San Francisco
Water

Operator of the Hetch Hetchy Regional Water System

May 13, 2019

Mayor London N. Breed

City Hall, Room 200

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

Dear Mayor Breed,

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

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

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

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

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

Sincerely,

—/ s
Rlacle D XL
I\/"I
Harlan L. Kelly, Jr.
General Manager, San Francisco Public Utilities Commission

Services of the San Francisco Public Utilities Commission

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

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



EXECUTIVE SUMMARY

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

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

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

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

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



1913

12/13 The Raker Act requires San Francisco

to produce and distribute hydropower.

1940

4/22
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1945-2015 ——

The City uses an Interconnection
Agreement to deliver power and is
subject to limits on which customers
to serve imposed by PG&E

4/6 Pacific Gas and Electric Company

files for bankruptcy. (PGE&E
bankruptcy #1)

T/1 PG&:E files an application at FERC to

unilaterally terminate the Interconnection
Agreement ten years early.

2008

11/8 Prop H, a measure to impose new
renewable requirements & explore

municipalization, is defeated.

2013

11/‘27 The City applies for PG&E's
Wholesale Distribution Tariff (WDT)
in anticipation of expiration of 1987
Interconnection Agreement.

Interconnection Agreement, Wholesale Distribution
Taritf (WDT) Related (including FERC processes)

- Laws, Rulings, & Propositions

W e

City and County of San Francisco
San Francisco Public Utilitie

Con =S
5 Lommission

TIMELINE OF RELEVANT EVENTS REFERENCED IN THE REPORT

o
— 1925-45

194

/

199

200

12/20

10/7

12/23

PG&E refuses to deliver Hetch
Hetchy Power to City customers. The
City agrees to sell power to PG&E
while working to find alternatives.

S

PG&E finally agrees to deliver
Hetch Hetchy Power to certain City
customers, establishing the first
Interconnection Agreement.

Os

Federal and State laws change to
require open, fair access to private
utilities” transmission and distribution.

3

Several PGE&E affiliate companies file
for bankruptcy. (PG&E bankruptcy #2)

A fire erupts at PG&E’s substation
on Mission Street affecting 100,000
customers. The CPUC concluded
that the outage could have been
avoided if PG&E had heeded its
recommendations after a 1996

fire at the same substation.

PG&E responds that approximately
25% of the City's load is not eligible
for service under the Wholesale
Distribution Tariff because it did not
qualify for grandfathered service
under section 212{h) of the Federal
Power Act.

The City files a complaint against
PG&E at FERC contending that all of
itz load is eligible for grandfathering.

PG&E files a notice of termination of
the 1987 Interconnection Agreement
and files a series of replacement
agreements.
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San Francisco files a protest at
FERC alleging that PG&E's
proposed replacement agreements
had not been shown to be just and
reasonable.

FERC issues an order sefting the
Oct. 2014 complaint for hearing
and settlement judge procedures.

The City issues its first Power
Revenue Bonds, rated A+ by
Standard and Poors

Effective start date of PG&E's
replacement agreements.

The City launches CleanPower3F, San
Francisco’s Community Choice
Aggregation program.

— 2016

5/18 - The City and PGE&E participate
5},23 in a hearing at FERC.
11/15 FERC issued an initial decision. A final

decision has not been issued yet.

A fire erupts at PGE&E's substation on
Larkin Street affecting 95,000 custom-
ers. PG&E's delayed response to the fire

raises gquestions about its safety culture.

—2017-18

1/2047 - Both parties participated in FERC
12 ’/2013 settlement discussions. A settlement
agreement was filed at FERC.

SF files a protest with FERC about
PG&E requiring the City to pay for
PG&E's common facilities.

Prop A, a measure for the SFPUC
to issue revenue bonds for new
power facilities, passes.

A Board of Supervisors hearing is
held to discuss PGE&E's role in
delaying and obstructing service
provision.

Board of Supervisors Resolution
No. 227-18 is urges PGE&E to
work with the SFPUC to serve City
customers efficiently and
reaffirming that the SFPUC is the
electric provider to City projects.

S5&P upgrades SFPUC Power's

credit rating to AA.
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Laws, Rulings, & Propositions

City and County of San Francisco,/
5an Francisco Public Wilities Commission
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rating to B.
1/14 Mayor Breed directs the SFPUC to
evaluate all options to ensure a

dependable grid for a long time.

1/28 The City files a formal complaint with
FERC about PG&E requiring primary
service for all service requests.

1,#'29 PG&E Corporation and its primary
subsidiary, Pacific Gas & Electric
Company file for bankruptcy.
(PG&E Bankruptcy #3)

3/14 Mayor Breed and City Attorney
' Herrera notify PG&E that the City
may make a formal offer to PGE&E to
purchase its assets in San Frandsco.







l. PROVISION OF POWER IN SAN FRANCISCO
Over 100 years of San Francisco’s Public Power Services

Pacific Gas and Electric Company (“PG&E”) and San Francisco both provide electric service within the
City and County of San Francisco (“City”). PG&E does so pursuant to a franchise agreement with the City.
The City provides service under authority granted it in the State of California Constitution?, the Federal
Raker Act of 19132, and the San Francisco Charter.® The Raker Act granted to San Francisco the right to
construct a water storage and conveyance system, and the obligation to construct a hydroelectric
generation system, in Yosemite National Park and Stanislaus National Forest. This system, known as the
Hetch Hetchy Water and Power Project, is operated by the San Francisco Public Utilities Commission
(“SFPUC”)*, a department of the City and County of San Francisco. Wholesale and retail power services
are provided by the SFPUC’s Hetch Hetchy Power Enterprise, San Francisco’s century-old public power
retail electric utility. The SFPUC owns and operates its own, green-house gas free hydroelectric
generation and other local renewable generation, and delivers these supplies to meet Hetch Hetchy
Power’s customer needs. The SFPUC’s goal for Hetch Hetchy Power is and has always been to provide
clean, safe, reliable, and affordable electric service while preserving the ability to operate, maintain,
repair, and improve SFPUC-owned facilities.
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1 State of California Constitution, Article XI, § 9.

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

3 San Francisco Charter §§ 4.112, 8B.120-127, 16.101.

4 SFPUC Power Enterprise Hetch Hetchy Power System, https://sfwater.org/index.aspx?page=1241 .
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With the ongoing construction of the
Hetch Hetchy Water and Power Project,
and electric generation dating back as
early as 1918, San Francisco set itself on
a trajectory of measured independence
from PG&E. Since the early part of the
20™ century, the City has owned,
operated and maintained generation
and transmission facilities, and some

SFPUC POWER ENTERPRISE

- Operates San Francisco’s publicly-owned, retail electric
utility, Hetch Hetchy Power, serving 150 MW of retail
electric customers, billing over 3,500 customer accounts,
including essential services at San Francisco International
Airport, municipal transit, public schools and recreation
facilities, police and fire services, public hospitals, water
and wastewater treatment.

- Part of a department of the City and County of San

distribution facilities. For decades, San Francisco.
Francisco purchased distribution
services from PG&E pursuant to a series
of bilateral agreements that allowed the
City to deliver power to its numerous
individual customers scattered
throughout the City. These agreements
with PG&E to purchase distribution
services mitigated the need for the City
to invest in its own comprehensive
distribution facilities. The last of these
agreements expired June 30, 2015.

- Operates 385 MW of hydro generation, 9 MW
of solar generation, and over 160 miles of
transmission and distribution lines.

- Overseen by a Commission (SFPUC) appointed by
the Mayor and approved by the Board of Supervisors.

- Employs 120-180 union workers, including engineers,
financial and utility analysts, line workers, electricians, and
technicians.

- Operates CleanPowerSF, San Francisco’s Community Choice
Aggregation program, which serves over 360,000 accounts
with more affordable and cleaner power supply than PG&E.

PG&E’s cooperation with the City to

serve City facilities has diminished over

time, while Federal laws establishing
open access to distribution services
provided a right to access another utility’s distribution grid for eligible entities, like San Francisco.®

Beginning in the 2000’s, the City pursued relief from the Federal Energy Regulatory Commission, as

PG&E attempted to abrogate its agreements with San Francisco and unreasonably withhold tariffed

distribution service from the City.® Continued reliance on purchasing distribution service from PG&E has

grown increasingly untenable and unnecessarily expensive.

- Funds all costs associated with operating and maintaining
streetlights in San Francisco.

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

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

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

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

8 Power Enterprise Business Plan 2016, https://view.joomag.com/sfpuc-power-business-plan-power-enterprise-
business-plan-2016/0284568001455122944?page=2.
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In June, 2018, San Francisco voters overwhelmingly (77.2% approval) approved Proposition A, delegating
to the Board of Supervisors approval of revenue bond financing “...for facilities needed to produce and
deliver clean power when approved by ordinance receiving a two-thirds vote of the Board of
Supervisors.”® This new authority furthers the continued strategic investment in distribution, and
distributed, grid-dependent energy resources and innovations, as envisioned in the 2016 Power
Enterprise Business Plan.

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

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

1918 Early Intake Powerhouse starts operation.
1925 Moccasin Powerhouse starts operation (and is reconstructed in 1969).
Reducing reliance on PG&E
1960 Holm Powerhouse starts operation. for supply and transmission
1969 Kirkwood Powerhouse starts operation; transmission lines to Newark
completed.
1997 SFPUC assumes responsibility for all electric service on Treasure and Yerba
Buena Islands. Reducing reliance on
S SFPUC invests in distribution to serve the homes and businesses at "The PG&E for distribution
Shipyard,” a development at the former Hunter's Point Shipyard.
Eliminating reliance on PG&E
SFPUC takes responsibility for echeduling and balancing its supplies to match g . .
2010-2015 its demands and managing supply market risks for supply balancing services
e : and market risk protection
2016 SFPUC invests in distribution to serve Transbay Transit Center and begins Reducing reliance on
construction of the Bay Corridor Transmission and Distribution project. PG&E for distribution
2016 SFPUC launches CleanPowerSF, offering San Francisco residents and Reducing reliance on
businesses a choice of affordable, cleaner energy supplies. PGE&E for supply

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

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

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

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

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

N

HETCH HETCHY POWER
SUPPLY AND TRANSMISSION

PG&E DISTRUBUTION SAN FRANCISCO
CUSTOMERS

N
Y

CLEANPOWERSF SUPPLY

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

1242017 San Francisco Geographic Greenhouse Gas Emissions Inventory at a Glance,” San Francisco Department of
Environment, Climate Program, V1.0, published April 2019,
https://sfenvironment.org/sites/default/files/fliers/files/sfe cc 2017 community inventory report.pdf.

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

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

14 San Francisco Board of Supervisors Quarterly Report, Status of Applications to PG&E for Electric Service, dated
January 25, 2019.
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The figure below helps illustrate the requirements PG&E is trying to impose on the City when it
purchases PG&E distribution services. A restroom was to be constructed at the end of a bus route for
the exclusive use of transit employees. PG&E tried to require San Francisco to install electrical
equipment seven times the size of the restroom itself at a cost 10 times greater than the bathroom
construction costs. The electrical equipment PG&E was requiring, appropriate for a facility like San
Francisco General Hospital, would have operated a hand dryer and two light bulbs (one interior and one
exterior).

o
For a new transit 4—-2”“)’

worker restroom, PG&E I - m
tried to require the City 12’

to install equipment m * 53 I*

that takes up 600 SFMTA APPROPRIATE ELECTRICAL PG&E REQUIRED

ettty RESTROOM EQUIPMENT SPACE EQUIPMENT SPACE*

SELIAS DS EIe) C= CAPITAL COST: CAPITAL COST: $5.000 CAPITAL COST: $500.000

half a million dollars. $60,000 LIFETIME OPERATING COST: LIFETIME OPERATING COST:
$3.000 $150,000

*ELEPHANT FOR SCALE ONLY, NOT CURRENTLY REQUIRED BY PGAE

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

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

The Directive to Explore Expansion of Public Power Infrastructure

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

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

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

On January 14, 2019, Mayor Breed asked the SFPUC to evaluate all options to ensure a safe, reliable grid
to meet the City’s climate goals and ensure affordable rates. The Board of Supervisors also approved a
resolution on April 9, 2019 requesting the SFPUC to report on options for improving electric service in
San Francisco through acquisition, construction, or completion of the City’s own electric system. *’

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

The City’s Options

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

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

15 “wildfires and Climate Change: California’s Energy Future,” A Report from Governor Newsom’s Strike Force,

April 12, 2019, pp. 44-45: https://www.gov.ca.gov/wp-content/uploads/2019/04/Wildfires-and-Climate-Change-
California%E2%80%99s-Energy-Future.pdf.

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

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

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

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

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

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

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

HETCH HETCHY POWER COMPARATIVE STATISTICS®

(Preliminary Staff Estimates)

STATISTIC LIMITED INDEPENDENCE = MORE INDEPENDENCE
150 MW 300 MW

Estimate of revenues
from electricity sales

(all estimates exclude $100 million/yr $220 million/yr

supply revenues currently
managed by CleanPowerSF)
$25-$100 million $10-300 million
varies annually per investment

*An annotated version of this table is provided in Appendix D.

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

. OPTION ONE: LIMITED INDEPENDENCE

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

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

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

Ongoing Costs

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

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

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

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

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

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

1% See Appendix D for more information on the basis of this estimate.
20 SFPUC pays PG&E’s wholesale distribution rate of $10-$18/MWh (depending on service voltage), with
approximately 600,000 MWh delivered over PG&E’s distribution system annually.
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This rationale applies not only to the City’s payments to PG&E for its wholesale distribution services, but
also to San Francisco residents and businesses more broadly, almost all of whom pay PG&E directly for
electricity deliveries using PG&E’s facilities. Staff estimates show that currently, roughly $300 million per
year?! flows from San Francisco to PG&E through PG&E’s bills for electric distribution services to Hetch
Hetchy customers, CleanPowerSF customers,?? direct access customers in San Francisco, and PG&E’s
remaining bundled customers.

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

PAYMENTS FOR
DISTRIBUTION
SAN FRANCISCO Al 6300
RATEPAYERS
PROFITS, TAXES,
BORROWING COSTS

PAYMENTS FOR “PUBLIC
PURPOSE PROGRAMS®

CITY AND COUNTY
TAXES AND FEES

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

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

An estimated additional $60 million per year, paid by San Francisco residents and businesses receiving a
PG&E electric bill, funds PG&E-administered public purpose programs throughout its service territory.2*
These programs cover a wide variety of energy efficiency, low-income, research and development and
other community benefits programs. While extensive, these programs are often not tailored to San
Francisco-specific building stock or demographic characteristics.?> Although local governments like San
Francisco have historically worked with PG&E to design local energy efficiency programs to serve small

21 See Appendix E.

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

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

24 See Appendix E.

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

In return, PG&E makes payments to the City and County of San Francisco for property taxes, franchise
fees and business taxes, and has historically made charitable contributions to San Francisco-based
organizations. Staff estimates these payments to be on the order of $40 million per year.?”

Compromise of City’s Climate Goals

I

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

Electric Supply: City-wide
GHG Emissions: City-wide
(includes electricity, transpor-
tation, & natural gas uses)

Net-zero emissions by 2050
(Announced by Mayor Farrell on April 19, 2018)

Historically and today, the City’s reliance on PG&E compromises the City’s achievement of its critical
climate goals, given both PG&E’s electricity supply content and its grid management practices. The City
has a goal of using 100% GHG-free electricity supplies by 2030 without using nuclear sources, a goal
more ambitious than the State’s target that PG&E must follow. Both Hetch Hetchy Power and
CleanPowerSF are on track to meet this goal, while PG&E’s power mix includes nuclear sources and
other sources that are not GHG-free. A comparison of the power content for 2017 is shown on the next
page using the method established by the California Energy Commission.? Under the continued reliance
scenario, roughly 20% of San Francisco residents and businesses who do not receive supply from Hetch
Hetchy or CleanPowerSF are on a slower track to meet San Francisco’s goal.? 3°

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

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

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

Hetch Hetchy Power 2017 https://www.sfwater.org/modules/showdocument.aspx?documentid=13205
CleanPowerSF 2017 https://www.cleanpowersf.org/s/eiqgdmgkor48icbicjOnayOcgvgbzIf

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

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

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

UNSPECIFIED 20%

- NUCLEAR PG&E POWER
CONTENT
- LARGE HYDRO
27%
- RENEWABLES

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

33%

HETCH HETCHY

CLEANPOWERSF
POWER
CONTENT

POWER CONTENT

18%

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

Compromise of City’s Affordable Housing Goals

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

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

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

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

SFPUC has already started making targeted investments in new grid infrastructure in redevelopment
areas. Projects completed and currently under construction will result in City-owned distribution
facilities sufficient to serve about 10% of San Francisco’s total needs. The table below provides examples
of these investments.3!

As Treasure Island is being redeveloped, the SFPUC, in partnership
8-12 . . o L
Treasure Island MW with developers, is building new electric distribution
infrastructure at both Yerba Buena Island and Treasure Island.

Transbay Transit Center 8 The SFPUC has installed electric distribution infrastructure
y MW to serve the new modern regional transit hub.
As Market Street is being revitalized, the SFPUC will install underground
Better Market Street TBD distribution infrastructure for future developments along Market Street.
Hunter’s Point 3 SFPUC has installed electric distribution infrastructure to serve the residential
Shipyard (Phase 1) MW community located along the southeastern waterfront of San Francisco.
15.22 As Pier 70 is being redeveloped, the SFPUC, in partnership with developers,

Pier 70 MW is building new electric distribution infrastructure that will serve new
residential, commercial, and retail space.

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

Southeast Wastewater 12
Treatment Plant MW

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

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

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

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

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

Hardships with PG&E Remain with Targeted Investments

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

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

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

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

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

These assets would then be owned and operated by the City. The large capital investments needed to
acquire PG&E assets would be revenue bond-funded by the SFPUC using its borrowing authority to
prioritize direct investment in the modernization of electric infrastructure in San Francisco. The SFPUC’s

24



reputation and access to the bond markets for the Water and Wastewater enterprises gives the Power
Enterprise an advantage in accessing bond markets. While the required capital needed to acquire the
assets would be significant — currently estimated to be in the neighborhood of a few billion dollars — it is
comparable to capital outlays required by other significant utility system improvements and largescale
services successfully implemented by the City. SFPUC’s nearly completed Water System Improvement
Plan and its Sewer System Improvement Plan currently underway are two such examples of SFPUC
programs. The San Francisco Airport Redevelopment and Expansion is an additional City department
project with a similar capital outlay. The size of these projects relative to the capital that may be needed
for public power expansion is shown in the graphic below.3?

CAPITAL SPENDING COMPARISON

SFO
EXPANSION &
RE-
DEVELOPMENT

RELATIVE SIZE IN CAPITAL SPENDING

WATER SYSTEM SEWER SYSTEM PUBLIC SAN FRANCISCO
IMPROVEMENT IMPROVEMENT POWER Ao &
PLAN PLAN (PHASE 1) EXPANSION REDEVELOPMENT*
$4.8 BILLION $2.9 BILLION FEWBILLION $3.6 BILLION

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

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

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

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

Long Term Durable Cost Savings

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

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

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

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

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

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

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

< $300M for SAN
SAN FRANCISCO B GRID HETCH HETCHY
CUSTOMERS (NON-PROFIT, LOW POWER

BORROWING COSTS)

UP TO $60M FOR
SAN FRANCISCO -
SPECIFIC PUBLIC
BENEFITS
PROGRAMS

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

35 See footnote 27, above, regarding the staff estimate of $40 million/yr.
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Transparency, Accountability, and Local Control

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

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

_LIMITED INDEPENDENCE  MORE INDEPENDENCE

Public Funds Flow To PG&E Yes Yes
to Build Out kits Grid in
San Francisco With some reductions
Use of Public Funds
for Unnecessary In some cases In some cases
Grid Facilities
Decision Making
and Grid Control PG&E Sl
Oversight, Accountability California Public California Public
and Rate Setting Utilities Commission Utilities Commission
bt L Subject to PG&E Subject to PG&E
San Francisco's ti ti
climate action goals cooperation cooperation
CleanPowerSF Continues Continues

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

36 public poll findings. https://sfmayor.org/node/18282.




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

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

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

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

37 Rate Fairness Board website. 