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Introduction 
• The consultant study addresses the cost of energy services and their 

implications for comparative rates. 
• Economic feasibility of a new publicly owned utility (POU) hinges on 

elements of its cost build up.  Two major cost categories are addressed by 
the consultant, i.e.:  1) costs of retail electricity distribution infrastructure, 
and 2) costs of imported electricity supply.  Other important categories are 
not addressed individually, e.g.: 1) bulk electricity transmission costs, and 
2) core functions of a municipal electric utility, i.e. local power generation, 
grid planning and operations, customer service, financial operations, legal 
counsel, and legislative and regulatory relationships. 

• The study’s highlights are its analysis of “exit fees” and its updating and 
analysis of a Davis POU’s valuation of existing distribution infrastructure.  
Distribution asset acquisition and its uncertain cost is confirmed as a 
major but not decisive economic risk.  The acquisition’s impact on 
customer rates can potentially be in the same range as that of estimated 
“exit fees”.   
 



Study Methodology 
• The study evaluates three energy service options in relation to seven Davis 

community objectives that include reliable service and stabilization or 
reduction of energy costs.  The study primarily addresses  the question of 
whether a Davis POU could deliver a more reliable product at a lower 
price.  Its approach to this question is to infer: 
– a specific comparative price advantage for Davis based on rate 

statistics for PG&E and California’s existing POUs  
– a specific comparative reliability advantage for Davis based on 

reliability statistics for PG&E that are inferior to those achieved by 
other utilities   

• Comment:  Among California electric utilities there are wide variations in 
factors that drive costs and circumstances that drive reliability.  Without a 
cost buildup for the Davis POU’s first year and for the years of transition to 
stable, mature operations, any rate comparison between a Davis POU and 
PG&E has to be viewed as instructive but inconclusive. Reliability 
comparisons that lack grounding in causes and remedies for current local 
unreliability must also be viewed as inconclusive.  Costs of acquiring, 
operating  and upgrading distribution infrastructure are important to rate 
comparisons, but so is the range of costs for the acquisition process itself.   



Need for Business Planning 
• The study does not acknowledge economic risks inherent in the energy 

market transformations that appear to be on the horizon. Existing POU 
rate statistics are useful for predictive purposes only if the business 
models that use and generate them will  endure  essentially unchanged in 
the foreseeable future.  They likely will not.  Careful business planning will 
be necessary to assess and address economic risks.  

• Further, while forming a POU superficially aligns with trends toward 
decentralized energy, these trends may create a business environment 
substantially different from the one in which legacy POUs have operated 
with rather widely varying economic results.  Therefore, under more 
detailed scrutiny, i.e. involving more detailed cost buildups and forecasts, 
a business as usual approach may prove economically uninteresting.  So, in 
parallel, it will be important to scope and quantitatively evaluate: 
– cost saving and revenue enhancing  opportunities inherent in 

decentralization that might help tip the economic balance in favor of 
the POU option.  

– the local macro-economic benefits a Davis POU could generate that 
might also help tip the balance.   



“The POU will unambiguously result in a combination of lower retail prices, 
greener utility operations, and community control.” 
 Slide 49 of the Consultant’s presentation to the Davis City Council 

 • Lower rates.  The study analyzes the value of electric distribution system 
assets and uses industry statistics to argue for the plausibility of lower 
rates.  At the same time it fails to acknowledge a variety of significant cost 
risks that may have been outside the consultant’s scope of inquiry.  Each 
of these risks will require detailed scoping in the coming months in order 
to identify conditions and actions necessary to ensure rate parity initially 
and/or to capture cost savings over time.      

• Greener utility operations.  PG&E is arguably “greener” than a substantial 
cohort of the states’ POUs.  So, greener is not an inherent feature of POUs; 
absent economic flexibility created by careful planning and diligent 
governance, implementation may be slow and exemplary programs 
unaffordable. 

• Community control.  By definition a POU will result in community control.  
The remaining question to what extent community control of monopolistic 
enterprise will result in transparency, innovation, and technical and 
economic integration.  At a minimum, properly staffed policy rule 
development and rate-making will be required in early stages. 
 



Conclusions - Rates  
The consultant has only demonstrated the plausibility of long term rate parity 
or savings, not inevitability.  It is important to note that failure to achieve near 
term parity will not create the same risks for a POU as for a Community 
Choice Aggregator (CCA) whose customers can opt out.  Analyses based on 
detailed cost buildups and forecasts will be needed to define the scenarios in 
which a new Davis POU can be expected to deliver lower retail prices.  For 
example, scenarios that require major capital investments in new distribution 
infrastructure and/or local renewable generation may credibly show long 
term savings.  Such scenarios leverage the POU’s significant capital cost 
advantage  discussed in the consultant report.  On the other hand, high or 
unexpected costs during POU start-up and maturation may overwhelm any 
potential near term generation cost savings.  Further, the transition from no 
organizational capacity at all, plus the attendant need to rely on third party 
brokers to source power, confronts contingencies yet to be evaluated, 
including, for example, access to transmission services and the costs of 
securing such services from an investor owned utility that would no longer 
have an obligation to serve Davis.  

 



Advisor Concerns 
• Validity of extrapolating existing POU business as usual costs to a new POU 

tasked with achieving exemplary environmental results. 
• No quantitative evaluation of certain significant economic risks and 

opportunities: 
– Potentially high PG&E rate escalation 
– Costs of providing generation services  by a POU lacking any existing generation assets 
– Impact of poor current and future load factor on power cost  
– Cost of securing transmission services/infrastructure  
– Economic impact of governance choices   
– Cost of staffing and outsourcing of essential functions, including development of rates, 

policies and rules consistent with city objectives 
– Cost/revenue implications of integrating fast uptake of variable renewables and EVs 
– Potentially high public purpose program costs 
– Costs of pursuing municipalization and failing   
– Benefits to local economy 
– Revenue enhancement and  integration opportunities, e.g. EV charging, CHP 

• No insights regarding the existing POUs whose rates are higher than PG&E’s 
• Inconsistencies with and lack of reference to recent generation portfolio 

comparisons, power sourcing, and start up budgeting results, e.g. Sonoma 
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