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Subject: Sale and Transfer of PG&E Rule 20A Credits to the Town of Tiburon
Submitted by: Ricky A. Horst Date: March 13, 2018

Department: Office of the City Manager

Staff Recommendation:

1. Adopt Resolution No. 2018-XXX, A Resolution of the City of Rocklin Approving the Memorandum of
Understanding for the Transfer of PG&E Rule 20A Credits to the City of Tiburon in Exchange for General
Fund Dollars.

2. Execute an Memorandum of Understanding for the sale and transfer of PG&E Rule 20A Credits to the
Town of Tiburon in exchange for General Fund Dollars; and

3. Direct that General Fund dollars received in exchange for Rocklin PG&E Rule 20A credits shall be used
for Quarry Park Enhancements.

BACKGROUND: The City of Rocklin currently has $438,080 (remaining balance) of Rule 20A Credits
available for the conversion of overhead electrical utilities to underground, which cannot be used for
any other purpose. The Town Council for the Town of Tiburon recently authorized their staff to enter
into an agreement with the City of Rocklin for the transfer of $438,080 of the City of Rocklin Rule 20A
Credits to the Town of Tiburon in exchange for a $109,520 payment.

Typically a Rule 20A project is initiated by a city or county, which determines the potential project
location, and typically occurs in areas of the City that are used by the public. The governing body of a city
or county must determine, in consultation with PG&E and after holding public hearings on the subject,
that undergrounding is in the general public interest for one or more of the following qualifying reasons:

e Such undergrounding will avoid or eliminate an unusually heavy concentration of overhead
electric facilities

e The street, road or right-of-way is extensively used by the General Public and carries a heavy
volume of pedestrian or vehicle traffic

e The street, road or right-of-way adjoins or passes through a civic area, public recreation area or
an area of unusual scenic interest to the public
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e The street, road or right-of-way is considered an arterial street or major collector as defined in
the Governor’s Office of Planning and Research General Plan Guidelines

The program is essentially a utility credit program, a financial program that provides “credits” to a local
government. These rule 20A credits enable the municipality and utility to work on qualified projects. The
utility is compensated for project costs by collectingthe municipality’s accumulated credits and
including them in subsequent general rate cases so that the electric rates charged to all customers
within their service territory will cover the submitted Rule 20A expenses. When initially established, this
utility credit program was intended to provide these conversion projects with an assured funding source.
Statewide over 500 California municipalities receive Rule 20A credit allocations on an annual basis from
their respective utility, with an annual allocation of over $95 million of credits distributed to local
jurisdictions every year.

Credits have been allocated annually to municipalities over many years using a formula that does not
take into account whether a municipality has any planned or qualifying conversion projects. As a result,
sizable credit balances have been built up over the years, cumulatively totaling to over $1 billion in
liabilities and pose a potential financial risk to utility rate payers. Concurrently, some cities and counties
have had projects where the project costs exceed their accrued credit balance resulting in a negative
credit balance or debt. In addition, municipalities have been engaged in a secondary, unregulated, but
allowable credit market, where Rule 20A credits are loaned or sold at a discount to other municipalities
so that the borrower may build up credit balances to cover their conversion project costs. This is the
case with the proposed sale of credits to the Town of Tiburon.

The first municipal ordinance directing the conversion of overhead utilities was adopted by the Los
Angeles City Council in 1907. Sixty years later, Governor Ronald Reagan signed into law the nations’ first
state overhead conversion program in 1967. Noted is the varying cost of converting overhead
distribution lines to underground. According to the CPUC the average cost for conversion in suburban
areas is $2,053,000 per mile. (Not included are local jurisdiction responsibilities and cost).

Findings: There are additional City costs for work not reimbursed under the Rule 20A guideline but
required for project completion including but not limited to:

e Mitigation of any environmental issues connected to the project

e Responsible for any street/sidewalk/curb/gutter repairs (estimated at S1million per mile)

e Responsible for portion of the cost of trench if trench must include other utilities

e Purchase and provide necessary real estate for pad mounted equipment

e Provide necessary survey work and existing utility locates

e Provide cost to later extensions of customers underground service and service panels per
impacted home

e Undergrounding near the railroad would bring on significant complications and other related
costs

e Project in narrow roadway may require the acquisition of additional right-of-way

e Cost to upgrade and/or new fixtures for street lights
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There are approximately six miles of overhead lines in Rocklin. Some of the future undergrounding will
come with future development. The balance does not or is unlikely to meet the qualification
requirements. However, for purposes of discussion, should we seek to underground the remaining six
miles of overhead lines we would require $18 million in PG&E Credits coupled with as much as $3 million
in General Fund funding. Based on our current Credit accrual rate it would take 152 years.

Conclusions:

e Cities and counties are able to trade or sell unallocated credits. The value of credits varies
dependent on location and market need.

e There is no open market for the sale of credits and this program is rarely utilized due to the
excessive cost of the program. All program work must be completed by PG&E on their time table
and at their cost of construction. There is no competitive market.

e As the PG&E rate payers have contributed towards this program via mandate and while there is
limited to no potential for use of the Rule 20A Credit program within the City of Rocklin, a sale of
such credits can provide a public benefit to the citizens of Rocklin and further the economic
program which is Quarry Park.

e Based on the current directive by the CPUC as introduced in May of 2017, there is a real potential
for the City of Rocklin to be stripped of their current Rule 20A credits.

Recommendations: With conversion projects in decline due to the high cost of conversion and with over
S1 billion of credits not being used and held by approximately 500 cites and with rulemaking changes
being proposed to the CPUC, it remains my recommendation that we pursue a sale of $438,080 in
accrued credits to the Town of Tiburon at the purchase price of $109,520.

Alternatives:
e Provide further direction to staff
e Take no action

As the program is unregulated neither PG&E, nor any of the other energy providers monitor
trade/loan/sale transaction. PG&E only requires a signed MOU and letter of transaction between
jurisdictions and they will amend the designated allocation and credit balance accordingly.

Ricky A. Horst, City Manager Steven Rudolph, City Attorney
Reviewed for Content Reviewed for Legal Sufficiency

RSO TR

Kim Sarkovich, CFO/ACM
Reviewed for Financial Sufficiency
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Attachments:

e Resolution 2018- XXX, A Resolution of the City of Rocklin Approving the Memorandum of
Understanding for the Transfer of PG&E Rule 20A Credits to the Town of Tiburon in Exchange for
General Fund Dollars

e Memorandum of Understanding between the Town of Tiburon and the City of Rocklin for the
Sale and Transfer of Rule 20A Credits
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RESOLUTION NO. 2018-

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF ROCKLIN APPROVING THE
MEMORANDUM OF UNDERSTANDING FOR THE
TRANSFER OF PG&E RULE 20A CREDITS TO THE TOWN OF TIBURON
IN EXCHANGE FOR GENERAL FUND DOLLARS

WHEREAS, the City of Rocklin currently has approximately $438,080 of PG&E Rule 20A
Credits available for the conversion of overhead electrical utilities to underground, which
cannot be used for any other purpose; and

WHEREAS, the City of Rocklin does not have any existing ability to use the City’s Rule
20A Credits; and

WHEREAS, the California Public Utilities Commission and PG&E allow for Rule 20A
Credits to be loaned from one agency to another; and

WHEREAS, the Town Council for the Town of Tiburon recently authorized their staff to
enter into an agreement with the City of Rocklin for the transfer of $438,080 of the City of
Rocklin Rule 20A Credits to the Town of Tiburon, in exchange for a $109,520 payment to be
used at the City of Rocklin’s discretion; and

WHEREAS, the City Council for the City of Rocklin has reviewed and understands the
terms for the transfer of credits set forth in the attached Memorandum of Understanding;

NOW THEREFORE, the City Council of the City of Rocklin does resolve as follows:

Section 1. The City Council hereby approves the Memorandum of Understanding
between the City of Rocklin and the Town of Tiburon for the transfer of $438,080 of Rocklin’s
PG&E Rule 20A Credits in exchange for a cash payment from the Town of Tiburon to the City of
Rocklin in the amount of $109,520, in substantially the form attached hereto as Exhibit “A” and
incorporated herein by reference.

Section 2. The City Manager is hereby authorized execute the Memorandum of
Understanding with the Town of Tiburon and to take all necessary action to carry out the terms
of such agreement.

Section 3. The City Council hereby directs that the General Fund dollars received in
exchange for Rocklin’s PG&E Rule 20A credits shall be used for Quarry Park Enhancements.
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PASSED AND ADOPTED this 13" day of March, 2018, by the following vote:

AYES: Councilmembers:
NOES: Councilmembers:
ABSENT: Councilmembers:
ABSTAIN: Councilmembers:
Kenneth Broadway, Mayor
ATTEST:

Barbara Ivanusich, City Clerk
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MEMORANDUM OF UNDERSTANDING

This Memorandum of Understanding (MOU) is entered into the  day of , 2018
(Effective Date), by and between the City of Rocklin (ROCKLIN) and the Town of Tiburon
(TIBURON). ROCKLIN and TIBURON are sometimes individually referred to herein as
“Party” and collectively as “Parties”.

RECITALS

A. Electric Utilities collect and annually allocate credits to communities to convert overhead
electric facilities to underground electric facilities. (These credits are commonly referred to as
Rule 20A Credits). The amount of said credits allocated by Pacific Gas and Electric Company
(PG&E) to the City of Rocklin is hereafter referred to as the “Rocklin Allocation”.

B. TIBURON hereby represents that it is eligible to use Rule 20A Credits and has the
Tiburon Boulevard Utility Undergrounding Project(Project) planned which can utilize Rule 20A
Credits.

C. On February 21, 2018, the TIBURON Town Council authorized the TIBURON Town
Manager to enter into this MOU with ROCKLIN to receive the transfer of ROCKLIN Rule 20A
Credits. ’

D. On February 27, 2018, the ROCKLIN City Council authorized the ROCKLIN City
Manager to enter into this MOU with TIBURON for the transfer of ROCKLIN Rule 20A Credits
to TIBURON.

AGREEMENT
NOW, THEREFORE, the Parties hereto agree as follows:

1. ROCKLIN agrees to assign, for use by TIBURON, its rights and interests in $438,080 of
Rocklin’s Allocation to TIBURON, and TIBURON agrees to acquire, for consideration,
$438,080 of Rocklin’s Allocation in accordance with the terms of this MOU. This MOU shall be
subject to the approval of the Town of TIBURON and the City of ROCKLIN and shall become
effective on the date when both such approvals have been obtained (Effective Date).

2. ROCKLIN agrees to transfer to TIBURON $438,080 of ROCKLIN uncommitted Rule
20A Credits, at a purchase amount of $109,520.

3. Within five (5) business days of the Effective Date, TIBURON shall make a payment to
ROCKLIN in the amount of $109,520 (Acquisition Price). The Acquisition Price shall be made
in immediately available funds via check or wire transfer to an account designed by ROCKLIN.
The Acquisition Price shall constitute full consideration for the transfer and assignment of the
Rocklin Allocation transferred pursuant to this MOU.
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4. Within five (5) business days of ROCKLIN’s receipt of the Acquisition Price funds,
ROCKLIN shall deliver a written request to PG&E, with a copy to TIBURON, making a formal
request to transfer and assign $438,080 of the Rule 20A Credits contained in the Rocklin
Allocation to and for the benefit of TIBURON. ROCKLIN shall cooperate in good faith with
TIBURON to provide any additional documentation or information that is reasonably requested
by PG&E to complete the transfer. In the event that PG&E is unable to complete the transfer,
ROCKLIN shall return the Acquisition Price funds to TIBURON within ten (10) business days
of TIBURON’s written notification to ROCKLIN.

5. TIBURON acknowledges and agrees that it has conducted its own investigation as to the
applicability and transferability of the Rocklin Allocation for use by TIBURON and that
ROCKLIN has not made any representation or warranty to TIBURON with respect to same. The
actual use of the Rocklin Allocation by TIBURON shall be subject to the rules and procedures
adopted by PG&E, the California Public Utilities Commission, and such other conditions or
requirements as are set forth in the Public Utilities Code.

0. In the event that either Party is in breach of its obligations as set forth in this MOU, then
the non-defaulting Party shall have the right to terminate this MOU on ten (10) business days’
written notice to the defaulting Party unless the default is cured within the notice period. Upon
termination for breach, the non-defaulting party may exercise any right or remedy which it may
have under applicable law.

7. All notices to be given pursuant to this MOU shall be delivered in person, by U.S. mail,
or by commercial overnight delivery and shall be effective upon receipt. All notices shall be sent
and addressed to the representative of the Party that signs this MOU on behalf of the Party.

8. This MOU shall be governed and construed in accordance with the laws of the State of
California, and any action brought relating to this MOU shall be adjudicated in a court of
competent jurisdiction in the County of Placer.

9. Fach party shall at its own cost and expense comply with all statutes, ordinances,
regulations and requirements of all governmental entities, including federal, state, county or
municipal, whether now in force or hereinafter enacted.

10. A waiver by either party of any breach of any term, covenant, or conditions contained
herein shall not be deemed to be a waiver of any subsequent breach of the same or any other
term, covenant, or condition contained herein, whether of the same or a different character.

11. The terms of this MOU shall be construed 1n accordance with the meaning of the
language used and shall not be construed for or against either Party by reason of the authorship
of the MOU or any other rule of construction which might otherwise apply.

12. If any term or portion of this MOU is held to be invalid, illegal, or otherwise

unenforceable by a court of competent jurisdiction, the remaining provisions of this MOU shall
continue in full force and effect.
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13. In the event of any dispute or legal action arising under this MOU, the prevailing Party

shall not be entitled to attorney’s fees.

14. This MOU may be executed in two or more counterparts, each of which shall be deemed
an original and all of which together shall constitute one and the same instrument.

IN WITNESS WHEREOF, ROCKLIN and TIBURON have executed this Memorandum of
Understanding effective on the date and year first hereinabove set forth.

Dated:

Dated:

Dated:

Dated: /2/&‘? é// (Z

/ /"’

CITY OF ROCKLIN

Ricky A. Horst, City Manager

ATTEST:

Barbara Ivanusich, City Clerk

APPROVED AS TO FORM:

Steven P. Rudolph, City Attorney

TOWN OF TIBURON

7=
GregﬁC anis, Town Manager
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Dated: Z/Z@//g

Dated: ;—/ZX//X

ATTEST:

et

Lea Stefaﬁi, Town Clerk

APPROVED AS TO FORM:

g

e el

V4

Benjamin Stock, Town Attorney
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