose Sacramento company, Wellhead Power, builds and runs small power plants.

"Most people do not yet believe that there's a real crisis. Most people believe that it's a contrived and manipulated crisis," he said.

The roots of this winter's crisis have been deeply debated. But everyone agrees that to meet its summer peaks, California just doesn't have enough power plants.

Davis' plans for adding 5,000 megawatts by July 1 include several big new power plants that are already close to completion and other changes at existing plants that would be simple to make quickly. Combined, they might produce an additional 3,500 megawatts.

But other portions of his plan include scores of projects that are either barely off the ground or not even begun.

Parts of his conservation proposal are equally preliminary.

The governor's plan outlines steps for saving 3,744 megawatts during times of peak demand by mid- to late summer.

Existing programs, for everything from weather stripping to appliance rebates, cost $423 million and are expected to save just under 500 megawatts.

By spending an additional $404 million, Davis estimates the state can reduce usage by six times as much -- about 3,200 megawatts. Davis believes the new programs will be funded soon through SB 5x by state Sen. Byron Sher, D-Palo Alto, or other emergency legislation. Huge chunks of the savings, the governor has said, will come from appeals for voluntary conservation.

Not everyone agrees.

"The biggest laugh is $20 million for this media campaign to reduce 2,000 megawatts. Anyone paying attention to it knows that's a bogus number," said Schultz of the PUC's ratepayer advocates office, who has tracked results of past conservation programs.

Scott Matthews, the Energy Commission's deputy director for energy efficiency, defended the forecasts but said there is no surefire way to know how sound they are.

And in a way, they could become irrelevant.

A mild summer and a dwindling sense of urgency could easily lop in half the predicted savings, he said.

But round after round of blackouts would burn the issue into people's consciousness like the sun focused through a magnifying glass. Then, he said, the conservation effect could triple. 

February 11, 2001 

California's Panic Was Moneymaker for Energy Sellers

By TIMOTHY EGAN and SAM HOWE VERHOVEK New York Times

FOLSOM, Calif., Feb. 9 — The largest planned blackout of electricity in California since World War II came in the midst of a heat wave last June, when the mercury hit 103 in San Francisco, and air-conditioners roared. Electricity supplies fell to dangerous levels, and utilities cut power to more than 100,000 homes. 

Even more of a shock than the thermal blast in a city known for chilly summers was what came next. 

In July, temperatures moderated and energy use fell, but electricity prices still spiked up to the highest ever seen for that month. California utilities paid about $4 billion more for electricity than they did in the summer of 1999.

This pattern has continued. Even now, when energy demands in California are at the low ebb for the year, electric power has been selling at some of the highest prices ever seen. 

The attorneys general in California, Oregon and Washington are investigating whether the handful of power companies that sell electricity to the state manipulated the market, cutting back supplies to set off the threat of blackouts — which then led to higher prices and profits. The companies deny that they did. 

What happened to throw the normal laws of supply and demand out of whack can be largely explained by the system that California created when it deregulated power three years ago. A backwater agency that was never intended to buy power at competitive rates became a panicky buyer at the mercy of a new breed of energy company that sold electricity like pork bellies in a fast-moving commodities market.

"The simple fact is that a handful of people who were really smart figured out how to make a ton of money selling the same product in essentially the same market conditions as before at 10 times the price," said Michael Kahn, chairman of the California Electricity Oversight Board and co-author of a state study on how the market here collapsed.

The deregulated market quickly took on a life of its own. "You don't put your entire retirement money in a day trader's hands, and we did that — that's crazy," said Kellan Fluckiger, chief operations officer of the California Independent System Operator, the agency created to run the state grid that eventually became the most significant buyer of power. 

And in this market, on any given day, at any given hour, California was all but broadcasting to sellers of electricity how much power it needed to buy, and that it would ultimately pay the highest possible price to get it. The sellers capitalized on that, especially on days when California was pinched by other sources of power such as hydroelectric power from the Northwest.

"Did they break the law? They didn't have to," said Steve Klein, superintendent of Tacoma Power, one of many West Coast utilities that got snared in California's troubles. 

The eight publicly held, mostly out- of-state companies that generate most of the power for California include some of the biggest names in the business, like Reliant Energy and Dynegy, both based in Houston, and Duke Energy of Charlotte, N.C. They made huge profits last summer, in some cases more than 700 percent over the year before.

These companies say that market conditions — or "unique seasonal dynamics," as one company called last summer's energy woes — presented an opportunity to make record profits in a deregulated environment. And they blame the deregulation law's requirement that the utilities not enter into long-term contracts.

"They didn't have to wait till the last minute to buy all that power," said John Stout, a senior vice president at Reliant Energy. "In any negotiation, if a buyer has to have something, then the longer he waits to buy it, the more the negotiating strength shifts to the seller. That was a choice that California made." 

In recent weeks, California has committed $10 billion in bonds to buy long-term power contracts that will be passed on to the struggling utilities. 

The people who are running what is left of the deregulatory experiment, now largely abandoned, are still paying record prices for power as they struggle through a 25th day of stage three emergency, a period when blackouts are imminent.

"They know that we're desperate," said Jim McIntosh, referring to the companies that sell power to the grid. "We don't have any leverage to do deals," said Mr. McIntosh, director of scheduling at the system operator. 

Nor were the buyers trained in sophisticated trading techniques. "We hired the very best system reliability operators, the people who know how to keep the lights on," Mr. Fluckiger said. "In terms of matching wits with some M.B.A. who's got a Ph.D. in chaos theory, who's working on the derivative of whatever, the answer is no way. We can't do that." 

He and other state buyers operate out of a nondescript building in this Sacramento suburb, desperately calling sellers from a room with a NASA-like scheme of power lines and a motto in huge letters proclaiming the deregulation era's promise of "Reliability Through Markets." 

The flawed market was one of many factors in California's energy debacle. A dearth of new power plants, unusual weather, high natural gas prices and environmental restrictions have all been blamed. But the regulators say that the market allowed these factors to come together in what some call a perfect storm convergence. 

In trying to unravel the mystery of how prices could skyrocket in California even when people were using the same amount of electricity as before, or less, investigators cite two areas of suspicion.

Some regulators contend the California market was toyed with by sellers of electricity to give them an unfair advantage. And they question whether the sellers deliberately took their power plants out of service to reduce available supplies to drive up prices. The regulators point to last August, for example, when the number of power plants out of service was nearly five times greater than in the previous August. 

California's deregulated system is like no other. One side — the utilities that buy power and deliver it to customers — remained under state control, with rates for most residential customers frozen until 2002. They sold most of their generating plants, and were largely prohibited from buying long-term electricity contracts. The action would take place on a daily spot market.

The other side, the companies that bought the California plants and now generate power and sell it to utilities in the daily market, was free of state regulation. This imbalance became graphically evident last year, as the buyers, or utilities, plunged into near bankruptcy, losing more than $12 billion, while the power companies that sold them electricity made record profits. For just five days last June, for example, more than $1.4 billion changed hands.

On days when demand was high, some companies had enough electricity that they could withhold to tip the market into an upward price spiral, according to a state regulatory report. 

Until the system was dismantled last month, electricity was bought and sold in the California Power Exchange, where buyers and sellers would bid for electricity to be used on the next day. Demand would be matched to supply by a new state agency, the California Independent System Operator. 

Only when there was not enough electricity bid a day earlier to meet demand would the system operator have to declare an emergency and buy electricity, usually at exorbitant rates, or risk turning out the lights for parts of the state. The system operator was "a captive buyer of last resort," state investigators wrote in a study done last fall.

No one expected the agency to ever handle much more than 5 percent of daily demand; but at times in the past year, it has been buying almost one-third of all California's power at high last-minute prices. 

"It was like buying house insurance when your house is already on fire — you'll pay anything for it," said Robert McCullough, a former utility executive and energy analyst who has done several studies of the California energy disaster. 

On the issue of whether the power failures were deliberate, the Federal Energy Regulatory Commission said in a recent report that it could find no proof that companies took their generators out of commission to drive up prices.

For much of the last six months, power plants have been out of service at historic high levels, raising the suspicions of consumer groups and others. A spokesman for Gov. Gray Davis, a Democrat, called the federal finding a "see-no-evil, hear-no- evil type of audit." 

The San Francisco city attorney, Louise H. Renne, said a lawsuit the city has filed against the energy companies that supply power will ultimately show that the industry was playing with "marked cards" that allowed it to illegally "take advantage of a deregulated market to make a quick buck." The companies say California's problem is simply that it does not have enough plants and that too many of its generators are old and need frequent repairs. 

A state bailout to buy future power will commit every person in California to a bonded debt of about $300, even though the market was restructured at the end of last month. 

The fear is that the state will wind up getting hit coming both in and out of its deregulation debacle — for it is possible that as new energy plants go into operation and suppliers finally have to engage in fiercer competition, the prices to which California may commit itself in long-term contracts now under discussion may turn out to be far too high. 

Now, condemnation of deregulation seems universal. But in the beginning skeptics were rarely heard, even though there were warnings. 

Mr. McIntosh, the scheduling director at the power agency here and a 29-year veteran of the regulated electricity world, recalls being invited by a group of out-of-state energy companies to a Colorado resort five years ago for a "pick-your-brain" conference on how deregulation would work. 

"They had a group of M.B.A. types out there that were already figuring out how they were going to make money in the California market," said Mr. McIntosh, who came back to California and wrote a memo to his bosses at Pacific Gas and Electric about the session.

"These guys are going to eat our lunch," he said he recalled writing. "And the rest of California's. And they have."

A Lost Opportunity That Worsened Crisis
Utilities and federal regulators shut the door on renewable power in California
Susan Sward, SFChronicle Staff Writer    Monday, February 12, 2001 

California utilities' long-standing distrust of the renewable energy industry has been a major force discouraging -- and in some case even blocking 

--wind, solar and other ventures from expanding enough to ease the grip of the state's current energy crisis. 

The utilities' stance -- along with regulatory actions, market forces and lack of governmental leadership -- have combined in the past two decades to prevent the renewables industry from producing more than 12 percent of state energy supplies, according to experts and industry sources. 

By not developing more renewable sources, the state lost a potentially powerful hedge against its heavy dependence on natural gas and out-of-state producers. Almost one-third of the state's electricity is generated using natural gas. 

"If we had invested in the past in more independent power -- especially the renewables -- we would have much more energy today and would be better situated to meet California's current energy challenge," said Marwan Masri, the California Energy Commission's renewables program manager. 

"More renewables would have been very helpful because they offer environmental and price stability benefits," Masri said. 

One of the key setbacks for the renewable industry came in a 1995 Federal Energy Regulatory Commission decision sought by Southern California Edison and San Diego Gas & Electric that resulted in the cancellation of millions of dollars in renewable contracts that were about to take effect. 

"The FERC decision froze renewable development in the state, and it is only now beginning to defrost," said Michael Shames, executive director of the Utility Consumers Action network in San Diego. 

Critics say that the FERC case was just one of the instances in the past two decades where the utilities fought or stalled when dealing with the renewable industry, fearing its high costs, risks and unwanted competition. 

BIG-SMOKESTACK SYNDROME
Carl Weinberg, the respected former head of Pacific Gas and Electric Co.'s research department in the 1980s and early '90s, said the utility philosophy was "real men build power plants with big smokestacks on top." 

"The utilities were extremely successful from 1900 through 1980 by building ever-bigger power plants and dropping the cost of electricity," said Weinberg, who retired in 1993. "When change began to happen with federal law (in 1978 requiring the utilities to sign contracts with the renewable industry), the environmental movement got going, and technological change occurred, the utilities protected their paradigm. They didn't know how to operate in a world that included renewables." 

Weinberg said he had recommended that PG&E needed to look at smaller plants, 

including micro-turbines and solar, to provide a more diversified, reliable power base in the modern information age, when blackouts in places such as Silicon Valley could be disastrous. 

"It never really penetrated," Weinberg said of his advice. "At the time, they were worried about deregulation, and their focus began to go elsewhere." 

It was, the utilities' critics say, a fateful error in judgment, and it occurred at a time when renewable sources such as wind and solar were making major technological advances. 

"Renewables represent a way California could have reduced our dependence on natural gas, but the utilities missed the opportunity and chose instead to fight the renewable industry," said John White, Sacramento lobbyist for the Sierra Club and several other groups. 

OTHERS SHARE THE BLAME

But California's three investor-owned utilities -- PG&E, Southern California Edison and San Diego Gas & Electric -- were not solely to blame for renewables' small share of the energy market. Regulators, politicians and market forces all helped stunt the growth of renewables: 

-- Many politicians in Sacramento and Washington failed to push renewables' development and energy efficiency in the mid-1990s when energy prices were relatively low and the public's attention was elsewhere. 

-- In the '90s, major state incentives to encourage renewables' development were not adopted until 1998, prompting many in that industry to turn to Europe and Japan, where strong incentives already existed. 

"Japan has half the sun but has a market 10 times larger than California's because of its government incentives," said Dan Shugar, executive vice president of PowerLight Corp., based in Berkeley. 

-- The state-set pricing structure for purchases of renewable and other independent power sources was tied to natural gas prices, which for much of the past decade were stable or spiraling downward. That scenario did not make renewables an attractive investment for newcomers. 

NO PUSH FOR GREEN ENERGY
"The renewables have not been promoted heavily by the state or federal policymakers or by the utilities, and consequently the industry has not been able to evolve a strong commercial base," said Dan Kammen, an energy professor at the University of California at Berkeley. 

Though the utilities helped create the magnitude of today's crisis by their lack of responsiveness to renewable energy, Kammen said, they are victims of the crisis as well. 

"The real issue is government's failure to produce any long-term energy policy leadership that focuses on the need to diversify the energy mix," Kammen said. "So the utilities become pingpong balls going from crisis to crisis, and most of the crisis is due to lack of an energy policy." 

Critics also cite two key instances in the past two decades when government took action that clearly halted renewables' expansion. 

The first episode, which occurred in the mid-'80s, has been dubbed by some in the state's energy industry as ''the second California Gold Rush." 

The state Public Utilities Commission offered long-term contracts to renewable and independent producers to produce power. The offering was so attractive that the response far exceeded what was expected. 

Overwhelmed and confident that energy supplies were more than adequate, the state cut off its offering in 1985-86. Once that government program was withdrawn, renewables' development was dampened. 

UTILITIES WANTED OUT

Then in the mid-'90s, Edison and SDG&E petitioned the Federal Energy Regulatory Commission to throw out a state PUC order that they enter into contracts for power from renewable energy projects and from modern fuel- burning plants that are far less polluting than older models. The utilities argued that the PUC had exceeded its authority by requiring them to pay more for these contracts than it would have cost the utilities to produce the power. 

In 1995 FERC agreed that the PUC's procedures had violated federal law. PG&E then joined the other two utilities in canceling millions of dollars in renewable projects. 

Some energy experts say FERC's decision starkly contradicts President Bush's claim that California's energy crisis results from its deregulation of the state's power industry and that the state must fix it. 

"The federal government is so steadfast in saying it 'didn't create our problem -- it's California's problem,' " said Bill Marcus, a former senior economist with the California Energy Commission. 

FEDS KILLED STATE CONTRACTS
"Excuse me, the federal government stepped into a set of power contracts ordered by the state and canceled them in 1995," said Marcus, who is now a consultant. "The result is all those projects were not built in California in the late 1990s -- enough for 1.4 million residential customers and enough to avoid some blackouts and to keep overall power prices down." 

The three utilities' spokesmen said the long-term contracts would have weighed their companies down with above-market prices, and one of them said the state's utilities were understandably wary of renewables. 

Gary Allen, Edison's renewables strategic planner, said his utility today had nearly 5,000 of its 18,000 megawatts generated by renewable and alternative power sources in response to federal law, state policy and the utility's own commitment to diversify its power base beyond oil sources. 

But Allen added: "The way renewables were implemented in California in the early 1980s, it was a no-win, lose-only game" for utilities. "We didn't earn any profit on renewable contracts, (and) we were exposed to the potential for penalties" if the PUC concluded the utilities had poorly administered renewable contracts. 

John Nelson, PG&E's spokesman, said his utility felt "no aversion to adding renewables to the state's energy mix -- in fact, we have one of the largest, most diverse clean-energy portfolios in the country." 

But Nelson said the utility thought the PUC-ordered, long-term contracts would have tied the utility "to prices much higher than we could bill ratepayers, and our biggest concern was we might not be paid back given the impending deregulation the state had already begun." 

SDG&E spokesman Ed Van Herik said the PUC bid process was "put together in a way where we weren't allowed to accept the lowest-cost bids." 

LEFT TWISTING IN THE WIND
Along with the FERC decision on renewables, consumer groups also point to the controversy involving generation of wind power in the Tehachapi Mountains as an example of utility opposition to renewables. 

Wind farm operators say Edison has contracted with them for about 340 megawatts of power, but Edison has never upgraded its transmission lines to carry that much. As a result, the farms are sometimes told to turn off turbines because the lines are unable to carry all the power they produce. 

"Here we are in this energy crisis, and the wind industry wants to help alleviate that," said Linda White, executive director of the Kern Wind Energy Association. "But I believe the higher-ups at Edison don't want to incur the cost of building more transmission lines." 

Edison's Allen said federal and state law and policy -- as well as Edison's financial plight -- bar the utility from making Tehachapi transmission upgrades. But he added that in the future "due to current generation capacity shortage, it may make sense for the ratepayers to pay for additional upgrades to capacity" if regulators approve it. 

Elsewhere, some agencies -- such as the Sacramento Municipal Utility District and the Los Angeles Water and Power Department -- have moved aggressively to promote renewables. 

Oakland Mayor Jerry Brown, who as California's governor in the 1970s and early '80s pushed renewable power options, has pledged to cut the city of Oakland's power consumption by 10 percent. 

He said what was needed statewide "is collaboration of the utilities, government and everyone to create a more sustainable energy resource that does not disrupt the global climate. It's not enough to just solve this immediate energy crisis: It has to be solved by state and national policies and not by finger-pointing and blame avoidance." 

--------------------------------------------------------------------------------

Chronicle staff writer Bernadette Tansey and research librarian Johnny Miller contributed to this report. / Email Susan Sward at ssward@sfchronicle.com.

 Renewable Energy 

SOURCES

Renewable energy sources make up 12 percent of California's energy use:

Natural gas         31%

Coal                20%

Large Hydro         20%

Nuclear             16%

Other (oil, diesel)  1%

Renewable           12%

.

Renewable 12%:

      Geothermal     5%

      Biomass-waste  2%

      Wind           1.5%

      Solar-thermal   .5%

      Small hydro    3%

--------

GENERATION

Amount of renewable energy sources generated in billions of kilowatt hours by 

selected years

 1983   7.8

 1991  27.3

 1997  20.1

 2000  24.7

----------

TIMELINE

  -- 1978: Federal law passes ordering the states to require their utilities 

to buy from independent generators, including producers of renewable energy.

 -- 1996: California's deregulation law provides $540 million for renewable 

energy projects from a surcharge on three investor-owned utility ratepayers' 

bills.

 -- 1998: First state-held auction using the deregulation law's funding for 54 

renewable energy projects that will receive $162 million and generate 540 

megawatts.

 -- 2000: Second state-held auction providing $40 million for 17 renewable 

energy projects that will generate 471 megawatts.

 -- 2000: Gov. Gray Davis signs legislation continuing renewable development 

funding by $135 million a year through 2012.

----------------------

GLOSSARY

-- Biomass: Production of electricity from organic waste such as urban wood 

waste, forest waste and agricultural waste such as prunings.

-- Kilowatt hour: Amounts to 10 100-watt light bulbs turned on for one hour. 

The average household uses 6,000 kilowatt hours of power in a year.

-- Kilowatt capacity: The average house demands five kilowatts in the middle 

of a summer day when the air conditioning is on.

-- Megawatt hour: Equals 1,000 kilowatt hours. 

-- Megawatt capacity: One megawatt serves the demands of about 1,000 homes.

.

Source: Calif. Energy Commission
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Air Quality Need Not Suffer Due to Crisis, Critics Say

Jane Kay, Chronicle Environment Writer    Thursday, February 15, 2001 

--------------------------------------------------------------------------------

Sacramento -- In their first comprehensive review of Gov. Gray Davis' plan to speed construction of new power plants, environmentalists argued yesterday that California does not have to sacrifice air quality to do it. 

By requiring existing plants to control emissions and relying more heavily on renewable energy and conservation, the state wouldn't have to settle for dirtier generating sources in its scramble for power, groups said at a hearing held by the California Energy Commission. 

After Davis' promise last week to add 5,000 megawatts of power generating capacity by summer -- enough for 5 million families -- he issued executive orders that essentially shortcut environmental review. 

Air quality could worsen slightly over the next 18 months as the state approves new plants, increases production at existing ones, places older plants back online and installs "peaker" plants, which run during peak hours, said Winston Hickox, secretary of the California Environmental Protection Agency. 

After that, the cleaner burning plants coming up for approval would take over, Hickox said Tuesday at a press conference. 

He predicted a 1 to 2 percent pollution rise in the state's worst air quality region -- Los Angeles, Orange, Riverside and San Bernardino counties. He had no estimate for the Bay Area. 

Speaking before a panel of experts at the state Energy Commission hearing yesterday, Gail Ruderman-Feuer, senior attorney at the Natural Resources Defense Council, said the state didn't have to allow more pollution. 

"Just by installing state-of-the-art known technologies, the state could reduce pollution enough to bring in new power plants without harming the environment," Ruderman-Feuer said. 

"The best way to meet our power needs is to need less power. And the fastest, cheapest and cleanest ways to lighten the load on the state's energy distribution systems are promoting and investing in energy efficiency and renewable energy resources," she said. 

The state energy commission heard from state and federal agencies, generators, utilities and environmentalists on how it could increase electrical power without violating air quality laws. The laws require that the state reduce existing pollution before it can allow emissions from new sources. 

Environmentalists are concerned about 100 peaker plants that would be scattered around the state, producing 50 megawatts of power for up to 200 hours a year during forced rolling black-outs. The California Independent System Operator, manager of most of the state's electricity grid, has issued 29 contracts to build the plants, including three in Antioch and one each in Pleasanton and East Livermore. 

Representatives of NRDC, Center for Energy Efficiency and Renewable Technologies, Coalition for Clean Air, Global Green USA, Environmental Health Coalition and California League of Conservation Voters wrote the governor yesterday opposing increased use of diesel fuel except during actual outages. 

"Just because it's a peaker, we don't have to accept the worst pollution," said Sheryl Carter, NRDC senior policy analyst. The state considers diesel exhaust a toxic air contaminant responsible for more than 70 percent of the cancer risk from air pollution statewide. 

Peakers can run on natural gas and use efficient pollution controls. The cleanest peakers emit 5 parts per million of nitrogen oxides, one-fifth of the pollution from the dirtiest ones. That compares with about 1.5 parts per million from a clean gas-burning power plant. 

Cal-EPA spokesman William L. Rukeyser said the state intends to keep the governor's promise of not compromising the environment in the name of a secure power flow. 

"When we get to summer of 2002, our goal is to have more energy generated in California and available for use by Californians and at the same time improving air quality," Rukeyser said. "We want to make sure that the new plants permitted are the cleanest possible." 

In addition, the state will tell generators to cut pollution. In the past, the owners, including PG&E and Southern California Edison, limited emissions not by installing the best available technology but by limiting operating hours, he said. 

"We're working with the owners of older generators and extracting commitments to install state-of-the-art pollution control equipment that might otherwise not have been installed," Rukeyser said. 

Steve Cohen of the Sacramento Municipal Utility District said he would like to reduce air pollution -- and open the way for more new plants -- by putting more money into mass transit. 

"We need to be a little more creative in getting money to transit agencies, " he said. "We should add capacity while solving other societal needs."

E-mail Jane Kay at jkay@sfchronicle.com. 

Shelter - Cheap power, after all, may be in the wind

TOM DURWOOD

North County Times 2/16/01

Help is on the way. 

It may be a little slow in coming, but you can actually change that. 
If you're a little apprehensive every time you turn on your computer or dishwasher or other electric appliance, you're not alone. San Diegans are paying a fortune for their electricity, and probably will be for a long time. Dan McSwain of this paper keeps us all informed. 

But in May, residents of Palm Springs will be using electricity at a cost of around ---- are you ready for this? ---- $.03 per kilowatt hour from a new 65-megawatt facility. Three cents. Today, in the 30th day of a Stage 3 power alert, you are paying around ten times that much for the light bulb that allows you to read this article. 

And what is Palm Springs' cheap (and clean) new power source? 

Wind. 

Jan Paulin is the chief executive of Seawest, one of the world's most experienced wind developers. Seawest is an international company with headquarters right here in San Diego, and it is building the Palm Springs plant. 

The company has 388 turbines producing 21 megawatts in Altamont, over 1,000 turbines in Tehachapi and San Gorgonio. If you have ever driven to Las Vegas, you have probably passed one of these odd-looking wind farms, acres and acres of slim industrial windmills spinning in the breeze. 

Paulin is passionate about the potential for wind power, not just for the cost savings but for the environmental gain, as well. "Power generation is the largest contributor to the greenhouse effect," he cautions. "This is free, clean power." Yet right now, wind-generated power counts for 1 percent of the state's needs. 

An effective wind farm needs open, windy space and access to power transmission facilities which can transfer the power once it is generated. A number of locations around San Diego fit that bill. And the government gives companies like Seawest a 1.7-cent tax credit, so they have an incentive to build. In Palm Springs, Seawest worked hard to gain community acceptance by reducing the wind plant's visual impact and coordinating with existing utilities. 

But here is the catch: The deregulated market we now enjoy ---- and I use that term very loosely ---- is toxic to the profitable development of wind farms. Wind is intermittent power; when it's off, it's off. According to Paulin, our current laws call for power deliveries to be scheduled 24 hours in advance. This is a reasonable expectation for hydroelectric or nuclear power, but not for wind. 

So, what is standing in the way of plentiful wind-generated electricity? 

The California Legislature (surprise!). 

California needs to restructure its power supply procedures, using long-term contracts or eliminating penalties for as-available sources like wind farms. So, if you count a state senator among your acquaintances, maybe you can find a way to mention wind power. (I'm sure he or she will appreciate it.) 

Tom Durwood is a frequent contributor to the North County Times. He can be reached by e-mail: firstrunmk@aol.com. 

Published Contra Costa Times Monday, February 19, 2001 

Interest heats up for solar panels

By Michelle Morgante

ASSOCIATED PRESS 

--------------------------------------------------------------------------------

SAN DIEGO -- When Leopold Bomer leaves his new home to go to work each day, his house will be going to work, too.

The four-bedroom, 3,200-square-foot Mediterranean will collect solar energy through roof-mounted panels, fueling his household appliances. What's more, any surplus energy harvested during the day will be sent into the local electrical grid, causing Bomer's meter to roll backward as he earns credit on his power bill.

Solar panels atop the home's red-tile roof will supply about 3,000 kilowatt hours per year -- about what the family of five uses.

"So the target would be at the end of the year that I wouldn't have any electricity bill," says Bomer, who expects to move into the new home in July.

Bomer's new neighbors also expect to be sending power back into the grid. Their energy-efficient homes being built on a bluff overlooking San Diego constitute the largest development of its kind in the United States.

One hundred of the houses being built by Shea Homes have solar panels as a standard feature, in addition to standard electricity. An additional 160 offer them as an option.

The standard plan offered for each house calls for 12 panels to be installed, providing 1,500 kilowatt hours of energy a year. The panels add about $6,000 to the cost of the homes, which are valued between $400,000 and $600,000.

Bomer, a 40-year-old electrical engineer, was so excited about the prospect of saving energy that he asked Shea to put 24 panels on his roof, which means he'll pay about $10,000.

The reasons to make the investment were clear, he said. "First, it makes economical sense, and second it makes sense from an environmental point of view. And third, it makes sense because of the sun we get in San Diego."

Until recently, cost and concerns about liability and aesthetics limited the use of solar panels in homes, said Ryan Green, a Shea Homes representative.

Shea had been looking to include solar panels in a development but couldn't do so until last year when it found technology that would cost buyers only about 1 percent of their total home cost, he said. The company also had to be able to guarantee the panels wouldn't cause roofs to leak or disrupt the style of the upscale neighborhood.

Sun Systems of Scottsdale, Ariz., was able to supply a leak-resistant panel that sits flush with the roof, looking more like a skylight than the old, raised panels of the past.

Still, Sun Systems has found it hard to persuade individual homebuyers to invest in the technology.

"It's so much easier to sell them upgraded carpets or countertops," said the company's president, Tom Bohner. "But this energy crunch is going to change attitudes."

The homes in Bomer's neighborhood are selling at a rate comparable to that of regular homes. Although they would have sold anyway in housing-starved San Diego County, Green said interest in the solar option has jumped since energy prices soared last summer.

Green said he has found buyers' interest in saving energy climbing even as they demand extra phone lines, more electrical outlets and four-car garages.

"There's an enormous amount of irony," Green said. "As our technology grows, our energy loads are going to get much higher per household."

The solar-panel system will allow Shea buyers to save as much as 80 percent on electricity costs. The other efficiency features alone would cut bills by 30 percent, the company estimates.

Shea's project serves as a model for how builders can use energy-efficiency technology, according to Larry Zarker of the National Association of Home Builders Research Center in Maryland.

Home builders also are looking at other technologies that could be on the market in the next three to five years, he said, such as hydrogen-burning fuel cells that act as batteries for each home or roofs that act as solar panels.

Published Tuesday, Feb. 20, 2001, in the San Jose Mercury News 

Alternate power options collapsing

SMALLER COMPANIES DRIVEN OUT 

Those who once leaped at chance to offer

customers a choice now find themselves unable to compete as state buys the power. 

Interest in nuclear power industry grows. 

California's Energy Crisis 

BY JOHN WOOLFOLK 

Mercury News 

San Jose power company Go-Green jumped in when California opened electric service to competition in 1998, signing up thousands of utility customers eager for an environmentally friendly alternative. 

Now the desks are empty and phones are silent at Go-Green's Bernal Road offices, and customers have been turned back to their local utilities. 

Alternative power services like Go-Green are fast becoming casualties of California's electric deregulation failure, driven out by soaring energy prices and the collapse of the state's principal power market. And now, advocates fear the state's foray into the power market will drive the final nail in the coffin of customer choice -- the very thing deregulation was supposed to encourage. 

``Personally, I'm pretty upset,'' said Rick Kohl, president of Go-Green holding company Preferred Energy Services. ``I took a great deal of risk, spent a lot of time and money to build a business and have now had the rug pulled out from under me.'' 

Hailed as deregulation's great blessing, customer choice in California stumbled right out of the gate -- crippled, many say, by generous breaks for the major utilities in the state's deregulation law. Of the nearly 300 companies that initially registered to provide service in California, only a few dozen followed through. 

That number has dropped steadily in recent months, driven out by soaring wholesale electricity costs, the collapse of the state's power exchange and unpaid credits from utilities. 

``It appears to be an exodus right now,'' said Lynn Maack, regulatory analyst at the California Public Utilities Commission Office of Ratepayer Advocates. 

What's left are mostly a handful of ``green energy'' companies offering power from solar, wind and other renewable sources. They now are threatened by emergency legislation allowing the state to buy long-term electricity contracts for troubled utilities such as Pacific Gas & Electric. The law bars customers who are getting the state's power, to be bought with $10 billion in bonds, from switching providers -- possibly for up to 10 years. 

That means most Californians, now signed up with the big utilities, would be stuck with them for years, and would be off-limits to alternative energy companies offering cheaper or greener power. 

``I think it's just outrageous that the state of California has put us out of business,'' said Rick Counihan, spokesman for Green Mountain Energy Co. ``Until this law gets changed, we're out of business in California, period.'' 

Green Mountain, once the largest alternative energy service in California, recently turned 50,000 of its 58,000 customers in the state back to their local utilities, keeping only those under extended contracts. 

The move was prompted by the ``huge, daily uncertainty surrounding the restructuring of the California energy market and the regulations that govern it,'' company officials said. Green Mountain remains active in Pennsylvania, New Jersey and Connecticut and is expanding into Ohio and Texas. 

Disappointed customers 

Customers have been supportive -- some even sent Valentine's Day cards -- but discouraged. 

``I think it's really unfortunate,'' said Leonard Salle, 64, a Portola Valley engineer who was notified of the cutoff by Green Mountain last week. ``We were willing to pay a premium for something we felt was worthwhile.'' 

State leaders say they never intended to put green energy services out of business. But with the government buying power contracts at today's high prices, they want assurance that customers will keep buying that costly electricity for the life of the deals and not switch to another provider when market prices fall. 

``We didn't want people gaming the . . . program, going in when the prices are nice and going out when prices aren't so nice,'' said Guy Phillips, chief energy aide to Assembly Speaker Pro Tem Fred Keeley, D-Santa Cruz. 

Sen. Debra Bowen, D-Redondo Beach, is working on a supplemental bill to clarify how alternative or ``direct access'' energy providers can continue operating. So far, there's little agreement. 

Questioning state's argument 

Alternative energy services, along with the California Chamber of Commerce, California Grocers Association, state university systems and others, argue the state faces little threat from customers choosing other providers. 

``That argument is ridiculous,'' said Richard Gann, a lawyer for PowerCom Energy and Communications Access. ``The ability of the state to meet its obligations under this bond financing scheme would not be impacted by the number of people who would take advantage of individual energy-service providers.'' 

They say residential and small business customers should be allowed to leave the state program without restriction or penalty. They propose allowing large commercial and industrial customers to leave as soon as each state contract expires. Otherwise, they could leave but pay an ``exit surcharge'' to the state for any losses caused by a company's departure. 

But Bowen opposes letting anyone out of the state's program without paying a price. 

``There's a real cost shift if people take advantage of the frozen rates now, then bail later on when everyone else is making up the difference,'' Bowen said. ``If you want the benefit of frozen rates now, you have to be willing to be part of the same payment terms that everyone else is.'' 

Bowen noted that most alternative providers that recently dropped out of the market did so before the emergency law was passed because of the rising market costs for power. 

Other options more expensive 

Keeley aide Phillips added that customers still could choose another service because the state won't provide all their power. They could choose another source for power provided by their utility's hydroelectric, nuclear and other power sources, he said. 

But Bowen aide Evan Goldberg conceded no one's likely to do that, given that the utilities' hydroelectric and nuclear power is now the cheapest stuff around. 

To be sure, alternative energy services in California were troubled long before the recent power emergency. 

At its peak last June, only 224,000 of all customers, or 2.2 percent, chose another electric service. That number fell to 185,000, or 1.8 percent, by the end of December. 

Consumers found choices limited from the start, particularly for residential service. Of the few dozen companies that registered in California, many focused on more lucrative commercial and industrial customers and capped residential programs to new accounts. 

Nearly 16 percent of industrial customers and more than 7 percent of large commercial customers switched providers, compared with less than 2 percent of residential customers. 

Incentive to switch 

Companies complained the state's deregulation plan gave residential customers little incentive to switch. Utility bills were frozen at discounted rates, and customers who switched still had to help pay the big utilities' power plant debts. As a result, most gave up trying to compete with the utilities. 

Houston energy giant Enron Corp. was among the first to bail out on residential retail service in California. The company signed just 30,000 customers after a $10 million advertising blitz. 

``We just couldn't come up with a win-win value based on the way deregulation was unrolled,'' said Peggy Mahoney, spokeswoman for Enron Energy Services. 

Enron still courted commercial accounts but focused on efficiency consulting. Because of rising market prices, Enron recently stopped buying power for its customers, which include San Jose's Cisco Systems and the state universities. Local utilities now buy that power, and Enron eats the costs not covered by its customers' contracts, Mahoney said. 

But those companies could face higher power bills when their Enron contracts expire. 

``It hasn't affected us at the moment, but we are watching it closely,'' Cisco spokesman Steve Langdon said. 

Fewer choices 

Retail customers, meanwhile, were left only with the choice of ``green'' energy, often more expensive. The few companies left, such as Commonwealth Energy Corp. and PowerCom Energy & Communications Access, are being flooded with calls as their competitors drop out of the market. 

But the surviving companies aren't courting new customers, worried there isn't enough power on the market to supply them. 

``We're doing our best to find more long-term power contracts,'' said Roy Reeves, marketing director at Commonwealth Energy Corp., which offers green power at a 5 percent discount from the big utilities. ``It's fairly difficult at this point with the state coming in and buying all the power they can for the utilities.'' 

--------------------------------------------------------------------------------

Contact John Woolfolk at jwoolfolk@sjmercury.com or (408) 278-3410.
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Vineyards' workers wilting under weight of their PG&E debts

BY PATRICK MAY

Mercury News 

NAPA -- The envelope's a dead giveaway. La luz, the Latinos call it. The light people, PG&E. But to vineyard laborers who quietly make this solid-gold valley run, the latest utility bills have taken on a certain darkness. 

At the Salvation Army headquarters downtown, what had been a trickle of calls for help a month ago has become a torrent. Caseworker Rafael Ortiz is receiving 30 inquiries a day from people sinking beneath their Pacific Gas & Electric Co. debt. He has seen in their faces something their employers at the wineries up valley have not yet noticed. It's not quite desperation. But it's a look of being on the brink. 

``We're starting to see huge bills of $500 or $700,'' Ortiz said. ``Families are missing payments and the amounts are stacking up.'' 

The plight of farmworkers in Napa Valley illustrates how intertwined the social strata of this place really are. ``We truly have both ends of the economic spectrum in this valley, with a multimillion-dollar industry completely dependent upon low-wage and mainly immigrant labor,'' said the Salvation Army's Capt. James Durel. ``This crisis shows us again that even in a region of incredible affluence, some people are really struggling.'' 

Economic pressures on laborers who prune, fertilize and harvest Napa's grapes could have a serious effect on this world-famous wine capital, especially if strapped laborers must move out of state to make ends meet. The winemakers, many of whom have a track record of helping migrants in times of need, are just now beginning to realize the extent of the problem. 

Six months ago, for example, the utility bill reduction program that the Salvation Army administers in conjunction with PG&E was spending $1,500 a quarter for assistance to the working poor. ``In the past month, I've spent $10,000,'' Ortiz said. 

Isabel Guevara, whose husband works in the vineyards, comes to the Salvation Army every morning for free bread. These days, she's also getting help with her PG&E bill, which has jumped from $87.31 in December to $245.61. 

Asking for help 

``I got behind in my payment after my husband missed a week of work because of rain,'' said Guevara, who lives nearby in a small studio with her husband and their two young children. ``They gave me a 48-hour shut-off notice, but I couldn't pay it. I have to buy food and pay the baby's doctor.'' 

The Guevaras and others struggle in the shadows, for the most part. While tourists flock to mud baths and chic shops on Calistoga's Lincoln Avenue, farmworker families shoehorned into apartments a block away cook on rusty barbecue grills to pare energy costs. Along the same highway that boasts $4,000 wine gift boxes at Dean & DeLuca and $100 prix fixe menus at The French Laundry, migrant laborers have been reluctant to come out of hiding because of pride or fear of deportation. 

But now they're asking for help in increasing numbers. 

``With each new bill, they're sinking deeper and deeper into the muck,'' said Carmen Garcia, director of the Napa County Council for Economic Opportunity. So is her agency -- Garcia is expecting a 100 percent increase this year, for example, in the $11,000 annual electrical bill for its family shelter. 

Up at the council's reception desk, Mary Paz sees a gathering storm. ``Sometimes,'' said the office manager, ``the people coming in here for help have to make a choice between paying the rent or paying the utilities. And I'm seeing more and more of them each day.'' 

Night lights turned off 

Paula Tiburcio lives in a threadbare Napa apartment complex whose residents have sued the landlord over leaking roofs, bad plumbing and deteriorating decks. Her husband earns $360 a week in the vineyards, assuming rain doesn't shut down the operation. So to have rent increase from $695 to $725 the same month her utility bills nearly doubled to $162 has boxed the Tiburcio household into a tight corner. They've cut down on range-top cooking, started watching TV in the dark, and even turned off their children's night lights. 

``I worry the next bill might go to $200 or $300,'' she said. ``I guess we'd have to stop eating meat and buying household supplies. But I'm scared, because I don't know where this will end.'' 

The nearly 200 wineries in this valley are known for their generosity as much as for their cabernet sauvignon. Charity banquets are legendary. The annual Napa Valley Wine Auction raises millions for philanthropic causes. Twenty percent of the Salvation Army's budget comes from the winery community. And black-tie events help offset budget shortfalls for the farmworker camp near Calistoga. 

Still, few winemakers or growers have done much so far to help their workers cope with this burgeoning dilemma. Some say they're just starting to realize the scope of the problem. 

Increased compensation 

``This has sort of blindsided us,'' said Pat Garvey, proprietor of Flora Springs Winery and Vineyards in St. Helena and a longtime activist in farmworker issues. ``None of us has gotten any strategy together yet, but it's clear the farmworker is taking a real hit.'' 

No one quite knows what to do. ``We've increased compensation to our workers to help offset the bills,'' said Clarke Swanson, owner of Swanson Vineyards. ``But things are still fluid at this point and no one really knows how high the bills will go.'' 

They will shortly. Hopefully it won't be too late. 

``Many of these farmworkers are reluctant to ask for help because they don't want to be considered poor,'' said Dan Palmer, who handles budgets for Garcia's economic council. ``So they remain somewhat invisible. But if bills keep rising, more and more of them will be looking for help. And with our own bills doubling, we can only appeal to the conscience of the community and hope they respond.''

--------------------------------------------------------------------------------

Contact Patrick May at pmay@sjmercury.com or (408) 920-5689. 

Utilities as mega-giants | Multistate firms generate debate: Good or bad for electricity consumers? 

The San Diego Union - Tribune; San Diego, Calif.; Feb 20, 2001; Mark Babineck; 

Abstract:

Al Destribats, executive director of the utility and telecommunications practice at J.D. Powers and Associates, said the number of major U.S. utility companies could shrink from 125 a few years ago to 50 over the next decade. A similar consolidation could occur among the non-utility electricity generators and marketers that jumped into the market after 1992, he said.

Though non-utility generators, such as major California producer Dynegy Inc., are acquiring capacity throughout the United States, utilities remain the largest power generators.

Reliant Energy is among the nation's largest generators and marketers, but its roots are in the utility business. Its Houston Lighting and Power subsidiary distributes more electricity annually than any other local utility.
HOUSTON -- During the Depression, the federal government was so concerned about the economic clout yielded by electric utilities that it wrote a law to cap their size and keep their operations distinctly regional.

That statute is still on the books 66 years later, but a more recent federal law is pushing big utilities toward mergers that strain their geographic choke chains -- for some power companies, their "region" now stretches across much of the country.

American Electric Power Co., the nation's largest power distributor, does business with millions of customers in 11 states from Texas to Michigan and Virginia. A pending deal between two large utilities would create an even larger entity with business interests in 19 states from coast to coast.

Critics complain that expanded service areas through consolidation are not in the best interests of electricity consumers, who would be at the mercy of mighty companies for the most part free of state regulation.

"We're returning ourselves to where we were in the '20s and '30s," said economist Dave Penn, deputy executive director of the American Public Power Association, a coalition of municipal utilities.

But defenders contend that the electricity business is changing and that utilities have to change to remain competitive.

"The core model that used to exist is just going away," said Graham Painter, a spokesman for Houston-based Reliant Energy Inc., which has national aspirations. "(Utilities) have to redefine who they are and who they want to be."

Utilities are redefining themselves by setting up as registered holding companies under the Public Utility Holding Company Act of 1935 -- the same law whose onerous public-disclosure requirements had for decades confined most of them within a single state.

The industry started looking at the statute differently in the early 1990s, after a federal deregulation law was passed that allowed non-utilities to generate and market electricity, essentially breaking the legal monopoly that public utilities had long enjoyed.

Adam Wenner, a Washington, D.C., attorney who specializes in electric power issues, says governmental red tape became less of an issue.

"It became tolerable, even though they have to get (Securities and Exchange Commission) approval of virtually every corporate activity," said Wenner, whose practice includes public utility holding companies.

Twenty electric utility holding companies served more than 39 million customers by the end of 1999, according to the Energy Information Administration's latest figures. Both figures have roughly doubled since 1992, when the first electric utility merger in a quarter-century occurred.

The biggest one yet is a pending marriage between Entergy Corp. and Florida Power & Light that would create the nation's largest utility -- a generating capacity of 48,000 megawatts and more than 6 million customers.

The combined company, which had combined revenue of more than $15 billion in 1999, has utility operations in five southern states. It also has non-utility business -- independent power generation, power plant investing, energy marketing and trading and electric transmission -- in much of the contiguous United States.

Consumers ill-served?

Penn says consumers are ill-served by companies that operate in many states using systems spanning 1,000 miles or more.

"Who are you going to call when it turns out the generation in your region is owned by people elsewhere," Penn said. "You may get a response, but not the same response as from utilities chartered in your state and regulated by your state commission."

The Federal Energy Regulatory Commission oversees interstate utility holding companies, though Penn says companies have been able to stretch the definition of "regional" holding companies set forth in the 1935 law.

His Washington, D.C.-based group unsuccessfully fought the merger between American Electric Power Co., based in Columbus, Ohio, and Central and South West Corp, which was headquartered in Dallas. The deal, which gave the combined company 5 percent of the U.S. electricity market, closed last summer after 2 1/2 years of regulatory scrutiny.

Al Destribats, executive director of the utility and telecommunications practice at J.D. Powers and Associates, said the number of major U.S. utility companies could shrink from 125 a few years ago to 50 over the next decade. A similar consolidation could occur among the non-utility electricity generators and marketers that jumped into the market after 1992, he said.

Though non-utility generators, such as major California producer Dynegy Inc., are acquiring capacity throughout the United States, utilities remain the largest power generators.

Reliant Energy is among the nation's largest generators and marketers, but its roots are in the utility business. Its Houston Lighting and Power subsidiary distributes more electricity annually than any other local utility.

By the time Texas fully deregulates its power market next Jan. 1, Reliant will have spun off its utility side operation to focus on generation and marketing nationally, spokesman Painter said.

"All these utilities are changing internally the way they operate, encouraging innovation," Painter said.

James Smith, a professor at Southern Methodist University in Dallas, said unregulated non-utility operators eventually could own most U.S. power generation, with traditional utilities limited to transmission and distribution.

Contradiction?

"I think it will be a successful trend because the core companies doing this will do so efficiently," Smith said. "Customers will choose the least cost, and further technological innovation will cause further reductions in the cost of power."

But consumer advocates have noted the contradiction between industry consolidation -- with fewer companies serving more customers -- and the promise of deregulation to bring heightened competition and lower prices to consumers.

Under California's electrical deregulation plan, utilities sold off many of their generating plants to the expanding holding companies, including Reliant and Dynegy.

Deregulation, however, led to higher prices and little choice.

Some claim the new power plant owners have used tight electricity supplies to raise consumer prices.

Others say prices need to be higher yet to provide incentive to the big companies to build more power plants.

The deregulation plan in Texas claims to include measures that will prevent one company from emerging as dominant. The state is moving slowly to deregulate the power market with a greater surplus of generating capacity than California.

Wenner and others agree that other states might wait for deregulation in Texas, the nation's second-largest state, before proceeding themselves. Texas has plenty of capacity and a better plan than California, he said.

"For competition to flourish, you have to let it happen," Wenner said. "People will build power plants so long as there's no reason to think they won't make money." 

Shortage of Power Lines Looms 

U.S. Consumers Face Higher Prices 

     The aging power lines that bring electricity from points north and west into New York City are holding back nationwide deregulation. (Cary Conover - The Washington Post)  

By Peter Behr

Washington Post Staff Writer

Tuesday, February 20, 2001

The nationwide move toward deregulated and restructured electric power service, experts say, is being undermined by a growing weakness in the U.S. electrical grid system: a shortage of high-voltage transmission lines.

Strained power-line capacity has added to California's energy woes, blocking the movement of surplus power from the state's south end to northern cities hit hardest by blackouts last month.

Crowded transmission lines are also heightening the risk of sharply higher electricity prices and power shortages in New York City this summer, energy analysts warn. The Washington region is one of the few in the country that is unlikely to be affected, because it is part of a strong, five-state power-sharing organization.

In other parts of the country -- around the Great Lakes, and in the Southeast and Northeast -- traffic jams in long-distance power lines threaten to undercut the very competition in electric service that is the purpose of deregulation. That will confront consumers with an increasing risk of electricity price shocks.

"The seeds of what has grown in California have been sown over the United States as a whole by our failure to keep up with our [transmission] infrastructure over the past decade," said Karl Stahlkopf, vice president of the Electric Power Research Institute, an industry-backed think tank in Palo Alto, Calif.

"As we look into the next decade, it gets even scarier," warned Stahlkopf. The institute predicts 20 percent to 25 percent growth in electricity demand in the next decade, but only a 4 percent increase in power lines and electric-grid equipment. 

The mobility of power -- the idea that market forces would move electricity from areas with excess to areas with shortages -- is a fundamental assumption of deregulation. But it turns out that deregulation, as designed by most states, provides little financial or political incentive for generators or utilities to construct long-distance high-voltage transmission lines, according to Stahlkopf and other industry officials. 

Transmission capacity is falling further and further behind the demand for power, said consultant Eric Hirst, in a report for the D.C.-based Edison Electric Institute.

That would not be so troubling if electricity service had remained a local business, with communities served primarily by nearby utilities responsible for both generation and transmission. 

But long-distance power transmission can be essential in a deregulated system, by increasing competitive offers for customers, said Ken Rose, senior economist with the National Regulatory Research Institute in Columbus, Ohio.

Texas, for example, has ample generating capacity. But weak transmission connections with its neighbors make it impossible to share much of Texas's surplus with states short of power. New York, meanwhile, may have problems even though it is next to the PJM Interconnection, the five-state consortium that supplies power to the Washington area, because there is limited transmission capacity from PJM to the north and east.

When power can move freely within or between regions, generators in distant cities can compete with each other, Rose said. When bottlenecks occur, competition suffers and generators can push prices up in their home markets. "When you don't have enough transmission, it's easier for suppliers to exercise market power," Hirst said.

A major problem is that building transmission lines is fraught with political and financial challenges.

From suburbs to farms, the giant towers and the drooping lines they support are loathed and opposed. "It's easier to site a generation plant than to build a 20-mile transmission line through people's backyards," said Mike Calimano, vice president for operations of the New York Independent System Operator, the state's power grid manager.

"We haven't built any [transmission lines] from Canada or the West since 1978, and that was a war," said Minnesota Attorney General Mike Hatch. "We had highway patrols trying to keep the peace. It was awful then," and will be again as new power-line projects go forward, he warned.

Utilities often complain that the profit they are allowed to make on building transmission lines, as determined by Federal Energy Regulatory Commission rules, is too low to make the investment worthwhile, Stahlkopf said.

Transmission construction has also been frustrated by a split in regulatory responsibility. The Federal Energy Regulatory Commission (FERC), whose members are appointed by the president, oversees rates charged for transmitting power. But states have jurisdiction over where the lines are built.

Sen. Frank H. Murkowski (R-Alaska), chairman of the Senate Energy and Natural Resources Committee, will soon introduce legislation seeking to speed up transmission line siting, and some analysts say that can't happen unless the federal government takes control of final decisions. But such an approach would run into opposition from other members of Congress, such as Rep. Joe Barton (R-Tex.), chair of the House Commerce energy subcommittee, who argues that siting should remain a state responsibility.

In the meantime, the FERC has called on utilities to create cooperative Regional Transmission Organizations that would decide on transmission needs and encourage member utilities to build lines where they're needed. The FERC's deadline is Dec. 15, but the process is moving slowly in some areas of the country, particularly the Midwest.

Still another obstacle is the political and regulatory turmoil over deregulation. Utilities "are like deer frozen in the headlights, waiting for state and federal legislators and regulators to define the structure of the industry in which they will operate, invest and be regulated," Hirst said in his report. 

A new group of "merchant" generating companies, including Duke Energy Corp., Calpine Corp., Reliant Energy Inc. and others, have bought utilities' generating plants in many parts of the country and could also fund transmission investments. But they, too, have difficulty predicting how such investments would pay off, analysts say.

"This grand experiment is going on, but the result is that nobody's investing now because it's far too uncertain," said Lawrence Makovich, a senior director at Cambridge Energy Research Associates in Massachusetts.

And utilities often have a powerful self-interest in dragging their feet on new transmission construction, said Illinois Public Service Commissioner Terry Harvill.

Commonwealth Edison, Chicago's major utility, has little incentive to build new long-line transmission connections, for instance, if that would make it easier for its customers to buyer cheaper power from competitors in neighboring states, Harvill said.

In fact, Commonwealth Edison has just built two major power lines from the south of Chicago to the city's western suburbs to serve customers, said Thomas Wiedman, director of transmission planning. He said he expects no electricity problems this summer.

Commonwealth Edison is obliged to build transmission if a competing generating company needs it, provided the generator is willing to pay for it, he said. "We can't build for free."

The fundamental reality, Harvill said, is that transmission in many parts of the country is no longer part of a regulated utility company's responsibility to serve customers. Rather, it is a major issue in the competitive struggle among utilities and generators, where profit considerations are paramount, he said.

Minnesota provides a case in point, said attorney general Hatch. The state urgently needs more transmission links beyond its borders to cope with a shortage of generating capacity in the state, he said.

The best choice, from the state's standpoint, would be new lines bringing inexpensive power in from Canada and North and South Dakota, he said. But no such projects have been proposed.

Instead, the two major transmission projects currently on the table would run eastward, enabling utilities to export power from Minnesota toward Milwaukee and Chicago, where it might bring twice the price, Hatch said.

"We have cheap electricity in this state. It is a huge economic benefit," he said. But if some of that power can be sold outside the state for a bigger profit, that's where it's going to go, Hatch warned -- and such moves could leave his state worse off.

New York City, which must import more than one-quarter of its peak electricity requirements through old, heavily loaded transmission ties, exemplifies the hazards faced by cities with small margins of electric generating capacity and limited transmission links.

Demand for electricity in New York City this summer is expected to peak at about 10,800 megawatts -- enough to light 10 million homes -- according to the state's electric grid manager, the New York ISO.

Add a requirement for another 2,000 megawatts of standby generating capacity in the city as an emergency cushion in case a plant fails, and the city needs to be able to draw on a total of 12,800 megawatts of power, the ISO says. Power plants in the city can produce about 8,000 megawatts at peak periods. The rest, about 4,000 megawatts, must be imported through New Jersey or from the north -- and that's just about how much power the transmission connections can carry, if all are working. 

But two of three cables from New Jersey were not in operation last summer. With imports limited, the city ran short of power in June, resulting in a spike in electricity prices that cost consumers an estimated $100 million, according to regulators. 

"If they hadn't had a cool summer last year, they'd have really paid the piper," Makovich said. The price escalation has led to the same political outcry and charges of generating company profiteering now heard all over California.

Across the Hudson River from Manhattan, crews will soon begin installing a new house-size transformer in Jersey City, the missing piece in the repair of one of the eastward power conduits to New York. The job will be finished by June, promised Paul Cafone, manager of systems operations for Public Service Electric & Gas in Jersey City.

"Seeing is believing," said Calimano, the New York grid operator, of his friend Cafone's assurances. Calimano also worries about the main transmission lines entering New York from the north. They haven't been upgraded or expanded since the 1970s, he said.

As long as the current transmission systems and the city's power plants hold up, "we should be able to survive the summer," Calimano said.

But if New York catches the California virus, analysts and regulators agree, there will be a dramatic demonstration of the nation's power transmission weaknesses -- and another blow to the public's confidence in electricity deregulation. 

Energy Bill Approved By Senate

It would create power board that could build new plants
Robert Salladay, Lynda Gledhill, Chronicle Sacramento Bureau    

Wednesday, February 21, 2001 

--------------------------------------------------------------------------------

Sacramento -- The state Senate approved a bill yesterday creating a state power authority that would be able to build its own power plants, while negotiations continued with utilities on a comprehensive energy solution. 

Representatives for Gov. Gray Davis, Pacific Gas and Electric Co., and Southern California Edison met in secret in San Francisco for a second straight day. 

Whether intended or not, the Senate's approval of a bill to create a seven- member power authority with broad powers to steer up to $5 billion into new power plants and upgrading old ones could give state negotiators added leverage in their talks. 

The state is seeking to purchase the utilities' transmission lines in exchange for helping the companies repay their back debt. 

"We're hopeful the negotiations will be done by the end of the week, but anything can happen," said Steve Maviglio, a spokesman for the governor. He described the talks as "tough and aggressive." 

The state could spend upwards of $9 billion to purchase the transmission lines while the utilities issue bonds to pay back the nearly $13 billion in debt they owe. Davis said he expects this to be accomplished without raising rates above the average 9 percent increase that was adopted last month, which was supposed to be temporary but will now be made permanent. 

Ratepayers also will face another 10 percent rate increase next year as part of the deregulation plan implemented four years ago. 

Lawmakers are increasingly turning their anger to the out-of-state generators, most of them based in Texas and North Carolina. Power producers saw their revenues double and even quadruple last year, mostly because they were selling power to California at unprecedented prices. 

The Senate, voting 24 to 14, approved a plan to take some of the business away from the generators by creating a public power authority that would build state-owned power plants. Those plants would provide power during critical peak periods, without a profit, leaving the out-of-state generators to haggle over cheaper, longer term power. 

"Not since the days of the robber barons," Senate leader John Burton, D-San Francisco said, has any business "gotten away with what they have gotten away with." 

The bill would authorize the new power authority board to issue $5 billion in bonds to build or help others build new generating capacity, or to use eminent domain to take over power plants. All power created would have to be offered to California before it could be sold out of state. The bill establishing the power authority would expire at the end of 2006 unless it was renewed by the Legislature. 

Sen. Steve Peace, D-Chula Vista, a chief author of the 1996 deregulation bill, said the current high prices California pays for power can be blamed on the power generators and "and their protectors" in the U.S. government. 

Burton said his bill to create the power authority would assure California a stable source of power in emergencies, and noted that Republican governors in Alaska, New York and Arizona have supported similar measures. 

But Republicans -- all of whom voted against the bill -- denounced it as a "partial-birth abortion" of deregulation. 

"I rise to congratulate my colleagues who worship big government," said Sen. 

Bill Morrow, R-Oceanside. "With the passage of this bill, I think we can say that deregulation in the state of California is officially dead." 

But Peace said federal law forbids the state from influencing the wholesale power market -- unless it sets up a public power authority like the one approved yesterday. 

"In their zeal to demonstrate their profit-taking opportunities," Peace said, "the generators and their cohorts at the federal regulators commission have created a situation in which we really have no choice." 

The bill approving the power authority now moves to the Assembly. 

In other energy developments yesterday: 

-- Richard Wheatley, a spokesman for Reliant Energy Inc., said his company this week signed a "very short-term" contract with the state Department of Water Resources for electricity. Wheatley would not disclose any details of the contract, which he cited to illustrate that Reliant is not averse to signing deals with the state. So far, only a couple of contracts have been signed, and some generators have said they will not deal with the state until the utilities are able to pay on their back debt. 

-- State Legislative Analyst Elizabeth Hill is scheduled to release her annual budget forecast today, and she is assuming that the state general fund will be reimbursed for virtually all it has been spending to buy electricity. The state has spent about $1.7 billion, and it is expected to spend a total of $2.3 billion by early next month, said Sandy Harrison, a spokesman for the state Department of Finance. 

Hill, who briefed legislative leaders on her report, expects repayment to come from the $10 billion in bonds that Davis and the Legislature recently authorized for sale in the spring. In all, Hill is assuming that the impact on the state budget will be no greater than the $1 billion that Davis has appropriated for power related expenditures, such as promoting conservation. 

--------------------------------------------------------------------------------

What Bill Would Do 

The bill, SB6x by John Burton, D-San Francisco, would establish the California Consumer Power and Conservation Financing Authority, which would have authority to: 

-- Build, finance, own or acquire, either on its own or with others, electric power plants. 

-- Provide financial assistance, through programs administered by others, for energy efficient appliance and renewable energy projects. 

-- Provide financing for energy efficiency and environmental improvements of existing power plants. 

-- Ensure an adequate and reliable electricity supply at reasonable rates and achieve an adequate energy reserve capacity in California by 2006.

Chronicle staff writer Patrick Hoge contributed to this report. / E-mail Lynda Gledhill at lgledhill@sfchronicle.com and Robert Salladay at rsalladay@sfchronicle.com. 

Fast-Track Plan to Build 32 Power Plants by July

Approval process would be streamlined
Lynda Gledhill, SFChronicle Staff Writer    Thursday, February 22, 2001 

As many as 10 new power plants may be built in the Bay Area and Northern California by July to help meet next summer's high demand for electricity, according to a state report released last night. The California Energy Commission report says the new Northern California generators could supply up to 845,000 homes with power. The report also lists 22 sites for "peaker plants" in Southern California and says all 32 plants could be built without excessive red tape. 

The study, requested by Gov. Gray Davis two weeks ago, was released on the same day that California's power managers reduced the state to a Stage 1 alert, meaning power reserves were returning to safer levels for the first time in more than a month. 

Davis called for swift action on the peaker-plant plan. The next step is to meet with local officials to iron out land use issues. 

"I am determined to get as much power online as humanly possible by this summer." Davis said in a statement issued with the report. 

Peaker plants operate only during times of peak electricity demand -- usually between June and October. Though the proposed new plants will be small, with most producing between 50 and 250 megawatts, energy experts warn that they will probably be more expensive and more polluting than typical generators. A megawatt is enough electricity to power 1,000 homes. 

The Bay Area, Sacramento, the Los Angeles basin and San Diego would benefit most from the plants. 

The report did not list exactly where the plants would be located, but commission spokeswoman Claudia Chandler said 10 of them could be coming to Northern California. They include sites in San Francisco, Santa Clara, Solano County, Redding, Monterey, Sacramento and Fresno. 

Four of the Northern California sites already have power plants or substations on them, Chandler said. 

Each of the 32 sites listed by the commission is close to transmission lines and ample supplies of natural gas. They also are located well away from schools, hospitals and anywhere endangered species might be found, Chandler said. 

Even as the state was looking ahead to the summer's rising demand for electricity, California's energy crisis eased enough yesterday for regulators to announce the first Stage 1 alert since Jan. 13. 

Good weather in Southern California and power plants returning to full capacity allowed the California Independent System Operator to downgrade the crisis, said spokesman Patrick Dorinson. 

A Stage 1 means that the state's reserves are below 7 percent. The state endured 32 days of worst-case Stage 3 alerts, prompting two days of rolling blackouts. 

"We're still in emergency procedures," Dorinson warned. "Conservation is no longer an option -- it is a necessity and must be a way of life. I don't want people to think the crisis has ended, because it hasn't." 

With the power crunch eased slightly, Davis met yesterday with the head of Southern California Edison Co. He plans to meet today with representatives from Edison, Pacific Gas and Electric Co. and San Diego Gas & Electric. 

A framework proposed by the governor last week would have the state purchase the 26,000 miles of transmission lines in exchange for helping the utilities pay off their back debt, which they say has reached almost $13 billion. 

The Democratic governor said yesterday he was still hopeful some kind of announcement could be made before the end of the week. 

Davis is under time pressure because he is supposed to travel to Washington, D.C., tomorrow for a four-day National Governors Association meeting. He has indicated he will not attend if he is needed at the negotiations. 

The governor indicated that he might announce a framework agreement with only one or two of the utilities. 

While representatives of Edison and San Diego Gas & Electric have indicated they are willing to consider selling their transmission lines, PG&E has refused comment on the plan. 

After Davis announced his plan last week, PG&E said, "Any solution must be fair to both shareholders and ratepayers. The governor's framework does not yet meet this objective." 

If Davis can announce an agreement to purchase the lines of the other two companies, it would most likely put more pressure on PG&E to opt in. 

No price has been established for the lines, but it is estimated the state may spend upwards of $9 billion. 

"While not everybody in the utility community favors that, that will be part of the solution," Davis said. "I will not sign off on a resolution of this issue unless we acquire the transmission lines from the three major utilities." 

Meanwhile, pressure -- and rhetoric -- is quickly increasing in the Capitol to force the power generators to give up some of their profits or at least forgive some of the utilities' massive debts. 

More outraged members of the Legislature have suggested seizing power plants under the current state of emergency, and then figuring out later what to pay their owners in Texas, Oklahoma and North Carolina. 

Sen. Debra Bowen, D-Marina del Rey, said threatening to seize the power plants would certainly wake up the power suppliers and force them to negotiate over the debt. 

--------------------------------------------------------------------------------

FORECAST

STAGE 1
Energy reserves yesterday were at their highest level since Jan. 13, when no alert was called, and were forecast to stay at that level today. A Stage 1 alert means energy reserves are below 7 percent. 

Chronicle staff writers Chuck Squatriglia and Robert Salladay and Chronicle news services contributed to this report. / E-mail Lynda Gledhill at lgledhill@sfchronicle.com. 
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CALIFORNIA'S ENERGY CRISIS
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Power drain on state coffers may affect credit rating

WALL STREET WATCHES AS DAVIS RESCUE PLAN EATS UP BUDGET SURPLUS
BY JENNIFER COLEMAN

Associated Press 

SACRAMENTO -- A major Wall Street credit-rating agency and the Legislature's top budget adviser expressed concern Wednesday over the danger the state's new role as a major power buyer poses to its financial health.

Since early January, the state has spent some $45 million a day to buy power on the spot market to provide electricity for customers of two debt-laden utilities.

Standard & Poor's said it will keep the state on a credit watch ``with negative implications'' after the news last week that the Davis administration needed $500 million more to buy power day to day on behalf of Southern California Edison and Pacific Gas & Electric Co.

``The bottom line is the state has a limited surplus,'' said Steven G. Zimmerman of S&P. ``The state cannot go on indefinitely providing capital to buy energy on the spot market.''

Legislative Analyst Elizabeth Hill cautioned lawmakers against approving new spending until the $2.2 billion in taxpayer money it is using to buy power is reimbursed by revenue bonds.

Southern California Edison and PG&E, two investor-owned utilities, say they have lost nearly $13 billion because of high wholesale electricity prices the state's 1996 utility deregulation law prevents them from passing on to their customers.

The state has committed about $2 billion to short-term power purchases on their behalf while it negotiates an estimated $10 billion in cheaper long-term contracts with electricity suppliers. Those suppliers say they are hesitating to sign on until the Davis administration addresses additional concerns about the utilities' debts.

In a related development Wednesday, U.S. District Judge Frank Damrell Jr. in Sacramento delayed until Friday a decision on whether the Independent System Operator can force generators to sell emergency power to it, even if the two main recipients, Edison and PG&E, can't pay for it.

Damrell extended a temporary restraining order requiring three suppliers to keep selling power to California until he issues his decision Friday.

Also Wednesday, the Federal Energy Regulatory Commission denied Davis' request to reverse its own approval of PG&E's corporate restructuring. Davis said state officials weren't notified of the utility's application to insulate its non-utility assets from utility debts.

To finance the power-buying for Edison and PG&E, the state plans to issue revenue bonds in May that will be repaid over up to a decade by the two utilities' customers under temporary rate increases of 7 to 15 percent approved by state regulators in January and extended by the Legislature.

The power-buying and other fixes under consideration by Davis and lawmakers -- including a state purchase of 26,000 miles of transmission lines -- could cost consumers and taxpayers $20 billion, or roughly $590 for every California resident.

Most of the spending would eventually be covered by revenue bond sales to be repaid by utility customers over many years.

The growing concern on the financial front came as the Davis administration continued negotiating with Edison, PG&E and a third investor-owned utility, San Diego Gas & Electric, over his proposal to have the state acquire their transmission lines to help Edison and PG&E pay their debts.

Small electric producers OK big price cut
By Ed Mendel 

STAFF WRITER San Diego Union Tribune

February 23, 2001 

SACRAMENTO -- Legislators said yesterday that small generators who produce about 30 percent of the state's power have agreed to cut their power prices in half, an important step toward easing the electricity crisis.

Negotiations continued on what Gov. Gray Davis has called the final step: the state purchase of the transmission systems of the three investor-owned utilities in exchange for paying off their huge debt.

Meanwhile, the amount that the state is spending to buy power for the customers of the utilities grows. Officials gave notice that an additional $500 million will be needed in 10 days, bringing the total to $2.6 billion.

But for the first time in nearly six weeks the state did not declare an alert yesterday due to power shortages. More power was available from other states, and some power plants that had been shut down for maintenance resumed operation.

Two legislators, Sen. Jim Battin, R-Palm Desert, and Assemblyman Fred Keeley, D-Boulder Creek, said they introduced legislation that sharply reduces the prices paid to small generators after weeks of difficult negotiations.

"Ultimately, this bill will reduce the cost of energy to the state and its ratepayers by billions of dollars," said Battin, who represents eastern San Diego County.

About half of the small generators use "renewable" technologies such as solar, wind, geothermal and biomass. The rest is "co-generation," when fuel is used for industrial purposes and electricity is generated as a by-product.

The small generators have grown to produce nearly a third of California's power under a two-decade-old federal "qualifying facilities" program, which requires utilities to buy their power.
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Court upholds EPA power to set clean-air standards

JUSTICES REJECT ARGUMENT ON COST OF COMPLIANCE

BY CHARLES LANE

Washington Post 

WASHINGTON -- The Supreme Court on Tuesday unanimously upheld the Environmental Protection Agency's authority to set new and tougher clean air standards without first considering the potential economic impact on industry, a major victory for federal pollution-control efforts.

Rebuffing a strong industry argument that the EPA regulations would impose billions of dollars in unjustified new costs, the court held that the language of the 1970 Clean Air Act clearly requires the EPA to consider only expected public health benefits when deciding acceptable levels of ozone and soot in the atmosphere.

The Clean Air Act ``unambiguously bars cost considerations from the setting process, and thus ends the matter for us as well as the EPA,'' the court said in an opinion by Justice Antonin Scalia.

The court signaled that it has no interest in lending its support to any broader effort by business and conservative activists to dismantle federal regulation, rejecting the industry argument that EPA had effectively taken over Congress' lawmaking power in violation of the Constitution. This appeal to the long-dormant ``non-delegation doctrine,'' if accepted by the court, could have thrown the authority of virtually all federal agencies into doubt.

Noting that the court had repeatedly upheld ``sweeping regulatory schemes'' in past cases bearing on Congress' delegation of authority to federal agencies, Scalia wrote that the EPA's clean air rule-making ``fits comfortably within the scope permitted'' by those precedents.

EPA Administrator Christie Todd Whitman called the decision ``a solid endorsement of EPA's efforts to protect the health of millions of Americans from the dangers of air pollution.'' Last year, as governor of New Jersey, Whitman had authorized her state to intervene in the litigation on the side of the then-Clinton administration EPA.

In setting the new standards, EPA said that the latest scientific studies indicated that they were necessary to protect about 125 million people from adverse health effects and would result in the prevention of 15,000 premature deaths and 350,000 cases of aggravated asthma.

However, the court ruled, on narrow statutory grounds, that, although the EPA had authority to set the new rules, its policy for implementing them with regard to ground-level ozone -- commonly known as smog -- violated 1990 amendments to the Clean Air Act.

Enforcement in limbo

The justices held that EPA had unreasonably tried to give heavily polluted parts of the country less time to clean up their air than Congress had intended, a conclusion urged on the court in briefs submitted by three industrial states: Ohio, Michigan and West Virginia.

That means the actual enforcement of that part of EPA's new clean-air standards remains in legal limbo until EPA can work out a new policy consistent with the court's holding.

In an otherwise subdued reaction to the ruling, the American Trucking Association, which brought the initial case against the EPA, called this part of the court's decision ``a significant development'' in its favor. Industry groups said they would continue to press other legal arguments against the new regulations in the Court of Appeals for the District of Columbia Circuit, to which the Supreme Court assigned the remaining issues in the case.

Still, the decision is a clear setback for industry, which had at one point seemed on the verge of a breakthrough in its long-running legal and lobbying battle to require EPA to make cost an explicit factor in its pollution-control decisions.

California reaction

Air quality managers and environmentalists in California were scrutinizing the high court's decision Tuesday, but welcomed the initial news with relief and enthusiasm.

``We are extremely pleased,'' said Richard Varenchik, spokesman for the California Air Resources Board, the state agency charged with controlling harmful air emissions. ``This bodes well for California.''

``It's a very important decision, in that it confirms that the Clean Air Act standards should be exclusively health-based, and should not be weakened or undermined by arguments on the cost of implementing technology,'' said Janet Hathaway, a senior attorney with the Natural Resources Defense Council in San Francisco.

``In California, it will not change things in any obvious way,'' she added. ``But had the ruling gone the other way, it certainly could have,'' calling into question the government's ability to enforce a wide range of health and safety regulations.

California's standards for particulates -- tiny particles of soot that can get into the lungs -- are stricter than those of the federal government, while its rules for ozone, the primary component of smog, are about the same, Hathaway said.

State industry groups, which were also reviewing the decision in detail Tuesday, said the ruling could harm businesses.

``We're very concerned,'' said Gino DiCaro, spokesman for the California Manufacturing Association. ``This decision says economic concerns won't be addressed here. If that extends to other EPA decisions, that sets an extremely bad precedent.''

Earlier ruling divided

The case came to the Supreme Court after a three-judge panel of the D.C. Circuit had issued a divided 1999 ruling. The panel agreed with the EPA that the Clean Air Act did not permit it to use cost-benefit analysis, but concurred with the trucking industry that the agency's regulations had been drafted according to no ``intelligible principle,'' in violation of the ``non-delegation doctrine'' -- which was last invoked by the Supreme Court to strike down a piece of New Deal legislation in 1935.

Both parties appealed, and the Supreme Court agreed to rule on both issues, raising the prospect that a conservative-led court would overturn the approach to environmental regulation charted by a Democratic administration.

In recent years, the court's conservative majority has repeatedly used long-dormant constitutional doctrine to strike down parts of laws passed by Congress.

--------------------------------------------------------------------------------

Mercury News Staff Writers April Lynch, Glennda Chui and Lisa Krieger contributed to this report.

Battin and Keeley said that under the bill, SB 47X, the average price for these QF contracts could drop from the current 17 cents per kilowatt-hour to about 8 to 8.5 cents per kilowatt-hour.

"We believe that the rates are at least that low, if not lower," said Jan Smutny-Jones, executive director of the Independent Energy Producers, which represents small and large generators.

The small generators support the bill because it will give them a stable price for five years, avoiding ups and downs and the possibility that state regulators might make a more unfavorable price cut.

Much of the current price formula is based on the price of natural gas at the California border, which has soared this winter. The legislation spreads the price bench mark over a five-year period.

"We encourage the Legislature to take quick action to approve SB 47X as quickly as possible to help stabilize the electricity crisis," Smutny-Jones said.

He said one of the side agreements to the legislation is the creation of a portfolio of long-term contracts to purchase natural gas for some co-generators, lowering their production costs.

The legislation was applauded as "a major step forward" by a group of small generators who formed a creditors committee last week and threatened to take the utilities into bankruptcy.

"We call on the Legislature and the governor to act on it immediately," said Chris Thompson, a spokesman for the group.

Thompson said Southern California Edison continues to collect money from ratepayers, as the state buys power for its customers, but is not paying anything to the small non-polluting generators.

A spokesman for a geothermal generator in El Centro, which filed a lawsuit seeking $45 million from Edison for power provided since November, welcomed the legislation for giving generators stability and ratepayers cheaper power.

But Vince Signorotti, a spokesman for CalEnergy, said it would be "premature" to consider dropping the lawsuit.

Battin and Keeley said that payment of the small generators depends on the governor's attempt to negotiate the purchase of the transmission systems of Edison, Pacific Gas and Electric, and San Diego Gas and Electric in exchange for payment of their debt.

As part of the governor's plan, the utilities would agree to provide low-cost power for five to 10 years from their generators, which provide about a third of the state's power.

Davis aides are attempting to negotiate long-term contracts with generators for the remaining third of the power required by the state, sharply reducing the cost of buying power on the expensive spot market.

But the governor said this week that many generators are reluctant to sign long-term contracts until they know how the utilities will pay their debt for previous power purchases.

The state called off all power alerts yesterday for the first time since mid-January, rescinding a Stage 1 alert declared Wednesday. Grid operators made the change after increased power supplies became available.

"The supply situation this week has gradually been improving," said Lorie O'Donley, a spokeswoman with the California Independent System Operator, which manages most of the state's power supplies.

However, she said the improvements shouldn't deter consumers from conservation.

"It is good news to be out of electrical emergencies but we just want to remind everybody that we are looking at a long-term power supply situation here," she said. "And the high-demand summer is just around the corner. So we would ask that people continue with their conservation efforts."

In San Francisco yesterday, state power regulators decided unanimously that the Department of Water Resources is responsible for buying any power that cash-strapped utilities are unable to generate or buy on their own -- no matter what price wholesalers are charging.

But the PUC voted 3-2 against taking action that would have allowed the DWR to receive a portion of ratepayer revenues from the utilities to help cover the cost of buying electricity.

The state, through the DWR, was authorized by a recent law to buy power for the utilities. Edison and PG&E have such low credit ratings that no power companies will sell to them. SDG&E's rating is much better, but its debt also was mounting.

The DWR purchases that portion of electricity beyond what the utilities provide through their own generating plants and through existing long-term contracts. But the DWR has refused to buy power beyond a certain price. That means more last-minute power purchases on the expensive spot market.

The utilities and the state had disagreed over how the DWR will be reimbursed -- whether through state bonds or ratepayer dollars -- and the extent of its power-buying role.

The author of the bill authorizing the long-term contracts, Assemblyman Keeley, said the legislation's intent was to fully cover the one-third of the power that utilities purchased on the spot market, either through extended contracts or through the state ISO.

Staff writer Karen Kucher and The Associated Press contributed to this report.
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