Carson City- December 27, 2016

Good morning, everyone.  Hopefully you had a relaxing Christmas weekend with family and friends and are looking forward to another one for the New Year’s holiday.

Today it is worthwhile to bring you up to speed on some developments in advance of the New Year and the upcoming Legislature, which will begin in February.

Our tireless workers at the Public Utilities Commission just approved a new general rate case last week for the northern part of the state.  Every three years, NV Energy doing business as Sierra Pacific in the north, must present its costs for review by the three-person Commission.  What was approved was a 1 cent a month decrease in electric rates for the average residential user and 43 cents per month of decrease for the average small commercial electric user.  These changes seems unremarkable, as the plunging cost of natural gas for power generation and direct use by customers is not offsetting what would otherwise be sharp increases across the spectrum of cost categories.  The PUC insisted on no administrative cost reductions, which had been promised by Warren Buffett when his Mid-American Energy took over NVE three years ago this month with the PUC’s blessing.

Additionally, the return on equity, or stated in non-accounting terms, the amount of gross profit Sierra is allowed to earn on all of its expenses and investments in providing electric service is 9.6% and 9.5% for its natural gas customers.  With interest rates still at extremely low levels, these permitted profit margins are excessive.  Think about that 1.73% interest rate for your certificate of deposit if it is tied up for five years with a bank as a comparison.

Despite spending half a million dollars annually to have a General Counsel subdivision within the PUC rather than using the state Attorney General’s office, as most other state agencies do, the PUC’s General Counsel function is supposed to review Commission orders before they go to the Commission for approval.  That practice has ceased with a new, inexperienced chieftain, and now orders can be drafted after the Commission has come to a decision based on no paperwork.  The previous review process was actually less than satisfactory, as the same people would sign off for others on the approval slip, sometimes simultaneously.
What’s most galling is the set-up Governor Brian Sandoval put into place to advance his agenda of solar for everybody and damn the cost.  Even though actual costs were to have been used for determining what level of subsidy the non-solar ratepayer covers for the solar ratepayer, just a few months of isolated cost data had been collected since the PUC’s decision in February 2016 and before the Sierra general rate case began, providing very sketchy data on which to make an informed opinion.

Sandoval reactivated the moribund New Energy Task Force (it hadn’t met in three years) earlier this year to buttress his push for more renewable energy.  He has the Governor’s Office of Energy, another sink hole for a few million dollars a year of public money, tirelessly promoting, and subsidizing renewable energy around the state.  He also replaced two PUC Commissioners this fall, with over 40 years of collective experience, and inserted his personal lawyer, also known as the General Counsel within the Governor’s Cabinet, and added a woman who would be a ‘yes’ person, to the one remaining Commissioner who used to lobby for renewable energy at the legislature and has been a faithful shill for this subject in slightly over one year on the Commission.  Sandoval even appointed an ‘Acting Commissioner’ who can barely spell utility, and used to head up the Conservation & Natural Resources department before his 2016 retirement.  Seems he needed another temporary position to boost his income, and qualifications were not important, just a body who could dress up in a suit and be present when one of the other Commissioners needed to remove himself from voting because the conflict of interest was just too blatant.
In the decision for this general rate case, well over one-third of the 60-page PUC opinion cited everyone from writer Ralph Waldo Emerson to scientist Albert Einstein as supposed authority for advancing the Governor’s political agenda of maximizing solar.  The amount of solar panels to be installed in the north has, with the stroke of the PUC’s collective pen, been doubled from the last three years.  Sierra provided evidence during the general rate case hearings that the existing northern Nevada solar customers (2,321 since 1997) are being subsidized by the non-solar customers to the tune of $1,466,583/year, or an average of $631.88/year, not including Federal tax credits and the pro rata share of $255 million state-issued subsidies paid for by ratepayers as a surcharge on monthly electric bills.

This stark fact was of no consequence to the PUC, which triangulated facts better than the Bermuda Triangle can affect airplanes, and introduced ‘intangibles’ of promoting jobs and economic growth, diversity of the electric grid at a substantially higher cost than traditional electricity sources, and stimulating energy technology development even though the Federal Department of Energy using taxpayer money does the same thing to the tune of billions of dollars each year.
The holy name of Sandoval and his vision was introduced multiple times in this PUC order, as though the PUC was a public relations mouth piece for the governor and his actions.  Fact of the matter:  Sandoval’s PUC Chairman Reynolds has made multiple statements about the wonders of Sandoval and how he is creating a ‘new Nevada’ during PUC agenda meetings and hearings, where only evidence is supposed to drive decisions.  Reynolds forgets he must act like a judge, that is, in a non-partisan, non-political manner, but seems to have forgotten that training from law school.  The public is told that its opinions do not matter and cannot be considered evidence as the PUC renders its policy decisions about utility matters.
Reynolds then proceeded to contort what the legislature most recently stated, which was that there should be no ‘unreasonable’ cost shifting to other ratepayers for solar installations.  By failing to recognize the magnitude of subsidies already given to the 2,321 northern Nevada installations, the PUC galloped ahead to claim these subsidies were ‘in the public interest’ and reasonable, approving a doubling of the subsidies.  In other words, the general rate case was hijacked to do what the last legislature refused to do. . .revive a solar industry that cannot otherwise survive unless it is hooked up to a multi-level subsidy program.  Expanding solar energy with current technology limitations only means higher energy bills because solar still is not cost competitive with fossil fuels.
While Nevada tries to give new advantages and subsidies to the solar industry at the expense of non-participating ratepayers, the Federal Government is poised to cut way, way back on the whole renewable energy industry given the perspective of the President-elect and his appointees to the EPA and Energy Departments.  So, what we have is a small state that is trying to buck the Federal Government, not exactly a recipe for securing more Federal funding for various and sundry projects.

Even NVE/Sierra Pacific has been complicit in advancing the renewable energy subsidies.  It proposed that local solar generators should be paid over 7 cents a kilowatt hour, when NVE/Sierra can purchase non-renewable energy at 5.5 cents per kilowatt hour on the wholesale market.  This differential represents a 29% premium added to the wholesale cost of electricity.  The rest of us will be forced to pay the difference in our monthly electric bills.

And beware of the incoming legislature, which has a strong interest in satisfying its many campaign contributors from the renewable energy industry by introducing and passing yet more legislation to subsidize more solar and renewable energy in the state.  You will hear cries of global warming, now renamed climate change, because average temperatures around the World have been documented as decreasing, not increasing.  You will also hear jobs, jobs, jobs touted without any explanation of how much each of those jobs cost (shades of Tesla, Faraday and a new Las Vegas football stadium come to mind).  And, of course, clean air, as if there is anywhere in the state where air pollution from power generation is a problem.

A step that could be taken by the incoming legislature would be to mandate time-of-use rates as another mechanism for boosting energy prices and forcing ratepayers into solar panels.  California has used this with great success as a promotional technique for solar and their per kilowatt hour rate reaches the +40 cent per hour level during the summer daytime period when air conditioning is not optional in most of Nevada.  Our current rates hover around the 11 to 13 cent per kilowatt level, depending upon whether a ratepayer is in the northern or southern part of the state as an NVE residential customer.

Maybe the crowning glory of last week’s PUC meeting, although much smaller in impact, was that the Commissioner from Las Vegas, Pongrancz, had to travel, at public expense, from Las Vegas to Carson City.  It wasn’t good enough for her to attend via the videoconferencing link the PUC uses on a regular basis to conduct its business.  No, she had to spend what probably amounted to roughly $1,000 for airfare, rental car, hotel and meal expenses so she could be present with the other two Commissioners.  Would Pongrancz spend that money out of her own pocket if she had the videoconferencing option?  Of course not, but then it is so easy to spend other people’s money.  No one in state government seems concerned about reining in state employee travel costs, as this practice of traveling when it isn’t necessary has been replicated many, many times by other employees, commissioners and board members despite the widespread availability of videoconferencing, especially at the legislature.
One of the interesting takeaways from Sandoval’s behind-the-scenes plotting, positioning and passing of more renewable subsidies, inappropriately sandwiched into the general rate case, is the work future of our lackluster governor.  He has just two more years in office before he can’t run for governor anymore.  Would he want to be a state Senator, or go back to the Assembly (They don’t pay enough.), or the Attorney General’s office after having been governor?  Not very likely.  Dean Heller may try to remain in the U.S. Senate given the lack of support among the Republican faithful for him to run for governor in 2018.  Amodei seems satisfied as Congressman.  Where does someone who spent a few short years as a private lawyer before he held serial public offices go, especially when his benefactor, Harry Reid, is no longer in a position to help him?  Cortez-Masto may be willing to stick her neck out for a Federal judge appointment, but her relations with Sandoval when she was Attorney General were not that amicable.  Trump won’t be appointing him to anything given his and Heller’s refusal to support a fellow Republican.  So where does that leave Sandoval on the job front?
It sure appears that Sandoval hopes to promote a well-paying job for himself with one of the renewable energy companies, just as Jon Wellinghoff did after he left the chairmanship of the Federal Energy Regulatory Commission and took an executive job with Solar City, using his connections to lobby elected bodies around the country for more renewable energy funding from taxpayers via mandates and subsidies.  The electric car makers (Tesla and Faraday) could also be potential Sandoval employers, as Sandoval directed billions of dollars in state public funds, which could have prevented hiking the business margins tax all of us will be paying, bringing them here to build vehicles that are not yet commercially viable for the mass market. However, the financial viability of these companies is very much up in the air as they continue to lose massive amounts of money, and despite recent news stories that hiring at Tesla has exceeded commitments, the company could easily be out of business in short order.
Speaking of public subsidies for favored industries, there have been some recent developments regarding the Las Vegas football stadium funding from the public treasury that couldn’t wait a few more months until the regular legislature convened.

Despite all of its intractable problems of crime, violence, decay, high housing costs, money shortages, and poverty, the city of Oakland and Alameda County decided to put up a counter-offer in order to keep its Raiders football team in Oakland.  Oakland wants to build a new, $1.3 billion stadium for the team that abandoned it and returned once before.  Civic pride and the often-repeated mantra of jobs, jobs, jobs (especially those minimum wage jobs at the concession stands and janitorial/groundskeeping levels) will be chanted over and over as justification for keeping the Raiders in Oakland, just as they were for the Las Vegas stadium.  Then, there is the little matter that the Raiders would have to pay a $500 million relocation fee to the NFL if the team moved to Las Vegas.  There is nothing in the Nevada legislature’s approval of a new stadium that begins to cover that large expense.  Will Sheldon Adelson cough up the extra $500 million?  Highly unlikely.  Will the incoming legislature or Sandoval pursue the added funding to cover the $500 million exit fee by whatever means are at their disposal?  This is also an unlikely outcome given the personnel changes at both the Assembly and state Senate.

You might find it interesting that Soldier’s Field in Chicago, where the Chicago Bears play football, was built in 1924, holds 61,500 spectators and went through a major renovation in 2002.  The Los Angeles Coliseum was built in 1923, holds 80,000 spectators for professional football, and 93, 607 for college football, while also being used at various times for baseball, soccer and other types of sporting events, including two Olympics’ contests (1932 and 1984).  It has been renovated multiple times.  Meanwhile, the Oakland-Alameda County Coliseum is a mere 50 years old, has 143 luxury suites and can hold 56,057 for professional football.  It sure seems a makeover could do wonders, just as it does for aging movie stars who use botox to appear forever young, rather than building an entirely new stadium or moving to Las Vegas.  Where would that leave the Las Vegas stadium cheerleaders if the Raiders ultimately remained in Oakland?  You can be sure Oakland will be scrimmaging to keep the team in Oakland and not permit a second defection to Sin City.

All of which brings me to the final issue for discussion today.  A week ago yesterday, the state Board of Examiners met.  You will remember our discussion previously that their charge is to review all expenditures for contracts, leases and most all other state expenditures, even if an appropriation was made by the state legislature.  The Board consists of three elected officials:  the governor, secretary of state and attorney general.  

Our erstwhile officials at the Public Utilities Commission engaged in a sudden remodeling project of their Carson City offices just days at the arrival of Sandoval-plant Joe Reynolds on October 3, 2016.  It seems Reynolds was not satisfied with his security door-protected offices, which had been good enough to house two previous commissioners and their staffs.  They were apparently not grand enough for this new king and he immediately moved into the law library the PUC maintains when the internet and on-line legal data bases make such a facility a relic of a pre-internet past.  Without any public meetings or approvals from the Board of Examiners, Reynolds apparently instructed his subordinates to spend thousands of dollars to shuffle one-third of the 60 or so Carson City employees, shifting them around from the first and second floors of the building.  A public records request yielded no paper trail indicating who had initiated these changes, or the total out-of-pocket cost, along with an estimate of the lost productivity involved with employees packing up and unpacking moving their cubicles and offices.  All of a sudden, low-level staff started meeting with architects, movers, handymen, and others to arrange for the changes in office space.

It is conjecture that the whole genesis of this move was that someone with a gun showed up at the PUC’s offices.  Many people have concealed carry permits and bring weapons with them wherever they go.  No claim that a weapon was used in any threatening or harmful way was ever made.  The State Police weren’t consulted on how to control access to the offices or beef up security.  The net effect of the changes is that anyone could still enter virtually any office on the first and second floor of the PUC’s offices if they had harm in mind.  No one would have any advance notice of their presence or be in a position to do something about it before major harm could occur.

All of this information and the documents that were produced by the PUC were presented to the Board of Examiners at their December meeting.  As usual when the public comments during the appropriate periods for their allocated three minutes at the beginning and end of the meeting, they were met with stony-faced silence by the three elected officials on the dais.  There was no interest in upholding the law that requires approval for such expenditures by the two lawyers on the dais, the legal counsel for the Board or anyone else in state government.
Is it any wonder the public grows disenchanted with the old boy/old girl network that has death-grip control of virtually every aspect of state government?

Encourage your state Senators and Assembly people to enact direct voter election of PUC Commissioners, as with state university and college regents, and require the Legislature to approve all of the over 200 Board and Commission appointments currently made on a unilateral basis by the governor.

