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GOVERNOR DAVIS TESTIFIES BEFORE FEDERAL REGULATORS ON CALIFORNIA ELECTRICITY PRICING





SACRAMENTO – Governor Gray Davis today testified before the Federal Energy Regulatory Commission (FERC) in Washington, D.C. via videotape on the commission’s findings about the California electricity market. The following is a transcript of his testimony.





Good morning Commissioners.





I appreciate the opportunity to address the Commission today by video. I am unable to be there in person today but President-elect of Mexico, the Honorable Vicente Fox, is visiting us today, and I need to be with him. 





The short statement I’ll make today will be followed by more extensive comments at the hearing you’ve scheduled for November 14th in San Diego. However, the gravity of the situation compels me to speak out on behalf of the citizens of our state. 





When former California Governor Pete Wilson and the Legislature enacted AB 1890 in 1996, no one could foresee the circumstances we find ourselves in today. 





The marketplace for electricity that was envisioned in 1996 has failed to materialize. And the market structure that was intended to result in lower prices has, instead, wrought financial hardship on ratepayers. It has also threatened the very financial stability of the utilities that deliver electricity to 10 million customers throughout the state.





Billions of dollars more – billions – were spent this summer for nearly the same amount of electricity used just one year before. The newspapers are filled with the reports of exorbitant profits reaped by merchant generators and marketeers. Now they may feel an obligation to collect every dollar possible for their shareholders. But I have an obligation to the citizens of California to protect them from price gouging.





My purpose is to assure that we have reliable electricity at affordable prices.





I believe deregulation of the electricity industry can eventually work, but only if the market is competitive and if all parties act responsibly. Unfortunately, neither has happened in California.





Now I’m pleased that the Commission agrees with me and several million ratepayers in San Diego that the marketplace in California is dysfunctional and that wholesale prices are neither just nor reasonable.





However, having made that determination, I am greatly disappointed and perplexed that the Commission did not take the next logical step and order refunds to ratepayers. We believe the Commission could and should have taken this step. We will include our legal analysis on this point with other written comments we file later this month.





I'm also pleased that the Commission agrees that there is a conflict inherent in the stakeholder boards that preside over the California Independent System Operator and the Power Exchange. 





However, the Commission does not recognize that it’s within California’s jurisdiction to determine the structure and to reconstitute the structure of these boards by statute.





I’m pleased the Commission has determined that the wholesale price caps imposed last summer were inadequate to rein in wholesale electricity prices.





But, I am sorely disappointed that the Commission is proposing untried experimental market rules that once again make guinea pigs of California ratepayers.





In doing so, the Commission has stripped California of the protection of any real wholesale price caps. And it has denied the ISO the authority to impose price caps should these experimental market rules fail to protect the ratepayers next summer.





Commissioners, you found that the system is dysfunctional and that rates are unjust and unreasonable. But you have failed to acknowledge the critical fact that it is the system that created this state of affairs. It is the system that must be changed.





Instead you are asking us to knuckle under for the next 10 years or so, thereby weakening our economy and putting our consumers and businesses at great risk. I cannot allow you to do that.





The past failure to site sufficient generating facilities is frequently acknowledged in the Commission’s report as a contributing factor to the lack of competition in our electricity marketplace. And, it’s true, for nearly 10 years, the previous administrations and their California Public Utility Commissioners have discouraged the development of new generation. 





But now we are aggressively reversing that policy.





I sponsored and signed legislation this year which is accelerating the siting of new generation, streamlining the emissions permitting process, and expanding programs to reduce peak demand. Moreover, the State appropriated $50 million for these efforts this year. And we extended for 10 years public benefit charges that contribute $500 million a year for renewable energy sources, demand reduction programs and research and development projects.





We believe we are doing all that is possible to increase the supply of electricity and to reduce demand without exposing Californians to public health risks and environmental degradation.





In sum, this is my point:





You agree with us that California has a problem.





You agree that the marketplace is not competitive.





You agree rates are not reasonable and just.





But you are not willing to do anything about it. Moreover, what you are prepared to do further reduces California's ability to solve its problems. Apart from that, I think you are a fine group of people.





Seriously, I look forward to your hearing on November 14th, and the opportunity to further discuss these and many other issues raised by the Commission’s report and proposed order.





Thank you and have a good day. 
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