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FILE NO. 200223 RESOLUTION NO.

[Affirming City Support to Acquire PG&E Assets Contingent on Key Conditions and Priorities]

Resolution affirming the City’s continued good faith efforts to acquire the PG&E assets
necessary to provide clean, green, and affordable electric power delivery and service in

San Francisco, contingent on key conditions and priorities.

WHEREAS, The City and County of San Francisco has sought to provide electric
service to all of San Francisco since at least 1913 and has provided electric service to City
facilities since 1918; and

WHEREAS, In a letter dated January 14, 2019, Mayor Breed asked the San Francisco
Public Utilities Commission to prepare an analysis of the options for ensuring safe and reliable
electric service within the City, incl‘uding the possibility of acquiring the PG&E electric
distribution and transmission infrastructure assets that serve the City (PG&E Assets); and

WHEREAS, On April 9, 2019, the Board of Supervisors adopted Resolution No. 174-
19 determining that the public interest and necessity required Changing the electric service
provided in the City and requesting the SFPUC to prepare a report on options for improving
electric service in the City through vaoquisition, construction, or completion of public utilities
pursuant to Charter, Section 16.101; and

WHEREAS, On May 13, 2019, the SFPUC submitted a report to Mayor Breed and the
Board of Supervisors (SFPUC Report) analyzing three options for power independence,
including (1) continued reliance on PG&E for electricity distribution service; (2) targeted
investments in electric grid infrastructure to lessen the City's reliance on PG&E; and (3) full
power independence through acquisition of the PG&E Assets; and |

WHEREAS, The SFPUC Report concluded that acquisition of the PG&E Assets is the
only option that would allow the City to meet its goals for affordable, safe, énd reliable service;

Supervisors Peskin; Ronen
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protection of the environment and climate goals; transparency and public accountability;
workforce development; and equity; and |

WHEREAS, The City has engaged a number of expert consultants to assist it with
analyzing the acquisition of the PG&E Assets, including in the areas of utility asset valuation,
finance, utility rates, labor, engineering, and operations; and

WHEREAS, On September 6, 2019, the City and County of San Francisco submitted to
PG&E a non-binding indication of interest (I01), to acquire the PG&E Assets for $2.5 billion in
connection with the PG&E bankruptcy cases; and

WHEREAS, This $2.5 billion would compensate PG&E for the value of its assets and
provide funds that could be used to benefit ratepayers or pay fire victims; and

WHEREAS, The asset purchase would be financed using revenue bonds approved by
the San Francisco Public Utilities Commission (SFPUC) and the Board of Supervisors under
Charter, Section 8B.124, and repaid from the revenue collected by providing electric service
throughout San Francisco; and

WHEREAS, On January 14, 2020, the Board of Supervisors adopted Resolution 30-20,
conditionally approving the issuance of up to $3,065,395,000 of Power Enterprise Revenue
Bonds to acquire certain Pacific Gas and Electric Company electric distribution and
transmission assets to provide affordable, safe, and reliable electric service throughout the
City, subject to the future satisfaction of six specified conditions, including additional approvals
by this Commission and the Board of Supervisors; and

WHEREAS, Funding a PG&E assets acquisition through revenue bonds allows the City
to avoid drawing from its General Fund; and |

WHEREAS, On January 14, 2020, the SFPUC conditionally approved issuing these
revenue bonds, through its Resolution No. 20-0011, subject to the same conditions adopted
by the Board of Supervisors; and

Supervisors Peskin; Ronen
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WHEREAS, The City has consistently indicated that its pursuit of acquiring PG&E's
electric assets and any final approval of said acquisition would necessarily be predicated on

the City’s ability to ensure that the following key priorities could be satisfied:
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1) Financial Stability. City leaders will need to ensure that the City can afford to
purchase the electric assets, including financing the purchase price, transition costs,
maintenance and replacements over time, and financial reserves. This determination
will require confidence that the revenues will be more than adequate to cover thesé
costs while charging reasonable rates.

2) Support for Utility Workforces. San Francisco is committed to treating its
employees, those it can recruit from PG&E, and those who remain with PG&E fairly.
The City expects to recruit a talented workforce as part of this acquisition, by offering
stable careers with competitive pay and benefits, into its community-based and safety-
based workplace culture. The City has a long history of working productively with its
unionized workforce and will work in good faith to transition to City employment current
PG&E unionized employees who choose to make the transition.

3) Community and Worker Safety. The City is committed to providing safe and
reliable utility service and safe working conditions that protect employees and the
public.

4) Climate Change Prevention and Mitigation. The SFPUC already supplies
over 70% of the electricity in San Francisco through its Hetchy Power and
CleanPowerSF programs, which both provide cleaner energy than PG&E at lower
rates. Acquiring PG&E;S delivery assets would accelerate the City’s ability to meet its

ambitious decarbonization and climate resiliency goals.

Supervisors Peskin; Ronen
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5) Affordability and Equity. Providing electric service that is more affordable for
customers, especially those in lower income and disadvantaged communities, and
better incorporates local needs is of utmost importance to the City. The SFPUC is an
industry Ieéder in provid‘ing community benefits and prioritizing equity, inclusion, and
environmental justice in its programs. In addition, the City’s analysis indicates that its
acquisition would not significantly impact PG&E customers outside of San Francisco,
because San Francisco is a small part of PG&E’s service area, in terms of both size
and revenue.

6) Operational Excellence. Local control of the electric grid would allow San
Francisco to invest in its infrastructure and provide high-quality programs and services
in a way that prioritizes community involvement and engagement, with improved
accountability from a locally-elected Board of Supervisors and Mayor. The SFPUC
already provides electric transmission and distribution service, and is working to
identify and prepare for the increases in staff and service offerings that would be
necessary to provide service throughout San Francisco.

7) Improved Service to City Departments. The City started providing electric
distribution service to key facilities in 1918 and gradually increased that service, while
depending on PG&E to provide essential parts of the service. In recent years, PG&E
has obstructed service to City facilities by delaying connections and requiring
unnecessary, expensive facilities. The SFPUC will be able to provide more responsive,
efficient service that supports essential functions of the City; and
WHEREAS, The City and County of San Francisco continues to move forward with

preparations to ensure that these priorities can and will be implemented successfully,
bolstered on the Public Utility Commission’s long track record of safe and affordable water
and power delivery; now, therefore, be it |

Supervisors Peskin; Ronen
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RESOLVED, That the Board of Supervisors of the City and County of S8an Francisco
affirms its support for the City’s continued good faith efforts to aoduire the PG&E assets
necessary to provide clean, green and affordable electric power delivery and service in San
Francisco; and, be it

FURTHER RESOLVED, That the Board of Supervisors of the City and County of San
Francisco affirms its commitment to the key priorities and conditions identified in this subject
Resolution and prior policy resolutions; and, be it

FURTHER RESOLVED, That the Board of Supervisors of the City and County of San
Francisco directs the Clerk of the Board to transmit this Resolution to our State Legislative

Delegation and the Governor’s Office upon final adoption.

Supervisors Peskin; Ronen
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LONDON N. BREED
MAYOR

OFFICE OF THE MAYOR
SAN FRANCISCO

January 14, 2019

Harlan L. Kelly Jr., General Manager

San Francisco Public Utilities Commission
525 Golden Gate Avenue, 13% Floor

San Francisco, CA 94102

General Manager Kelly,

Over the past several years, a series of troubling issues have raised significant questions about the
future of Pacific Gas & Electric (PG&E). The recent tragedies of the Northern California
wildfires, departures of PG&E’s Chief Executive Officer and senjor executives, and the
company’s movement towards bankruptcy raise serious concerns about their ability to safely and
reliably deliver services essential to the people of San Francisco.

The City, through the San Francisco Public Utilities Commission (SFPUC), has a proven 100-

year track record of responsibly managing a large-scale power system that delivers clean Hetch
Hetchy power. Yet, we rely on PG&E infrastructure to transmit and distribute energy to our "
customers. We must also work with PG&E to transmit and distribute energy available through our
CleanPowerSF program; which by next Aprxl is set to have more than 360,000 accounts enrolled
throughout San Francisco. :

San Francisco will not continue to be a global economic leader without a dependable and clean
power grid. We also need a dependable grid to meet our City’s aggressive climate goals, which
include transitioning our buildings and transportation sectors off dirty fossil fuels. I believe San
Franciscans share these views as evident by their approval of Proposition A in June 2018. This
measure now allows the SFPUC to issue revenue bonds for facilities to produce and deliver clean
power, creating thousands of well-paying union jobs in the process. '

With these considerations in mind, I am requesting that the SFPUC prepare for the potential
ramifications of PG&E’s current instability by performing a detailed analysis of the current health
of the electrical network and a robust feasibility study on the various potential outcomes, along
with engaging with the appropriate state legislative and regulatory bodies. The analysis should
evaluate all options, mcludmg the possibility of acquiring or building electrical infrastructure
assets.

Within the next three months, I request that the agency issue a preliminary report on its findings
along with a timeline for completing the more detailed analysis and recommendations. I look
forward to seeing the results of this work and collaborating with the SFPUC, the City Attorney’s

1 DR. CARLTON B. GOODLETT PLAcE, Roowm 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141



Office, and our Board of Supervisors on this critical and urgent issue.
Sincerely,

Trwsho b

London N. Breed
Mayor "
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PURPOSE AND METHODS USED

This report is focused on fact-finding, to lay the foundation for future decisions on whether to move forward with
the further evaluations that would be needed prior to the investment of significant public funds. The information
and fact-finding in this report is drawn from the SFPUC’s own internal records and from publicly-available
documents. As noted in the report, this information has been used to develop preliminary estimates of the potential
benefits, costs, risk, and scope of the electric service options. Where possible, footnotes in the report provide
references to source materials and the basis for staff estimates. Appendix D, Appendix E, and Appendix F to this
report provide additional specifics and a broader set of reference materials. While preliminary, staff believes that
the information provided identifies the key considerations in planning a path forward, evaluates these
considerations with cost and benefit estimates where possible, and serves as a useful guide for policy makers to
move forward on the next steps to be taken. Finally, the information in this report and the preliminary estimates
" provided do not consider future local, regional and state-wide decisions regarding cost responsibility for PG&E ’s
outstanding and unfunded liabilities, including liabilities and claims related to wildfire hazards, both existing and
future.



EXECUTIVE SUMMARY

City staff has prepared a preliminary report on electric service options for San Francisco in response to
Mayor’s Breed request on January 14, 2019 and the Board of Supervisors Resolution approved on April
9, 2019, These electric service options include purchasing electric assets in and around San Francisco
that are currently owned and operated by PG&E. Purchasing PG&E’s electric assets would provide the
City with full power independence.

The City has a century-long history of providing greenhouse gas-free power to City facilities, buildings,
residents, and businesses. The City now has an opportunity to increase its power independence
considering PG&E’s filing for bankruptcy protection and ongoing concerns with PG&E’s operational
safety and reliability.

This preliminary report explores the different levels of power independence the City can pursue. The
City has already started taking a more aggressive approach in building its own electric distribution
systems. This is based on the San Francisco Public Utilities Commission (“SFPUC”) Power Enterprise’s
2016 Business Plan and has been enabled by the passage of Proposition A in June 2018 which authorized
the SFPUC to issue bonds for clean power facilities. This report demonstrates that further public
investment in San Francisco’s electric grid is worthy of further evaluation because it has the potential for
significant long-term benefits relative to investment costs and risks. The preliminary findings support
acquisition of PG&E electric assets serving San Francisco due to likely outcomes such as durable and
long-term cost savings; timely and cost-efficient modernization of the electrical grid; and meeting the
City’s priorities on affordability, clean energy, safety, reliability, workforce development and equity. The
City has the ability and intention to undertake such acquisition work with maximum community
engagement and accountability.

Based on the report’s preliminary findings, City staff should and will continue to analyze and study the
implications of obtaining full power independence by purchasing PG&E’s electric assets serving San
Francisco.

[ A copy of Mayor Breed’s Letter and the Board of Supervisors Resolution No. 174-19 are attached as Appendix A
and Appendix B.
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2015
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l. PROVISION OF POWER IN SAN FRANCISCO
Over 100 years of San Francisco’s Public Power Services

Pacific Gas and Electric Company (“PG&E”") and San Francisco both provide electric service within the
City and County of San Francisco (“City”). PG&E does so pursuant to a franchise agreement with the City.
The City provides service under authority granted it in the State of California Constitution?, the Federal
Raker Act of 19132, and the San Francisco Charter.® The Raker Act granted to San Francisco the right to
construct a water storage and conveyance system, and the obligation to construct a hydroelectric
generation system, in Yosemite National Park and Stanislaus National Forest. This system, known as the
Hetch Hetchy Water and Power Project, is operated by the San Francisco Public Utilities Commission
(“SFPUC”)*, a department of the City and County of San Francisco. Wholesale and retail power services
are provided by the SFPUC’s Hetch Hetchy Power Enterprise, San Francisco’s century-old public power
retail electric utility. The SFPUC owns and operates its own, green-house gas free hydroelectric
generation and other local renewable generation, and delivers these supplies to meet Hetch Hetchy
Power’s customer needs. The SFPUC’s goal for Hetch Hetchy Power is and has always been to provide
clean, safe, reliable, and affordable electric service while preserving the ability to operate, maintain,
repair, and improve SFPUC-owned facilities.

Holm

Fopthil! T Ghary Power
Tunnel Transmission Powerhouse Turnel

Mountaiy Tunne!
Ban Josquin wokniEy A Canyon

pelnes : - Poyeer Tunfel
Pipelinez Kirkwood ver TURRE
- Powsarhouse
Moccasin Fowarhouse ‘

! State of California Constitution, Article X1, § 9.

2 Federal Raker Act of 1913, Pub. L. No 63-41, 38 Stat.242.

3 San Francisco Charter §§ 4,112, 88.120-127, 16.101.

4 SFPUC Power Enterprise Hetch Hetchy Power System, https://sfwater.org/index.aspx?page=1241 .
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With the ongoing construction of the
Hetch Hetchy Water and Power Project,
and electric generation dating back as
early as 1918, San Francisco set itself on
a trajectory of measured independence
from PG&E. Since the early part of the
20" century, the City has owned,
operated and maintained generation
and transmission facilities, and some
distribution facilities. For decades, San
Francisco purchased distribution
services from PG&E pursuant to a series
of bilateral agreements that allowed the
City to deliver power to its numerous
individual customers scattered
throughout the City. These agreements
with PG&E to purchase distribution
services mitigated the need for the City
to invest in its own comprehensive
distribution facilities. The last of these
agreements expired June 30, 2015.

PG&E’s cooperation with the City to
serve City facilities has diminished over
time, while Federal laws establishing
open access to distribution services ~ < e
provided a right to access another utility’s distribution grid for eligible entities, like San Francisco.
Beginning in the 2000’s, the City pursued relief from the Federal Energy Regulatory Commission, as
PG&E attempted to abrogate its agreements with San Francisco and unreasonably withhold tariffed
distribution service from the City.® Continued reliance on purchasing distribution service from PG&E has
grown increasingly untenable and unnecessarily expensive.

Over this same time period, San Francisco policy makers have renewed the City’s preference that
electric service be provided to City projects and new developments by the City’s public utility, Hetch
Hetchy Power, when feasible.” The SFPUC Power Enterprise Business Plan identified that strategic
investment in distribution is an important initiative for the SFPUC to ensure ongoing access to
distribution services for its customers, and to secure service for new Hetch Hetchy customers.® Hetch
Hetchy Power has worked with customers, departments, and developers, partnering to investin
distribution facilities and distributed energy resources. These investments have furthered the City’s
independence from PG&E’s grid.

5 Federal Power Act. 16 U.S. Code §824k(h).

& Complaints filed at FERC under Docket Nos. EL05-133-000 (2005), EL15-3-000, and EL19-38.

7 San Francisco Administrative Code Section 99: Public Power in New City Developments.

8 power Enterprise Business Plan 2016, https://view.joomag.com/sfpuc-power-business-plan-power-enterprise-
business-plan-2016/02845680014551229447page=2.
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In June, 2018, San Francisco voters overwhelmingly (77.2% approval) approved Proposition A, delegating
to the Board of Supervisors approval of revenue bond financing “...for facilities needed to produce and
deliver clean power when approved by ordinance receiving a two-thirds vote of the Board of
Supervisors.”® This new authority furthers the continued strategic investment in distribution, and
distributed, grid-dependent energy resources and innovations, as envisioned in the 2016 Power
Enterprise Business Plan.

In May 2016, the SFPUC launched CleanPowerSF°, San Francisco’s Community Choice Aggregation
program. This initiative furthered San Francisco’s independence from PG&E as San Francisco enrolled
businesses and residences in its cleaner, more affordable electricity supply. Under this State-law
enabled program, San Franciscans receiving electric services from PG&E could be provided with more
clean power choices identified and obtained by the City, while remaining PG&E distribution customers.
CleanPowerSF’s energy supplies have a significantly higher renewable content and lower carbon content
than PG&E’s energy supplies.

CleanPowerSF and Hetch Hetchy Power together supply nearly 80% of San Francisco’s electricity needs
today.'* Both Hetch Hetchy Power and CleanPowerSF continue to support valuable City and community
goals for climate action, sustainability, accountability, local investment, and equity.

 Eatly Intake Powerhouse starts operation. . - . \ s

1918 !
1925 Moccasin Powerhouse starts operation (and is reconstructed in 1969). .
: , | Reducing reliance oy PG&E |
19a0 Holm Powerhouse starts operation _for supply and transmission .
1969 Kirkwood Powerhouse starts operation; transmission lines to Newark |
) completed.
1997 SERUC assumes responsibility for all electric service an Treasure and Yerha :
Buena Islands. . Reducing reliance on
5007 SEPUG invests in distribution to serve the homes and businesses at "The PGEE @' distribution
 Shipyard,” a developnient at the former Hunter's Point Shipyard.
. . - . : Eliminating reliance an PG&E
. , ' SEPUC takes responsihility for scheduling and balancing its supplies to match , E : o
2010-2015 . : - , forsupply balancing services
it demands and managing supply market risks. , . .
- and market risk protection
01LE SFPUC invests in distribution to serve Transbay Transit Center and begins Reducing reliance on
- construction of the Bay Conidar Transmission and Distribution project. PG&E for distribution
: : : i ; g
20 16 SEPUC launches CleanPowe)SE offering San Francisco residents and Reducing reliance ,m‘s ‘ |

husinesses a choice of affordable cleaner energy supplies.  PG&E for supply

® Proposition A: San Francisco Revenue Bonds for Power Facilities Excluding Fossil Fuels and Nuclear Energy Charter
Amendment. Approved on June 5, 2018.

10 CleanPowerSF website, https://www.cleanpowersf.org/.

11 Estimate of supply share is based on projected results of CleanPowerSF’s April 2019 enrollment, currently
underway.
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Our City’s and our community’s reduced reliance on PG&E electric supplies in favor of supplies from
Hetch Hetchy Power and CleanPowerSF are significant contributors to San Francisco climate milestones.
Since 1990, San Francisco has reduced citywide emissions 36 percent, while the population has grown
22 percent and the local economy 166 percent.*

Reliance on PG&E Distribution Services has been Expensive and Compromised Climate Goals

While San Francisco has been investing to reduce its reliance on PG&E’s distribution system, it still
heavily relies on PG&E distribution infrastructure for delivery of the clean power San Francisco
generates and purchases for its customers. These are customers that PG&E, as a for-profit corporation,
would like to continue to serve and from whom they would like to continue to collect revenue.™

HETCH HETCHY POWER
SUPPLY AND TRANSMISSION

PG&E DISTRUBUTION SAN FRANCISCO
’ CUSTOMERS

CLEANPOWERSF SUPPLY

This overlap of San Francisco’s public and PG&E’s for-profit power service is unique. No place else in
California or nationally is there a patchwork of distribution facilities so intermeshed between a public
utility and a private one. Typically, electric utility service territories are geographically defined and
exclusive, like those of Sacramento Municipal Utility District or Los Angeles Department of Water and
Power. While service on the edge of the geographic territories may be contested as communities grow,
such disputes are generally resolved with one or the other utility providing the service, and not both.

1249017 San Francisco Geographic Greenhouse Gas Emissions Inventory at a Glance,” San Francisco Department of
Environment, Climate Program, V1.0, published April 2019,
https://sfenvironment.org/sites/default/files/fliers/files/sfe cc 2017 community inventory report.pdf.

13 per California Public Utilities Commission regulations, PG&E’s rates are set to allow it to earn profits based only
on its net capital investment in electric infrastructure (its “rate base”) and most of those profits come from PG&E’s
investment in distribution facilities. PG&E’s current investment (rate base) is about 55% in distribution facilities,
24% in transmission facilities, and 21% in generation {supply) facilities (shares of total are for 2016). See
http://www.cpuc.ca.gov/General.aspx?id=12092.
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San Francisco’s reliance on PG&EF to deliver power to many of San Francisco’s Hetch Hetchy Power
customers has become highly problematic, notwithstanding the fact that the terms and conditions of
the delivery service are established in a Federally-regulated, open-access, tariff. Because PG&E s a
direct competitor in serving San Francisco customers, its strategy has been to leverage its ownership of
assets to impose unnecessary and expensive requirements on the City. PG&E’s efforts to impede and
complicate City electric service increased in 2015 upon the expiration of a seventy-year-old
interconnection agreement which had limited the customers the City could serve. PG&E’s actions result
in significant delays and excessive costs to important City projects, ranging from over twelve months of
unnecessary closure of a public pool, to slowing the pace of construction of new affordable housing, to
delaying the installation of employee restrooms on City bus routes, and preventing electric service for
electric vehicle charging stations in a City parking lot. PG&E’s behavior results in lost electric revenues
for the City; endangerment or loss of grants for important City projects; delays in critical services such as
affordable housing; and, additional costs and loss of space for the installation of unnecessary electrical
equipment. In a quarterly report to the Board of Supervisors in January 2019, the SFPUC reported thirty
delayed projects (with many more at risk of being delayed), 5.7 million pounds of carbon dioxide
emissions, and $8 million in additional project costs, borne largely by taxpayers, caused by PG&E.* The
conditions PG&E is seeking to impose do not improve reliability nor safety.

The map on the following page shows the 53 actively contested Hetch Hetchy Power customer sites
where PG&E has imposed requirements, unnecessary for safe and reliable distribution service. Each site
is labeled to indicate the type of service the customer is providing, or attempting to provide, at the site.
“Housing” indicates an affordable housing site; “Infrastructure” indicates a water, wastewater, or
transportation facility; “Health” indicates public safety or medical services are provided at the site;
“Institution” denotes a site where a school, community center, or other City service is provided; and
“Recreation” indicates services like a swimming pool or services associated with a park are at the site.
Many of these delayed projects are for health and safety renovations as well as accessibility
accommodations for older City facilities that are in urgent need of updates.

4 san Francisco.Board of Supervisors Quarterly Report, Status of Applications to PG&E for Electric Service, dated
January 25, 2018.
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The figure below helps illustrate the requirements PG&E is trying to impose on the City when it
purchases PG&E distribution services. A restroom was to be constructed at the end of a bus route for
the exclusive use of transit employees. PG&E tried to require San Francisco to install electrical
equipment seven times the size of the restroom itself at a cost 10 times greater than the bathroom
construction costs. The electrical equipment PG&E was requiring, appropriate for a facility like San
Francisco General Hospital, would have operated a hand dryer and two light bulbs (one interior and one
exterior).

For a new transit
worker restroom, PG&E : I
12

tried to require the City 4
o install equipment 5] ? .
that takes up 600 SFMTA APPROPRIATE ELECTRICAL PG&E REQUIRED

: RESTROOM EQUIPMENT SPACE EQUIPMENT SPACE*
sqaure feet and costs

CAPITAL COST: CAPITAL COST $5.000 CAPITAL COST $500,000
half a million dollars: $60,000 Lg%}gl{\)ﬁE OPERATING COST, g{ggtggoopslamma COST:

+ELEPHANT FOR S0ALE OMEY NOT CURRENTLY REQUIRED BY PLAE

The costs and delays to City projects also force more reliance on PG&E’s less-clean energy supplies and
diminish use of publicly owned clean energy in San Francisco.

San Francisco has, as mentioned above, sought redress from the Federal Energy Regulatory Commission
through its formal complaint process.

The Directive to Explore Expansion of Public Power Infrastructure

Against this background of PG&E denying or delaying City service, causing economic and climate harm,
PG&E has been cited with alarming safety violations across its larger service territory. Governor
Newsom’s Strike Force Report released in April 2019, provides a sobering summary.

PG&E’s decision to voluntarily seek the protection of a chapter 11 bankruptcy
court punctuates more than two decades of mismanagement, misconduct,
and failed efforts to improve its safety culture. Prior to its filing, PG&E already
was on criminal probation, having been convicted of five felony counts for
safety violations in connection with the San Bruno gas explosion in 2010. That
explosion resulted in eight deaths, approximately 58 injuries and 38 homes
destroyed. PG&E was also convicted of obstruction of justice, fined over $4.6
million, and sentenced to substantial community service as a result of the
same incident... Despite repeated assurances from management that the
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company would change, PG&E has failed to implement the fundamental
management and cultural reforms to prioritize safety and reliable service.’

While large parts of PG&E’s service territory have experienced catastrophic wildfires linked to PG&E’s
operations, San Francisco has experienced less devastating substation fires and numerous underground
electric vault explosions, causing injuries, requiring evacuations and/or extended shelter in place
requirements, property damage and outages.*®

On January 14, 2019, Mayor Breed asked the SFPUC to evaluate all options to ensure a safe, reliable grid
to meet the City's climate goals and ensure affordable rates. The Board of Supervisors also approved a
resolution on April 9, 2019 requesting the SFPUC to report on options for improving electric service in

" San Francisco through acquisition, construction, or completion of the City’s own electric system. /

PG&E will present its own re-organization that allows it to emerge from bankruptcy, and the California
Public Utilities Commission (“CPUC”) and California state lawmakers are also considering restructuring
alternatives that could include transfer of all or parts of PG&E to local, public ownership. Mayor Breed’s
and the Board of Supervisors’ requests for SFPUC’s analysis recognizes it is important for San Francisco
to be proactive in preparing for potential opportunities in changing its historical reliance on PG&E.
Through a letter from Mayor Breed and City Attorney Herrera, the City has informed PG&E that it may
choose to make a formal offer to acquire PG&E’s electric distribution facilities within the coming months
as part of PG&E’s bankruptcy protection process.™®

The City’s Options

This report identifies and describes three options for the path forward for providing affordable,
dependable and clean electric service to San Francisco. The options discussed in this report are only
regarding electric services.

1. Limited Independence — The City would continue fighting for fair treatment and
reasonable service from PG&E for both its Hetch Hetchy Power utility and
CleanPowerSF Community Choice program. The Hetch Hetchy Power utility will grow
its customer base through transfers of PG&E customers that choose to become
customers of Hetch Hetchy Power, but will be at risk of customer loss to the extent
PG&E is able to continue imposing requirements that impact the City’s ability to serve

15 “yvjildfires and Climate Change: California’s Energy Future,” A Report from Governor Newsom’s Strike Force,
April 12, 2019, pp. 44-45: https://www.gov.ca.gov/wp-content/uploads/2019/04/Wildfires-and-Climate-Change-
California%E2%80%99s-Energy-Future.pdf.

16 For example, the September 28, 2015 transformer explosion at 269 Coleridge which sent two neighbors to the
hospital with burns; the August 21, 2016 manhole cover blown off a PG&E vault in San Francisco’s Financial District
(near 350 Bush); the August 19, 2005 PG&E transformer explosion that blew a manhole cover 30 feet into the air
and burned a 40-year old woman on her face and neck; the March 2005 fire at a PG&E substation at Eighth and
Mission streets that knocked out power to 25,000 customers, and the fire at the same substation that left more
than 100,000 residents and stores without power the weekend before Christmas in 2003.

17 A copy of Mayor Breed’s Letter and the Board of Supervisors Resolution No. 174-19 are attached as Appendix A
and Appendix B.

18 \layor London N. Breed and City Attorney Dennis J. Herrera’s Letter to PG&E. March 14, 2019. See Appendix C.
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customers. City grid-dependent climate actions are compromised under this scenario.
The City’s heavy reliance on PG&E will continue to put City projects, such as affordable
housing developments and school renovations, at risk of experiencing major delays
and increased costs imposed by PG&E. CleanPowerSF customers will continue to rely
on PG&E for service quality and on state regulation for affordability for PG&E’s
delivery of CleanPowerSF supplies.

Targeted Investment for More Independence — Power Enterprise’s 2016 Business
Plan proposed targeted investment in electric distribution infrastructure as the City-
owned grid is rebuilt in redevelopment areas and modernized in locations across San
Francisco. The City has been actively pursuing targeted investments. The 2018 passage
of Proposition A enables the City to significantly accelerate those efforts and the
resulting cost savings, rate reductions, and climate benefits for San Franciscans.
However, targeted investment is limited in its reach, and even with the financing
advantages of Proposition A, the pace of investment and benefits received remains
heavily impacted by PG&E. CleanPowerSF customers will continue to pay for
distribution services from PG&E and will be reliant on PG&E for service quality and on
state regulation to ensure affordability. For Hetchy Hetchy Power customers, the City
will continue to fight for fair treatment from PG&E for interconnections to PG&E-
owned facilities. City grid-dependent climate action gains will also continue to be
challenged as PG&E will continue to control most of San Francisco’s electric grid.

Acquire PG&E Assets for Full Independence — The City can completely remove its
reliance on PG&E for local electricity services through purchasing PG&E’s electric
delivery assets and maintenance inventories in and near San Francisco, and operating
them as a public, not for profit service. The City will pay PG&E a fair price for the
assets that reflects asset condition. In this option, the City will also offer jobs to
PG&EF’s union and other employees who currently operate the grid. The City will
expand the Hetch Hetchy Power publicly-owned utility service to all of San Francisco,
to provide clean, safe, reliable, affordable and sustainable service to all customers.
The City will be responsible for upgrading and modernizing PG&E’s electric facilities in
San Francisco that are aging or unable to support new supply and distribution grid
technologies, and will be able to better control the pace and priority of those
improvements.

The CleanPowerSF customer base, workforce, and supply commitments will be
integrated into the Hetch Hetchy Power public utility, with service quality and
affordability held accountable by San Franciscans through their local elected officials.
Power independence for San Francisco will eliminate the need to fight for fair
treatment from PG&E. City projects will no longer be affected by PG&E's requirements
and delays. The City will also be well positioned to meet its climate goals — through
both supply- and grid-dependent actions — and efforts towards other critical priorities
will be supported and advanced through comprehensive, local oversight of all electric
services.
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Pursuing this option requires the City to undertake analyses to determine whether the
acquisition is feasible, including whether it would benefit City taxpayers and electric
customers over the long term, produce a fair price to PG&E, and be fair to PG&E’s
employees and its ratepayers outside of San Francisco.

Size and scope, measured in the number of accounts, demand and annual revenue opportunities, vary
considerably across these options. The differences in the capital expenditures associated with each
option also help illustrate the magnitude of the opportunities and quantify the dollars at risk. The table
below summarizes key metrics and provides preliminary estimates for those metrics.

HETCH HETCHY POWER COMPARATIVE STATISTICS®

(Preliminary Staff Estimates)

STATISTIC LIMITED INDEPENDENCE  VORE INDEPENDENCE  FULL INDEPENDENCE

3,500 | 7,000
150 MW 300 MW
$4100 million/yr $220 million/yr.
' e A  Dependent on Fai
$25—_$:LOO million $:LO-§OO million  Value analysis; could be
varies annually per investment ~ ~

_few billion dollars initially
*An annotated version of this table is provided in Appendix D,

The City’s spending needs are significant and increasing across all options, but across the options,
revenues to support those investments increase, as does the City’s independence from PG&E. Perhaps
most impactful to San Franciscans in the long term are the differences among the options in the amount
of decision making authority and accountability that rests with the City, as discussed in further detail
fater in this report.

1. OPTION ONE: LIMITED INDEPENDENCE

The City and all San Francisco residents and businesses will continue to rely upon PG&E for distribution
grid services. Under this approach, the City will continue fighting for fair treatment and service from
PG&E, both for its Hetch Hetchy Power customers and its CleanPowerSF customers. The Hetch Hetchy
customer base may continue to grow as customers choose to become customers of Hetch Hetchy
Power. The City pays PG&E for the City’s use of PG&E distribution service to meet the needs of the City’s
Hetch Hetchy Power customers, while CleanPowerSF customers pay PG&E directly for distribution
service. All of these payments flow to PG&E for its system-wide spending needs and may or may not
flow back to San Francisco in the form of local grid investments and upgrades.

The benefits of continuing with this approach are limited, with the main benefit being the avoidance of
the large capital expense associated with Option 3. For the customers served by Hetch Hetchy Power,
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FERC action on San Francisco’s October 2014 and 2019 complaints could help reduce unnecessary costs
and delays. Such action would have to be joined with a fundamental change at PG&E that results in the
company providing wholesale distribution service as a reasonable partner that follows its own tariff.
Were those two actions taken, continued reliance on PG&E distribution service to meet San Francisco’s
goals for much of the existing Hetch Hetchy Power customer base could be an effective approach.

For the foreseeable future, however, it appears that the continued reliance option will include ongoing
costs and compromise to the City’s critical public services and goals.

Ongoing Costs

The City’s current reliance on PG&E for distribution service for the City’s Hetch Hetchy Power customers
continues to create major delays and cost increases to City projects. As referenced above, the existing
identified disputes are estimated to cost the City approximately $8 million. The total costs of relying on
PG&E for electric distribution go well beyond these identified barriers to connection imposed by PG&E.

Overall, staff estimate that the City has paid and will continue to pay anywhere from $25-$100 million to
PG&E each year. This includes (i) wholesale distribution services used by the City to serve its Hetch
Hetchy Power customers, and (ii) payments to PG&E to build out and maintain its own facilities in San
Francisco when needed to serve Hetch Hetchy Power customers. The elements of this estimate
include:®

e Approximately $10 million per year for electrical distribution service for Hetch Hetchy Power
customers based on metered usage of the PG&E grid and rates set by the Federal Energy
Regulatory Commission.*

e Maintenance fees, for specific PG&E-owned facilities, which are paid to PG&E in perpetuity.

e Additional payments for PG&E to build out and maintain grid facilities with case-by-case service
requests (e.g., shutdowns, relocations, upgrades, and new services). As the City continues to
renovate outdated City facilities and develop new facilities, the City anticipates it will need to
continue making significant payments to PG&E to upgrade its distribution system so that the
City can continue to serve its Hetch Hetchy Power customers with distribution service purchased
from PG&E.

In essence, the City is paying PG&E to build and upgrade its system, and then PG&E charges service fees
for the City to use that system. Those funds currently flow to PG&E for it to spend across its Central and
Northern California service territory, and for PG&E to pay shareholder dividends and bondholder
interest payments. If, instead, the City invested in electric facilities it would own, the payments to PG&E
could be re-invested to maintain and improve the electric system in San Francisco; since the City has no
shareholder costs and lower borrowing costs, funding would be available for other City initiatives and to
improve service affordability.

19 See Appendix D for more information on the basis of this estimate.
20 SEPUC pays PG&E’s wholesale distribution rate of $10-518/MWh (depending on service voltage), with
approximately 600,000 MWh delivered over PG&E’s distribution system annually.
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This rationale applies not only to the City’s payments to PG&E for its wholesale distribution services, but
also to San Francisco residents and businesses more broadly, almost all of whom pay PG&E directly for
electricity deliveries using PG&E’s facilities. Staff estimates show that currently, roughly $300 million per
year?! flows from San Francisco to PG&E through PG&E’s bills for electric distribution services to Hetch
Hetchy customers, CleanPowerSF customers,?? direct access customers in San Francisco, and PG&E’s
remaining bundled customers.

YEARLY FUNDS FLOW FROM SAN FRANCISCO TO PG&E FOR
ELECTRIC DISTRIBUTION - INITIAL SFPUC STAFF ESTIMATES*

PAYIMENTS FOR

SAN FRANCISCO DISTRIBUTION
s RATEPAYERS

PROFITS, TAXES,
BORROWING COSTS

PAYMENTS FOR “PUBLIC
PURPOSE PROGRAMS”

CITY AND COUNTY
TAXES AND FEES

*An annotated version of this diagram is provided in Appendix E.

About $75 million (25% of 300 million)?® of that total covers San Francisco’s share of PG&E’s shareholder
profits (currently authorized at 10.25% per year), federal and state income taxes, and borrowing costs.

An estimated additional $60 million per year, paid by San Francisco residents and businesses recelvmg a
PG&E electric bill, funds PG&E- administered public purpose programs throughout its service territory.*
These programs cover a wide variety of energy efficiency, low-income, research and development and
other community benefits programs. While extensive, these programs are often not tailored to San
Francisco-specific building stock or demographic characteristics.”® Although local governments like San
Francisco have historically worked with PG&E to design local energy efficiency programs to serve small

21 See Appendix E.

22 CleanPowerSF customers pay nearly $200 million/yr for PG&E distribution services. See Appendix E.

23 See Appendix E. Note also, most of PG&E’s profits are recovered through distribution rates. In 2016, PG&E’s
total rate base was 55% distribution, 24% transmission, and 21% generation, see
http://www.cpuc.ca.gov/General.aspx?id=12092.

24 See Appendix E.

% For example, many of PG&E’s energy efficiency programs are targeted at inland and warmer climate zone
electric usage such as air conditioning or pool pump applications, which have little penetration within San
Francisco.
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and hard-to-reach commercial and residential customers, PG&E has recently cutback on those and

denied funding to local programs like San Francisco’s.?®

In return, PG&E makes payments to the City and County of San Francisco for property taxes, franchise
fees and business taxes, and has historically made charitable contributions to San Francisco-based

organizations. Staff estimates these payments to be on the order of $40 million per year.?’

Compromise of City’s Climate Goals

100% GHG-free by 2030
(Adopted in BoS Resolution 349-11)

Electric Supply: City-wide

GHG Emissiohs: City-wide . .
(includes electricity, transpor- Net-zero emissions by 2050 ;
tation, & natural gas uses) (Announced by Mayor Farrell on April 19, 2018) ;:

Historically and today, the City’s reliance on PG&E compromises the City’s achievement of its critical
climate goals, given both PG&E's electricity supply content and its grid management practices. The City
has a goal of using 100% GHG-free electricity supplies by 2030 without using nuclear sources, a goal
more ambitious than the State’s target that PG&E must follow. Both Hetch Hetchy Power and
CleanPowerSF are on track to meet this goal, while PG&E’s power mix includes nuclear sources and
other sources that are not GHG-free. A comparison of the power content for 2017 is shown on the next
page using the method established by the California Energy Commission.? Under the continued reliance
scenario, roughly 20% of San Francisco residents and businesses who do not receive supply from Hetch
Hetchy or CleanPowerSF are on a slower track to meet San Francisco’s goal.” *

% See City and County of San Francisco Protest of PG&E Advice Letter 4011-G/5375-E, PG&E’s 2019 Energy
Efficiency Annual Budget Advice Letter in Compliance with Decisions 15-10-028 and 18-05-041 (Oct. 4, 2018), p. 4
(San Francisco’s 2019 energy efficiency program budget was reduced by 30%.)

27 See Appendix E. Note, the staff preliminary estimate of $40 million/yr includes components that are associated
with PG&E’s corporate overhead and with PG&E’s gas, electric transmission, and electric supply units, so is
overstated when compared to the $360 million in funds for electric distribution services and programs flowing
from San Francisco to PG&E.

28 pG&E 2017 https://www.pge.com/pge_global/common/pdfs/your-account/your-bill/understand-your-bill/bili-
inserts/2018/10-18 PowerContent.pdf »

Hetch Hetchy Power 2017 https://www.sfwater.org/modules/showdocument.aspx?documentid=13205
CleanPowerSF 2017 https://www.cleanpowersf.org/s/eiqgdmakor48lcbiciOnayOcgvgbzlf

The intermittency of some renewable supplies is balanced with system power.

29 The 20% estimate includes supplies that are available to some commercial customers from third-party suppliers.
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2017 PG&E AND SAN FRANCISCUO POWER CONTENTS

(data from the California Energy Commission wehsite)
2% 1%

UNSPECIFIED

CLEANPOWERSE |
POWER

PG&E POWER

GONTENT

While San Francisco’s supply-dependent climate initiatives can continue to be implemented under this
approach, distributed, grid-dependent initiatives will continue to be compromised. Grid-dependent
initiatives require PG&E to be a willing and reasonable partner, prepared to implement services at a
commercially reasonable pace. For example, connecting electric vehicles charging infrastructure to
PG&E’s grid has been delayed and burdened by unnecessary costs; Hetch Hetchy Power rooftop solar
system sizes have been limited to the customer demand on-site, notwithstanding the City’s interest in
exporting excess production to share within the Hetch Hetchy Power customer base.

Hetch Hetchy Power customers continue to experience delays, unnecessary requirements and out right
refusal of service by PG&E when requesting connection of solar, storage, electric-vehicle charging, and
other grid-connected assets. PG&E’s constraints often create cost and administrative burdens making
the pursuit of innovative programs and technologies less feasible.

Compromise of City's Affordable Housing Goals

Other City-wide initiatives for affordable housing and economic development are also threatened by
PG&E requirements that cause delay and increase costs for new developments. In some cases, PG&E's
requirements have forced affordable housing developments to use generators for temporary
construction power, which increases costs as well as air and noise pollution. Local communities in San
Francisco face the consequences of PG&E’s requirements as renovations to schools, parks, and other
community facilities continue to be delayed.

111. OPTION TWO: TARGETED INVESTMENT FOR MORE INDEPENDENCE
Under this option, the City will continue its current path of making strategic, targeted investments in San

Francisco’s grid, both by building its own distribution infrastructure and, subject to PG&E’s cooperation,
by acquiring specific, self-contained PG&E-owned distribution facilities.

30 Under California Energy Commission reporting rules, unspecified sources are those that cannot be tracked back
to a specific source of fuel for electricity generation.
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SFPUC Has Made Targeted Investments

SFPUC has already started making targeted investments in new grid infrastructure in redevelopment
areas. Projects completed and currently under construction will result in City-owned distribution
facilities sufficient to serve about 10% of San Francisco’s total needs. The table below provides examples
of these investments.?!

_ Project Name . m _ Description

8-12

As Treasure Island is being redeveloped, the SFPUC, in partnership
Treasure Island with developers, is building new electric distribution

MW infrastructure at both Yerba Buena Island and Treasure Island.

L 5  The SFPUC has installed electric distribution infrastructure
Y MW ‘ to serve the new modern regional transit hub.
As Market Street is being revitalized, the SFPUC will install underground
Bett tS BD e ’
ottor Market Street T distribution infrastructure for future developments along Market Street.
Hunter's Point ' 3 SFPUC has installed electric distribution infrastructure fo serve the residential
Shipyard (Phase 1) MW * community located along the southeastern wateifront of San Francisco.

As Pier 70 is being redeveloped, the SFPUC, in partnership with developers,
. 15-22 . - N .
Pier 70 MW - is building new electric distribution infrastructure that will serve new
) residential, commercial, and retail space.

The SFPUC is installing electric distribution infrastructure to ensure electric
reliability to San Francisco’s largest wastewater facility that is currently
undergoing construction for operational improvements and upgrades.

Southeast Wastewater . 12
Treatment Plant . MW

Bay Corridor Transmission & ’
Distribution (BCTD) (Pier 70 and the  60-75 The SFPUC is currently developing this electric distribution project that
Southeast Wastewater Treatment MW will serve customers along the southeast bayside of San Francisco.
plant will be served by BCTD)

The City will continue to identify and pursue opportunities for investments in coordination with planned
redevelopment, growth and expansion in San Francisco. This type of targeted investment aligns with
Chapter 99 of the San Francisco Administrative Code which mandates new City development projects to
receive electric service from Hetch Hetchy Power when feasible.

As San Francisco’s grid infrastructure is rebuilt, modernized, and expanded, the City will also evaluate
purchasing particular portions of PG&E’s existing grid infrastructure. These types of investments are only
feasible if PG&E is willing to work cooperatively with the City.

Targeted investment is beneficial to the City for the long term as it reduces the amount of on-going
service and facility-specific maintenance fee payments to PG&E and, at those locations, should reduce

31 Size estimates are at full build out and are based on current estimates. Taken together, the investments listed
will serve approximately 100 MW of customer demand, or about 10% of San Francisco’s current total demand.
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disputes with PG&E. Essential-service City departments will also have more reliable electric service as
the City would be modernizing the grid infrastructure. Enabled by the passing of Proposition A in 2018,
the City is now well-positioned to efficiently finance these local investments over the long-term at a
relatively low cost, and to accelerate the pace of these investments.

Hardships with PG&E Remain with Targeted Investments

Generally, targeted investments in San Francisco’s grid can be capital intensive and have long lead times
and build out periods before revenue growth is fully realized. This process also requires a large amount
of coordination with developers. Power Enterprise’s 2016 Business Plan estimated about ten years
would be needed to grow Hetch Hetchy Power’s customer base from 150 MW currently to 300 MW
using the targeted investment strategy.

Most importantly, all the challenges associated with having limited independence will remain as the City
will continue to depend on PG&E for service delivery to the majority of Hetch Hetchy Power customers
and all CleanPowerSF customers. City projects will continue to see higher costs and delays due to
unresolved disputes with PG&E. As the City may need to upgrade existing PG&E grid infrastructure to
accommodate the targeted investments, the City may still encounter the delays and arbitrary
requirements, when making the initial grid-connection with PG&E. Once targeted investments are
constructed, however, the City will control the interconnection of customers to the City-owned portion
of the grid. Partnering and incentivizing climate -friendly, grid-connected innovations with developers
will be easier.

Iv. OPTION THREE: ACQUIRE PG&E ASSETS FOR FULL INDEPENDENCE

Under this option, the City would purchase PG&E’s physical assets in and near San Francisco that are
necessary for the City to expand its existing publicly-owned utility service to all of San Francisco, while
enabling the City to provide clean, safe, reliable, affordable and sustainable service for all customers.
Such assets would likely include PG&E’s maintenance inventories, yards, and related equipment as well
as PG&F’s interconnections from the distribution grid to PG&E-owned transmission lines. The full set of
PG&EF assets to be included in the purchase will be determined to ensure that San Francisco’s grid can be
operated safely and reliably over the long term.

The costs of acquiring the PG&E assets to expand public power for full power independence, and the
potential for reductions in operating costs compared to PG&E’s, are necessarily only broad estimates at
this time. With that said, it is likely that the fair market value is in the range of a few billion dollars. This
estimate is based on an estimate of PG&E’s current, unrecovered investment in distribution facilities in
San Francisco (the current book value, represented by rate base). The estimate also includes
adjustments for conservatism, additional facilities not covered in PG&E’s distribution accounts, the City's
start up and transition/scale-up costs, costs to fund the investments needed to separate PG&E’s
remaining system from the assets that are acquired, and to cover any stranded costs that may be
required to avoid harm to PG&E’s remaining ratepayers.

These assets would then be owned and operated by the City. The large capital investments needed to
acquire PG&E assets would be revenue bond-funded by the SFPUC using its borrowing authority to
prioritize direct investment in the modernization of electric infrastructure in San Francisco. The SFPUC’s
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reputation and access to the bond markets for the Water and Wastewater enterprises gives the Power
Enterprise an advantage in accessing bond markets. While the required capital needed to acquire the
assets would be significant — currently estimated to be in the neighborhood of a few billion dollars —it is
comparable to capital outlays required by other significant utility system improvements and largescale
services successfully implemented by the City. SFPUC’s nearly completed Water System Improvement
Plan and its Sewer System Improvement Plan currently underway are two such examples of SFPUC
programs. The San Francisco Airport Redevelopment and Expansion is an additional City department
project with a similar capital outlay. The size of these projects relative to the capital that may be needed
for public power expansion is shown in the graphic below.?

CAPITAL SPENDING COMPARISON

RELATIVE SiZE IN CAPITAL SPENDING

WATER SYSTEM SEWER SYSTEM FUBLIC SAN FRANCIZCO

IMPROVEMENT IMPROVEMENT POWER D{gﬁ:‘;g; N
PLAN PLAN (PHASE L) EXPANSION REDEVELOPMENT*
%4.8 BILLION $2.9 BILLION FEW BILLION $3.6 BILLION

*This includes San Francisco Airport’s terminal redevelopment and groundside projects.

The acquisition of such assets would be an expansion of the power services the City already provides
through the SFPUC Power Enterprise, although the size, scale and cost of the transmission and
distribution assets to be acquired from PG&E would be significant. As noted in the first section of this
report, the SFPUC Power Enterprise, through Hetch Hetchy Power and CleanPowerSF, has a track record
of safe, reliable, affordable and sustainable service. Together, they already meet nearly 80% of the City’s
overall electric supply needs® (including balancing, market settlements, and meeting resource adequacy
requirements). Hetch Hetchy Power already owns and operates transmission assets as well as some
small distribution systems. The SFPUC has years of experience working with billing systems and ensuring

325taff’s preliminary findings are detailed further in Appendix D. WSIP and SSIP capital spending numbers can be
found on the SFPUC website (https://sfwater.org/) and the SFO Expansion & Redevelopment capital spending can
be found on the Capital Planning website (http://onesanfrancisco.org/the-plan/transportation-enhancement-
projects).

¥ This includes balancing, market settlements, and meeting resource adequacy requirements,
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quality customer care. Also, the safety and reliability issues related to Hetch Hetchy Power customers
being interspersed along PG&E’s grid will be eliminated. The City is currently reviewing the details of
how such a substantial expansion would be managed as part of its study of the feasibility of this option.

Ldng Term Durable Cost Savings

Acquiring PG&E’s assets for full poWer independence requires the highest up-front capital need and will
be time, staff, and resource intensive. At the same time, staff’s initial analysis suggests that this option
would likely result in the greatest long-term benefits including net cost savings:

e Acquisition of PG&E assets would eliminate the roadblocks, delays, and costs that the City faces
currently when working with PG&E on service requests. The significant current staff resources
and time spent on filing complaints with FERC and on disputes with PG&E would be directed to
other purposes. ;

e Funding needs of approximately $75 million for shareholder profits, taxes and borrowing costs
will be significantly reduced.?

e Additional savings are possible through higher operating efficiencies and lower compensation
levels for executive management.

e Instead of about $300 million (staff's preliminary estimate) in payments from San Francisco to
PG&E to build, operate and upgrade its system throughout California, these funds could be re-
invested in San Francisco to operate, maintain and improve a City-owned electric system or to
provide better service or lower rates for San Franciscans.

As described earlier, removing reliance on PG&E would lead to reductions in funds flowing from PG&E to
San Francisco. Such revenue includes PG&E’s payments to San Francisco for property taxes, franchise
fees, business taxes (gross receipts and payroll taxes), and charitable contributions. Staff estimates that
these receipts do not exceed $40 million per year.*®

YEARLY FUNDS FLOW FROM SAN FRANCISCO CUSTOMERS TO HETCH HETCHY
POWER - INITIAL STAFF ESTIMATES

< $300M for SAN
FRANCISCO'S
DISTRIBUTION GRID
(NON-PROFIT, LOW
g BORROWING COSTS) ¢

SAN FRANCISCO
CUSTOMERS
B !

HETCH HETCHY

| UPTO $60M FOR
SAN FRANCISCO -
SPECIFIC PUBLIC
BENEFITS
PROGRAMS

34 The savings estimate of $35 million/yr is based on PG&E’s current CPUC-authorized cost of capital of 10%/year
(including income tax multipliers, per PG&E’s General Rate Case 2020-2022, Exhibit 10 workpapers) compared to
the SFPUC’s current cost of borrowing of about 5%/year (interest rate assumption used in the SFPUC’s Ten Year
Financial Plan, March 2019). These savings are approximate as the cost of borrowing for this transaction will vary
from SEPUC’s current costs based on the structure and bond rating of the transaction.

35 See footnote 27, above, regarding the staff estimate of $40 million/yr.

26



Transparency, Accountability, and Local Control

Due to local public oversight, City control over San Francisco’s grid increases public transparency and
accountability driving safe, reliable, and affordable service. Decisions would be made in public rather
than in closed-door board meetings. Management, control and cost of electric services provided to San
Francisco would shift away from PG&E executives and board members answerable to large investors.
Instead, management and control would be provided by San Francisco policy and decision makers
accountable to ratepayers and voters. The California Public Utilities Commission would no longer have
oversight, and state laws which establish reliability regulations and renewable content minimums would
continue to apply. The table below summarizes how transparency and accountability come into play for
all three options.

CONSIDERATIONS FOR SAN FRANCISCO’S ELECTRIC GRID
AND RELATED CLIMATE ACTION GOALS

GRID CONSIDERATION  LIMITED INDEPENDENCE = MIORE INDEPENDENCE

Yes Yes
With some reductions
In some cases In some cases
PG&E PG&E

California Public California Public
Utilities Commission Utilities Commission

Subject to PG&E Subject to PG&E

cooperation coopetation
Continues Continues

A March 2019 poll found that nearly 70 percent of San Francisco voters support the City in acquiring
PG&E’s electrical system serving the City and are in favor.of the SFPUC delivering public power.*® The
reasons cited by poll respondents include more affordable rates, increased accountability, and better
service. Many residents also noted SFPUC’s 100-year history of providing greenhouse gas-free electricity
as an additional reason for their support.

36 pyblic poll findings. https://sfmayor.org/node/18282.
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The SFPUC process for rate setting, as a public entity, is more transparent and provides increased
opportunity for civic engagement and oversight by local customers. Pursuant to Section 8B.125 of the
City Charter, the SFPUC conducts a transparent, public rate setting process, guided by principles setin a
publicly-vetted rates policy, with multiple well-publicized opportunities for the public to comment. The
- agency conducts an independent cost of service study at least every 5 years. This study informs a rate
plan proposed by SFPUC staff to the Rate Fairness Board. The Rate Fairness Board, comprised of SFPUC
customers and other appointees, conducts public hearings to review the proposed rate plans, providing
recommendations to ensure affordability, stability, and fairness.?” The Rate Fairness Board advises the
SFPUC Commission on the proposal. The SFPUC Commission, after a 30-day notice period, considers the
proposed rate plan and Rate Fairness Board advice in a public hearing. Once the SFPUC Commission
adopts a rate plan, the rate plan is referred to the Board of Supervisors, who may reject the rates within
30 days. Typically, hearings and associated public comment opportunities are conducted at City Hall. A
large service expansion may require changes to the rate-setting process, an issue that will be considered
further as the City continues its analysis.

In contrast, PG&E’s electric rates and terms of service are subject to approval by the California Public
Utilities Commission (“CPUC”). Rates are set for PG&E’s entire system, with bill impacts variable across
the wide range of climate zones and usage patterns within PG&E’s broad service territory. Over time,
the CPUC’s rate setting proceedings have become numerous®®, complex and time consuming, with many
proceedings running for several months or years. The number of proceedings running concurrently but
on different time schedules results in multiple rate changes each year (up and sometimes down).
Intervention by stakeholders often requires engagement of legal and technical advisors and review and
assessment of hundreds of pages of documentation. While ratepayer advocacy groups, and often, the
City, actively participate in these proceedings to represent the interests of residential customers and
small businesses, their staffing and funding levels are far below those available to PG&E.

As described above, electric customers in San Francisco send about $60 million per year to PG&E to fund
“public purpose programs.” Public power expansion provides the opportunity for the City to significantly
increase its own program offerings, and to align those programs with San Francisco’s legislative priorities
and policies, such as the GHG target of net zero emissions by 2050 and electrification of transportation.
Neither of these goals is likely to succeed without significant implementation of distribution-grid-based
solutions (see examples in the sidebar below). Additionally, programs designed by the City would better
reflect the desires of San Franciscans, as community engagement and feedback will be paramount in the
development of new programs or policies. This is mandated by SFPUC’s “Good Neighbor” policies, which
have been implemented across the Water, Power and Wastewater Enterprises.

As the City continues to redevelop‘and refresh its built environment, San Francisco’s electric
infrastructure will need to undergo expansion and modernization. Removing our reliance on PG&E gives
the City the opportunity to control how San Francisco’s grid is modernized and built out to take
advantage of rapid program and technology innovation.

37 Rate Fairness Board website. https://sfwater.org/index.aspx?page=120.

38 pG&E listed 14 CPUC proceedings related to its electric businesses as currently active in a PG&E 37 Quarter
Farnings Release and Conference Call. PG&E lists many more CPUC proceedings in its website index
https://pgera.azurewebsites.net/Regulation/search.
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Climate Action and Support to City Priorities

Public power expansion will also help the City meet its aggressive climate action goals. Reaching the
City’s goal of 100% greenhouse- gas-free (“GHG-free”) electricity supplies by 2030 is more difficult if
PG&E continues to maintain and own San Francisco’s electric distribution grid. According to their most
recent Integrated Resource Plan filings, Hetch Hetchy Power supplies are 100% GHG-free® and
CleanPowerSF supplies are at least 80% GHG-free for its “Green” product and 100% GHG-free for its
“SuperGreen" product,*® With full independence from PG&E, Hetch Hetchy Power and CleanPowerSF
supplies will extend to reach all San Francisco residents and businesses, and both have a track record
and plans to continue to be cleaner than PG&E’s standard supply content. Beyond supply content,
however, grid control can accelerate the efficient use and distribution of those supplies. Without PG&E
delays and technical
requirements, the City can more
quickly support solar, storage,
electric-vehicle charging, and
other grid-connected assets and
initiatives. Moreover, local
decision making on grid
modernization will help to ¢ Flexibility for installation of electric vehicle
ensure that the climate action charging stations

strategies and customer
programs that are most relevant
and applicable to San Francisco’s e Building-to-building energy management
characteristics are what is
funded with dollars from San
Francisco customers. See the
sidebar with further examples.

* Sharing of City-owned GHG-free power across SF
» |Integration of energy storage solutions

» Expanded shoreside power to reduce cruise ship
emissions

In addition to supporting achievement of the City’s climate action goals, removing reliance on PG&E
means that other City-wide initiatives will no longer be subject to PG&E's delays and requirements and
the resulting impacts on the City’s provision of essential services. The City will be able to move
affordable housing projects more quickly, as PG&E has made the process for requesting both temporary
construction poWer and permanent power for these new developments very challenging. Schools, parks,
and recreation centers will no longer have to install expensive oversized equipment that is not necessary
for reliability or safety.

Potential Rate Reductions for Customers

While further analysis is needed, in particular with regard to a purchase price that PG&E would accept,
expansion of public power across San Francisco offers the potential for significant cost savings for

% Hetch Hetchy Power’s 2018 Integrated Resource Plan Compliance Filing.
40 CleanPowerSF’s 2018 Integrated Resource Plan Compliance Filing,
https://sfwater.org/Modules/ShowDocument.aspx?documentid=12815.
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customers. As shown in the table below,* PG&EF’s rates are high relative to other utilities in California,
and the largest public power utilities in California have consistently reported rates much lower than
PG&E’s rates. Nationally, PG&E’s rates are amongst the highest of its for-profit peer utilities. At first
look, it is likely that PG&E’s rates are high both because of profits and income taxes included in rates,
and because its operating costs exceed the norm. This likely leaves room for operating cost reductions,
‘with no loss in service quality. If PG&E’s cost structure and rates were reduced to match those of its
California peers, rate reductions of up to 25% could be achievable. Expected and actual rate reductions
will depend on many factors, including the purchase price of the assets, related up-front costs such as
separation and transition costs, and allocation of potential savings to provision of service improvements
and rate reductions.

PG&E's rates have increased more than 7% per year on average from 2014-2018, and its most recent
rate increase request shows costs increasing at that pace or faster through 2022.%

Removing reliance on PG&E and having power independence would likely improve energy rate stability,
protecting San Franciscans from rate volatility caused by future poor performance by PG&E, repeat
PG&E bankruptcy proceedings, and rate-setting processes at the California Public Utilities Commission
that allow for multiple changes per year. In addition, with the ability to set our own rates, SFPUC could
develop more responsive rate designs that meet the unique affordability needs of San Franciscans,
particularly those that may be low-income or energy burdened but do not qualify for existing PG&E
discount programes. ‘ :

The following table shows comparative statistics as reported for by the United States Energy
Information Administration for 2017 for California’s six largest utilities (three privately-owned and three
publicly owned) and also for three other nearby publicly-owned utilities (Modesto Irrigation District,
Turlock Irrigation District, and the City of Palo Alto), in terms of size measured by sales in MWh, number
of accounts, and annual sales revenues in dollars. From these data, EIA also reports revenues in S/kWh,
which also translates to rates charged to customers in S/kWh. The utilities are ranked here by sales
revenues. For this sample, PG&E and SDG&E have the highest rates, while all of the others have rates
that are substantially lower, even though most are significantly smaller.

41 Administration (EIA) data sets available at the following webpage:
https://www.eia.gov/electricity/data.php#sales.

42 5ee PG&E’s Annual Electric True Up (AET) filings with the CPUC for year-over-year rate increases. See PG&E’s
recent General Rate Case filings, Application A.18-12-009) for proposed rate increases 2020-2022, available here:
https://pgera.azurewebsites.net/Regulation/search. See for example Testimony Chapter 1, Table 2-2, pages 2-7.
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2017
Miliion Revenues
MWh

Utility Name Ownership Count | Billion Dollars/yr $/kWh*

Southern California Edison Co. Shareholders 843 5,000,000 $14.5 $0.14

Los Angeles Department of Water & Power Public 22.7 1,400,000 $3.6 $0.16
o San Diego Gas & Electric Co. Shareholders . 19.0 | 1,400,000 $3.5 $0.18
Sécramento Municipal Utility District | Public k 10.8 600,000 $1.4 : $0.13
City Qf Santa Clara (Silicon Valley Power) Public 3.5 55,000 $0.4 $0.11
Mcde.sto !rrigétion District . Public 26 120,000 | $04 $0.15

Turlock lrrigation District Public 2.0 100,000 $0.3 $0.15

City of Palo Alto (roughlythe

same MWh/yr as HHP today) Public 09 30,000 $0.1 $0.41

Applying the same metrics to Hetch Hetchy Power, under the expanded, “full independence”
scenario, places it as the sixth largest electric utility serving California customers.

Hetch Hetchy Power
‘Full Independence” Scenario

Public 5.7 320,000 0.50.7 TBD#*

*Eor 2017: PG&E average revenue (rate) is $0.18/kWh (bundled and delivery-only sales combined), $0.20/kWh (bundled only).
Across California utilities reporting (shareholder and public) California average bundled revenue (rate), excluding PG&E is
$0.15/kWh (weighted by volume). Potential savings should PG&E rates drop to California peer averages is 25%, using bundled
sales only for peer-to-peer comparisons,

**The additional revenues for Hetch Hetchy Power under the “full independence” scenario are preliminary staff estimates and
exclude supply revenues collected by CleanPowerSF for power supplies. See Appendix D notes for further detail.

Workforce Opportunities

Public power expansion will also create unique opportunities for the City in labor and workforce
development. The City will need additional resources to help operate and maintain the acquired
electrical infrastructure and to administer San Francisco-specific customer and community benefits
programs. As part of the acquisition process, PG&E’s existing workforce serving San Francisco would be
a valuable resource to the City. Recruiting PG&E workers with knowledge of San Francisco’s electric
system and customer base can help to ensure a smooth transition with long-term safety and service
reliability in mind. Such migrations of the workforce are commonplace in mergers of companies and
public services, or other municipalization processes.

The City would seek to offer attractive compensation packages to these employees. Moreover, the work
culture at the SFPUC strives to empower workers to share insights on safety concerns and efficiency
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improvements. The SFPUC “community-owned” public service culture values and welcomes workforce
input.

In a full power independence scenario, infrastructure projects required to maintain or upgrade the
electric system will trigger San Francisco’s local hire policies, and further contribute to workforce
development and employment opportunities for residents of San Francisco. The SFPUC complies with
these policies and also offers innovative programs to ensure that infrastructure projects are platforms
for career development and pathways for the long term economic stability of the City’s residents,
including those traditionally marginalized.*®

Service with Attention to Equity

The City will evaluate the equity implications of a power independence business scenario. The
evaluation will attempt to:

1) Understand any possible disproportionate impacts to communities and residents of San
Francisco, and to ratepayers across the broader state, that could arise from the transfer of PG&E
electric system assets to the City, and;

2) Factor into the overall analysis the benefits of scaling the robust community benefits and
environmental justice programming for which SFPUC has a record of success.

The SFPUC understands that retail electricity service providers are entrusted with a service critical to
basic human well-being, and that residents deserve equal and high-quality service regardless of their
neighborhood, income, culture or race. An equity framework serves as a critical tool for evaluating
potentially disproportionate impacts across a service area.

The City believes in the fair treatment of people of all races, cultures, and incomes and that no one
group of people should bear a disproportionate share of negative environmental or economic
consequences resulting from electrical operations, programs, or policies. To that end, the City is
committed to preventing, mitigating, and lessening disproportionate impacts of activities on
communities impacted by electrical operations. The City understands that policies and programs that
focus on the needs of the most vulnerable ultimately benefit all people and that considering issues of
equity makes great business sense.

‘This concept of equity is enforced and applied at the SFPUC directly through its Environmental Justice
Policy (Resolution No. 09-0170) and Community Benefits Policy (Resolution No. 11-0008).** Additionally,
the SFPUC has applied federal and local disadvantaged communities definitions®® which provides a
framework for evaluating the equity implications of business scenarios discussed in this analysis.

42 Office of Employment and Workforce Development 2017-28 Annual Report. San Francisco’s Project Labor
Agreement further supports these career pathways.

4 SFPUC Environmental Justice Policy. hitps://sfwater. org/modules/showdocument aspx?documentid=3686.
SFPUC Community Benefits Policy. https://sfwater.org/modules/showdocument.aspx?documentid=3676.

45 California Air Resources Board’s map which identifies Disadvantaged Communities (as defined by SB 535), Low-
income Communities (as defined by AB 1550), and an additional layer that includes Low-Income Communities that
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Disadvantaged and Low-Income —\
Communities in San Francisco S (\ ‘ \
(California Air Resources Board) .

Muvina Disyrict

4 5B 535 Disadvantaged
J Communilies
. AB 1550 Low-income
Commurities
SB 535 Disadvantaged
7 | Communities and AB 1550 Low-
income Communilies

y

| e L AB 1550 Low-ncome
N O e £1 Comniunities within a 12 mite of
i A R a 5B 35 Disadvantaged
. : P Community

 Sunser District

*State Designated Disadvantaged and Low- Income Communities in San Francisco (taken from the California Air Resources
Board website).

Equity Goals & Process

Whenever the SFPUC engages in new service delivery, it strives to develop an understanding of the
equity implications with the intention to inform future decision making and proceedings. As the first
step in examining the equity implications of a power independence scenario, the City identified and is
exploring the following areas of assessment:

Equity Focused Governance & Policy
Affordability

Workforce

Asset Management

Neighborhood Revitalization

Environmental Impacts & Climate Resilience

O U E W e

are also within 1/2 mile of a Disadvantaged Community.
(https://www.arb.ca.gov/cc/capandtrade/auctionproceeds/communityinvestments.htm).
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7. Customer & Community Programs
8. SFPUC Community Investments vs. PG&E Charitable Giving
9. Community Engagement

Further equity analysis will (i) identify any potential disproportionate negative environmental or
economic consequences, (ii) evaluate the SFPUC’s track record for equity programming, and (iii)
highlight opportunities for continuous improvement around equity within our electric service and across
the agency.

Public Power Expansion/Full Independence Comes with Risks

Purchasing the electric distribution in San Francisco is a large and complex undertaking. Successful
transition of the on-going operations and maintenance responsibilities currently provided by PG&E is
critical to the health and well-being of San Francisco businesses, residents, and economy. The expansion
would represent significant revenue (and cost) growth for Hetch Hetchy Power.

OPERATING REVENUES COMPARISON

L
4
e
B2
=
4]
N
é
11}
B
WATER VA WATER POWER
175,000 ACCOUNTS 165,000 ACCOUNTS 3,500 - 400,000
$530M $320M ACCOUNTS $100M
TO $500-700M*
*See Appendix D for detail.

The transition from PG&E to City control would likely take many years and the full benefits will not be
realized until the transition is complete. There are significant risks and key analytical questions that must
be answered to evaluate the ability and efficacy of the City moving forward on this path:

e Condition of Assets and Costs to Upgrade and Maintain Them — The condition of PG&E assets to
be acquired is largely unknown. Estimates of a fair purchase price and the costs of needed
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improvements and modernization are currently uncertain. Prior to finalizing the purchase price,
the acquisition process would include a thorough asset condition assessment and best practices
review by outside experts. Near-term maintenance and upgrade needs would likely impact the
purchase price. With PG&E’s cooperation, these assessments could be comprehensive and move
quickly. Moreover, whether future upgrades are built and operated by PG&E or built and
operated by San Francisco, San Francisco residents and businesses will bear the costs of future
grid improvements.

Specification of Assets — It is not yet known which specific assets have the highest benefit
relative to cost, and whether the physical separation of specific assets from PG&E’s system is
technically feasible and affordable while ensuring safe and reliable service. Moreover, the
impacts on PG&E’s remaining customers because of separation would need to be considered.
These elements require further engineering study.

Workforce — Electric utilities across the nation are facing a shortage in skilled professional and
craft workers. The City would face similar challenges in recruitment and retention to meet the
needs of public power expansion. New job classifications would need to be created to meet
staffing needs. Existing classifications would need to be re-assessed to ensure that the City stays
competitive in the job market while maintaining fair hiring processes. The City would require
additional analytical and human resources support to ensure these change processes were
appropriately implemented and to ensure a smooth transition and attractive compensation
packages for employees that transfer from PG&E.

Costs and Rates — Although preliminary analysis suggests net cost savings and the ability to
reduce rates for San Francisco customers, such analysis is not yet complete. The City needs to
complete this work rigorously. The cost of acquiring, updating, operating, and maintaining the
assets over the long term needs to be determined to identify whether the acquisition makes
sense from a financial and risk perspective. In turn, the likely cost of service needs to be
evaluated under a range of future scenarios so that San Franciscans can reliably expect rates to
be affordable.

Operational Systems and Technologies — Expanding Hetch Hetchy Power’s service to all of San
Francisco would require integration of PG&E’s operational systems. This would be a large
undertaking as the City and PG&E rely on different types of systems and technologies, such as
the software used to process energy data, deploy work crews, and perform billing operations.
Systems would need to be re-evaluated and re-scoped in areas such as energy forecasting;
meter data management; energy scheduling and settlements; monitoring and controlling the
distribution system for safety, security and reliability; dispatching; customer support and billing;
and procurement.

Organizational Capacity — Expansion of SFPUC’s power operations would have an impact on the
SFPUC as well as other City departments that work with the SFPUC on issues such as budgets,
funding, legal, and human resources issues. The City would need to engage in careful analysis
and planning to identify potential adverse effects, understand impacts, and ensure adequate
investments and operational steps to readiness.
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e Emergency Response — With more distribution assets under management, SFPUC Power would
need to have greater capability to respond to outages and other power-related disturbances.
Outages and emergencies have a significant impact on reliability, and on health and safety. It is
critical that the SFPUC engage the needed planning, organizational, equipment, and training
resources to respond effectively on a consistent basis. A robust 24/7 control center for
monitoring, operating, and controlling the power system to provide high quality, reliable service
to the City’s residents and businesses would likely be required. The City would also need to
update and expand its regional, state, and national mutual aid agreements.

e Fquity - The City is also assessing the equity implications of purchasing PG&E assets to ensure
that no one group of people bears a disproportionate share of the potential benefits, or the
negative environmental or economic consequences resulting from the operation of the larger
system. This sentiment is reflected in SFPUC’s record of making business decisions to invest in
the needs of all San Franciscans, particularly the City’s most vulnerable or impacted
communities. The City needs to be prepared to address any possible disproportionate impacts
to communities and residents of San Francisco that could arise from the potential exit of PG&E’s

electric services in the City.

Below is a summary of initial findings that have been presented throughout the report.

Power independence: Considerations and Initial Fact Finding

Power Independence:
Qualitative Considerations ldentified to Date

1.

The SFPUC is not-for-profit and benefits from low
borrowing costs.

Even beyond profits and borrowing costs, other
elements of PG&E’s cost structure are well above
the norm, indicating significant potential for rate
reductions through public ownership and
operation.

The SFPUC’s ongoing costs for PG&E wholesale
delivery services will be substantially reduced.

‘San Francisco’s public power revenues collected

from customers are reinvested locally

San Francisco as a public power provider is
accountable to its local residents and businesses.

San Francisco is well-positioned for success as this

Initial Staff Fact Finding and
Preliminary Estimates of Potential Benefits and Costs

Potential for $35 million/year in savings if PG&E profits and
borrowing costs are reduced by half through substitution of
the SFPUC's lower cost of capital.

Rate reductions of about 25% are achieved if PG&E's full
service revenues (and rates) are reduced to California peer
averages.

San Francisco currently pays PG&E $10 million/yearin
distribution service fees to PG&E, and is likely to pay $25-
$100 million/year in excess facilities costs (with significant
annual variability) for customer interconnections in San
Francisco.

Up to about $60 million/year redirected to local investment,
pending further review of PG&E program spending and City
ability to substitute comparable programs.

Improvement inour ability to meet ourlocal sustainability
goals while providing safe and reliable service, through local
decision making and local accountability.

The SFPUC and Power Enterprise, through Heich Hetchy
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10.

acquisition is an expansion of its existing public
power service.

An expansion of this scale brings risks relating to
workforce needs, operating system needs,
regulatory obligations, emergency response, and
potential for adverse impacts across other city
departments and agencies

Costs will be incurred to upgrade and modernize
San Francisco’s grid over the long term

Separation of PG&E assets acquired from PG&E’s
system needs to be technically feasible and
affordable, and have impacts on PG&FE’s

Payments received by San Francisco from PG&E’s
property taxes, franchise fees, gross receipts and
payroll taxes, and charitable contributions will be
reduced

Power and CleanPowerSF, have a track record of safe,
reliable, affordable and sustainable service.

No initial staff estimate at this time

The City will review the impact of an acquisition on
municipal services and develop detailed transition plans
prior to a final purchase commitment.

No initial staff estimate at this time

Needs further assessment of PG&E's assets and their
modernization needs going forward; purchase price will
vary with asset condition. )

Whether built and operated by PG&E or built and operated
by San Francisco, San Francisco residents and businesses
will bear the costs of future grid improvements.

No initial staff estimate at this time

Needs further engineering study to optimize assets to be
acquired for highest benefit relative to cost {including
system separation costs) while ensuring safe and reliable
service.

Loss of up to $40 million per year currently paid by PG&E to
San Francisco for these purposes (includes portions tied to
gas services). Actual revenue loss needs further.assessment.
of extent of reductions specific to the assets to be acquired
and replacement of funds from other sources.

The considerations above are relative to the limited
independence scenario, where San Francisco
continues to make substantial payments to PG&E for
use of PG&E-owned grid facilities in San Francisco.

—

Nearly $360 million per year flowing from.San Francisco’s
PG&E customers to PG&E, with additional City costs for
service connections; construction of unneeded facilities,
and continued service disputes with PG&E.

Recommended Next Step: Continue to Evaluate Public Power Expansion

Acquiring PG&E's electric delivery facilities in San Francisco provides the most assurance of durable, long
term costs savings; timely and cost efficient modernization of the grid as the City improves its existing
and new facilities; and alignment of expenditure of funds customers are paying for electric service with
San Francisco priorities on affordability, clean energy, safety, reliability, workforce development and
~equity, with maximum community engagement and accountability. It also comes with risks, and
demonstrating feasibility and the expectation of long-term success requires further review and analysis.
Before offering a fair price for a specific set of PG&E delivery assets, the City will assess which assets to
purchase, the current condition and modernization needs of those assets, system severance costs, start-
up costs, and ongoing operating and maintenance costs, while preparing a full identification of the risks
and mitigation strategies to reduce those risks. The City will also need to assess its readiness for
expansion and develop a transition plan for providing electric service throughout the City to all
customers.,
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V. CONCLUSION

San Francisco must have a safe and dependable power grid as a world economic leader and home to
nearly 900,000 people. The City should not tolerate unnecessary impediments to meeting our City’s

_ goals. Mayor Breed observed that recent wildfire tragedies and PG&E’s declaration of bankruptcy raise
serious concerns about the safe and reliable delivery of essential services to San Francisco businesses
and residents.*® As stated in Governor Newsom’s Strike Force Report released in April 2019, “PG&E’s
decision to voluntarily seek the protection of a chapter 11 bankruptcy court punctuates more than two
decades of mismanagement, misconduct, and failed efforts to improve its safety culture.”*’

The City and County of San Francisco has been delivering safe, affordable, and reliable 100% GHG free
power for over 100 years via the SFPUC. Our struggle to increase our power independence from PG&E
has lasted just as long. Because PG&E acts as a corporate competitor in serving San Francisco customers,
its strategy has been to leverage its ownership of assets to deny the City’s right to serve customers or
impose requirements on the City to make City service more expensive and difficult. Our historical
reliance on PG&E-owned assets has been untenably costly to our delivery of services and to climate
action. Unnecessary delays and requirements imposed by PG&E are costing the City millions that could
otherwise be invested in delivering public programs. Annual transfers from the City to PG&E are in the
tens of millions of dollars, a significant portion of which buttress PG&E’s shareholder profits. San
Francisco’s reliance on PG&E means longer usage of non-GHG-free power sources and slower
implementation of innovative grid initiatives such as solar and electric vehicle charging installations.

The City has and will continue to seek to remedy this situation and increase our independence from
PG&E through targeted investments, launch of new programs that support clean power, and regulatory
and legal recourse. However, today the City is faced with a unique and historic opportunity to change
the dynamic that it has struggled with for many years. The City’s desire to exercise control over electric
- service to improve reliability, affordability, and sustainability — coupled with PG&E’s financial
uncertainty — provides an opportunity to expand public power for full independence and remove the
cost and resource burdens of reliance on PG&E.

The transition from PG&E to City control would likely take several years and the full benefits would not
be realized until the transition is complete. There are significant risks and key analytical questions that
must be answered to evaluate the ability and efficacy of the City moving forward on this path. These
include which specific PG&E assets would be acquired and their condition, challenges in workforce
recruitment and retention, and assuring that rates for customers would be affordable and stable.
Moreover, the City must address equity considerations and any possible disproportionate impacts to
communities and residents that could arise from the potential exit of PG&E’s electric services in the City.

This preliminary report demonstrates that public ownership of San Francisco’s electric grid has the
potential for significant long-term benefits relative to investment costs and risks. Initial analysis suggests

48 | etter to General Manager Harlan L. Kelly, Jr. of the San Francisco Public Utilities Commission, January 14, 2019 —
please see Appendix A.

47 “Wildfires and Climate Change: California’s Energy Future,” A Report from Governor Newsom'’s Strike Force,
April 12, 2019, pp. 44-45: https://www.gov.ca.gov/wp-content/uploads/2019/04/Wildfires-and-Climate-Change-
California%E2%80%99s-Energy-Future.pdf.
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likely net cost savings over the long term as well as rate stability and affordability, and possibly even rate
reductions for customers. Reaching the City’s goal of 100% greenhouse- gas-free electricity supplies by
2030, as well as other critical City goals on affordable housing, are much more likely without PG&E
ownership of San Francisco’s electric distribution assets. PG&E’s existing workforce would be welcomed
into SFPUC’s “community-owned” public service culture where insights on safety and efficiency are
encouraged and utilized. Local hiring and new career opportunities for traditionally marginalized
communities would also be increased.

Policy-makers and technical experts throughout San Francisco City government are actively focused,
cooperating and coordinating to make further progress on understanding the costs and feasibility of
acquiring PG&F’s electric distribution facilities that serve San Francisco. Our guideposts remain the best
interests of City taxpayers and electric customers, climate progress, and equity impacts. This report has
presented fact-finding thus far and the historical context in order to lay the foundation for future
decisions and possible investment of significant public funds.

39



Appendix A — Mayor Breed’s Letter to the SFPUC

LONDON N. BREED
MAYOR

OFFICE OF THE MAYOR
SAN FRANCISCO

January 14, 2019

Harlan L. Kelly Jr., General Manager

San Francisco Public Utilities Commission
525 Golden Gate Avenue, 13% Floor

San Francisco, CA 94102

General Manager Kelly,

Over the past several years, a series of troubling issues have raised significant questions about the
future of Pacific Gas & Electric (PG&E). The recent tragedies of the Northern California
wildfires, departures of PG&E’s Chief Executive Officer and senior executives, and the
company’s movement towards bankruptey raise serious concerns about their ability to safely and
reliably deliver services essential to the people of San Francisco.

The City, through the San Francisco Public Utilities Commission (SFPUC), has a proven 100-
year track record of responsibly managing a large-scale power system that delivers cléan Hetch
Hetchy power, Yet, we rely on PG&E infrastructure to transmit and distribute energy to our
customers. We must also work with PG&E to transmit and distribute energy available through our
CleanPowerSF program, which by next April is set to have more than 360,000 accounts enrolled
throughout San Francisco,

San Francisco will not continue to be a global economic leader without a dependable and clean
power grid, We also need a dependable grid to meet our City’s aggressive climate goals, which
include transitioning our buildings and transportation sectors off dirty fossil fuels. I believe San
Franciscans share these views as evident by their approval of Proposition A in June 2018. This
measure now allows the SFPUC to issue revenue bonds for facilities to praduce and deliver clean
power, creating thousands of well-paying union jobs in the process.

With these considerations in mind, I am requesting that the SFPUC prepare for the potential
ramifications of PG&E’s current instability by performing a detailed analysis of the cwrrent health
of the electrical network and a robust feasibility study on the various potential outcomes, along
with engaging with the appropriate state legislative and regulatory bodies, The analysis should
evaluate all options, including the possibility of acquiring or building electrical infrastructure
assets.

Within the next three months, I request that the agency issue a preliminary report on its findings
along with a timeline for completing the more detailed analysis and recommendations. I look
forward to seeing the results of this work and collaborating with the SFPUC, the City Attorney’s

1 DR. CARLTON B, GOODLETT PLACE, ROOM 200
SAN FRANGISCO, CALIFORNIA 84102-4681
TELEPHONE: (415) 554-6141



Office, and our Board of Supervisors on this critical and urgent issue,
Sincerely,

~Fndore G

London N, Breed
Mayor



Appendix B — San Francisco Board of Supervisors Resolution No. 174-19

e N
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FII.E NO, 190387 RESCLUTION NO, 174-19

[Requeqtmg the San Francisco Public Utilities Cammission to Report on Options far Empmvmg‘
Electric Service through Acguisition, Construction, or Completion of Public Utlity}

Resolution determining that the public interast and necessity require changing the
electric service provided in San Francisso; and requesting a repér‘t from the San
Francisco Public Utilities Commission, under Charter, Section 16.101, on options for
improving electric service in San Francisco through acquisition, construction or

complation of public utility or utilities.

WHEREAS, The Board of Supervisors seeks to ensure reliable, safe, r_lIIO dable, ciean |
alectric setvice to all customers in San Francisco from a utility that is responsive to the heads
of its customers; and

WHEREAS, Pacific Gas & Electric Company's (PGKE) hislory raises guestions about
whether the utility has the ability and commitment to provide such sarvice, racent examplas

that cause concern include the following:

i, PG&E's safsty violations in its electric and gas operations have caused
significant suffering, loss of life, and damage to property, %
i. PG&E's repealed failure to meet the obligations and manage the risks of its é
business while ramaining linancially healthy, as demonstrated by PGRE's ‘
current voluntary bankruptoy, its valuntary bankruptey in 2001, and the
bankruptcies of several affiliales in 2003,
ii. PG&E's failure lo provide safe and reliable electric service in San Francisco over,
rrany years, including a major power outage in December 1898, three fires at |
the Mission Substation between 1996 and 2003, and several incidents of

underground explosions throughout the Gily;

Suponisors Ronen; Peskin, Fewar
BOARD OF SUFERVISORS Fage 1
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iv. PG&E's primary focus on financial performance and public image and its failure
to develop an effective safety culture, as found in twao repaorts prepared for the
California Public Utilities Commission;

v. PG&E's retall rate increases that make its slectric service among the most
expensive In the nation, with more increases expected as a resull of the
bankruptey; and |

vl. PG&E's consistent use of ils monopoly status to delay, prevent, and increase
the cost of the wholasale service it is required to provide to the City under a tariff
approved by the Federal Energy Regulatory Commission, resulting in service '
affordable housing, health care facilities, streetlights and traffic controls, the
Port, and basic cily infrastructure—and the disruption of services pmvidéd to the

public; and

WHEREAS, Article XL Saction 9 of the California Constitution grants cities the right to
supply electricity if they choose to do so; and

WHEREAS, The Cily has been operating an electric ulility since 1918, and has
considered several imes expanding service to all customers in San Francisco, as envisioned
by the Raker Act (Pub. L. No 41, 38 Stat. 242 1813), which granted the City the right to
develop the Hefch Hetehy clean watér and hydropower resources for the benefit of the people
of S:ah Francisco; and | |

WHEREAS, For mare than 100 years, San Francisco has been producing 100%
greenhouse gas-free electricity to power our essential city services: hospitals, parks, schools,

airport, public housing, and other city properties; and

Supardsors Ronen, Poskin, Fewar
BOARD OF SURERVISOQRS Paga 2
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WHEREAS, In 2016, despite years of opposition funded by PG&E, San Francisco
launched CleanPowerSF, to provida clean renewable energy to residents and businessos,
anather Incremental step toward energy independencs; and

WHEREAS, According to climate scientists, we must take immediate staps to make the
differance between calastrophe and a clean new future and cut carbon pollution in half within
11 years; and

WHEREAS, The electic power sector is the largest contributor to U.8. global warming
emissions and currently accounts for appro:f\%mateiy one-third of the nation's total emissions,
Nalural gas, while producing lower emigsions than coal or oil when used, nonetheless
generates high levels of air pollution and other envirenmental impacts through extraction and
production; and

WHEREAS, I a January 14, 2018 letter, on file with the Clerk of the Board of
Supervisors in File No. 180367, Mayor Breed asked the San Francisco Public Ulilities
Commission (SFPUC) to evaluate in a preliminary report ali options for changing how electric
service Is provided lo enslre a safe, clean and dependable power grid; and

WHEREAS, Section 16.101 of the Charter states: "It is the declared purpose and
intertion of the people of tha City and County, when public interest and necessity demand,
that public utilities shall be gradually acquired and ultimately owned by the City and County.
Whenever the Board of Supervisors, as provided in Sections 8.106, 9.107 and 9.108 of this
Charter, shall determine that the public Interest or necessity demands the acquisition,
construction ar completion of any public utiity or utilities by the City and County, or whenever
the electors shall petition the Board of Supernvisors, as provided in Sections 8,140 and 14.101
of this Charter, for the acquisition of any public utility or utilities, the Supervisors must procure

a report from the Public Utilities Commission theraon”; now, therefore, be it

Sugparasors Renen Paskin, Fowot

BOARD OF SUPERVISQORS Pags 3
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RESOLVED, That the Board of Supervisors determines that the public interest and
necessity require changing Lthe electric service provided in San Francisco, and these changes

may include the acquisition of PG&E's electrical system serving San Francisco, soenstruction

of new facililies by the Gity, or completion of the City's own electric system; and, be it

FURTHER RESOLVED, Thal the Board of Supervisors requests a rerjm‘t from the

SFPUC within 45 days of this Resolution to help City policymakers and the public understand

and evaluale the City's eptions.

Superdisors Ronary;, Peskin, Fawer
BOARD OF SUPERVISORS

Paga 4
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Resoluticn datarmining that the public interest and nocessily require changing the electric service
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Appendix C — Mayor Breed’s and City Attorney Herrera’s Letter to PG&E

OFFICE OF THE MAYOR OFFICE OF THE CITY ATFORMEY
SAN FRANCISCO SAM FranCISCO
Lonpon N. BREED o DENNIS ). HERRERA

MaYoR City ATTORNEY
March 14, 2019

VIA ELECTRONIC MAIL AND USPS

John R. Sinton

Interim Chief Executive Officer
PG&E Corporation

77 Beale Street, P.O. Box 770000
San Franciseo, CA 94177

JasonP. Wells
Senior Vice-Presideni and Chief Financial Officer
PG&E Corporation

77 Beale Street, P.O. Box 770000

San Francisco, CA 94177

Dear Mr. Simon and Mr, Wells,

The City and County of San Francisco (the “City™) has initiated work to evaluate the cost
and feasibility of acquiring PG&E"s electric distribution facilities that serve San Francisco.
While you have probahly heard public reports about this effort, we write you directly to
underscore the seriousness of our purpose and facilitate lines of communication going forward.

The analysis the City is undertaking will enable us to make an initial determination
whether such an acquisition is feasible, including whether it would benefit City taxpayers and
electric customers, produce a fair price to PG&E for these assets, aod advantage PGEEs
employees and its ratepayers outside of San Francisco, We will work with the City’s Board of
Supervisors and Public Utilities Commission to evaluate these factors. If we determine the
acquigition is feasible, we intend for the City to make a formal offer to PO&E within the coming
months as part of the bankruptey process,

Please comtact us if you would like to discuss this matter.

-MQMJQ 40\ \}7,

London N. Breed, Mayor Dennis J\.jerrera, City Attorney

gar Janet €, Loduca, Senior Vice-President and Intering General Counscl, PG&E Corporation
Members, Board of Supervisors
Members, Public Utilities Commission
Harlan Kelly, General Manager, Public Utilities Commission

1 DR, CARLTON B, GOOBLETT PLAGE, RIOM 200
SAK FRANCISCD, CALFORNIA 94102-4681
TELEFHONE: (415]554-6141
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Appendix D — Annotated Hetch Hetchy Power Comparative Statistics Table

Hetch Hetchy Power Comparative Statistics® (Preliminary Staff Estimates)

Statistic Limited Independence More Independence
Accounts 3,500? 7,0003
Megawatts of peak electric usage 150 MwW? 300 MW®

Estimate of revenues from
electricity sales {all estimates
exclude CleanPowerSF supply

revenues)

$110 million/yr® $220 million/yr®

Capital Spending Requirement*

$25-$100 million, varies $10-5300 million per
annually*? __investment

10.

CleanPowerSF electricity supply statistics are excluded and are the same across all three options.
San Francisco Public Utilities Commission Comprehensive Annual Financial Report, Fiscal Year 2018,
p. 224,

Varies with customer type added through different types of targeted investment. +3,500 assumes
customer mix added through targeted investments roughly matches Hetch Hetchy Power’s current
customer mix. Numbers are approximate.

2015 CleanPowerSF Business Plan, rounded up to 400,000 accounts.

Rough estimate of Hetch Hetchy Power annual retail peak demand (1,000,000 MWh/yr, 67% load
factor, includes SFO and other retail customers outside of SF).

Assumes Hetch Hetchy Power load doubles (e.g. per 2016 Business Plan goals).

Rough estimate of entire San Francisco and San Francisco International Airport annual peak demand
(5,700,000 MWh/yr, 65% load factor).

SFPUC Fiscal Year 2018 Comprehensive Annual Report (“CAFR”), p. 233, sum of General Fund,
Enterprise, Non-city agency totals in $. This total represents Hetch Hetchy Power revenues from its
current full-service sales of about 1,000,000 MWh/yr, which includes about 330,000 MWh per year
in sales and deliveries to the San Francisco International Airport (“SFO”) and other municipal
facilities that do not require use of PG&E-owned distribution facilities for deliveries, and about
20,000 MWh/yr in sales to other municipal facilities outside of San Francisco city boundaries where
Hetch Hetchy Power relies on PG&E-owned distribution facilities for deliveries.

Assumes Hetch Hetchy Power full-service load doubles (e.g. per 2016 Business Plan goals). Revenue
increase would likely be higher as most load would be at retail and enterprise rates, with relatlvely
little-addition of volumes at Municipal Use rates.

Rough estimate of total Hetch Hetchy Power revenues after adding PG&E existing retail load in San
Francisco. Assumes that direct access (“DA”) and community choice aggregation supplies continue
to be supplied by current DA electric service providers and CleanPowerSF (post April 2019
enrollment), i.e., supply revenues for those loads are excluded from the total revenues shown. 1) 4.7
million MWh/yr new transmission and distribution loads at approx. $0.10/kWh = $470 million/yr +
500,000 MWh/yr new supply loads at approx. $0.10/kWh = $50 million/yr + $110 million/yr in
current HHP revenue = $630 million/yr. 2) Assuming that San Francisco charges approximately the
same rates as PG&E does currently, staff estimates San Francisco retail payments to PG&E in 2018 of
$300 million in distribution revenues + $60 million in public purpose program revenues + $100
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million in transmission revenues + $110 million/yr in current Hetch Hetchy Power revenues = $570
million/yr, + $50 million/yr to replace bundled supply needs = $620 million. Range reflects +/- 15-
20% uncertainty. Note also, these estimates do not include and are fully independent of any local,
regional, or state-wide resolution of PG&E’s outstanding liabilities and its resulting bankruptcy
proceeding that may occur in the future, particularly related to damages owed and other costs
related to California’s recent and future wildfire and similar hazards.

11. Whether owned by PG&E or publicly-owned by San Francisco, San Francisco’s existing grid
infrastructure will require upgrades, improvements and modernization. These costs have not been
estimated.

12. Annual costs for “limited independence” are site-specific, vary year-over-year, and are difficult to
predict given uncertainty regarding PG&E’s future requirements for configuration of interconnection
facilities to be owned by PG&E. 2016 Business Plan estimated $200-$700 million (maximum) over 10
years (mid-range, $50 million/yr on average), based on typical interconnections, appropriately sized
for load and service voltage. High end of range assumes PG&E’s requirements exceed technical
needs by 2 times in some years. Note, actual results would likely vary within this range year over
year (individual year totals are not predictable). See also, SFPUC quarterly reports to the Board of
Supervisors showing a snap shot of costs of $8 million + for services currently under dispute: Status
of Applications to PG&E for Electric Service, dated January 25, 2019.
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Appendix E: Estimated Annual Funds Flow from San Francisco to PG&E for Electric Distribution and
Public Purpose Programs

YEARLY FUNDS FLOW FROM SAN FRANCISCO TO PG&E FOR
ELECTRIC DISTRIBUTION — INITIAL SFPUC STAFF ESTIMATES

PAYMENTS FOR
DISTRIBUTION ¢
SERVICES )

SAN FRANCISCO
ERATEPAYERS
- )

L &
il

CITY AND COUNTY TAXES
AND FEES

Preliminary estimate of 3300 million/yr in distribution service payments is based o
Letter 5429-E) to estimate of PG&E retail distribution sales volumes in San Francisco (4,700 GWh/yr, see
Appendix C-1) in San Francisco, plus Hetch Hetchy Power distribution payments to PG&E of
approximately $10 million/yr, rounded up to $300 million/yr.

Note, CleanPowerSF customers pay nearly $200 million/yr for PG&E distribution services. This estimate
is based on PG&E’s system-average bundled retail distribution rate ($56/MWh as of January 1, 2019 (as
referenced above), and estimate of customer usage of 3.2 million MWh/yr, upon completion of
CleanPowerSF’s April 2019 enrollments.

Preliminary estimate of $75 million/yr in shareholder profits, income taxes and borrowing costs is
based on PG&F’s initial 2020-2022 General Rate Case (GRC) Phase 1 filing, showing profits, taxes and
borrowing costs of nearly 30% of total distribution costs; 25% is used for conservatism. See PG&E
Application A.18-12-009, available here: https://pgera.azurewebsites.net/Regulation/search. See, for
example, Testimony Chapter 1, Table 2-2, p 2-7, Summary of Proposed Increase Over 2019, Distribution,
and Application Exhibit C, Table 1, Results of Operations at Proposed Rates, Electric Distribution.

Preliminary estimate of $60 million/yr in public purpose program costs is the average of filed 2014 —
2019 PG&E Public Purpose Program system-average rates of $0.0125/kWh (taken from PG&E’s advice
letters showing changes in unbundled rates) multiplied by estimate of PG&E's retail sales of 4,700 GWh
in San Francisco (bundled, CCA and DA loads), rounded to $60 million/yr.

Preliminary estimate of $40 million/yr in PG&E payments to San Francisco for property taxes, franchise
fees and business taxes: ‘

—  Property taxes $30 million/yr:
https://www.pge.com/en/about/newsroom/newsdetails/index.page?title=20180416 pge increases

50



property tax_and franchise fees payments to cities counties this vear. PG&E paid San
Francisco $14,353,617 in property taxes for Jan 1 —June 30, 2018.

— Franchise fees $3.5 million/yr: ;
https://sfcontroller.org/sites/default/files/Documents/Auditing/BOS%20PGE%20Report%2011.16.1

6.pdf p.7.

— Business taxes $5.6 million/yr:
PG&E General Rate Case 2020-2022, PG&E work papers to PG&E Exhibit 10, page 16-51, and 13-72.

Excluded from this $40 million total is $5 million in community benefits/grants/etc. to San Francisco
organizations as PG&E has put its giving for 2019 on hold. See :
https://www.pge.com/pge global/common/pdfs/residential/in-your-community/pge-gives-back/giving-
locally/Community-Investment-Program-Grantees.pdf and https://www.pge.com/en US/residential/in-
your-community/pge-gives-back/giving-locally/giving-locally.page.

The staff preliminary estimate of $40 million/yr per year includes components that are associated with
PG&EF’s corporate overhead and with PG&E’s gas, electric transmission, and electric supply units, so is
overstated when compared to the $360 million in funds for electric distribution services and programs
flowing from San Francisco to PG&E.
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Appendix F — Reference List

Below is a list of supporting materials that informed parts of the report.

1.

2.

10.
11.

12.

13.
14.

15.

- 16.

17.

The SFPUC’s Quarterly Reports to the Board of Supervisors on the Status of Applications to PG&E for
Electric Service, dated November 7, 2018 and January 25, 2019.
Energy Information Administration (EIA) public data, including statistics that allow for comparisons
across investor-owned and publicly-owned utilities in California and nationwide (e.g., sales in MWh,
revenues in $, customers served, revenues per MWh sold, etc.). See, e.g., the EIA data sets available
at the following webpage: https://www.eia.gov/electricity/data.php#sales
American Public Power Association resources, reports, publications and other materials regarding
the characteristics of public power utilities vs. investor-owned utilities, utility best practices, etc.
See, e.g., the following webpages:
https://www.publicpower.org/municipalization
https://www.publicpower.org/topic/community
https://www.publicpower.org/municipalization-resources
https://www.publicpower.org/system/files/documents/municipalization-
benefits of public power.pdf
The SFPUC’s 2016 Power Enterprise Business Plan, which SFPUC staff presented to the Commission
in two workshops on April 28, 2015 and July 28, 2015. (https://view.joomag.com/sfpuc-power-
business-plan-power-enterprise-business-plan-2016/0284568001455122944?page=2)
The SFPUC’s 2016 CleanPowerSF Business Plan, which is available at the following webpage:
https://sfpuc.sharefile.com/d-s552e27241344572b -
The SFPUC Power Enterprise’s internal records regarding its spending for PG&E services and related
equipment, and other SFPUC public reports (e.g., the SFPUC’s Comprehensive Annual Financial
Reports, available on the SFPUC website here: https://www.sfwater.org/index.aspx?page=346
California Energy Commission (“CEC”) resources providing electricity statistics for California, power
content labels, etc. See, e.g., the following CEC webpages:

a. http://www.ecdms.energy.ca.gov/

b. bttps://www.energy.ca.gov/almanac/electricity data/
PG&E’s financial reports, available on PG&E’s website here:
http://investor.pgecorp.com/financials/annual-reports-and-proxy-statements/default.aspx
PG&E’s regulatory filings with the California Public Utilities Commission (“CPUC”) (e.g. PG&E’s recent
General Rate Case filings, under application A.18-12-009). PG&E’s CPUC regulatory filings are
available on PG&E’s website here: https://pgera.azurewebsites.net/Regulation/search
SFPUC’s Comprehensive Annual Financial Report: https://sfwater.org/index.aspx?page=346
Governor Newsom'’s Strike Force Report: https://www.gov.ca.gov/wp-
content/uploads/2019/04/Wildfires-and-Climate-Change-California%E2%80%99s-Energy-Future.pdf
Northstar Report on PG&E’s Safety Culture:
http://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M277/K012/277012719.PDF

0.0 oo

Press Release about Poll: https://sfmayor.org/node/18282

Exponent Outage Investigation for PG&E Larkin Substation (for the CPUC):
http://www.cpuc.ca.gov/uploadedFiles/CPUC_Public Website/Content/Safety/Electric Safety and
Reliability/Attachment%203%20-%20Exponent%20Report%20Larkin%200utage%20-
%20Redacted%20Version.pdf

California Public Utilities Commission Investigation on PG&E Mission Substation:
http://docs.cpuc.ca.gov/published/Report/40886.PDF

Hetch Hetchy Power Integrated Resource Plan Filing:
https://efiling.energy.ca.gov/getdocument.aspx?tn=227180-2
CleanPowerSF Integrated Resource Plan Filing:
https://sfwater.org/Modules/ShowDocument.aspx?documentid=12815appe
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18.

19.

20.

“Preliminary Municipalization Feasibility Study” RW Beck for Boulder, Colorado. October 2005.
https://www-

static.bouldercolorado.gov/docs/energy future 2005 Preliminary feasibility study from RWBeck-
1-201306061215.pdf ‘

“An Analysis of Municipalization and Related Utility Practices.” Synapse Energy Economics, Inc.
2017.
https://doee.dc.gov/sites/default/files/d¢/sites/ddoe/publication/attachments/An%20Analysis%200
f%20Municipalization%20and%20Related%20Utility%20Practices.pdf v

“South San Joaquin Irrigation District Retail Electric Financial Analysis.” MRW & Associates, 2016.
https://www.ssjid.com/wp-content/uploads/2019/02/2016-MRW-Financial-Analysis.pdf
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OFFICE OF THE MAYOR
SAN FRANCISCO

QOFFICE OF THE CITY ATTORNEY
SAN FRANCISCO

LONDON N. BREED DENNIS J. HERRERA
MAYOR CITY ATTORNEY

September 6, 2019

William Johnson Andrew Vesey

Chief Executive Officer and President Chief Executive Officer and President
PG&E Corporation Pacific Gas and Electric Company

77 Beale Street, P.O. Box 770000 77 Beale Street, P.O. Box 770000
San Francisco, CA 94177 San Francisco, CA 94177

Re:  San Francisco’s Indication of Interest in the Acquisition of Electric
Distribution and Transmission Assets

Dear Messrs. Johnson and Vesey,

As you know, the City and County of San Francisco (the “City”) initiated intensive work
beginning in January 2019 to determine the feasibility of a potential acquisition of electric
utility assets serving San Francisco held by Pacific Gas and Electric Company (“PG&E” and
collectively with PG&E Corporation, the “Debtors”) in connection with the Debtors’ Chapter 11
bankruptcy cases. We write to inform you that, after investing additional substantial resources
since delivering our letter dated March 14, 2019 to PG&E Corporation (attached as Attachment
A), the City and its advisors have concluded their initial analysis of a potential transaction.
Based on that analysis, the City has prepared this acquisition proposal.

Accordingly, we are pleased to submit this non-binding indication of interest (“101”) to purchase
substantially all of PG&E’s electric distribution and transmission assets needed to provide retail
electric service to all electricity customers in San Francisco (such assets collectively, as further
described below, the “Targeted Assets” and such transaction, the “Proposed Transaction”). We
submit this 10l with the support of the San Francisco Board of Supervisors (the “Board of
Supervisors”) and the San Francisco Public Utilities Commission (the “SFPUC").

Subject to the terms and conditions described herein, the City is prepared to engage
immediately with the Debtors and its stakeholders to facilitate the negotiation, documentation,
“execution and bankruptey court approval of an acquisition transaction that we believe will be
mutually beneficial for the City’s constituents, the Debtors and their creditors, customers and
other stakeholders. ;

1. Rationale for the Proposed Transaction

The City is uniquely positioned to acquire the Targeted Assets and provide enhanced value to
the Debtors and their stakeholders. For over a century, the City has owned and operated its
Hetch Hetchy Power municipal retail electric utility, including its own electric generation,

1 DR. CARLTON B, GOODLETT PLACE, ROOM 200
SAN FRANCISCO, CALIFORNIA 94102-4681
TELEPHONE: (415) 554-6141



Sept. 6, 2019 Letter to PG&E
2

transmission and distribution facilities. Hetch Hetchy Power and CleanPowerSF {San Francisco’s
Community Choice Aggregation program) supply nearly 80% of San Francisco’s electricity
needs. The SFPUC, through Hetch Hetchy Power and CleanPowerSF, has a long track record of
providing safe, reliable, affordable and sustainable electric service.

More recently, investment in distribution facilities has become an important initiative for the
SEPUC to ensure reasonable access to electric distribution services for its customers, and to
secure service for new Hetch Hetchy Power customers. Given the City’s overlapping footprint
with the Targeted Assets, the ability to integrate the Targeted Assets with the Hetch Hetchy
Power infrastructure, the City’s ability to access low-cost sources of financing and with no ,
obligation to provide a return on equity capital or recover income taxes in its rate structure, the
City believes that it will be able to achieve its long-held goal of providing cost-effective electric
distribution service to all customers in San Francisco, while providing substantial value to the
Debtors and their stakeholders. '

The City has closely followed the Debtors’ bankruptcy cases and believes that, through the
Proposed Transaction, the City can assist PG&E in maximizing value for its stakeholders by
providing a significant cash infusion to the Debtors. The City can, with the Debtors’ cooperation,
consummate the Proposed Transaction expeditiously to facilitate the Debtors’ timely
emergence from bankruptcy, consistent with the Debtors’ articulated goals and timetable.
Importantly, the Proposed Transaction reflects a premium valuation for the Targeted Assets
due to the unique circumstances of the Debtors’ chapter 11 bankruptcy cases, and would result
in significant cash consideration that would be available to the Debtors and their stakeholders.
The City has also analyzed the potential impacts of the Proposed Transaction on PG&E’s
remaining customers; we believe such impacts, if any, would be modest and can be mitigated in
a way that is fair to all customers. The City will continue paying its fair share of systemwide
costs.

The City also believes that the Proposed Transaction would provide meaningful benefits to the
City and its residents, including: (i) stable and competitive rates for customers throughout San
Francisco, (i) enhanced focus on local needs, (iii) increased ability to achieve the City's
aggressive climate action goals as well as other important local policy objectives and (iv)
additional attractive long-term career and business opportunities for local residents and
businesses.

2. Targeted Assets

The Targeted Assets would include substantially all of PG&E’s distribution assets, 230/115 kV'
transformers and 115 kV transmission lines located within the City limits and certain other
assets that are needed to properly service customers in San Francisco as described more
particularly in Attachment B.

Given the unique geography of San Francisco within PG&E’s overall service territory, the City
contemplates that a physical separation of the Targeted Assets can be accomplished in a
straightforward manner. The City and its engineering and technical advisors have evaluated
various separation scenarios and the City welcomes a discussion with PG&E regarding the
disposition of specific assets and the development of a mutually acceptable separation plan
that maximizes reliability and efficiency for both San Francisco customers and PG&E’s
remaining customers.

3. Purchase Price
The City is pleased to submit an indicative purchase price for the Targeted Assets of $2.5 billion

to be paid in cash upon the closing of the Proposed Transaction. Based on the City’s key
assumptions described below, this indicative purchase price represents a 2.5x multiple of
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estimated year end 2019 rate base and more than a 35x multiple of estimated 2019 earnings
for the Targeted Assets. The City believes that this indicative purchase price represents a very
attractive premium valuation compared to recent electric utility transactions that reflects the
unique circumstances of, and expedited timing resulting from, the Debtors’ Chapter 11
bankruptcy cases.

In addition, in connection with the Proposed Transaction and taking into account the indicative
purchase price for the Targeted Assets, the City is interested in discussing an arrangement to
implement a “buy down” of any non-bypassable charge obligations® that may be applicable to
the City’s customers in exchange for a full release of those obligations, subject to the approval
of the California Public Utilities Commission (“CPUC”). The City believes that such an
arrangement would significantly increase the sources of cash available to PG&E in connection
with the Proposed Transaction.

4. Key Assumptions

Based on an in-depth asset-by-asset analysis of the Targeted Assets conducted by the City's
expert valuation, engineering and technical advisors, the City used several valuation
methodolognes to assess the value of the Targeted Assets. The City’s proposal and the
indicative purchase price are based upon, and are subject to, a number Uf assumptions,
including the following key assumptions:

e Debt-Free Purchase: The Targeted Assets would be acquired free of any debt associated
with the Debtors.

e Rate Structure:

o Rate base for the Targeted Assets totaling $1.00 billion as of December 31, 2019

o Authorized capitalization structure that includes 47% long-term debt, or $470
million, as of December 31, 2019

o Netincome contribution totaling $53 million for 2019.

e Bankruptcy Matters and Timing:

o The Proposed Transaction would be undertaken as an asset sale in connection
with a confirmed plan of reorganization of the Debtors in their Chapter 11
bankruptcy cases. As an alternative, the City would also consider a Bankruptcy
Code Section 363 sale if the Debtors prefer.

o The City will not assume or otherwise be responsible for liabilities of the Debtors
arising prior to the closing of the Proposed Transaction, other than the Debtors’
executory obligations under executory contracts that the City elects for the
Debtors to assume and assign to the City in connection with the bankruptcy
cases and for which the Debtors would be responsible for any cure costs.

o The Debtors’ Plan of Reorganization will be confirmed by the bankruptcy court
no later than June 30, 2020, and the Proposed Transaction will close as soon as
all required regulatory approvals are obtained.

! For example, charges such as the Power Charge Indifference Adjustment (PCIA), DWR Bond
Charge, New System Generation Charge (NSGC), Competition Transition Charge (CTC) and new
non-bypassable charges that may arise from state legislation, but only to the extent applicable
to the City’s customers under CPUC rules and regulations implementing those charges.
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The City’s key assumptions, including its expert advisors’ estimations of the physical condition
and age of the Targeted Assets included in rate base, are based on publicly available
information. As a result, these key assumptions and the resulting indicative valuation are
subject to refinement based on further comprehensive due diligence, including an analysis of
non-public information that the Debtors would provide. ‘

5. Financing

Financing for the Proposed Transaction is expected to include the issuance of municipal power
revenue bonds by the SFPUC. The SFPUC’s credit is well established by its issuance of power
revenue bonds in 2015. The SFPUC’s Power Enterprise, which includes Hetch Hetchy Power,
currently maintains “AA” and “AA-" credit ratings from S&P Global Ratings and Fitch Ratings,
respectively. In June 2018, San Francisco voters approved an amendment to the City’s charter
authorizing the Board of Supervisors to approve selling power revenue bonds for purposes that
include financing the acquisition of electric transmission and distribution facilities such as
contemplated in the Proposed Transaction. The City anticipates that the SFPUC’s Power
Enterprise would be expanded to include the Targeted Assets in connection with the Proposed
Acquisition.

The City has worked ciosely with its buy-side financial advisor, jefferies LLC (“jefferies”), to
evaluate financing structures. The City is confident in its ability to execute the financing based
on the revenues from the Targeted Assets, as the municipal capital markets regularly absorb
transactions of this size and the City and its various departments are frequent issuers.

6. Transaction Documentation

The Proposed Transaction will be conditioned on the negotiation of mutually agreeable
definitive documentation between PG&E and the City, including an asset purchase agreement
that contains reasonable and customary terms for acquisitions of electric utility systems and a
transition services agreement to ensure the continuous provision of safe and reliable electrical
service to San Francisco. The City and PG&E would work together to identify an appropriate
transition period and scope of transition services prior to the closing of the Proposed ,
Transaction and the City would endeavor to reduce the scope and length of transition services.

We also anticipate that separation of the Targeted Assets may require certain ancillary
agreements between the City and PG&E, including, for example, coordination, shared facilities
and customary utility border agreements that the parties would need to negotiate and execute
in connection with the closing of the Proposed Transaction.

7. Employees

The City intends to recruit willing PG&E employees who currently operate and maintain the
Targeted Assets. The City believes it can offer stable careers with appealing wages and benefits
that will be attractive to PG&E employees. We would seek your cooperation in the recruitment
process to ensure appropriate personnel to operate the system, while avoiding any disruption
across the balance of the PG&E system. The City has a long history of working productively
with its unionized workforce and intends to honor the successor provisions of PG&E’s collective
bargaining agreements.

8. Transaction Conditions

Entering into definitive documentation for the Proposed Transaction is conditioned upon the
following matters, to the City’s satisfaction: (i) the City’s completion of comprehensive business
and legal due diligence, which will require the assistance of the Debtors, (ii) the parties’
negotiation of definitive documentation and ancillary agreements, and (iii) the receipt of the



Sept. 6, 2019 Letter to PG&E
5

City’s requisite internal approvals described below. In addition, the Proposed Transaction
would be subject to customary closing conditions, including, without limitation, receipt of a
bankruptcy court order approving the Proposed Transaction that is acceptable to the City and
required regulatory approvals.

a. Internal Approvals

As referenced above, the proposal contained in this |0l has the support of the Board of
Supervisors and the SFPUC. Entering into definitive documentation for the Proposed
Transaction would require the approval of the Board of Supervisors and the SFPUC, which can
be sought expeditiously once the definitive agreements are finalized.

b. Regulatory Approvals

We anticipate that the Proposed Transaction will require the following regulatory approvals or
clearances: (i) CPUC approval under Section 851 of the California Public Utilities Code,

(i) Federal Energy Regulatory Commission approval under Section 203 of the Federal Power
Act, along with certain ancillary approvals, and (iii) compliance with the California
Environmental Quality Act (“CEQA”). We anticipate that the regulatory filings would be
coordinated with the bankruptcy court’s schedule to allow for filing as soon as practicable in
connection with the Debtors’ plan of reorganization and that all required regulatory approvals
and clearances would be received upon or prior to the receipt of all regulatory approvals
required for the Debtors’ plan of reorganization.

9. Due Diligence

The City and its team of advisors have created this proposal using information sourced from
public filings, including FERC, Securities Exchange Commission and other regulatory filings and
investor presentations. Access to non-public information and cooperation from the Debtors
would be required for the City to expeditiously complete its comprehensive business and legal
due diligence and finalize its valuation assumptions. If it would be helpful to PG&E to expedite
the diligence confirmation process, the City is willing to provide a comprehensive list of the due
diligence information that would be required for the City to complete its due diligence process
to move forward with the Proposed Transaction.

The City has retained multiple expert advisors that have assisted the City in conducting its initial
due diligence and submitting this 10}, including:

Jefferies: buy-side financial advisor

MRW & Associates, LLC: financial feasibility advisor

NewGen Strategies and Solutions, LLC: asset appraisal advisor
Advisian / Siemens Industry, Inc.: engineering advisor

Flynn Resource Consultants Inc.: technical and regulatory advisor
Morgan, Lewis & Bockius LLP: transaction legal counsel

e Orrick Herrington & Sutcliffe LLP: bond legal counsel

10.  Non-Binding

This 101 represents a general statement of the City’s interest in purchasing the Targeted Assets
and does not create any legally binding obligations on the City or any of its officials,
representatives, agencies, political subdivisions, affiliates or their respective advisors. Unless
and until the parties have, among other things, completed comprehensive due diligence,
negotiated definitive transaction documentation for the Proposed Transaction, obtained
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necessary. internal approvals, executed definitive transaction documentation for the Proposed
Transaction and obtained a bankruptcy court order authorizing the Proposed Transaction,
neither the City nor the Debtors shall be under any legal obligation of any kind whatsoever as to
the Proposed Transaction by virtue of this 10l. The City does not commit to any definite course
of action as to the Proposed Transaction prior to completing any required CEQA compliance.

11. Next Steps

The City appreciates your earnest consideration of this non-binding proposal. We welcome the
opportunity to discuss this proposal, together with the significant benefits that it would
provide, with appropriate representatives of the Debtors. As you know, we have a meeting
scheduled with Mr. Johnson on September 26 to discuss various matters, including the City’s
interest in the Proposed Transaction. We understand that the Debtors will be filing a proposed
plan of reorganization in short order. After reviewing the proposed plan, we may follow up
with the Debtors to provide additional analysis demonstrating how the Proposed Transaction
would enhance and could be coordinated with the proposed plan.

We have a full team, including outside legal, financial and engineering advisors and senior City
representatives, engaged and standing ready to complete the City’s comprehensive due
diligence and work expeditiously towards definitive documentation, with the assistance of
PG&E, subject to the terms and conditions described above. As noted above, with the Debtors’
prompt engagement, the City believes that it can complete its outstanding work in a timeframe
consistent with the Proposed Transaction being approved in parallel with PG&E's anticipated

plan confirmation process, and ahead of the June 30, 2020 legislative deadline.

Any inquiries with respect to this 10! can be directed to Sean Elsbernd (415-554-6603), Chief of
Staff to Mayor Breed, or to the following contacts at Jefferies: Scott Beicke (212-336-7479),
Americas Co-Head of Power, Utilities and Infrastructure, or Simon Wirecki (310-575-5251),
Western Regional Head for Municipal Finance.

Very truly yours,

ﬁ&gw@%\ WA~

Londdn N. Breed nnif J\Herrera
Mavyor City Atkarney

cc. All members Board of Supervisors
All SFPUC Commissioners
Harlan L. Kelly Jr., SFPUC General Manager
Ben Rosenfield, City Controller
Scott Beicke, Jefferies Americas Co-Head of Power, Utilities and Infrastructure
Simon Wirecki, Jefferies Western Regional Head for Municipal Finance ‘

Jason Wells, PG&E Corporation Chief Financial Officer
Janet Loduca, PG&E Corporation Senior Vice President and General Counsel

Attachments: A. Letter to PG&E Corporation dated March 14, 2019
B. Targeted Assets :
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OFFICE OF THE MAYOR OFFIce OF THE CITY ATTORNEY
SAN FRANCISCO SAN FRANCISCO
LONDON N. BREED DENNIS J. HERRERA
MAYOR ~ CiTy ATTORNEY
March 14, 2019

VIA ELECTRONIC MAIL AND USPS

John R. Simon

Interim Chief Executive Officer
PG&E Corporation

77 Beale Street, P.O. Box 770000
San Francisco, CA 94177

Jason P. Wells

Senior Vice-President and Chief Financial Officer
PG&E Corporation ;

77 Beale Street, P.O. Box 770000

San Francisco, CA 94177

Dear Mr, Simon and Mr. Wells,

The City and County of San Francisco (the “City™) has initiated work to evaluate the cost
and feasibility of acquiring PG&E’s electric distribution facilities that serve San Francisco.
While you have probably heard public reports about this effort, we write you directly to
underscore the seriousness of our purpose and facilitate lines of communication going forward.

The analysis the City is undertaking will enable us to make an initial determination
whether such an acquisition is feasible, including whether it would benefit City taxpayers and
electric customers, produce a fair price to PG&E for these assets, and advantage PG&E’s
employees and its ratepayers outside of San Francisco. We will work with the City’s Board of
Supervisors and Public Utilities Commission to evaluate these factors. If we determine the
acquisition is feasible, we intend for the City to make a formal offer to PG&E within the coming
months as part of the bankruptcy process.

Please contact us if you would like to discuss this matter.

London N. Breed, Mayor Dennis@errera, City Attorney

cc:  Janet C. Loduca, Senior Vice-President and Interim General Counsel, PG&E Corporation
Members, Board of Supervisors :
Members, Public Utilities Commission
Harlan Kelly, General Manager, Public Utilities Commission

1 DR. CARLTON B. GOODLETT PLACE, RGom 200
SAN FRANCISCO, CALFORNIA 94102-4681
TELEPHONE: (415)554-6141
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Attachment B
Targeted Assets

This Attachment B provides an overview description of the assets the City
proposes to purchase from PG&E. The description provided here is not intended
to be the comprehensive list of assets to be purchased that would be included in
a final purchase and sale agreement. Subject to due diligence and discussions
with PG&E, some assets described here may not be included, and other assets
may be added to a binding pricing and a final purchase and sale agreement.

Broadly, the City is proposing to purchase substantially all of PG&E’s transmission
and distribution assets that are necessary for the City to provide safe and reliable
retail electric service to all electricity customers in San Francisco.

These assets are currently anticipated to include:

i.  All of PG&E’s distribution assets within San Francisco, including
distribution-level substations, metering, customer-level interconnections,
and related facilities, as needed for operational control.

ii. PG&F’s 115 kV transmission assets within San Francisco, and PG&E’s 230
kV to 115 kV transformers, as needed for operational control. (This
excludes PG&E’s 230 kV transmission lines, and 230 kV busses at a) the
Embarcadero Substation, b) Martin Substation and c) Potrero Substation.).

iii. A portion of the Martin substation or interconnections to the Martin
substation to enable the City to controf all 115 kV and 12 kV power flows
from Martin into San Francisco, and a lease agreement for a portion of the

" Martin substation in which City equipment is located, as needed for
operational control.

iv.  An option to purchase the open bay position planned at PG&E’s proposed
Egbert Switching Station, as needed for operational control.

The City’s proposal also includes related assets, materials, records and other
items, as required for safe and reliable service to customers and safe and reliable
operation of the assets above, including:
a. Other systems and equipment such as meters, relays, SCADA,
transformers, rolling stock, telecommunication and control center
equipment, and spares; support systems, standards, AMR facilities,

Targeted Assets Attachment B-1



distribution system model data, system maps and diagrams, records, and
all similar items required to operate the assets.

b. All of PG&EF’s reliability, safety, operating, maintenance and capital
improvement records for the assets that are purchased.

c. PG&EF’s operating and maintenance facilities (for communications, SCADA,
security, control and emergency response), service yards, warehouses; ;
customer service and call center; and other facilities; all as located in San
Francisco, and as necessary for safe and reliable operation and
maintenance of the assets described above.

d. PG&F’s customer service, metering and billing records, including program
and service agreements, dispute notices, outstanding complaints, and
similar customer-related information.

" e. PG&E-owned land, easements, rights-of-way, lease agreements, and other
land-related agreements (or appropriate new lease or other agreements
between San Francisco and PG&E) necessary for safe and reliable
operation and maintenance of the assets described above.

f. PG&E-owned streetlights and similar unmetered facilities in San Francisco.

The City’s proposal excludes all PG&E land and facilities related to its “General
Office” operations in San Francisco, i.e., those facilities related to PG&E’s San
Francisco headquarters, and excludes all land and facilities related to PG&E’s
natural gas operations and services.!

Asset Purchase Alternatives

While not incorporated into the City’s indicative price proposal, the City is open to
discussing alternative permutations of the asset grouping described above, such
as (but not limited to): :

e Purchase of all of the high-voltage transmission assets in San Francisco,
including the high-voltage lines excluded above;

e Modifications of the interconnections at the Martin substation allowing for
PG&E to maintain ownership of many of the assets at the Martin
substation, to ensure reliability and/or accelerate transfer of customers
from PG&E to the City;

1 pG&E has gas and electric facilities (materials, service vehicles, construction equipment, etc.) co-located at 18t
and Harrison Street and related blocks. This proposal assumes mutually-acceptable arrangements to allow the City
to utilize this facility.
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e Other alternatives that would add value, accelerate transfer, and/or ensure
continued safe and reliable service for both PG&E’s and the City’s
customers.

Targeted Assets Attachment B-3



San Francisco
/ater Sewel
Operator of the Hetch Hetchy Regional Water System

May 13, 2019

Mayor London N. Breed

City Hall, Room 200

1 Dr. Carlton B. Goodlett Place
San Francisco, CA 94102

Dear Mayor Breed,

By this letter, | am delivering the San Francisco Public Utilities Commission’s
(“SFPUC”) preliminary study of the public power options that the City will consider
in light of Pacific Gas & Electric Company (“PG&E”) filing for bankruptcy protection.
This report represents the first step toward exploring the potential acquisition of
PG&E assets needed for the City to provide electric service to all of San Francisco.

As you know, the SFPUC owns and operates transmission and distribution assets
within and outside of San Francisco but relies on PG&E for delivery to most of its
customers in San Francisco for both Hetch Hetchy Power and CleanPowerSF. The
report identifies and describes three options the City can consider to ensure San

Francisco customers with clean, safe, reliable, and affordable power:

e Limited Independence
e Targeted Investment for More Independence
e Acquire PG&E Assets for Full Independence

While any sort of acquisition of PG&E property would be a lengthy process, the
preliminary report shows that public ownership of San Francisco’s electric grid has
the potential for significant long-term benefits relative to investment costs and risks.
Initial research shows total Power independence would make meeting the City’s
goal of being 100 percent carbon neutral by 2030 much less difficult. It would also
lead to more stable rates and more transparency for customers. Additionally,
PG&E'’s existing workforce would be welcomed into SFPUC’s community-owned
public service culture, where safety and efficiency are priorities.

The next phase of the analysis will go deeper. The City will examine the impact of
acquiring PG&E distribution assets on affordability, safety, reliability, workforce,
environmental justice, neighborhood revitalization, and community engagement.
This analysis will also include the impact of San Francisco’s departure from the
larger PG&E system on other ratepayers across California.

Sincerely,
Dot D )u”{%
9.

Harlan L. Kelly, Jr.
General Manager, San Francisco Public Utilities Commission

Services of the San Francisco Public Utilities Commission

OUR MISSION: To provide our customers with high-quality, efficient and reliable water, power and sewer
services in a manner that values environmental and community interests and sustains the resources entrusted
to our care.

525 Golden Gate Avenue, 13th Floor
San Francisco, CA 94102

T 415.554.3155
F 415.554.3161

TTY 415.554.3488

London N, Bread
Mayor

Ann Moller Caen
President

Francesca Vietor
Vice President

Anson Moran
Compmisstoner

Sophie Maxwell
Commissioner

Tim Paulson
Commissioner

Harlan L. Kelly, Jr.
General Manager







PUBLIC UTILITIES COMMISSION
City and County of San Francisco

RESOLUTION NO. 20-0011

WHEREAS, On June 5, 2018, the voters of the City approved Proposition A,
amending Charter Section 8B.124 (Proposition A), which among other things, authorized
the San Francisco Public Utilities Commission (SFPUC) to issue revenue bonds,
including notes, commercial paper or other forms of indebtedness, when authorized by
ordinance approved by a two-thirds vote of the Board of Supervisors, for the purpose of
reconstructing, replacing, expanding, répairing or improving power facilities or
combinations of water, clean water and power facilities under the jurisdiction of the
SFPUC, or for any lawful purpose of the power utility; and

WHEREAS, On January 29, 2019, PG&E Corporation and its subsidiary, PG&E,
filed for bankruptcy due to tens of billions of dollars in liabilities for the devastating
wildfires caused by PG&E equipment in 2017 and 2018; and

WHEREAS, In a letter dated January 14, 2019, Mayor London Breed asked the
SFPUC to prepare an analysis of the options for ensuring safe and reliable electric service
within the City, including the possibility of acquiring the PG&E electric distribution and
transmission infrastructure assets that serve the City (PG&E Assets); and

WHEREAS, On March 14, 2019, Mayor Breed and City Attorney Dennis Herrera
submitted a letter to PG&E notifying it that the City had commenced work to determine
the feasibility of the City’s acquisition of the PG&E Assets; and

WHEREAS, On April 9, 2019, the Board of Supervisors (Board) adopted
Resolution No. 174-19 determining that the public interest and necessity require changing
the electric service provided in the City and requesting the SFPUC to prepare a report on
options for improving electric service in the City through acquisition, construction, or
completion of public utilities pursuant to Charter Section 16.101; and

- WHEREAS, On May 13, 2019, the SFPUC submitted a report to Mayor Breed
and the Board (SFPUC Report), which is hereby declared to be a part of this Resolution
as if set forth fully herein, analyzing three options for power independence, including (1)
continued reliance on PG&E for electricity distribution service, (2) targeted investments
in electric grid infrastructure to lessen the City’s reliance on PG&E, and (3) full power
independence through acquisition of the PG&E Assets; and

WHEREAS, The SFPUC Report concluded that acquisition of the PG&E Assets
is the only option that would allow the City to meet its goals for affordable, safe, and
reliable service; protection of the environment and climate goals; transparency and public
accountability, and; workforce development and equity; and



WHEREAS, The City has engaged a number of expert consultants to provide
analysis and advice for the acquisition of the PG&E Assets, including in the areas of
utility asset valuation, finance, utility rates, labor, engineering, and operations; and

WHEREAS, On September 6, 2019, Mayor Breed and City Attorney Herrera
submitted to PG&E a non-binding indication of interest (I0I), which is hereby declared
to be a part of this Resolution as if set forth fully herein, to acquire the PG&E Assets for
$2.5 billion in connection with the PG&E bankruptcy cases (Proposed Acquisition); and

WHEREAS, On September 1’7, 2019, the Board adopted Resolution No. 403-19
supporting the 101 and urging PG&E to work cooper atively with the City on the
- Proposed Acquisition; and

WHEREAS, On September 19, 2019, Mayor Breed and City Attorney Herrera
submitted a second letter to PG&E, which is hereby declared to be a part of this
Resolution as if set forth fully herein, to provide additional information on the City’s
offer and proposing to work with PG&E to include the City’s offer in PG&E’s September
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WHEREAS, SFPUC anticipates that in addition to the purchase price for the
Proposed Acquisition, funds will be required for the SFPUC’s transition to ownership
and operation of the PG&E Assets, including but not limited to work to separate the
PG&G Assets from the remainder of the PG&E grid; expanding personnel capacity;
acquiring equipment inventory and software; and establishing operating reserves; and

WHEREAS, The City has a long history of working productively with its
unionized workforce, and will work in good faith to transition current PG&E unionized
employees to City employment; and

WHEREAS, Pursuant to Charter Section 8B.124, the Board may approve by
ordinance revenue bond financing for any lawful purpose of the City’s power utility and
in furtherance of, among other things, the City’s clean energy goals and enhanced safety
and reliability for electric service; and

WHEREAS, The SFPUC intends to authorize the issuance of Power Enterprise
revenue bonds to fund the Proposed Acquisition if and when the six conditions spemhed
below are met; and

WHEREAS, The Bureau of Environmental Management determined that this
action does not constitute a project under the California Environmental Quality Act
(CEQA) Guidelines Section 15378(b)(4), and subsequent action by this Commission to
approve any specific activities at a particular location, or the Proposed Acquisition, 18
conditioned upon completion of environmental review in compliance with CEQA, the
CEQA Guidelines, Administrative Code Chapter 31, and Proposition A; now, therefore,
be it



RESOLVED by the San Francisco Public Utilities Commission, as follows:

Section 1. Conditional Issuance of Bonds. The Commission is authorized to
issue Power Enterprise revenue bonds for the Proposed Acquisition in an amount not to
exceed $3,065,395,000, inclusive of the $2,500,000,000 acquisition cost plus additional
funds SFPUC anticipates will be required for the transition to ownership and operation of
the PG&E assets, including but not limited to work to separate the PG&E assets from the
remainder of the PG&E grid; expanding personnel capacity; acquiring equipment
inventory and software; and establishing operating reserves, and funding bond financing
costs; subject in all respects to the satisfaction in the future of each of the following six
conditions prior to the issuance of the SFPUC bonds herein authorized:

(1) The City has negotiated a binding agreement or agreements with PG&E
for the acquisition of the PG&E assets, or is otherwise legally authorized to acquire the
assets, with terms and conditions that protect the interests of the City and electric
customers;

(2) Commission staff has prepared an analysis of electric rates and proposed
rate structures, including but not limited to rates for low income customers;

3) Commission staff has obtained and delivered to the Commission and the
Board the certifications required under Charter Section 8B.124(a) and (b);

(4) Commission staff has determined that the Power Enterprise revenue bonds
can be issued on terms and at interest rates that will make the Proposed Acquisition
financially feasible, including to the extent available under law exemption of interest on
such Power Enterprise revenue bonds;

(5)  The Commission has adopted a resolution approving the binding
documents required for acquisition and all forms of associated financing documents; and

(6) The Board of Supervisors has adopted an ordinance by a two-thirds vote
providing final authorization to the SFPUC to issue Power Enterprise revenue bonds for
the Proposed Acquisition in accordance with Charter Section 8B.124. -

Section 2. CEQA Findings. The Commission, in approving this Resolution, is
not providing final approval of the issuance of the Power Enterprise revenue bonds or
approving the Proposed Acquisition within the meaning of CEQA. The Commission
retains absolute discretion to decide whether to approve the issuance of revenue bonds
and to proceed with the Proposed Acquisition, and the Commission will not take any
discretionary action committing the City to approve the Proposed Acquisition until the
Commission has reviewed and considered any environmental documentation prepared by
the City in compliance with CEQA and adopted any appropriate findings in compliance
with CEQA.




Accordingly, the Commission retaing discretion to, among other things, modify
the terms of the Proposed Acquisition to mitigate any significant environmental impacts,
require the implementation of specific measures to mitigate any significant environmental
impacts of the Proposed Acquisition, to approve or reject the issuance of revenue bonds
for the Proposed Acquisition, and to approve or reject the Proposed Acquisition.

Section 3. Effective Date. This resolution shall take effect immediately after its
adoption.

I hereby certify that the foregoing resolution was adopted by the Public Utilities
Commission at its meeting January 14, 2020.

Secretary, Public Utilities Commission



City Hall
1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 554-5227

BOARD of SUPERVISORS

MEMORANDUM

TO: Harlan Kelly, General Manager, Public Utilities Commission
Sophia Kittler, Liaison to the Board of Supervisors, Mayor’s Office

FROM: Erica Major, Assistant Clerk, Land Use and Transportation Committee
DATE: March 3, 2020

SUBJECT: LEGISLATION INTRODUCED

The Board of Supervisors’ Land Use and Transportation Committee has received the
following proposed legislation, introduced by Supervisor Peskin on February 25, 2020:

File No. 200223

Resolution affirming the City’s continued good faith efforts to acquire the
PG&E assets necessary to provide clean, green, and affordable electric
power delivery and service in San Francisco, contingent on key conditions
and priorities.

If you have comments or reports to be included with the file, please forward them to me
at the Board of Supervisors, City Hall, Room 244, 1 Dr. Carlton B. Goodlett Place, San
Francisco, CA 94102 or by email at: erica.major@sfgov.org.

cc: Juliet Ellis, Public Utilities Commission
Donna Hood, Public Utilities Commission
John Scarpulla, Public Utilities Commission
Andres Powers, Mayor’s Office



Member, Board of Supervisors

Francisco
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District 3

AARON PESKIN
il TR H

DATE:

TO:

FROM

RE:

March 5, 2020

Angela Calvillo
Clerk of the Board of Supervisors

: Supervisor Aaron Peskin, Chair, Land Use and Transportation Committee

Land Use and Transportation Committee
COMMITTEE REPORT

Pursuant to Board Rule 4.20, as Chair of the Land Use and Transportation Committee, | have
deemed the following matter is of an urgent nature and it be considered by the full Board on
Tuesday, March 10, 2020, as a Committee Report:

200223 Affirming City Support to Acquire PG&E Assets Contingent on Key
Conditions and Priorities

Resolution affirming the City’s continued good faith efforts to acquire the PG&E
assets necessary to provide clean, green, and affordable electric power delivery and
service in San Francisco, contingent on key conditions and priorities.

This matter will be heard in the Land Use and Transportation Committee at a Regular Meeting on
Monday, March 9, 2020, at 1:30 p.m.
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Print Form

Introduction Form

By a Member of the Board of Supervisors or Mayor

Time stamp
or meeting date

I hereby submit the following item for infroducﬁon (select only one):

[am—y

. For reference to Committee. (An Ordinance, Resolution, Motion or Charter Amendment). L u i
. Request for next printed agenda Without Reference to Committee. N

. Request for hearing on a subject matter at Committee.

. Request for letter beginning :"Supervisor inquiries"

. City Attorney Request.

. Call File No. from Committee.

. Budget Analyst request (attached written motion).

o 3 N k= LN

. Substitute Legislation File No.

9. Reactivate File No.

Doooddaoodl

10. Topic submitted for Mayoral Appearance before the BOS on

Please check the appropriate boxes. The proposed legislation should be forwarded to the following:

[ ] Small Business Commission [] Youth Commission [ ]Ethics Commission
[ ]Planning Commission [ |Building Inspection Commission
Note: For the Imperative Agenda (a resolution not on the printed agenda), use the Imperative Form.

Sponsor(s):

Supervisor Peskin; Ronen

Subject:

[Affirming City Support to Acquire PG&E Assets Contingent on Key Conditions and Priorities]

The text is listed:

Resolution affirming the City’s continued good faith efforts to acquire the PG&E assets necgssary to provide clean,
green and affordable electric power delivery and service in San Francisco, contingent onfk¢y conditions and

priorities. ”/;7

Signature of Sponsoring Supervisor: / ////é(/(/ // //7 // /
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