LEG-9
(679)

STATE OF CALIFORNIA Public Utilities Commission
San Francisco

Memorandum

Date: June 4, 2002

To: The Commission
(Meeting of June 6, 2002)

From: Bill Julian
Office of Governmental Affairs (OGA) — Sacramento

Subject: SB 1876 (Bowen) — Electrical restructuring.

As Amended May 20, 2002
RECOMMENDATION: Support

SUMMARY: This bill repeals statutes establishing and empowering the Electricity
Oversight Board (EOB), establishes a Ratepayer Refund Account for the deposit of any
excessive wholesale power cost refunds recovered by electrical corporations, and
makes a variety of other changes. Specifically, this bill repeals legislative findings and
declarations codified by AB 1890; provisions establishing and granting powers to the
EOB; and provisions specifying recovery of uneconomic costs by investor-owned
utilities (I0Us) during the four-year transition period established by AB 1890.

This bill states legislative intent that the western states’ regional electricity transmission
markets be developed with an eye toward improved market access, preferably through
the voluntary adoption of a regional compact. The measure declares that refunds of
excessive wholesale power costs recovered by I0Us are ratepayer property, and
requires that said refunds be held in trust on ratepayers' behalf. The bill requires that
rates for IOU retained generation provide a reasonable opportunity for both cost
recovery and return based on those assets’ depreciated book value. By this statute, the
Commission is authorized to regulate an 10U holding company to enforce any
conditions the Commission laid out in approving the formation of said holding company.
And finally, the measure requires that any gain or loss on sale of IOU assets included
in the IOU's rate base to be allocated exclusively to the IOU's customers.

ANALYSIS: The EOB was established by AB 1890 to oversee the Independent System
Operator (ISO) and the Power Exchange (PX). As originally conceived, the EOB was to
serve as an appellate body for decisions of ISO and PX governing boards. Arguing that
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the state’s restructuring law was preempted by the Federal Power Act, The Federal
Energy Regulatory Commission (FERC) took exception to these provisions and, in
1998, ordered the ISO to change its bylaws to eliminate the EOB's appointment
function, ISO bylaw approval and ISO governing board decision appellate authority.

In response, the Legislature passed SB 96 (Peace), Chapter 510, Statutes of 1999,
which limited the EOB's confirmation powers to the appointments of customer
representatives to the ISO governing board and limited the EOB board’s appellate
authority to matters exclusively within the jurisdiction of the State.

Reversing the key component of AB 1890 that provides a limited period during which
IOUs are authorized to recover stranded costs, this bill repeals now outdated sections
of AB 1890 and enacts provisions intended to assure that ratepayers do not suffer
unfairly from the current electricity market situation.

COMMENTS: The measure alters § 367 of the PU Code to permit the recovery in
retail rates of transition costs, power purchase contract obligations and nuclear
incremental cost incentive plans.

The author of this measure believes that given certain regulatory actions that increased
rates, repeal of the cost recovery sections of AB 1890 are necessary and simply
recognize the reality that existing AB 1890 stranded cost recovery provisions are no
longer necessary or functional. We concur.

Contact: Rod Campbell, Legislative Liaison rax@cpuc.ca.gov
CPUC- OGA (916) 327-1418
Bill Julian, Legislative Director bj2@cpuc.ca.gov
CPUC- OGA (916) 317-1407

Date: May 13, 2002

BJ:mal
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BILL LANGUAGE:

BILL NUMBER: SB 1876  AMENDED
Bl LL TEXT

AVENDED | N SENATE MAY 28, 2002
AVENDED | N SENATE MAY 20, 2002
AVENDED | N SENATE NMAY 1, 2002
AVENDED | N SENATE APRIL 17, 2002

| NTRODUCED BY  Senat or Bowen
(Coaut hors: Senators Sher and Spei er)

FEBRUARY 22, 2002

An act to amend Sections 348, 352, 367, 372, and 377 of, to anend

and renumber Section 454.1 of, to add Sections —334—33%

341.5, 367.5, 761.7, and 858 to, to repeal Sections 330,

338, 340, 341.1, 341.5, 346, 367.7, 368, 369, 370, 371

373, 376, 378, and 397 of, to repeal i i
wi-th—Seetion—334)—and— Article 5 (conmencing with Section

359) of Chapter 2.3 of Part 1 of, and to repeal and add Section 350
of, the Public Uilities Code, relating to public utilities.

LEG SLATI VE COUNSEL' S DI GEST

SB 1876, as anended, Bowen. Electrical restructuring.

(1) The existing restructuring of the electrical services industry
within the Public UWilities Act provides for the establishnent of an
| ndependent System Operator and a Power Exchange as separately
i ncorporated public benefit nonprofit corporations. An Electricity
Oversi ght Board (Oversight Board) is also established to oversee the
| ndependent System Operator and the Power Exchange in order to ensure
the success of the electrical industry restructuring and to ensure a
reliable supply of electricity in the transition to a new narket
structure. The Oversight Board is granted various powers including,
but not Iimted to, requiring the revision of the bylaws of the

| ndependent System Oper at or —and-the—approval—of the entry of
I | . : . .

This bill would repeal those provisions establishing, and granting
powers to, the Oversight Board over the conposition of the
governi ng board by the Power Exchange and the incorporation of the
| ndependent System Operator and the Power Exchange . The bil
woul d require the Independent System Operator to revise its own
byl avs —. . . . .

am- - (Ope a Nt o aa
Because any viol ation of the
Public Utilities Act is a crime, the bill, by establishing new duties
for the Independent System Operator, would inmpose a state-mandated
| ocal program by changing the definition of a crine.

(2) The existing restructuring requires the Public Utilities

Conmi ssion to establish an effective mechani smthat ensures recovery,
by electrical corporations, of certain transition costs fromtheir
customers, as determned by the conmm ssion, including costs for
generation rel ated assets and obligations, that were being collected
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i n conm ssion-approved rates on Decenber 20, 1995, that may becone
uneconom ¢ as a result of a conpetitive generation market. The
restructuring provides the cal cul ati on nmechani sm on which these costs
are to be based and requires that these costs be linmted in the case
of utility-owned fossil generation. The restructuring requires the
costs to be allocated anong various cl asses of custoners, rate
schedul es, and tariff options and requires that there be a firewal
segregating the recovery of the costs of conpetition transition
charge exenpti ons between certain custoners.

This bill would delete the provisions providing for a certain
cal cul ati on nechanism the provisions limting the recovery of costs
in the case of utility-owned fossil generation, and the provisions
requiring a firewall to segregate the recovery of certain costs.

(3) The existing restructuring requires each electrica
corporation to propose a cost recovery plan for the recovery of the
uneconom ¢ costs. The restructuring authorizes electrica
corporations to apply to the comm ssion for an order determning that
t he uneconom ¢ costs not be collected froma particular class of
custonmer or category of electricity consunption. The restructuring
al so aut horizes electrical corporations to recover utility generation
rel ated plant and regulatory assets to the extent that they renmain
unrecovered after Decenber 31, 2001, due to the electrica
corporations' ability to recover costs related to the inplenentation
of direct access, the Power Exchange, and the |Independent System
Qperator. The restructuring also requires the conmission to
aut hori ze new optional rate schedules and tariffs, including new
service offerings, that accurately reflect the |oads, |ocations,
conditions of service, cost of service, and market opportunities of
customer cl asses and subcl asses.

This bill would delete these provisions.

(4) The existing restructuring requires the comission to ensure
that public utility generation assets renmain dedicated to service for
the benefit of California ratepayers.

This bill would recast this provision to require the comission to
ensure that utility retained generation remain dedicated to service
for the benefit of California ratepayers and would define "utility
retai ned generation" as utility owned generation, qualifying facility
contracts, and other bilateral contracts entered into prior to
January 17, 2001. The bill would exenpt the transfer or sale of
generation plants that are |ocated outside the state and are owned
exclusively by conpani es not based in the state fromthese
provisions. The bill would require the conm ssion to establish rates
designed to provide the public utility electrical corporation with a
reasonabl e opportunity to recover the reasonabl e costs of producing
power and ancillary service fromutility retai ned generation
dedi cated to the service of bundl ed service customers, operating and
capital costs, as defined, and a reasonable return of and on the
el ectrical corporation's depreciated book cost of investnments in
retai ned generation assets, as defined.

(5) The existing restructuring requires the comission to
aut horize an electrical corporation that is also a gas corporation
and served fewer than four nmillion customers as of Decenber 20, 1995,
to inplement a rate cap nmechanismthat reflects price changes in the
fuel market under certain circunstances.

This bill would delete these provisions.

(6) Under existing law, the Public Utilities Act, the comi ssion
is authorized to supervise and regul ate every public utility in the
state and to take all actions that are necessary and convenient in
t he exercise of that power and jurisdiction. The act also
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establishes the California Consumer Power and Conservation Fi nancing
Authority to finance generating facilities and other energy related
proj ects and prograns.

This bill would grant the comm ssion jurisdiction over any
corporation or holding conpany, as defined, that owns, controls,
operates or nanages a public utility, for the |imted purpose of
noni toring and enforcing any prom ses, comitnments, conditions, or
witten representations nade to the comm ssion or to the ratepayers
of the public utility.

This bill would require that any gain or | oss on sale associ ated
with the sale, transfer, or disposition of assets be allocated
exclusively to the ratepayers serviced by the electrical corporation

Since a violation of the act is a crime under existing provisions

of law, the bill would inpose a state-nandated | ocal program by
expandi ng the definition of a crine.
This bill would establish a Ratepayer Refund Account for each

el ectrical corporation and would require that all refunds recovered
by an electrical corporation resulting fromany litigation or
agreenment relative to the chargi ng of excessive costs for whol esal e
power by electric power generators and suppliers that have been
recovered, or are recoverable, fromratepayers in conm ssion-approved
rates be credited to the electrical corporation's account and woul d
provide that those funds be held in trust on behal f of the
rat epayers.

(7) This bill would declare that its provisions are severable.

(8) The California Constitution requires the state to reinburse
| ocal agencies and school districts for certain costs mandated by the
state. Statutory provisions establish procedures for making that
rei nbur sement .

This bill would provide that no reinbursement is required by this
act for a specified reason.

Vote: mmjority. Appropriation: no. Fiscal conmittee: yes.
St at e- mandat ed | ocal program yes.

THE PEOPLE OF THE STATE OF CALI FORNI A DO ENACT AS FOLLOWS:

SECTION 1. Section 330 of the Public Utilities Code is repeal ed.
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—SEC—5.—
SEC. 2. Section 338 of the Public Utilities Code is repeal ed.

SEC. 3. Section 340 of t.he. Pﬁbl.ic Uti.lities.Code i s repeal ed.
——340—The Oversi-ght Board-shalltake the steps-that-are necessary
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SEC. 5. Section 341.5 of the Public Uilities Code is repeal ed.

SEC. 6. Section 341.5 is added to the Public Uilities Code,
to read:

341.5. The I ndependent System Qperator bylaws shall contain
provisions that identify matters within state jurisdiction. The
byl aws shal |l also contain provisions that state that the approva
function of California's bylaws with respect to the matters within
state jurisdiction do not preclude the Federal Energy Regul atory
Conmi ssion fromtaking any action necessary to address undue
di scrimnation or other violations of the Federal Power Act (16
U S.C. Sec. 791a et seq.) or to exercise any other conm ssion
responsi bility under the Federal Power Act. |n taking any action
t he Federal Energy Regul atory Conm ssion shall give due respect to
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California's jurisdictional interests in the functions of the

I ndependent System Operator, and shall attenpt to accommpdate state
interests to the extent those interests are not inconsistent with the
Federal Energy Regul atory Conmm ssion's statutory responsibilities.
The byl aws shall state that any future agreement regarding the
apportionnent of the |Independent System Operator board appoi nt ment
function anong participating states associated with the expansi on of
t he I ndependent System Qperator into a nmultistate entity shall be
filed with the Federal Energy Regul atory Conm ssion pursuant to
Section 205 of the Federal Power Act (16 U.S.C. Sec. 824d).

—SEC—6—

SEC. 7. Section 346 of the Public Uilities Code is
repeal ed
—SEC—7—

SEC. 8. Section 348 of the Public Uilities Code is amended
to read:

348. The I ndependent System Operator shall adopt inspection
mai nt enance, repair, and replacenent standards for the transnission
facilities under its control no later than Septenber 30, 1997. The
standards, which shall be perfornmance or prescriptive standards, or
both, as appropriate, for each substantial type of transm ssion
equi prent or facility, shall provide for high quality, safe, and
reliable service. |n adopting its standards, the I|Independent System
Operator shall consider: cost, |ocal geography and weat her
appl i cabl e codes, national electric industry practices, sound
engi neering judgnment, and experience. The Independent System
perator shall also adopt standards for reliability, and safety
during periods of energency and disaster. The | ndependent System
Qperator shall require each transm ssion facility owner or operator
to report annually on its conpliance with the standards. That report
shal | be nade available to the public.

—SEC—8—

SEC. 9. Section 350 of the Public Uilities Code is
repeal ed
—SEC—9—

SEC. 10. Section 350 is added to the Public Utilities Code,
to read:

350. (a) It is the intent of the Legislature to provide for the
devel opnent of regional electricity transm ssion markets in the
western states and to i nprove the access of consumers served by the
I ndependent System Operator to those narkets.

(b) The preferred neans by which the voluntary evol uti on descri bed
i n subdivision (a) should occur is through the adoption of a
regi onal conpact or other conparabl e agreenent anmong cooperating
party states, the retail customers of which states would reside
within the geographic territories served by the |Independent System
QOper at or.

(c) The agreenent described in subdivision (b) should provide for
all of the follow ng:

(1) An equitable process for the appointnment or confirmation by
party states of nmenbers of the governing boards of the |Independent
System Qper at or .

(2) A respecification of the size, structure, representation
el i gi bl e nenber ship, nom nating procedures, and nenber terns of
service of the governing boards of the |Independent System Operator

(3) Mechani sms by which each party state, jointly or separately,
can oversee effectively the actions of the Independent System
Qperator as those actions relate to ensuring electricity system
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reliability within the party state and to matters that affect
electricity sales to the retail customers of the party state or
otherwi se affect the general welfare of the electricity consuners and
t he general public of the party state.

(4) The adherence by publicly owned and investor-owned utilities
located in party states to enforceabl e standards and protocols to
protect the reliability of the interconnected regional transnission
and distribution systens.

—SEC—10.—
SEC. 10. 5. Section 352 of the Public Uilities Code is
amended to read:

352. The I ndependent System Operator nay not enter into a
nmultistate entity or a regional organization as authorized in Section
350 unless that entry is approved by the —Legislature

Oversi ght Board

SEC. 11. Article 5 (comencing with Section 359), of Chapter 2.3
of Part 1 of the Public Uilities Code is repeal ed.

SEC. 12. Section 367 of the Public Uilities Code is anmended to
read:

367. The conmi ssion shall identify and determ ne those costs and
categories of costs for generation-related assets and obligations,
consi sting of generation facilities, generation-related regulatory
assets, nuclear settlenents, and power purchase contracts, including,
but not Iimted to, restructurings, renegotiations or term nations
t hereof approved by the commi ssion, that were being collected in
conmi ssi on-approved rates on Decenber 20, 1995, and that nmay becone
uneconom ¢ as a result of a conpetitive generation market, in that
t hese costs may not be recoverable in narket prices in a conpetitive
mar ket, and appropriate costs incurred after Decenber 20, 1995, for
capital additions to generating facilities existing as of Decenber
20, 1995, that the conm ssion determ nes are reasonabl e and shoul d be
recovered, provided that these additions are necessary to nmintain
the facilities through Decenber 31, 2001. These uneconom c costs
shal |l include transition costs as defined in subdivision (f) of
Section 840, and shall be recovered fromall customers or in the case
of fixed transition anmounts, fromthe custoners specified in
subdi vision (a) of Section 841, on a nonbypassable basis —

and shall be anortized over a reasonable tinme period,

i ncluding collection on an accel erated basis, consistent w th not
increasing rates for any rate schedule, contract, or tariff option
above the levels in effect on June 10, 1996; provided that, the
recovery shall not extend beyond Decenber 31, 2001, except as
fol | ows:

(a) Costs associated with enpl oyee-related transition costs as set
forth in subdivision (b) of Section 375 shall continue until fully
col l ected; provided, however, that the cost collection shall not
ext end beyond Decenber 31, 2006.

(b) Power purchase contract obligations shall continue for the
duration of the contract. Costs associated with any buy-out,
buy-down, or renegotiation of the contracts shall continue to be
collected for the duration of any agreement governing the buy-out,
buy- down, or renegotiated contract; provided, however, no power
purchase contract shall be extended as a result of the buy-out,
buy- down, or renegotiation

(¢) Nuclear incremental cost incentive plans for the San Onofre
nucl ear generating station shall continue for the full termas
aut hori zed by the conmission in Decision 96-01-011 and Deci si on
96- 04- 059; provided that the recovery shall not extend beyond
December 31, 2003. This subdivision shall become inoperative on
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January 1, 2004.

(d) Fixed transition anmounts, as defined in subdivision (d) of
Section 840, may be recovered fromthe custonmers specified in
subdi vision (a) of Section 841 until all rate reduction bonds
associated with the fixed transition anbunts have been paid in ful
by the financing entity.

SEC. 13. Section 367.5 is added to the Public Utilities Code, to
read:

367.5. (a) The conmmi ssion shall establish a Ratepayer Refund
Account for each electrical corporation. Al refunds recovered by an
el ectrical corporation, either directly or indirectly by way of
of fset agai nst anmounts otherwi se owed by the electrical corporation
resulting fromany litigation or agreenment relative to the charging
of excessive costs for whol esal e power by electric power generators
and suppliers that have been recovered, or are recoverable, from
rat epayers i n comm ssion-approved rates, shall be credited to the
el ectrical corporation's account.

(b) Al funds held by an electrical corporation that are required
by this section to be credited to the Ratepayer Refund Account of the
corporation are property of the ratepayers and shall be held in
trust on their behalf.

SEC. 14. Section 367.7 of the Public Utilities Code is repeal ed.

SEC. 15. Section 368 of the Public W

SEC. 16. Section 369 of the Public U

SEC. 17. Section 370 of the Public W

SEC. 18. Section 371 of the Public W

SEC. 19. Section 372 of the Public W
read:

372. (a) It is the policy of the state to encourage and support
t he devel opnent of cogeneration as an efficient, environnentally
beneficial, conpetitive energy resource that will enhance the
reliability of |ocal generation supply, and pronote |ocal business
growmh. Subject to the specific conditions provided in this section
t he conmi ssion shall determine the applicability to custoners of
uneconom ¢ costs as specified in Sections 367 and 375. Consi stent
with this state policy, the conm ssion shall provide that these costs
shall not apply to any of the foll ow ng:

(1) To load served onsite or under an over-the-fence arrangenent
by a nonnobil e sel f-cogeneration or cogeneration facility that was
operational on or before Decenber 20, 1995, or by increases in the
capacity of the facility to the extent that the increased capacity
was constructed by an entity hol ding an ownership interest in or
operating the facility and does not exceed 120 percent of the
installed capacity as of December 20, 1995, provided that prior to
June 30, 2000, the costs shall apply to over-the-fence arrangenents
entered into after Decenmber 20, 1995, between unaffiliated parties.
For the purposes of this subdivision, "affiliated" means any person
or entity that directly, or indirectly through one or nore
i nternediaries, controls, is controlled by, or is under common
control with another specified entity. "Control" means either of the
fol | owi ng:

(A) The possession, directly or indirectly, of the power to direct
or to cause the direction of the managenent or policies of a person
or entity, whether through an ownership, beneficial, contractual, or
equi tabl e interest.

(B) Direct or indirect ownership of at |east 25 percent of an
entity, whether through an ownership, beneficial or equitable
i nterest.

ities Code is repeal ed.
lities Code is repeal ed.
ities Code is repeal ed.
ities Code is repeal ed.
it

I
i
I
I
lities Code is anended to
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(2) To load served by onsite or under an over-the-fence
arrangenent by a nonnobile self-cogeneration or cogeneration facility
for which the customer was committed to construction as of Decenber
20, 1995, provided that the facility was substantially operational on
or before January 1, 1998, or by increases in the capacity of the
facility to the extent that the increased capacity was constructed by
an entity holding an ownership interest in or operating the facility
and does not exceed 120 percent of the installed capacity as of
January 1, 1998, provided that prior to June 30, 2000, the costs
shal |l apply to over-the-fence arrangenents entered into after
December 20, 1995, between unaffiliated parties.

(3) To load served by existing, new, or portable energency
generation equi pnment used to serve the custonmer's |oad requirenents
during periods when utility service is unavail able, provided the
enmergency generation is not operated in parallel with the integrated
electric grid, except on a nmonentary parallel basis.

(4) After June 30, 2000, to any | oad served onsite or under an
over-the-fence arrangenent by any nonnobile sel f-cogeneration or
cogeneration facility.

(b) Further, consistent with state policy, with respect to
sel f-cogeneration or cogeneration deferral agreenents, the conmi ssion
shal |l do the follow ng:

(1) Provide that a utility shall execute a final self-cogeneration
or cogeneration deferral agreenent with any custoner that, on or
bef ore Decenber 20, 1995, had executed a letter of intent (or simlar
docunentation) to enter into the agreenent with the utility,
provided that the final agreenment shall be consistent with the terns
and conditions set forth in the letter of intent and the conm ssion
shal | review and approve the final agreenent.

(2) Provide that a custoner that holds a sel f-cogeneration or
cogeneration deferral agreenent that was in place on or before
December 20, 1995, or that was executed pursuant to paragraph (1) in
the event the agreenent expires, or is termnated, nay do any of the
fol | owi ng:

(A) Continue through Decenber 31, 2001, to receive utility service
at the rate and under terns and conditions applicable to the
custonmer under the deferral agreenent that, as executed, includes an
al | ocation of unecononic costs.

(B) Engage in a direct transaction for the purchase of electricity
and pay unecononic costs consistent with Sections 367 and 375.

(C© Construct a self-cogeneration or cogeneration facility of
approxi nately the sane capacity as the facility previously deferred
unl ess ot herwi se authorized by the comm ssion pursuant to subdivision

c).

(3) Provide that the ratenmaking treatnent for self-cogeneration
or cogeneration deferral agreenents executed prior to Decenber 20,
1995, or executed pursuant to paragraph (1) shall be consistent with
the ratemaking treatnment for the contracts approved before January 1,
1995.

(c¢) The conmi ssion shall authorize, within 60 days of the receipt
of a joint application fromthe serving utility and one or nore
interested parties, applicability conditions as follows:

(1) The costs identified in Sections 367 and 375 shall not, prior
to June 30, 2000, apply to |oad served onsite by a nonnobile
sel f-cogeneration or cogeneration facility that becanme operational on
or after Decenber 20, 1995.

(2) The costs identified in Sections 367 and 375 shall not, prior
to June 30, 2000, apply to any |oad served under over-the-fence
arrangenents entered into after December 20, 1995, between

123925



LEG-9 (679)
Page 12

unaffiliated entities.

(d) For the purposes of this subdivision, all onsite or
over-the-fence arrangenents shall be consistent with Section 218 as
it existed on Decenber 20, 1995.

(e) To facilitate the devel opnment of new m crocogeneration
applications, electrical corporations nay apply to the comm ssion for
a financing order to finance the transition costs to be recovered
from custoners enploying the applications.

(f) To encourage the continued devel oprment, installation, and
i nterconnection of clean and efficient self-generation and
cogeneration resources, to inprove systemreliability for consuners
by retaining existing generation and encouragi hg new generation to
connect to the electric grid, and to increase self-sufficiency of
consuners of electricity through the depl oynent of self-generation
and cogeneration, both of the follow ng shall occur

(1) The conmission shall determine if any policy or action
undertaken by the I ndependent System Operator, directly or
i ndirectly, unreasonably discourages the connection of existing
sel f-generati on or cogeneration or new sel f-generation or
cogeneration to the grid.

(2) If the conmission finds that any policy or action of the
I ndependent System Operator unreasonably di scourages, the connection
of existing self-generation or cogeneration or new sel f-generation or
cogeneration to the grid, the comi ssion shall undertake al
necessary efforts to revise, mtigate, or elimnate that policy or
action of the Independent System Operator

SEC. 20. Section 373 of the Public Uilities Code is repeal ed.

SEC. 21. Section 376 of the Public Uilities Code is repeal ed.

SEC. 22. Section 377 of the Public UWilities Code is anended to
read:

377. (a) The commi ssion shall continue to regulate the facilities
for the generation of electricity owned by any public utility prior
to January 1, 1997, that are subject to comm ssion regulation unti
the owner of those facilities has applied to the commission to
di spose of those facilities and has been authorized by the comi ssion
under Section 851 to undertake that disposal. Notw thstanding any
other provision of law, no facility for the generation of electricity
owned by a public utility may be di sposed of prior to January 1,

2006. The conmission shall ensure that utility retai ned generation
remai n dedicated for the benefit of the public utility's bundled
service customers. Nothing in this section may be construed to
conpel any electrical corporation to renew or renegotiate an expiring
contract. For purposes of this section, "utility retained
generation" neans utility-owned generation, qualifying facility
contracts, and other bilateral contracts entered into prior to
January 17, 2001. This section does not apply to the transfer or
sal e of generation plants that are | ocated outside the state and are
owned excl usively by conpani es not based in the state.

(b) The conmi ssion shall establish rates designed to provide the
public utility electrical corporation with a reasonabl e opportunity
to recover the reasonabl e costs of producing power and ancillary
services fromutility retained generation assets dedicated to the
servi ce of bundl ed service custoners. The rates shall provide a
reasonabl e opportunity for the public utility electrical corporation
to recover reasonabl e operating costs and capital costs, including a
reasonable return of and on the public utility electrical corporation'
s depreci ated book cost of investments in utility retained generation
assets.

(c) "Operating costs" include all custonary categories of
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operating costs, consistent with historical regulatory practices,

i ncludi ng any costs charged by the | ndependent System Operator to the
el ectrical corporation as the generator or scheduling coordinator of
t he power.

(d) "The electrical corporation's depreciated book cost of
investnment in utility retained generation assets" shall initially be
set at the amounts recorded on its books of account as of Decenber
31, 2001, as verified and approved by the conm ssion. The cost of

maj or capital additions
and i nprovenments to a public utility's retained generation assets
shal |l be revi ewed and approved by the conmi ssion, in the manner set
forth in Sections 1005 and 1005.5, in advance of the public utility
being allowed to invest in nmajor capital additions or inprovenents.

(e) The conmission shall continue to determ ne the appropriate
neans for recovery of deconmi ssioning costs.

SEC. 23. Section 378 of the Public Uilities Code is repeal ed.

SEC. 24. Section 397 of the Public Uilities Code is repeal ed.

SEC. 25. Section 454.1 of the Public Utilities Code, as added by
Section 6 of Chapter 1040 of the Statutes of 2000, is anmended and
renunbered to read:

454.5. (a) Reasonabl e expenditures by transmi ssion owners that
are electrical corporations to plan, design, and engi neer
reconfiguration, replacenent, or expansion of transmission facilities
are in the public interest and are deened prudent if made for the
purpose of facilitating conpetition in electric generation markets,
ensuri ng open access and conparabl e service, or naintaining or
enhancing reliability, whether or not these expenditures are for
transm ssion facilities that beconme operational

(b) The conmission shall facilitate the efforts of the state's
transm ssion owning electrical corporations to obtain authorization
fromthe Federal Energy Regul atory Comni ssion to recover reasonable
expendi tures nade for the purposes stated in subdivision (a).

(c) Nothing in this section alters or affects the recovery of the
reasonabl e costs of other electric facilities in rates pursuant to
t he conmi ssion's existing ratenmaki ng authority under this code or
pursuant to the Federal Power Act (41 Stat. 1063; 16 U.S.C.  Secs.
791a, et seq.). The commi ssion may periodically review and adj ust
depreci ati on schedul es and rates authorized for an electric plant
that is under the jurisdiction of the conm ssion and owned by
el ectrical corporations and periodically review and adj ust
depreci ati on schedul es and rates authorized for a gas plant that is
under the jurisdiction of the conm ssion and owned by gas
corporations, consistent with this code.

SEC. 26. Section 761.7 is added to the Public UWilities Code, to
read:

761.7. Any electrical corporation or holding company, as defined
in Section 79b(a)(7)(A) of Title 15 of the United States Code, that
owns, controls, operates, or manages a public utility shall be
subject to the jurisdiction, control, and regul ati on of the
commi ssion for the linmted purpose of monitoring and enforcing any
prom ses, conmtnents, conditions, or witten representati ons made to
the conm ssion or to the ratepayers of the public utility.

SEC. 27. Section 858 is added to the Public Uilities Code, to
read:

858. Any gain or |loss on sale associated with the sale, transfer
or disposition of assets that have been included in the rate base of
an el ectrical corporation shall be allocated exclusively to the
rat epayers served by the electrical corporation. Gain or |oss on
sal e shall be calculated as the difference between the transfer or
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sal e price and the net depreciated book val ue of the assets at the
time of the transfer.

SEC. 28. The provisions of this act are severable. |[If any
provision of this act or its application is held invalid, that
invalidity shall not affect other provisions or applications that can
be given effect without the invalid provision or application.

SEC. 29. No rei nmbursenment is required by this act pursuant to
Section 6 of Article XIIl B of the California Constitution because
the only costs that may be incurred by a | ocal agency or school
district will be incurred because this act creates a new crine or
infraction, elimnates a crine or infraction, or changes the penalty
for a crine or infraction, within the nmeaning of Section 17556 of the
CGovernment Code, or changes the definition of a crine within the
neani ng of Section 6 of Article XIIl B of the California
Constitution.
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