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[FORM OF CREDIT SUPPORT LETTER]

March 14, 2001

Dear Generation Developer:

This letter is to advise you regarding the establishment of the Department of Water Resources Electric Power Fund (DWREPF) and related enabling legislation.  The State of California is a creditworthy entity with a long-standing reputation for maintaining the best possible credit rating with credit rating agencies.  For example, the State Water Resources Development System revenue bonds, administered by the Department, are rated AA by both Standard and Poor’s and Moody’s Investor Service.

On January 19, 2001, the Governor signed legislation (SB7X) establishing the DWREPF.  DWREPF was established to purchase and sell electric power in the State of California.  The legislation also provided an appropriation of $400 million for the purchase of power through February 1, 2001.

Legislation established the DWREPF as a continuously appropriated fund, requiring all revenues payable to the Department under the legislation to be deposited in DWREPF accounts.  The bill also required the Public Utilities Commission to adopt and implement emergency regulations to provide for delivery and payment mechanisms for the sale of electric power, purchased by DWREPF, directly or indirectly to the Independent System Operator, public utilities, or retail end-use customers.

On February 1, 2001, the Governor signed additional legislation (AB1X).  The bill requires the California Public Utilities Commission to take those actions necessary to ensure that the rates available to electric corporations for the purchase of their net short position of electricity are used to recover the revenue requirements associated with the energy purchases by CDWR.

A portion of this legislation appropriated another $495.8 million for the purchase of power in the short term.  The bill continued the DWREPF on a permanent basis with continuously appropriated moneys and all revenues payable to the Department under Division 27 of the Water Code are required to be deposited into the DWREPF.

Section 6 of the legislation also permits the Department of Finance to authorize additional monies with a 10-day notification to the Legislature.  Five such notices have been submitted, ensuring that adequate funds are available to purchase power.

The legislation also authorizes the DWREPF, in conjunction with the State Treasurer, to issue revenue bonds to finance power purchases by the DWREPF.  The Department is authorized to issue up to $10 billion in revenue bonds for the purpose of reimbursing General Fund advances for power purchases and for direct power purchases.  The Treasurer’s office has recently engaged an underwriting team for the revenue bond sale, which it is targeting for later this spring.  The Treasurer’s office is also actively pursing interim financing, which would make funds available for power purchase in anticipation of the sale of bonds.

The State of California is an AA-rated credit that has had a long history of honoring its commitments.  You can be assured that the State stands behind its purchases of power.

Sincerely,

B. Timothy Gage

Director of Finance


