
San Diego Gas & Electric’s Proposal for 

Unbundling the Cost of Capital  

Scope of Proceeding

Separate SDG&E’s current bundled cost of capital (generation, transmission, 

and distribution entities) into an unbundled entity reflecting SDG&E’s distribution  

business. 

SDG&E plans to utilize two complementary methods to determine SDG&E’s unbundled distribution cost of capital.  One method generates an unbundled distribution cost of capital utilizing the comparable company approach.  The second method starts with a bundled cost of capital estimate in which the distribution entity will be separately identified.  This approach takes into account generation and transmission cost of capital estimates in assessing SDG&E’s unbundled distribution cost of capital.      

Cost of Capital Components

Development of the distribution cost of capital (overall ROR) will consist of the following components:

1) Return on Equity

2) Embedded Costs 

3) Capital Structure

In unbundling SDG&E’s embedded costs and capital structure,  SDG&E believes litigation of these issues may be unnecessary because SDG&E’s 1999 embedded costs will, for the most part, support distribution and transmission functions.  Further, although SDG&E is currently evaluating its unbundled capital structure requirements, the company does not anticipate any significant changes and expects to manage its unbundled distribution capital structure in line with 1998 authorized ratios.  Lastly, SDG&E believes that unbundling embedded costs and capital structure into separate distribution and transmission components may be unnecessary as the results for each entity are expected to be similar.    

Comparable Company Technique

· SDG&E will use the comparable company technique to estimate the cost of capital for SDG&E’s unbundled entities.  The comparable company technique requires the identification of groups of companies with similar risk to SDG&E’s separate distribution, generation, and transmission businesses. 

Cost of Capital Estimation

· The cost of equity for each comparable group will be estimated using a combination of the Discounted Cash Flow, Capital Asset Pricing, and Risk Premium methodologies.
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