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Main Points to Consider on the California Wildfire ‘Process’ 

• Wildfire fund is not a panacea: still has a 20% deductible  for 3-years cumulative period: creates 
clear risks on initial exposure. Recall PG&E can only access it if it exits process by June ’20. 

 

• We continue to see renewable  contracts as intact: positive to the sector despite earlier fears 

 

• Securitization is still the main open policy question 

 

• Non-monetary operational fixes to utilities still very much active and underway for PG&E to 
address future efforts.  

 

• How will utilities operate in future for capacity procurement: will they really be counterparties 
given their embedded fire-risk as a counterparty? 

 

• How will de-energizations shift attitudes toward distributed generation? We see this as a clear 
potential positive factor to the sector still 
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PG&E Corp: Framing the Latest Steps 

Source: BofA Merrill Lynch Global Research estimates, company filings, Bloomberg “$ in Mn, except per share data  

• Creditors propose Alternative Plan of reorganization with victims on board 
• The Ad Hoc Creditors (bondholders) and torts (victims) reached a deal  
• Deal would be settled at $24Bn inclusive of all wildfire claims, subrogation, through a 

combination of shares and common stock 
• Allocation between beneficiaries was undisclosed 
• Plan calls for $28.4bn of new money in exchange for 58.8% common stock of the 

reorganized PG&E. Would substantially reduce equity holders when taken in conjunction 
of bondholders and torts. 

 
• We expect PCG to match or offer a modest discount to the implied tort offer 

• PCG formalized a deal to resolve all insurance subrogation claims for $11Bn 
• Previously settled with Munis for $1Bn 

 
• We see this update as constructive. The terms at which torts are willing to settle (with claims 

north of $40Bn initially) de-risks the ranges of outcome. 
 

• Absolute Priority Rule? - latest arguments raised by the torts is the 'Absolute Priority' rule of 
their claims  

 "precludes an insurer from recovering any third-party funds unless and until the 
 insured has been made whole for the loss".  
 
• Key dates to watch include 9/24 bankruptcy hearings and CPUC data points later this week. 
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PG&E Corp: Critical Caveats to understand 

Source: BofA Merrill Lynch Global Research estimates, company filings, Bloomberg “$ in Mn, except per share data  

• PG&E Financings:  
• $7Bn of Holdco Debt as new indebtedness, 1/3rd of total $21Bn need 
• $14Bn of Backstop/Rights Offering/Permitted Equity Offering 

 
• Net Income:  

• Mgmt's assumption of $2.2Bn (vs. $2.5-2.6Bn in our last '21 outlook) reflects both 
additional Holdco interest of ~$0.2 Bn and unrecoverable wildfire costs. We caution 
investors from over-emphasizing this illustrative view of Net Income as a starting point for 
any multiple. Bottom line, core business should continue to accrue similar Net Income 
adjusted for ~$100 Mn in non-recoverables expenses for wildfires. 

• Transmission ROEs for EIX just got established at ~11.2% with 50bp RTO adder: but we still 
think cost of capital is largely unchanged. Higher than we had thought previously. 

 
• Securitization: Finding Savings for a non-legislative securitization effort? 

• This appears the latest effort and could very well involve another element of opex & 
interest. We see this as critical to watch how this evolves given potential upside. 

• Can securitization legislation be raised again next year as an explicit revenue deferral, 
potentially enabling tax-free financing solution too. 

• None of these contemplated solutions would have an impact on ratepayers but rather find 
a less immediate way to raise capital. 
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PG&E: Equity Capital Raise is critical question now…. 

• The illustrative deck from mgmt. proposes upwards of 60% provided from existing 
shareholders, rather than closer to 100% contemplated by many. Reductions in the form of asset 
sales was not discussed nor was any more complicated tax monetization efforts to effectively 
lever against future NOLs.  

 

• Strong incentive to allow the existing shareholders to pay-in to keep their overall % ownership 
intact: this is critical to the recovery scenario among investors. 

 

• Dilution could be driven by payments to liabilities directly: instead of raising capital dollar-for-
dollar. 

 

• How much can be securitized against future NOLs? This remains a further angle to limit total 
equity raise.  
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PG&E Debt Considerations 

Historically BBB+ companies require ~mid-teens FFO/debt for IG metrics according to rating 
agencies 

 

There is also a total indebtedness at HoldCo: typically ~30% or so. The $7 Bn would place this at 
~20% Holdco/Total Debt 

 

We also flag ~$5 Bn of other liabilities (leases/pension) from the parent to consider when 
calculating FFO/Debt metrics 
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Building momentum in the CPUC process? 

Source: BofA Merrill Lynch Global Research estimates, company 
filings, Bloomberg “$ in Mn, except per share data  

• Critical Items to watch for upcoming open meeting at the CPUC later this week 
• Locate and mark 
• OII on '17 wildfires (and potentially '18) 
• Cost of Capital 
• Securitization through AB1054  
• Capital structure waiver 

• Focus is on achieving wider settlements on key cases to reduce underlying risk. 
• Sources of capital: Equity commitments and Others  

• $27.4Bn of OpCo debt (48% of ratebase); $7bn of Holdco debt; and $14bn of equity.  
• The backstop commitments are for $14.05/sh and PG&E is seeking a 60/40 split 

between a Rights Offering for existing shareholders and a new equity offering. 
• $4Bn of NOLs with potentially up to $7Bn through resolving claims that the company 

can monetize or raise OpCo debt against where it would not count against the capital 
structure. 

• Absent a settlement, the Tubbs trial is slated for January 7th with ~ a six week trial. pointing 
to a mid-February solution.  

 
 
 
 
 
 
 
 
 
 

Date Event Details/Potential Outcome
24-Sep Hearing on plan reorganization Constructiv e giv en Subro settlement
26-Sep End of Ex clusiv ity Potential for ex tension
26-Sep CPUC Open Meeting Momentum on settlements; OII on BK emergence
7-Oct Estimation Status Conference Proposal on how  to estimate claims
16-Oct Bankruptcy  Court Approv al of Subrogation 
21-Oct Bar Date Last date parties can file claims
26-Oct Due Date of Debtors IC brief Brief on inv erse condemnation
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What to Watch on Process? 

 

- TCC & the Torts:  This remains the most substantial outstanding question: however, with 
creditors having reached a collective $24Bn deal, the question is just how much is for the torts? 
Docs state that this is $15 Bn. Relative to the assumed $12Bn already committed to insurance 
companies & municipalities: this would imply a total closer to $27Bn. 

- Exclusivity: Who is driving the plan of reorganization. Right now, it’s the existing equity holders, 
but this question could ultimately be answered on October 8th rather than September 24th. The 
effort is for equity to maintain an exclusive hold on equity. 

- Value is there.. Question is how it gets shared among constituents. 

- Will anyone take PG&E stock in place of cash: this would be the incentive for some to negotiate 
it would seem? 

- No one has incentive to reject renewables: We recently upgraded CWEN to Buy predicated on 
this growing comfort in contract integrity. 
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California Diversification: Contrasting SRE from its peers 
PCG/EIX 

SRE: Has embarked on diversification strategy 

 

Meanwhile both PG&E and EIX have abundant credit latitude, but have not diversified.  The 
question is just when & how will this be deployed. Leverage capacity could very well be deployed 
to address wildfire funds, but we haven’t been too hopeful given potential look-thru at capital 
structure back to Opco (particularly given ongoing CoC case). 

No CPUC waivers have been provided on capital structure beyond that allowed explicitly for 
wildfire fund contributions. 

 

PG&E proposal has a placeholder for $7bn of holding company debt: this would largely utilize 
existing leverage capacity..  

 

A question is just how Holding company latitude can be employed and/or what instruments would 
be palatable? 
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Edison International (EIX - Neutral $80 PO): SOTP Valuation 

Source: BofA Merrill Lynch Global Research estimates, company filings, “$ in Mn, except per share data  
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Edison International (EIX - Neutral $80 PO): EPS Estimates 

Source: BofA Merrill Lynch Global Research estimates, company filings, Bloomberg “$ in Mn, except per share data  
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Price Objective Basis and Risk 

Edison International (EIX; USD74.16; B-2-8) 

Our $80 PO is based on SOTP, applying a 2x disc to the FERC and CPUC jurisdictional subsidiaries, and the parent/other segment (vs peer P/E of 19.9x on 2021E, grossed up to 2019 by 5% to reflect 
capital appreciation across the sector).The disc reflects CA inverse condemnation liab risk. We apply 10x 2021E P/E to the Edison Energy segment to reflect uncertainty in the nascent biz. We net 
out ongoing contribution to the fund on an NPV basis. Lastly, we assume equity financing to fund '17/18 wildfire claims.  

Downside risks: 1) Regulatory outcomes less favorable than expected. 2) Natural disasters or catastrophic events can affect system reliability and are subject to regulatory cost recovery risk. 3) 
Interest rate risk. 4) Non-reg businesses are inherently more risky and subject to both execution risk and commodity variation. 5) CA has specific risks given the differentiated regulatory regime. 6) 
CA wildfires. Upside risks: rate case outcome above what's embedded in companies' guidance and BofAMLe, lower interest rates, more constructive regulatory / legislative outcomes to address 
wildfire risk 

PG&E Corporation (PCG; USD11.54; -6-) 

We have removed the investment opinion on the company's stock. Investors should no longer rely on our previous opinion or price objective. 
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Analyst Certification 

I, Julien Dumoulin-Smith, hereby certify that the views expressed in this research report accurately reflect my personal views about the subject securities and issuers.  I also certify that no part of 
my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or view expressed in this research report. 
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Equity Investment Rating Distribution: Alternative Energy Group (as of 30 Jun 2019) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 5 62.50%  Buy 4 80.00% 
Hold 2 25.00%  Hold 2 100.00% 
Sell 1 12.50%  Sell 1 100.00%  
Equity Investment Rating Distribution: Utilities Group (as of 30 Jun 2019) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 61 44.20%  Buy 47 77.05% 
Hold 42 30.43%  Hold 30 71.43% 
Sell 35 25.36%  Sell 27 77.14% 
 

 
Equity Investment Rating Distribution: Global Group (as of 30 Jun 2019) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 1516 51.23%  Buy 942 62.14% 
Hold 687 23.22%  Hold 431 62.74% 
Sell 756 25.55%  Sell 380 50.26% 
* Issuers that were investment banking clients of BofA Merrill Lynch or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only stocks. A stock rated Neutral is included as a Hold, and a stock rated 
Underperform is included as a Sell. 

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and 
C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are 
three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are 
less attractive than Buy rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return 
expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better understand the total return expectation at any given time. 
The price objective reflects the analyst’s view of the potential price appreciation (depreciation). 

Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster* 
Buy ≥ 10% ≤ 70% 

Neutral ≥ 0% ≤ 30% 
Underperform N/A ≥ 20% 

* Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster. 

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of 
stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BofA Merrill Lynch report referencing the stock. 
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Important Disclosures 

Price charts for the securities referenced in this research report are available at https://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed. 
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BofA Merrill Lynch Research Personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America 
Corporation, including profits derived from investment banking. The analyst(s) responsible for this report may also receive compensation based upon, among other factors, the overall profitability 
of the Bank’s sales and trading businesses relating to the class of securities or financial instruments for which such analyst is responsible. 
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for purposes of ERISA, the US tax code, the Investment Advisers Act or otherwise. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and 
implementing investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may not be realized. Any decision to purchase 
or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the prospectus or other offering document issued in connection 
with such offering, and not on this document. 
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Other Important Disclosures 

Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not 
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including, among 
others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial instruments 
may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from 
such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire 
principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change. 

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer or the market that is anticipated to have a short-
term price impact on the equity securities of the issuer. Short-term trading ideas and recommendations are different from and do not affect a stock's fundamental equity rating, which reflects both 
a longer term total return expectation and attractiveness for investment relative to other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less 
positive than a stock's fundamental equity rating. 

BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such 
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to executing 
any short idea contained in this report. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned herein. Investors in such securities and instruments, including 
ADRs, effectively assume currency risk. 

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities located 
outside of the United Kingdom. 

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time, 
hold a trading position (long or short) in the securities and financial instruments discussed in this report. 

BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, 
and reach different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the 
persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this 
information. 

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection 
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond the 
delivery of this report (unless otherwise agreed specifically in writing by BofAS If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to herein, 
BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions, including 
transactions in any securities referred to herein. 

Copyright and General Information: 

Copyright 2019 Bank of America Corporation. All rights reserved. iQprofile℠, iQmethod℠ are service marks of Bank of America Corporation. iQdatabase® is a registered service mark of Bank of 
America Corporation. This information is prepared for the use of BofA Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, 
without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research information is distributed simultaneously to internal and client websites and other portals by BofA 
Merrill Lynch and is not publicly-available material. Any unauthorized use or disclosure is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, 
retransmit, or disclose to others the contents, opinions, conclusion, or information contained herein (including any investment recommendations, estimates or price targets) without first obtaining 
express permission from an authorized officer of BofA Merrill Lynch. 
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Other Important Disclosures 

Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect 
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between BofA 
Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such issuers. To the 
extent this material discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own 
legal advisers as to issues of law relating to the subject matter of this material. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which any BofA Merrill Lynch entity 
and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts 
and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas 
of BofA Merrill Lynch in connection with the legal proceedings or matters relevant to such proceedings. 

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any 
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Merrill Lynch Global 
Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report 
containing such rating, recommendation or investment thesis. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek 
tax advice based on their particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information 
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content 
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA 
Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information 
to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them. 

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without notice. 
BofA Merrill Lynch is under no obligation to update this information and BofA Merrill Lynch’s ability to publish information on the subject issuer(s) in the future is subject to applicable quiet 
periods. You should therefore assume that BofA Merrill Lynch will not update any fact, circumstance or opinion contained herein. 

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch policy-related restrictions on the 
publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current. 

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current.  Always refer to the most recent research report relating to 
an issuer prior to making an investment decision. 

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or its 
security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial 
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit purchases 
of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies. 

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this 
information. 
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