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Can the PG&E Bankruptcy Create Profits for
Hedge Funds?
JOE MCGUANE, CFA, SENIOR RESEARCH ANALYST, ALTERNATIVES

PG&E’s performance during 2018 and into 2019 reflects wildfire liability speculation
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This week’s chart examines the price performance of Pacific Gas and Electric (“PG&E”) Corporation’s public
debt and equity. Because of what they provide, publicly traded utilities have long been considered defensive
investments due to their relative stability throughout economic cycles.
In the third quarter of 2018 hedge funds began buying shares of this California public utility on the view that
PG&E’s liability for 2017 wildfires would be much lower than expected. This buying took place ahead of the
deadliest wildfire in California history which many blamed on PG&E electrical lines. PG&E’s exposure to wildfire
liabilities is heightened by the state’s inverse condemnation, a legal standard which holds utilities responsible for
all damages caused by their equipment. On January 29 th PG&E filed for bankruptcy related to the more than $30
billion in liabilities it faces related to California wildfires in 2017 and 2018.
Many hedge funds that bought both debt and equity of PG&E in the third quarter of last year have seen the equity
and debt sell-off over 60% and 18% respectively through January. This price drop has caused some managers to
exit their positions. With the company announcing a bankruptcy filing, distressed hedge funds have stepped in to
buy up both the equity and debt of the company. Their rationale for doing so is that the payout of the liabilities
will be smaller than originally expected and thus both equity and debt prices can recover enough to deliver a
profit relative to the currently depressed prices.
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently
verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on
financial market trends constitute our judgment and are subject to change without notice. This material is not financial advice
nor an offer to purchase or sell any product. References to specific securities are for illustrative purposes only and do not
constitute recommendations. Past performance does not guarantee future results.

About Marquette Associates
Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a
focused client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions
to become more effective investment stewards. Marquette is a completely independent and 100% employee-owned
consultancy founded with the sole purpose of advising institutions.
For more information, please visit www.marquetteassociates.com.
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