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Executive Summary

In early 2019, the Pacific Gas and Electric Company (PG&E), California’s largest utility, filed
for bankruptcy in anticipation of being held liable for the 2018 Camp Fire, the most deadly
wildfire in California history. While PG&E is an investor-owned utility (IOU), it serves 5.2
million households across the northern two-thirds of California and plays a critical role in the
state’s energy generation, distribution and long-term goals. As the bankruptcy unfolds and
California lawmakers decide how to weigh in on these proceedings, we highlight several key
topics for consideration: renewable energy, energy access, and wildfire liability. Regardless of
the outcome of PG&E’s bankruptcy, it is in California’s best interest for lawmakers to establish a
robust wildfire fund, coordinate energy purchasing and distribution among new local energy
providers, and scale up the development of local energy storage.

I. Introduction

The recent bankruptcy filing by PG&E has left its and California’s future uncertain.! If
California leaders remain detached from PG&E’s fate, the result will likely be entirely dictated
by economic factors that may not be in the state’s best interests. However, lawmakers can
mitigate some of the negative outcomes through legislative action that protects California’s
goals, people, and position as a progressive leader in energy and economic policy. We explore
several factors here that should influence legislative decisions regarding PG&E’s future.

I1. Renewables

PG&E’s uncertain future endangers California’s renewable energy targets. California has
codified ambitious clean energy goals over the past decade through legislation such as SB 350
(2015), with PG&E leading the way in implementing these policies. In 2017, PG&E delivered
80% of its electricity from renewable or greenhouse-gas free sources, two-thirds cleaner than the
industry average.? PG&E has surpassed the renewable energy goals set by the legislature ahead
of schedule thanks to its continued investments in new infrastructure and technology.?



PG&E plays a critical role in electric vehicle (EV) infrastructure throughout California. In
response to Governor Brown’s 2012 Executive Order for 1.5 million zero emission vehicles by
2025, PG&E launched their EV Charge Network to install 7,500 EV chargers for commercial
vehicles in multi-unit dwelling and workplaces through 2020.* The 2019 FleetReady program is
expanding infrastructure for medium and heavy-duty EVs, with 700 sites supporting at least
6,500 vehicles.® In conjunction, in late 2018, PG&E submitted a proposal to the California Public
Utilities Commission (CPUC) to revamp existing demand-based electric rate structures with new
subscription pricing, similar to choosing a data plan for a cell-phone bill. These innovations
make charging simpler and more affordable for customers, thereby accelerating the adoption of
EVs.® PG&E has a long history of supporting carbon-free energy, and lawmakers should
consider mechanisms to maintain this support now.

II1. Power Purchase Agreements

PG&E’s investments have been possible thanks to the certainty provided by political support and
power purchase agreements (PPAs). PPAs, which are long-term contracts between energy
generators and utilities to purchase energy at a fixed price, have contributed to the increase in
renewable energy generation by providing fixed revenue for facilities willing to invest in
expensive upfront costs.” The rise of these facilities and renewables on the market has
significantly decreased renewable energy costs.®

However, this cost decrease means that many of the 400 existing PPAs PG&E holds are selling
energy far above the current market value. For example, the average rate for solar PPAs with
PG&E is $140/MWh,” well above the current market value for solar energy at about $25-
30/MWh.!® Many fear that PG&E’s bankruptcy proceedings will reject or amend these PPAs
such that their value decreases.!!

When NextEra Energy’s Genesis Solar project had its credit rating downgraded as a result of
PG&E’s uncertain financial future, NextEra Energy asked the Federal Energy Regulatory
Commission (FERC) to step in to prevent PG&E from being able to disassemble these contracts
in any way.!% I3 If this bankruptcy continues a precedent of modifying PPAs, as was done in the
2001 PG&E bankruptcy, it will further disincentivize future investment in renewable energy
projects.'* With the passing of SB 100 (2018), these contracts should be managed in good faith
if California wishes to reach its target of 100% renewable energy by 2045.

IV. Community Choice Aggregations

Community Choice Aggregations (CCAs) are load-serving entities formed by local communities
(i.e. city or county) to negotiate lower energy prices, typically purchasing a large portion of
energy from renewable energy generators through wholesale contracts.!> After AB 117 (2001)
allowed for the formation of CCAs, they gained popularity and expanded across the state



because they provide their customers a choice in electricity provider and cheaper energy.!> Now
accounting for ~25% of the state’s electric load not provided by an investor-owned utility (IOU),
they are also subject to the same renewable targets laid out in SB 350 (2015) and SB 100
(2018).15 CCAs like MCE in Marin County help customers maximize savings through renewable
generation via feed-in tariff and net-metering programs.'6- 17

CCAs can establish their own rates, but use the distribution mechanism in place from IOUs such
as PG&E.!® Therefore, the liability for providing energy falls upon that utility, not the CCA.
Without that utility, CCAs may not be equipped to accept responsibilities such as customer
service, energy distribution, and ensuring power access.!> PG&E’s bankruptcy could force CCAs
to drastically change, impacting their ability to provide cost-efficient, cleaner energy to
customers while offering more choice in their provider.

V. Wildfire Liability and Regional Effects

Damages from the 2018 California wildfires exceeded $20 billion, a number that is expected to
increase in coming years with warmer, drier conditions fueled by climate change.!®-2* PG&E has
developed a reputation of public negligence after violating state law in at least eight of the twelve
wildfires ignited by its electric equipment during 2017 and causing the deadly 2018 Camp
Fire.?!"2> While many strongly feel that PG&E is to some degree at fault, the legal principle of
inverse condemnation allows victims to sue PG&E or the state for damages regardless of proven
negligence.?*

Historically, the legislature has allowed PG&E to recover their wildfire liability costs through
electricity rates (SB 901, 2018). While this shields the California government from financial
liability, it is a short-term solution to a much larger problem. A permanent mechanism to recover
costs must account for the disparities between California’s urban and rural communities, which
make up 94% and 6% of the population respectively.?> Urban communities benefit from dense
distribution and transmission routes, leading to cheaper grid construction and maintenance. Rural
communities are sparser, meaning it costs more to serve these customers.?® They are often more
prone to wildfires, which obviously pose a danger to energy infrastructure.?® 2’ An unequal rate
mechanism that charges rural customers more than urban customers may solve some of these
problems but would disproportionately hurt rural counties that already have a median household
income approximately 23% lower than in urban counties.? 26

Electricity cooperatives (co-ops) — private, independent utilities which are owned, maintained,
and regulated by their customers and typically serve more rural communities — present an
alternative solution.? PG&E’s bankruptcy may provide an opportunity for co-op expansion in
areas with lower customer density, where they can provide more flexibility to help reduce costs
and meet each community’s unique needs.?’



VI. Policy Recommendation

While California lawmakers have limited control over PG&E’s ongoing bankruptcy process,
they can work to address the preceding issues and provide legislative support dedicated to victim
compensation, the effects of decentralization, and energy storage options.

1. Victim Compensation

As wildfires continue to plague California with increasing intensity and frequency, inverse
condemnation does not provide adequate or timely recourse for recovery.? A wildfire fund is
one alternative mechanism to cover wildfire liability costs and properly compensate victims.
This fund will require a compromise between utility shareholders, who must financially
contribute, and insurers, who must accept a limit for which they will be reimbursed to cover
payments to their insurance policyholders. A further challenge is determining the necessary size
of this fund to cover future wildfires.

California’s Earthquake Brace + Bolt (EBB) program establishes a precedent of offering retrofit
grants and discounted insurance policies to make older houses more earthquake resistant.!: 32
With proper funding, a wildfire fund could similarly function to help prepare for and recover
from wildfires. One possible funding source is California’s cap-and-trade program which, since
2012, has generated over $4.4 billion earmarked for lessening the effects of climate change (i.e.
wildfires).?? Lawmakers should ensure that such a fund is quickly established and sourced to
protect victims of past and future wildfires.

ii. Decentralization

California customers increasingly source their energy from CCAs and direct access energy
service providers (ESPs). Within 5-10 years, 85% of California’s current electric load served by
IOUs like PG&E will be served by a non-IOU source.*® This has left IOUs primarily responsible
for constructing, maintaining, and operating the facilities over which electricity is delivered.

Unlike large IOUs, small-scale entities such as CCAs have limited ability to obtain credit ratings
and enter into the long-term contracts necessary to meet zero-carbon grid targets by 2045.3°
Additionally, major investments are needed to modernize the state’s electric transmission and
distribution system to safeguard against wildfires and accommodate new changes in generation
and demand. Without capital, the higher costs of these investments will inevitably be passed
down to consumers.

Therefore, we recommend legislation to coordinate energy purchasing by CCAs and ESPs to
ensure they meet the state’s clean energy and related goals. Furthermore, such legislation should
direct research into determining the best mechanisms to secure the transmission and distribution
of this energy in a way that benefits all California residents.



iii. Storage

After windy conditions caused a PG&E transmission line to spark the 2018 Camp Fire, the utility
has proposed cutting power on high-wind days to minimize wildfire risk. In some areas, the
wildfire season now extends from June through December, with conditions that could force
weeks of blackouts.?

To prepare for these situations, significant investment in energy storage is needed. Currently,
California’s Self Generation Incentive Program (SGIP) has authorized about $830 million for
qualifying behind-the-meter technologies through 2025, approximately 75% of which is reserved
for energy storage.*> However, SGIP’s impact has recently diminished due to increasing demand,
lower costs, and challenging bureaucratic paperwork.>> SGIP and other mechanisms should be
revisited to better incentivize home energy storage.

To accommodate California’s diverse needs, we recommend implementing a grant program, with
funds allocated based on each community’s level of wildfire risk. This would further allow for
innovative and tailored solutions including microgrids, solar panels, backup generators, and
more.

VII. Conclusion

As California struggles with climate change and growing wildfires, action should be taken to
compensate victims and pass legislation such as AB 893 (2018) to ensure utilities maintain
aggressive renewable energy goals.>® This means that structures supporting subsets of the energy
market, such as PPAs and CCAs, need to be upheld. Specifically, we recommend California
lawmakers establish a robust wildfire fund to prepare and cover liability for future wildfires. We
further recommend new legislation to coordinate energy purchasing and distribution by localized
entities such as CCAs and ESPs. Finally, the state should invest in the development and
distribution of local energy storage, particularly in communities that will face energy
intermittency as utilities deal with volatile weather and increased wildfire risk.

PG&E’s bankruptcy will have a lasting effect on the California energy market and should be
viewed not as a detriment, but an opportunity to advance the state’s role as a progressive energy
and economic leader. Lawmakers cannot simply accept the outcome of the bankruptcy court, but
must take initiative to promote a sustainable energy market and protect the interests of the
California people.
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