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Decision (D.) 97-12 -089, dated December 16, 1997, orders the Commission Energy Division to convene rate of return workshops on the topic of developing methodologies to match rate of return on equity to regulated and nonregulated utility services.  The decision notes that in 1998, the utilities' filings for rate of return and return on equity will propose unbundling of long-term debt, preferred stock, and shareholders' equity to correspond to the business realities of 1998 when largely regulated distribution assets must be separated from largely deregulated generation assets.  The workshop setting will allow utilities and other parties to share their progress in unbundling costs of capital methodologies.

D.97-12 -089 indicates Pacific Gas and Electric Company (PG&E), San Diego Gas & Electric Company (SDG&E), and Southern California Edison Company (Edison) would be asked to participate in the workshops together with the Office of Ratepayer Advocates (ORA), The Utility Reform Network (TURN), the United States Department of the Navy, and Ron Knecht and Ray Czhahar.  The decision indicates other utilities and entities may participate as well. 

In D. 94-11-076, dated November 22, 1994, we note unbundling the cost of capital is appropriate where services and rates are unbundled.  Based on the record in that proceeding, we found that unbundling costs of capital is economically sound, will send correct price signals to energy markets, and will mitigate cross-subsidies.  We stated that utilities should address unbundling of costs of capital in any future proceedings that aim to unbundled electric or gas rate and services.

Sierra Pacific Power Company (SPPC)  was granted an exemption from cost of capital proceedings pending the Federal Energy Commission’s consideration of its upcoming merger with Altus Corporation.  (D.96-05-059 mimeo at 2-3 (May 23, 1996).)  If the merger is implemented, due to the rate freezes incorporated in its terms, SPPC will be except from cost of capital proceedings until 1999.  (Id.)  PacificCorp has an exemption from cost of capital proceedings through 1999 as a result of a settlement adopted in its last general rate case.  (52 CPUC2d 317, 321 (1993).)  Southwest Gas has been exempted through 1998 as a result of an alternative ratemaking approach in a settlement adopted in its last general rate case.  (57 CPUC2d 646, 649 (1994).)  

In D.97-12 -093, we found that the provisions of Assembly Bill 1890 apply to the smaller and multi-jurisdiction utilities and order each of these utilities to unbundle its rates into components that reflect its underlying cost for generation, transmission, distribution, and public purpose programs.

Energy Division recommends Southern California Water Company's Bear Valley Electric, Kirkwood Gas & Electric Company, PacifiCorp and SPPC attend these unbundling costs of capital workshops.  

D.97-07-054 adopted a Performance-based Ratemaking Mechanism (PBR) for Southern California Gas Company (SoCal Gas) and exempted SoCal Gas from the annual cost of capital proceedings for the time being.  However, the gas industry is going through rapid changes and may be subject to unbundling in the future.  In light of such industry changes, SoCal Gas may want to attend these workshops.

Additional sessions 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.




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

The Commission will maintain 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.  This area of the website is expected to be available on January 9, 1997.

Parties are invited to send copies of their proposals to the workshop participants and interested parties.  Additionally, parties may post a copy of their proposal  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 will be posted in that area of the website.

To facilitate an exchange of ideas prior to the workshop, please send copies of the proposals by January 12, 1998.   Parties are invited to send replies and comments on the proposals by January 16, 1998.  Please bring extra copies of your previously submitted proposals and reply comments to the workshop for parties who may not have received them.

Ground Rules for  this Workshop:

1. This is a workshop; the atmosphere will be informal.  There will be no Administrative Law Judge, no formal minutes or transcripts.

2. The workshop will explore the unbundling proposals submitted by parties.

3. Any member of the public may attend.

4. Donna Wagoner will chair and moderate this workshop.

5. The Energy Division will prepare a report on the results of the workshop and serve it on all parties to Application 97-05-016, all electric utilities, and all workshop participants.  Workshop participants will have an opportunity to review and comment on the draft workshop report.  

If you have any questions, please contact Donna Wagoner at 415-703-3175.

Yours truly,

Sincerely,

Paul Clanon, Director

Energy Division


