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February 11, 1998

To:  Unbundling Cost of Capital Workshop Participants and Other Interested Parties

RE:  Discussion at Upcoming Workshop Regarding Obligation to Serve and Procurement Risk for Utility Distribution Companies

The following questions were proposed by Workshop Participants at the Unbundling Cost of Capital Workshop on January 30, 1998 :

(1)  What is the relationship between investment risk and utilities’ obligation to serve, specifically obligations to provide electricity procurement service?

(2)  Does the procurement risk reside with the distribution company?  Under electricity restructuring, who bears the procurement risk?

(3)
Do the utilities retain an obligation to serve and are there risks associated with that?

(4)  Assuming there is procurement risk, how should that risk be compensated?

(5)  Distinguish the procurement risk for distribution companies versus ESPs.

At the January 30th, 1998 workshop, participants began preliminary discussions on risk analysis.  Discussion ensued on whether or not there are investment risks associated with the distribution companies' obligation to serve and whether or not there is procurement risk for the distribution companies.  Several of the workshop participants requested that the Energy Division notify parties in the Electric Restructuring Proceeding that the topics of obligation to serve and procurement risk for the distribution companies was raised at the January 30, 1998 workshop, and will be discussed at the February Workshops.  Accordingly, this letter is being sent to parties involved in the Unbundling Cost of Capital Workshop and on the Electric Restructuring Proceeding service list.

If any party believes the Commission's orders require clarification or modification, it may file a petition for modification of the applicable decision, and propose specific language changes to that decision.

Regardless of how and when the above questions are answered, the utilities are expected to file cost of capital applications consistent with the guidance provided in the Preferred Policy Decision, D. 95-12-063 (as modified by D. 96-01-009), D. 97-12-089, D. 94-11-076, D. 97-12-093, D97-08-056, and all other applicable decisions.

Additional sessions of the Unbundling Cost of Capital Workshop are scheduled in the Commission’s Training Room as follows:

February 23, 1998

10 a.m. to 4 p.m.
February 26, 1998

10 a.m. to 4 p.m.




February 24, 1998

10 a.m. to 4 p.m.
February 27, 1998

10 a.m. to 4 p.m.




February 25, 1998

10 a.m. to 4 p.m.




The agenda for the workshops is attached.  We will break from 12:00 noon to 1 p.m. for lunch.  Access and facilities for the disabled are available.

The Commission is maintaining an area on the Commission's website for this workshop.  The address of the Commission's website is www.cpuc.ca.gov.  Once on the Commission’s website, parties should go to the Energy Division’s Library to find the Unbundling the Costs of Capital Workshop area of the website.

Parties are invited to send copies of their comments on the agenda items, including comments on the questions proposed at the January 30, 1998 Workshop, to workshop participants and other interested parties, no later than February 17, 1998 (see the attached list).  Additionally, parties may post a copy of their comments  to the Unbundling the Costs of Capital Workshop area of the Commission’s website.  Instructions for posting proposals and comments in the Unbundling the Costs of Capital Workshop area of the Commission’s website are posted in that area of the website.

Subsequent to workshops, parties will be invited to send copies of their position summaries and reply comments for inclusion in the Energy Division workshop report.  

Sincerely,

Paul Clanon, Director

Energy Division

attachments

Unbundling Cost of Capital Workshop

February 23 through February 27, 1998

Agenda
February 23:
· Procedural Issues

· Capital Structure

· Allocation of Embedded Costs

February 24 through 28:
 Methodology

 Presentations

 Discussion

 Assets Applicable to Regulated Rate of Return

 Business Risk analysis

 Coordination with Automatic Cost of Capital mechanisms

 Coordination with Performance-Based Ratemaking Mechanism

 Regulatory Framework

 Defining the Business and Operating Characteristics of the Distribution Companies

 What Risks Have Vanished or Diminished for Utilities

 Utilities’ View of the Future

 Roles, Responsibilities , and obligations of the Distribution Companies


