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Special Meeting
Monday, June 17, 2002, 6:30 p.m.
City Hall, Room 263
Chairperson: Commissioner Gonzalez; Vice Chairperson: Commissioner McGoldrick
Members: Commissioners Ammiano, Hall and Schmelizer
Alternate: Commissioners Peskin and Fellman

Clerk: Monica Fish
SPECIAL AGENDA
(There will be public comment on each item)
1. Callto Order and Roll Call
The meeting was called to order by Chairperson Gonzalez at 7:15 p.m.

Members Present: Chairperson Gonzalez, Vice-Chairperson McGoldrick (noted
present at 8:20 p.m.); Commissioners Schmelizer and Feliman

Members Absent: Commissioners Ammiano and Hall

Chairperson Gonzalez stated, | am informed that because Commissioner Feliman is
Commissioner Schmelizer's alternate that we don't have a quorum insofar as we can’t
take action, but we can begin the public hearing. Just for the benefit of those that are
here, Commissioner Ammiano who is the President of the Board of Supervisors is in
the Board meeting that is still taking place as is Commissioner McGoldrick.
Commissioner Hall, | believe, is in Ireland at the moment.
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and Associates. At this time, unless there are questions from the Commissioners, we
should go ahead with the presentation.
The Commissioners agreed to proceed.

Mr. Ken Mellor, R. W. Beck stated, | am going to try to go through this presentation
relatively rapidly. As we go through, | am going to turn part of it over to Mike Bell who
will finish it up.

Chairperson Gonzalez stated, | am not sure whether any of the other Commissioners
are in a hurry. [ am notin a hurry now that | am here, so take your time.

Commissioner Fellman asked, if we could just lay out the process for this evening.

Chairperson Gonzalez stated, | think we will hear from the consultants who have
prepared the report and then we will open it up for public comment. The
Commissioners can ask questions any time during the presentation or afterwards.

Commissioner Fellman asked, are we going to allow the members of the public to ask
direct questions to the consultants?

Chairperson Gonzalez stated, they can come forward in the process of public comment
and present questions that they think have not been adequately answered. To the
Energy Consultants—how long will the presentation take?

Mr. Mellor stated, | think the presentation will take twenty minutes. | would like to start
first with the purpose of the activity, the structure of our report, and talk about the
industry structure. First, the purpose of this study is to support the development and
the evaluation of San Francisco options. We've gone through a number of options, and
we've looked at some key elements associated with those options based on what you
asked us to do in the first place. That is particularly looking at the effect of any of these
options on rates, costs, and pricing. Secondly, to look at reliability issues as to whether
any of these options would provide more reliable power supply in San Francisco and
then finally, looking at the issue of local control. You will find our report is organized
that way to look at the options and then look at those key elements.

We've aiso broken the report into elements that really track the makeup of the electric
utility industry. That includes first the wholesale power supply side, the generation
aspects, and secondly, transmission. | would say that to start with, on the wholesale
power supply side, that part of the report was done by Henwood Energy Services. Jim
Davidson is here from Henwood and will be available to answer questions. [ will try as |
go through the report to talk about which paris were done by different consultants.
Secondly, we look at the transmission issues and Bar rry Flynn is here from Fﬂyn
Hesource Consultants. So, he looked at the transmission issuses, particularly the
congestion into the San Francisco Bay Area. Thirdly, mea:, is a section on the retail
side of the business, that is the delivery and vari OU:; ways ic de n/@’“’“l@’@‘; to the fe
customers or the end users. B, W. Beck did that, anc Mikse Be | is going o prese
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key parts of that. Finally, there is a section on conservation, energy efficiency, and
renewable resources, and Mike is also going to talk about that.

As we get into this, we will find that we really focused on three different ways that you
could structure this. One continues to rely a great deal on Pacific Gas & Electric
Company as the distributor. Not just PG&E, but also the other status-quo participants
like the California ISO for transmission concerns. On the generation side, the
developers who are already in developing power plants. So we have looked at each of
those aspects and compared those different approaches. We have also then looked at
the San Francisco Public Utilities Commission (SF PUC) as a second tier or entity that
would take charge of any one of these unbundled parts of the industry. Thirdly, looking
at a new San Francisco Municipal Utility and you will find in the report, and | know it is
confusing. When we talk about either of those two, the SF PUC or a new San
Francisco Municipal Utility, we have called it SF Muni. We understand that is probably
not a good term. We would invite anybody to come up with any suggestion that allows
us to go back and globally change it so that we can come up with something that really
says, we know that there is an initiative to look at changing the way the SF PUC is
governed. Whether it is that approach to life, but we are really talking about some form
of municipal entity being in the fully integrated power business in San Francisco. We
don’t know the right term. The fact is that when you go through this and look at the
different results of either the SFPUC or a new Municipal Utility, you will find they are
very much the same when they come to local control and when it comes to pricing. All
those things--either one can do it about the same. So, we've combined them for
discussion purposes to simplify the report. Any ideas as to what to call that approach
would be fine.

We have a section in the report that talks about the industry structure and some of the
important activities that have been taking place and will continue to take place and how
that might affect the decisions that LAFCo would make with regard to which of these
options to take. The first is that Pacific Gas and Electric Company is still in bankruptcy.
A bankruptey judge has two different options as to how to get them out of bankrupicy
before them. The stakeholders are voting as to which of those to take, and it is likely
that they will say that either one would work from their point of view. What comes out
of the PG&E bankruptcy and that siructure will be very important to rates and pricing
issues. It will be very important to the options that you had before you. We just don't
know what the outcome of that is going tc be.

The second is that the Federal Energy Regulatory Commission has a number of
proceedings underway. They are looking at whether or not there should be rebates
because of the high prices in the year 2000 and 2001. They are looking at reguiatory
issues. How do they get rid of market gaming. They are looking at price cap
exiensions, and they are looking at iransmission ownsrship whather there shouid be =
regional fransmission organization, whether it should foliow what the current

tem Operator is for California or some othsr structure. All of those
o effect how fransmission is priced in the region. All of




Public Utilities Commission (CPUC). The CPUC is looking at direct access, whether it
should be reinstated, whether in fact the right date for cutting it off was September 20,
2001 or July 1, 2001. | think more importantly they are looking at what they should do
to be able to extend direct access. That is the ability for retail customers to choose
their energy supplier. When they make that decision, it is very likely that coming along
with that decision will be decisions on how those customers who take a new supplier
will pay for obligations that have already been created. We call that non-by-passable
charges, exit fees, whatever they might be. Those numbers are still very unclear and
uncertain. | think we're getting some focus on them. As that happens, then the cost of
the various options to you will start to change. You are going to need to track what is
going on at the CPUC, and that will be very important to your long-term decisions.

Let me now shift to power supply. As | mentioned already, Henwood Energy Services
has played the key role on developing this part of the report, and they are here to
answer any questions at the end of this discussion. First, in 2000 and 2001, they
talked about what happened. They talk about the fact that the investor-owned utilities
were in effect required to be in the spot market. That is, they didn't have long-term
contracts. The spot market was very volatile. It was a year when we had low hydro
production, and that created losses of imports that would normally come into California.
There were gas delivery problems driving up the price of natural gas which fueled the
marginal generating units, particularly the combined cycle of gas-fired generating
plants. Then there were traders manipulating the markets both in the gas and electric
side of the business. Price caps that had been set by the Federal Energy Regulatory
Commission (FERC) were not very effective. All of those things caused the problems
that we had in 2000 and 2001.

Going to the near-term outlook. What Henwood has said is the fact that we had an
economic downturn reduced the demand for electricity. Conservation was very
aggressive in California so that helped. There are price increases. You've noted the
PG&E price increases for example. There is price elasticity. You've increased the
price 50 percent and people use less electricity so that was part of the game. New
generation came online and regulation started coming in and taking care of some of the
problems that were out there in the industry. All of those things ended up in a near-
term outlook where wholesale prices have stabilized. There are comfortable reserve
margins. Most folks think that we're going to get through this summer without major
problems. However, all of those things | have mentioned earlier still create the
uncertainty as to what's going to go on in the future. In fact, we have seen in the last
two weeks some pretty volatile prices again. Even though what Henwood is saying that
on average they are seeing stability in prices, we are siill going o see volatility in real
time from one week to the next depending on weather and those kinds of factors.

With regard to long-term outlook. One of the issues, and you will find this is mentioned
both in the generation and transmission sections, ‘ih’* meve of the &egLﬂcﬂro o
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such that San Francisco bears the brunt of the fact that they have insufficient
transmission and generation in the area such that you are in a congestion area a lot of
the time. So that locational marginal pricing could increase San Francisco’s costs.
There is the environmental risk from local gas-fired generation. A lot of attention has
been given to that. There is technological change that could mean that any new
generation that is built could have a technological shorter life. Also the fact that
distributed generation and other kinds of generation are coming along could change the
economics of something that is built today or tomorrow. All of those things create
somewhat of a problem. If you ook at the San Francisco situation with loads during
peak of around 960 megawatts (just to put that into perspective, 1 megawatt is about
the size of a big box store), so you've got the equivalent of 960 big box stores in San
Francisco. Of that, about 650 megawatts of generation in the City is showing the
reliance on transmission. That transmission is insufficient when that generation is
down to support the whole City. So you need generation running in the City. The
combination gives you problems with negative reserve margins, and so there clearly
are some issues as far as generation in the San Francisco Bay Area.

Wholesale generation risk factors. One of the things that is stressed in this report is a
need for integrated planning. One of the things that has happened with unbundeling
the electric industry is that nobody is doing that integrated planning right now. The
generators are doing their planning, and they are doing that by themselves. They are
not supposed to even be talking to each other. So each one is making their own
decisions, financial for new generation resources. The transmission should be being
planned by the California Independent System Operator, and that's not truly happening.
So the transmission plans are not necessarily coordinated with the generating pians.
Meanwhile you have conservation and demand-site management potential for
distributed generation. All of those things that would reduce the requirement for
transmission and generation and to the extent that you invest in that but it's not
coordinated with the other things—you have a problem. So one of the issues here is
how do you get integrated planning, and that is a function that would be very valuable
for somebody to be able to do, hopefully, in San Francisco.

Secondly, price volatility. | mentioned that long-term average, Henwood sees stable
prices, but in the short term, they change a lot. To the extent that people are out there
on the spot market, then there is a great deal of risk if you are in that position. Forward
contracts can be used to hedge those spot-market prices. So if you have a large part
of your generating resources in long-term forward contracts, as long as the counter-
party o those contracts are financially viable, then you have been able to hedge
against those shori-term markeis.

Then there are all
business and you are reliant on customers 1o take your supply, and those customers
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load side and on the supply side. If you own generation and it's down when you need
it, all of those things put the supply risk on you. There is fuel price, which has been
much more volatile in the recent past than it used to be. You have the regulatory risk.
We don’'t know what's going on at FERC or the Public Utilities Commission. Weather
changes the availability of hydro. It changes load substantially and then the
transmission issues that we'll get into in a minute.

Finally, on power supply. There are a number of options, and | would note that we
have put these options together. These were not put forward by Henwood, so | want to
make it clear that this is R. W. Beck trying to put down some options here. One of the
options is to continue to rely on PG&E and CAL ISO and hope that they do a good job
in being able to develop the generation of transmission resources together that meets
San Francisco’s needs. The second is to continue to develop renewable resources.
This won't do all of it. The more that you can do to get local generation through
renewable resources will be advantageous to reduce the need for those other
resources. You can rely on the developers—the Calpines and the other folks of the
world who are out there building generation. They can come in and build generation
and you can rely on them to do that certainly with a lot of local control. You can hope
that gets it done. If you don’t do those things and you quit relying on other folks, then
the question is what can the City do? What we’re suggesting is you can invest in
transmission upgrades, and I'm mixing transmission and generation here a little bit

"because you cannot separate the two. So, you can improve your local situation with
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transmission, or you can improve your local transmission with generation. That means
you can invest in either one of those, and there are different ways to recover your costs
of that investment and we will talk about that as we go along.

Turning to transmission. Again, | would note that this section was developed by Flynn.
There again, this locational marginal pricing comes up. Right at the start, the proposed
regulatory changes that look like they’re coming out of the Federal Regulatory Energy
Commission seem to be pushing locational pricing. That would mean that because
there is congestion into San Francisco, that San Franciscans will end up paying higher
prices than people outside until that condition is fixed. San Francisco has less reliable
electric service than other parts of the state and that’s again because of the oid and
unreliable generation within the City and this limitation on transmission into the City.
There are proposed Bay Area transmission additions, which would increase reliability
and lower the exposure to those congestion charges. Conservation and local
generation would help offset the need for that and improve reliability.

As far as opportunities for the City. The City can develop new iransmission. There are
different ways of entering the transmission business and recovering your costs. [f you
were to build fransmission and turn it over to CAL IS0 for iis operation, then you could
get your revenue requirements, that is the cost of doing that back from the money they
collect system-wide, and you would be pretty well protected for you rr':»ve:sﬂlmen'frﬁ “"
you do that, then you increase the re liabil ility of the system and you Lowea* thi
io the congesiion charges. A second approach would be to create a conirol
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also eat the total cost of that transmission. That is higher costs, but you would get
some additional reliability benefits potentially. That is, if you can escape rotating
blackouts because you can show that you're fully resourced in San Francisco, and you
have (unclear) this control area, then you might be able to avoid those rotating
blackouts and improve reliability. But there is a cost of doing that. It is an expensive
approach and it would probably overall increase prices. You can’t have targeted
transmission. Right now, the San Francisco Public Utilities Commission is building
some transmission lines. Therefore, city loads could be expanded to serve other loads
and have the capital investment of those transmission facilities paid off by being able to
serve those additional loads. That would potentially lower the cost for everybody in the
City. Those are the main transmission options. With that, let me turn over to Mike,
who is going to talk about the retail side of the picture before we go to questions.

Mr. Mike Bell stated, let me start out by first announcing the current service providers
within the City. There are two. One is Hetch-Hetchy Water and Power which provides
power to mostly City services and loads. The other is Pacific Gas and Electric
Company serving residential and business consumers within the City. The options that
were evaluated in this stage of the study include aggregation, integrated distribution
services, and spot municipalization. What | would like to do is spend a few minutes
going through each of those options and identifying the key issues and components of
those options. We have broken the aggregation into two different basic services. |
should point out at the outset that aggregation as of today is not viable because state
law prohibits it. But aggregation is well worth discussing at this point because it is very
likely that at some point in the future it will return as an option. It should be certainly
discussed within the context of this study since it is likely to reappear.

The first alternative that we looked at is facilitator of aggregation. This is based on the
association of California Water Agency models or what | will call the “Aqua” model. Ina
moment, | will show you a graph that in a pictoral sense makes it a little easier to
communicate the message that | am trying to communicate here. In this alternative,
the City wouid facilitate the contracting of these aggregation models. There is very
limited financial risk to the City because they are not a party to the contract. In this
case, they are assisting others to enter into these contracts. They provide stable and
predictable energy costs and also provides the City with an opportunity to provide
renewable resources. The graphic demonstration of this model gets to the point that |
was making regarding risk. In this case, the City would actually facilitate by going out
with a Request for Proposal (RFP) the acquisition of energy service providers that
would then enter into contracts with individual end-users thereby effectively insulating
the City from taking a risk position in terms of providing this service. That is the
facilitator option with regard to aggregation.
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involved. It, also like the other model, provides for the ability to include renewable
resources in the portfolio. Just to compare and contrast this to the earlier model. In
this case, the City would actually enter into contracts. That could be with generators,
with marketers, with energy service providers or any combination of those and then
would in turn would enter into contracts with end-users for the use of that power.
Similar concept and ideas, but entirely different risk principles involved.

Finally, with regard to aggregation. It's worthwhile spending a few minutes to talk about
AB 117, which is the Migden Bill. Under this bill, there is an opt-out provision. | will
come back to that here at the end. That is important in terms of providing for
customers right up front should this bill pass and become legislation. Also included in
the bill is that the service boundaries would be the same as the existing current
boundaries. In this case, the same as the City boundaries. It also includes provisions
to compensate the California Department of Water Resources for the contracts and
supplies that it has contracted for and allows the Public Utilities Commission to set exit
fees for those that would be exiting the 10Us facilities. This bill would be similar to the
standard aggregation concepts except this City would not compete for initial customers.
Essentially, under this bill, if the City were to move forward, all those customers would
move over to the City-service provision.

Chairperson Gonzalez asked, | take it the customer would have to opt-out?

Mr. Bell stated, that is right. That is where that term comes from. Typically, that is a lot
easier in terms of that many people choose not to take that action so your customer
base right at the outset is going to be a lot larger than having to go out and sign people

up.

Chairperson Gonzalez stated, is there a theory on what the percentage difference
might be?

Mr. Bell stated, | haven't seen, but it's probably going to be a very high percentage,
maybe 80 percent or higher that would remain.

Commissioner Schmeltzer asked, do you know what the numbers were in San
Francisco for people who opted out of PG&E service when that option was available?

Mr. Bell stated, no and said he wouid move into integrated distribution services. The
options there would be to maintain the status quo as we have discussed with PG&E,
CAL IS0, and existing providers. Ancther option would be the PUC Hetch-Hetchy
Water and Power option. There also could be a new independent municipal utility
established under a different scenaric. There is the possibility for spoi municipalizatior
which is simply municipalizing new services as they are developed as opposed o
existing services. Lastly, some combination of the above. They don’t necessarily al
have to fall into one of these boxes. There is the abilily o mix and mai‘f‘é : V\]ﬂa“ We
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fundamental operation of the systems which under either circumstance are going to be
fairly similar. First the electric distribution operation and maintenance—the standards,
construction practices across different utilities are pretty common and pretty standard.
There wouldn’t be much difference depending on the ownership for that particular
category. The reliability—the standards are measured by the same indices. In this
case, the frequency and duration of outages. Those would be similar standards. From
a safety standpoint, no matter who the owners of the facilities are, they would need to
comply with General Orders 95 and 128 standards. So on this side, there are very few
differences.

Where we start to see differences from ownership begins with the financing and pricing,
the financial side of the business. Publicly-owned systems have access to tax-exempt
debt for at least portions of their business. Whereas, the investor-owned systems are
on taxable basis are through some stock issuance. Sometimes within that environment
as we have seen of late, the ability to finance can be unpredictable and at times costly.
You are seeing that right now with the independent power producers who are having
difficulty raising funds in the capital markets. There are also substantial differences in
rates and pricing between the public systems and investor-owned. The public systems
have historically enjoyed a rather sizable price advantage over the investor-owned
systems on the order of magnitude of around 20 to 25 percent. Usually though, we find
that IOU’s have more pricing options involved in their rates. Sometimes with that
comes more complexity. The issue of taxes often comes up comparing publicly-owned
systems with the investor-owned. Public systems are not obligated to pay all of the
same property taxes and franchise fees that investor-owned systems are. However, it
is important to note that many public systems do pay fees that have a different name,
but essentially provide for the same compensation to public agencies that they are
members or within local jurisdiction of.

Chairperson Gonzalez stated, before you move on. The question of the prices being
traditionally lower from a publicly owned versus [OU. To what extent is that directly a
result of the tax-exempt bonds, or is it the other way around? Is it some of the
exemptions from property taxes and things like that?

Mr. Bell stated, it is a combination of all of those factors.

Chairperson Gonzalez asked, which would you say is the most significant?

Mr. Bell stated as of late, | would say that owning one’s own generation has provided

the greatest savings. Mce municipally or publicly owned power systems that have
notb bgect 1o the spot market price volatility and have had some self-control or
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Finally, with regard to the comparison. The publicly-owned systems are self-regulated
and in many cases have an elected governing body and in some cases appointed
governing bodies that are appointed by elected officials who are accountable to their
local constituents. Whereas, the investor-owned utilities are regulated at least by the
Utilities Commission and the Federal Energy Commission.

Chairperson Gonzalez stated, to the extent that you are seeing a value in outside an
elected body insofar as you have appointments by an elected body—doesn’t that apply
to the CPUC or the FERC?

Mr. Bell stated, in a global stance, yes. For example, a FERC is a good example.
When prices started to go up in California and the FERC was petitioned not only by first
the constituents and residents of San Diego, but later the investor-owned utilities
themselves. They failed to take action and address what was perceived at the time as
a California problem. It was only after the entire Western United States, the states of
Oregon, Washington, Nevada, Arizona, and Utah all started to experience problems
that FERC started to take action. It was slow in coming. | guess the point that [ am
getting at is when you talk about local control, it is local, not in Washington, not
elsewhere where it is more difficult to get through to those individuals.

Chairperson Gonzalez stated, | guess | am not thinking of it from the view of a
geographic question of local control, but really whether or not how far away are you
from that direct democracy of the elected decision makers? | think you probably saw
Mr. Smeloff's presentation about some of the distinctions in some of the various utilities
throughout the country and various models. But anyway, | interrupted you because you
were setting up the dichotomy on the one hand of what it is to have a direct election
and or appointments from elected folks. It seems to me that essentially encompasses
any paradigm or model that you could come up with.

Mr. Bell stated, and that is going to flow through any number of these and would be an
important area of discussion and further debate in terms of how best that could be
structured. Back to the public purpose programs. Again, having the local control
allows for programs that are tailored to meet local needs and local concerns. Many of
the existing public power utilities have structured their programs for their own unique
needs as opposed o the 10U programs, which are basically established by the Ultilities
Commission and the Energy Commission and apply to all parties involved. [t just
simply provides for local flexibility and control. Then resource mix, the municipals and
public power systems have generally had greater access to federal hydro-power
whereas the I0U’s have had declining access fo the power.

What | would like to do nexi is talk a little bit about the impact of the alternatives stariing

with the facilitation of aggregation. What we would envision is that there would be a
small positive price i ”mpac*“r of facilitation of these types of agreements. Unless Hetchy-
Hetchy Dowéﬁr was available, in which case that could be a substantial amount. For
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the City to move forward. We've said no change in reliability here simply because the
size of this program would probably be relatively small and focus on the end-user and
wouldn’t change that reliability picture greatly. But it certainly would provide for greater
local control in terms of rates, public benefits, and so on. The aggregator as an energy
services provider would have a small positive impact unless Hetch-Hetchy was
available. Also, very little change in reliability and greater local control. This is very
much like the facilitator absent the risk. | am going to spend a few moments on the full
municipalization.

Mr. Dennis Mosgofian asked, why make the assumption that Hetch-Hetchy power isn't
available when the presumption is from Prop F today that we were working on simply
reforming the PUC and renaming it Water and Power Agency? Hetch-Hetchy was not
changed—it was part of it and so was the power.

Mr. Bell stated, the reason we've not assumed that is because we believe that there
would be certain legal questions that would need to be entertained as part of that
analysis. There are existing contracts that Hetch-Hetchy has to provide output and sell
sales to other entities. That would need to be reviewed. The point that we’re making is
that is certainly a strong and powerful consideration, but we are not attorneys and
certainly not able to provide an opinion whether that would be available. Under either
option it would be something that would be clearly in the City’s interest in pursuing.

Chairperson Gonzalez stated, to the extent that you are talking about municipalization
at all and about SF Muni, wouldn’t your remarks now equally apply to that? That you're
not an attorney and that would require a certain action on the part of either a local
government or the citizenry to change let's say the SF PUC. It seems to me a fair area
of inquiry that not withstanding the commitments we have to the long-term contracts
that Hetch-Hetchy might have to Turlock, Modesto, whatever, that it is...

Mr. Beli stated, let me say that it is entirely conceivable that those potential obstacles
could be circumvented. But from the standpoint of an analysis or an initial feasibility
review such as this to simply assume that that would be the case would be an unsafe
assumption.

Chairperson Gonzalez stated | am not asking you to assume that that would be the
case, but it is an option o the exient that we might take certain steps that make the
assumption real.

Mr. Bell stated, that is Wh | am trying to pommumh
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Commissioner Schmeltzer stated, in moving from this draft to the next draft, it sounds
like there is the opportunity to incorporate some more explanation about the role and
the potential role of Hetch-Hetchy. Giving an analysis of what the percentage
difference would be if it were available versus if it were not available is something that it
sounds like you have a pretty good idea about and could incorporate into the
discussion. Is that correct?

Mr. Bell stated, we could work as we finalize the report and as you duly note, this is a
draft and it is still a work in progress. That certainly would be appropriate to do as we
move forward.

Impact of alternatives for full municipalization. Prices under full municipalization would
be very much dependent upon the cost of acquisition of the system. Any potential
severance cost from the PG&E system, the overall power-supply, and any exit fees that
may or may not apply. Again, not to belabor the point, but Hetch-Hetchy is an
important piece of the puzzle that would need to be considered. Transmission costs
within the system could increase just based upon the mechanics and the structure of
the system. The downtown financial district area is on what is called a network system
that is very expensive to maintain and has unique operational requirements associated
with it. However, to offset that, you have a very compact and distinct service area with
many users. That, as opposed to the sprawl of the PG&E system and other parts of
their territory where you may have vast differences between hookups is a positive
economic impact that would lower costs. You have synergy with the services already
provided by the Public Utilities Commission. That Commission is providing other
related services that fit well with this iype of product.

Commissioner Schmeltzer stated, you have brought up the issue of exit fees a couple
of times. Is there a discussion of what the relative impact of those exit fees might be or
what is being considered by the California PUC as far as the size of those types of exit
fees?

Mr. Bell stated, there is some we could probably elaborate a little bit more. But, you
have items such as the Depariment of Water Resources contracts, the payoff of debt
for the IOU’s. There are any number of components that haven’t been established yet.
Furthermore, nobody has gotten as far into this process to have those fees established.
So, there is a litile bit of uncertainly involved with regard to those fees. They certainly
can be identified as to what they are and what pieces may or may not apply.

ivs

PG&E to ensure that cusfzomers are indifferent io whether they ars PG&E customers
r they would be City of San Francisco customers? Should there be some form of
g)@faﬂaha 7

Commissioner Fellman asked, would it be fair to say that on the exit fees it is the goal



Mr. Bell stated, at least that. The same would apply for the State of California that will
wish to recover their full cost for power that they purchase since they assumed that
role. The pressure there will be intense to see that all of those costs are covered.

Commissioner Fellman asked, so if we assume that the exit fees keep the customers
indifferent, would your estimates of pricing advantage still hold true?

Mr. Bell stated those estimates are based on historical relationships and yes, | don’t
see any reason why that wouldn't apply absent the leveling of those fees. That is the
final point, essentially, that the pricing conclusions at this stage are difficult, subject to
change. However, there has been historically an advantage for publicly-owned
systems in the range of 20 percent.

Again, on reliability, we've indicated no change. | really, probably as we move towards
the final report, would change that some. When you assume the local control, you are
assuming a greater level of decision-making over the resources that will best suit your
needs. The example of that that was discussed earlier was generation and
transmission. Obviously, if you exert greater influence over those areas, you can in
fact enhance reliability. Or you can choose to simply invest more and have a greater
portion of your rate dedicated to reliability. So, that's something that in a
municipalization option you would have available. What | am saying is that as a City is
in a position to have greater influence over the resources and the investments in
infrastructure, it can enhance its reliability. Just by virtue of the fact that you are in that
decision-making mode and not totally reliant on others to do it, you can in fact impact
your reliability. Then again the greater local-control, which we have already talked
about.

With regard to conservation and energy efficiency, San Francisco is already looked
upon as a national leader in these areas. But in addition to that, we come back o
integrated-planning. Really having the ability to pull together your planning of all
resources and projects lends a much greater impact on your future course of action. In
addition to what already has been done here, and | think some of these are already in
place. You have heard from Mr. Smeloff on the activities that are being undertaken.
But, this greater local control can relieve some of those ongoing service concerns.

In conclusion, | think it is important o note that San Francisco is presently at risk.
There is limited transmission into city-load centers. There is old, inefficient, and
environmentally unfriendly generation within the City, and there is a regulatory structure
that subjects the City to price volatility. And if as was mentioned, the locational pricing
of transmission goes into effect, the City will even be at greater risk in terms of those
fees because it is not a shared cost over a wide region--they are going to be narrowing
those mgi@ns down. If that happens, an area that is gemﬂrai'm and fransmission
constrained such as San Francisco would be at even g greater pri ice risk than it is now.
There ’W_re ad van zag s clearly that San Francisco has alsc. The Helch-Hetchy is clearly
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support for renewable resources, renewable resource programs, conservation and
energy efficiency and local involvement are tremendous strengths that the City enjoys.

Options to consider include ownership, participation, local generation, and power
supply markets in several of the existing objectives. That can include increasing local
generation. There has been some talk of that. Substituting existing generation by
relieving the old out of date inefficient facilities and replacing them with ones that are
much more environmentally friendly than the existing resources that are there as well
as distributed generation. Putting in smaller scale units at various strategic points within
the system that can help relieve transmission and distribution constraints significantly if
they are positioned in the right places and serving the retail load.

Also, options to consider are transmission expansion to enhance reliability of the
overall system and offset some need for local generation as was pointed out earlier.
There is opportunity through greater transmission access to relieve the need for local
generation. The other benefit of transmission enhancements is it will relieve these
congestion prices. If in fact FERC moves towards locational pricing, having greater
transmission resources will result in less congestion and lower prices. Again, options
to consider include both forms of aggregation. That becomes more of a policy level
decision as to the facilitator role which is a little less risky as opposed to the energy
service provider role. Also with community aggregation. if the Migden bill moves
forward, that may present some opportunities.

Then finally, providing electric retail services as part of municipalization. That could be
anywhere from the smaller spot municipalization that covers very defined geographic
areas to more broad service of the full distribution system. Also, efforts to increase
conservation, energy efficiency, and renewable resources and the like. That basically
concludes the prepared presentation. | would like to again say that this is a continuing
work in progress and over the next two to three weeks, we anticipate finalizing the
study, but we're continuing to work on it amongst the three firms.

Commissioner Schmelizer asked, | was wondering if we should talk about receiving
comments on this draft in addition to tonight? 1 think we were hoping to receive written
comments until the 26" of June. We are expecting to have the final report out in early
July, so that would hopefully give people the opportunity to read the report and submit
written comments. Does that seem like a timeframe that would work?

Chairperson Gonzalez stated, | think everybody is in agreement.

Commissioner Feliman stated, what we would also d@ on our meeting on the 28", if
anyone wanted to submit oral commenis, we would take them at that time as well. Bui
written comments would bs by the 26™.
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244. So the comments can either come to me as the Executive Officer or to Monica
Fish, the Commission Clerk.

Vice-Chairperson McGoldrick stated, will we have met the requirements of the
Sunshine Ordinance regarding those comments? Do those comments have to be part
of a package?

Ms. Young stated, as long as the comments are written, we will put them in the packet
that you will receive on June 28". If they are in fact sent to us electronically, we will
forward them electronically to the Commissioners and Consultants so that you have
them in advance.

Vice-Chairperson McGoldrick asked, since these are comments coming from the
public, do we have a 72-hour requirement?

Ms. Young stated, no.

Commissioner Feliman stated, | understand that we will continue working with the
Commissioner Task Force directly with the consultants to incorporate the
Commissioner's comments as well.

Chairperson Gonzalez asked, Mr. Maynor, | wanted to ask you whether or not in your
review of the draft you felt comfortable with its presentation? | know there was some
discussion about the form.

Donald Maynor, Esquire stated, it's a first draft. Questions are coming to mind for
many of us. It's the first time we've gotien a close look at it. | have a lot of questions
that are coming to my mind. | appreciated some of the things that Mike was saying at
the end. Particularly the unique risk that San Francisco faces. | think it will be useful
for them to build on that part of the report. We will talk about that to our group, and !
am sure we will all have some thoughts.

Mr. Ed Smeloff stated, | had not come to make remarks, but if you have questions, I will
be glad to answer them. In general, | think this is a very helpful document. In
particular, some of the issues reiated to transmission actually are new to me. | have a
better understanding of the wider Bay Area transmission issues and the potential that
there is congestion even further out in the grid beyond the Northern San Mateo area
that is impacted by our availability to have generation here. The fact is that we do need
to have in-city generation, not just to meet the peak demands here in San Francisco,
but to decongest the fransmission lines further down the peninsula even across the Bay
when there is heavy demand within the overall Bay Area.
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Mr. Smeloff stated, this issue that | think the consultants have brought up about
locational marginal pricing is something that we at the PUC have followed very closely.
If not implemented correctly, it could have a negative impact on both municipalization,
and if you don’'t have municipalization depending on what the CPUC does could impact
electric rates here. Locational pricing is the way that the 1ISO’s work in New Jersey,
New England, and New York. There is a good theoretical reason for doing locational
pricing because it is more expensive to serve in congested areas, in areas where there
is not transmission. From an equity point of view, San Francisco ratepayers did not
design the transmission system. The fact that there are shortages, that there are
constraints in the transmission system is a historical decision that PG&E made in how it
was designed. Now, at this point in time to change the rules of the game and penalize
San Francisco ratepayers as something that we have told the ISO governing board and
others as patently unfair. The Mayor has written a letter to the chairman of the FERC
pointing out this issue. | think the Governor is very much aware that this is an issue
that this locational marginal pricing doesn’t only impact San Francisco, but impacts
some other load pockets in the state as well, San Diego being the most notable one,
but areas, like Humboldt County and Fresno. On a separate venue apart from
municipalization, we need to be very aggressive as a city in opposing this quick
movement to locational pricing.

Chairperson Gonzalez stated, the other thing | wanted to ask you about related to the
remarks about aggregation, specifically the models, the “Aqua” versus the ABAG
model. | know there has been a lot of talk about the City taking on a role as an
aggregator. | am wondering which of the models you have in mind?

Mr. Smeloff stated, the model that we are favoring is that the City would be an energy-
service provider. It already has the experience of operating the Hetch-Hetchy system,
is involved with the ISO in scheduling load to meet the City’s municipal load. The real
advantage of being an energy service provider is not just entering into contracts with
other generators, but to develop our own supply here in San Francisco. In the median
term, the real savings that we can achieve through municipal control, and I've said this
repeatedly, is the phase out of Potrero and Hunter's Point. These are inefficient plants.
They are expensive. They are under these reliability must-run contracts with the ISC.
Ratepayers and PG&E are paying about $75,000,000 a year simply for the availability
of those plants to provide reliability. If we can put in energy efficiency and more
eificient generation, we can lower the cost of the system and save monies for San
Francisco and region-wide. That is a key reason o be an energy service provider
rather than simply a facilitator of other energy services providers to come here in the
market. You really want to have a long-term commitment fo developing resources if
you want to green the portfolio and increase reliability. A facilitator really doesn’t in my
mind enable you to do that.
, let me ask you this, D
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Mr. Bell stated, | think within the context of Mr. Smeloff's comments, there are clearly
ongoing activities that would make the energy service provider role one that may be
more favorable for the City given the fact that many of those activities are already
talking place.

Chairperson Gonzalez stated, the question | had was whether you think that is
encompassed in the models that were put forward here today insofar as this is a draft.

Mr. Bell stated, and | believe so in the energy service provider model. We can have
some further discussion with Mr. Smeloff as to what current activities are in place so we
have a better appreciation for that within that model.

Commissioner Schmeltzer asked, is the model that Mr. Smeloff described or you are
referring to as the ABAG model in here? Were there differences in what he put forward
from what you think is encompassed?

Chairperson Gonzalez stated, the reason | see it as something different is just from the
model as | see it has the city contracting with the energy services provider. Seeing that
that doesn't quite fit in with the notion of the City being the energy service provider or
actually having control over that directly without...

Mr. Bell stated, same concept. If | were to go back to that chart, it could be generation
was one component. That could be the City’s own generation. It doesn’'t necessarily
mean that it has to be contracted with another party. That would clearly fit under that
particular model. It could be the City’'s own resources or other.

Commissioner Feliman asked, were you here when Chairperson Gonzalez was
discussing the Hetch-Hetchy system? While you were here and while Mr. Bell was
here, | just wanted to remind you to coordinate with Mr. Bell. | don’t think we should be
replicating what is being done in the SF PUC’s plan in this report. But we should be at
least able to reference those sections and summarize what's being done. If thatis
something that can be done within the next few days, that would be great.

Mr. Smeloff stated, | think they understand the nature of the long-term service contracts
with the districts. We are in negotiations with both districts trying to eliminate both our
risks and our long-term obligations. | am certainly glad to brief as with the City Attorney
the members of the Board of Supervisors. | don’t think | am in a position to discuss this
with consultants since we are in negotiations right now. | can certainly tell them details
of the contracts, what the risks of those coniracts are, what our obligations to the
districts are.

Commissioner Fellman



of the lower cost power. We can say that there is a path to getting lower cost power in
the report.

Commissioner Schmelizer stated, but that path doesn’t have to be outlined in the
report.

Mr. Smeloff stated the path is to change the structure of the contracts or to nullify them
entirely.

Public Comment

Mr. Dennis Mosgofian stated, one of the consultants asked for suggestions as to how
to name the new agency. | am going to make a suggestion that it be called the
Municipal Water and Power Agency just like it was under Prop F, which was all frankly
part of this process. It is really an integrated part, and it would be a mistake to just

ignore last year’s history. | had a question for one of the consultants based on a
transmission issues slide, which talked about planned Bay Area transmission additions

that would increase reliability and lower exposure to congestion charges. It was on
about the sixth slide and or so. | want to know what the other aliernatives are other

than the Jefferson-Martin transmission line.

Mr. Barry Flynn, Flynn and Associates stated, there are a number of alternatives, some
of them we would say are in the advanced planning stages that affect the transmission
into the Bay Area. Just from memory, some of them are like adding a transformer at
Metcalfe, at Tesler, and at Tracy substations of 500 to 230 KV transformers. Those are
in the advanced planning stages and implementation in some cases. Interms of the
long-term alternatives to adding transmission into the Bay Area, they are part of a long-
range Bay Area study that is now being completed by PG&E. Now, we're talking about
eight to ten years out in order to complete them. Those involve adding additional
transmission lines from Moss Landing Power Plant into Metcalfe, adding a new 500 to
230 KV bank near Sunol and bringing additional 500 KB lines into that new Substation
near Sunol, building 230 KV from there into Newark. Then in addition to that, there are
some alternatives investigating as part of the long-range planning effort to upgrade
some of the 115 KV lines that leave Newark Substation and go to Hanes and on to San
Mateo to convert those to 230 KV. Those are the projects that are planned for bulk
power into the Bay Area per se.

in terms of those more closely related to the transmission system into San Francisco,
there were three alternatives that were investigated at Phase 1 in the long-term studly.
One was the Jefferson Martin 230 KV line. That's from a substation up near the skyline
area of the Den’nsuﬂﬁl into Martin Substation which is | jusx’: souih of San Francisco. A
second aliernative investigated was m build a new 230 KV dmrground line, a second
one 1 mm :zam \/ﬁﬂﬁeu :»unsxamwr o Martin Smsa:afcm A third one would be to bring &
230 KV line acr h ‘ 3ay or across the Ber tube from
the f”ﬂ@ F:j)ev’ Eﬂ*’“@ ; at ihe FPotrero Power Plant. Those were the three tha
were most closel ; riir alternative was the on
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chosen and the permitting studies had been done. That is the one where there was a
transmission line that PG&E is proposing to build, has ISO approval, and would go into
the PUC for CPC and in September. The other two alternatives will be investigated as
part of the Phase Il long-term planning effort to San Francisco. That is just now getting
underway. The scope for that study was included as an appendix to that report.

Mr. Mosgofian stated, | have one follow-up question. The line that was proposed that
would perhaps need to be buried or be along BART or be on the bridge, was that
proposed to help provide collateral circulation to avoid the vulnerability from a seismic
event along the Peninsula? Was that an alternative to come across the Bay instead of
up the Peninsula?

Mr. Flynn stated, | think it would be wrong to say that just the concern about a seismic
event causing a loss of transmission was the main driver behind that particular
alternative. Clearly, when the three alternatives that | mentioned were studied, one
was from San Mateo to Martin. The other one was from Jefferson to Martin, and the

The two alternatives that did not favor coming from San Mateo to Martin, which would
be a parallel to everything that is there today. The Jefferson Martin and the East Bay
alternative were considered more reliable because they came from different sources.
There are a number of reasons why a single event could take out the corridor from San
Mateo to Martin. Clearly, an earthquake would be one of those.

Mr. Mosgofian stated, my concern about that particular area was that it would seem to
me if the concern for earthquake vulnerability in San Francisco was paramount, then it
would make sense to come from a different direction for a transmission line in order to
avoid whatever could happen on the Peninsula. That was my thinking, impression |
have been given, things | have read, and hearings | have gone to. | had a couple of
other comments, and | was hoping that Supervisor Gonzalez would be here to hear
them. In the Executive Summary, Report Purpose and Industry Structure, Page ES-1,
at the bottom of the page under a bullet called Governance. It says in the last sentence
“the addition of new transmission can relieve the need for local generation and
aggressive conservation.” | take the and o be a but. “And energy efficiency programs
can offset the need for transmission, generation, and distribution.” | want to raise the
question of whether or not the study focuses sufficient description on San Francisco’s
interest in having local control in a public power utility, such that we don’t find ourselves
with new transmission lines undercutting our ability to get to renewables and distributed
generation as has been proposed in some of the scenarios?

Mr. Mellor stated, we tried to make it very clear that integrated planning is critical and
very important {o the outcome. We ware not intending to say you do one or the other.
But really, you lock at all of them together and come up with the optimum plan.
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Mr. Bruce Brugmann, Bay Guardian stated, | am delighted to see this report. We have
been pushing for it since 1969 at the Bay Guardian. The key fact is that through all
these years, PG&E has done everything they could to keep a report like this even in its
limited form from coming to City Hall. You folks are to be congratulated for doing it.
Mr. Bell and his group here that came in and talked about municipalization—nothing
has happened to them as far as | can tell. They're still there. | think they should be
careful when they leave the building though.

This is a historic report and among other things, Mr. Bell and the group have said that
PG&E after all these years, after the Raker Act, after the Supreme Court decision,
after, after, after. You've heard me make these points before, but it's even more
important to make it now. After all of these things, PG&E has left us at terrible risk.
Even though we are the only city in the United States of America that’s required by law
and the United States Supreme Court to have public power, we don't have it. That's
what | am getting at here. We have a good report, but it’s limited. The report says in
several places, without an in-depth analysis, how can all of these pluses and minuses
work out in the short term? However, in the long term we're all dead in the long-term. |
like the short term. f San Francisco is like other public power communities, it is likely
to obtain a net cost advantage in the neighborhood of 20 percent. That's a lot of
money. Further in here, they ask for in-depth this and more of that. They mentioned
that if we move toward acquisition, PG&E is going to have vehement opposition. This
is a key point. The next step. So the question for the consultant and the question for
the Commission at this critical juncture after the MUD campaign lost by 500 votes, after
we have an introduction today of a new initiative or measure aimed at municipalization,
how much more specifics can the consultants give us toward acquisition? The key
figures that we need. Or do we need another study? | think we do. Commissioned
immediately by LAFCo to move ahead on the very issue that LAFCo was created on.
You folks didn’t come from spontaneous combustion. You came from a MUD
campaign aimed at bringing public power to San Francisco and kicking PG&E out of
City Hall. That was the point. That's why you are here. The next step is to either get
from the consultants more specifics here to help answer this question...

Chairperson Gonzalez stated, Mr. Brugmann, let me interrupt you. | am with you io a
certain extent. | think the reason the LAFCo was created was a unique reality in irying
to deal with the citizen MUD issue and some of the requirements. There was a sense
that this had to get LAFCo review prior to being able to being placed on the ballot. That
is why this Commission got created.

Mr. Brugmann stated, but they were created by the MUD campaign. Otherwise, they
wouldn’t be here, right?

d, the levels of specificity that | think folks would all like are
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figure like 20 percent, which they are arriving at from what they’re looking at around the
state and what happened in other areas. | think that is a significant point.

Mr. Brugmann stated, sure it is significant, but PG&E can knock that out in a one full
page ad. A careful analysis of severing the distribution system from the rest of PG&E’s
system would need to be performed as part of any feasibility study. All of the way
through here, they say we need to examine more, we need to get a careful analysis, we
need to detail this, we need to detail that. This is a forward.

Chairperson Gonzalez stated, even if the MUD measure had passed and you had MUD
directors, what would they have done? They would have convened and started to try to
make some of the inquiry that you are saying and that the consultants are
acknowledging, | think everyone would acknowledge that you would need before you
took the actual step. In terms of the beginning of the process whereby you have a
municipality or a water and power authority decide that it's in the municipalities’ interest

to engage in local control and start to take those steps--I think that's what you are
finding in this document
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Mr. Brugmann stated, that is fine, but we need more. This is just a start—that’s all it is.
Chairperson Gonzalez stated, well you’re never going to be satisfied until we do it.

Mr. Brugmann stated, no, | will be satisfied when you provide a few more specifics.
This is an argument for a charter-light. This is not an argument for a charter-heavy.
That's what | am getting at. To get to do a charter heavy, to talk about acquisition and
not limiting the City from acquisition, you have to have some figures. | have been
sitting for thirty-some years now listening to PG&E say, it's costly, you don’t have any
figures, you don't have this, you don’t have that. We have done endless feasibility
studies at the Guardian.

Chairperson Gonzalez stated to Mr. Brugmann, when the cost of so much of what we
are talking about is dependent upon bankruptcy proceedings and on actions of the
state legislature that are going to happen soon, do you really want to send these
consultants off to numbers that will be good for a week or two?

Mr. Brugmann stated, not for a week or two. | think this is the best consuiting firm in
the country for public power. | would like to hear them answer these points and say
what specifics they can provide on these points because all of the way through here
they talk about a careful analysis, a detailed study. On the next page here, a cost-
benefit analysis of this option would guantify this impact.

Vice-Chairperson McGoldrick asked, what page are you on?

stated, pages 4-9, 4-10 in particular because that get
ty that the construction of a parallel system would |
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utility would therefore need to purchase and acquire the PG&E distribution system.
That’s the “guts” of everything. Then it says a careful analysis of severing the acquired
distribution system from the rest of PG&E'’s system would need to be performed as part
of any feasibility study. That's the “guts” of this. What we need to find out is what
would be involved from the consultant's point of view in getting a credible but
preliminary answer to that question. They've done studies like this all over the country.

Chairperson Gonzalez asked, Mr. Bell, do you want to respond to Mr. Brugmann?

Mr. Bell stated, I think that in response to that--at this stage, it is important for City
leadership and decision makers to at least make some preliminary determination as to
whether or not there is the will and interest to take on something as large as a full
municipalization of the entire PG&E distribution system. We’ve outlined a range of
options from smaller aggregation programs to involvement in certain pieces such as
generation, transmission, and even pieces of distribution. | can’t state strongly enough-
-to go that route of acquiring the distribution system is a time consuming, costly, and

very difficult battle.
Chairperson Gonzalez stated, but it might also be the right decision.

Mr. Bell stated, it very well could be. From the standpoint of quantifying what the
impact is, we can make certain assumptions and put the boundaries on the analysis as
to what happens if you can escape none of the non by-passable charges. What
happens under different scenarios that at least present a picture that gives you the
representative range between one side and the other--that can be done. | don’t
recommend, unless there is a serious will to go down that route, to do so, because it is
costly and time-consuming to do it. But certainly, we have the technical expertise fo do
that.

Vice-Chairperson McGoldrick asked, it was not your understanding that you would be
asked to do that or that you had already been asked to do that previously?

Mr. Bell stated, not within this scope and with the amount of time allocated towards this
function, no.

Vice-Chairperson McGoldrick asked, and if you were asked to do that, how much
longer do you think it would take—a gross amount? We won't hold you to any
coniractual figure. Time and money?

Mr. Bell stated, probably a period of three to four months and an amount in the range of
$150,000 to $200,000.

Mr. Mellor stated, | agre
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decisive things that you can do as far as what's going on in the City. You have to have
full commitment to it to make it work. There are two or three stages to this. What you
have seen, and | think we've done precisely what was asked in terms of laying out what
the policy issues are. We were not asked to do a feasibility study or a pre-feasibility
study.

The next step if you wanted to do this would be a pre-feasibility study that is probably in
the time and price range that Mr. Bell mentioned. That would not get the job done.
That would not be going out and looking along the lines of the southern boundary line
of San Francisco where the severance would take place, the lines would have to be
reconfigured in doing the engineering studies to see what that is. That would only look
at ballpark kinds of numbers, rule of thumb kinds of numbers as to what the system
value would be. We know that in any one of these cases, there will be a contest of
about a three to one cost. That is if we say that it is going to cost you 100 million
dollars to buy it, that is the book value of the system. That is what PG&E is allowed to
earn on and a fair value to them for their system. They would come in and say it is
three times that. When you start looking at the difference in rates that comes from
buying it at 100 million dollars or 300 million dollars, it makes a big difference. When
you look at the severance costs, all of those kinds of things, and then you take the
uncertainties as to what’'s going on in the power supply markets, all of those things—
you are actually going to have three levels of study. To go in and actually do a
condemnation of PG&E facilities would require a detailed engineering study. That
would not be done in the price range that Mr. Bell mentioned. What you would get with
what Mr. Bell mentioned is something that says, yes, it is enough for us to decide we
want to go ahead and do the very detailed study.

Vice-Chairperson McGoldrick asked, Mr. Mellor, would you be surprised if an
evaluation of the system were already available with the California PUC?

Mr. Mellor stated, no. Infact, | would be surprised if you couldn’t fairly quickly come to
the value that is on PG&E’s books that they are allowed to earn a rate of return on the

distribution system. | believe that's readily available. The point is that PG&E will come
back and say, that is not what we are going to seli it for.

Vice-Chairperson McGoldrick asked, if you were to request the information from the
California Public Utilities Commission, how difficult would it be for them to turn it over to
you?

Mr. Mellor stated, they wouldn’t have it in quite the same way that you would want. The
boundaries wouldn't be the same. We would have to do and we have done this many
times before is we would look at a number of factors. We would make estimates based
on the FERC Form 1 reports that PG&E has, the PUC data. We can come ioc a pretty
good estimate probably plus or minus 20 psrcent as {o what the book valus of the
ystem is in San Francisco. Maybe even closer than that because of the peninsula
t the PUC that would
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can be done. | think Mike’s right, three to four months in that price range. But that
would not be sufficient for you to go in and start a condemnation proceeding. You need
more than that.

Commissioner Schmelizer stated, going back to what we have in the report now. One
of the things that we did discuss in some of these meetings previously was turning this
document into a roadmap for how to pursue these different options. What we have in
here in the parts that | have read are the policy issues laid out with the pros and cons
of each of those positions, and there is some text in some of the sections that talks
about what else may need to be done. | think it would be helpful to have under each of
those pro and con sections a “next steps if you wanted to pursue those options” that
would lay out what else you would need to do, what the costs and timeframes might be
that were involved in each of those steps. For example in this one, some of the items
that Mr. Brugmann pointed out that are in the text proceeding the pros and cons could
be pulled out underneath as a start of, if you wanted to move to this model, what steps
would be taken and what type of commitment would be in terms of time and money?

Mr. Mellor stated, | understand the question. | think we can get part way there, whether
we can get all of the way there-—because there are a lot of options. Some of these
lend themselves to that kind of next step and others don't, because they are really
policy questions that you guys have to look at. As to this item, it would be relatively
easy to put together a next step discussion.

Commissioner Schmeltzer stated, and | think for a number of the items, we could do
that.

Mr. Mellor stated, | think that is right. | would have to go back and see, but there are
some areas in terms to the extent that you take on generation, transmission, whether
you start owning it or not. Those kinds of things are almost more policy, but they come
down to you've got fo look at it and do an economic evaluation as to whether you want
to get into that business, and is that the core business or business that you want to be
in? In my mind, a lot of this is really strategic planning and it's deciding what business
we want to be in. There are a lot of entities that have looked at it and have said, we are
in the waste water business. If we get in the power business, it’s going to mean three
times as much revenue, three times as much customer care. It is going to change our
core business, and we don’t want to do that. That's a strategic issue as to what
business you want to be in, but | think is an important issue. Then if you decide, ves,
we can take on that business, then ook at the economics of each sector of it and
decide, do | want to be transmission, do | just want to be distribution? One of the
options in front of you is be in the generation and transmission business and only use
that to support distribution over PG&E lines. We can help with that next set of
discussion.
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Mr. Brugmann stated, the consultants mentioned political will. | think that was
demonstrated last year in which the City came within 500 votes of voting, and there is
considerable doubt about the ballots that were counted and the election lids floating in
the bay or one thing or another. | think the will is here. What PG&E beat us on among
other things was that we do not have any kind of expert study beyond what the Bay
Guardian had done. Our study was more conservative than the expert’s study. | think
a very valuable part of this whole mix is to move ahead with the next step.

Chairperson Gonzalez stated, | think there were a lot of folks that were uncertain as to
what alternatives the City had and the debate around municipalization was not overly
informed in many respects. | think that one thing that | like about this draft document is
that it really breaks down some of the different options in a very matter of fact way,
discusses municipalization, and local control among other options. It kind of
demystifies it in large part and shows that it has been successful elsewhere and shows
that there is nothing odd or unusual about a City looking into this and exploring it etc. |
think that's one of the things that made that proposal that went to the voters vulnerable
which was that there were a lot of scare tactics that made people think that anybody
that believed in local control, that something was wrong.

Mr. Brugmann stated, | understand. Those are good points. Too costly, too risky.
Now, in the consultant’s report they say that the biggest risk of municipalization is the
likelihood of contested acquisition of PG&E’s distribution facilities. Due to geographic
circumstances, severance, often a significant part of acquisition cost, would be
relatively small for San Francisco. Let's quantify that. Relatively small for San
Francisco. The city is at risk. PG&E is in bankruptcy. Enron is on the run. Anderson
has been put out of business. This is a serious issue here. We now have consultants
that are working for us and working for this group. Let’s just get a little more
information.

Chairperson Gonzalez stated, | think from a document like this, and this speaks to
political will, you could create a Municipal Water and Power Authority that had a
directive to work to pursue local control. As part of irying to empower that agency,
being it an elected one or an appointed one, would come the responsibility of flushing
out some of those unknowns. The point is that from a political point of view, looking at
the different options, and saying we’re comfortable that we want to pursue this one and
let’s start doing it. | think that's what this document provides. | think you know that I'm
not of the opinion that 'm going to be satisfied with public power in San Francisco if the
City just has some aggregator role.

Mr. Brugmann stated, without doing this you are allowing the Charter Amendment or
initiative measure to go forward with a limitation on acquisition because there aren’t the
kind of specifics and arguments in here that would help do that. We could go on. Butl
just think you ought to do the next step, get the consuliants to flush this out, and
provide more information.
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Mr. Charles Kalish asked, did | misunderstand this? (Question addressed to Mr. Mellor
or Mr. Bell) You didn't say that if all of the exit fees are invoked, that that would
eliminate the 20 percent advantage that you get in reducing prices?

Mr. Mellor stated, | am not sure which of us made the statement. Let me just put those
exit fees into perspective. They probably range from 2 1% to 4 cents a kilowatt hour. In
nine or ten years, those exits fees will be gone. Short- and long-term are really
important here. | would say at the outset, it will be very hard to get anything close to 20
percent savings as long as those exit fees have to be paid. Right at the outset ,the cost
of acquisition and those things are going to work against you. The fact is the
acquisition would have to be done using taxable debt, not tax-exempt debt. That
changes the perspective a little bit. What we said was given the experience of other
public agencies in the long-term, and | am thinking out twenty years, you might be able
to expect some kind of savings around 20 percent. That's beyond the exit fee period. |
think in the short-term you would not be able to get a twenty-percent savings or
anything close to it.

Mr. Kalish stated, we’re having an internal discussion about including distribution into
this Charter amendment. Some of us have read your report and felt that what you said
was that owning distribution is key to this whole equation of achieving 20 to 25 percent
or more savings for the rate payers.

Mr. Mellor stated, without owning the distribution system you don’t have the
opportunities for the integrated planning, for the integration of the generation,
transmission, distribution, conservation, renewable resources, all of those things. So |
think owning the distribution system is key to being successful in getting those
integrated benefits. | don't think you can get 20 percent savings with regard to power
supply costs through any of the aggregation approaches. Ultimately, to get to 20
percent, | think you would have to own a distribution system. But, what | don’t want to
do is preclude the City from doing some of the other things because | think that there
are some real values that can come from taking roles in generation and transmission
and providing energy services to the San Francisco residents including getting
additional value out of Hetch-Hetchy. All of those things kind of come together, but |
don't want to go quite as far as Mr. Kalish has said.

Chairperson Gonzalez stated to Mr. Kalish, | think when we are talking about a specific
measure and how it relates to distribution in the measure that might go to the voters, |
just want to say that you can always build in a certain level of security or comfort
among the voters insofar as an understanding that 2 Power Authority or what have you
has a charge to go try to implement a particular thing subject o the kind of cost benefit
analysis specificity that you are hearing about. You can build that in. [ think the
Drev'@us meaSL e had ‘thaﬁz i’o a cemai degree ge n.amﬂy, y@u Can aﬂsc» lbu'ﬂd it %n ow
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Mr. Maynor stated, there are a couple of points. One is that every City has a right to be
a municipal utility. You don'’t have to do anything special to become a municipal utility.
And once they do, they have the right under the Constitution to take over the
distribution system. San Francisco, | understand has some Charter restrictions on
financing that is a problem. But as far as when you form a municipal utility, you have
the inherent power to go ahead and condemn and take over the distribution system.
It's a question of whether it makes economic sense or not. | have had a lot of
experience condemning PG&E property over the years, primarily streetlights. | have
probably condemned most of the streetlights in Northern California. | have had a lot of
experience dealing with their valuations.

One thing that | would warn you is that and | agree with your analysis that there is a
historic cost. We always contend that is the price you should pay. Then there is what's
called a reproduction cost new less depreciation. The last couple of trials that | was
involved in, PG&E got very clever and they came up with some new theories. It
generates some very high numbers. The problem is when the public is hearing these
numbers, they don’t know what's a reasonable number and what’s not. I'm not sure
that the number that you will see is the one that is three times the historic cost. It may
be something dramatically higher and it may sound as if the acquisition of a distribution
system is just out of the question. When in fact, that may not be a reasonable number.
I caution that when you throw out numbers, it makes an easy target for the opposition
to say, the City forgot to do this analysis and they are way off. They will bankrupt the
City. It happens in many places around the country and | think R. W. Beck can attest to
that. 1 think that is the reluctance of throwing out numbers on distribution systems. We
had hoped initially in the process was to identify the unique risks that San Francisco
may have faced in the future as well as some of the opportunities to do some things
about those risks. By going through that initial process, you could decide whether you
wanted to form a vehicle to analyze the economics that some might want to do, and
that is to take over the distribution system. Those were the comments | wanted to
share with you.

Mr. Kalish stated, you said that building our own distribution was not viable and would
not be discussed further. | ask you to examine it further in this study o whatever
degree this type of study allows because one of the things that we’re talking about is in
fact doing that. An idea that comes from one of the people that works at the PUC is
look, you are going o be opening up the ground to put in water pipes and sewer pipes
to fix those. Let's put a conduit in there and maybe even put pipes for gas, cable,
electricity, and get the show on the road. That would completely eliminate the need to
take over this antiquated and really what many people say is a useless distribution
system. Would that be possible {o add that to the study?

Mr. Melior stated, that really moves fromt
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that building a parallel distribution system particularly where the customer has a choice
as to which system they are going to buy from, which is the kind of thing that they do in
places like Lubbock, Texas. They call it head to head competition and the customer
has a choice, and they can bounce back and forth from Distribution Company A to
Distribution Company B. It's going on right now in the city of Oakdale in California. It's
going on in parts of Modesto Irrigation and Merced Irrigation District territories. Building
parallel systems means that you have twice as much investment in distribution systems
for the same amount of revenue and sales. Generally, my view is that it is poor public
policy. Now, to the extent that you have a system that has to be rebuilt anyway, that
would be very different.

Chairperson Gonzalez stated, take the comment you just said. If that's something that
is a starting point and if it's a premise that we can work from, which is that maybe you
have a system that's old. Why wouldn’t you want to consider what Mr. Kalish is
suggesting particularly in the area of network distribution that we are talking about and
downtown that Mr. Bell was talking about.

Mr. Mellor stated, | think that would be an extremely expensive system to replace. We
did offer the alternative of spot municipalization. That would be the same thing. You
could not afford to go through the whole City and replace the entire distribution system.
would just tell you it would be cost prohibitive. However, if there were places where
the system would have to be replaced anyway, then you could look at that as a spot
municipalization and approach it in that fashion.

Chairperson Gonzalez stated, listen to what Mr. Kalish is saying. He is saying that
there may be other things going on in the City that may lend iiself to an opportunity.

Mr. Mellor stated, that again would fit the spot municipalization. If you have a specific
area where you are going in and replacing all of the water and sewer pipes...

Chairperson Gonzalez stated, | think it might be helpful in the area that you discussed,
the point Mr. Kalish raised, that perhaps you make reference to spot municipalization
as opposed to laying an entire network, so o speak.

Mr. Mellor stated, | think we can expand the concept of spot municipalization. But keep
in mind that let’s say you are replacing a four-mile section of pipeline and you go in and
put your distribution system in there, you still have 1o interconnect with the PG&E
distribution system to make it work.

Chairperson Gonzalez stated, | am with you there. But certainly, on some of thess
alternatives you say that it is a policy matter or public policy decisicn. 1 think that in
certain cases like the point you are making right now, it is helpful fo say that this is the
kKind of thing that either the municipality decides or the SF PUC or the SF Muni.
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things forward that we thought would have a lesser chance of success. We can
certainly change the language to open up that option a little bit, but | would suggest you
study it very carefully financially before you move forward with it.

Commissioner Fellman stated, | just wanted to emphasize that the purpose of this
report was to lay out the options, to have a fuller discussion on some options that you
may have concluded were not probable of success. It would be useful to expand that,
but we have to recognize what the limits are of our report and that the focus is the
discussion of the options. Expanding them would be helpful and adding the next steps
is helpful. | think that's where we need to stop and then go to the next steps.

Mr. Bell stated, | would just like to say that this is where the discussion and input is
quite valuable. We made a pretty strong statement there with regard to this issue
thinking that you are overbuilding the entire city of San Francisco. The point that is
being raised here is a good and valid one is that there may be other alternatives
particularly in instances where you are already involved in other work and other
projects that you could systematically do other things. | think that we can very easily
incorporate that into the work product.

Mr. Kalish stated, the last question that | have is about the public purpose programs. |
may have missed it in the reports. It seems like public purpose programs the way you
presented it are much more effective under the SF Muni model. You just said that
PG&E is regulated by the CPUC as far as their public purpose programs. | was
wondering if you could just flush that out more and tell us what we don’t get from PG&E
as a result of that.

Mr. Bell stated, what winds up happening under the existing public purpose programs is
that the Energy Commission and the Public Utilities Commission determine basically on
a statewide basis what programs are appropriate across the various service areas of
the investor-owned utilities. Compare and contrast that to a local utility that looks within
their community and says, we have a need for low-income rate assistance, or we have
a specific desire for renewable resources for this particular area. Those decisions are
made with the local community in mind. Also, certain public power systems, | will use
SMUD as an example, go beyond what is required by the State Commissions. They,
simply because of their rate payer’s interest and desires choose o go and offer
programs and services beyond those that are offered in that area. That's been used as
a competitive advantage by the locally owned systems and as a good relations tool
within their own service territories.

Mr. Ross Mirkarimi stated, | would like to express my appreciation and congratulations
to this bedy for commissioning this study with R, W. Beck and wouid like to extend that
o BR. W. Beck. | spent some time over the weekend familiarizing myself with the study.
| can assure you that | wish | had this in our campaac and our eﬂueaaf@r% %0' owhr
oower last year. In many Wdy" ! think it provi

hesis that San

/Infrastructur




true experience of hundreds of municipalities around the country and one that speaks
loud and clear to the citizens of San Francisco that it's now time to make our case
effectively at the ballot for the upcoming election.

I remind this body that we are dictated by a clock, and that clock is not necessarily just
public policy, but it is a concurrent process that right now is exploring what avenues we
should present to the voters for the November ballot. This is a tight timeline with over
several weeks remaining at most. There is a concurrent process right now as all of you
I am sure know where we are developing which path to take in presenting what option it
is we want to present to the voters. This has a lot of technical ramifications and
consequences. | think some of those consequences and ramifications have been
characterized in a number of versions such as a fundamentalist version of public power
versus public power light or maybe some sort of pragmatic sort of compromise that is
berthed out of the many advocates who have come together to help shape this
particular document. LAFCo can help set a very strong position or help provide cues to
what happens politically in the same edifice here in City Hall by suggesting that if we
lead with a whatever version the kind of measure we put on the ballot, then let us
bolster and underscore that particular version that appears to the Board with all the
proper elements that support our supposition that we can stand by our claim that San
Francisco is primed and ready to convert to a municipal utility. What | am saying is that
| can already anticipate by reading the Beck report some of the arguments that PG&E
will wage against us. This was a vulnerable area that we experienced last year
because we did not benefit from such a report at that particular time. | think that this is
a very good first step. It is a first step that should be followed upon by this body within
the scope of the timeline that remains between now and the election and not losing siie
of the political consequences that we’re having to address when we’re not in this
particular body, but when we are in City Hall discussing this issue.

Vice-Chairperson McGoldrick asked Mr. Mellor or Bell, you talk about there being other
cases across the country and | see that in your report that you are dealing with
specifics like the need for a new customer care system, things like that. What's been
the experience of other jurisdictions that have municipalized in terms of retaining the
workforce that was in place when the utility provider would have previously been in the
private sector and then municipalization occurred? That was certainly one of the
issues that came up in the campaign last year regarding one of the unions. The
Electrical Workers Union was fearful and they weren't sure what to think about the
future. What kind of experiences have you seen?

Mr. Mellor stated, typically the union employees like the International Brotherhood of
Electric Workers are paid almost exactly the same amount throughout California,
whether it is public or private. So, the salaries and compensation are about the same.
Typically, publicly-owned utility would agree at the ouiset to take on the employees of
the investor-owned utility. You would just transfer. We would almost always see the
unions oppose i, but we're not quite sure why, because we don't think they are hurt by
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employees could be dealt with in a way that they would come out just as well under
public ownership as private ownership.

Vice-Chairperson McGoldrick stated, | am really pleased that you are able to give us
that fact. Could you give us an example or two of where that may have occurred?

Mr. Mellor stated, there haven't been a lot of these. In the Sacramento Municipal Utility
District acquisition, that occurred. The employees came over from PG&E. A recent
change up in the northern part of California—that occurred there. '

Vice-Chairperson McGoldrick asked, where was that?

Mr. Mellor stated, the part of Northern California that was sold off to something called
Norcal and that was again a transfer of employees. In fact, | don’'t know of any one of
these where people have brought in their own employees. You would have an
opportunity, as an example, if the PUC were the body that took this over. They would
have some infrastructure already in place, and you would use that infrastructure. But,
they would need to supplement that infrastructure. So, | don’t think that employees are
going to be disadvantaged by this kind of action.

Vice-Chairperson McGoldrick asked, and you don't know of any cases where there has
been any kind of serious union busting or wholesale dismissal of employees?

Mr. Mellor stated, | have never heard of one. But again, this is something that doesn’t
happen often.

Vice-Chairperson McGoldrick stated, you have never heard of a single one. |
appreciate it.

Mr. Mark Stout stated, congratulations to the LAFCo on commissioning this study as
well as to R. W. Beck, Henwood, and Flynn for pulling this together as we have heard
several times tonight. Having the policy options laid out comprehensively with pros and
cons for each hopefully will go a long way towards informing the political debate that
occurs at the Board of Supervisors about what kind of initiative we’re going to see on
the November ballot. It seems that whatever comes out of that debate, whatever we
see heading towards the November ballot, there might be a lot of value in using this
report as a springboard towards having a more flushed out, quantitative feasibility
study. The only actual comment that | had on this draft was that it would be nice if
whatever model is in front of the Board of Supervisors in terms of governance, in terms
of is it called the Public Utilities Commission, the SFPUC, that it would be good if that
actual mode! were in here. lt seems to be a hybrid of 2 couple of options as far as
governance and whether or not it is a separate agency or the PUC itself.
d, we wrastled with what vou call it. As | said at the outsel, we will lock
works. | have a little bit of trouble wi d Power in i
it suggesis that i

b Ine & ey
128 10 08 2 CO




think you need that. | prefer to see a name that doesn't have water in it. But, if what
you want to see is a model that is based on reconfiguring the PUC and calling it Water
and Power, that works just fine.

Chairperson Gonzalez stated, | think the other point that Mr. Stout was making was a
concern that in that conglomeration whatever you call it, you may have really different
entities or that the nuances between those entities that you are including in one
umbrella might not allow you to show some of the relative advantages of one or the
other.

Mr. Mellor stated, one of the only differences between the two is an appointed
governing body versus an elected governing body or one that is more broadly
appointed such as what is in the current draft. It would be a lot easier to write this
report if we only had two options, PG&E versus a public agency, and we knew what
that public agency was. Having to distinguish, and we were following your direction
when we did it to have either a new municipal utility or the SF PUC. If we were able at
any stage in this draft to say there’s only one municipal option, it would simplify the
readibility of this report. We could go back and maybe clarify it in a way that would
help. If you want to give us that direction, that would be fine at least with me.

Mr. Bell stated, what | was going to suggest in the course over the next couple of
weeks as we continue the work on the report that we work with the Task Force on that
particular issue. | think it clearly needs to be addressed and fortunately we have the
time over the next couple of weeks to do so.

Commissioner Fellman stated, with respect to what Mr. Stout commented on. | believe,
at least the way | heard the concern is specifically addressed to, are we locking at in
this report the type of entity that is being discussed in the ballot measure? Is that
correct? | think this is chicken and egg kind of problem because the report was going
forward and then a concurrent process brought a merged ballot measure or a proposal
for a ballot measure. | think what we can do is incorporate what is being proposed into
the kinds of structures, but there’s really a limitation on how much you can do the circle.
| think what we want to talk about is the types of formations or entities that we have
already identified and then maybe reorganize it slightly. But really | think we have to
stick with what's in there in terms of the discussion and the ballot measure. If we need
to do a specific analysis on that, then that would be a separate specific piece of work.

Mr. Beli stated, we will do the best that we can at this point in time recognizing that this
may evolve as time and public input presents itself moving forward.

Commissioner Feliman stated, and the question that we have looked at is the siatug

quc versus what would happen with some form of municipal amwy and then dividing i,
as Ken has mentioned, between do we have an all out municipal eniity and we will ook
ai what we call that, s sort of g disiribution ownear vemLQ  reformed PUC. | think
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Mr. Bell stated, in some sense that's why you may recall in one of those slides where
we expressed some concern about the new utility model might be more preferable to
the PUC. Obviously, since the time that has been drafted, there have already been
moves to make some changes in that regard. | think the suggestion is a good one, and
we can work on that particular issue as we finalize that report.

Mr. Mirkarimi stated, | just want to follow up on my feel-good comments before with the
suggestion of let’s not lose sight of the opportunity of pursuing a feasibility study
especially about acquisition. | kid you not. | am extremely sensitive to the question of
the economics of what may be presented to us by Beck, which is a roll of the dice.
Considering that if the economics does not show in our favor, that is not an argument
that | would be happy about that would fall in the hands of our potential opposition. |
think though that they have set the stage now with a good first step that (unclear) the
question for this body to push for feasibility in determining what would it be before San
Francisco’s best option in either owning the system up front as Prop F had suggested
last November or through its incremental stages. That is an unknown at this time.

Chairperson Gonzalez stated, it seems what | find very interesting about the role of the
LAFCo is that this whole business of being an agency that’s willing to inquire into the
formation of a new agency in many ways needs direction. It either needs direction from
the legislative branch in the municipality that says gee, now that we see the options
that you have, we want to give you a directive to continue pursuing exploring this

- particular thing because we are making a policy decision that that is what we want

explored. Or, from the electorate. Because the electorate passes let’s say a measure
which would be a Water and Power Authority, let's say, where in conjunction with that
new authority, we undertake the responsibility of doing that. The part that | am pretty
confident about that isn't included in that is the creation of that new authority or
reconfiguration of an existing authority can have within it a charge that allows it to
continue the inquiry into those other areas. | wouldn’t be that excited about going to
the voters and waging a campaign and all of that simply to have questions about local
control left out under some theory that it has never been studied.

Mr. Mirkarimi stated, no let's not go into a campaign unprotected. We have barreled
through that experience last November, and we have lessons learned from that regard.
We are trying to shepherd this process so that the legislative here within the same
building is sending signals to LAFCo to suggest the direction to go. If for some reason,
those signals become blurred, then lo and behold us from the eleciorate and advocaies
are also here o help fortify that particular message. But, timing is everything. The
timing that is before this particular body presents opporiunity that has now been ignitec
by the Beck report. 1t gives in my opinion political ammunition because despite what |
thought was a somewhat academic presentation on the pros and cons, almost
m@rpa rtisan, reading that report, the propensity stands pretty clear that San Francisco
is poised to go for public power. We have io decide if this Daﬁv‘u;aj juncture at wh c'?'
strength the omnaﬁ power do we want to move forward on. If in fact, we go for as som
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but let’s in order to prepare for that with the economics and the feasibility to support
that claim because | anticipate a dis-information campaign that is before us. If we go
for the full strength, that too has to be followed up with that much more analysis.

Mr. Mosgofian stated, in listening to the presentation, | think that there was only one
place | found in the Executive Summary where it is spelled out. | have several specific
and distinct points to make. The first point that | want to make is that when there were
discussions on the twenty or twenty-five percent savings that would eventually be
afforded to folks and businesses in San Francisco, it seemed a little cloudy to me in the
presentations as to where that money was coming from.

Chairperson Gonzalez asked, Mr. Mosgofian, would you submit these thoughts in
writing?

Mr. Mosgofian stated, I will but since there were these discussions, | would like to make
my comments very brief. It's on a page without a number on the bottom. It says “lower
cost of distribution due to PG&E burden of thirty percent for combined taxes and
profits.” The point that | want to make is that the initial savings, the savings that we can
be assured that will go in the public direction and that tells us that we are right is that
we don't have a profit problem, we don’t have a profit goal, and we don’t have profits to
worry about in a public entity. That wasn't really focused on either in the report that |
read or in the discussions here. They only talked about the financing burden, the cost
of financing, the taxes, and the lack of tax-exempt status. It seems to me that the
biggest part of that even if you were to take 25 or 30 percent, is you are looking at least
at a 14 percent profit for PG&E plus an extraordinary level of executive salaries. The
next point that | thought was really well made was, | think it was made by Mr. Bell.
SMUD and other public entities go way beyond what is required in taking care of their
own community, which leads then to the question of governance and how do you
assure for accountability to your community? It seems to me that point should be
emphasized in the report. How will San Francisco be assured that there is
accountability to those who are being governed by the Board of Directors or whoever it
is? Finally, one last point, if there is no AB 117, and | am fairly convinced there will be
no AB 117 this year and therefore, no community aggregation this year--how does the
report then suggest that San Francisco would be best served in terms of power and
public power going forward if it can’t count on the presumption of community
aggregation?

Chairperson Gonzalez stated those are all good points. Mr. Bell, could we address
those points in the report?

Mr. Bell stated, | believe the first iwo points we've discussed and will incorporate in the
final draft. With regard to AB 117, we really believe that some form of aggregation will
come about in time. [t may not be that particular bill. The provisions of that bill and the
community choice and the opt-out provisions would make it much easier to establish

that type of a program, but the fact remains that there are substantial interesis tha
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be AB 117 that does it, but it is likely to happen in time in one form or another. That is
why we separated the AB 117 discussion out, because that is a unique bill that is out
there. It would provide certain benefits if it were passed.

No further Public Comment

Public Comment closed.

Ms. Young stated the next meeting date is June 28™ At that time we will be talking
about the Draft Plan, the next steps, and also we will be talking about the community
outreach issue. There are a number of continued items from the previous meeting.
Chairperson Gonzalez stated, gentlemen, | would like to thank you for the hard work on
the Draft. Notwithstanding some of the criticism, tonight you heard a lot of praise, and |
think it was all well deserved.

Adjournment

The meeting adjourned at 9:51 p.m.
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Chairperson: Commissioner Gonzalez; Vice Chairperson: Commissioner McGoldrick
Members: Commissioners Ammiano, Hall and Schmelizer
Alternate: Commissioners Peskin and Fellman

Clerk: Monica Fish

SPECIAL AGENDA
(There will be public comment on each item)

1. Call to Order and Roll Call
The meeting was called to order by Chairperson Gonzalez at 2:15 p.m.

Members Present: Chairperson Gonzalez, Vice-Chairperson McGoldrick;
Commissioners Ammiano, Hall, and Fellman (noted present at 2:58 p.m.).

Members Absent: Commissioner Schmelizer

2. Approval of the Minutes of the Commission Meeting of June 7, 2002 (Action ltem).




3. Discussion and Action regarding Outside Legal Counsel versus City Attorney’s
Office support to the San Francisco Local Agency Formation Commission (SF
LAFCo).

Theresa Mueller, Deputy City Attorney, City Attorney's Office stated, as you know,
the City Attorney's Office would be happy to represent the LAFCo. You have a letter
that the City Attorney sent you last month, and it sets out what we believe would be
necessary parameters for that. Once we know what you wanted us to do, we could
develop a transition plan, we could work with your existing attorneys to make sure
that you are well represented in any transition, and we could provide you with a
budget once we knew what you had in mind. It is not entirely clear to us now exactly
what you anticipate the LAFCo doing going forward so it's really hard to say what
kind of budget would be required.

Chairperson Gonzalez stated, | think that's a fair point and thank you for coming and
expressing that. My own sense is that once we have the finalized Energy Services
Study, there probably will be some discussion among the members of the LAFCo
about what the next steps would be. It might be useful if you had a preliminary
meeting with Ms. Young and our current counsel in anticipation of what that might
look like. | know that you can't take into account all the possibilities, but you could
certainly have a preliminary discussion. That way as we make our decisions what
path we might want to take after we receive the Final Study, we can be informed of
some of the things to keep in mind related to the relationship with counsel.

Vice-Chairperson McGoldrick stated that this issue was discussed at the last LAFCo
meeting.

Ms. Mueller stated, we read the transcript of your last meeting, and | think that
sounds fine. We are happy to do that.

Public Comment

Mr. Ow stated, two years ago when LAFCo tried to put forth an initiative for the
people to vote on, the City Attorney opposed it all the way. We are going to have a
public power initiative in the coming November election. | suggest that you retain
outside counsel until the people vote up or down on public power. There is a
potential conflict of interest between the PUC and this LAFCo. If this will be passed,
PUC will be out of existence, so | urge you to consider retaining your own counsel,
so that your own counsel will do the best they can with loyalty to this Commission.
We just heard the City Attorney say that the City Attorney will consider it. That

means there will be a negotiation. The City Attorney representing this Commities all
the way is in doubt.

No further oublic comment.
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Chairperson Gonzalez stated, | don’t think we need to say anything more on this
item and that everyone is in agreement.

Discussion and Action regarding Public Outreach for the Energy Consultant Study
and Possible Community Meetings.

Gloria L. Young, Executive Officer stated, through the Chair to the Committee, that
did in fact indicate as we were going through the process of reviewing the Draft
Energy Study, that there was discussion about the possibility of having outreach into
the neighborhoods to discuss the Draft Energy Study. You asked that | get some
cost estimates from the consultants. We've been told by Mike Bell, R. W. Beck, that
the cost would be $216.00 to $259.00 per hour and if you needed our legal counsel
there, it would be their hourly cost. | would suggest that we continue to have the
hearings at this facility as opposed to having them outside in the community, but that
we do a good job of outreach in our outreach newspapers and other possible
advertisement to let folks know that we are discussing the Energy Plan. The
concern that | have after discussing this with Ed Smeloff is that the outreach that
they did for the PUC Energy Draft did not produce a great deal of public participation
in the community, but the cost for us having consultants might be steep for such a
process. Unless, you wanted to have maybe one or two. But if we wanted to do one
for each district or have several, it could be costly.

Mr. Mike Bell, Client Services Director, R. W. Beck stated, what we have done in
some other cases is simply just be available should there be specific meetings
where the consultants are required or requested. We're open to whatever would
work best for the City in this regard. Sometimes clients hold meetings without the
consultants present in smaller groups, and sometimes they will have fewer meetings
with the consultants present. We stand ready whatever your desire is.

Chairperson Gonzalez stated, | don’t think this is a decision that we have to make
now. As long as all the parties are giving it some thought, | can’'t imagine that we
wouldr’t have some kind of public outreach with the findings.

Vice-Chairperson McGoldrick stated, that pretty much echoes what | raised at the
last meeting and what our Executive Officer just reiterated again. It is the fact that
we should be very careful how we spend our money. PUC spent a lot of money and
didn’t get many people out there recently for the Water Bond meetings. Four people
from the public and five PUC staff turned out. [ think there are betier ways to do i,
and we can learn from this too for not just this Commission but in fact for another
venue, the Board of Supervisors where we also wear the other hat. How we might
doitin some way with the lisis that we have, the mailings that we can do io mee"‘
both the spirit and the letter of any kind of codss or guidelines by using those lists
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probably name them and ask them if they can send us their lists. That is public
property and we can make use of it.

Ms. Young stated, in terms of at least getting feedback for the Final Plan, we could
revise the previous notice asking for written comments, send it to a number of
departments that have their outreach efforts, and ask them to include it as we
include it in ours as well. We have also placed it on the web as you will find out
today. We haven'’t gotten any written comments yet on the Plan, and we did a pretty
good outreach as of June 17" when we had the meeting here. | think you can leave
it open as there is no need for a decision today.

Vice-Chairperson McGoldrick stated and we can consult later. Some of the .
departments that are required to do a public outreach and public notification, the
Planning Department and the Department of Building Inspection are the first two that
come to my mind, and | think they have fairly extensive lists.

Ms. Young stated, most departments because of the inexpensive costs that we use
with our outreach advertising will send their non-legal ads or notices to us. That is in
the control of the Clerk of the Board’s Office. We will in fact send that kind of a
notice out as a part of our outreach in terms of our next meetings on the Final Plan.
We plan to do that as our next outreach effort, and we did the same thing with the
first Draft.

Public Comment
No public comment.
Public comment closed.

Chairperson Gonzalez stated | think we could defer action on this item until we have
the Study. At that time, we can have Ms. Young re-calendar the item and put
together however small a proposal of her thoughts of different ways we can go and
the number of meetings in mind. One meeting here in City Hall, three or four
meetings, eleven meetings, just different alternatives as Ms. Young sees it.

. Report by Commissioner Ammiano regarding the public power authority measure
(Continued from the June 7, 2002 Meeting).

Commissioner Ammiano stated, there have been a lot of hours and discussion about
the drafting of this item. As aﬂways there is some contention that the two issues thai
we will be dealing with on July 5" at the Rules Commitiee meeting are the
governance issues elected, appoinied. Supervisor Gonzalez has some
amendments in regard to that. Also, the actual issue of grid acquisition when, where
r’etcﬁhs @E‘ 'hw a e Stﬁ to Dm rokered :;@pefuﬁ\/ we'll come up with a version that
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process. | think you colleagues know that having been involved in drafting
legislation and charter amendments. Certainly, labor is an important issue. No
surprise that PG&E will come out again to this issue. | had a meeting with them just
to share the draft and the ideas so that was | suppose you could say self-evident
that that was going to happen. So, we’re almost there and hopefully, the process in
and around certifying the final version will happen, and we can put the item on the
ballot and have a campaign that is successful.

Public Comment

Chairperson Gonzalez stated, | think what Commissioner Ammiano is also trying to
communicate is that this item will be heard at the Rules Committee on July 5.

Mr. Hunter Stern, resident of San Francisco and representative of the Local
Brotherhood of Electrical Workers, IBW, the union that represents the utility workers
here in San Francisco. We would just like to say that we are interested and have
been engaged in some diecussions with Supervisor Ammianc and look forward to
working with the Supervisor and alse Supervisor Gonzalez's amendments, we would
like to have some discussions around that. We look forward to having a chance to
speak more fully on the measure when it comes up in the Rules Committee next
week.

Vice-Chairperson McGoldrick asked, were you able to catch our last meeting in
which there was a discussion we had with Mr. Mellor from R. W. Beck. The
discussion was around this issue. In their studies, they found nc municipalization
efforts in which any unionized workers had ever been in any way hurt.

Mr. Stern stated, we are interested in continuing to work on the Draft, which we find
very favorabie in its premise. But of course with some fine tuning, we're interested.
We have been involved in two specific takeovers by Municipal Utility Districts,
Lassen and Sacramentio, in which some of our members chose not to work for the
new Municipal Utility District. That was in Sacramento and the other Lassen, in
which some did. Our issues are with our membership as a whole, many of whom
work in San Francisco, many more who do not.

Vice-Chairperson McGoldrick asked, are you the Local who pulled out of the Labor
Council?

Mr. Stern stated, Local 1245,
Vice-Chairperson McGoldrick stated so ymr had folks who chose not fo, but indsed
the tesiimony before us from R. W. Beck was that in their experience, no union

workers had ever been disfavored or hu;« in any way.
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because of our labor contract with PG&E, and the effect of people who are displaced
into locations that may be far from where they live. | think it is reasonable for the
Beck group to come to that conclusion in terms of the bottom-line wages and
benefits. I'm also certain that that would not be the case with our members, and that
is why we have had an interest in this proposal for some time.

Vice-Chairperson McGoldrick asked, what was your concern last time when this wés
on the ballot?

Mr. Stern stated, the principal concern was that the measure on the ballot last fall
was focused only on the acquisition and did not address fully the generation side of
the equation, which is in our view the fundamental problem. The City of San
Francisco and its residents need a cost-reliable source of electricity and the utility
because of deregulation may not any longer be a good source of that. The proposal
that was on last November’s ballot focused almost exclusively on the takeover of the
utility, which as | said before has some adverse effects to our membership.

Vice- Chalrpereon McGoldrick asked, what are the adverse effects?

Mr. Stern stated, it is a little bit complicated. It does derive in the number of people
that work in San Francisco, which are about 1,000 for PG&E and the effect of their
displacement into work locations which may be far from where they live. They could
end up as far away from here as Bakersfield in the south, and up to the Oregon
border in the north. Some people may approve of that, but a majority of them like
working and living in this area.

Vice-Chairperson McGoldrick asked, is there some language in your discussions
that would be able to satisfy these concerns?

Mr. Stern stated, yes, we have had some discussions with Supervisor Ammiano’s
office.

Vice-Chairperson McGoldrick stated, | would like to see those concerns addressed.

I am the president of a Local myself and have a lot of empathy with the Brotherhood
and Sisterhood. | would iike to see us resolve it, and | know we have a sirong
position to wanting to support working brothers and sisters. | think it is very
important that those issues be specified and get the language in there that you need.

Mr. Stern stated, and we look forward to arriving at something that is suitable for
everyone.

C‘ﬁa‘rpersmnﬂ Gonzalez stated, | am reading a history book that discusses labor at the
early part of the twentieth cenurw and labor has not been a monolith in this town.
There was a story told of how even back then the building trades when unions goi

»agmh " 1o march in the May Day labor pai ﬂdc, they would assemble in the middie
of Market sireet and essentially march in different directions because they feli such
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antagonism toward one another. | don’'t mean to suggest that that is what 1245 is
doing.

Mr. Stern stated, | think it’s an interesting and somewhat archaic view of the labor
movement given the time, but not necessarily inappropriate on any one issue. What
we’ve tried to do in the last eighteen months is to educate primarily. Because we
represent not only the utility workers here in San Francisco which are PG&E
employees, but utility workers in public agencies throughout Northern California, we
wanted to educate folks as much as possible to the changes of the industry and why
it is important for cities to try and take control of their generation assets as much as
possible.

No further public comment.
Public comment closed.

Chair p rson Gonzalez stated, Commissioner Ammiano, we will fake up the item on
July 5,

Discussion regarding San Francisco LAFCQO’s Future Work Plan (Continued from
the June 7, 2002 Meeting).

Ms. Young stated, | would defer to Commissioner McGoldrick. This was his item in
terms of wanting to have a discussion at this Commission about the future plan.

Chairperson Gonzalez stated, | think we were all kind of in the context of talking
about who would take over the attorney work, and we started into the dialogue about
what we are going to be doing in the future. | am wondering, Ms. Miller, if you could
help me with one guestion—is there any prohibition under Sunshine laws from the
Chair of the LAFCo meeting with the individual members to discuss future
possibilities? | know there are prohibitions on the seriatim meetings. Would there
be a prohibition from simply discussing what individual members are interested in
doing?

Nancy Miller, Esquire stated, there is prohibition against serial meetings, like with
you meeting with each one to reach a consensus on a work plan. But you could
meet with just one. Or you could designate a committee to come up with a work
plan. Or you could ask your Executive Officer to gather input from the different
Commissioners and have that be an agenda item and report back to you in terms of
if there are different things that your Commissioners want as a work plan. We don’t
really have any other work plan other than the study right now. We have money in
the budget right now to ﬂmsﬁ“ up with the electric study and come back for one or
more meetings. Beyond that, we don't really have guidancs or issues thai we are

dealing with.
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Chairperson Gonzalez stated, | think it is important that we be thinking about this for
the future. Once we have the final report, hear from the public, and start considering
the future, there will be some issues related to financial constraints, the need to go
to the Board and deal with supplemental requests in the event there is something
that we need. There might be a time period where we decide to reconvene after the
end of the year. There are a lot of different ways this thing can unfold.

Commissioner Ammiano stated, | was thinking of a conversation | had with a leading
local public power advocate. We talked about LAFCo and if the ballot measure is
successful, what role LAFCo might have. | personally have been thinking we would
continue for a very long time, but then that was something that we "noodled" around
a little bit. Maybe there would be life after LAFCo that LAFCo would continue even
with public power in place if that happens. We have some scenarios to explore and
develop in hat way.

Chairperson Gonzalez stated, | hadn't thought about this prior to this item being
called in the mesting. | know that Supervisors McGoldrick and Daly have the public
advocate and Auditor General proposals pending. | know they very well may be on
the November ballot. The LAFCo does have rather broad powers to go into the
creation of agencies, it goes into government efficiency. It could very well be a place
where we could try to flush that out. The Controller made available to us at the
Rules Committee a law review article written in part by Mark Green who was the
public power advocate related to the history of the public advocate. | just got ten
pages into it, and | think it is a fascinating issue. So, we can explore.

Ms. Young stated, since the Chairperson is prohibited from meeting with you
individually, one suggestion is that Nancy Miller and | meet with each one of you and
discuss some of the broad responsibilities associated with LAFCo, collect your ideas
and thoughts and bring it back to you for discussion.

Chairperson Gonzalez stated, | think that is a good possibility. | do want to quarrel
with the advice because | don't think | am prohibited from meeting with the individual
members. | am prohibited if | go to each of the individual members and talk about
my idea about what | want to do to try to build consensus. Butif | to goio
Commissioner Hall and say, what do you want to do with this agency and then go to
Commissioner McGoldrick and ask him the same question, that is okay.

Ms. Miller stated, you cannot just seek consensus. But, if you are going to seek
input, you could definitely do that and then come back. Your Commission Executive
Officer could as well. As a LAFCo, if you remain constituted, there are certain
statutory requiremenis you have. Basically, they are called service reviews. You
are supposed to constitute and run service reviews of public agencies within your
jurisdiction, and you can be aggressive about that or as non-aggressive as you
choose o be. Some LAFCc's are very aggressive about that, and others are not.
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Chairperson Gonzalez asked, can we change the name of the LAFCo and call it the
Department of the Auditor General? | know we are all incredibly busy, but | would
appreciate it if folks meet with your respective aides and give some thought to what
we might do in the future. Maybe, each member here could communicate that to
Ms. Young. | would be glad to meet with you and we could certainly have a
presentation. It might be helpful if Ms. Young could make the language available to
the members of the Commission as to what our charge is under state law.

Ms. Young stated, | was just having a discussion with our attorney that we would
scope out a fact sheet that would give you some information about what the
possibilities are, what some of the charges are so that could be a prompter for your
discussions with your staff. Then you can get back to me with your comments.

Commissioner Hall stated, that is what | was going to ask for. | would like you to set
up a meeting with Sean and myself.

Ms. Young concurred.

Vice-Chairperson McGoldrick stated, we have the potential to do a lot of good things
here. Thatis all | wanted to do and to bring up the possibility that we would have
some other tasks before us which would promote the general welfare of the City
including ideas such as what Chairperson Gonzalez just expressed are things to
think about. | am on board for keeping our ears and eyes open.

Public Comment

No further public comment.

Public comment closed.

Discussion regarding the Draft Energy Services Studly.

Chairperson Gonzalez stated, | was interested in maybe having a few of Ms.
Young's thoughts, to hear from Mr. Bell. | was hoping to have Mr. Bell address
some of the points that Mr. Maynor raised. | don't know if Mr. Bell has seen his
remarks. For the benefit of the Commission, maybe you could just go down them
and summarize and give us your thoughts in the event the Commissioners have not
had a chance to familiarize themselves with those remarks. Certainly, to open it up
to any other concerns.

Ms. Young stated, | wouid defer to Mr, Beck. 1did i !r ct concur with the commer'fr'&
ﬂ[ha"f were made by our legal counsel, Don Maynor. ltis my inderstanding that Mik
ad a conference call with Commissioners Hope SC melizer m Diane Fellman
usi@*ﬁav with respect to the comments ghm had ?s we il as the ones that Don
or had presenied io Mike Bell. | would defer to him since he has the most




Mr. Bell stated, why don't | start by taking a moment to describe what we've done
since the last public hearing. What we've attempted to do is take the discussion
and the comments from that hearing and work those thoughts and ideas into this
next draft. Also, we have been working the last couple of weeks with the Task
Force receiving written comments back from Task Force members and addressing
those written comments. The comments that you referred to from Mr. Maynor are,
as we speak, being worked into the draft. We had, as Ms. Young pointed out, a
conference call yesterday afternoon with the Task Force specifically with regard to
those comments and the comments of the other Task Force members. Mr.
Maynor's comments essentially go back to the last public hearing and also attempt
to bring out the issues in the Executive Summary with regard to energy pricing,
reliability, and local control. The suggestion that he had in terms of developing a
matrix that shows how each of the different options would affect pricing, reliability,
and local control is what we are working into the Executive Summary of the next
draft. He also had several other good comments that are also being worked into the
draft as well as comments from other Task Force members. We are on schedule,
and | expect that we will deliver the report as agreed to.

Chairperson Gonzalez stated, this is a point Commissioner Schmeltzer brought up
previously, the importance of keeping in mind as much as possible the unique
characteristics of San Francisco. | know that you have done that, but | did concur
with Mr. Maynor that that was something to keep at the forefront because we
certainly want that in the document.

Mr. Bell stated, that is a very good point and that really came out in the public
hearing. What we have done is taken some of those comments and moved them
right up to the front of the report. The other thing that we've done is add a new
section in the report that identifies next steps for these options, the amount of time,
and budget estimate of what it would take should the LAFCo decide to move
forward with any of these options.

Chairperson Gonzalez stated | also thought Mr. Maynor's remarks about the effort
at trying to assign some kind of cost of acquiring distribution, but really almost like a
comparative analysis of what had happened in other jurisdictions. [ thought that
was a novel way of trying to "skin the cat."

Mr. Bell stated, what we have attempted to do in the new section is come up with a
bar chart that would identify what those costs might be with a couple of different
scenarios. Obviously, there hasn't been a great deal of time or budget to quantify
that in exireme detail, but from what we know and what we have done in this areg,

we have been able o take a crack at puiting that together. What we are doing with
regard to the draft is circulating a revision today fo the Task Force that incorporaies
the comments that | have just addressed. All of that has worked into this draft

which we are delivering o the Task Force today.




Vice-Chairperson McGoldrick stated, during Public Comment, Mr. Brugmann stated
he was interested in exploring some deeper more detailed kind of analysis. Mr.
Mellor indicated that would take a lot more work. The scoping for that would be
much deeper, and that would be something that you would need a work order for
that. That is not part of your work order or program. | just want to get an idea of
how long that would take you to do if you were asked to do something deeper and
more detailed in terms of a more complete package of acquisition of the grid,
generation issues, or deeper transmission issues.

Mr. Bell stated, within the context of what we discussed in terms of coming up with
dollar estimates and more thorough analysis of the costs of acquisition, we estimate
it would take about three months to complete that work. That would be physically
looking at portions of the system and so on, evaluating them, coming up with cost
estimates. The cost of that would be in the range of about $150,000 to $200,000.
That is incorporated into this next draft of the report as one of those potential next
steps.

Public Comment

Mr. Stern, Local 1245 IBW, stated, several comments and observations based on
our experiences in the past with all three types of utility employers, municipal public
agencies, private utilities, and private energy generation companies. The first is
that it is our view that the timeframe that the Beck Company was allotted to perform
the study was really too short, and it is difficult for them to put together a full and
incredible study. We think they have done rather well with the timeframe, but there
are some things that would probably need further study and further detail.
Particularly, the specifics of San Francisco load projections. We do keep track of
our estimates of the state load need for various reasons. We have various utility
union groups that we associate with. Our estimates for load growth and this is for
the state of California indicate that there will an increased load at a faster rate than
what the Beck study shows. Because Beck and the study correctly identifies the
transmission or location problems in San Francisco that exist, because of the
problems of getting electricity to San Francisco that does put the City at a greater
risk at a faster point in time.

There are also two other things that are not inaccurate, but perhaps somewhat
misleading. Table 4.2 identifies comparison of distribution services between public
utilities and Investor Owned Utilities (I0U's). The language says both adhere to
General Orders 95 and 128, and this is very important to our members. In fact, the
investor owned utilities or the private utilities are required o adhere io Gemeraa
Orders 95 and 128. Thess are state-mandated work orders. The public agencies
are not required. They generally do on their @wm but they don't have tc. We have
gotien inio some discussions with our public amc‘ea and at times have had
disagreemen ts ab cuf W%‘Wef’f‘f‘f they are properly 7 adhering to what we consider o be
“ A £ | pricing, and this [ think a trus
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below I0U's for similar customer segments. We think that is correct. | think the
difference in what we see as the difference now is the access to federally
subsidized or low-cost federal hydro power is not available. In fact, we have an
interesting situation with our employer, SMUD, in which we have been in contract
negotiations for some time. They have taken a rather large hit during the recent
spike in prices where they had to buy electricity on the spot market, and they are
feverishly trying to develop new sources of generation for themselves. These are
things that we are concerned about that the City and the LAFCo understand about
the current environment in which to go forward and acquire municipalization.

Chairperson Gonzalez stated, perhaps Mr. Stern can speak to Mr. Bell and he could
confer with you. | am sure that he would be glad to do that. | think that while |
acknowledge we've certainly asked much of our consultants, they have a very fine
reputation, and | doubt that they would be interested in publishing a document that
they weren't comfortable with and would rather miss a deadline than publish
inaccuracies.

Mr. Stern stated, | am not suggesting that they are. | don't think | found anything
inaccurate. | think there are just some things that probably could use a little bit
more flushing out.

Commissioner Gonzalez asked, Mr. Bell, could you have a talk with Mr. Stern? He
seems to have some ideas.

Mr. Bell stated, | would be happy to speak with Mr. Stern regarding all of the issues
he mentioned, growth projections which actually have been part of the Henwood
section part of the work, but also Beck has worked in conjunction with them on that.
The General Order 95 and 128 issues are probably more semantics than anything
else. The publicly-owned systems as Mr. Stern identified largely do foliow those
regulations. [ am not aware of any that don't, but we can take a look at that
language in the report. Perhaps | can identify with Mr. Stern where the comments
with regards to rates are identified in the report. | believe that what we have
commented on is the comparison of a new utility that is just forming to those that
have been in existence for 100 years clearly creates types of situations that he has
just described. | would be more than happy to meet with Mr. Stern and discuss his
comments and questions regarding the repori.

No further public comment.
Public comment closed.
Future Agenda ltems
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Ms. Young stated, we do have one additional item. We would ask for a closed
session at the next meeting to further discuss our potential litigation.

Chairperson Gonzalez stated, colleagues, if there is not an objection, we will
schedule this item.

Public Comment

No public comment

Public comment closed.

Chairperson Gonzalez stated, we will follow the recommendation of Ms. Young
Public Comment on Items not on the Agenda

Mr. Charles Kalish stated, | apologize for being late, but the item on the agenda that
had to do with outreach is what | tried to get here for.

Chairperson Gonzalez suggested that Mr. Kalish speak to Ms. Young about this
item. What we have essentially done is we are going to delay final decision-making
on that until we have a final report. Ms. Young is going to prepare alternative things
that we might do.

No further public comment.

Public comment closed.

Ms. Young asked if we should set up the next meeting so we can direct Mr. Bell for
coming back with the Final Plan. | was suggesting July 19" that would give enough
time for the Plan o be done. Mr. Bell has agreed to that date, Ms. Miller, and Mr.

Maynor can be here as well.

Commissioner Fellman stated that she would be on vacation on that date and o
check with Commissioner Schmelizer to see if she can attend.

Ms. Young stated, if not, we would poll the Commissioners for another meeting
date.

. Adiourmnment
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