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TESTIMONY OF CATHERINE E. YAP ON BEHALF OF 1 

THE CALIFORNIA LARGE ENERGY CONSUMERS ASSOCIATION 2 

 3 

I. Introduction 4 

This testimony is presented by Catherine E. Yap on behalf of the California Large Energy 5 

Consumers Association (“CLECA”).  Ms. Yap has four decades of experience preparing and 6 

delivering testimony before this Commission as well as in other jurisdictions.  Ms. Yap’s 7 

statement of qualifications is included as Attachment A to this testimony. 8 

On April 30, 2020, Pacific Gas and Electric Company (“PG&E”) filed Application (“A.”) 9 

20-04-023, which proposes to apply the Stress Test Methodology to PG&E’s 2017 wildfire 10 

claims and seeks authorization to issue $7.5 billion in recovery bonds that would be securitized 11 

by an unavoidable equal cents per kWh charge to all current and future ratepayers.  The 12 

Assigned Commissioner’s Scoping Memo and Ruling (“Scoping Memo”)1 notes that “PG&E 13 

claims the proposed Securitization provides a cost-efficient way to retire $6 billion of temporary 14 

utility debt that will be used to pay wildfire claims costs” and PG&E claims “the proposed 15 

Securitization is designed to be rate-neutral and customer-protective.”  The Scoping Memo 16 

identifies numerous issues to be determined in this proceeding.  17 

This testimony responds to a number of key issues set forth in the Scoping Memo.  These 18 

key issues are at the heart of the determination as to whether the proposed securitization can be 19 

considered just and reasonable.   20 

 
1 Assigned Commissioner’s Scoping Memo and Ruling, July 28, 2020, at 2. 
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II. Conclusions and Recommendations 1 

The Commission should reject this application as not being just and reasonable.  In the 2 

alternative, if the Commission approves the application, the Commission must significantly 3 

restructure the deal by requiring PG&E, immediately following the issuance of the securitization 4 

debt, to place enough money into the Customer Credit Trust to ensure sufficient funds to 5 

guarantee ratepayer neutrality over the life of the securitization.  The Commission should 6 

furthermore require PG&E to spin the Trust off into a separate entity so it cannot be entangled in 7 

any potential downstream bankruptcy.   8 

III. Issue 1.c: Whether the proposed securitization provides a sufficient path 9 

to an investment grade rating for PG&E. 10 

The Scoping Memo directs parties to address whether the issuance of securitized debt as 11 

proposed by PG&E will lead to an improvement in PG&E’s bond rating ultimately resulting in 12 

an investment grade rating.  Having reviewed the confidential Rating Agency Evaluation Letters, 13 

it is clear that securitization alone will not allow PG&E to achieve an investment-grade credit 14 

rating.  This conclusion is made clear in each evaluation document that has been attached to 15 

PG&E’s testimony. 16 

Standard & Poor’s (“S&P”): S&P’s letter shows xxxxxxxxxxxxxxxxxxxxxxxxxxxxx 17 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 18 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.2xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx19 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx20 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 21 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 22 

 
2 PG&E-01, Exhibit 1.2 at 1-exh1.2-3.   
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xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx1 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx2 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx3 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 3   4 

S&P’s evaluation of the securitization option versus the no securitization option xxxxxxx 5 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx6 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx7 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx8 

xxxxxx.  Thus, it appears that the assertions made by PG&E to the Governor’s office and others 9 

that the use of securitization will significantly improve PG&E’s credit rating and allow it to 10 

achieve investment grade were at best misleading. 11 

Moody’s: The Moody’s evaluation states: xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 12 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx13 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx14 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx15 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx16 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx17 

xxxxxxxxxxxxxxxxxx 4  This statement applies to both Scenario 1 (with securitization) and 18 

Scenario 2 (without securitization.)  19 

 
3 PG&E-01, Exhibit 1.2 at 1-Exh1.2-4. 
4 PG&E-01, Exhibit 1.3 at 1-Exh1.3-4. 
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Fitch: xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 1 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx2 

xxxxxxxxxxxxxxxxxxxx.5  3 

When questioned about how the securitization would improve PG&E’s business position 4 

and/or remove one or more of S&P’s negative modifiers, PG&E claims:  5 

S&P’s business risk and negative modifiers reflect S&P’s subjective assessment 6 

of qualitative factors. PG&E believes that an improvement of its business risk 7 

from “satisfactory” to “strong” and/or removal of one or more negative modifiers 8 

is more likely if the proposed Securitization is approved, because that would 9 

signal a more cooperative relationship with the Commission and other 10 

stakeholders. This, in turn, could logically be interpreted as support for PG&E’s 11 

financial mitigation efforts, which could extend to the expectation of a more 12 

cooperative process for addressing wildfire related cost recovery in the future, 13 

such as pursuant to AB 1054. Support for PG&E’s financial mitigation efforts, 14 

coupled with a more cooperative process for addressing wildfire-related cost 15 

recovery, will naturally be viewed favorably by the credit rating agencies.6 16 

PG&E apparently believes that approval of the securitization would somehow overcome 17 

the xxxxxxxxxxxxxxxxxxxxxxxxxxxxx that S&P refers to and lead PG&E to a higher credit 18 

rating.  However, from S&P’s evaluation, it is very clear that securitizing PG&E’s debt has xx 19 

xxxxxxxxxxxxxxxxxxxxxxxx.  PG&E will have to address the issues of xxxxxxxxxxxxxxxxxx 20 

xxxxxxxxxxxxxx separately if it hopes to raise its credit rating.  Certainly, PG&E will have to 21 

demonstrate its ability to effectively handle its wildfire mitigation and customer relations issues 22 

and that can only happen over time.  Furthermore, the approval or denial of a single application 23 

does not represent a fundamental change in the relationship between PG&E and the Commission.  24 

To the contrary, that requires continued demonstrated changes in PG&E’s behavior, which again 25 

will take a significant period of time. 26 

 
5 PG&E-01, Exhibit 1.4 at 1-Exh1.4-2. 
6 Attachment B: PG&E Response to CLECA-PGE-02, Q.2.5. 
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Recent S&P and Moody’s Evaluations: Recent evaluations by the rating agencies 1 

demonstrate that they remain particularly concerned about wildfire risk and regulatory risk.  The 2 

September 16, 2020, evaluation from S&P, while affirming the BB- ratings for PG&E Corp., 3 

revised its “outlook on PG&E Corp. and subsidiary Pacific Gas & Electric Co. (Pac Gas) to 4 

negative from stable.”7  The evaluation reflects S&P’s wildfire concerns that “the lack of 5 

sufficient rainfall, the dry environment, and the ease that relatively routine wildfires can develop 6 

into catastrophic wildfires increases the likelihood that a California investor-owned electric 7 

utility could potentially be the cause of a catastrophic wildfire.”8   8 

S&P further elaborates about regulatory risk:  9 

Many of California's electric customers have already faced rolling blackouts in 10 

2020 due to the extraordinary hot weather and we expect the pace of public safety 11 

power shut-offs to accelerate, reflecting California's utilities proactively reducing 12 

the risk of causing a catastrophic wildfire. Should the frequency of these 13 

blackouts and shut-offs increase, frustrated customers and politicians could 14 

negatively affect California's investor-owned electric utilities ability to 15 

consistently manage regulatory risk.   16 

S&P states that “a default scenario could stem from sudden liquidity pressure from an 17 

unpredictable weather, cost, or market event outside of the company’s control, consistent with 18 

past utility defaults.  Further, it could reflect significant future litigation exposure at Pac Gas, 19 

consistent with PG&E’s prior default.”9 20 

An August 19, 2020, assessment from Moody’s regarding “what’s next after emergence 21 

from bankruptcy” expresses concern about PG&E’s ability to mitigate wildfire risk but sees the 22 

proposed securitization financing to be credit neutral.10  Moody’s acknowledges “Only time will 23 

 
7 Attachment C: 2020-09-16 S&P PG&E Corp. And Subsidiary Outlooks Revised to Negative on Adverse 

Wildfire Conditions; ‘BB-‘ Ratings Affirmed, September 16, 2020 at 1. 
8 Id. at 2. 
9 Id. at 4. 
10 Attachment D: 2020-08-19 FAQ on what’s next after emergence from bankruptcy.pdf at 1. 
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tell” with respect to PG&E’s ability to mitigate wildfire risk.11  While acknowledging PG&E’s 1 

wildfire plan, Moody’s also notes that the climate models project more than a 10 percent increase 2 

in square miles at risk in PG&E’s service territory over the next 30 years relative to the last 13 3 

years.12  Moody’s also notes that “a new wildfire would likely increase social and reputational 4 

risk more than financial risk. Because of PG&E's history of safety problems, the company 5 

already faces greater social risk than most of its regulated electric and gas utility peers.”13  6 

Moody’s states: “PG&E will likely have to get through at least three years without a catastrophic 7 

wild fire in order to adequately demonstrate that it has substantially reduced its exposure to 8 

wildfire risk.”14  Moody’s also observes that “the company also has to address near-term 9 

governance risks.”15 10 

These more recent assessments demonstrate clearly that in the eyes of the rating agencies, 11 

the securitization that PG&E has proposed does nothing to improve the company’s credit rating.  12 

The focus of these entities is on PG&E’s actual performance in managing its wildfire risk as well 13 

as improving its governance and interactions with regulators and customers over the next several 14 

years.  Recent events cannot have made the rating agencies particularly confident about PG&E’s 15 

performance.  The active Zogg fire, which has reportedly burned more than 56,000 acres west of 16 

Redding, destroying 204 structures and causing four deaths, has been potentially attributed to 17 

PG&E equipment.16 18 

 
11 Id. at 2. 
12 Id. at 2-3. 
13 Id. at 4. 
14 Id. at 5. 
15 Id. 
16 Attachment E: Wall Street Journal, PG&E Equipment Might Have Ignited Northern California 

Wildfire, October 9, 2020.  
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IV. Issue 3: Whether PG&E’s proposal for the securitization is neutral, on 1 

average, to ratepayers, as required by D.20-05-053 2 

The Commission’s decision approving PG&E’s Reorganization Plan states: “Given the 3 

close connection between the plan and the proposed securitization and PG&E’s commitment that 4 

its securitization application will meet the requirements of AB 1054, including ratepayer 5 

neutrality, the securitization application should satisfy those requirements.”17  Thus, PG&E is 6 

required to demonstrate that its proposed securitization is ratepayer neutral.  Given the inherent 7 

risks to ratepayers in PG&E’s proposal, it has failed to make such a demonstration. 8 

A. Issue 3.a: Is the proposed structure reasonable in the event there is 9 

ultimately a Customer Credit Trust shortfall? 10 

No, if there is a shortfall in the Customer Credit Trust (“Trust”), the securitization plan 11 

cannot be viewed as ratepayer neutral because it would end up increasing cost for ratepayers.  If 12 

it is not revenue neutral, it violates the Commission’s express decision that the securitization be 13 

revenue neutral to ratepayers.   14 

Under PG&E’s proposal, there are a number of ways that the Trust could fail to provide 15 

sufficient revenues to offset the securitization costs that PG&E proposes to place on ratepayers.  16 

I will discuss each of these risks at more length below in Section B.  In my opinion, the 17 

Commission should deny PG&E’s application.  However, if the Commission decides to approve 18 

PG&E’s proposed securitization, it is imperative that the Commission modify PG&E’s proposal 19 

in a manner that would dramatically reduce the risk to ratepayers that the Trust would fail to 20 

provide sufficient revenues to offset the costs associated with PG&E’s proposed securitization.  I 21 

 
17 D.20-05-053 at 85. 
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make some specific recommendations in Section B that are designed to reduce the risk of a 1 

shortfall in the Trust. 2 

B. Issue 3.b: Whether PG&E’s proposal reasonably accounts for risks to 3 

ratepayers or whether alternatives to PG&E’s securitization transaction 4 

are available that strike a better balance of benefits and detriments? 5 

In order to make the proposed securitization transaction “ratepayer neutral,” PG&E 6 

proposes to: 7 

fund the Customer Credit Trust starting in 2021 with an initial contribution of 8 

$1.8 billion (the Initial Shareholder Contribution). In later years, PG&E would 9 

fund additional contributions (the Additional Shareholder Contributions) to the 10 

Customer Credit Trust of up to $7.59 billion (the Cap) based on a formula to 11 

calculate the incremental cash generated from reducing PG&E’s taxes through 12 

applying shareholder-owned tax deductions or net operating losses (Shareholder 13 

Tax Benefits). The Shareholder Tax Benefits primarily arise from payments made 14 

by PG&E’s shareholders related to wildfire claim settlements and contributions to 15 

the Go-Forward Wildfire Fund described later in this chapter.18 16 

However, PG&E does not provide any assurance that the ratepayers will truly be held 17 

harmless from this transaction.  The ratepayers face a four-fold risk associated with the Trust and 18 

each risk element may occur solely or in combination with the other risk elements.  First, the 19 

ratepayers face the risk that the series of payments made by the shareholders using the net 20 

operating losses (“NOLs”) will be smaller than projected, which would result in a longer payout 21 

period.  Second, the ratepayers face the risk that PG&E may enter into another bankruptcy before 22 

the shareholders complete their series of payments into the Trust.  Third, the ratepayers face the 23 

risk that the Trust will not earn adequate returns on its investments.  Fourth, the ratepayers face 24 

the risk that the Trust itself would be subsumed into future bankruptcy proceedings, should they 25 

occur. 26 

 
18 PG&E-06 at 6-1. 
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1. Risk 1: Shareholder Payments Associated with NOLs Are Lower than 1 

Projected. 2 

The projected shareholder contributions, which are based on the NOLs reducing PG&E’s 3 

income tax payments, may not actually occur, or at least not to the extent projected by PG&E.  4 

These tax reductions associated with the NOLs are predicated on PG&E’s ability to generate 5 

profits, which assumes that PG&E will operate its business successfully and without causing 6 

further major wildfires.  It remains to be seen whether the company will be able to accomplish 7 

this.   8 

PG&E witnesses Thomason and Allen present a chart that shows the projected timing of 9 

the shareholder contributions relative to the timing of the ratepayer payments.  The chart19 is 10 

reproduced below: 11 

 12 

 
19 PG&E-06 at 6-24. 



 

 

10 

 

If PG&E’s projections of shareholder contributions based on the NOLs are unduly 1 

optimistic, then the contributions will be paid over more years.  The lower payout and longer 2 

timeframe over which the payout occurs increases the risk to the ratepayers that the securitization 3 

will fail to be offset by the Trust revenues because there would be more years during which the 4 

company could end up in bankruptcy.  Furthermore, having a lower contribution rate over a 5 

longer timeframe provides less time for the Trust investments to earn a return.  In such a 6 

circumstance, the ratepayer costs would increase and the securitization would not be neutral to 7 

ratepayers. 8 

2. Risk 2: PG&E Enters into Another Bankruptcy Before the Trust Is Fully 9 

Funded. 10 

PG&E’s projected shareholder contributions continue through year 14 before completing 11 

all of the shareholder contributions to the Trust.  Therefore, there is material risk to ratepayers 12 

over those 14 years that there could be another PG&E bankruptcy prior to the completion of the 13 

payments to the Trust.  PG&E’s system is not yet hardened and it will not be hardened for quite a 14 

number of years.  During any of these years, it is possible that PG&E could be responsible for 15 

starting another catastrophic fire that could result in another bankruptcy before the Trust is fully 16 

funded.  If PG&E were to enter again into a bankruptcy proceeding, the shareholders would be 17 

unable to make the promised contributions to the Trust.  The shareholders’ obligations to pay the 18 

Trust would get swept into the bankruptcy proceedings.  If the Trust is not fully funded, it most 19 

certainly would not generate enough revenue to offset the securitization costs.  Under such a 20 

circumstance, the securitization would most certainly not be neutral to ratepayers and the costs 21 

would increase for ratepayers. 22 
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3. Risk 3: Even PG&E Recognizes that There Is a Substantial Risk that the 1 

Trust Investments May Not Earn Sufficient Return to Cover the 2 

Securitization Cost, Even Assuming PG&E’s Projections of Shareholder 3 

Contributions Are Correct. 4 

Even assuming that the shareholders make all of the payments into the Trust that PG&E 5 

projects, the Trust assets may not earn sufficient returns to assure coverage of all of the 6 

securitization costs.  In fact, as shown below in the table presented by PG&E witnesses 7 

Thomason and Allen, there is a very significant probability that the Trust will be unable to cover 8 

all of the payments that ratepayers will be required to make under the securitization.   9 

 10 

 11 
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Even under PG&E’s assumptions about the amount and timing of shareholder 1 

contributions to the Trust, PG&E’s proposal does not assure ratepayers that they will receive 2 

sufficient rate credits to offset the entire cost of the securitized debt over its life.   3 

PG&E has based its analysis on “over 2000 [Monte Carlo] simulations, [finding] the 4 

Customer Credit Trust had a positive terminal balance in roughly 84 percent of the outcomes.”20  5 

In the other 16 percent of the outcomes there is a shortfall.  If there is a shortfall, the rate credit 6 

designed to offset the non-bypassable charge will be insufficient and the securitization will not 7 

be neutral to ratepayers.  PG&E states that “none of these simulations included Additional 8 

Shareholder Contributions different from the $7.59 billion cap”.21  Thus, under PG&E’s proposal 9 

there would be no other source of funds to make up the shortfall.  The ratepayers would pay for 10 

it. 11 

PG&E, recognizing the inherent risks for ratepayers in that these shortfalls represent, 12 

proposes that, should the Trust have a positive balance at the end of its life, the ratepayers would 13 

receive 25 percent of that balance. 22  Thus, according to PG&E the Trust is like an investment 14 

where the investor must take a risk in order to receive a return on the investment.  However, 15 

ratepayers are not investors23 and it is inappropriate to structure the transaction so it poses 16 

significant risk that the ratepayers may not be made whole. 17 

 
20 PG&E-06 at 6-21.  
21 Attachment F: PG&E Response to TURN data request No. 1, Question 5(e) 
22 PG&E-06 at 6-2. 
23 Furthermore, even if the Commission were to consider the proposed Trust from an investment 

perspective, there are a wide range of discount rates that could apply for ratepayers.  Discount rates reflect 

the underlying time value of money. The time value of money for ordinary people can vary from 

relatively low rates that people can earn on bank savings accounts to very high discount rates such as 16-

18 percent that is reflective of their actual short-term cost of borrowing, i.e., credit cards. 
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4. Risk 4: The Trust May Get Swept into a Future PG&E Bankruptcy Should 1 

One Occur. 2 

Another element that poses risk to the ratepayers is the treatment of the Trust should 3 

PG&E once again enter into bankruptcy.  PG&E proposes to structure the trust “so its assets 4 

would be dedicated exclusively to funding the Customer Credit and to minimize risks in the 5 

event of a subsequent PG&E bankruptcy.”24  However, the possibility remains that the Trust 6 

itself could be swept up into the bankruptcy proceedings despite PG&E’s efforts to structure it so 7 

it would not.  PG&E has now gone through two bankruptcy proceedings in less than 20 years.  8 

The Trust is expected to last 30 years.  Given PG&E’s history and the fact that it will take a long 9 

time to fully harden PG&E’s system against wildfire risk, there continues to be a material risk 10 

that the company will again face a bankruptcy.  I am not aware of any type of successful “ring-11 

fencing” this Commission could adopt that would guarantee that the ratepayer trust would be 12 

protected from the bankruptcy process as PG&E has proposed. 13 

5. PG&E’s Claim of Interest Rate Savings Produces Only a Small Reduction in 14 

Revenue Requirement. 15 

PG&E claims lower interest rates as a result of the securitization but in actuality the 16 

savings would be small.  xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 17 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 18 

xxxxxxxxxxxxxxx.  Thus, the interest rate savings that PG&E has been able to identify are small 19 

and are predicated on PG&E’s obtaining a higher credit rating as a result of the securitization, 20 

which I believe to be very unlikely.   21 

PG&E claims “since securitization likely would accelerate PG&E’s path to achieve an 22 

investment-grade issuer credit rating by approximately two years as compared to a scenario 23 

 
24 PG&E-01 at 1-13. 
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without securitization, that yields customer benefits of approximately $9 million per year for two 1 

years, or $18 million in total.”25  PG&E states that the estimated nominal long-term debt savings 2 

are $423 million and the $18 million is in short-term debt savings.  However, that assumes a 3 

spread between a BBB- rating and a BB- rating of 60 basis points, which it says is 4 

conservative.26 PG&E claims that a savings of 60 basis points of interest expense on $1.96 5 

billion annually “translates to a pre-tax annual savings of $11.74 million in 2023 and 6 

approximately $23 million in 2024 and thereafter.”27  This is a trivial amount of ratepayer benefit 7 

in the context of PG&E’s retail revenue requirement of roughly $14 billion.    8 

Furthermore, this alleged acceleration appears to be predicated on “improved credit 9 

metrics, particularly under S&P’s methodology, assuming off-credit treatment for the 10 

securitization.”28  Thus, PG&E’s financial position improves by its not guaranteeing the 11 

Customer Credit Trust and shifting risk to ratepayers.  Furthermore, as I discussed previously, I 12 

am very skeptical of PG&E’s assertion that a scenario with securitization would accelerate an 13 

investment grade rating, given the discussion elsewhere in this testimony of the considerable 14 

other hurdles PG&E has to achieving such a rating. 15 

6. Alternatives to PG&E’s Proposal 16 

If the Commission decides to approve the securitization of debt for PG&E’s payment of 17 

2017 wildfire costs despite my recommendation to contrary, the Commission should require 18 

PG&E to retain its $6 billion in short-term debt and use a substantial amount of the proceeds 19 

from the securitization to fund the Trust.  The Trust should be funded immediately at a level that 20 

 
25 PG&E-05 at 5-34. 
26 PG&E-05 at 5-33. 
27 PG&E-05 at 5-33. 
28 PG&E-05 at 5-27. 
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will assure that ratepayers will receive sufficient funds over the life of the securitization to offset 1 

any costs associated with the securitization.   2 

I have not determined the amount of proceeds that would be required, but the 3 

Commission should order PG&E to determine the amount of upfront shareholder funding that 4 

would be required to provide this assurance.  PG&E’s projections associated with its proposed 5 

shareholder contribution levels show a 16 percent probability that the Trust will produce 6 

insufficient amounts to cover all securitization costs; thus, shareholder contributions will likely 7 

need to be increased.  From a cash flow perspective, PG&E would slow repayment of its short-8 

term debt and use the cash generated by its NOLs to repay a portion of its short-term debt rather 9 

than using the cash generated by its NOLs to fund the Trust.  Finally, the Commission should 10 

require PG&E to spin the Trust off into a separate entity to guard against its possible 11 

entanglement in any potential downstream PG&E bankruptcy.   12 

C. Issue 3.c.: Would providing for a dollar for dollar rate credit (in the 13 

amount of any shortfall) appropriately ensure ratepayers always receive 14 

the full offset? Would such a structure create any secondary issues? 15 

No, if PG&E were again to enter into bankruptcy, its shareholders would be unable to 16 

provide such a dollar for dollar rate credit.  Thus, while such a credit would have some 17 

conceptual appeal from a policy perspective, it does not overcome a substantial portion of the 18 

risks faced by ratepayers. 19 

Furthermore, such a structure could create secondary issues.  PG&E says: “there will be 20 

no further financial commitments to true-up mechanisms provided by PG&E to the Customer 21 

Credit”.29  In other words, PG&E will not guarantee the credit, since it says “S&P confirmed off 22 

credit treatment for the securitization and the Customer Credit mechanism.  In the event that 23 

 
29 PG&E-05 at 5-26. 
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PG&E were to guarantee the Customer Credit mechanism, S&P would likely treat it as an 1 

enforceable contractual commitment and, therefore, the securitization would be on-credit and the 2 

forecasted improvement in financial metrics would not occur.”30  Thus, the ratepayers are being 3 

asked to pay for the securitization with no assurance that they will be made whole, taking on a 4 

risk that PG&E will not take on due to the ironclad obligation of a securitization via a non-5 

bypassable charge.   6 

D. Issue 3.d: If modifications to PG&E’s proposed structure (including rate 7 

credits) are proposed, would those modifications impact credit ratings, 8 

and if so, what is the impact? 9 

If the Commission were to approve the securitization but restructure the arrangement so 10 

the ratepayers were better protected, presumably the benefits of the regulators’ approval that 11 

PG&E has identified would still hold.  However, it would take longer to eliminate the short-term 12 

debt than under PG&E’s proposal which would delay their cash coverage projections for a few 13 

years.  On the other hand, as discussed in Section III, it is going to take PG&E some 14 

considerable time to overcome the rating agencies’ concerns about its xxxxxxxxxxxxxxxxxxx 15 

xxxxxxxxxx.  I note that PG&E’s executives continue to leave.31 16 

E. Issue 3.e: How should downside risk and upside potential in the Customer 17 

Credit Trust be allocated between PG&E shareholders and ratepayers? 18 

The ratepayers should not be at risk for paying the securitization debt.  Instead the 19 

amount held in the trust should be sufficient to guarantee that they will not bear any risk.  20 

Ratepayers are not investors—they should be held harmless from any investment-type risk.  It is 21 

better that they be assured the Trust revenues will entirely offset the securitization debt and allow 22 

 
30 PG&E-05 at 5-27. 
31 William Johnson, CEO-June 30, 2020; Andrew Vesey, CEO & President – July 30, 2020; Jason Wells, 

CFO – September 25, 2020. 
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the shareholders to recover any excess revenues that might occur in the Trust at the end of its 1 

life.  The Commission should not use the prospect of ratepayers’ “earnings” on some type of 2 

excess amount in the Trust at the end of its life as a justification for allowing PG&E to shift risk 3 

onto ratepayers.32  Instead, the Commission should structure the arrangement to shift the risk 4 

back onto PG&E’s investors where the risk belongs. 5 

This concludes my opening testimony.6 

 
32 Discount rates for many ratepayers vary significantly from those of investors—for example, folks that 

are having difficulties financially may be facing the alternative of paying interest on credit card debt—

therefore their cost of money is 18% which is much higher than the cost of money for many investments. 
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Q1. Please state your name and business address. 5 

A1. My name is Catherine E. Yap and my address is Barkovich & Yap, Inc., P.O. Box 11031, 6 

Oakland, California 94611. 7 

Q2. Please state your qualifications to offer this testimony. 8 

A2. I am a principal in the firm of Barkovich & Yap, Inc., and have been consulting in the 9 

utility regulatory area for over thirty years.  During this time, I have directed and/or 10 

performed major examinations of cost-of-service requirements, allocation, rate design, 11 

and customer bill effects for electric, natural gas, and solid waste utilities.  I have testified 12 

on numerous occasions before the California Public Utilities Commission (Commission) 13 

and in civil proceedings.  I have consulted internationally on issues related to natural gas 14 

industry structure and marginal cost allocation and rate design. 15 

Prior to this, I was employed for nine years by the Commission.  Most recently, I was 16 

responsible for managing the Energy Rate Design and Economics Branch of the Public 17 

Staff Division (PSD).  This branch was responsible for developing cost of service, rate 18 

design, and economic studies, such as sales forecasting and productivity assessment, for 19 

both electric and gas utilities.  Members of the branch were responsible for presenting 20 

expert testimony, developing cost of service studies, and designing unbundled rates for 21 

the natural gas utilities during the Commission’s extensive hearings on gas industry 22 

structure and rate design implementation.  During this time, I participated extensively in 23 

the formulation of policy regarding the appropriate structure for the natural gas industry 24 

in California. 25 

Previously, I was the Supervisor of the Gas Supply and Requirements Section of the 26 

Fuels Branch of the PSD.  I was responsible for directing, and in some cases performing, 27 

advanced technical studies that evaluated California gas utility operations and associated 28 

contracts, investments, and expenses.  I also acted as the highest level technical 29 

representative of the Commission on natural gas matters and was involved in numerous 30 

negotiated settlements involving natural gas pipelines, distribution utilities, producers, 31 

and state and federal regulatory agencies. 32 
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Prior to that, I was a staff economist in the Policy Division acting as a consultant to the 1 

Executive Director and to various Commissioners.  I also testified on numerous occasions 2 

as an expert witness regarding a variety of technical, economic, and financial matters 3 

related to electric and natural gas utilities. 4 

I have a B.A. in chemical physics from the University of California at Santa Cruz, and a 5 

M.S. in Energy and Resources from the University of California at Berkeley.  I have also 6 

taken course work in finance, accounting, and organization theory from the University of 7 

California, Extension, and Golden Gate University. 8 
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