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I. INTRODUCTION 

This Report reviews the feasibility of electricity energy options available to 

the City of Davis, California (Davis or the City).  Pacific Economics Group (PEG) 

prepared the Report in response to the City Council’s October 2012 direction, with 

input on legal and regulatory issues from Best, Best & Krieger, LLP and Nixon 

Peabody, LLP, This Report also builds on, and updates, the valuation analysis that 

R.W. Beck prepared for the City in 2004. 

Section II of this Report is the Executive Summary.  Sections III and IV 

describe and discuss the City’s policy objectives and its current and projected 

electric energy consumption and needs.  Sections V, VI, and VII describe the City’s 

three primary options.  Section VIII discusses exit fees.  Section IX compares the 

options available to the City, and discusses the conclusions drawn from the 

comparisons.  Section X provides a time line for implementation of the various 

options.  Section XI summarizes the Report’s conclusions. 
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II. EXECUTIVE SUMMARY 

The City of Davis, California seeks an energy future that increases reliance on 

energy efficiency, renewables, and distributed energy.  This Report describes an 

approach that would give the City greater control of future energy choices, improves 

the environment, and delivers safe, reliable, affordable electricity to Davis. 

The comprehensive list of community objectives for this study is summarized 

as follows: 

 Expand the availability of renewable energy, local distributed 

generation, and energy efficiency. 

 Reduce Greenhouse Gas (GHG) emissions and move to a carbon-

neutral footprint. 

 Reduce resource consumption, including energy use. 

 Foster a healthy and vibrant economic climate based on green 

technologies, and create a people-centric urban design environment. 

 Obtain reliable electric service. 

 Stabilize or reduce energy costs for the City, its residents, and 

businesses. 

 Gain more community control over energy decisions. 

The City has three basic electric energy options.  This Report explains some 

important differences and quantifies differences for each option.  These options are: 

 Continuation of the Status Quo with PG&E providing the electric 

energy supply, and owning and controlling the electric distribution 

system within the City (Status Quo),  
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 Community Choice Aggregation (CCA) with the City providing the 

electric energy supply and with PG&E continuing to own and control 

the electric distributions system, and 

 A Publicly-Owned Utility (POU) with the City providing both the 

electric energy supply and owning and controlling the electric 

distribution system within the City. 

There are many issues and nuances the City needs to consider in determining 

the best approaches for the Davis community.  The decision is for the City to make, 

but this Report reached very clear conclusions on the choices available to the City.  

These are: 

 The Status Quo is the worst option for the community; it means 

consumers will pay more, the community will have little or no control 

over the City’s energy future, and meeting the City’s policy objectives 

is unlikely.  

 A CCA achieves many of the City’s policy objectives because the City 

will determine the mix of energy that will supply Davis.  It will 

probably be slightly less expensive than the Status Quo.  However, 

PG&E will continue to provide distribution services to Davis and that 

will perpetuate poor reliability and rising electricity bills.  

Implementing the CCA option will probably require the City to commit 

resources and to undertake a significant effort to achieve.  

 The POU option is superior to the other options and would achieve all 

of the City’s policy objectives.  The community will have control over 
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its energy future and can pursue leading-edge environmental 

objectives.  It will also significantly reduce the cost of electric service.  

The expected cost savings, taking into account the cost acquiring the 

electric distribution system, are likely to result in electric rates that 

are approximately 20% less than the Status Quo.  The City would 

likely improve reliability.  The City will also take control over the 

expenditure of public purpose charges residents currently pay PG&E, 

which are now exported to PG&E’s entire system.  Implementing the 

POU option will require the City to undertake a major effort.  

 The volume of MWHs consumed in Davis in the future will likely be 

about the same or less than current consumption.  Davis has a stable 

customer base that is not likely to significantly increase.  Electricity 

use per customer in Davis likely will decline.  A zero or low growth 

electric system means: (a) less future capital investments and 

favorable effects on the environment; (b) that, under the Status Quo, 

Davis residents and businesses are being charged for load growth 

activity promoted by PG&E elsewhere on the PG&E system. 

 Each year Davis residents and businesses pay a surcharge of about 

$4.3 million for public purpose programs such as renewable energy 

and energy efficiency; but under the Status Quo, have no control over 

the use of these funds, which might be spent outside of Davis on 

projects that might not benefit the Davis community. 
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The facts related to the three options are summarized below and then 

discussed in further detail in Sections V, VI, and VII.   

A. Status Quo 

 PG&E would continue to provide the City with electric distribution services 

and would determine the sources of electricity for the City without regard for Davis’ 

policy initiatives.  Over time, there would be some improvement in the use of 

“green” power because PG&E is moving to meet California’s Renewable Portfolio 

Standards (RPS) of 33% renewable energy.  This means there will be reduced 

dependence on fossil fuel.  PG&E also has regulatory mandates to support energy 

efficiency and distributed renewable generation.  These environmental 

improvements are favorable outcomes and consistent with the City’s objectives. 

Under the Status Quo, consumers in Davis pay PG&E to satisfy these various 

mandates and requirements on a system-wide basis.  There is no requirement that 

PG&E invest inside the City of Davis the nearly $4.5 million per year that Davis 

residents and businesses contribute for public purpose programs.  The City has no 

ability to affect what PG&E may or may not do inside the City.  This important 

disconnect prevents Davis from controlling its energy and environmental future.   

Under the Status Quo the City would be faced with the task of furthering its 

energy, environmental, and economic objectives for Davis without PG&E’s support.  

For example, Davis could take a more active role to promote the use of distributed 

energy, solar roof panels, and energy efficiency within the City.  The City would need 

to use City funds to accomplish its objectives.  The City would not have a meaningful 

voice or vote concerning what PG&E does or where it chooses to spend the many 
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millions of dollars electric consumers in Davis pay to PG&E for generation (about 

$20 million annually) and public purpose programs (about $4.5 million annually). 

PG&E administers and operates a vast system-wide distribution network.  

PG&E charges all its customers distribution fees that pay for the entire distribution 

system.  PG&E may have some engineering economies of scale advantages, but the 

empirical evidence shows that, bottom line, mid-sized California POUs deliver 

service at prices significantly lower than PG&E.  The costs and inefficiencies of a 

huge bureaucracy, high executive compensation, and PG&E shareholder profits may 

well exceed any savings from economies of size.   

PG&E charges its retail customers more for generation than other utilities in 

California.  PG&E’s reliability is poor and it has some serious financial difficulties 

stemming from the San Bruno explosion and fires.  PG&E’s customers have learned 

that “bigness” is at least as likely to increase PG&E’s problems.  PG&E’s customers 

will not be required to pay directly for the fines, but they will likely be assessed 

higher rates in the near future to collect more revenue to address these problems 

and in the form of increased PG&E cost of capital.  

The comparison is between PG&E’s distribution prices inside Davis, not its 

actual costs, and the costs a Davis stand-alone distribution utility would charge to 

deliver electricity in Davis.   

 

B. Community Choice Aggregation (CCA) 

Under a CCA option, Davis would become responsible for its electricity 

supply mix and could take more aggressive steps to advance a green electricity 
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generation agenda to reduce GHG, but would not have control over the electric 

distribution system.  The CCA could also emulate the State’s existing municipal 

electric utilities and take steps that reduce the costs of conventional electricity 

generation.  If the CCA reduces the cost of generation compared to the prices PG&E 

charges for electricity supply, it could use any savings to defer the costs of operating 

a CCA, expand renewable energy use in the City, and encourage energy efficiency 

improvements.  Costs are projected to be slightly less than under the Status Quo, but 

we would caution that the margin of difference would be narrow. 

A Davis CCA would provide the City with more control over the generation 

mix that it uses to serve customers in Davis than the Status Quo.  A CCA might be 

able to secure electricity at a lower cost and with fewer GHG emissions than PG&E.  

A CCA might also be able to increase the money spent on public purpose programs 

such as energy efficiency and distributed renewable energy in Davis compared to 

PG&E. 

Several factors hamper the CCA and restrict its ability to achieve all the City’s 

stated goals.  First, customers in Davis could “opt out” from a CCA and remain with 

PG&E.  It is not known how many customers in Davis would elect to take their 

electricity supply service from a Davis CCA.  It is likely that some customers would 

elect to remain with PG&E, some would elect to take service from the newly formed 

CCA, and some will elect to remain as Direct Access customers.  This could affect 

what a CCA could achieve to further the City’s stated objectives. 

The CCA option permits retail customers the right to “opt out.”  This means 

the CCA would need to convince retail users that a Davis CCA would arrange more 
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reliable, environmentally friendly electricity at reasonable prices.  For some 

customers, this will become a price comparison.  Others will be willing to leave the 

generation part of PG&E behind, despite any changes in price. 

Second, a CCA could attempt to gain control over some of the Public Purpose 

Program (PPP) funds PG&E currently collects for energy efficiency, low income 

assistance and Research and Development (R&D).  It is not known if such efforts 

would be successful.  For example, the Marin Energy Authority engaged in a lengthy 

process to try to obtain control a portion of the funds its retail customers pay for 

public purpose programs to PG&E.  The CPUC might or might not approve a similar 

Davis application, but even if it approved the application, the City would only obtain 

control of the portion of the funds that the California Energy Commission (CEC) does 

not control.   

Under a CCA, the City can control its energy future, achieve most of its 

objectives, and hope to keep retail prices at or below PG&E’s levels.  The latter 

depends on the extent of any generation cost savings, the amount of Exit Fees the 

California Public Utilities Commission (CPUC) requires, and CPUC approval of a 

Davis CCA application to obtain control of the public goods charges for PPP that 

customers in Davis pay to PG&E.  None are certain.   

The CCA would also be able to apply to PG&E and/or the CPUC to expand the 

use of SmartMeters in order to offer customers options to save money and reduce 

electricity use.  This will be a difficult proposal for PG&E to accept, and PG&E will 

likely raise issues concerning confidentiality, liability, and other concerns for third 
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party use of their meters.  Finally, a CCA would need to hire staff, and at a minimum 

acquire the expertise to acquire both renewable and conventional electricity.  

PG&E’s response to the formation of a CCA in Davis is unknown, but in the 

past, it has resisted community efforts to form CCAs. 

 

C. Publicly Owned Utility (POU) 

Under a POU option, the City would acquire or replace PG&E’s distribution 

network of poles, wires, transformers, and meters.  This analysis puts the cost for 

Davis at about $20 million.  Although PG&E will seek more, $20 million is a 

reasonable estimate of the actual cost that would be set by the CPUC or a court if the 

City and PG&E cannot agree upon a price.  Davis would need to finance an 

acquisition of PG&E’s assets or new replacement facilities.  Davis would need to hire 

employees or outsource necessary activities like tree cutting, billing, and call 

centers.  Taking into account all of the relevant factors, this Report demonstrates a 

standalone municipal utility could reduce the costs Davis’ residents and businesses 

pay relative to PG&E by about 20%.  Table 1 shows the Base Case and Combined 

High and Low Uncertainty Cases of savings for various years and in present value 

terms for the first thirty years.  The Report discusses and evaluates these results.   
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Davis would also assume responsibility for its own electricity supply mix.  

Initially, this aspect of the POU option would be similar to the CCA option.  Over 

time, a POU would be more likely to invest directly or enter joint ventures to own 

and operate new electricity supply sources. 

One of the most important advantages is that a POU would not simply inherit 

PG&E’s tariffs and cost allocations, but would design its own tariffs and cost 

allocations.  It is particularly significant that the public goods charges PG&E 

currently collects would be transferred fully to a POU as a matter of right.  From its 

inception, Davis could determine its own public purpose priorities, programs, and 

funding levels.   

A POU can also expect much lower financing costs than PG&E for several 

reasons.  First, it would not use expensive equity capital, which requires the return 

of profit to investors.  Second, it would use long-term debt at lower interest rates.  

This Report identifies other savings.  After paying for and financing the purchase of 

PG&E assets, adjusting for any higher start-up costs, and creating a reserve for 

unanticipated costs, a POU likely would save Davis residents and businesses from 

Base Case Combination

Annual Savings

(i)   Year 1 9.305$                        4.329$                       

(ii)  Year 10 8.452$                        7.186$                       

(iii) Year 20 7.696$                        6.496$                       

PV for 30 Years at 5% 133.835$                    102.943$                   

TABLE 1

Summary of POU Savings Relative to PG&E

Millions of 2013$

Present Value
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about $5 million to $9 million annually compared to the $44 million PG&E currently 

charges them for less reliable service.   

D. Conclusions 

The Report compares three options and reaches the following conclusions.  

Under the Status Quo, PG&E’s system requirements determine retail prices in Davis.  

These PG&E system costs and resulting retail prices will likely increase over time.  

While it is reasonable to assume PG&E will achieve State-mandated Renewable 

Portfolio Standards on its system, there is no requirement that any of PG&E’s 

system’s investments will be spent to help the City achieve its environmental goals 

and objectives.  Under the Status Quo, Davis has virtually no control over or ability 

to influence what PG&E does or does not do.  Consumers in Davis will pay more for 

electricity, accept relatively poor system reliability, and pay for system-wide growth 

and investments that Davis does not need or necessarily want compared to local 

preferences. 

The CCA option would provide Davis control over the types of generation 

used to supply consumers in the City.  The CCA would also provide Davis with the 

opportunity to seek CPUC approval to gain control of a portion of the fees for Public 

Purpose Programs that consumers in Davis currently pay to PG&E.  PG&E will 

continue to determine the amount Davis’ consumers pay for everything other than 

generation (about half a customer’s total electric bill).  Regardless, the CCA will gain 

control over generation and perhaps a portion of the fees for Public Purpose 

Programs.  These are good results.  If a Davis CCA can also reduce retail prices in 
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Davis through a successful generation portfolio outcome, this is a better result than 

maintaining the Status Quo by remaining with PG&E. 

The POU option has significantly more advantages than the CCA option.  As 

with the CCA, Davis will control and determine the generation mix.  In addition, the 

POU will control the distribution system with opportunities for improved efficiency 

and reliability, including maximum utilization of SmartMeters.  The POU will also 

have reduced exit fees and assured greater control over public purpose funds.  

Moreover, taking into account all of the expenses, including the cost of acquiring and 

financing the distribution system, the conservatively estimated cost savings relative 

to PG&E would be about 20% under municipal ownership.  The additional savings 

and the certain control of fees for Public Purpose Programs will also be available to 

achieve all the Council’s goals and objectives.  The combination of control and lower 

costs make the POU option the best result. 

Thus, this analysis reaches the strong conclusion that the POU option is, by 

far, the superior alternative to achieve the City’s objectives.  A CCA might accomplish 

some of the Council’s goals, but the CCA choice is only better than maintaining the 

Status Quo and remaining as a PG&E customer.  Nevertheless, the increasing PG&E 

distribution system charges would still raise CCA rates and determine service 

reliability.  

Forming a POU will likely enable the City of Davis to make significant strides 

towards reaching Council’s stated goals and use the projected savings to make other 

improvements, including reducing electricity prices in Davis.  While the CCA has 

benefits, the net savings relative to PG&E are not nearly as significant as a POU, 
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which could deliver electricity at a lower cost and with more certainty.  This makes 

the CCA a much riskier alternative than the POU.  The only advantage for a CCA 

relative to a POU is that it would likely be formed sooner.  The strong conclusion 

reached here is that the Davis POU option is by far the best approach to take to 

achieve the Council’s goals. 

The conclusion is unmistakable.  A POU is the best strategy for Davis to 

further its objectives of a “greener” future, more affordable and reliable electric 

energy costs, and greater community control over electricity energy procurement 

decisions. 

Table 2 is a template that reviews the Council’s goals.  This template uses the 

previous discussion to grade and compare the three alternatives in terms of each 

option’s ability to achieve those goals.  The CCA would have an opportunity, but no 

guarantee of success, to improve on what PG&E would be expected to accomplish in 

Davis.  The CCA is better than the Status Quo because it provides Davis with more 

control over its generation mix.  The CCA presents an opportunity to seek more 

environmentally friendly electricity sources, and an opportunity to seek control of 

how a portion of the EPIC funds will be spent in Davis.  

 

City Council Goals PG&E Status Quo Davis CCA Davis POU

Conserve resources in an environmentally responsible manner No Yes Yes

Reduce resource consumption and waste generation, preserve 

agriculture, promote local food production, reduce automobile and 

energy use, foster a healthy and vibrant economic climate based on 

green technologies, and create a people-centric urban design 

environment

No Somewhat Yes

Maintain and enhance infrastructure through reduced costs, greater 

efficiencies, and partnerships
No No Yes

Provide a better product or services at a lower price No Maybe Yes

Gain more control over generation mix going forward No Yes Yes

Template and Ranking of Alternatives

TABLE 2
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Customers of a Davis POU would pay less in the way of exit and departing 

municipal load fees than would the CCA’s customers.  These “savings” would further 

enable the POU to expand public purpose programs, reduce retail rates, and retire 

the debt related to acquiring PG&E.  Projected savings and the amounts reserved for 

contingencies are very significant under the POU alternative.   

A Davis POU would be able control its future with respect to electricity 

supply.  The POU should be able to gain control and direct its own public purpose 

programs without seeking approval from the CPUC, which is likely to be a complex 

and time-consuming process for a CCA, with an uncertain outcome.  The POU would 

reduce costs relative to PG&E because system replacement and expansion would be 

financed at much lower costs than PG&E would charge.  

The path for Davis is clear.  A POU achieves the City’s objectives and reduces 

costs, even while financing the costs to acquire PG&E’s distribution assets in Davis.  

The City will assume control of about $4.3 million in public purpose funds annually, 

and likely reduce costs by an average annual amount over the next 30 years of more 

than $5 million.  The strong conclusion is that the POU alternative is the only 

alternative that will accomplish all the Council’s objectives 
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PART 1.   THREE FUTURE PATHS FOR DAVIS 

III. DAVIS POLICY OBJECTIVES 

The City of Davis and the community it serves have established several policy 

goals relevant to this study.  The City and the community at large have a strong 

commitment to environmental protection and improvement.  In addition, the City 

seeks to encourage local economic development.  The City and the community also 

seek affordable and reliable electricity.  The City recognizes that local leadership 

and control are necessary to meet Davis’ needs and aspirations.  This led the City to 

undertake a review of its electric energy options and their potential benefits and 

costs. 

The City is strongly committed to eliminating Green House Gases (GHG) and 

taking necessary and vigorous steps to offset climate change.  The City seeks to 

accomplish these goals in the context of the Long-Term Davis Climate Action and 

Adaptation Plan (D-CAAP) Goals and Objectives the City Council adopted in June 

2010.  The Council’s goals are to achieve the local GHG emission reduction targets 

adopted by the City Council in November 2008 and to bring about system level 

changes in Davis over the next five years that both reduce current GHG levels and 

prepare the community for a low carbon future and economy. 

The D-CAAP identified more than 80 actions that could be taken by the City, 

to accomplish these goals.  The D-CAAP’s GHG reduction targets were based on the 

State of California targets as the minimum goal, but with even deeper reductions as 

the desired outcome.  The D-CAAP actions will be taken in nine areas, one of which 

is energy.  Energy savings, efficiency, and renewable energy production are key 
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features in the D-CAAP.  This Report explores and analyzes three broad possible 

energy policy choices the City could take to implement D-CAAP and achieve 

maximum GHG reductions.  Within each category, there are additional options to 

consider. 

In addition to environmental improvement, including GHG reduction, the City 

also seeks safe, reliable, customer friendly services provided at reasonable and 

affordable prices.  PG&E’s record on rate increases, safety violations, and poor 

reliability performance are cause for major concern.  In contrast, Davis is a City with 

proven performance that suggests the City will indeed operate a safe and reliable 

utility.  If the City adopts a CCA or POU, it will be accountable to the voters and 

customers, who are the same people, for its performance.  Utility managers will 

report to the Council and the Council will answer to the voters.  The money collected 

from customers will be accounted for fully using transparent reports to the City and 

its citizens.   
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IV. DAVIS ELECTRICITY CHARACTERISTICS AND FUTURE NEEDS 

Some salient facts about the nature of Davis’ present and future electric 

needs affect various aspects of this analysis. First, compared to the rest of the PG&E 

system, Davis is mostly comprised of residential and small commercial customers, 

and has very limited large commercial and industrial electric load.  Second, 

compared to the PG&E system, Davis has grown far less in terms of customers and 

consumption, and that slow growth is likely to continue into the future.  Third, Davis 

is a very small part of the PG&E system.  Fourth, while small relative to PG&E, Davis 

would be a mid-sized POU. Fifth, GHG emissions attributable to Davis’ electricity use 

have declined.1  This last observation is consistent with the notion that Davis and its 

residents seek to become more energy efficient and increase the use of distributed 

renewable energy.  

A. Comparison with PG&E System 

Table 3 compares Davis and PG&E in terms of several important metrics (e.g. 

customers, miles of wires, MWHs delivered, distribution rate base, gross receipts, 

and metric tonnes of CO2 produced).  Table 3 shows that the Davis electricity system 

is about a 0.3% portion of the PG&E’s electricity system in terms of most 

comparison metrics, except for number of customers and gross receipts.  The reason 

for the somewhat higher proportion of customers is that Davis has mostly 

residential and small business customers within the City.  Other parts of the much 

larger PG&E system are less densely inhabited and have industrial and large 

                                                        
1 2011 PG&E Communitywide GHG Inventory Report for the City of Davis. 
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commercial customers that typically pay less per unit of electricity consumed than 

residential users. 

TABLE 3 

Comparisons of Davis and PG&E 

  Davis PG&E Percent 

Customers1 28,403 5,400,000 0.53% 

Miles of Wires2 172.66 63,243.58 0.27% 

MWHs Delivered3 261,804 86,635,000 0.30% 

Distribution Rate Base4 $21,821,727 $7,993,073,854  0.27% 

Gross Receipts5 $43,286,109  $12,179,801,516  0.36% 

CO2 Tonnes (Metric)6 70,379 21,652,633 0.33% 

1 Davis customers come from the 2011 PG&E Communitywide GHG Inventory Report for 
the City of Davis, not including 24,180 MWH of Direct Access.  PG&E customers come 
from the PG&E 2014 GRC (PG&E-4), 11-3. 

2 PG&E Certification of Gross Receipts Attributable to the Electric Franchise for the 
period 1/1/12 to 12/31/12 (3/31/13). 

3   Davis MWH come from 2011 PG&E Communitywide GHG Inventory Report for the 
City of Davis.  PG&E MWH come from 2014 PG&E GRC (PG&E-2), Table 15-4. 

4  PG&E Certification of Gross Receipts Attributable to the Electric Franchise for the 
period 1/1/12 to 12/31/12 (3/31/13).  Distribution Rate Base divided by 63,243.59 miles 
multiplied times Davis 172.66 miles.   

5 Gross Receipts from PG&E Certification of Gross Receipts Attributable to the Electric 
Franchise for the period 1/1/12 to 12/31/12 (3/31/13).  

6 Based on PG&E estimate of .551/lbs of CO2  per KWH and total consumption in Davis. 

 

B. Load Growth in Davis Compared with PG&E System 

Davis has had significantly less load growth than the PG&E system and this 

difference is expected to continue for the foreseeable future.  As is explained more 

fully elsewhere, this will cause Davis residents and businesses to pay more money 

for the higher PG&E system growth than would be necessary for the flat or declining 
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electricity growth within Davis.  Two factors determine electricity use and load 

growth.  These are the number of customers and use per customer. 

1. Customer Growth in Davis 

Chart 1 shows the number of electric distribution customers in Davis for all 

customer types during the period 2004 through 2011.  Electric customers in Davis 

increased from 27,620 customers in 2004 to 28,403 customers in 2011, or a total of 

783, a 2.8% increase, or an average of about 0.4% per year.2  Davis is a stable city 

with established borders and limited growth.  Population growth in Davis is well 

below the State average.  In fact, the number of customers that PG&E reported for 

Davis has been essentially stable since 2007 with almost no growth at all.   

 

                                                        
2 PG&E FERC FORM 1, page 301. 

27,200

27,400

27,600

27,800

28,000

28,200

28,400

28,600

2004 2005 2006 2007 2008 2009 2010 2011

CHART 1
Residential, Commercial and Government Customers in Davis

Customers



 

22 

 It is not likely that there will be much growth in the number of customers 

within the City over the next ten years.  Accordingly, a relatively high assumption is 

that Davis will add customers at the rate of about 100 customers per year, or about 

1,000 new customers over the next decade.  This forecast is consistent with Davis’ 

growth rate in customers for 2004-2011 where the City added 783 customers.  This 

is an annual change of about 112 customers per year over this 8-year period.   

City officials in Davis have stated that there has been very little new 

distribution system construction inside the City.  A lower growth rate in distribution 

customers will reduce the estimated future investments within Davis. 

2. Load Growth on PG&E System 

Compared to Davis, there has been significantly higher average customer 

growth on the other parts of the PG&E electric distribution system.  This growth has 

required PG&E to spend significant amounts of money to meet the demands of its 

growing customer base system-wide.  The costs for the additional system build-out 

were charged to all customers, including customers in Davis, which grew much less.  

From 2004 through 2012, PG&E added 319,168 customers, or a 6.4% growth.3  This 

is more than twice the rate of customer growth in Davis. 

Chart 2 shows the PG&E system’s customer growth.  In addition to a faster 

growth rate than Davis, PG&E has started to add customers system-wide at a faster 

rate since 2007 than Davis’ virtually flat growth in customers. 

                                                        
3 PG&E FERC Form 1, page 301. 
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If, as seems likely, PG&E continues to add customers, it will need to invest to 

expand its distribution system to meet this growth.  If, as also seems likely, Davis 

grows at a slower pace than the rest of the PG&E system, electricity consumers in 

Davis will subsidize the customer-related distribution system expansion and 

replacement in other parts of PG&E’s system.  This is because the investment costs 

to accommodate customer growth are included in PG&E’s rate base, providing 

increased profit to PG&E.  These system distribution costs are subsequently passed 

on to all electric distribution customers, including customers in Davis who live in a 

City with lower customer growth than PG&E system-wide.  

If Davis were a stand-alone POU, the savings from avoiding such outflows to 

support PG&E expenditures related to higher system customer growth elsewhere on 
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its system can be used to finance, at least partially, the acquisition of PG&E’s assets 

in Davis.  Under a CCA, the distribution rates are based on PG&E system costs and 

there would be no savings relative to remaining on the PG&E system (e.g. the Status 

Quo).  

3. Growth in Total Electricity Use in Davis and PG&E 

The number of customers and use per customer determine total electricity 

use.  Chart 3 shows that sales of electricity in Davis increased from 257,414,355 

KWHs in 2004 to 261,804,353 KWHs in 2011, an increase of 4,389,998 KWHs, or 

1.7%, over the entire seven years, and about 0.2% per year.4  This rate of annual 

change is less than the small percentage increase in number of customers.  

Therefore, use per customer has decreased in Davis.  The reduction in total use is 

particularly notable in 2010 and 2011. 

                                                        
4 See 2011 PG&E Communitywide GHG Inventory Report for the City of Davis, not including 
Res Electric ClimateSmart Use (1,073,976 KWH) or Commercial Electric ClimateSmart Use 
(887,618 KWH).  ClimateSmart is a program that allows enrolled customers to balance out 
the GHG emissions caused by their energy use.  Customers pay a monthly fee to PG&E, 
which then invests in payments in new, independently verified projects that reduce of 
absorb GHG emissions.  See 
http://www.pge.com/about/newsroom/newsreleases/20100310/climatesmarttrade_buys
_landfill_greenhouse_gas_reductions_from_recology.shtml. 
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Although other factors matter, the reduced consumption likely reflects 

greater attention to energy conservation and efficiency more than economic factors, 

because Davis has fared better than the rest of the PG&E system during the 

economic downturn.  Going forward, if Davis sustains its reduced use of electricity, 

the total cost of service to deliver safe and reliable electricity to homes and 

businesses will be less. 

Chart 4 shows similar total KWH sales information for PG&E.  During the 

period from 2004 to 2012, the PG&E system increased retail sales about 4.1%, with 

an average annual rate of increase of about 0.5% per year.  Much of the increase 
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occurred between 2011 and 2012.5  Data is not available from PG&E for Davis in the 

most recent year, 2012.  

 

4. The Recession and Growth in Electricity 

Economic recessions affect electricity use.  Therefore, the relatively low 

electricity growth rates in both Davis and on the PG&E system could be tied to the 

recession the nation experienced since early 2009.  During the recessionary period, 

David had higher employment rates than the rest of the PG&E system.  Chart 5 

compares the unemployment rate for 2004-2012 for (1) the entire State of 

California; (2) Yolo County; (3) the Sacramento-Arden-Arcade-Roseville 

Metropolitan Statistical Area (MSA); and (4) Davis.   

                                                        
5 See PG&E Communitywide GHG Inventory Report for the City of Davis. 
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The trends in unemployment rates followed similar paths in all four 

geographic areas.  The main observation is Davis’ unemployment rate has been 

consistently lower than the unemployment rates for the State and surrounding Yolo 

County.  The unemployment rate in California increased dramatically from 7.3% in 

2008 to 11.4% in 2009, and peaked in 2010 at 12.3%.6  Unemployment rates in the 

Sacramento MSA increased from 7.1% in 2008 to 11.1% in 2009, and peaked in 

                                                        
6 Source for State:  Databases, Tables & Calculators by Subject; 
http://www.bls.gov/pdq/SurveyOutputServices.  
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2010 at 12.5%.7  Unemployment rates in Yolo County increased from 7.4% in 2008 

to 11.3% in 2009, and peaked in 2010 at 12.7%.8  

In contrast, unemployment rates in Davis increased in 2009 to 7.3% from 

4.7% in 2008 and never exceeded 8.2%.  In all years, Davis’ unemployment rates 

were consistently below the unemployment rates in the State, Yolo County, and the 

Sacramento MSA.9 While Davis’ unemployment percentages are enviable, PG&E is 

proposing discounts to larger electricity customers in “high” unemployment areas.  

This would cause Davis to subsidize other parts of the vast PG&E service area. 

Some reduced electricity consumption may be due to a slowdown in the 

economy in Davis.  However, this cannot account for all the reductions in energy use 

in Davis because the recession was less severe in Davis and the increase in use 

(0.2% per year) in Davis was much less than for the PG&E system (0.5% per year).  

Other confounding factors could be present that could account for part of the 

differences between Davis and the PG&E system.  Nevertheless, Davis appears to 

have increased end-use efficiency and conservation to a greater extent than the rest 

of the PG&E system.  

Load forecasts fundamentally combine the number of customers and use per 

customer.  The number of future customers primarily affects future distribution 

investments.  Use per customer affects the amount of energy and the sources needed 

                                                        
7 Source for MSA:   Bureau of Labor Statistics; http://www.bls.gov/lau/metrossa.htm. 
8 Source for Yolo County; Historical Civilian Labor Force-Yolo County; 
http://calmis.ca.gov/html/county/yolo.htm. 
9 Source for Davis; Davis, CA Unemployment Rate, 
http://ycharts.com/indicators/davis_ca_unemployment_rate.  See also Davis, California 
Unemployment.  Http://www.homefacts.com/unemployment/California/Yolo-
County/Davis.html. 
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to satisfy customers’ electricity needs.  The relatively stable customer base in Davis 

means little growth will come from adding customers.  If Davis customers continue 

to be energy efficient and do not increase their use per customer, the total volume of 

MWHs that Davis needs in the future will likely be about the same as it is currently a 

zero or low growth electric system has the obvious advantage of a reduced level of 

future investments (capital expenditures, or CAPEX).  These gains might be offset to 

some extent because less electricity sales mean there would be fewer units sold, 

increasing average fixed costs.  The net effect of stable or declining electricity use in 

Davis, nevertheless, has favorable economic implications and would mean less 

damage for the environment. 

Davis has less customer and use per customer growth than the PG&E system 

likely will have in the future.  PG&E will recover the costs of financing growth 

elsewhere on its system in the rates it charge to its customers, including electric 

consumers in Davis.  In effect, the Status Quo forces Davis to subsidize high-growth, 

high-usage areas on the PG&E system.  A stand-alone Davis utility could use the 

money that PG&E would otherwise use to finance growth elsewhere on its system to 

decrease retail prices and/or support increased energy efficiency and improved 

environmental quality. 

C. Scale and Potential Savings 

The previous discussion demonstrated two things.  Davis is a very small part 

of the much larger PG&E system.  Davis is likely to add customers and expand 

electricity use, if at all, at a lower rate of growth than PG&E.  This Report 

demonstrates that Davis would save money for the community if it were to separate 
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from the PG&E system.  This conclusion has been tested against the question 

whether a Davis utility would have sufficient size and scale to be viable.  The 

conclusion remains unchanged.   

One part of the answer is to compare a Davis stand-alone utility to other 

POUs in California.  A Davis electric utility would be about the average size of POUs 

in California.  Table 4 shows the number of residential customers for the POUs, 

Investor Owned Utilities (IOUs), and Irrigation Districts (which are member owned 

and thus another type of POU) in California.10  The three IOUs are highlighted in 

yellow, Davis is highlighted in pink, and the State’s Irrigation Districts are shown 

separately at the bottom of the table. 

Table 4 also shows the average number of residential customers for 

California POUs, excluding the much larger SMUD and LADWP, is 25,441.  A Davis 

POU would have slightly above the State average number of residential customers 

among POUs, excluding LADWP and SMUD.  The two closest in size POUs are Palo 

Alto (slightly smaller) and Alameda (slightly larger).  These POUs are also similar 

because both are located in northern California and surrounded by PG&E.  They also 

have a residential mix that is similar to Davis.  Palo Alto is also vigorously pursuing a 

GHG reduction program and seeks to achieve carbon neutrality relatively soon. 

 

                                                        
10 Cerritos Municipal Utility, Escondido Utilities, Hetch Hetchy Water & Power, Rancho 
Cucamonga Municipal, and San Francisco Public Utilities Commission are not included 
because they do have any residential customers. 
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Name Residential Customers2

Vernon Light & Power 27

Corona Deparment of Water & Power 413

Biggs Electric 625

Hercules Municipal Utility 690

Gridley Municipal Utilities 2,301

Needles City Govt 2,485

Shasta Lake City Govt. 4,040

Heraldsburg Municipal Electric 4,387

Moreno Valley Utility 5,001

Ukiah Municipal Electric System 6,164

Lassen Municipal Utility District 9,187

Banning Electric 10,642

Lompoc City Govt 12,966

Azusa Light & Water 13,598

Colton Public Works 15,994

Lodi Municipal Electric System 22,970

Palo Alto Electric Utility 25,710

Davis1 26,307

Alameda Municipal Power 30,119

Redding Electric Utility 36,907

Silicon Valley Power (Santa Clara) 44,284

Bubank Water and Power 44,833

Roseville Electric 47,621

Pasadena Water and Power 55,206

Glendale Public Service 72,030

Riverside Public Utilities 95,676

Anaheim Public Utilities 97,601

SMUD 527,993

San Diego Gas & Electric 1,235,917

LADWP 1,255,008

Southern California Edison 4,295,524

PG&E 4,597,638

Average for POUs (excluding SMUD and LADWP) 25,441

Average for POUs (including SMUD and LADWP) 87,303

Average for IOUs 3,376,360

Tri-Dam Power Authority 2,068

Trinity Public Utility District 5,963

Merced Irrigation District 6,327

Truckee Donner Public Utility District 11,682

Turlock Irrigation District 71,829

Modesto Irrigation District 93,307

Imperial Irrigation District 125,740

Average for Irrigation Districts 45,274

2 The financial and production data from Platts represents FY2010 or FY 2011 information.

1 This is an estimate for the number of residential customers in Davis in 2011.   Residential customers 

equal 470 kWh per month times 12 months = 5,640 kWh per year per residential customer.  Total 

residential kWh per year (148,371,635 kWh) divided by 5,640 = 26,307 residential customers.  See 

PG&E Community Wide GHG Inventory Report for the City of Davis.

TABLE 4

Sources:  2013 Platts UDI Directory of Electric Power Producers and Distiributors, 121st Edition of the 

Electrical World Directory.  Data for City of Davis derived from PG&E Community Wide GHG 

Inventory Report for the City of Davis (7/2/2012).

Irrigation Districts

Residential Customers
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Use per customer is another factor that determines distribution scale and 

costs.  Table 5 shows the average residential use (KWH/year) for various POUs in 

California, as well as for the three major IOUs.  The average annual residential use 

for the POUs, excluding SMUD and LADWP, was 6,666 KWH per year.  Including 

SMUD and LADWP slightly increases average annual residential use to 6,698 KWH 

per year.  PG&E reports for the City of Davis show that current residential customer 

use in the City averaged 5,640 KWH per year in 2011.  This is less than most other 

utilities in the State.  The Irrigation Districts that serve load with more cooling days 

have the highest average residential use, 10,100 KWH per year. 
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NAME
Average Residential Use 

(kWh/yr)

Needles City Govt 10,847

Redding Electric Utility 10,123

Shasta Lake City Govt. 9,864

SMUD 8,497

Lassen Municipal Utility District 8,051

Biggs Electric 7,080

Riverside Public Utilities 7,006

Southern California Edison 6,898

Corona Deparment of Water & Power 6,738

PG&E 6,715

Moreno Valley Utility 6,678

Hercules Municipal Utility 6,600

Lodi Municipal Electric System 6,566

Vernon Light & Power 6,481

Gridley Municipal Utilities 6,478

Ukiah Municipal Electric System 6,369

Palo Alto Electric Utility 6,214

Heraldsburg Municipal Electric 6,153

Banning Electric 6,147

Bubank Water and Power 6,173

Pasadena Water and Power 5,947

Anaheim Public Utilities 5,886

Colton Public Works 5,790

Azusa Light & Water 5,723

LADWP 5,710

Davis1 5,640

Silicon Valley Power (Santa Clara) 5,498

San Diego Gas & Electric 5,285

Glendale Public Service 4,965

Alameda Municipal Power 4,707

Lompoc City Govt 4,555

Average for POUs (excluding SMUD and LADWP) 6,666

Average for POUs (including SMUD and LADWP) 6,698

Average for IOUs 6,299

Tri-Dam Power Authority 7,094

Merced Irrigation District 7,598

Modesto Irrigation District 9,091

Turlock Irrigation District 9,657

Trinity Public Utility District 10,033

Imperial Irrigation District 12,578

Truckee Donner Public Utility District 14,719

Average for Irrigation District 10,110

Sources:  2013 Platts UDI Directory of Electric Power Producers and Distiributors, 

121st Edition of the Electrical World Directory.  Data for City of Davis derived from 

PG&E Community Wide GHG Inventory Report for the City of Davis (7/2/2012).

1 Average annual residential use equals 470 kWh per month times 12 months = 5,640 

kWh per year per residential customer.  

TABLE 5

Irrigation Districts

Average Residential Use
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Table 5 shows Davis consumers are at the lower end of the range of annual 

electricity use per residential customer.  Many factors influence electricity 

consumption, such as weather, economic conditions, housing mix, as well as 

customers’ attitudes and actions related to energy conservation and efficiency.  

Local leadership would be able to craft policies that best meet the needs of Davis 

consumers, while embracing the things that make Davis different and special.  

PG&E may have some engineering economies of scale advantages.  

Regardless, PG&E administers and operates a vast, system-wide distribution 

network.  This causes higher administrative and general costs than a smaller POU 

would have.  PG&E’s size also makes it less likely to design and implement programs 

that meet local concerns and needs particularly with respect to programs that 

improve the environment and promote energy efficiency.  Customers in Davis pay 

PG&E for things that do not matter for Davis. 

One key question is: how much do retail customers in Davis pay PG&E 

relative to what PG&E spends to distribute electricity inside Davis?  A more 

important comparison is between how much PG&E charges customers in Davis and 

how much a Davis POU would charge.  Mid-sized POUs that are comparable in size 

to Davis, such as Palo Alto and Alameda, charge residential customers about 20%, or 

3 cents per KWH, less than PG&E.11  The State’s mid-sized POUs deliver electricity at 

substantial savings compared to PG&E.  The following discussion is a more detailed 

analysis of Davis’ options, including a stand-alone POU.  This shows that the Davis 

                                                        
11 See Table 6 below. 
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community would save money if it separates from PG&E.  Equally as important, the 

community would set priorities and design programs that fit Davis’ needs. 
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V. STATUS QUO 

A. Summary of Findings 

 PG&E’s reliability is poor.  Its reliability performance is the worst of 

the three major investor owned utilities in California. 

 PG&E retail rates are very high.  

 PG&E’s rates increase faster than inflation.  This is expected to 

continue in the future. 

 Under the Status Quo option, PG&E would continue to own and 

operate the City’s electric distribution system.   PG&E will determine 

independently of Davis’ policy initiatives the mix of generation used to 

supply electricity to the City.  Local initiatives to reduce GHG and 

improve the Davis economy will not have PG&E support.   

 Due to statutory and regulatory mandates, PG&E is expected to meet 

California’s Renewable Portfolio Standards (RPS) of 33% renewable 

energy by 2020.  This is beneficial but will not achieve the City’s 

environmental goals for Davis.  

 Under the Status Quo, consumers in Davis would pay PG&E to satisfy 

these various mandates and requirements on a system-wide basis.  

There is no requirement that PG&E will spend in Davis the amounts 

Davis residents and businesses pay for Public Purpose Programs.  

 The Status Quo is the polar opposite of significant community control 

over Davis’ energy future. 
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 Under the Status Quo PG&E will not arrange operations and 

expenditures to foster the economic climate in the community.  Davis 

is only about three tenths of one percent of PG&E’s gross revenues 

and about five tenths of one percent of all PG&E customers.  For both 

political and legal reasons, without political pressure, PG&E will not 

discriminate in favor of one community over another, 

 The City has no ability to control what PG&E may or may not do inside 

the City.  This is an important disconnect that prevents Davis from 

controlling its energy and environmental future. 

 PG&E has admitted and/or been found guilty of numerous safety and 

other violations, raising questions of future compliance costs, safety 

and other regulatory costs that its customers will pay.  

 PG&E has some serious financial difficulties stemming from the San 

Bruno explosion and fires, which could adversely affect customers.   

B. Discussion 

1. PG&E System Reliability 

PG&E’s electric distribution system has very poor reliability.  Its outages 

exceed other California IOUs.  PG&E admits to the CPUC that it has poor distribution 

reliability compared with other IOUs.12  PG&E posts on the Internet that it ranks “in 

                                                        
12  See, PG&E May 15, 2008 Application A08-05-023, requesting a rate increase of $2.4 
Billion for a six-year program “to bring PG&E’s performance closer to that of other investor-
owned utilities,” quoting the statements of CPUC President Peevey and Commissioner 
Simon:  “You cannot continue to have a system that, where apparently despite the 
differences in weather and physicality of the system, still has outages that by the data we 
collect are approximately double those of other utilities in the State of California.”  
(President Peevey) and “My concern is that in my area outages have become almost an 
expectation…”(Commissioner Simon) 
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the third and fourth quartile for North American utilities.”13  Measured by well-

established outage metrics,14 California’s other IOUs have higher levels of reliability 

than PG&E.  

Chart 6 shows that PG&E’s system average duration time has been well 

above two hours, or 120 minutes.  San Diego Gas & Electric Company (SDG&E) and 

Southern California Edison (SCE) have performed much better than PG&E every 

year for the past decade. 

                                                        
13  
http://www.pgecorp.com/corp_responsibility/reports/2007/business/highlights/reliable-
energy.html.  
14  These are referred to as the System Interruption Frequency Index (SAIFI), (measures the 
average number of power interruptions lasting 5 minutes or more for each customer during 
a specified time period, calculated by dividing the total number of sustained customers 
interruptions by the total number of customers), System Average Interruption Duration 
Index (SAIDI) (measures the average duration of outages per customer calculated by 
dividing the total minutes of customer interruptions lasting five minutes or more by the 
total number of customers), and Momentary Average Interruption Frequency Index 
(MAIFI), (measures the average number of momentary outages per customer calculated by 
dividing the total number of momentary interruptions by the total number of customers). 

http://www.pgecorp.com/corp_responsibility/reports/2007/business/highlights/
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Chart 7 shows that PG&E has more sustained outages per customer than 

either SCE or SDG&E.  This chart excludes major events that are often unforeseen.  

This comparison shows that on average and under “normal” conditions, PG&E 

customers are more likely to experience service interruptions than other IOU utility 

customers. 

  

Chart 8 shows the number of momentary outages on the PG&E system has 

been relatively frequent.  These outages cause power surges and this could damage 

some household and business equipment and appliances.  This is the only category 

where PG&E was not worst in every year for the past ten years.  PG&E performed 

better than SCE in four of the past ten years.  SCE has made some recent progress, 

but PG&E is slipping in the wrong direction, recording the highest number of 
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momentary outages per customer in 2012.

  

2. Current PG&E Retail Prices Are High 

PG&E’s electricity prices are among the highest in both California and the 

nation.  The average PG&E electric rate is about 15.48 cents per KWH for residential 

customers  

Table 6 shows the average residential rates per KWH for the various 

California POUs, IOUs, and Irrigation Districts in 2011, the last year available for 

statewide data.  The POUs in California mostly sell electricity at lower prices than 

PG&E.  The Irrigation Districts charge, on average, less than the POUs and PG&E.  
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Name
Average Residential Rate 

(¢/kWh)

Vernon Light & Power 7.43

Silicon Valley Power (Santa Clara) 10.41

SMUD 11.91

Alameda Municipal Power 12.42

Palo Alto Electric Utility 12.63

LADWP 12.64

Needles City Govt 12.85

Azusa Light & Water 12.72

Redding Electric Utility 13.13

Ukiah Municipal Electric System 13.18

Anaheim Public Utilities 13.34

Bubank Water and Power 13.51

Shasta Lake City Govt. 13.55

Lompoc City Govt 13.71

Southern California Edison 14.41

Heraldsburg Municipal Electric 14.41

Pasadena Water and Power 14.70

Lassen Municipal Utility District 14.81

Glendale Public Service 14.98

PG&E 15.48

Corona Deparment of Water & Power 15.92

Riverside Public Utilities 16.17

Moreno Valley Utility 16.21

Colton Public Works 16.79

Gridley Municipal Utilities 16.92

Biggs Electric 17.51

Hercules Municipal Utility 17.70

Banning Electric 18.06

Lodi Municipal Electric System 18.33

San Diego Gas & Electric 18.60

Average for POUs (excluding SMUD and LADWP) 14.46

Average for POUs (Including SMUD and LADWP) 14.29

Average for IOUs 16.16

Trinity Public Utility District 7.39

Tri-Dam Power Authority 11.08

Imperial Irrigation District 12.98

Turlock Irrigation District 14.50

Truckee Donner Public Utility District 15.20

Merced Irrigation District 15.33

Modesto Irrigation District 15.90

Average for Irrigation Districts 13.20

Sources:  2013 Platts UDI Directory of Electric Power Producers and Distiributors, 

121st Edition of the Electrical World Directory.  

TABLE 6

Irrigation Districts

Average Residential Rate
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The situation with respect to residential rates is exacerbated for Davis’ 

consumers.  The average PG&E price for customers for the electricity PG&E sells 

inside Davis is about 16.41 cents per KWH ($43,286,109/263,766,000 KWH)15.  This 

means Davis customers pay more than the system average rate of 14.06 cents per 

KWH that PG&E charges ($12,179,801,516/ 86,635,000,000 KWH).16  There are 

differences in customer mix, seasonal use, and consumption levels across the vast 

PG&E system.  Nevertheless, Davis’ retail prices are significantly greater than the 

PG&E system average, which already exceed the mid-sized POU prices. 

3. Future PG&E Prices 

PG&E has a history of frequent rate increases resulting in increases well in 

excess of inflation.  This pattern is expected to continue.   

PG&E is currently completing a General Rate Case.  PG&E requested an 

increase in its distribution operating revenue requirement of $587 million, which 

would be added to PG&E’s current electricity revenue of more than $12 billion.17  

PG&E advises its requested revenue requirement would increase the prices for “a 

typical residential electric customer using 550 kilowatt-hours per month by $4.61 

for a total electric bill of $93.97.”18  If approved, this would be a 5.1% rate increase.   

Customers buying electricity from PG&E will pay more in the future. PG&E 

files a GRC every three years. Future rate increases are highly likely for several 

reasons.  First, PG&E will certainly seek a higher rate of return on equity along with 

                                                        
15 PG&E Certification of Gross Receipts Attributable to the Electric Franchise 
(3/31/13); 2011 PG&E Communitywide GHG Inventory Report for the City of Davis. 
16 PG&E Certification of Gross Receipts Attributable to the Electric Franchise 
(3/31/13); PG&E 2013 GRC (PGE-2) Table 15-5. 
17 2014 PG&E GRC, page 18-1 (PG&E-2). 
18 2014 PG&E GRC, page 5-2 (PG&E-1). 
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very likely higher interest rates as the economy recovers.  Second, PG&E was a 

vertically integrated utility that provided generation, transmission, and distribution 

services.  PG&E is increasingly becoming a regulated distribution utility and is 

allocating more administrative and general (A&G) and operating expenses to the 

remaining distribution utility.  In addition, PG&E’s expenses continue to grow.  

Third, the current tiered tariff structures that allocate fewer costs to customers that 

keep use close to baseline levels is under review.  If this practice does come to an 

end or is modified, PG&E likely will attempt to further increase the prices for lower 

volume residential and small commercial customers.  A conservative estimate of 

future PG&E rate increases would be inflation plus about 1% per year.  In the 

subsequent analyses, it is conservatively assumed PG&E’s retail rates will simply 

increase with inflation every three years. 

4. Effect of PG&E’s Size on Davis’ Policy Initiatives 

PG&E is one of the largest electric utilities in the nation.  Therefore, PG&E is 

not focused on achieving the objectives of a city like Davis.  The other parts of the 

PG&E system have different requirements, including growth, that PG&E has a legal 

obligation and duty to serve.  A city like Davis with little electricity load growth and 

exceptional environmental policy goals will be forced to pay to support growth and 

changes on other parts of the PG&E system because utility costs are smeared across 

customers within a tariff category.  Davis seeks to grow in a greener direction.  

PG&E will not listen and the increased money customers in Davis pay will support 

system requirements not Davis’ preferences. 
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5. Administration of Public Purpose Program (PPP) Funds and 

Community Control 

There are more reasons why control and transparency are core concerns.  

Under the Status Quo, the City, its residents, and businesses have virtually no say in 

critical energy decisions affecting the community.  Whether it is levels of renewable 

energy, GHG emission objectives, rate levels, rate design, or deployment of Public 

Purpose Program funds, the decisions are made either in the Legislature or at the 

CPUC.  PG&E is not a passive or submissive player in these forums.  The City is only 

one of many contending voices, and PG&E has one of the loudest voices.  It is 

possible for a City or group to mount credible cases at the CPUC to effectuate policy 

changes.   

Such regulatory matters are slow and expensive and the outcome is usually 

uncertain.    

Consumers in Davis currently pay PG&E about $4.3 million per year for 

Public Purpose Programs.  There is no requirement that PG&E spends the same 

amount money in Davis as it collects from Davis customers.  PG&E effectively taxes 

Davis’ electricity customers and controls to a great extent where and how the 

money will be spent.   

6. Possible PG&E Bankruptcy 

PG&E has recently suggested that it might not be financially capable of 

paying fines, which may be in response to the possibility that the CPUC may impose 

fines on PG&E for the 2010 San Bruno gas main explosion and PG&E’s alleged 

widespread violations of safety rules.  For example, on October 30, 2013, the 
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Administrative Law Judge in CPUC Docket R11-02-019 found that PG&E knew that 

misleading pipeline safety information had been submitted to the CPUC in 2011.  

PG&E delayed reporting the inaccurate filing for 105 days and that, when PG&E 

finally revealed the inaccuracy, PG&E did so “by submitting a misleadingly titled 

document” (memeo, p. 13), which concealed the problem.  The ALJ found:  “The 

management and legal decision-making … regarding the treatment of the discovery 

of errors … is profoundly disheartening in that it reflects a lack of candor and 

appreciation of the public interest.”  (memeo, p. 12).  Because of “the severity of this 

safety–related offence” (memeo, p.13), the ALJ recommended the maximum penalty 

permitted by law, $6,700,000.19 

On August 20, 2013, PG&E’s Chief Executive Officer stated:  “The risk is that 

you can’t raise that capital and you end up in bankruptcy.”20  While this is a natural 

gas matter, a PG&E bankruptcy affects the entire utility.  Bankruptcy increases the 

amount firms pay to raise money for investments.  PG&E has a legal obligation to 

add customers that seek utility service.  Bankruptcy means all PG&E customers will 

pay more for each additional dollar invested.  These significantly higher costs would 

be smeared across all customers to the detriment of retail electric customers, as well 

as natural gas customers. 

PG&E’s own admissions mean PG&E customers face the distinct risk of a 

second PG&E bankruptcy in this century.  Even if PG&E’s comments are discounted 

as an effort to avoid major fines, PG&E customers can reasonably anticipate 

                                                        
19Proposed Decision issued October 30, 2013 Docket R.11. 02-019. 
20  Bloomberg News, August 20, 2013.  Similarly, on August 21, 2013, PG&E stated in a filing 
in CPUC Docket I 12-01-007, page 3:  “If the final decision imposes fines and penalties that 
are too extreme, it may not be feasible to raise sufficient equity.” 
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increased PG&E capital costs for the greater risk.  The CPUC takes compliance with 

safety regulations seriously and PG&E has demonstrated it requires greater 

scrutiny.  Ultimately, higher compliance and finance costs will cause higher retail 

prices.21 

  

                                                        
21  It is also disturbing that PG&E might be able to avoid fines otherwise deemed 
appropriate by the CPUC, sending PG&E a strong message that it will not be held fully 
accountable for future safety violations, thus increasing the dangers of PG&E service. 
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VI. COMMUNITY CHOICE AGGREGATION (CCA) 

A. Summary of Findings 

Under a CCA option, Davis would become responsible for its electricity 

supply mix and could take more aggressive steps in advancing a green electricity 

generation agenda that reduces GHG.  The CCA could emulate the State’s publicly 

owned electric utilities and take steps that reduce the costs of conventional 

electricity generation.  If the CCA reduces the cost of generation compared to the 

prices PG&E charges for electricity supply, it could use any savings to defer the costs 

of operating a CCA, expand renewable energy use in the City, and encourage energy 

efficiency improvements.   

The primary reason for Davis to form a CCA is to gain greater control over 

the City’s energy and environmental future.  This can probably be done at slightly 

less cost than PG&E charges, but it must be emphasized that the likely margin of 

savings will be small.  There are two potential savings and/or sources of funds to 

implement a “greener” Davis plan while operating a Davis CCA without necessarily 

increasing retail prices in Davis.  

First, PG&E charges more for generation than POUs throughout the State pay 

for electricity.  This does not mean it is an automatic that a CCA would save money 

compared to PG&E.  Purchasing or acquiring electricity supplies is nonetheless a 

very important place for a Davis CCA to seek lower generation costs and/or greener 

supplies.  Second, PG&E charges about 1.65 cents per KWH, about ten percent of the 

price for electricity, to pay for system-wide public purposes.  As a CCA, the City 

should seek to gain control of as much of these amounts as possible.  However, there 
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is no certainty that the CPUC will approve the City’s request.  PG&E likely will very 

likely oppose such a request and delay turning over control of these public purpose 

funds to the City.   

The City could use any generation cost savings and, if and when available, the 

public purpose fees Davis’ customers pay to PG&E to expand the amount of 

renewable wholesale power delivered to Davis.  If savings are sufficient, the City 

could also work directly with customers to increase distributed energy, solar roof 

panels, and net metering.  Under the CCA, electricity consumers in Davis will 

continue to pay PG&E’s distribution fees and network transmission costs.  Future 

PG&E rate increases for distribution will mean that Davis will help to finance PG&E 

growth and upgrades to improve reliability, even if Davis does not grow or directly 

benefit from these system upgrades.   In addition, a Davis CCA would still use PG&E’s 

distribution system and continue to experience PG&E’s reliability and service 

standards.  

B. Discussion 

1. Cost of Operation 

The City would need to spend money upfront to form a CCA.  The time to 

implement a CCA might take almost 18 months after the City Council adopts a 

decision to proceed.  The Marin Energy Authority “…was created in December 2008 

following six years of careful study and review”22 and the CPUC certified the MEA’s 

                                                        
22 www.marinenergyauthority.org. 
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Implementation Plan on February 2, 2010.23  MEA is still fighting with PG&E to gain 

control of the EPIC funds Marin generates.   

Experience suggests that PG&E will challenge and seek to block the City 

Council.  PG&E will likely not cooperate and present various roadblocks even after a 

Council decision to create a CCA.  If so, this may delay operations and require the 

City to spend money before the CCA assumes responsibility to acquire the electricity 

it would sell to consumers in Davis.  Both the Council approval stage and forming a 

CCA will require the City to spend time and money.  The amounts will depend in 

large part on the extent of any PG&E opposition.   

The CCA will also need to hire staff to administer and operate the CCA.  The 

CCA’s primary purpose is to secure electricity supply.  The CCA would need to hire 

individuals, or outsource firms, with the skills to purchase in short term electricity 

markets and to negotiate and contract for intermediate- and long-term electricity 

purchase agreements.   The CCA would need experts to guide it through the choices 

related to buy versus build alternatives. 

Customer education and responsiveness will require a CCA staff.  The lines of 

separation between PG&E’s distribution network and natural gas sales in the City 

and the CCA will not be clear to all customers in the City.  The opt-out option will 

require the CCA to have people available to answer questions and accommodate 

changes.   

 

2. Projected Rates 

                                                        
23 http://www.cpuc.ca.gov/NR/rdonlyres/574C113F-6942-4950-9AA9-
30B7B66CCD7A/0/MEACertificationLetter.pdf 
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The future prices a CCA’s customers pay depend on three factors.  First, PG&E 

will increase the prices it charges for distribution services.  PG&E will have a 

General Rate Case every three years, which will increase regulated distribution and 

customer charges. PG&E may also increase electricity rates annually to reflect two 

CPUC approved adjustments. PG&E uses an Energy Resource Recovery Account 

(ERRA) that allows PG&E to use a trigger mechanism to change electricity rates 

when there is a 5% under or over collection in the ERRA for power costs “excluding 

revenues collected for DWR.”24  PG&E also has the option to seek an expedited 

trigger if forecast revenues are expected to be 5% less than the “prior calendar year 

generation revenues less revenues collected for DWR during that year.”25 

The CPUC also has authorized PG&E to use a Cost of Capital Mechanism 

(CCM), which allows modifications in the rate of return (ROR) on rate base for the 

two interim years in the three year GRC cycle. Both the return on equity (ROE) and 

actual embedded cost of debt are adjusted based on formulae tied to Moody’s utility 

bond rates.  The ROE adjustment occurs when the year-to-year change in bond rates 

exceeds 100 basis points and equals “one-half of the difference between the Aa 

utility bond average for AA credit-rated utilities or higher and Baa utility bond 

average for BBB credit-rated utilities or lower and the benchmark.” 26  If interest 

rates changed, new embedded interest rates are also updated. 

                                                        
24 See PG&E Electric Preliminary Statement Part CP, Energy Resource Recovery Account, 
Sheet 1.  http://www.pge.com/tariffs/tm2/pdf/ELEC_PRELIM_CP.pdf. 
25 See PG&E Electric Preliminary Statement Part CP, Energy Resource Recovery Account, 
Sheet 2.  http://www.pge.com/tariffs/tm2/pdf/ELEC_PRELIM_CP.pdf. 
26 Decision 08-05-035, Before the Public Utilities Commission of the State of California, 
Application of Southern California Edison Company (U333E) for Authorized Cost of Capital 
of Utility Operation for 2008; And Related Matters.  (May 29, 2008). 
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These future PG&E rate increases will hit retail customer bills in nominal 

dollars that include inflation.  In the following analyses, we very conservatively 

analyze a BASE CASE that assumes there will be no PG&E increases other than for 

inflation.  In fact, the previous discussion explains why PG&E’s rate increases will 

likely be significantly greater.  Some of the factors leading to higher rates could also 

affect a stand-alone Davis entity.  A CCA would pay PG&E distribution and customer 

care fees regardless.  As explained below, the future rate increases PG&E would seek 

to impose will likely exceed any corresponding increase in the cost of service for a 

POU. 

Second, the City would direct the CCA to do two things:  (1) Purchase 

affordable electricity; and (2) Secure a more environmentally friendly portfolio of 

supply.  As explained below, publicly owned entities in California acquire electricity 

at lower costs than the prices that PG&E charges retail customers.  Furthermore, as 

reported below, recent prices being paid for electricity from renewable generation 

are also below PG&E’s generation prices.  Future CCA prices will depend on what the 

Davis CCA attempts to do, how it recovers the cost of doing what it attempts to 

accomplish, and how soon.  

Third, the CCA will need to cover its administrative and operating expenses 

and likely need to repay the money invested in the efforts to form a CCA.  There are 

two sources of funds that can be used to pay for the costs of a CCA.  These are: (1) 

the potential savings between PG&E’s generation cost allocation and the prices the 

CCA pays to replace PG&E; and (2) the current public purpose fees the consumers in 

Davis pay to PG&E.  The latter is not fully under the CCA’s control.  More important, 
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these are the types of sources of money the CCA would likely dedicate to, and may 

seek to increase from electricity supply savings, accomplishing the City’s “green” 

agenda. 

The best way to think about future prices is to understand that the CCA will 

not be fully under PG&E’s tariffs.  Any savings or success in gaining control of funds 

would allow the CCA and the City to establish priorities and adopt a balance 

between affordable prices and the City’s commitment to have a more 

environmentally friendly and efficient energy future. 

3. Reliability 

PG&E admits to having very poor reliability performance.  This means that 

PG&E will likely need to increase rates to improve.  Regardless, a CCA’s customers 

would pay PG&E distribution rates and receive service delivered with PG&E 

reliability. The CCA’s customers will have no voice or say in the manner PG&E 

attempts to close the reliability gap it has relative to other electric utilities.  

There are potential differences between a CCA and PG&E upstream from 

distribution.  Transmission system service and reliability fall mostly under the 

control of the California Independent Systems Operator (CAISO).  There would be 

little difference related to the transmission network between a CCA and PG&E.  

Generation reliability depends on the combination of the power sources used and 

any ancillary services that were required. 

C. Multi-Party CCAs 

If the City decides to proceed with a CCA, it could form a City CCA or elect to 

join with other entities.  Joining with other entities has pros and cons.  On the 
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positive side, joining with others would likely spread the costs over a larger base 

and reduce Davis’ share.  

 Against any cost savings, the City must weigh: (i) the increased costs arising 

out of multi-party negotiations to form a CCA; (ii) delays related to reaching multi-

jurisdictional agreements; (iii) the uncertainties other jurisdictions create; and (iv) 

any future differences in policy objectives and decisions.   

 A multi-jurisdiction CCA might serve PG&E’s purposes because PG&E could 

engage in a divide and conquer strategy.  This would invite PG&E to find weak links 

and exploit any differences found. 

 Most of the above challenges for a multi-jurisdiction CCA could be avoided if 

Davis joined an existing CCA, such as the Marin Energy Authority (MEA).  However, 

any multi-jurisdiction CCA would sacrifice community control.  Davis needs to 

determine if any expected benefits outweigh a loss of full control. 

D. Legal and Regulatory Issues 

The Community Choice Aggregation enabling legislation established a 

relatively simple procedure for forming a CCA.  The public agency can implement 

Community Choice Aggregation quite promptly after a policy decision is made.   

The statute requires the public agency to develop an Implementation Plan 

and present it at a noticed public hearing before adoption.27  The Implementation 

Plan must detail the process and consequences of aggregation and contain all of the 

following:28 

                                                        
27  Public Utilities Code §366.2(c)(10)(A). 
28  Public Utilities Code §366.2(c)(3). 
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 Organizational structure of the program, its operations and its 

funding. 

 Rate setting and other costs to participants. 

 Provisions for disclosure and due process in setting rates and 

allocating costs among participants. 

 The methods for entering and terminating agreements with other 

entities. 

 The rights and responsibilities of program participants, including, but 

not limited to, consumer protection procedures, credit issues, and 

shutoff procedures. 

 Termination of the program. 

 A description of the third parties that will be supplying electricity 

under the program, including, but not limited to, information about 

financial, technical, and operational capabilities. 

A city must also prepare a “Statement of Intent,” which shall provide for all of 

the following:29 

 Universal access. 

 Reliability. 

 Equitable treatment of all classes of customers. 

 Any requirements established by state law or by the CPUC concerning 

aggregated service. 

                                                        
29  Public Utilities Code §366.2(c)(4). 
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The governing board, which for Davis is the City Council, must enact an 

ordinance to implement a CCA program.30. 

The Implementation Plan, Statement of Intent, and certain other information 

such as compliance with a bonding requirement that the CPUC established, must be 

filed with the CPUC as part of a registration packet.  The CPUC has 90 days to certify 

the packet.31  The CPUC does not have ratemaking or other continuing authority 

over the CCA program.  However, the distribution charges remain under the CPUC 

by virtue of its regulation of PG&E. 

There are several legal/regulatory hurdles for developing a CCA.  The 

primary risk is PG&E opposition.  In the past, PG&E opposed the formation of CCAs 

in the San Joaquin Valley in Marin County and reportedly spent $67 million on 

Proposition 16 in an unsuccessful effort to bar the formation of CCAs and municipal 

electric utilities. PG&E obstruction is mitigated to some degree because the 

Community Choice Aggregation statute requires IOUs to “cooperate fully with any 

community choice aggregators that investigate, pursue or implement community 

choice aggregation programs.”32   

The law requires the timely and complete provision of information, including 

customer load data to a city considering or implementing a CCA program.33  The 

2011 amendments to the CCA statute directed the CPUC to create safeguards against 

                                                        
30  Public Utilities Code §366.2(c)(10)(A).  This would be a city council or county board of 
supervisors. 
31  Public Utilities Code §366.2(c)(7). 
32  PUC §366.2(c)(9) 
33  This resulted in PG&E’s Schedule E - CCAINFO establishing procedures for obtaining 
information. 
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improper IOU activity to prevent CCA formation, and the CPUC has instituted a 

proceeding (R12-02-009) for that purpose. 

In that proceeding, PG&E stated on March 26, 2012:  “Since mid-2010, PG&E 

has not appeared in any city council or other similar public meeting to offer any 

opinion on whether such communities should adopt such CCA programs.  Similarly, 

PG&E is not currently and has no plans to market against CCA programs.”  Even 

assuming that PG&E does not “currently” oppose CCA formation, PG&E’s statement 

to the CPUC does not prevent it from changing its position. 

The CPUC’s Decision 12-12-036 issued in R12-02-009 also offers some 

protection for CCA formation.  The CPUC adopted a Code of Conduct to govern IOU 

interactions with CCAs.  The CPUC’s intent was “to provide Community Choice 

Aggregators with the opportunity to compete on a fair and equal basis with other 

load serving entities, and to prevent investor-owned electric utilities from using 

their position or market power to undermine the development or operation of 

aggregators.”34 

The CPUC may be summarized as follows.  The CPUC requires: 

 IOUs must prepare and distribute a neutral comparison of the tariffs 

of the utility and any CCA within an IOU’s service territory. 

 There must be separation between an IOU’s marketing division and its 

other functional divisions, such as billing and customer service, for 

any utility that intends to compete or convince customers to opt out 

against actual or potential CCAs within its territory. 

                                                        
34  D12-12-036, mimeo p. 2. 
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 IOUs must provide access for information to CCAs on the same terms 

as it does for its independent marketing division. 

 IOUs must refrain from making untrue or misleading statements 

about a CCA’s service.35 

 IOU tariff provisions must avoid discrimination between similarly 

situated entities. 

 The CPUC has reporting and other documentation requirements for 

IOUs related to their interactions with CCAs and their independent 

marketing divisions. 

 The CPUC will conduct periodic audits of IOUs to assess their 

compliance with the Code of Conduct. 

 The CPUC will establish a complaint procedure for CCAs to use in the 

event that an IOU is not meeting its obligations under the Code of 

Conduct. 

CPUC Decision 12-12-036 provides a significant level of protection against 

some, but not all, IOU behavior.  For example, a standard PG&E oppositional tactic 

the CPUC did not explicitly prohibit in Decision 12-12-036 is to delay and increase 

costs.  PG&E can do this by averring that a plan is complex and requires further 

study.  Another delaying tactic would be asking other agencies, such as LAFCO, to 

conduct hearings.   

The City should form a CCA in a manner that minimizes the opportunities for 

such delaying and cost increasing tactics.  LAFCO approval is not required to form a 

                                                        
35  See, also, CPUC Decision 12-07-023 (CPUC authority to prohibit false commercial 
statements concerning CCAs by IOUs) 
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CCA, but would probably be required for a Joint Powers Agency.  The City should 

postpone complications, such as forming a Joint Powers Agency, until after the CCA 

is formed and operating, unless there is sound policy or financial reason for adding 

any complicating feature. 

The City can do some important things to manage the risk of PG&E 

opposition.  These are: 

 Fully inform the community of the facts so customers can make 

informed judgments when confronted with disinformation delivered 

through a sophisticated and well-funded media campaign. 

 Work to create community cohesion that can withstand PG&E 

pressure. 

There will be some legal/regulatory risks after forming a CCA.  A CCA is not 

entirely removed from CPUC regulatory decisions because the CPUC will continue to 

regulate PG&E’s distribution and customer services.  The CPUC is not authorized to 

decertify a CCA.36  The CPUC does assert the authority to “prescribe various 

consumer protection rules relating to CCAs (e.g., to prevent cost-shifting among 

customers, or to oversee the electric system generally).37   

AB 117 gives the Commission a limited role in other types of consumer 

protections.”38  A CCA must also be vigilant to protect against IOU legislative and 

regulatory efforts that seek to impose CPUC regulation on it.  Even if the IOU effort is 

                                                        
36  Decision 12-07-023, mimeo p. 9; Decision 05-12-040, mimeo p. 61, Conclusion of Law 4. 
37  For instance, to impose resource adequacy requirements and “to require relevant 
information from CCAs.”  Decision 05-12-041, mimeo p. 20. 
38  Decision 12-07-023, mimeo p. 9; Decision 05-12-041, mimeo p. 20 (“We do not intend to 
act as a forum for CCA customer complaints …”). 
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ultimately unsuccessful,39 the amounts a CCA must spend to defend against such 

encroachments can be costly and distracting. 

The CPUC has continuing regulatory control over at least three areas with major 

financial implications.  These are also subject to future CPUC revision: 

 Resource Adequacy Rules. 

 Regulatory rules that are intended to prevent CCA customers and IOU 

customers from cross-subsidizing. 

 PG&E’s prices, terms, and conditions for all aspects of distribution 

service supplied to a CCA’s customers.40 

A CCA is subject to Exit Fees (see Section VIII).  As previously discussed, the 

fees for public purposes are particularly important because they represent about 

10% of PG&E’s regulated electricity prices.  The public goods charges collected are 

the source of funds used to finance public purposes such as encouraging a greener 

energy future, energy efficiency, and low income assistance.  PG&E administers 

much of these funds on a PG&E system-wide basis following CPUC and California 

Energy Commission (CEC) directives.  The City CCA would need to obtain CPUC 

approval to take control and administer fees for PPPs that CCA customers would 

otherwise pay to PG&E.  The CPUC application process can be an additional 

                                                        
39  See, e.g., IOU unsuccessful efforts to have CCA terms of service to CCA customers included 
in (and therefore governed by) IOU tariffs on file with the CPUC (Decision 05-12-041, 
mimeo p. 20) and PG&E agreements that the CPUC “must … regulate CCA’s commercial 
speech (Decision 12-07-023, mimeo, p. 7). 
40  This can be a significant problem, as PG&E has been persistently re-allocating costs to its 
distribution system.  This is a major concern to CCAs.  See, Petition of Marin Energy Authority 
et al, Decision 13-08-023. 
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expensive and time-consuming CCA task with no guarantee of ultimate success.  

There is also some uncertainty because retail customers are free to opt out of a CCA.   

The CCA, but not the POU, would continue to be CPUC regulated.  This means 

a CCA would be subject to various CPUC regulations that can increase costs.  For 

example, in October 2013 the CPUC issued regulations requiring investor owned 

utilities, energy service providers, and CCAs to invest in a combined 1,325 MWs of 

electricity storage by 2020.   A Davis CCA would need to acquire its share of storage.  

A Davis POU would not fall under CPUC regulation.41  

The enabling statute imposes certain ongoing regulatory obligations on a 

CCA, such as the obligation to offer service to all residential customers within the 

jurisdiction.  Some potential CPUC regulatory matters have not been fully vetted.  

There is uncertainty related to the CPUC rules and their attendant costs that a CCA 

must accept before proceeding down the CCA path.  

VII. MUNICIPAL PUBLICLY OWNED ELECTRIC UTILITY 

A. Summary of Findings 

A municipal or publicly owned utility (POU) in Davis means the City would 

acquire or replace PG&E’s distribution network of poles, wires, transformers, and 

meters.  Davis would need to finance an acquisition of PG&E’s assets or new 

distribution facilities.   

Davis would assume responsibility for its own electricity supply mix.  

Initially, this aspect of the POU option would be similar to the CCA option.  A POU 

                                                        
41 Decision 13-10-1040, Before the Public Utilities Commission of the State of California, 
Order Instituting Rulemaking Pursuant to Assembly Bill 2514 to Consider the Adoption of 
Procurement Targets for Viable and Cost-Effective Energy Storage Systems (October 17, 
2013). 
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would, over time, be more likely to invest directly or enter into joint ventures to 

own and operate new electricity supply sources.  Davis would also need to hire 

employees or outsource necessary activities like maintenance, tree trimming, meter 

reading, billing, and call centers.  The approximate number of employees for a Davis 

POU based on comparable estimates of existing POUs in California would be 

between 60 and 75.   

The POU would adopt its own tariffs and cost allocations designed to achieve 

the community’s objectives.  These will ultimately come under the City’s control.  

The POU would take control of all the PG&E Public Purpose Program charges 

(including EPIC).  These represent about 10% of PG&E’s current rates that would be 

transferred fully to a POU.  The POU could direct these funds in excess of $4.3 

million per year to achieve community objectives, priorities, programs, and funding 

levels.  

A POU can also expect much lower financing costs than PG&E.  This is 

primarily because the POU would finance its capital expenditures with lower cost 

long-term debt and avoid paying a profit, or return on equity, income taxes, and 

higher cost debt.  For example, PG&E’s pre-tax return to investors is about three 

times more expensive than POU debt would cost.  These additional PG&E finance 

costs significantly increase PG&E’s retail prices compared to what a POU would 

charge for both the existing distribution system and future capital investment 

requirements.  

Various POU operating and administrative costs are also likely less than 

PG&E charges for comparable activities in its retail rates.  A POU likely would save 
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millions of dollars per year compared to what PG&E currently charges residents and 

businesses in Davis for less reliable service.  Subsequent analysis shows this would 

be likely after paying for the PG&E assets purchased, and adjusting for higher start-

up costs, the need to learn while doing, and other uncertain future costs,  

B. Discussion 

1. Cost of Operation 

The POU would be a vertically integrated electric utility.  Its goals would be 

broader than PG&E’s goals because a POU would implement the City’s plan to 

establish an affordable and more environmentally friendly energy future.  The POU 

would, nevertheless, need to hire people, invest, and enter service contracts.  These 

will provide generation, transmission, distribution, and customer services.  Even 

accounting for various uncertainties, a POU would outperform PG&E in terms of the 

resulting cost of services rendered.  This would save energy consumers in Davis 

between about $4 million and $9 million per year compared to PG&E’s retail prices.   

Along with the more than $4.3 million in public purpose funds each year, a POU 

would have more than sufficient resources to pursue the community’s 

environmental and economic development objectives, while absorbing any 

contingencies that may arise. 

2. Cost of Acquisition; Estimated Fair Market Value 

The City would need to acquire or replace PG&E’s mostly distribution and 

metering assets in Davis if it decides to form a POU.  There are various methods that can 

be used to determine the amount the City would need to pay to establish its own POU and 

replace PG&E.  This Report builds on and updates the prior work that R.W. Beck 
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performed when the City contemplated joining SMUD in 2004.  The estimated prices 

depend on the method used to determine Fair Market Value.  These valuations point to a 

conclusion that the City would need to plan to invest as much as $25,000,000 to purchase 

PG&E’s assets and cover transaction-related costs.  Subsection C explains the valuation 

process in detail. 

3. Projected Rates 

The POU would likely have an opportunity to reduce electricity prices.  

Including the purchase of the PG&E system and transaction costs in rates this 

Report shows that a POU could reasonably expect to reduce prices in the range of 

10% to 20%.  The details are discussed below in Section IX. 

4. Reliability and Service 

The decision to improve reliability and how much a POU would need to 

spend to do so is entirely a matter for the POU to determine.  PG&E has set an 

exceedingly low bar for the POU to overcome.  The POU would need to be 

responsive to community needs and would be held directly accountable for all 

aspects of performance, including the level of prices, customer service and 

reliability.  

5. City Objectives 

The POU will be fully under the City’s control.  The City can decide its own 

priorities and the timing for achieving them.  There is no better alternative to 

accomplish the City’s goals and objectives than a POU. 

C.  Valuation Process and Methodology 
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The major economic uncertainty for a POU is determining how much it would 

cost to replace PG&E as the electricity distributor in Davis.  This means it is 

necessary to estimate the Fair Market Value (FMV) of the PG&E electricity 

distribution system assets that serve Davis.  The FMV estimates will determine how 

much Davis would need to pay to acquire PG&E’s electric distribution system in 

Davis.   

The City can acquire an electric distribution system through an agreement 

with PG&E, use condemnation, or decide to construct a new distribution system.  It 

is more likely cost effective for the City to acquire the existing PG&E system using 

either a purchase agreement or condemnation.  Both require an evaluation based on 

an FMV-based purchase price.  The legal or regulatory process can be quite 

contentious and costly.  There are several methods typically used in such matters 

and the selection of the appropriate method will be disputed along with the 

underlying facts, data, and assumptions   

Original Cost Less Depreciation (OCLD), often referred to as the regulated 

Book Value method, is a reasonable and widely used method for valuing utility 

properties.  PG&E will probably aver that it is necessary to rely on the substantially 

higher Replacement Cost New Less Depreciation (RCNLD).  This method assumes a 

newly built system and adjusts for wear and tear on the system.  In regulatory and 

condemnation disputes, such as eminent domain.   Both OCLD and RCNLD, or some 

value between those two points, are typically used to determine FMV. 

Public Utilities Code §1351 authorizes the CPUC to ascertain the value of 

property owned by public utilities if it is the forum for determining FMV.  A political 
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subdivision, such as the City, that seeks to acquire public utility property through 

condemnation may also choose a Superior Court action to have the property valued 

as an alternative to the CPUC.  (PUC §§1401 et seq.) 

The CPUC has adopted Fair Market Value (FMV) as the test for valuing utility 

property.42  See, City of Vallejo, Decision 89-06-056 (1989), 1989 Cal. PUC LEXIS 538 

(“The measure of compensation is the fair market value of this property taken.  

(Code of Civil Procedure, Section 1263.310.)”43; City of Fresno, D. 86-02-040 (1986); 

1986 Cal. PUC LEXIS 877, *4.  In determining FMV, the CPUC uses several methods, 

often in the same proceeding.44  The two most commonly used methods are OCLD 

and RCNLD.  The CPUC does not uniformly apply any one method.  Instead, it applies 

the method (or methods) it considers most appropriate depending on the facts of 

the situation.  See, e.g., Citizens Utilities Co., Decision 01-11-070 (2001); 2001 Cal. 
                                                        
42  The CPUC uses “as the measure of value of [utility properties] the concept of the highest 
price, estimated in terms of money, that a willing buyer would pay to a willing seller for the 
property if exposed for sale on the open market, where each is under no unusual pressure 
of time or circumstances and each has knowledge of all the uses and purposes to which the 
property is best adopted and for which it is reasonably capable of being used.”  City of 
Riverside, 74 CPUC 193, 202 (1972); See, also, East Yolo Community Services District, 
Decision 90360, 1 CPUC.2d 474, 1979 Cal PUC LEXIS 544, *6 (1979); City of Fresno, Decision 
86-02-040, 1986 Cal PUC LEXIS 877 (1986), (Conclusion of Law 1:  “The Heilbron rule 
should be applied in valuing public utility property in just compensation proceedings.”)  The 
CPUC has stated that the rule was taken from Sacramento etc. R.R. Co. v. Heilbron, 156 Cal. 
408, 409 (1909).  East Yolo, supra.  The Heilbron rule was codified in Code of Civil 
Procedure, §1263.320.  Id.   
43  Code of Civil Procedure section 1263.320 states:  “(a) The fair market value of the 
property taken is the highest price on the date of valuation that would be agreed to by a 
seller, being willing to sell but under no particular or urgent necessity for so doing, nor 
obliged to sell, and a buyer, being ready, willing, and able to buy but under no particular 
necessity for so doing, each dealing with the other with full knowledge of all the uses and 
purposes for which the property is reasonably adaptable and available.  (b) The fair market 
value of property taken for which there is no relevant, comparable market is its value on the 
date of valuation as determined by any method of valuation that is just and equitable.” 
44  See, Pacific Gas and Electric Co., Decision 86-04-021 (1986), 1986 Cal. PUC LEXIS 220 (“In 
establishing the value of utility property in condemnation cases pursuant to Public Utilities 
Code §1351, the Commission considers several valuation techniques and mitigating factors 
at *3). 
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PUC LEXIS 1040 (RCNLD may exceed FMV); City of Fresno, supra, (RCNLD given 

“little weight”). 

In 2004, R.W. Beck estimated the FMV of the PG&E assets in the City and the 

cost of replacement.  This Report builds on that analysis, updating it as needed.  No 

new engineering studies were involved.  This is reasonable because the distribution 

system has not materially grown.  The system has aged, and with no major 

distribution asset changes or additions, this makes, other things the same, the 

estimated FMV of the properties less today than in 2004.  This Report provides a 

current basis for valuation. 

It should be expected that the parties would debate the FMV valuation.  The 

parties’ FMV positions could be based on one or more of five methods:  (1) Original 

Cost Less Depreciation (OCLD); (2) Reproduction Cost New (RCN); (3) Reproduction 

Cost New Less Depreciation (RCNLD); (4) the Income or Net Present Value 

Approach; and (5) a Stocks and Bonds valuation.  However, as explained above, FMV 

is typically estimated using OCLD, RCNLD, or some value between the two.  The R.W. 

Beck study developed values for both OCLD and RCNLD, plus the income approach. 

This Report estimates FMV using updated OCLD, RCNLD, and Net Present 

Value (NPV) or Income methods.  In the interest of providing the City with a 

conservative estimate, it is assumed throughout this Report that PG&E is in 

possession of all necessary franchises, regulatory approvals, etc. to lawfully conduct 

an electric business in Davis.  The Report does not examine that question and 

expresses no opinion on this assumption other than to observe that if the 
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assumption were incorrect, it would reduce the FMV and increase the financial 

advantage of the POU option. 

The analysis also includes the enterprise value (Stocks and Bonds) approach.  

The Stocks and Bond analysis is intended solely to serve as a check on the primary 

methods the two parties would likely use.  This method is based on the value 

investors would assign to Davis’ proportion of PG&E’s system. 

If the City contemplates constructing a new system, the Replacement Cost 

New approach would be used to estimate the City’s potential investment.  This 

would mean the City would form a POU by building a new distribution system 

without purchasing PG&E assets in the City.  The following discussion considers this 

possibility because it is a ceiling on what the City should consider paying PG&E to 

acquire their facilities in Davis. 

D. Summary of FMV Estimates 

Table 7 summarizes the four approaches for determining FMV.  The 

reduction for negative Net Salvage is necessary because, at some point in the future, 

poles and transformers will need to be replaced and the utility will need to expense 

additional amounts to dismantle, remove, and dispose of the existing distribution 

assets.  The costs for disposing these PG&E assets include the cost for the toxic 

materials found in treated poles and transformers.   

PG&E has already collected from current customers and accrued the money 

to finance the projected negative salvage costs.  These are sometimes called negative 

net salvage costs because there may be some recovery of scrap value that would 

offset the salvage costs.  The combination is expected to be negative, meaning a net 
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out-of-pocket expenditure.  As explained below, the FMV estimates are reduced for 

net negative salvage costs, and the future estimated disposal costs are pro-rated 

between the POU for future years and PG&E for prior years.  This is consistent with 

PG&E paying the full amount if it were to retain the assets and be responsible for 

collecting the full accrual estimates. 

 

Table 7 shows the average for the three methods, excluding the Stocks and 

Bonds method, which is included as a check.   This would result in an average FMV 

of about $21.5 million.  Buyers typically prefer two approaches.  These are the OCLD 

and NPV income methods, after adjusting for disposal and the recovery of PG&E’s 

accruals for D/R/D, are currently less than $20 million.  The estimated FMV using 

the three primary methods would decline further with delays and little additional 

CAPEX on the Davis system.  PG&E would likely propose estimates of FMV based on 

the more expensive RCNLD method.  FMV also changes over time.  It is likely the 

estimated FMV under any method would decline before any acquisition could close. 

Davis would need to pay PG&E a price for the Davis electric distribution 

system based on fair market value.  This means the equipment would be 

depreciated for the age and prior use of the system.  The useful life of distribution 

With Negative Salvage

OCLD $17,834,427

NPV $19,880,620

RCNLD $26,669,323

Stocks and Bonds $21,945,000

Average of OCLD and NPV $18,857,524

Average of OCLD, NPV, and RCNLD $21,461,457

TABLE 7

Summary of Valuations
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assets is about 51 years and, on average, the electric distribution system in Davis is 

about 28 years old, or about 55% into its useful life. 

If it acquires the Davis electric distribution system, Davis will, over the next 

23 years, need to dismantle, remove, and dispose of the current electric distribution 

system as it reaches the end of its useful life.  PG&E’s electric distribution assets 

have a very significant future cost for dismantling, removal, and disposal (D/R/D), 

which equal about $30.298 million.45  PG&E has been collecting and accruing 

substantial dollars to pay for these future negative net salvage costs on its 

distribution system, including Davis.  The amount Davis should pay in terms of FMV 

should be discounted to reflect the prior amounts that PG&E accrued for its share of 

the negative net salvage cost.  A POU would have the responsibility to dismantle, 

remove, and dispose of the system when it is no longer useful.  The FMV should be 

reduced based on the present value of PG&E’s already accrued portion of negative 

salvage costs.  This would reduce the amount Davis would pay to remove and 

dispose the current system when its useful life ends.   It would also prevent Davis 

electricity customers from paying twice for negative salvage value. 

Assuming the split is 55/45 based on the average useful life for the assets 

under PG&E and Davis ownership, PG&E’s share of the dismantling, removal, and 

disposal costs for the Davis electric distribution system would be $16.664 million 

($30.298 million X 0.55) and Davis would be responsible for $13.634 million 

($30.298 million X 0.45).  If the OCLD or NPV approaches are used, the 

corresponding reduction for negative net salvage is $5,755,000.  These are reflected 

                                                        
45 See Appendix E Salvage Value Work Papers. 
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in the FMV estimates shown in Table 7.  As explained below, the reductions under 

the RCNLD and Stocks and Bonds method would be greater because these methods 

reflect current, not original, cost dollars. 

1. Original Cost Less Depreciation (OCLD) 

i. Original Cost 

OCLD equals the original cost of the property when it is first put into service, 

less accrued depreciation.  OCLD is conceptually similar to the portion of PG&E’s 

rate base allocated to the specific property in question (i.e., the Davis electric 

distribution system), and is sometimes referred to as Book Value.  The relationship 

between OCLD and Rate Base is important because PG&E conceptually is limited to 

simply an opportunity to earn a return “on” and “of” its undepreciated Rate Base.  

The R.W. Beck Report estimated the OCLD for the Davis Distribution system to be 

$22,082,738.46   

To update this valuation, it was necessary to:  (a) increase the R.W. Beck 

valuation by the amount of new investment PG&E has made in the Davis 

distribution system since 2004, which will increase the OCLD estimated by R.W. 

Beck; (b) subtract any additional depreciation PG&E has taken, which will reduce 

R.W. Beck’s OCLD value; and (c) adjust for salvage value. 

ii. New Investment Adjustment 

PG&E has made very little investment in Davis since the R.W. Beck Report 

was completed for the 2004 system.  These additional investments in Davis include 

some relatively small amount of undergrounding, the addition of 783 new 

                                                        
46  See Table 2-5, page 2-9 in the R.W. Beck Report. 
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customers, and the installation of SmartMeters in the City of Davis.  This Report 

ignores the small amount of undergrounding in the City. 

R.W. Beck estimated the additional cost per customer added in 2006 was 

$1,720 per customer.47  Using the Handy Whitman Index (HWI) for the Pacific 

Region,48 this R.W. Beck estimate should be increased in 2012 by a factor equal to 

658/474.75, or $2,384 per customer in additional costs.  This would add $1,866,672 

to OC (783 * $2,384). 

The new meters represent a change that should be added to the R.W. Beck 

analysis because the new meters were not contemplated when that R.W. Beck 

Report was prepared.  PG&E spent $894,295,00049 to install SmartMeters across its 

system.  PG&E currently has approximately 5,400,00050 customers.  This equals 

about $165.60 per meter that PG&E installed in Davis.  The unit cost of the 

SmartMeters multiplied times the 28,403 customers51 in Davis in 2011, would equal 

about $4,703,537.  This cost of SmartMeters should be added to the updated 

estimates of R.W. Beck’s FMV because they were not part of the system that existed 

in 2004.52 

                                                        
47  See page 1-65 of the R.W. Beck Report.  The $1,720 is comprised of $1,200 per customer 
for investments in the 12 kV network and $520 per customer for low voltage service drops 
and meters. 
48  The Handy-Whitman Index of Public Utility Construction Costs Bulletin No 177, Cost 
Trends of Electric Utility Construction, Electric Power-Pacific Region (E-6), Total 
Distribution Plant (Line 42). 
49 PG&E 2014 General Rate Case (PG&E-2), Table 14-1. 
50 PG&E 2014 General Rate Case (PG&E-4), page 11-3. 
51  There were 26,307 residential customers, 1,801 commercial customers, and 295 city, 
county and district customers in 2011. 
52  PG&E is seeking CPUC authorization to charge $74,100,000 per year to retire the old 
meters replaced by the SmartMeters.  This may be a matter the parties would address under 
a POU option. 
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Davis would be much more likely to find innovative uses for the SmartMeter 

technology than PG&E offers.  Most investor owned utilities simply use the 

SmartMeter technology to provide passive information related to customer use.  

SmartMeters can be used to offer customers the option of active demand side 

management and real time pricing.  If Davis assumes control of the generation used 

to supply consumers in the City, it could use the underutilized SmartMeter 

technology it acquired from PG&E to reduce the MWHs required.  This is a certain 

POU advantage.  The CCA would likely need to seek a not-so-likely authorization 

from PG&E and/or the CPUC, if it wants to use PG&E’s SmartMeters to offer options 

to customers in Davis. 

Information from the City’s Department of Public Works is consistent with a 

conclusion that these investments have been well below the estimates of future 

investment requirements presented in the R.W. Beck Report.  One possible reason 

for the difference is that demand growth in Davis has been relatively flat.  Therefore, 

other than routine maintenance and some undergrounding of lines, PG&E appears 

to have made very little new investment in the Davis distribution system other than 

the installation of SmartMeters. 

iii. Depreciation and Salvage Value 

Utilities charge customers annual depreciation expenses to recover their 

original investment costs.  FMV is determined using the OCLD approach as the 

original investment costs less the accumulated depreciation already recovered from 

consumers.  In 2004, R.W. Beck used $37,442,292 for original cost and subtracted 

the accumulated depreciation to estimate the  OCLD in 2004, which equaled 



 

74 

$22,830,262.  The annual percentage rate used to determine annual depreciation 

expenses for distribution assets across the PG&E system is 1.94%.53  Applying this 

annual percentage for 8 years from 2004 to 2012 increases the accumulated 

depreciation by another $5,811,044.  This would make the OCLD, all else the same, 

equal $17,019,218. 

Salvage value is the amount a utility would expect to receive from selling 

distribution assets removed from service.  When positive, salvage value reduces the 

original cost that depreciation expenses would, in effect, need to recover.  A positive 

expected salvage value would also increase FMV.  The opposite occurs if a utility 

expects significant dismantling, removal, and disposal (D/R/D) costs when 

distribution assets are taken out of service.   

Salvage value reduces the amount that depreciation expenses would be 

designed to recover.  This also reduces the percent of annual depreciation charged 

annually.  For example, suppose a $10 million dollar investment had a 20-year 

useful life.  Depreciation expenses assigned equally each year (i.e. straight-line) 

would recover 5% per year, or $500,000.   

If the asset had $2 million in expected salvage value, the annual percent to 

recover $8 million in investment cost ($10 million initial investment less $2 million 

in salvage value) would be 4%, or $400,000, recovered each year.  

If, however, an asset had significant end of life disposal costs, additional 

amounts would need to be recovered and the percent depreciation charged would 

need to be increased.  If these expected disposal costs were $3 million, annual 

                                                        
53 See Appendix A – Estimating Depreciation and Negative Salvage Accruals for PG&E. 
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depreciation would increase to $650,000, and the rate increased to 6.5% to recover 

a total of $13 million ($10 million initial investment plus $3 million in disposal 

costs).   

FMV equals the cost of the investment assuming no use, less depreciation 

including salvage value adjustments.  Therefore, positive expected salvage value 

increases FMV and negative salvage value reduces FMV.  If there is a combination of 

both, the net effect is used to determine FMV.  PG&E’s distribution system assets 

have negative net salvage value.  Therefore, FMV should be reduced for both 

depreciation as assets age and an additional amount to reflect expected negative net 

salvage value given high expected disposal costs. 

PG&E’s 2014 General Rate Case (GRC)54 currently under CPUC review reveals 

that PG&E projects very significant negative salvage value for its distribution 

system.  In fact, PG&E has been accruing significant amounts of cash from its retail 

customers to pay for future D/R/D for existing distribution facilities.  The net effect 

for salvage on the PG&E system is projected to be negative.  This reduces FMV. 

PG&E recognizes that there are significant negative net salvage costs for the 

assets, which comprise its electricity distribution system.  PG&E collects and accrues 

significant amounts from current retail customers to pay for the future removal and 

disposal of poles, transformers, and other distribution equipment.   

The cost for disposing of used poles and transformers has increased 

significantly.  Almost all the components of the electric distribution system in Davis 

now have negative net salvage.  PG&E reports that the cash it has collected from 

                                                        
54  See Appendix H for selected materials from PG&E’s 2014 General Rate Case. 
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customers and reserved in accruals held for negative salvage exceeded accumulated 

depreciation by more than two to one, $18,241,076,909 to $8,509,373,074, at the 

end of 2011.55  Put another way, the December 31, 2011 PG&E system-wide annual 

accrual percentage56 for future net salvage of distribution was 3.08% compared to a 

weighted average 1.94% for straight line depreciation for PG&E’s system wide 

original cost.57  Future removal and disposal costs reflect current estimates of real 

expenditures, not the costs used for the original investments.   

Regardless of their effect on the rate customers pay for distribution, both 

charges for depreciation and negative net salvage accruals reduce FMV.  The amount 

deducted differs under the original and replacement cost approaches because the 

latter reflect current, as compared to original, cost estimates.  

Fair market value is defined as the price a willing buyer and willing seller 

would negotiate starting from equal positions in terms of market power and access 

to information.  PG&E has charged retail electricity users an amount for negative 

salvage value that is increasing over time.  The FMV for a  Davis POU to acquire 

PG&E distribution assets would be reduced for estimated negative net salvage value 

(or cost).  This would reflect the proportion of the time PG&E owned and used the 

assets before selling them to a POU compared to their expected useful life.   

In this Report, the POU’s expected capital expenses are increased to reflect 

the need to recover full removal and replacement costs.  This is necessary because 

the FMV used to determine a fair price for PG&E assets has been reduced to reflect 

                                                        
55 PG&E 2014 General Rate Case (PG&E-2), Table 11-1. 
56  See PG&E GRC Prepared Testimony Exhibit (PG&E-2) Results of Operations, Table 11.1 
(page 11-4).  
57  See Appendix A. 
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the amount PG&E already accrued for negative net salvage value for its distribution 

system in Davis.  Therefore, the reduced FMV is necessary because the POU will pay 

the entire cost for dismantling, removing, disposing, and replacing distribution 

assets when the assets are no longer useful or in service. 

PG&E has already collected money from its customers, including those in 

Davis, to dismantle, remove, and dispose of its existing distribution assets at the end 

of their useful lives.  In the Replacement Cost discussion below, the amount needed 

for future net salvage is explained.  This is done using current real dollars.  It is 

necessary to convert these estimates to amounts expressed in original cost terms. 

The time value adjustment used to reduce the estimated future costs to determine 

the OCLD FMV is discussed and quantified below.  Negative net salvage reduces the 

conservative FMV estimate by $5,755,000 when expressed in 2012 present value 

terms.  This amount has been reduced for both present value and restated in 

original cost dollars for the OCLD and Net Utility Income approaches. 

iv. Summary of Adjustments 

The following shows the adjustments made to the OCLD estimate. 

 SmartMeters would add $4,703,537. 

 783 customers added since 2004 would increase the OC by 

$1,866,672. 

 The depreciation rate for the 8 years from 2004 to 2012 would reduce 

the OC by $5,811,044. 

 Negative net salvage is determined below.  It reduces OCLD by an 

additional $5,755,000 in 2012. 
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Table 8 shows these adjustments used to determine the 2012 OCLD.   

  

 

2. Reproduction Cost New (RCN) and Reproduction Cost New Less 
Depreciation (RCNLD) 

Reproduction Cost New (RCN), also referred to as Replacement Cost New, is 

the cost of reproducing and constructing an exact replica of the distribution 

property at current prices. 

R.W. Beck used the reproduction approach to estimate the RCN of the Davis 

distribution system in 2004 to be $54,809,355.58  There are several steps required 

to update the 2004 R.W. Beck study to determine an estimate of 2012 RCN and 

RCNLD. 

 The Handy-Whitman Index (HWI), a widely used index of utility costs, 

for the Pacific Region59 can be used to estimate the 2012 RCN for the 

distribution system within Davis.  The 2012 annual HWI is 658.00 and 

                                                        
58  R.W. Beck Report, Appendix C, SMUD Annexation Study, Estimated RCNLD and OCLD 
Values, Straightline Depreciation – Davis.  The $54,809,355 is before Davis (1107), which is 
being acquired, is subtracted from the RCN estimate.  This equaled $2,112,673 in 2004 and 
will not be subtracted at this stage. 
59  The Handy-Whitman Index of Public Utility Construction Costs Bulletin No 177, Cost 
Trends of Electric Utility Construction, Electric Power-Pacific Region (E-6), Total 
Distribution Plant (Line 42). 

R.W. Beck OCLD 22,830,262$              

Plus SmartMeters 4,703,537$                

Plus Additional Customer Cost 1,866,672$                

Less Depreciation (5,811,044)$               

Less Negative Salvage (5,755,000)$               

2012 OCLD 17,834,427$              

TABLE 8

2012 Original Cost Less Depreciation
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the 2004 annual index is 400.50.  This would make the RCN equal to 

$90,048,828.60  

 The RCN estimate is not a reasonable FMV method because it does not 

deduct for asset depreciation or negative salvage value.  It is relevant 

only to the extent that it represents what a buyer would consider the 

ceiling price, which is the amount a buyer could pay to start from 

scratch.  In this case, it is based on reproduction, which is greater than 

the cost of building a new system (i.e. replacing the system using 

improved technology and engineering and netting any benefits). 

 The first step to estimate FMV using an RCN approach is to subtract 

depreciation to determine RCNLD.  The R.W. Beck Report estimated 

that the depreciation from the date of the original investments to 

2004 equaled about $21,580,218.  This represents the difference 

between RCN of $54,809,357 and RCNLD of $33,229.139.  

Depreciation equaled about 39.37%.  Therefore, the RCNLD equaled 

about 60.63% of RCN ($33,229,139/$54,809,357) after adjusting for 

the depreciation through 2004.  The same degree of depreciation 

through 2004 (60.63%) would be applied to the current estimate of 

RCN, $90,048,828, to determine RCNLD through 2004, or 

$54,596,604.   

                                                        
60  See Appendix B for the detailed HWI and subaccounts for the distribution system within 
the City of Davis.  See also Appendix C for 2014 PG&E GRC, Table11-1 for breakdown of 
electric distribution subaccounts. 
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There would also be additional depreciation for the 8 years from 

2004 to 2012.  The weighted average depreciation rate for the Davis’ 

distribution system is 0.019562 (the corresponding PG&E system rate 

is .0194).   This would increase the accumulated depreciation for 

these additional 8 years by about $14,092,281.  The RCNLD, before 

adjusting for negative net salvage, would be about $40,504,323 at the 

end of 2012.61  Therefore, about 55% of the RCN would be 

depreciated at the end of 2012. 

 The PG&E current estimated system-wide net salvage value being 

used for cash accrual purposes equals -$18,241,096,909.  The 

negative net salvage is described in much greater detail in Appendix E.  

The estimated negative value means PG&E expects to spend 

significant amounts to remove and dispose its existing distribution 

facilities.  The following outlines how this can be converted to the 

Davis portion of the PG&E system to allocate reasonably PG&E’s prior 

accrual of money for D/R/D collected based on prior electricity use in 

Davis. 

 The weighted average annual salvage value accrual rate is less in 

Davis at 0.0273 per year compared to the PG&E system weighted 

average annual salvage value accrual rate of 0.0308.62  This would 

reduce the Davis proportionate share of the entire system to  

-$16,168,244,988 (-$18,241,096,099 X 0.8864). 

                                                        
61  See Appendix B work papers. 
62  0.0273 ÷ 0.0308 = 0.8864). 
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 The plant and equipment on the Davis distribution system originally 

cost $37,442,29263 and the corresponding amount for the PG&E 

distribution system cost $19,980,312,785.64  The Davis share of total 

PG&E distribution assets is 0.001874.65  Therefore, Davis’ share of the 

current accrual for negative salvage equals  

-$30,298,632 (-$16,688,244,988 X .001874). 

 This Report considered two direct approaches to determine the 

present value of accruals for negative net salvage that will not be paid 

out until sometime in the future.  (See Appendix E.)  These are:  (1) 

The present value of these expected future disposal costs for Davis 

have a weighted average remaining future life of 23 years.  At a 4.5% 

interest rate, this would amount to a present value negative net 

salvage value for Davis of -$11.01 million.  (2) PG&E has already 

charged Davis customers for its projected future negative salvage for 

a weighted 28.1 years out of the estimated weighted average life of 

51.1 years for its distribution system.  This means that pre-collecting 

D/R/D accrual costs would be about 45% (28.1 years/51.1 years).  If 

Davis limited its share of negative net salvage costs to the remaining 

life (about 0.45) of the assets, this would mean that Davis would seek 

to recover 0.55 times $30,298,632, or about -$16.66 million, from 

                                                        
63  See R.W. Beck Report, Table 2-1, page 2-3. 
64  2014 PG&E GRC, Table 11-1, which is attached as Appendix C. 
65  $37,442,292 ÷ $19,980,312,785 = 0.001874. 
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PG&E for negative salvage values, which PG&E has already collected 

from customers in Davis.   

 The latter approach is conceptually preferable because it uses money 

actually collected that PG&E has accrued on its financial reports.  This 

analysis uses a conservative approach and splits the difference.  

Therefore, FMV would be reduced under the Replacement Cost 

method by the average of Davis’ expected present value ($11.01 

million) and PG&E’s already accrued amount allocated to Davis 

($16.66 million).  This average negative net salvage adjustment equals  

$13.835.  Therefore, $13.835 million needs to be subtracted from 

RCNLD to estimate FMV in a manner that includes the  negative 

salvage value that PG&E previously charged customers and accrued 

funds. 

 The corresponding negative adjustment under the OCLD method 

would be less because the basis is original dollars, not current dollars. 

This would reflect the ratio of the Davis OC value to its RCN value, or 

$37.442/$90.049, which equals 0.4158.  This would make the similar 

conservative percentage reduction in FMV for negative net salvage 

expressed using original cost terms equal -$5,755,000.  For an OCLD 

valuation of $23,589,427, the FMV would be $17,834,427 

($23,589,427 - $5,755,000).   

 The work papers and analysis to determine the D/R/D adjustment for 

negative net salvage are shown in Appendix E. 
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3. Utility Income Approach 

The Utility Income Method capitalizes future cash flow discounted to the 

present (Discounted Cash Flow or DCF).  In this analysis, the direct income-related 

benefit to PG&E of owning the Davis electric distribution system is expressed in 

terms of free cash flow generated by the Davis portion of the electric distribution 

system that is available to PG&E’s debt holders and equity capital (shareholders).   

This is an after-tax model of PG&E’s revenues, less cash expenses, plus depreciation 

for the Davis electric distribution system.  Since PG&E’s income and cash flow are 

tied to its depreciated Rate Base, the estimated FMV using this method will be 

similar to the FMV using the OCLD method. 

The method conceptually represents the value to the seller from retaining 

ownership and earning its authorized rate of return “on” its investment plus a 

return “of” its investment in the form of future cash recovery of depreciation.  The 

values estimated using this method are quite sensitive to the discount rate chosen to 

calculate the NPV.  The cash flow used in the R.W. Beck analysis seems to include 

salvage values.  Accordingly, the present value relevance of future D/R/D 

expenditures would be highly discounted and not particularly important for the DCF 

evaluation.  It is not included in this analysis. 

The R.W. Beck Report calculated the discounted cash flow value of the Davis 

electric distribution system in 2004 to be $22,989,526 based on an 8.77% discount 

rate.66 At a lower rate of return, the net operating income would decline because 

                                                        
66  R.W. Beck Report, Table 2-4 at page 2-9. 
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future prices would be less.  This would be offset, to some degree, because a lower 

discount rate increases the estimated net present value, other things being equal.   

At the time of the R.W. Beck analysis, the 2004 distribution charge was about 

3.659¢ per KWH.67  The distribution charge in 2012, based on PG&E’s GRC 

projections for the CPUC, increased to 4.0306¢ per KWH,68 or about 11.51 percent.  

Ignoring any corresponding increase in cash expenses, the net present value of the 

DCF in 2012 would be $25,635,620 ($22,989,526 * 1.1151).  The Division of 

Ratepayer Advocates (DRA) and PG&E have different views concerning the size of 

future increases and PG&E’s authorized rate of return, which the DRA proposes to 

reduce to 8.06 %. 

A DCF of about $25.6 million is not an estimate of FMV because it does not 

reflect negative salvage.  Using the OCLD negative net salvage adjustment of $5.755 

million, because DCF returns reflect original cost rate base, would reduce the DCF 

estimate of FMV to about $19.881 million ($25.636 million less $5.755 million).   

 

4. Stocks and Bonds Method 

This approach is intended solely as a check on the reasonableness of the 

other methods.  The basic Stocks and Bond approach determines the enterprise 

value of a firm’s assets by adding together the value of the firm’s debt liabilities and 

shareholders’ equity.  For a publicly traded company like PG&E, the firm’s assets are 

the market value of its long-term capital, which is defined as long-term debt, 

preferred stock, and common stock.   

                                                        
67  R.W. Beck Report, Table 2-3, page 2-6.  
68  2014 PG&E GRC, Table 15.2 (PG&E-2). 



 

85 

When valuing just a pro rata piece of the company, such as the electric 

distribution system, the key is to allocate a portion of this enterprise value to the 

particular segment of the company (i.e., PG&E’s electric distribution system).  Here, 

the valuation is further adjusted to reflect the portion of the PG&E electric 

distribution system that exists within the City of Davis. 

PG&E’s enterprise value is $32.5 billion.69  PG&E has electricity plant and 

natural gas investments.  Table 9 shows the 2012 shares of system Rate Base 

included in PG&E’s 2014 GRC were 16.72%, 58.53%, and 24.75% for natural gas 

distribution, electricity distribution and electricity generation, respectively.70   

  

This makes the electricity distribution portion of total enterprise value equal 

about $19.02 billion ($32.5 billion * 0.5853).  PG&E reports that the franchise part of 

                                                        
69  As of 12/31/2012, there were 431,436,673 shares outstanding (PG&E 2012 Annual 
Report).  On July 16, 2013, the stock price was $46.37, for a total shareholder equity of 
$20.0 billion.  Long-Term Debt totaled $12.5 billion as of 12/31/2012 (PG&E Annual 
Report).  The sum of shareholder equity ($20.0 billion) and long-term debt ($12.5 billion) 
provides enterprise value. 
70  See 2014 PG&E GRC, Table 14-1, attached as Appendix D. 

Total % of Total

Gas Distribution 2,946,169,000$        16.25%

Electric Distribution 10,652,168,000$      58.76%

Electric Generation 4,531,417,000$        24.99%

18,129,754,000$      100.00%

Total % of Total

Gas Distribution 3,078,109,000$        16.72%

Electric Distribution 10,779,080,000$      58.53%

Electric Generation 4,557,961,000$        24.75%

18,415,150,000$      100.00%

2011

PG&E Rate Base

2012

TABLE 9
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its electric distribution system is valued at $7,509,497,435.71  The franchise portion 

of PG&E’s distribution rate base is about 69.68 percent, 

($7,509,497,435/$10,779,080,000).72   

Davis has about 0.27% of the PG&E franchise system rate base. 73  Thus, 

Davis’ electric distribution system’s share of PG&E’s total enterprise value is:  

$19.02 billion times 0.6968 times 0.0027, which equals $35.78 million.   Subtracting 

$13.835 million for negative net salvage based on the RCN estimated value reduces 

the Stock and Bond estimate to $21.945 million.  This reduction represents the 

accruals for negative salvage reflected in the enterprise value based on PG&E’s 

estimated current market value.  If the assets were sold, the buyer would seek a 

credit that reduces the value of Davis’ share of PG&E’s enterprise value. 

E. Summary of Fair Market Valuations 

Table 7 (shown earlier) summarizes the four approaches for determining 

FMV.  The reduction for negative Net Salvage is necessary because, at some point in 

the future, poles and transformers will need to be replaced.  The costs for disposing 

of these PG&E assets include the cost for the toxic materials found in treated poles 

and transformers.  As explained above, these D/R/D costs are pro-rated between 

PG&E for prior years and the POU for subsequent years of remaining economic life. 

                                                        
71  See PG&E 2011 Electric Franchise Report, Broughton Act Calculation. 
72  See, PG&E General Rate Case, Table 14-1 (PG&E-2), attached as Appendix D. 
73  PG&E has 63,169.8 franchise miles in its system.  Davis has 172 miles.  172/63,169.8 = 
0.0027, of 0.27% of the PG&E electric distribution franchise miles.  See PG&E 2011 Electric 
Franchise Report, Broughton Act Computation. 
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The estimated FMV for using the OCLD and NPV income methods after 

adjusting for disposal costs and the recovery of PG&E’s accruals for D/R/D equals 

$18.9 million.  The estimated FMV using these two methods would decline further 

with delays and little additional CAPEX on the Davis system.  While PG&E would 

prefer the more expensive RCNLD method, the estimated FMV would decline before 

any acquisition could close.  The average of the OCLD and NPV FMV methods, not 

including the RCNLD or Stocks and Bonds method, is $18,857,524.  This is a 

reasonable estimate of the amount the City would need to pay PG&E for its assets in 

Davis based on FMV. 

F. Additional Considerations That Affect POU Costs 

1. Future Load Growth 

Load in Davis would likely remain constant over the next ten years because 

use per customer is lower in 2011 than it was in 2004 inside Davis.  In fact, negative 

growth would occur if the number of customers did not increase and electricity 

users in Davis embrace energy efficiency, energy conservation, demand side 

management innovations, solar roof panels, distributed energy, and other load 

reducing activities.  These changes are the core objectives that the City’s plans to 

achieve. 

With Negative Salvage

OCLD $17,834,427

NPV $19,880,620

RCNLD $26,669,323

Stocks and Bonds $21,945,000

Average of OCLD and NPV $18,857,524

Average of OCLD, NPV, and RCNLD $21,461,457

TABLE 7

Summary of Valuations
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There would be relatively little need for capital expenditures to 

accommodate additional electricity sales volume, if the likely forecast MWH load 

remains roughly constant or even decreases over the next decade.  Instead, capital 

costs would be needed for replacement and repairs as components of the existing 

system reach the end of their useful lives.  

2. Capital Expenditures  

The estimated weighted average useful life of the distribution system in 

Davis is determined to be about 51 years (See Appendix E).  The current weighted 

average use of the same distribution assets is about 28 years.  Therefore, 

distribution asset replacement is both manageable and not an immediate concern 

that would require significant capital investments. 

R.W. Beck’s estimated capital cost per new customer added is updated to 

reflect the increased costs in 2012 for the Pacific region.  The current cost is about 

$2,400 in capital expenditures for each new customer attached to the distribution 

system.  Using 1,000 new customers over the next decade and $2,400 per customer 

would require about $2.4 million in additional capital expenditures to meet the 

demands of these new customers over the first decade. The POU would eventually 

also need to invest in replacement equipment.  The entire replacement cost would 

be about $90 million based on the 2004 R.W. Beck estimate increased for inflation 

and other cost increases using the Handy-Whitman Index for the Pacific region.  

With a 51-year average equipment life, this would be an investment of about $1.75 

million per year. 
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PG&E has virtually completed installing SmartMeters over its entire system, 

including Davis.  The City would not need to make any significant new investments 

for electricity meters.  The capital cost of these SmartMeters would be reflected in 

the FMV Davis would pay to acquire the electric distribution system.   

Davis would need to invest about $240,000 annually for current growth, 

$1.32 million for D/R/D, and $1.75 million for replacement.  This would equal about 

$3.31 million per year.  This amount is similar to the required annual investment 

that R.W. Beck estimated in 2004.  R.W. Beck estimated about $2 million per year in 

incremental investment for Davis for the first decade.  The Handy Whitman Index is 

about 1.643 for the period through 2012.  This would make the expected investment 

about $3.3 million per year using R.W. Beck’s more detailed forecasts. 

Customers in Davis pay the system-wide standard PG&E electric distribution 

rates that include depreciation, negative net salvage accruals, and PG&E’s higher 

rate of return or cost of capital.  The PG&E rates also reflect PG&E’s higher average 

system customer growth.  PG&E also accrues net salvage and a return of its 

investment at a higher accrual rate for negative net salvage and depreciation.  The 

combined accrual equals 5.02 percent per year for PG&E, and 4.69 percent for Davis 

separately.  Therefore, if the City acquires the Davis electric distribution system, 

some of the future investment costs would be offset with the revenue the City 

collects through the rates it charges customers.   

The amount of any offset depends upon how the City finances the purchase 

price and how the City sets its retail rates compared to PG&E.  This may sound 

daunting and so needs to be put in perspective.   
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In something like a worst-case scenario, the City would not have any offset 

because it used the available cash flow to retire its purchase price and reduce retail 

rates.  The estimated $3.31 million per year cost divided by 29,000 retail customers 

would be less than $115 per customer per year, or less than $10 per customer per 

month.   

This worst-case scenario is, however, unrealistic because normal municipal 

finance would use current revenue recovery related to a non-cash expense (i.e. 

depreciation) to finance incremental growth and replacement costs before seeking 

outside bonds.  In addition, any incremental Davis investment costs will likely be 

much less than the amounts that PG&E would allocate to Davis retail customers 

under the Status Quo to finance its faster growing system expansion and 

improvements. 

Table 10 shows the historic difference between the investments PG&E has 

made in miles of distribution line on its overall system and the investments it has 

made in distribution lines in Davis.  Table 10 shows that PG&E has 0.03071 miles of 

distribution lines per residential customer over its entire electric distribution 

system.  However, in stark contrast, PG&E has invested in only 0.00656 miles of 

distribution lines per residential customer in Davis.  In effect, Davis’ relatively more 

densely distributed electricity sales would subsidize the extensive PG&E system. 
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Name
Distribution Miles per Resdential 

Customer

Vernon Light & Power 6.13333

Hercules Municipal Utility 0.03913

Needles City Govt 0.03368

PG&E 0.03071

Southern California Edison 0.02053

SMUD 0.01764

Biggs Electric 0.01760

Redding Electric Utility 0.01741

Palo Alto Electric Utility 0.01735

Roseville Electric 0.01713

Shasta Lake City Govt. 0.01708

Moreno Valley Utility 0.01600

Riverside Public Utilities 0.01367

Heraldsburg Municipal Electric 0.01226

Gridley Municipal Utilities 0.01213

Pasadena Water and Power 0.01205

Azusa Light & Water 0.01199

Silicon Valley Power (Santa Clara) 0.01127

Anaheim Public Utilities 0.01125

San Diego Gas & Electric 0.01064

Lodi Municipal Electric System 0.01054

Lassen Municipal Utility District 0.01050

LADWP 0.00971

Lompoc City Govt 0.00933

Colton Public Works 0.00857

Alameda Municipal Power 0.00855

Glendale Public Service 0.00696

Ukiah Municipal Electric System 0.00681

Bubank Water and Power 0.00676

Davis1 0.00656

Banning Electric 0.00357

Average for POUs (excluding SMUD, LADWP, and 

Vernon, which has only 27 residential customers)
0.01382

Average for POUS (including SMUD and LADWP 

and excluding Vernon)
0.01381

Average for IOUs 0.02063

Tri-Dam Power Authority 0.00120

Trinity Public Utility District 0.01140

Merced Irrigation District 0.01869

Truckee Donner Public Utility District 0.01875

Turlock Irrigation District 0.03056

Modesto Irrigation District 0.03242

Imperial Irrigation District 0.03875

Average for Irrigation Districts 0.02168

TABLE 10

Distribution Miles Per Residential Customer

Sources:  2013 Platts UDI Directory of Electric Power Producers and Distiributors, 121st 

Edition of the Electrical World Directory.  Data for City of Davis derived from 2012 

PG&E Electric Franchise Report (distribution line miles) and PG&E Community Wide 

GHG Inventory Report for the City of Davis (7/2/2012) (number of customers).

1 Distribution miles per residential customer for Davis equals 172.66 miles divided by 

26,307 customers.

Irrigation Districts
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PG&E’s investments in terms of miles of distribution lines per residential 

customer in Davis are also lower than any POU or IOU in California, except for 

Banning Electric.  PG&E’s investment in distribution lines in Davis is about half of 

the average investment in distribution lines for of POUs that have a similar number 

of customers (Palo Alto, Lodi, and Alameda).  Put another way, the PG&E investment 

for Davis of 0.00656 miles per residential customer is about half of the average 

distribution lines per residential customer for all the California POUs, excluding 

SMUD and LADWP (0.01382).  The PG&E system-wide average is about 4.7 times the 

lines-per-mile in the densely populated Davis portion of its service territory.  All this 

means that the Davis POU should be able to deliver electricity to customers in the 

City at far less cost than the prices PG&E charges customers in Davis to remain part 

of its extensive system.   

G. Legal and Regulatory Issues 

The California Constitution empowers all California cities to own and operate 

electric utilities and to sell electric power, both within and beyond their boundaries.  

Cal Const, ArtXI §9 provides: 

(a) A municipal corporation may establish, purchase, 

and operate public works to furnish its inhabitants with 

light, water, power, heat, transportation, or means of 

communication.  It may furnish those services outside 

its boundaries, except within another municipal 

corporation, which furnishes the same service and does 

not consent. 
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(b) Persons or corporations may establish and operate 

works for supplying those services upon conditions and 

under regulations that the city may prescribe under its 

organic law. 

Public Utilities Code §§10002 and 10004 and Government Code §29732(a) 

are similar.74 

Municipal electric enterprises are subject to local governance by their city 

councils or such boards or commissions as may be established by the city.75 

Local governance extends to ratemaking and rate design.76  Neither the CPUC 

nor the Federal Energy Regulatory Commission (“FERC”) has ratemaking or other 

general regulatory powers over a municipal electric enterprise.77 

                                                        
74  Public Utilities Code section 10002 (“Any municipal corporation may acquire, construct, 
own, operate or lease any public utility”).  Public Utilities Code section 10004 (“For the 
purpose set forth in Sections 10002 and 10003 a municipal corporation may acquire, own, 
control, sell, or exchange lands, easements, licenses, and rights of every nature within or 
without its corporate limits, and may operate a public utility within or without the 
corporate limits when necessary to supply the municipality, or its inhabitants or any 
portion thereof, with the service desired.”)  Government Code §39732 (“The legislative 
body may: (a) Acquire, own, construct, maintain, and operate … works for light, power, and 
heat …”). 
75  See, e.g. San Francisco City Charter Article VIIIB, granting the San Francisco Public 
Utilities Commission broad powers in governing San Francisco’s utility operations. 
76  A city establishes utility rates pursuant to its independent legislative power.  American 
Microsystems, Inc. v. City of Santa Clara, 132 Cal. App. 986 (1982); Durant v. City of Beverly 
Hills, 39 Cal. App. 2d 133, 136-137 (1940). 
77  The CPUC has stated: “We acknowledge that this Commission does not have authority to 
regulate the rates, charges or service of municipal utilities.  Subject to limitations set forth in 
the California Constitution, the Legislature has plenary power to delegate authority to the 
Commission and to impose regulations on publicly owned utilities.  The publicly owned 
utilities are given exclusive power to establish the rates and charges paid by their 
customers for services provided by these utilities.”  CPUC Decision 03-07-028 (2003); 
footnote omitted.  See, also, City of Pasadena v. Railroad Commission, 183 Cal. 526, 536 
(1920); California Apt. Ass’n v. City of Stockton, 80 Cal. App. 4th699, 708 (2005); American 
Microsystems, Inc. v. City of Santa Clara, 132 Cal. App. 986 (1982); City & County of San 
Francisco v. Western Airlines, Inc., 204 Cal. App. 2d 105, 131, (1962) certden371 U.S. 953 
(1963); Federal Power Act §201(f), 16 USC §824e; Bonneville Power Administration v. 
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Forming a municipal electric enterprise by the City of Davis requires compliance 

with the City’s procedures.  Our understanding is that this would require City Council 

approval.  We are also advised that there is no City requirement for any further 

procedure, such as a special vote of the residents.  Of course, the City Council could, as a 

matter of policy, choose to submit the matter to a vote of the residents.  City Council 

actions must comply with state law requirements, such as the Bagley-Keene Open 

Meeting Act, Government Code Section 11120 et seq and the California Environmental 

Quality Act (“CEQA”), Public Resources Code § 21000 et seq.
78

   

There is no State legal requirement for a vote of the City’s residents to form a 

municipal electric utility to provide electric service within a city’s boundaries.  However, 

a vote of a City’s residents might be required on other issues, such as certain types of 

financing and continuing to collect franchise fees that could be viewed as a utility tax. 

Neither Federal Energy Regulatory Commission nor the California Public 

Utilities Commission is required.  Yolo County Local Agency Formation Commission 

approval is not required to form a utility to serve within the City.
79

  However, a provision 

                                                                                                                                                                     
Federal Energy Regulatory Commission, 422 F. 3d 908 (9thCircuit, 2005) (request for 
rehearing en banc denied, 2007).  The CPUC has jurisdiction over certain safety issues 
related to electric lines and FERC has jurisdiction over a narrow category of sales at 
wholesale by municipal entities. 
78   Whether a Negative Declaration, Environmental Assessment or Environmental Impact 
Report will be required by CEQA is dependent on the specifics of the City Council action. 
79  The Cortese-Knox-Hertzberg Local Government Act, Government Code §56000 et seq, 
does not provide for Local Agency Formation Commission (“LAFCO”) approval of decisions 
by cities to form electric service entities, for service within a city’s boundaries.  Government 
Code §56133(e):  “… This section does not apply to a local publicly owned electric utility, as 
defined by Section 9604 of the Public Utilities Code, providing electric services that do not 
involve the acquisition, construction, or installation of electric distribution facilities by the 
local publicly owned electric utility, outside of the utility’s jurisdictional boundaries.”  See, 
also, Yolo County LAFCO Resolution 2007-07 which states:  “Whereas, Section 56375(g) of 
the Government Code authorizes the Yolo County Local Agency Formation Commission to 
adopt procedures and standards for the evaluation of proposals for the creation of cities or 
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of the Cortese-Knox-Hertzberg Local Government Act does apparently require LAFCO 

approval for services outside a city’s boundaries.
80

 

The major initial risk to developing a municipal electric utility is opposition from 

PG&E, which is highly likely.  Unlike CCA, and despite the defeat of Proposition 16, 

there is no reason to expect that PG&E will not fight hard and spend money to do so.  

The oppositional tactics PG&E displayed in 2006 and 2007 in opposition to the City’s 

effort to change service to SMUD can be expected. 

A standard PG&E oppositional tactic is to delay and increase costs by arguing 

that a plan is complex and requires further study.  PG&E can be expected to ask other 

agencies such as a LAFCO to conduct hearings.  The City should avoid complications 

that it can postpone, such as forming a Joint Powers Agency or larger municipal utility 

district that extends beyond the City’s borders. 

The City needs to inform the community of the facts and maintain community 

cohesion.  These are critical aspects of managing the risk of PG&E opposition.  Proactive 

legal, regulatory and political strategies are particularly important. 

  

                                                                                                                                                                     
special districts as well as proposals for the annexation and detachment of territory to and 
from local agencies within the County; …”  
80  Government Code §56133(a). 
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VIII. EXIT FEES 

Customers are required to pay CPUC established exit surcharges, if they 

switch electric service from PG&E to a CCA or a POU.  These are commonly called 

exit fees and are quite substantial.  For CCAs established in PG&E’s service territory, 

exit fees are specified in PG&E’s “Electric Rate Schedule CCA – CRS,” and for POUs, 

exit fees are specified in “Schedule E-TMDL” and other CPUC approved rate 

schedules.  These various PG&E rate schedules create exit fees consisting of several 

components. 

A. Exit Fee Categories 

Table 11 lists the five expense categories that currently comprise PG&E’s exit 

fees.81 

 

 
The Public Purpose Programs Charge (PPPC) is imposed on virtually all 

electricity end users in California.  It was originally required by statute,82 and is 

intended to fund energy efficiency, renewable energy programs, and low income 

customer programs through a Public Goods Charge (PGC).  In late 2011, the 

                                                        
81  The Energy Cost Recovery Amount, used to help finance PG&E’s emergence from 
bankruptcy, expired at the end of 2012 and is no longer relevant. 
82  PUC §385 (for publicly owned electric utilities) and 399.8 (for IOUs). 

Public Purpose Programs Charge (PPPC)

This program recovers energy efficiency, low income 

assistance, and R&D for renewable and energy efficiency 

that is now called EPIC.

Competition Transition Charge (CTC)
Recovers PG&E's uneconomic power contract costs and a 

portion of PG&E's resutructuring costs.

Nuclear Decommissioning Charge (NDC) Recovers cost of decommissioning nuclear power plants.

DWR Bond Charge
Recovers California Department of Water Resources (CDWR) 

bond financing costs from 2000/01 electricity crisis.

Power Charge Indifference Adjustment (PCIA)
Intended to reflect the customer's assigned share of ongoing 

power costs after 2002.

TABLE 11

Components of the PG&E Exit Fee
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California legislature failed to extend the provision83.  The CPUC initiated a 

rulemaking proceeding (CPUC Docket RM 11-10-003), at the Governor’s request, to 

determine whether the CPUC should, or can, extend the PPPs and, if so, at what level.  

In a series of orders, the CPUC decided to continue the PPPs.  The expenditures for 

energy efficiency continue under the Procurement Energy Efficiency Balancing 

Account (PEEBA).  Low income assistance also continues under alternate funding.  

R&D continues under a new label, the Electric Program Investment Charge (EPIC).84  

SCE challenged that decision on the grounds that it exceeded the CPUC’s authority 

and violated the California Constitution and statutes.85  The CPUC rejected SCE’s 

arguments.86  If the CPUC order is upheld, and the remainder of the PPPC regulatory 

structure remains unchanged, PPPC will remain as the largest component of exit 

fees.   

B. Exit Fees for CCAs 

Table 12 shows the estimated exit fees for residential and commercial 

customers under the CCA options.  The CCA would be subject to about 3 cents per 

KWH in exit fees, unless Davis qualified for an exemption.  The greatest component 

of the CCA exit fees is the PPPC portion.   

                                                        
83   PUC §399.8(c). 
84  CPUC Decisions 11-12-035, 12-05-037, 13-01-016 and 13-04-030.  See also “Electric and 
Gas Utility Cost Report, Public Utilities Code Section 747 Report to the Governor and 
Legislature” (April 2013) and “Briefing Report: Public Goods Charge.”  Senate Republican 
Caucus (May 1, 2013). 
85  Southern California Edison Company Application for Rehearing of Decision 12-05-037, 
filed July 2, 2012. 
86  Decision 13-04-030. 
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The incumbent IOU (PG&E in the case of Davis) and the California Energy 

Commission (CEC) each control and administer portions of the EPIC funds. The 

funds are not invested pro rata in the communities that paid the charge.  The 

respective administrators disburse the funds at their discretion subject to CPUC 

guidelines.  Unless it succeeded in gaining CPUC exemption approval for exit fees, a 

Davis CCA would be competitively disadvantaged because PPPC funds are collected 

from customers without the commensurate benefits being provided in the City.  A 

CCA can apply to administer that portion of the funds that PG&E administers.  

However, the application process is demanding, time consuming, and the outcome is 

not assured. 

C. Exit Fees for POUs 

Table 13 shows the fees a POU would pay.  The exit fees for a Davis POU 

would be much less than for a CCA or under the Status Quo for two reasons.  The 

primary difference is that a POU would control about 1.65 cents per KWH in 

PPPC/EPIC fees for public purpose activities.  Based upon the KWHs delivered in 

Davis, this equals about $4.32 million per year.  

Residential Commercial

Public Purpose Programs Charge (PPPC)1 1.606 1.709

Competition Transition Charge (CTC) 0.117 0.095

Nuclear Decommissioning Charge (NDC) 0.055 0.055

DWR Bond Charge (DWR)(Expires 2022) 0.513 0.513

Power Charge Indifference Adjustment (PCIA) 0.841 0.684

TOTAL 3.132 3.056

Cents per KWH

TABLE 12

CCA Exit Fees for PG&E

1 Now collected in other forms.
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The second reason is specific to Davis.  As a general rule, customers that 

switch to a POU service are treated as Transferred Municipal Departing Load 

because it is “load at the premises that was served by bundled service or direct 

access electricity service from PG&E and on or after December 20, 1995, is replaced 

by service from a POU.”87  However, the CPUC has ordered that certain communities, 

including Davis, qualify for an exemption under PG&E Tariff E-TDML, Special 

Condition 2.  This means that a Davis POU qualifies for an exemption to the Power 

Cost Indifference Adjustment (PCIA) component of the exit fees and avoids either 

the entire PCIA charge or at least a significant portion of it.  If a Davis POU could 

avoid the entire PCIA, it would save about another $2 million per year based on an 

average PCIA of 0.763 cents per KWH.  For the purposes of this analysis, it is 

assumed that the Davis POU exemption for PCIA would be less than the full 

exemption and instead would equal about 0.328 cents per KWH.  This would mean 

the savings would equal about $1.15 million per year for the partial exemption. 

 

                                                        
87  See PG&E Website, 
http://www.pge.com/en/myhome/customerservice/departingload/tmdl/index.page. 

Residential Commercial

Public Purpose Programs Charge (PPPC)1 Self-Administer Self-Administer

Competition Transition Charge (CTC) 0.117 0.095

Nuclear Decommissioning Charge (NDC) 0.055 0.055

DWR Bond Charge (DWR)(Expires 2022) 0.513 0.513

Power Charge Indifference Adjustment (PCIA) 0 to 0.841 0 to 0.684

TOTAL 0.685 to 1.526 0.663 to 1.504

TABLE 13

POU Exit Fees for PG&E

Cents per KWH

1 Now collected in other forms.

GWBraun
Sticky Note
Arithmetic error
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D. Comparable Fees Included in PG&E Rates 

Table 14 shows an estimate of the amount that PG&E includes in its current 

rates for similar fees.  The primary differences between the Status Quo and the CCA 

are: (1) the CCA’s customers would pay PPPC unless the CPUC decides otherwise for 

Davis; and (2) absent a new CPUC order, the CCA’s customers would pay the PCIA, 

but customers that remain on the PG&E system would not.  Unlike the POU option, 

there is no existing CPUC tariff provision for the CCA to seek a PCIA exemption. 

 

A Davis POU is in the preferred exit fee position.  It qualifies for an exemption 

for at least part of the PCIA and possibly all of it.  A POU can also be certain that it 

will control the PPPC/EPIC funds generated in Davis, which would allow it to 

improve public purpose programs within Davis.   

  

Residential Commercial

Public Purpose Programs Charge (PPPC)1 1.606 1.709

Competition Transition Charge (CTC) 0.117 0.095

Nuclear Decommissioning Charge (NDC) 0.055 0.055

DWR Bond Charge (DWR)(Expires 2022) 0.513 0.513

Power Charge Indifference Adjustment (PCIA) n/a n/a

TOTAL 2.291 2.372

TABLE 14

 Exit Fees Included in the Status Quo PG&E Rates

Cents per KWH

1 Now collected in other forms.
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PART 2. COMPARING THE THREE DAVIS CHOICES 

IX. WHAT IS AT STAKE? 

Davis has three alternate future energy paths.  One choice is to maintain and 

make improvements under the PG&E Status Quo.  One reason to remain with PG&E 

is that PG&E and California are increasing their commitments for renewable energy 

and energy efficiency.  The continued use of fossil fuels to generate electricity, 

including importing electricity generated using coal-fired power stations, is in sharp 

decline in the State.  The various State initiatives and requirements would not 

achieve Davis’ environmental and economic objectives.  Moreover, Davis would 

have no influence over what is done to achieve the less ambitious objectives or 

where money is spent. 

There are two alternative approaches under which Davis would separate 

from PG&E and take control of its electricity, environmental, and economic 

development future.  The CCA choice means Davis would determine the types of 

electricity supply that would be delivered to homes and businesses in the City.   

A Davis POU would also determine the mix of generation that supplies Davis.  

In addition, a Davis POU would be vertically integrated and ultimately be 

responsible for all the components of electricity supply: generation, transmission, 

distribution, and customer services.   

The Status Quo, remaining-with-PG&E choice, likely will be the most costly 

and less focused on Davis’ community objectives of the three choices.  PG&E’s high 

prices will remain.  Davis likely will continue to send more money into the PG&E 

system pot of dollars than it can ever reasonably recover in terms of PG&E focusing 
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spending and investing in Davis, which is less than one third of one percent of 

PG&E. 

Any plan based on PG&E taking greater interest in Davis’ policy objectives is 

very much like expecting Caltrans to make its focus something like expanded 

bicycle use in Davis.  Caltrans has much more on its plate.  Therefore, the City 

assumed the necessary leadership for expanding bicycle-lanes in Davis.    

Remaining a very small part of PG&E effectively means that Davis would 

decide to ignore or by-pass PG&E in its efforts to achieve a greener energy future 

and economic development.  While there may be some things that the City might 

attempt, most involve some aspect of electricity.  For example, the City could 

encourage investments in distributed green electricity such as solar roof-tops using 

public/private partnerships, property tax reductions, providing information, and 

civic promotion.  These may be useful policies.  However, these policies will be 

much more likely to succeed and be effective if pursued with the full support of a 

local utility with similar objectives and the resources to accomplish these shared 

objectives.  

An important disadvantage for remaining part of the PG&E system is that 

PG&E’s electricity prices are among the highest in both California and the nation.  If 

Davis can reduce the cost of generation similar to other publicly owned entities in 

California, the resulting savings relative to PG&E’s high prices for generation can be 

used to finance some of the efforts to take Davis into a more energy efficient and 

environmentally friendly future.   
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A major difference between the two non-PG&E choices is that a Davis POU 

would bring all of PG&E’s costs that determine retail rates into play.  The CCA would 

be limited to seeking cost savings and changes in the generation mix that supplies 

the City.   The best choice will be the option that achieves the community’s 

objectives and makes retail prices affordable.   The following discussion reviews in 

some detail the economic and financial factors that determine the best choice for 

Davis.  

A. Economics and Finance and Davis’ Three Choices 

 Davis can elect to remain part of the PG&E system or separate to form either 

a CCA or POU.  There are economic and financial differences, which will help to 

determine the best choice for Davis.  The following compares each of the two 

choices to separate from PG&E.  The CCA option does not involve as many 

differences as the POU choice.  The analysis starts with the CCA option that is less 

complex. 

B. Comparing the CCA to PG&E 

1. Differences in Purpose and Focus 

There are two reasons why a CCA could improve on PG&E’s performance. 

First, a CCA might be able to purchase power at lower cost and with less associated 

GHG.  There are no guarantees a Davis CCA would be able do so.  Second, a CCA 

would seek CPUC approval to control public purpose programs inside Davis.  In 

addition, a CCA might reasonably expect to reduce PG&E’s administrative costs 

related to its public purpose programs.  A CCA would control the supply-side of 

electricity, while using public purpose money to improve energy efficiency.  



 

104 

Presumably, a CCA would determine the more cost effective approaches for 

improving the environment, while balancing costs and the prices that consumers 

pay for generation.  There are no guarantees as to what a CCA would accomplish 

other than the distinct advantages of local control. 

2. CCA and PG&E Cost of Power 

In fiscal year 2011, PG&E’s average purchase power costs were 8.86 cents 

per KWH.88  The October 1, 2013 tariffs on the PG&E website put generation costs at 

7.884 cents per KWH.  This analysis uses the 2011/12 values for all the utilities to 

keep them on a comparable basis for comparison.  Table 15 shows the 

corresponding average purchase power costs for POUs in California was 6.4 cents.89  

Part of the difference is that PG&E owns and operates power plants that mostly 

provide base load electricity.  This means, on average, PG&E would typically be in 

the market to purchase more expensive shoulder and peak power.   

                                                        
88  PG&E purchased 41,958,000 MWHs at a cost of $3,719,000,000, or 8.86 cents per KWH.  
See Platts UDI Directory of Electric Power Producers and Distributors, 121 St Edition of the 
Electrical World Directory, Platts, a Division of the McGraw-Hill Companies, Inc. page 99 
(2012).  
89  See Platts UDI Directory of Electric Power Producers and Distributors, 121 St Edition of 
the Electrical World Directory, Platts, a Division of the McGraw-Hill Companies, Inc. pages 
102, 106, 109, 111, 113, and 114 (2012). 
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PG&E’s cost for electricity delivered to retail customers is more than the 

amount that POUs pay to purchase power from municipally financed generators, 

including Joint Power Authorities.  PG&E’s website90 has typical residential bill 

information.  That site shows generation-related costs are 53.5% of the bill 

($51.80/$96.91).  This includes purchased and self-generated electricity.  Using the 

average price in 2011 of 15.48 cents per KWH for residential use, this would mean 

the cost of electricity for PG&E would be about 8.28 cents per KWH.91   

Davis would save 1.88 cents per KWH or about 23%, if a Davis CCA (or POU) 

can achieve prices equal to the statewide POU average of 6.40 cents per KWH.  

Based on sales of 263,766,000 KWH per year for Davis, this would be an annual 

saving of $4,958,800 per year.  A saving equal to splitting the difference would also 

be impressive and save almost $2.5 million per year, or about 11.5%.  

It may also be possible to beat PG&E’s generation cost and expand renewable 

generation use.  El Paso Electric has entered a PPA for solar generation at 5.7 cents 

                                                        
90  http://www.pge.com/en/myhome/myaccount/explanationofbill/res/index.page.  
91  In Phase 2 of its 2014 GRC, PG&E proposed a generation rate of $0.08405 per KWH.  See 
PG&E-4, page 3-23. 

A B C D

Utility
Purchase Power 

Expense

Purchased Power 

(KWH)

Purchase Power 

Expense per KWH 

(B/C)

Anaheim Public Utilities $239,339,000 2,737,174,000 $0.0874

Glendale Public Service $87,123,800 1,913,000,000 $0.0455

Lompoc $10,851,339 142,430,000 $0.0762

Pasadena Water & Power $90,457,979 1,295,905,000 $0.0698

Riverside Public Utilities $100,623,612 1,880,011,000 $0.0535

SMUD $255,523,000 5,090,657,000 $0.0502

AVERAGE $130,653,122 $0.0638

TABLE 15

Average Purchase Power Costs

http://www.pge.com/en/myhome/myaccount/explanationofbill/res/index.page
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per KWH92 and Riverside Public Utilities has agreed to purchase solar power for less 

than 7 cents per KWH from solar power projects in Kern County.93 

3. CCA and the Public Purpose Program Charge Differences 

The public purpose program charges that Davis consumers pay to PG&E 

average about 1.646 cents per KWH.  Assuming a CCA can take control of public 

purpose spending in Davis, this would place administration and implementation of 

public purpose charges under the CCA.  The CCA would be able to do more while 

charging the same amount per KWH, if Davis can reduce the administrative costs 

that PG&E spends.  This would be equivalent to about 0.329 cents per KWH sold in 

Davis, if the CCA could either reduce administrative costs or expand programs 

inside Davis to yield an additional 20% of direct public purpose activity inside Davis.  

Based on sales of 263,766,000 KWH, this would increase the amount available for 

public purpose programs in Davis by about $868,500 per year.  

4. CCA Net Gains Relative to PG&E 

The CCA would likely pay an exit fee that is greater than the amount included 

for similar cost assignments under the current PG&E tariff.  The difference is 

primarily the Power Charge Indifference Adjustment (PCIA) that a CCA would be 

assessed in addition to other similar charges reflected in the PG&E rates.  The 

weighted average residential and small commercial exit fee is 3.102 cents per KWH, 

which is 0.78 cents per KWH greater than the 2.323 cents per KWH in the PG&E 

                                                        
92 Dotten, Mike.  “Alternative Energy: Will the Sun Ever Shine on the Solar Industry?”  
Marten Law.  http://www.martenlaw.com/newsletter/20130909-alternative-energy-solar-
industry. 
93 “Municipal Utilities Take Advantage of ‘Buyer’s Market’ for Solar PPAs.  California Energy 
Markets, No. 1248 (September 6, 2013). 
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rates.  This effectively means a CCA, without any relief from the full exit fee 

assessment, would need to pay PG&E about $2,057,375 per year for a departing load 

of 263,766,000 KWH. 

A CCA’s generation and public purpose administrative cost savings would be 

used to offset this additional assessment.  A CCA could also apply to use PG&E’s 

SmartMeters to offer “green” options to customers in Davis.  Using a generation 

savings of about $2.5 million, a splitting-the-difference case, and counting the 

“administrative and direct action cost savings” of $0.87 million, the CCA would save 

about $3.37 million and pay about $2.06 million in additional payments for its 

departing load.  This would make the net gain about $1.31 million per year.  This is 

about 3% of the annual $43.3 million of retail electricity that PG&E sells in Davis. 

CCAs are formed to gain control over the electricity supply choice and to 

claim the ability to set a city’s future energy and environmental future development.  

A 5% saving is a reasonable CCA target.  This is more than the 3% estimate 

described above for Davis.  If the full difference between the average POU cost for 

electricity purchases of 6.4 cents and the estimated 8.28 cents for PG&E could be 

achieved, this would save $4.96 million per year.  The net gain would be about $3.8 

million, or about 8.8%.   

There would be initial startup costs. There are also challenges for new 

entrants purchasing electricity at the average POU cost of 6.4 cents per KWH in the 

wholesale power market.  Therefore, it seems there is less likelihood that a Davis 

CCA could achieve the higher savings estimate, at least initially.   Nevertheless, a CCA 

would shift control away from PG&E to Davis for determining how public purpose is 
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defined and achieved, as well as how best to structure its portfolio of 

environmentally friendly generation, and at what cost. 

C.  Comparing a POU to PG&E 

The POU alternative means Davis would control the types of electricity used 

to satisfy demand and determine the City’s future economic, energy and 

environmental development.  The POU would require greater effort and resources 

because the City would effectively replace PG&E as a vertically integrated electricity 

company.  Offsetting this is the fact that a POU could seek savings across the full 

spectrum of vertically integrated utility functions.  The POU would also expect to 

benefit from lower finance or costs of capital. 

This section constructs a Base Case for comparing a POU to PG&E.  

Subsequently, sensitivity analyses will add contingencies and other variations.  The 

Base Case compares the cost of service for a POU to PG&E’s prices because, unlike 

PG&E, a POU would not need to earn income for shareholders.  To construct the 

Base Case, each major cost of service category is discussed separately. 

1. Cost to Finance the Acquisition 

Investor owned utilities finance capital additions using equity and debt, and 

pay taxes.  The CPUC effectively determines a weighted average pre-tax cost of 

capital to determine the amount of money that consumers pay electricity utilities in 

the form of the return “on” and “of” investments used to secure and deliver 

electricity in California.  A POU and CCA would have lower finance costs and would 

not pay income taxes.  This difference affects the prices that consumers in Davis 
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would pay and the amount of savings potentially available to pursue a green agenda 

in Davis. 

The difference in the PG&E weighted average cost of capital (WACC) and the 

interest Davis pays is a significant cost difference that favors a POU.  This difference 

determines how much retail consumers would pay to secure PG&E assets, to make 

future capital investments, and ultimately to own shares in new generation if Davis 

decides to pursue such investments. 

A government-owned entity such as a POU or CCA would not use equity to 

finance new investments, municipal interest rates are typically less than the interest 

rates IOUs pay, and there are no corporate income taxes that need to be recovered 

in the cost of capital used to establish retail electricity prices.  The differences in the 

underlying cost of capital between POUs and PG&E would result in lower capital or 

finance costs than for an IOU.  Table 16 illustrates the significance of the cost of 

capital differences. 
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The FMV to acquire PG&E’s assets in Davis ranged from almost $18 million to 

$26.7 million after subtracting the amounts PG&E previously collected for future 

negative net salvage.  The two methods that would have the greater weight are the 

OCLD and DCF methods.  These estimated FMVs are $17.8 million and $19.9 million, 

respectively.  The annual charge to amortize a $20 million acquisition cost with a 

30-year repayment, which is about the remaining life of the assets acquired, and 

5.0% interest is $1,301,029 per year.  This annual payment is constant and uses 

sinking fund depreciation to recover the principal and pay interest on the debt. 

A higher FMV, for example $25 million, would increase annual rates 25%, 

($1,626,286/$1,301,029).  Reducing the interest rate to 4% from 5% and keeping 

the higher FMV of $25 million will bring the increase down to about 11.1%.  

Reducing the pay-off of the loan to 20 years from 30 years using the original FMV 

and interest rate increases the annual payment about 23.4%.  None of these 

TABLE 16

Cost of Capital Differences

Assume Davis would finance a POU with current interest rates of 4 to 4.5% for ten-

year bonds and about 5% for 30-year bonds.

PG&E’s interest rates are about 100 basis points higher for similar investments.  

Assume they would be 6% for 30-year bonds on new investments.

Assume PG&E has about 45% equity and the return on equity is 8.5% after taxes, or 

about 14.2% using a 40% combined state and federal tax rate.

The weighted average cost of capital (WACC) that the CPUC would use to set 

PG&E’s retail prices would be about 9.75%, which is nearly twice the rate a Davis 

POU would need to pay to finance new investments.

Assume a 30-year recovery and a $10 million investment.  PG&E would need to 

collect about $31.2 million from retail customers.  A Davis POU need to collect 

about $19.5 million, or $11.7 million less over 30 years.

PG&E has been using a rather high rate of current recovery for dismantling, 

removing, and disposing distribution assets.  A POU cannot overcome physical 

deterioration.  Nevertheless, a POU is likely to be less aggressive than PG&E in 

setting the level of accrual for negative net salvage costs.
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financing sensitivity adjustments affect the conclusion that customers will pay much 

less to purchase and finance an FMV that approximates PG&E’s Rate Base than the 

payments PG&E would assess in its tariffs based on a much greater pre-tax Rate of 

Return. 

Electric utilities more typically use a straight-line depreciation method that 

amortizes the principal in equal annual installments and charges interest on the 

unpaid balance.  The financial model used in this comparison uses this approach.  

This method causes the interest and principal reduction to be higher than the 

constant annual amortization payment for the first ten years.  From year 11 on, 

annual charges using the straight-line method would be less.  In year 1 of the loan 

repayment with straight-line accounting, the annual payment would be $1,633,333 

to retire the loan and pay interest at 5%.   The full model is attached as Attachment 

1 as the Base Case. 

2. Capital Additions 

Davis has virtually no growth and without an unlikely significant increase in 

the number of customers in the future, load would likely remain virtually flat over 

the next ten years.  This is consistent with use per customer, which was even a bit 

less in 2011 inside Davis that it was in 2004.  In fact, negative growth would occur if 

the number of customers did not increase and electricity users in Davis embrace 

energy efficiency, energy conservation, demand side management innovations, solar 

roof panels, distributed energy, and other load reducing activities.  These changes 

are the core objectives that the City plans to achieve. 
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If the likely forecast MWH load remains roughly constant or even decreases 

over the next decade, there would be relatively little need for capital expenditures to 

accommodate additional electricity sales volume.  Instead, capital expenditures 

would initially be needed to purchase equipment, vehicles, and computers.  There 

would also be materials needed for replacement, maintenance, and repairs to 

extend the useful lives of the existing system’s components.   

The replacement cost discussed above, before depreciation, was about $90 

million after adjusting for inflation using the Handy-Whitman Index for the Pacific 

region.  The average distribution asset life is about 51-years.  Assuming about 2% of 

the POU needs replacement every year; this would represent an annual CAPEX 

investment of about $1.75 million per year.  This does not include D/R/D accrual 

expenses, which are separately treated below.   

PG&E has virtually completed installing SmartMeters over its entire system, 

including Davis.  The City would not need to make any significant new investments 

for electricity meters, the capital cost of which would be included in the FMV 

estimate that Davis would pay to acquire the electric distribution system.   

R.W. Beck’s estimated capital cost per new customer added is updated to 

reflect the increased costs in 2012 for the Pacific region.  The current cost is about 

$2,400 in capital expenditures for each new customer attached to the distribution 

system.  Using 500 new customers over the next decade and $2,400 per customer 

would require about $1.2 million in additional capital expenditures to meet the 

demands of these new customers distributed over the first decade.  This would 
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average about $120,000 per year.  Doubling it to be conservative would represent 

about $250,000 to add the relatively small number of additional customers in Davis. 

Davis would need to invest annually for CAPEX about $250,000 for customer 

growth and $1.75 million for replacement.  This would equal about $2 million per 

year of new CAPEX.  The annual CAPEX investments in the R.W. Beck Report ranged 

between about $750,000 and $2.1 million during the period 2004 through 2027.  

For a Base Case in this analysis, the annual CAPEX is set at $2 million in 2015 dollars 

for 20 years.  It is increased in year 21 and beyond to $3 million per year in the same 

2015 real dollars for the Base Case.  These new investments are used to replace and 

extend the life of the distribution assets in Davis. 

The expected life of these new investments is set at 50 years and a 5% 

interest rate is used.  The Base Case (Attachment 1) shows the annual details that 

reflect the cumulative effects of adding CAPEX to prior unamortized amounts.  The 

annual cost for interest and repaying the cumulating loans for the annual CAPEX 

begins at $138,000, and increases to $1,290,000 in year ten, $2,380,000 in year 20, 

and $6,085,000 in year 50. 

Retail consumers in Davis currently pay the system-wide standard PG&E 

electric distribution rates that include depreciation, negative net salvage accruals, 

and PG&E’s higher rate of return or cost of capital.  The PG&E rates also reflect 

PG&E’s higher average system customer growth.  If the City acquires the Davis 

electric distribution system, any future investment costs would be offset by the 

similar, likely greater amounts PG&E would allocate to the City through the system-

wide rates PG&E charges all retail customers.  Consumers in Davis would pay less in 
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the future, even if PG&E’s future CAPEX that were allocated to customers in Davis 

equaled a Davis POU investment amount.  This is because a Davis POU would 

finance the additions with a cost of capital that does not include a return on equity 

or income taxes.  The annual capital costs for PG&E are almost double on a pre-tax 

basis compared to a Davis POU’s annual capital costs. 

PG&E allocates distribution CAPEX to Davis based on system density.  This 

ignores the density differences between Davis and the rest of the PG&E system 

combined.  Table 10 (shown previously) shows historic difference between the 

investments PG&E has made in miles of distribution line on its overall system and 

the investments it has made in distribution lines in Davis.  Table 10 shows that 

PG&E has 0.03071 miles of distribution lines per residential customer over its entire 

electric distribution system.  However, in stark contrast, PG&E’s system in Davis has 

about 0.00656 miles of distribution lines per residential customer in Davis, or about 

21.4% of the system-wide investment in distribution lines.   
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Name
Distribution Miles per Resdential 

Customer

Vernon Light & Power 6.13333

Hercules Municipal Utility 0.03913

Needles City Govt 0.03368

PG&E 0.03071

Southern California Edison 0.02053

SMUD 0.01764

Biggs Electric 0.01760

Redding Electric Utility 0.01741

Palo Alto Electric Utility 0.01735

Roseville Electric 0.01713

Shasta Lake City Govt. 0.01708

Moreno Valley Utility 0.01600

Riverside Public Utilities 0.01367

Heraldsburg Municipal Electric 0.01226

Gridley Municipal Utilities 0.01213

Pasadena Water and Power 0.01205

Azusa Light & Water 0.01199

Silicon Valley Power (Santa Clara) 0.01127

Anaheim Public Utilities 0.01125

San Diego Gas & Electric 0.01064

Lodi Municipal Electric System 0.01054

Lassen Municipal Utility District 0.01050

LADWP 0.00971

Lompoc City Govt 0.00933

Colton Public Works 0.00857

Alameda Municipal Power 0.00855

Glendale Public Service 0.00696

Ukiah Municipal Electric System 0.00681

Bubank Water and Power 0.00676

Davis1 0.00656

Banning Electric 0.00357

Average for POUs (excluding SMUD, LADWP, and 

Vernon, which has only 27 residential customers)
0.01382

Average for POUS (including SMUD and LADWP 

and excluding Vernon)
0.01381

Average for IOUs 0.02063

Tri-Dam Power Authority 0.00120

Trinity Public Utility District 0.01140

Merced Irrigation District 0.01869

Truckee Donner Public Utility District 0.01875

Turlock Irrigation District 0.03056

Modesto Irrigation District 0.03242

Imperial Irrigation District 0.03875

Average for Irrigation Districts 0.02168

TABLE 10

Distribution Miles Per Residential Customer

Sources:  2013 Platts UDI Directory of Electric Power Producers and Distiributors, 121st 

Edition of the Electrical World Directory.  Data for City of Davis derived from 2012 

PG&E Electric Franchise Report (distribution line miles) and PG&E Community Wide 

GHG Inventory Report for the City of Davis (7/2/2012) (number of customers).

1 Distribution miles per residential customer for Davis equals 172.66 miles divided by 

26,307 customers.

Irrigation Districts
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PG&E’s investments in terms of miles of distribution lines per residential 

customer in Davis are also lower than any POU or IOU in California, except for 

Banning Electric.  PG&E’s investment in distribution lines in Davis is about half of 

the average investment in distribution lines for of POUs that have a similar number 

of customers (Palo Alto, Lodi, and Alameda).   

The PG&E investment for Davis of 0.00656 miles per residential customer is 

about half of the average distribution lines per residential customer for all the 

California POUs, excluding SMUD and LADWP.  The PG&E system-wide average is 

about 4.7 times the lines-per-mile in the densely populated Davis portion of its 

service territory.  PG&E charges current users for negative net salvage at a rate that, 

as explained above, results in retail consumers in Davis paying more than what their 

share of the system would pay on a stand-alone basis.  (See Appendices A and B for 

details.)  All of this means it is virtually certain that any future CAPEX would be 

much more expensive for a CCA or remaining with PG&E, which would both entail 

paying a system-wide expansion financed with much greater finance costs. 

3. Exit Fees for Transferring POU Load 

A new POU that transfers PG&E’s customers would pay an exit fee.  There are 

two components to consider.  The first is the money a POU would pay for CTC, NDC, 

and DWR bonds.  These would cost about 0.6764 cents per KWH sold in Davis.  The 

second component is the PCIA that, after applying credits for a Davis exemption 

would cost about 0.328 cents per KWH.  The combined amount would cost Davis 

about $2,659,227 per year in exit fees until 2022.  At that point, DWR bond charges 
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would expire.  This would reduce the POU exit fee to about half, or $1,306,108 per 

year. 

4. Transmission Fees 

A POU would need to pay for the delivery of electricity to the City’s 

distribution network.  PG&E pays 1.47 cents per KWH for delivery.  The POUs that 

report transmission fees in California pay about one third less.  We use the higher 

PG&E cost to be conservative.  Therefore, the Davis POU would pay $3,877,360 per 

year for transmission. 

5. Purchase Power 

The fiscal year average POU cost for purchase power in California is 6.4 cents 

per KWH.  Securing 263,766,000 KWH (this includes current direct access use in 

Davis) would cost a Davis POU about $16,881,024 per year in the Base Case.  Based 

on California POUs with similar load and other characteristics, the POU would have 

a peak capacity of between about 60 and 75 MWs.  It is possible that a new POU’s 

purchase power costs might initially be higher.  This potentiality is reviewed below 

in the sensitivity analyses.  Another possible outcome is the potentially higher cost 

for “green” electricity.  This is becoming less likely with respect to coming in at costs 

below PG&E’s generation costs.  In this comparison, the POU would control public 

purpose fees.  The POU could commit to use any savings relative to PG&E to help 

achieve a “greener” portfolio of electricity resources without necessarily increasing 

costs for consumers. 
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6. Operating Expenses 

Operating and general expenses are estimated using the average POU values 

for annual costs per distribution customer and per KWH delivered.  These are, 

respectively, $134.24 per customer and 0.72 cents per KWH.  The midpoint of the 

two metrics would mean annual expenses for a Davis POU of $2,855,967.  Appendix 

K shows the employment requirements for electric utilities in California.  The data 

sometimes include non-electricity employees and thus may be overstated.  

Nevertheless, the reported results suggest that operating expenses may be greater 

than the average value of about $2.9 million.  The expected number of employees 

would conservatively fall in the range of 60 to 75.  When fully staffed, this would 

likely add operating expenses.  Therefore, an additional 75% is added below as a 

contingency to increase operating expenses, along with another increase related to 

“learning while doing” as employees are trained during the first five years of POU 

operations. 

7. Dismantling, Removing and Disposing (D/R/D) of Existing Plant 

The details of the determination of D/R/D are found in Appendix B.  The 

estimated annual cost a Davis POU would set aside for D/R/D is $2,459,800.  These 

are the amounts that Davis would need to set aside for negative salvage value 

accrual.  In effect, after the credit to FMV for PG&E’s past accruals, Davis would need 

to reserve and accrue money for the full negative salvage for the existing system in 

Davis. 

The broad outline is as follows.  The expected estimated weighted average 

useful life of the distribution system in Davis is about 51 years.  (See Appendix E) 
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The current weighted average use to date of these distribution assets is about 28 

years.  This means the current system would continue to function and not 

immediately require major investments.  In fact, the distribution asset replacement 

for Davis is manageable. 

As previously discussed, Davis would seek to pay PG&E a price for the Davis 

electric distribution system based on its fair market value.  The equipment acquired 

would be depreciated for its age and prior use.  The useful life of distribution assets 

is about 51 years and, on average, the distribution system is about 28 years old.  

This means there is, on average, about 45% remaining useful life. 

If the City acquires the Davis electric distribution system, Davis will, over the 

next 23 years, need to dismantle, remove, and dispose of the current electric 

distribution system as it reaches the end of its useful life.  PG&E estimates and 

collects in its current rates a very significant future cost for dismantling, removal, 

and disposal.  Appendix B estimates that PG&E seeks to recover about $30.298 

million for D/R/D inside Davis.  

PG&E, as explained above, has collected and accrued substantial dollars to 

pay for these future negative net salvage costs on its distribution system including 

Davis.  The amount Davis pays for FMV should be discounted to reflect PG&E’s share 

of the negative net salvage cost already accrued.  This would reduce the purchase 

price, and a POU would pay to remove and dispose the current system when its 

useful life ends.  The amount a POU would need to collect should follow the PG&E 

approach, adjusting for the different mix and age of the facilities in Davis compared 

to the PG&E system.  For example, the weighted average D/R/D rate for PG&E is 
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about 3.06% per year and the corresponding rate for Davis is estimated to be about 

2.73%, or about 11% less.  To the extent the remaining annual recovery may be 

overstated, the POU could retain some of the upfront recovery of the negative net 

salvage that PG&E accrued that reduces the FMV price that Davis pays.   

8. Public Purpose Programs 

The so-called public purpose programs have been previously discussed in 

some detail.  The amount a POU would spend on such activities depends on what a 

Davis POU plans to do.  In the Base case it is assumed the amount spent equals the 

amount PG&E would collect for such public purposes.  This is about 1.6463 cents 

per KWH, or $4,342,395 per year for a Davis POU.   

D. POU Cost of Service Compared to PG&E’s Revenue 

Table 17 summarizes the annual costs for a Davis POU.  (These results and 

the related detail are included in Attachment A under the BASE CASE.) 

  

The total costs in the first equal $34,847,106, which translates to 13.21 cents 

per KWH ($34,487,106/263,766,000 KWH=13.21 cents per KWH).  PG&E currently 

would charge Davis’ consumers $43,286,109 for the same amount of electricity.  The 

Finance Purchase 1,633,333$           

New Capex 138,000$              

Exit Fees 2,659,227$           

Transmission 3,877,360$           

Purchase Power 16,881,024$        

Operating Expenses 2,855,967$           

D/R/D 2,459,800$           

Public Purpose 4,342,395$           

TOTAL 34,847,106$        

TABLE 17

Annual Davis POU Costs
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expected POU’s savings compared to PG&E equal $8,439,003 in the first year.  The 

difference in estimated prices per KWH equals 3.20 cents (16.41 cents less 13.21 

cents = 3.20 cents per KWH).   

The 2014 GRC will increase PG&E’s retail prices.  PG&E seeks a 5.1% overall 

rate increase.  The staff of the CPUC proposes a lesser amount.  If the increase were 

4%, after inflation of about 2%, this would make the current PG&E rates for Davis to 

equal about 16.74 cents per KWH.  The difference would become approximately 

3.51 cents per KWH, or $9,304,725 for the first year savings.  This would be a 

savings for a POU compared to PG&E of about 21% ($9.31 million/$44.15 million) 

after the 2014 GRC goes into effect.  

The BASE CASE very conservatively assumes that PG&E would have no real 

price increases above the estimated 2014 GRC price of 16.74 cents per KWH.  Future 

rate increases merely keep pace with inflation.  This very conservative assumption 

offsets other factors that might seem to be overly favorable to a Davis POU.  It is 

tantamount to assuming that any increases in POU costs would be about the same as 

PG&E’s future rate increases. 

The estimated savings do not include the transfer of the public purpose 

program funds to the POU.  These equal about $4,352,139 based on a PPP fee of 1.65 

cents per KWH and 263,766,000 KWH.  The combined Base Case savings and 

transfer of the public purpose funds to the POU represent about $13.66 million in 

the first year.  These various amounts are very large.  Accordingly, it is more than 

reasonable to conclude that a POU would reduce the cost of electricity in Davis.  
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Furthermore, Davis could begin to accomplish the community’s environmental and 

economic development objectives.   

There two possible offsets that are relatively small in value.  PG&E pays the 

City of Davis electric franchise fees and property taxes.  Davis would lose the current 

franchise fees that equal 1% of PG&E’s revenues.  In 2012, PG&E paid $432,861 for 

electric franchise fees in Davis.94   

PG&E also pays to the City of Davis a Unitary Tax (property tax) based on the 

value of its gas and electric property in the City.  In 2012, the City collected from 

PG&E $169,907 after administrative costs for property taxes.  A portion of the 

property tax currently collected for natural gas property would remain.  PG&E’s 

electric franchise is 70.4% of the combined electric and gas plant investment.  

Assuming that the proportion of PG&E’s electric franchise assets are the same in 

Davis as it is system-wide, this means the electricity component of the $169,907 in 

annual property taxes is $119,615.   

The combined amount of franchise fees and property taxes PG&E paid to 

Davis for its electric distribution system in 2012 would be $432,861 plus $119,615, 

or about $550,000.  The City of Davis’ general account would lose this amount 

annually if the City forms a POU without a voter-approved Utility Users Tax to 

replace the amounts PG&E pays to Davis.  Regardless, the amount of these lost 

franchise fees and property taxes pales in comparison to the expected savings a POU 

would likely achieve. 

                                                        
94 See Appendix I. 
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The expected benefits of controlling Davis’ future energy and environmental 

policy would be relatively easy to achieve with both added savings available to 

increase public purpose programs, reduce current prices, and provide an additional 

cushion for contingencies.  The next section of this Report examines this conclusion 

for various contingencies.   

E. Sensitivity Analysis for the POU Compared to PG&E Alternatives 

Three different alternative scenarios test the BASE CASE (Section 1) for 

various contingencies.  These are shown in Attachment 1, Sections 1-4: 

 HIGH Benefits CASE (Section 2): This scenario is defined as including 

future PG&E rate increases of 2% above inflation (real price 

increases) every three years (or 2/3% per year) and a full exemption 

from the PCIA component of the Exit Fee for an additional 0.328 cents 

per KWH.  

 LOW Benefits CASE (Section 3):  This scenario assumes higher costs 

and includes a 75% increase in annual expenses every year (more 

than $2.1 million per year).  It also includes an additional increase of 

20% in the first year for both purchase power (about $3.4 million) 

and annual expenses (about another $332,000), which then decrease 

by 4% per year phasing out after five years.   

 COMBINED Benefits CASE (Section 4) This scenario includes 2/3% 

per year PG&E rate increases and full PCIA exemption in the HIGH 

CASE, as well as the increases in annual expenses and purchase power 

from the LOW CASE.  
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Table 18 summarizes the various sensitivity cases found in Attachment A, 

Sections 1-4. The expected annual savings for a POU relative to PG&E are shown for 

year 1, year 10, year 20, as well as the NPV of the savings using a 5% discount rate 

for the first 30 years. 

 

The BASE CASE matches the previous discussion.  The BASE and 

COMBINATION CASES frame the most likely range of outcomes.  They show that the 

POU alternative would save Davis between $102 million and $134 million in Present 

Value over the first 30 years compared to remaining with PG&E.  The expected 

savings are about five times the estimated FMV to acquire the PG&E facilities.  None 

of the four CASES include in the estimated savings the additional value for the public 

purpose fund transfer to the City of about $4.35 million.   

The reductions in estimated annual savings for the LOW CASE are greater in 

the initial years.  Therefore, the COMBINATION CASE would reduce the estimated 

year 1 savings to about $4.330 million, which is less than half the estimated savings 

in the Base case.  In the out years, the savings increase relative to the BASE CASE.   

The four scenarios all use an FMV of $20 million based on the prior 

discussion of FMV.  The sensitivity cases also use 30 years and a 5% interest rate.  

Base Case Higher Case Low Case Combination

Annual Savings

(i)   Year 1 9.305$                        10.180$                       3.454$                         4.329$                       

(ii)  Year 10 8.452$                        12.030$                       6.397$                         7.186$                       

(iii) Year 20 7.696$                        14.141$                       5.554$                         6.496$                       

PV for 30 Years at 5% 133.835$                    202.554$                     88.817$                       102.943$                   

PV for 50 years at 5% 152.287$                    261.726$                     100.784$                     117.559$                   

TABLE 18

Summary of POU Savings Relative to PG&E

Millions of 2013$

Present Value
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Changing these would affect the City’s payments to retire any debt used to pay PG&E 

for its assets in Davis.  An FMV of $20 million is greater than the two methods that 

the City would seek to be given greater weight.  These are the OCLD and NPV 

methods, with estimated FMV’s of $17.8 million and $19.9 million, respectively.  

The easiest insight to sensitivity related to the City’s cost for acquiring 

PG&E’s assets is to use the amortization or sinking fund accounting method because 

combined payments for interest and principal are equal each year.  The annual 

charge to amortize a $20 million acquisition cost with a 30-year repayment, which is 

about the remaining life of the assets acquired, and 5.0% interest is $1,301,029 per 

year.   

A higher FMV, for example $25 million, perhaps reflecting higher transaction 

fees, would increase annual rates 25%, ($1,626,286 /$1,301,029).  Reducing the 

interest rate to 4% from 5% and keeping the higher FMV of $25 million will bring 

the increase down to about 11.1%.  Reducing the loan pay-off to 20 years from 30 

years using the original FMV and interest rate increases the annual payment about 

23.4%.  None of these financing sensitivity adjustments affect the conclusion that 

customers will pay much less to purchase and finance an FMV that approximates 

PG&E’s Rate Base than the payments PG&E would assess in its tariffs based on a 

much greater pre-tax Rate of Return. 

Investor owned electric utilities more typically use a straight-line 

depreciation method that makes the depreciation component constant each year.  

This method amortizes the principal in equal annual installments and charges 

interest on the unpaid balance.  The financial model used in the sensitivity 
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comparison and financial model uses this approach.  This method causes the 

interest and principal reduction to be higher than the constant annual amortization 

payment for the first ten years.  From year 11 on, annual charges using the straight-

line method would be less.  In year 1 of the loan repayment with straight-line 

accounting, the annual payment would be $1,633,333 to retire the loan and pay 

interest at 5%, not $1,301,029 under the sinking fund approach.    

The various sensitivity contingency tests do not alter the fundamental 

conclusion that a POU would save electricity consumers money, improve service, 

and give the City control over its energy and environmental future.  The model used 

in the four scenario analyses can be readily used to consider other inputs, 

assumptions and contingency analyses. 
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X. TIME LINE FOR IMPLEMENTATION 

Both a CCA and POU would replace PG&E as the entity responsible for 

securing electricity generation.  At least initially, these entities would purchase 

electricity from third parties.  Market conditions would determine the short and 

intermediate term prices paid.  The third-party suppliers would not have any 

regulatory cost recovery guarantees or assurances.  Instead, when supply is long, 

lower prices would prevail, and vice versa. 

POU and CCA options entail different start-up costs and time lines. Table 19 

summarizes the likely differences between the two alternatives based on time.  

These estimates may prove to be overly optimistic if PG&E decides to vigorously 

oppose these alternatives. There are numerous variables, but a CCA might take 10 to 

15 months after the Council approved its formation.  A POU might take in the range 

of 23 to 45 months to implement, but could be longer depending on the extent of 

PG&E opposition.  The costs to form either a CCA or POU are mostly a function of 

time and the extent of PG&E opposition. The expected savings from separating from 

PG&E could be used to repay these costs.  This is particularly likely for the POU 

option that will likely save significant amounts compared to PG&E. 
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Action CCA (Months) POU (Months)

Prepare City Manager’s Recommendations and Action Plan 1-2 1-2

Public Hearing, Outreach & Presentations 2-3 2-3

City Council Review and Decision As Needed As Needed

Pass CCA/POU Ordinance 2-3 2-3

Develop Implementation Plan and Statement of Intent 2-3 N/A

Obtain CPUC Certification of CCA Plan 3 N/A

Procure Initial Power Supply/Hire Staff/Vendor Contracts and Outsourcing 3-6 3-6

Construct or Acquire Distribution System N/A 18-36

Legislation to Authorize Utility User Tax N/A As Needed

TABLE 19

Timeline for Implementation
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XI. CONCLUSIONS 

The City of Davis, California seeks an energy future that increases reliance on 

energy efficiency, renewables, and distributed energy.  The primary intentions are 

to establish an approach that gives the City greater control, improves the 

environment, and delivers safe, reliable and affordable electricity to Davis. 

The City has three basic electric energy options.  These are: 

 Continuation of the Status Quo with PG&E providing both the 

electric energy supply, owning and controlling the electric 

distribution system within the City (Status Quo), 

 Community Choice Aggregation (“CCA”) with the City providing 

the electric energy supply and with PG&E continuing to own and 

control the electric distributions system, and 

 A Publicly-Owned Utility (“POU”) with the City providing both the 

electric energy supply and owning and controlling the electric 

distribution system within the City. 

The Report compared these three options and reached four important 

conclusions.  First, the relatively stable customer base in Davis means the volume of 

MWHs delivered in Davis in the future will likely be about the same as it is currently.  

A zero or low growth electric system has the obvious advantage of a reduced level of 

future investments (capital expenditures or CAPEX).  The net effect is the City can 

achieve affordable electricity prices and improve the environment. 
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Second, under the Status Quo, Davis has virtually no control or ability to 

influence what PG&E does or does not do. 

Third, the CCA is an improvement relative to the Status Quo. A CCA offers 

greater control and an opportunity to seek a combination of lower generation costs 

and a more environmentally friendly mix of resources for Davis.  If both occur, the 

CCA would unambiguously be much better than remaining with PG&E.  In addition, 

the CCA is not mandatory and any consumers that prefer to remain part of the PG&E 

system can elect to do so.  This provides an important potential offset for customers 

that may not value CCA control to the same extent that others do in Davis. 

The CCA option importantly would provide Davis control over the types of 

generation used to supply consumers in the City.  The CCA would also provide 

Davis with the opportunity to seek CPUC approval for the City to gain control of a 

portion of the public purpose funds consumers in Davis currently pay to PG&E.  

Expanded use of SmartMeters  would help consumers save money and energy, but 

the CCA would need PG&E and/or CPUC approval to do so.  PG&E will continue to 

determine the amount Davis’ consumers pay for everything other than generation 

(about half a customer’s total electric bill).  Regardless, the CCA will gain control 

over generation and perhaps a portion of the public purpose amounts.  These are 

good results.  If a Davis CCA can also reduce retail prices in Davis through a 

successful generation portfolio outcome, this is a better result than maintaining the 

Status Quo by remaining with PG&E. 

The CCA achieves many of the City’s policy objectives because the City will 

determine the mix of energy that will supply Davis.  While not guaranteed, it is likely 
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the generation component of electricity bills in Davis should be slightly less 

expensive than the Status Quo.  PG&E will still determine the distribution charges, 

and establish reliability and customer service standards in Davis. Implementing the 

CCA option to partially divest PG&E will probably require the City to undertake a 

significant effort. 

Fourth, the City could form a POU.  This option would achieve the City’s 

environmental and economic policy objectives; and likely reduce future electricity 

rates in Davis.  The POU would acquire the distribution system in Davis, which 

would require Davis to finance and repay the loan used to finance the acquisition.  

The amount of savings Davis could expect, based on mostly conservative 

assumptions related to operating and capital expenditure differences between a 

POU and PG&E, would be more than sufficient to repay any acquisition loan.  After 

using projected savings to repay the loan used in the acquisition, the POU would 

save about 20% relative to PG&E based on conservative assumptions concerning 

differences in costs.   

The basis for the projected savings begins with the fact the POU would pay 

no state or federal income taxes and would not pay any equity returns to 

shareholders.  These would save the POU about $1.5 million per year.  The expected 

generation savings, based on statewide existing POU performance, could be up to 

about $5 million per year.  This savings component could be potentially less initially 

during a teething period for the POU.  This savings component could also be reduced 

if more expensive renewable generation is purchased by the POU.  Recent POU 

experience suggests that the latter concern may not be likely.  
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Davis is growing less quickly than the PG&E system.  This will reduce the 

capital expenditures in Davis relative to PG&E.  Initially, Davis might be making 

capital expenditures to replace the existing distribution system more rapidly and 

consistently than PG&E would do inside Davis.  Regardless, the overall effect and its 

timing would likely be a net savings for Davis and would likely result in improved 

reliability and safety compared to PG&E.  Davis can also reduce administrative and 

operating expenses compared to Davis. 

The conservative range of savings typical for a POU after its initial 

maturation (about 4 years) would likely range between $5 million and $6 million 

per year.  These savings are net of repaying the loan to acquire the assets.  These 

estimated savings have not been reduced for a loss of franchise fees and property 

taxes that PG&E currently pays to Davis.  This offset would equal about $550,000 

per year, unless Davis enacts ordinances to continue to collect these amounts from 

customers. 

The POU would gain full control of PG&E’s share of the public purpose 

charges that PG&E collects in Davis with no increase in costs to consumers in Davis.  

The annual amount equals another $4.34 million that was not included in the 

conservatively estimated savings because it is likely that Davis will continue to 

spend these same amounts within Davis to achieve its various policy objectives.   

Nevertheless, even if the public purpose amounts paid by customers were the same, 

Davis, not PG&E, would control where and how the public purpose amounts 

collected in Davis would be spent.   



 

133 

The POU would own the recently installed SmartMeters in Davis.  This means 

the POU has the opportunity to use SmartMeters to help consumers save money and 

reduce electricity use.  A POU could design tariffs that further the City’s goals, and 

assure consumers the rates are fair and sensible. 

This Report concludes that the POU achieves all of the City’s policy 

objectives.  The City would likely improve reliability.  The City will control the 

expenditure of public purpose charges residents currently pay PG&E to perform 

across its entire system.  The expected cost savings, after paying to secure PG&E’s 

assets in Davis, are likely to result in electric rates that are approximately 20% less 

than the Status Quo.  Even with some extreme worse case sensitivity assumptions, 

the POU will save money compared to PG&E.  Implementing the POU option to 

acquire the distribution system will require the City to undertake a major effort.  

The potential Net Benefits are very significant.  The combination of control and 

lower costs make the POU option the best result. 
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