
California policymakers and regulators are reshaping 
how the world’s fifth- — and soon-to-be fourth — 
largest economy is powered. Eventually all facets of 
the state’s economy, from transportation and home 
building to the industrial and manufacturing sectors, 
will be powered almost entirely by electricity. A 
thoughtful transition will be critical to support 
this electrified economy, which is a key solution to 
reduce greenhouse gas (GHG) emissions. 

Serving 25% of the state, California’s publicly 
owned electric utilities (POUs) are not-for-profit 
and governed by locally elected officials. POUs will 
be central collaborators in ensuring the successful 
transition to economy-wide electricity. 
 
There are concerns and challenges that must be 
addressed. Every Californian — whether it be job  
commuters; manufacturers; truckers; or those living 
in the Central Valley, the far north of California, or 
coastal residents, must have access to affordable 
electricity. If Californians see their electricity costs 
rising too much and too fast, it will erode confidence 
in the transition to a nearly all-electric economy and 
will harm one of  California’s most important tools in 
the fight against climate change.

Today: Electricity, Natural Gas and Petroleum 
Power California’s Economy 

California’s present-day economy relies on three 
main power sources: 

1. Electricity powers businesses, manufacturing 
and homes. About 60% of electricity comes 
from renewable and zero-carbon sources; the 
other 40% comes from natural gas generation 
and imports from other states.

2. Natural gas powers industry, heats homes, 
and generates electricity. Among all states, 
California is the second largest user of natural 
gas in the nation. 

3. Petroleum is primarily used in cars and trucks. 
The transportation sector uses 85% of the 
petroleum in California, with the industrial and 
manufacturing sectors using the rest.

California is Quickly Transitioning to a Nearly All-
Electric Economy

California’s Climate Commitment initiated by the 
Newsom Administration aims for an oil-free future. 
To achieve this, the state has already taken, or is 
planning to take, the following actions:

• All new cars and light-trucks sold by 2035 will 
be electric or zero-emission. The Air Resources 
Board (ARB) Advanced Clean Cars II Rule was 
adopted in June 2022.

• Soon, there will be a nearly all-electric sales 
requirement for new heavy-duty trucks. ARB is 
currently crafting the Advanced Clean Trucks 
(ACT) Rule, with approval slated for later in 2023.

• New purchases for public and private vehicle 
fleets will be electric or zero-emission likely 
starting in 2027. ARB’s Advanced Clean Fleets 
Rule will be adopted in 2023. It builds on the ACT 
Rule, which sets the sales requirement. 

• Public transit will run on electricity. ARB’s 
Innovative Clean Transit Rule was adopted in 2018, 
requiring all public transit agencies to transition 
their bus fleets to zero-emission by 2040. 

• ARB likely will ban natural gas appliance sales, 
leading to all-electric homes. Under ARB’s 
proposal, homeowners would no longer be able 
to purchase natural gas stoves, heaters, or water 
heaters by 2030.

POU Electric Rates are Lower Than IOU Rates, 
But California Electric Rates Overall are Already 
Among the Highest in the Nation. Inflation, Supply 
Chain Limitations and New Mandates will Push 
Them Higher.

Although POUs’ rates are on average at least 15% 
lower than investor-owned utilities’ (IOUs) rates, 
Californians in general pay some of the highest 
rates for electricity in the country. Only customers 
in Alaska, Connecticut, Hawaii, Massachusetts, and 
Rhode Island pay more. Since 2000, California 
customers’ electric rates have risen 65% more than 
average increases nationwide, according to federal 
government data. 
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While electric rates in California are high, and so 
are commercial electric bills, the average residential 
electric bill in California is generally just above the 
nationwide average due to California’s successful 
energy efficiency programs and temperate coastal 
climate that traditionally result in lower electricity 
consumption overall.

However, utility bill averages in a state the size of 
California, with its geographic and socioeconomic 
diversity, do not appropriately capture the full 
picture of electricity affordability. For example, a 
statewide average does not account for significant 
regional variation in electricity consumption due to 
more frequent air conditioning use in hotter regions, 
increasing temperatures that drive the need for 
more air conditioner use in regions that typically 
have not needed it, and California’s plans to electrify 
and thereby increase every resident’s monthly use 
of electricity. 

There also are significant near- and long-term cost 
pressures on electric rates. One major cost driver 
is achieving the state’s clean energy goals of 60% 
renewable by 2030, 90% renewable and zero-
carbon by 2035, 95% by 2040, and 100% by 2045. 

• It will cost at least $100 billion to build out
the generating resources and transmission
powerlines needed to achieve a 100% clean
energy grid. An initial California Energy
Commission study estimated the generating
resource cost at $72 billion. Additionally, the
California Independent System Operator, which
manages the transmission grid for 80% of the
state, estimates there are at least $30.5 billion
in transmission investments potentially needed
through 2040.

• Total costs to customers for distribution-level
investments, wildfire mitigation, and other
costs supporting the clean energy transition are
largely unknown. Other cost pressures include
investments in wildfire mitigation, grid hardening
and expansion, and customer programs such as
rebates and paying customers to reduce demand
during times when the grid is under stress.

• Inflation and supply chain constraints are
driving up costs. The electric sector is feeling the
continuing effects of inflation and COVID-induced
supply chain delays, and those associated costs
are passed on to utility customers. Inflation
is increasing the price of essential electrical
components like transformers and wires. For
example, wind and solar contract prices increased

by more than 19% in one quarter in 2021. A recent 
survey found 86% of utilities  nationwide have 
experienced higher project costs resulting from 
shortages of key commodities, materials, and 
labor. Inflationary pressures and supply chain 
impacts will be passed on to customers through 
higher rates. 

High Electric Rates Hinder California’s Climate 
Programs: It’s Vital to Avoid One-Size-Fits-All 
Solutions, to Promote Implementation Flexibility, 
and for the State and Federal Government to 
Provide Support

The Legislative Analyst’s Office and the state’s 
own energy agencies, as well as industry experts, 
all agree high costs for electricity harm California’s 
broader electrification goals because they 
discourage adoption of the technologies needed 
to combat climate change. If electric prices rise too 
high and too fast, Californians will be even more 
reluctant to buy in to the state’s vision for a nearly 
all-electric future that relies on electric cars and 
trucks, electric heat pumps, electric stove tops, and 
electric-powered manufacturing processes. 

We can’t get this wrong. California is a national 
leader on climate change solutions, including the 
clean energy grid. It’s important to get it right 
because states across the U.S. likely will replicate  
many of California’s programs and policies. All eyes 
are on California. 

Navigating the many variables and continuous 
changes that are part of the transition to an all-
electric economy is incredibly nuanced, complex, 
and dynamic. A key ingredient for success will be 
maintaining a POU’s authority to design rates and 
programs that meet state climate goals, while also 
reflecting realistic costs and that meet the needs 
of the POU’s unique local community. Every effort 
should be made to recognize the value of local 
control, oversight, and accountability of a POU’s 
governing body to its customer-owners. On the 
flipside, policies that prescribe specific solutions 
or choose specific technologies will lead to higher 
costs for utility customers.

In addition, the state of California — working with 
utilities, regulators, and the federal government 
— has a responsibility to move forward with a 
reasonable and thoughtful clean energy transition 
that is paired with robust and ongoing investments 
so the electric grid can support California’s 
economywide climate goals.


