
Pacific Gas and Electric Company
table 2-6
Illustration of S&P Methodology BASED ON ASSUMED ANNUAL CAPACITY PAYMENT OF 100 DOLLARS AND A TEN-YEAR CONTRACT

	Line No.
	Year
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	Line No.

	1
	Capacity Payments
	
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	$100.0
	1

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	NPV of Remaining Capacity Payments @ 10% (EOY)
	$614.5
	$575.9
	$533.5
	$486.8
	$435.5
	$379.1
	$317.0
	$248.7
	$173.6
	$90.9
	$0.0
	2

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	Average Balance
	
	$595.2
	$554.7
	$510.2
	$461.2
	$407.3
	$348.0
	$282.8
	$211.1
	$132.2
	$45.5
	3

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	Results For Credit Ratios
	
	
	
	
	
	
	
	
	
	
	
	4

	5
	Adjust Debt Balance for 30% Risk Factor
	
	$178.6
	$166.4
	$153.1
	$138.4
	$122.2
	$104.4
	$84.9
	$63.3
	$39.7
	$13.6
	5

	6
	Added to Total Debt and Total Capitalization for Debt to Capitalization Ratio; Added to Total Debt for FFO to Total Debt Ratio
	6

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	Interest Charges @ 10%
	
	$17.9
	$16.6
	$15.3
	$13.8
	$12.2
	$10.4
	$8.5
	$6.3
	$4.0
	$1.4
	7

	8
	Added to Interest Expense In Numerator and Denominator of FFO Interest Coverage and Pre-Tax Interest Coverage Ratios
	8
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table 2-7
IllustratiVE Calculation of the Debt Equivalence Cost FOR A CONTRACT FROM TABLE 2-6
	Line No.
	Year
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	Line No.

	1
	Average Contract Debt Equivalent from Table 2-6
	
	$178.6
	$166.4
	$153.1
	$138.4
	$122.2
	$104.4
	$84.9
	$63.3
	$39.7
	$13.6
	1

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Additional Equity To Rebalance Utility Capital Structure @ 50% Target Debt Ratio
	
	$89.28
	$83.20
	$76.53
	$69.18
	$61.10
	$52.20
	$42.43
	$31.67
	$19.83
	$6.82
	2

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	Pre-Tax Cost of Incremental Equity vs Debt, assuming 11.2% cost of equity, 5.5% cost of debt, and 1.69 net to gross tax multiplier; results in revenue requirements
	
	$11.9
	$11.1
	$10.2
	$9.2
	$8.2
	$7.0
	$5.7
	$4.2
	$2.6
	$0.9
	3

	4
	This figure should be added to an assessment of the annual total cost of the contract.
	4

	5
	NPV @ 10%:
	$49.35 
	
	
	
	
	
	
	
	
	
	
	5
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