PACIFIC GAS AND ELECTRIC COMPANY�rebuttal testimony�of�richard a. patterson�chapter 2g�cost of capital


Q  1	TURN/UCAN propose that utilities should unbundle the cost of capital in a future proceeding, and that the result of that proceeding be applied retroactively to January 1, 1998.  Do you agree with this proposal?


A  1	PG&E agrees that the cost of capital should be unbundled in some future proceeding.  PG&E disagrees with the proposal that whenever an unbundled cost of capital is finally determined, that the result be applied retroactively to January 1, 1998.


Q  2	Why is PG&E opposed to having rates reflect an unbundled cost of capital effective January 1, 1998?


A  2	PG&E opposes the retroactive aspect of TURN/UCAN’s proposal for the following reasons.  


First, TURN/UCAN’s proposal would require PG&E to litigate twice the 1998 test year cost of capital, once in 1997 in the annual cost of capital proceeding for test year 1998 and then again in some future, undetermined proceeding.  It must be noted that a second cost of capital determination for 1998 would not be just a simple true-up.  Determining the unbundled cost of capital for a utility subject to competition requires an entirely different approach than determining the bundled cost of capital for the traditional utility in a non-competitive environment.  This is a wholly unnecessary burden on all parties.


Second, TURN/UCAN’s proposal is unfair to PG&E shareholders, since it adds an extra degree of uncertainty to future investor cash flows.  All else equal, if the Commission sets the 1998 cost of capital subject to future adjustment, investors will discount the price of the stock to reflect the additional uncertainty.  This is unfair to utility shareholders, unless compensated by a higher return.
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