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California Investor-Owned Utility Bankruptcy 
Elevates Wildfire Risk Concerns

On January 29th, 2019, PG&E Corp (Ticker: PCG) filed for bankruptcy 
It was only a year ago that PG&E was an investment-grade rated 
single-A corporate issuer
A series of wildfires in California, regulatory uncertainty, and 
potential negligence on the part of the company contributed to a 
quickly deteriorating environment
This has also put California utilities on the front lines of climate 
change discussions 

Miriam Legrand

Vice President, Corporate Credit

Keith Safon

Analyst, Corporate Credit

April 4, 2019

PG&E is the largest investor-owned utility in the state of California and provides electricity to 16 million people. In
2017, California experienced a series of wildfires that were more destructive than had been seen in previous years.
During 2018, PG&E and the state were working towards addressing measures to reform legislation and mitigate future
occurrences. As reform discussions proceeded, California suffered its largest and deadliest wildfire in state history (see
chart below). Subsequently, PG&E filed for Chapter 11 bankruptcy given the size of potential liabilities of
approximately $30 billion. This is PG&E’s second bankruptcy since 2001.

Source: Cal Fire website fire.ca.gov, 3/14/2019, Fiera Capital

California’s Most Destructive Wildfires (June 1990 – November 2018)
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Acres Destroyed Structures Destroyed Deaths

Date Fire Name Cause County Acres Structures Deaths
1990 Paint Arson Santa Barbara 4,900 641 1
1991 Tunnel – Oakland Hills Rekindle Alameda 1,600 2,900 25
1992 Fountain Arson Shasta 63,960 636 0
1999 Jones Undetermined Shasta 26,200 954 1
2003 Old Human-related San Bernardino 91,281 1,003 6
2003 Cedar Human-related San Diego 273,246 2,820 15
2007 Witch Powerlines San Diego 197,990 1,650 2
2007 Harris Under investigation San Diego 90,440 548 8
2008 Sayre Misc. Los Angeles 11,262 604 0
2015 Butte Powerlines Amador & Calaveras 70,868 921 2
2015 Valley Electrical Lake, Napa & Sonoma 76,067 1,955 4
2017 Nuns Under investigation Sonoma 54,382 1,355 3
2017 Atlas Under investigation Napa & Solano 51,624 783 6
2017 Redwood Valley Under investigation Mendocino 36,523 546 9
2017 Tubbs Under investigation Napa & Sonoma 36,807 5,636 22
2017 Thomas Under investigation Ventura & Santa Barbara 281,893 1,063 2
2018 Carr Human-related Shasta & Trinity 229,651 1,604 8
2018 Woolsey Under investigation Ventura 96,949 1,643 3
2018 Camp Fire Under investigation Butte 153,336 18,804 85
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of greenhouse gases; that figure could rise to between 5.6°to 8.8°
by 2100, unless extreme measures are taken to reduce emissions.
Additionally, climate change will likely make forests more
susceptible to extreme wildfires. The assessment projects that by
2100 the frequency of extreme wildfires burning over 25,000 acres
would increase by nearly 50 percent.

Today, we see that the frequency of wildfires and changing weather
patterns have created conditions that are optimal for increasing
liabilities. These findings should foster awareness by companies to
adopt policies that promote environmental sustainability and help
protect against the effects of climate change. For example, the
utilities sector has been moving to improve renewable sources of
energy as states across the country are setting out goals to lower
their carbon emissions. The Energy Information Administration (EIA)
expects renewable energy resources, such as solar and wind, to be
the fastest growing source of US electricity generation for the next
two years.

California Investor-Owned Utility Bankruptcy 
Elevates Wildfire Risk Concerns

We developed an internal
Environmental, Social and Governance 
model that assesses corporate issuers 
based on ~30 factors we deem 
material by sector. We integrate this 
alongside our traditional fundamental 
credit analysis to review the 
creditworthiness of a company. For a 
utilities environmental assessment, 
we consider factors like greenhouse 
gas emission reduction policies, 
renewable energy programs and coal 
as a percentage of energy capacity. 
Governance is key to managing 
environmental risk. We assign a 
higher weighting to governance when 
we score corporate issuers.
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There are three investor-owned utilities in California: Pacific Gas and Electric (operating subsidiary of PG&E), San
Diego Gas and Electric (operating subsidiary of Sempra Energy), and Southern California Edison (operating subsidiary
of Edison International). In response to public concern for regulation of investor-owned utilities, California enacted
Senate Bill 901 on September 21, 2018. The bill covers two main points: inverse condemnation and cost recovery.
Inverse condemnation is unique to two US states, California and Alabama. It says that a utility is liable for property and
casualty damages, legal costs, firefighting costs, and loss of life if its equipment contributes to the fire, without any
need to prove gross negligence. Cost recovery for utilities is allowed through securitization bonds to ratepayers upon
receiving approval from the California Public Utilities Commission. While cost recovery language applies to the 2017,
2019, and future wildfire seasons, how the 2018 wildfires will be addressed is still uncertain.

Over the past few years, climate related events including hurricanes, floods, extreme heat, droughts, earthquakes,
and wildfires have occurred with greater frequency1. California recently conducted its Fourth Climate Change
Assessment to proactively address current and future impacts of climate change2. The study examines a range of
climate impacts including temperature, sea levels, snowpack, heavy precipitation events, droughts, and area burned
by wildfire. The assessment finds that rapidly rising sea levels and rising temperatures are to be the most impactful
changes in the near term and could potentially have catastrophic effects on the state. For example, California has
already warmed 1° to 2° Fahrenheit since the beginning of the 20th century as a result of the human-caused buildup

Wildfires are caused by a combination of biophysical and anthropogenic factors. A deeper look into anthropogenic
factors requires a review of corporate governance at PG&E. Five of the ten most destructive fires in California since
2015 have been linked to PG&E’s electrical network3. According to its own management, PG&E failed to replace or
maintain outdated equipment in its service area, while also failing to make decisions on the de-energization of lines
during high-threat periods4. In February 2019, post its bankruptcy filing, PG&E submitted its annual wildfire mitigation
plan to the California Public Utilities Commission, as required by SB901. PG&E’s $2.3 billion plan includes improvements
such as weather stations, cameras and satellite technology, grid hardening, increased inspections of equipment, and



Fiera Capital Inc. | Market Commentary

California Investor-Owned Utility Bankruptcy 
Elevates Wildfire Risk Concerns

3

increased vegetation management. It will be a race against time for PG&E to put these plans in place before the
quickly approaching 2019 wildfire season.

The rapidly deteriorating operating environment for utilities in California has impacted the credit quality of other
utilities in the state. It was only a year ago that Pacific Gas and Electric, the main debt issuing entity for PG&E, was an
investment-grade rated single-A corporate issuer. Within a month, it went from investment-grade, to non-investment-
grade, to bankrupt. California investor-owned utilities face downgrades to high yield depending on the level of state
and regulatory support (see table below). S&P notes that it could downgrade the state’s other investor-owned utilities
to non-investment grade status by the beginning of the wildfire season in June if steps are not taken to limit the risk
for utilities operating under the state’s current regulatory framework. In March 2019, Governor Newsom declared a
state of emergency in an effort to circumvent environmental regulations with more aggressive vegetation
management. Of note, municipally-owned and other public power utilities operating in the state do not need
regulatory approval to raise rates or issue debt to fund claims if they are liable for wildfire related liabilities – a key
difference when compared to investor-owned utilities. Although public power companies are better suited to recover
costs under different regulatory framework, rating agencies are closely examining municipally-owned electric utilities
in the state. Moody’s recently downgraded one small public utility and has shifted the outlook on three larger public
utilities to negative5.

PG&E’s bankruptcy is projected to last 2 to 3 years. In the interim, the utility is expected to receive $5.5 billion in
debtor-in-possession financing so it can continue to provide electricity service to its customers during its restructuring.
PG&E, regulators, and the bankruptcy court are deciding the best solutions to solve the liability issues the company
currently faces and to set the utility up for long term sustainability. In the meantime, it is important to closely observe
any changes in the regulatory framework for utilities operating in the state.

Rating Agency Changes on California Utilities (January 2018 – March 2019)
Pacific Gas & Electric Co.

DATE MOODY’S DATE S&P DATE FITCH
3/19/2018 A3 2/22/2018 BBB+ 2/26/2018 BBB+
9/6/2018 Baa1 6/13/2018 BBB 9/13/2018 BBB

11/15/2018 Baa2 11/15/2018 BBB- 11/16/2018 BBB-
1/10/2019 Ba3 1/7/2019 B 1/14/2019 C
1/14/2019 Caa3 1/14/2019 CC 1/30/2019 D
2/5/2019 WR 1/16/2019 D 3/14/2019 WD

San Diego Gas & Electric Company
DATE MOODY’S DATE S&P DATE FITCH

9/6/2018 A2 9/5/2018 A- 9/13/2018 A-
3/5/2019 Baa1 1/21/2019 BBB+ 3/11/2019 BBB+

Southern California Edison
DATE MOODY’S DATE S&P DATE FITCH

9/6/2018 A3 1/21/2019 BBB 2/26/2018 A-
3/5/2019 Baa2 9/13/2018 BBB+

3/11/2019 BBB-
Source: Bloomberg, data accessed on March 28, 2019; Note: Issuer credit ratings
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