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Dear Mr. Brundage:

Per your request, please find enclosed our report of the Economic and Level of Service
Impacts Resulting from the Annexation by the Sacramento Municipal Utility District
(SMUD) of Pacific Gas and Electric Company’s (PG&E) Service Territories in the
Cities of West Sacramento, Davis, Woodland, and unincorporated areas of Yolo
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This report sets forth our analysis and opinions relating to SMUD’s annexation and
condemnation of PG&E’s property in the area proposed for annexation.

If you have any questions, please do not hesitate to call.

Very truly yours,

Glenn C. Walker
GCW/dl
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Introduction

GES Engineers & Appraisers (GES) has been retained by the Sacramento County Local
Agency Formation Commission (LAFCo) to prepare an analysis of the economic and
level of service impacts resulting from the annexation of the Cities of West Sacramento,
Davis, Woodland, and portions of unincorporated Yolo County (Annexation Area) into
the Sacramento Municipal Utility District (SMUD).

The purpose of this report is to provide the LAFCo with an analysis of whether the
expansion by SMUD into the Annexation Area is consistent with certain factors set
forth in the Cortese-Knox-Hertzberg Government Reorganization Act of 2000 (CKH
Act) addressing the cost and adequacy of services provided by government agencies.

These factors can be addressed by answering two primary questions which are:

1.  What is the difference in the expected cost of service to the existing SMUD
customers and those in the Annexation Area that would result from approval
by LAFCo?

What is the difference in the expected level of service to both groups of
customers that would result from the approval by LAFCo?

38

Economic Impacts of Annexation

The economic consequences of SMUD’s expansion into Yolo County and condemnation
of PG&E’s electric property in the Annexation Area could produce a wide range of
economic consequences for both SMUD’s existing customers and those it proposes to
annex.

The magnitude of the economic consequences will determine whether SMUD’s
annexation is in the public interest and should be approved by the LAFCo. SMUD’s
Board of Directors has already passed resolutions and taken steps to mitigate some of
those economic consequences and impacts on existing customers, the local
communities, and the customers in the Annexation Area.

SMUD’s mitigation measures include a surcharge for the Annexation Area to mitigate
any rate impact on existing SMUD customers. SMUD intends to make payments to the
local communities to replace the revenues that would have otherwise been provided by
PG&E in the form of franchise fees and property taxes, and includes these costs in the
rates charged to the annexation customers. Finally, SMUD has mitigated the impact to
the annexation customers by establishing a discount of at least 2% to the PG&E electric
rates at the time of annexation.

GES Engineers & Appraisers 1
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The total economic impacts of the annexation are best measured as the difference
between the expected PG&E rates for providing electric service in the Annexation Area
as compared to the rates SMUD will charge for equal or better service over a
reasonable forecast period. The higher the PG&E rates are relative to SMUD’s cost of
serving the Annexation Area, the greater the benefits of annexation and vice versa.

The economic impacts are dependent upon several variables that include the forecast of
PG&E rates, SMUD’s power supply and operating costs in the Annexation Area, and
the acquisition cast SMUD will incur to purchase and separate PG&E's electric system.
SMUD and PG&E agree, or have similar forecasts of some of these variables.
However, with respect to others, there are significant differences which result in
different estimates of the economic impacts associated with the annexation.

Since it is impossible to know the exact economic impact of the annexation, four
scenarios were selected to establish a range of the most likely economic impacts of
SMUD’s annexation. These four scenarios were selected as representing the most
probable differences between the PG&E rates and SMUD’s cost of service in the
Annexation Area. The results of the four scenarios are shown in the following table
and indicate a range of economic benefits from $165 to $380 million.

Present Value of Economic
Impact Over 20 Years

Estimated Adjusted PG&E SMUD's PG&E
Acquisition Cost Rate Forecast Rate Forecast
$163 million
(Assuming No Stranded Facilities)
(purchase price and start-up) $190 million $380 million
$188 million
(Assuming Stranded Facilities)
(purchase price and start-up) $165 million $360 million

The low end of this range represents the benefits that are created by a small difference
between the PG&E rates and SMUD’s cost of service, and are considered to be the
most achievable. The high end of the range represents a larger difference between the
PG&E rates and SMUD’s cost of service resulting in greater economic benefits. These
greater economic benefits are also considered achievable as SMUD’s rates have
historically been below those charged by PG&E and supportive of the larger difference.
Therefore, it is reasonable to assume that the economic benefits associated with the
annexation will fall within this range.

GES Engineers & Appraisers
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Level of Service

SMUD is proposing to provide service to all existing PG&E customers and any new
customers in the Annexation Area. The exceptions would be existing customers in the
Annexation Area that have chosen to take energy service from a provider other than
PG&E via a direct access contract.

The annexation proposed by SMUD is expected to provide the same level of service to
customers in the Annexation Area as currently enjoyed by its existing customers.
These services will be based on the cost of serving the Annexation Area customers and
providing service at least equal to that provided by PG&E.

The proposed October 2008 schedule for accomplishing the annexation is reasonable as
the majority of the infrastructure necessary to serve these customers will be condemned
from PG&E. The infrastructure that SMUD must construct to interconnect its existing
system with the Annexation Area is primarily comprised of a 115 kilovolt (kV)
transmission line and a new substation. Construction of these new facilities and
additional improvements to the system are expected to be funded at the same time as the
acquisition of the property purchased from PG&E and financed using a combination of
commercial paper and tax-exempt debt.

Our review of the information presented by SMUD indicates that it is reasonable to

assume that it will be able to accomplish the annexation and provide service and
reliability at least equal to that provided by PG&E.

GES Engineers & Appraisers 3
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1.0 Purpose of Analysis and Report

GES Engineers & Appraisers (GES) has been retained by the Sacramento County Local
Agency Formation Commission (LAFCo) to prepare an analysis of the economic and
level of service impacts resulting from the annexation of the Cities of West Sacramento,
Davis, Woodland, and portions of unincorporated Yolo County (Annexation Area) into
the Sacramento Municipal Utility District (SMUD).'

GES Engineers & Appraisers is a firm that provides valuation, consulting and
engineering services to clients throughout the United States. The firm’s two primary
services are 1) the valuation of public utility infrastructure, energy projects, and
complex industrial properties, and 2) consultation services to government entities for
regulatory matters, tax agreements, energy management, and policy issues. The staff
of GES includes professional engineers and appraisers with experience in a wide range
of energy and regulatory matters.

The purpose of this report is to provide the LAFCo with an analysis of whether the
expansion by SMUD into the Annexation Area is consistent with certain factors set
forth in the Cortese-Knox-Hertzberg Government Reorganization Act of 2000 (CKH
Act) addressing the cost and adequacy of services provided by government agencies.

The CKH Act identifies a list of factors for the LAFCo to consider in reviewing a
proposal for annexation.” These factors are intended to address orderly development
and coordination of local government agencies so as to advantageously provide for the
present and future needs of the County and its communities.” The factors that this
report addresses include the following:

e The need for organized community services; the present cost and adequacy of
governmental services and controls in the area; probable future needs for those
services and controls; probable effect of the proposed incorporation, formation,
annexation, or exclusion and or alternative courses of action on the cost and
adequacy of services and controls in the area and adjacent areas.

! SMUD generates, transmits, and distributes electric power to an approximately 900 square mile service
area. SMUD is the nation’s sixth largest community-owned electric utility, with annual revenues of over
$1.2 billion serving a population of greater than 1.2 million people. As of March 2005, SMUD had
approximately 560,000 customers and employed approximately 2,400 people, half of which were part of
SMUD’s service system. SMUD is governed by a seven-member Board of Directors elected by ward.
The Board determines policy, performs oversight, and sets rates, rules, and regulations for the SMUD
service territory.

? California Government Code § 56668.
3 California Government Code § 56425.

GES Engineers & Appraisers 4
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o The effect of the proposed action and of alternative actions, on adjacent areas,
on mutual social and economic interests, and on the local governmental structure
of the county.

e The ability of the newly formed or receiving entity to provide the services which
are the subject of the application to the area, including the sufficiency of
revenues for those services following the proposed boundary change.

e In the case of district annexation, whether the proposed annexation will be for
the interest of landowners or present or future inhabitants within the district and
within the territory proposed to be annexed to the district.

The factors identified above that LAFCo must consider are addressed by answering two
primary questions relating to the annexation, which are:

1.  What is the difference in the expected cost of service to the existing SMUD
customers and those in the Annexation Area that would result from approval
by LAFCo?

2

What is the difference in the expected level of service to both groups of
customers that would result from the approval by LAFCo?

This report will analyze these factors and provide our recommendations as they relate
to these questions for the LAFCo to consider with respect to the SMUD annexation.

1.1 Scope of Review

The research and analysis into the economic and level of service impacts associated
with the annexation are based upon documents provided to the LAFCo by SMUD and
Pacific Gas and Electric Company (PG&E),* and interviews of their respective
representatives by GES. The primary documents reviewed in connection with this
report are summarized below.

e Application for Annexation Sacramento Municipal Utility District (SMUD), July
29, 2005

*» PG&E September 16, 2005 filing to LAFCo including:

* PG&E is currently one of the largest combined natural gas and electric utilities in the United States.
PG&E generates, transmits, and distributes electric power to a 70,000 square mile service area. The
PG&E service area encompasses all of northern California, with the exception of local publicly-owned
utilities. As of December 31, 2004, PG&E’s annual electric revenues were approximately $10 billion
and reported to serve a population of 15 million people. PG&E is regulated by the California Public
Utilities Commission (CPUC) which is located in San Francisco. Rates established for services provided
by PG&E are set through a regulatory process governed by the CPUC based on cost of service pricing.

GES Engineers & Appraisers 5
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¢ PG&E’s Response to Sacramento County LAFCo Regarding SMUD’s
Proposed Annexation Within Yolo County, Volume 1, September 16,
2005 prepared by Global Energy Decisions and Black & Veatch

o Fair Market Value as of January 1, 2008 - PG&E Yolo County Electric
Properties SMUD Proposes to Condemn, September 2005 prepared by
Black & Veatch

e Fair Market Value as of January 1, 2008 - PG&E Yolo County Electric
Properties SMUD Proposes to Condemn - APPENDICES, September
2005 prepared by Black & Veatch

e Evaluation of SMUD’s Additional Power Cost Requirements to Serve the
Yolo Annexation Load, Volume III, September 15, 2005 prepared by
Global Energy Decisions

e SMUD September 2005 letter Regarding SMUD Annexation - update
Regarding Natural Gas Price Issues and CEC Staff Report Revised Reference
Case in support of the 2005 National Gas Market Assessment

e Ann Trowbridge (Downey Brand Attorneys, LP) letter to LAFCo Regarding
SMUD Annexation Application, December 2, 2005

e PG&E January 6, 2006 letter to LAFCo including:

e Aggregated inventory by equipment class and additional equipment
included in the field but not included in C-EDSA database

e Description of additional information and follow-up to items discussed or
included in letter from LAFCo

o PG&E February 1, 2006 letter to LAFCo from David E. Rubin including:
e Appendix 1 - Cost tables
 Appendix 2 - Assumptions and Methodology
e Appendix 3 - Response to SMUD’s December 2, 2005 letter

e SMUD Increase in Annexation Benefits and letter, February 15, 2006

e SMUD February 24, 2006 Annexation Application and letter SMUD Review of
the PG&E Inventory and Valuation Data Regarding the SMUD Annexation
Application

e PG&E February 28, 2006 filing to LAFCo including:

o PG&E’s Response to Sacramento County LAFCo Regarding SMUD’s
Proposed Annexation Within Yolo County, Volume 1, February 2006

o Fair Market Value as of January 1, 2008 - PG&E Yolo County Electric
Properties SMUD Proposes to Condemn, February 2006 prepared by
Black & Veatch

GES Engineers & Appraisers 6
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o Fair Market Value as of January 1, 2008 - PG&E Yolo County Electric
Properties SMUD Proposes to Condemn - APPENDICES, February
2006 prepared by Black & Veatch

e Volume III (Revised) - Evaluation of SMUD’s Additional Power Cost
Requirements to Serve the Yolo Annexation Load, February 27, 2006
prepared by Global Energy Decisions

e SMUD March 1, 2006 Response Regarding Legal Authority for Valuation
Methodology and letter, Ann Trowbridge (Downey Brand Attorneys, LLP)

e SMUD March 2, 2006 Response Regarding Folsom Annexation and letter

» PG&E March 8, 2006 Response to SMUD’s 2/24/06 Review of the PG&E
Inventory and Valuation Data

¢ SMUD March 15, 2006 Review of Electric System Reliability and Stranded
Facilities Regarding the SMUD Annexation Application

e SMUD March 15, 2006 letter Regarding PG&E’s comments on LAFCo DEIR
e SMUD March 15, 2006 letter Regarding PG&E rate estimates
e SMUD March 15, 2006 letter transmitting:
e PG&E Power Flow Study
* PG&E Preliminary Power Flow Study Report
e PG&E March 15, 2006 letter including
e Attachment 1 - Forecasted revenue requirements
e Attachment 2 - Assumptions
e Attachment 3 - Proforma
e Davis Wright Tremaine, LLP “Assessment of PG&E and SMUD Proposals
Regarding Valuation Methodologies Applicable to the Condemnation of Public
Utility Facilities”
e (California Public Utilities Commission Documents
o Selected PG&E Circuit Maps
e PG&E C-EDSA data

e California Energy Commission 2005 Integrated Energy Policy Report,
November 2005

It was beyond the scope of this report for GES to perform an independent inventory of
the property, or estimate of fair market value. Therefore, the analyses and conclusions
presented in this report are based upon the information provided to the LAFCo and
GES by SMUD and PG&E which form the basis of our opinion. GES does not
represent that the inventory of property, methods of analysis, and conclusions drawn

GES Engineers & Appraisers 7
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from information presented by SMUD and PG&E would be the same as that employed
by GES had it been retained to perform an independent analysis.

1.2 Proposed Annexation

In February 2003, the Cities of West Sacramento, Davis, Woodland, and portions of
unincorporated Yolo County formally requested that SMUD consider annexing these
cities and adjacent portions of Yolo County into SMUD’s service territory. At the time
of this request, electric service to this area was being provided by PG&E. The reasons
for requesting SMUD to annex this area were that the cities in Yolo County anticipated
the potential for lower rates, the ability to participate in decision making on energy
related issues at the local level, and the potential to improve reliability and customer
service compared to PG&E. The request for annexation was based largely on
information contained in a September 2002 study prepared by Navigant Consulting,
Inc. for the City of Davis.®

The Annexation Area is shown in Figure 1.

* Application for Annexation SMUD, July 29, 2005, pg. 2.

GES Engineers & Appraisers 8
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FIGURE 1
MAP OF ANNEXATION AREA®
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Ferritory SMUD -

“Z% DISTRICT

In April 2003, the SMUD Board of Directors adopted an annexation policy that sets the
criteria that must be met for SMUD to consider annexation of any area beyond its
current boundary. It was established that SMUD would only consider annexing
territory into its electric service area if all of the following criteria are met:’

e The area proposed for annexation must be a relatively dense, urban area.
e The potential Annexation Area must be a growing area.

* The area must lie within approximately 30 miles driving distance from SMUD
customer service facilities.

e The local jurisdictions seeking annexation must take the initiative by formally
requesting that SMUD’s Board of Directors consider annexation.

¢ The local jurisdictions agree to share in the cost of a study to assess the
feasibility of annexation.

® Source: http://www .smud.org/annexation/pdfs/lafco/Attmt %20C_Maps/Boundary Vicinity.pdf.
’ Application for Annexation SMUD, July 29, 2005, pg. 2.

GES Engineers & Appraisers 9
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The SMUD Board of Directors and Yolo County jointly authorized an independent
analysis of the feasibility of annexation. The study contract was awarded to a team
headed by R. W. Beck, Inc. (Beck) in March 2004.° The Beck report was completed in
January 2005 and concluded that annexation was technically and financially viable and
promised economic benefits to both SMUD’s existing customers and those in the
proposed Annexation Area.’

After this study was released, the West Sacramento, Woodland, and Davis City
Councils and the Yolo County Board of Supervisors held a series of public meetings to
discuss the findings of the Beck report. In March and April 2005, the City Councils
and the Yolo County Board of Supervisors unanimously voted to formally seek
annexation by SMUD. On April 5, 2005, the Cities of West Sacramento, Davis, and
Woodlannd and the County of Yolo passed a joint resolution requesting annexation by
SMUD.'

The SMUD staff validated and augmented the Beck report in May 2005 and released its
own analysis which confirmed that the annexation was both technically and financially
feasible. In addition, in May 2005, Dr. Sanjay Varshney, the Dean of the College of
Business Administration at California State University, Sacramento provided the
SMUD Board of Directors with the results of his independent consulting review of the
methodology and assumptions used both in the Beck report and the SMUD staff
analysis. Dr. Varshney concluded “both the Yolo and SMUD customers are likely to
benefit from the annexation since the benefits are achievable.”"

The SMUD Board of Directors voted on May 19, 2005 to submit an annexation
application to the LAFCo based on the Beck report, the SMUD staff analysis, the Dr.
Varshney findings, public hearings, and other public input. On July 29, 2005, SMUD
submitted an application to the LAFCo seeking approval of the Annexation Area into
SMUD’s electric territory and sought approval by the LAFCo of the annexation.

On August 22, 2005, the LAFCo made a request by letter to the California Public
Utilities Commission” (CPUC) for a determination of whether the annexation will

¥ R. W. Beck, Inc. was the project manager and lead consultant responsible for the economic analysis,
conclusions, and final report. Stone & Webster Management Consultants and Lucy Company provided
the inventory of property and communication plan. The report prepared by this group is referred to
collectively as the Beck report for ease of presentation.

? Application for Annexation SMUD, July 29, 2003, pg. 3.

© Ibid, pg. 10.

" Ibid, pgs. 10-11.

2 Ibid, pg. L1.

" The California Public Utilities Commission (CPUC) regulates privately owned telecommunications,
electric, natural gas, water, railroad, rail transit. and passenger transportation companies. The CPUC is

GES Engineers & Appraisers 10
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substantially impair PG&E’s ability to provide adequate service at reasonable rates
within the remainder of its service territory. In a resolution issued November 18,
20035, the CPUC found that the proposal by SMUD to expand into the Annexation Area
“will not substantially impair PG&E’s ability to provide adequate service at reasonable
rates within the remainder of its service territory™."

On September 16, 2005, PG&E submitted its response to the LAFCo regarding
SMUD’s proposed annexation within Yolo County. PG&E’s response was a
collaborative effort between Black & Veatch (B&V), Global Energy Advisors (Global),
and PG&E. B&YV is an engineering firm with vast experience in the electric and gas
industries. Global is an energy consulting firm specializing in power procurement and
management.” This response calculated PG&E’s estimates of the probable cost to
SMUD of condemning PG&E’s electric facilities within the Annexation Area and the
power supply cost to serve the area’s load and negative economic impacts of the
annexation. PG&E identified in this response that SMUD’s consultants had
“significantly understated these costs and rates that SMUD will incur to serve the
Annexation Area.”

In addition to its September 16, 2005 filing, PG&E supplemented this information to
account for subsequent changes to the boundaries of the proposed Annexation Area in a
letter dated January 6, 2006, as well as addressing other follow-up items discussed at
meetings between LAFCo and PG&E.

On February 1, 2006, PG&E provided a letter following up on requests made by
LAFCo relating to the original costs of the property in the Annexation Area and
provided additional support for its responses to a letter submitted to LAFCo on
December 2, 2005 by SMUD regarding methods of valuation. In the February 1, 2006
letter to LAFCo, PG&E argued that the appropriate method of valuing the electric
property within the Annexation Area should be the Replacement Cost New Less
Depreciation (RCNLD) and provided its support for this position.

On February 15 and 24, 2006, SMUD submitted additional responses to PG&E’s
documents filed with LAFCo on September 16, 2005 as well as its review of documents
made available to it by PG&E and the LAFCo on the week of January 30, 2006. These
documents included access to PG&E’s databases and circuit maps.

responsible for ensuring that customers have safe, reliable utility service at reasonable rates, protecting
against fraud, and promoting the health of California’s economy.

** Public Utilities Commission of the State of California Energy Division Resolution E-3952 dated
November 18. 2005 at CPUC website: www.cpuc.ca.gov/Published/Comment resolution/50457.htm.
® PG&E September 16, 2005 filing to LAFCo, pg. 1.

GES Engineers & Appraisers 11
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On February 28, 2006, PG&E provided updates to its responses to the LAFCo
regarding SMUD’s proposed annexation within Yolo County. These updated
documents included modifications to the reports provided by B&V to account for the
changes in the annexation boundaries and changes to Global’s power supply forecasts to
account for the most recent California Energy Commission'® (CEC) natural gas price
forecasts. PG&E submitted additional documentation to the LAFCo on March 8, 2006,
formally responding to SMUD’s February 15 and 24, 2006 submissions to LAFCo
regarding PG&E’s power supply costs and estimated annexation benefits.

On March 15, 2006, both parties filed additional support for the PG&E retail rates in
the Annexation Area. These documents set forth the breakdown of each component
comprising PG&E’s rates over the 20-year forecast period.

For this report, GES has made a review of the documents referenced above along with
additional documents submitted by the parties. Based on this information, the following
sections provide our analyses and conclusions of the economic and level of service
impacts of SMUD’s proposed annexation.

' The California Energy Commission (CEC) is the state’s primary energy policy and planning agency.
Created by the Legislature in 1974 and located in Sacramento, the CEC has five major responsibilities:
(1) forecasting future energy needs and keeping historical energy data; (2) licensing thermal power plants
50 megawatts or larger; (3) promoting energy efficiency through appliance and building standards; (4)
developing energy technologies and supporting renewable energy; and (5) planning for and directing state
response (0 energy emergency.
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2.0 Introduction

The economic consequences of SMUD’s expansion into Yolo County and condemnation
of PG&E’s electric property in the Annexation Area could produce a wide range of
economic consequences for both SMUD’s existing customers and those it proposes to
annex. The range of economic consequences that could result from this annexation
include:

e an increase or decrease in the rates for existing SMUD customers;

e an increase or decrease in the rates for customers in the Annexation Area from
PG&E rates:

e a reduction in local franchise fees and property taxes due to SMUD’s not-for-
profit structure; and

e a reduction in state and federal income taxes due to SMUD’s not-for-profit
structure.

The magnitude of the economic consequences identified above will determine whether
SMUD’s annexation is in the public interest and should be approved by the LAFCo.
SMUD’s Board of Directors has already passed resolutions and taken steps to mitigate
some of those economic consequences and impacts on existing customers, the local
communities, and the customers in the Annexation Area.

SMUD’s mitigation measures include a surcharge for the Annexation Area to mitigate
any rate impact on existing SMUD customers. SMUD intends to make payments to the
local communities to replace the revenues that would have otherwise been provided by
PG&E in the form of franchise fees and property taxes, and includes these costs in the
rates charged to the annexation customers. Finally, SMUD has mitigated the impact to
the annexation customers by establishing a discount of at least 2% to the PG&E electric
rates at the time of annexation.

The range of economic impacts associated with the annexation is best measured as the
difference between the expected PG&E rates for providing electric service in the
Annexation Area as compared to the rates SMUD will charge for equal or better service
over a reasonable forecast period. The higher the PG&E rates are relative to SMUD’s
cost of serving the Annexation Area, the greater the benefits of annexation and vice
versa.

There are several variables that will determine the magnitude of these economic impacts
which include:

e rate forecasts for SMUD and PG&E:
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e cost of acquiring PG&E’s facilities, severance costs, start-up costs, litigation
costs, and the associated debt service costs;

* power supply costs including energy, capacity, ancillary services, and renewable
energy for the Annexation Area;

e pass-through costs, to be recovered through non-bypassable charges, primarily
related to the above market energy contracts entered into by the Department of
Water Resources (DWR) on behalf of the investor-owned utilities during the
2000-2001 energy crisis and PG&E’s bankruptcy related costs;

» operational efficiencies and economies of scale associated with the annexation;
and

e mitigation for impact to the Cities of West Sacramento, Davis, Woodland, and
Yolo County associated with the loss of franchise fees and property taxes.

The Application submitted by SMUD for the annexation indicates there will be
significant savings over the long-run to the electric customers in the Annexation Area.
The Application indicates that these savings will be modest in the early years due to exit
fees and the levelized cost'’ recovery of debt service costs, and relatively high power
supply costs caused by the current price of natural gas. However, over the long-run
these costs are mitigated through the equity the customers build in the system. "

In general, there are several areas of cost savings that SMUD is expected to provide to
customers in the Annexation Area as compared with PG&E when considering the
variables identified above. Some of these savings include:

» SMUD is a not-for-profit entity with no shareholder equity requirements, and
therefore has a lower cost of capital when compared to PG&E;

o the ability to use tax-exempt debt for future capital additions;

e gavoidance of certain income taxes; and

e synergies created by annexing this territory into SMUD’s existing operation in

the Sacramento area.

The following sections are a summary of how these factors will impact SMUD’s rates
for providing service in the Annexation Area when compared to PG&E'’s rates, and the
economic impacts associated with the annexation.

'" Levelized costs represent the present value of the total cost of building and operating a generating plant
over its economic life, converted 1o equal annual payments.
" Application for Annexation SMUD, July 29, 2003, pgs. 4-6.
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2.1 Comparison of SMUD and PG&E Rate Structures

In order to understand how the economic impacts of the annexation relate to the rates
that either SMUD or PG&E will charge customers, first it is important to understand
the economic and regulatory environment in which PG&E operates and how SMUD
typically is able to operate at a lower cost for equivalent service.” The cost of
providing electric service to customers, either by SMUD or PG&E, is a function of the
following services that comprise the cost of a retail kilowatt-hour. These include the
following:

cost of power supply;

e transmission of electricity from the source of production to the local distribution
system;

e distributing this to customers; and
e administering and billing the customer for providing these services.
In offering or performing each of these services, SMUD and PG&E each have a certain

cost of service that it must charge customers in the Annexation Area which is a function
of past and future capital and operating expenditures.

PG&E Rate Structure

The mechanism used to determine the rates charged by PG&E for each of these
services is typically referred to as “cost of service” pricing and is administered by the
CPUC. The CPUC establishes rates that are intended to provide the following:

¢ recovery of prudently invested capital;

e achance to earn a fair return on invested capital; and

e recovery of reasonable operating expenses.
SMUD Rate Structure
SMUD’s rates are established in a similar manner except that they are not regulated by

the CPUC, but instead are administered by the SMUD Board of Directors using a
public process.

" The average rates SMUD charges its existing customers are estimated to be on average 9.28¢/kWh in
2008 compared to PG&E’s estimate of its rates for the Annexation Area of 13.04¢/kWh. This difference
results in SMUD providing equivalent service for approximately 30% less than PG&E.
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The principles behind cost of service pricing are provided below to familiarize the
reader with how regulation impacts the cost of a retail kilowatt-hour provided by either
SMUD or PG&E.

2.1.1 Prudently Invested Capital - PG&E

The investment by PG&E in property to serve customers is referred to as its rate base.
Rate base is typically comprised of the original cost of investment less the amount of
that investment that has been recaptured through depreciation,” plus allowances for
additional capital requirements of PG&E and reductions for customer advances,
deferral of expenses, and contributions made to the system and not funded by PG&E.
Examples of additions to rate base include the investment necessary to construct
property not yet in rate base and maintain an inventory of material and supplies.
Reductions to rate base include accrued depreciation, contributions to the system in the
form of property, and deferred federal income taxes. The following is a summary of
typical cost components that comprise the rate base of a utility like PG&E.

General computation of rate base:

Total original cost of utility plant in service

- Accumulated depreciation and amortization
+  Property held for future utility use

+  Materials & supplies

+  Working capital

- Customer advances for construction

- Contributions in aid of construction (CIAC)
+  Accumulated amortization of CIAC

- Deferred income taxes
Rate Base

In general, the original cost of investment less accumulated depreciation or “net book
value” of PG&E represents the amount of money invested on behalf of the customer in
property plant and equipment. This original investment can be considered a loan
PG&E makes to the ratepayer for the property that PG&E has constructed on their
behalf. Accumulated depreciation in the context of regulation represents the principle
amount of this loan that has been paid back to PG&E by the ratepayer with the net book
value representing the outstanding principle on the property PG&E is entitled to receive
through rates from its customers.”’ The net book value of PG&E’s property represents
the regulatory value of this property and is the amount on which customers pay a fair
return.

* The Original Cost Less Depreciation of a utility is often referred to as its net book value.
! In the event of a sale, net book value also represents the amount of the sale price that ratepayers are
entitled to receive in the form of rate base reduction.
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The adjustments to the net book value identified above are intended to reflect customer
advances, CIAC, and deferral of income taxes that are sources of capital to PG&E but
have no cost, or represent income without a corresponding expense and, therefore, are
excluded from rate base.

2.1.2 Fair Return on Invested Capital - PG&E versus SMUD

The rate base of a utility, which is primarily comprised of net book value, represents
the amount of investment on which a utility like PG&E earns a return. This return is
based on the amount and cost of each type of capital used to fund the investment in this
property.” In electric utilities, the investment in property is typically funded using
50% debt and 50% equity, both of which must receive a return that is comparable to
investments of similar risk.

The return on invested capital is typically an area of significant savings for not-for-
profit utilities, like SMUD, as compared to for-profit utilities. This savings is
demonstrated using the following example.

TABLE 1
PG&E CAPITAL STRUCTURE
AND COST OF CAPITAL
AS OF 12/31/04

A B C D

Type of Weighted Average Cost

Capital % of Capital Cost of Capital of Capital
BxO

Equity 49.00% 11.22% 5.50%
Preferred 2.80% 6.76% 0.19%
Debt 48.20% 5.90% 2.84%
8.53%

ESTIMATE OF SMUD'S COST OF BORROWING

Taxable Tax Exempt
Debt 100.00% 6.25% 5.00%

Sources: Application for Annexation SMUD, July 29, 2005; Pacific Gas and
Electric Company SEC Form 10-K filing for year ended 12/31/04, Exhibit 13.

* This concept is similar to the cost of money used to purchase a house with some portion of the
purchase price being contributed as equity (typically 20%) and some portion being funded with debt or a
mortgage (typically 80%).
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The cost of capital in Table 1 is the annual difference in expected return on or interest
rate from capital invested in the utility system that PG&E and SMUD must seek from
customers. The annual required return on $100 million of invested capital for each
entity is calculated in Table 2.

TABLE 2
ANNUAL REQUIRED RETURN ON INVESTED CAPITAL
ASSUMING AN INVESTMENT OF $100 MILLION
AT VARIOUS COSTS OF CAPITAL

A B C
Annual Return
(B x $100 million)
Cost of Capital ($ in millions)

PG&E's Required Return on Capital 8.53% $8.53
SMUD's Cost of Taxable Debt _ 6.25% $6.25
SMUD's Cost of Tax Exempt Debt 5.00% $5.00

Table 2 above illustrates that not-for-profit entities, like SMUD, have a required return
that is approximately 40% below a for-profit entity like PG&E. This lower cost of
capital is one of the primary benefits associated with not-for-profit ownership of utility
infrastructure.

2.1.3 Operation and Maintenance Expenses =

The operation and maintenance expenses of PG&E’s system typically are reimbursed at
cost along with a reimbursement for payment of state and federal taxes. SMUD
typically is exempt from these taxes, and as such does not have a comparable item of
expense that is reimbursed through the rates it charges customers.

The expenses associated with providing electric services include the following:

e power supply;
e direct and indirect labor associated with its employees;

e operating expenses such as truck leases, equipment purchases, office supplies,
el

GES Engineers & Appraisers 18



> Section 2

Economic Impacts of Annexation
=t =R P eeeaai— R SRR = =SS A ==L S =S = i e —a

» billing, customer support, and administrative support;

¢ non-bypassable charges associated with previous investments on behalf of the
customer; and

e income, franchise and property taxes.”

This reimbursement of prudently incurred operation and maintenance expenses, when
combined with the return on and of invested capital, will result in the utility being justly
compensated for the service it provides to customers.

The understanding of how PG&E currently operates and charges customers for electric
service is an important element of understanding the validity of the economic impacts
associated with the annexation and in considering the range of fair market value
estimates provided to the LAFCo by SMUD and PG&E. The analysis and conclusion
relative to the cost of service and fair market value estimates developed by each party is
discussed below, along with a reconciliation of those items that represents a probable
range of economic impacts.

2.2 Overview of Economic Analyses Performed for the Annexation
Area '

In analyzing the economic benefits of the annexation, SMUD and its consultants have
prepared an analysis of the cost SMUD will incur to serve customers in the Annexation
Area as compared to the expected cost of PG&E serving the same customers. SMUD’s
analysis was based on the cost of service pricing principle discussed above, with the
economic impact being the difference between the amounts charged to customers using
the SMUD and PG&E’s rates. PG&E has provided a similar forecast using SMUD’s
model, but presents its own retail rate forecast and estimate of SMUD’s cost of service
in the Annexation Area. In these economic analyses, SMUD and PG&E both used the
period 2008 to 2027 as the 20-year period to determine the economic impacts associated
with the annexation.

In its February 15, 2006 filing, SMUD forecast the economic benefits to exceed $400
million. PG&E provided its own forecast of the economic losses that it projects will
occur as a result of the annexation. In its February 28, 2006 filing, PG&E estimated
that the economic impacts could range from a positive $7 million to an economic loss of
$495 million. On March 15, 2006, PG&E revised the $495 million loss to a loss of
$370 million based on an update to its retail rate forecast in the Annexation Area.

¥ SMUD has agreed to make franchise fees and property tax payments, even though it is exempt from
these taxes.
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The estimated economic impacts that will result from the annexation presented in this
report are based on the submissions by SMUD and PG&E as referenced previously.
The filings to LAFCo by both parties are voluminous and include discussions and
analyses by SMUD and PG&E relating to their respective forecast of the economic
impacts associated with SMUD’s annexation.

The filings to LAFCo by SMUD and PG&E were reviewed and used to develop our
estimate of the economic impacts of the annexation. The areas of review and analysis
include the following:

e Customers and Expected Sales: SMUD and PG&E have each identified the rate
class and number of customers in the Annexation Area along with the associated
electric usage by these customers.

o PG&E Composite Rates for the Annexation Area: SMUD and PG&E have each
provided 20-year forecasts of the PG&E rates for the customers in the proposed
Annexation Area. This assumption forms the basis of any savings available
under SMUD annexation or the amount of benefit PG&E believes the customers
in this territory enjoy from its service.

e SMUD’s Cost of Acquisition: The cost SMUD will incur in acquiring the
electric system in the Annexation Area from PG&E is another variable that is
required to estimate the economic impacts of this annexation. The cost of
acquisition includes both the purchase of PG&E's system and the costs
associated with system start-up, upgrades, stranded costs, severance, financing,
and litigation.

o Power Supply Costs: The costs associated with procuring wholesale electrical
energy on behalf of the customers in the Annexation Area is another component
of the economic analysis. The customers in the Annexation Area are currently
provided service by PG&E utilizing its generation and supply resources.
Several of these resources will no longer be available to customers in the
Annexation Area if SMUD is successful and SMUD will be responsible for
procuring a power supply on their behalf. The cost of this future power supply
as it compares to that of PG&E will have an impact on the rates SMUD must
charge customers in the Annexation Area.

» Operation and Maintenance Expenses: The cost of operating the electric and
distribution system in the Annexation Area is also an item that will impact the
rates SMUD charges.

In some instances, SMUD and PG&E agree on the assumptions or have forecasts that
are similar. The primary area of dispute between the parties relates to PG&E’s future
retail rates in the Annexation Area and the estimate of acquisition costs SMUD will
incur to purchase and separate PG&E’s property.
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The following section is a summary of the assumptions that are used to analyze the
economic impacts of the annexation by SMUD and PG&E and our analysis and opinion
as to the reasonableness of each, and the range of estimated economic impacts.

2.2.1 Customers and Expected Electric Sales

The customers and their expected electrical usage in the Annexation Area is a function
of the boundaries and the number and type of customer within these boundaries. The
number and type of customer within these boundaries will impact the economic analysis
as it determines the amount of capital investment necessary to service customers, the
relationship between average and peak usage, the annual electrical consumption, and
the operational and administrative costs necessary to serve these customers.

In its July 29, 2005 Application, SMUD estimated that in 2008 there would be 80,227
customers in the Annexation Area with a total energy requirement (including loss) of
1,382,000 megawatt-hours (MWh). PG&E used this same figure in its September 2005
filing.*

In its February 15, 2006 filing, SMUD used the same number of customers and energy
requirements. However, PG&E has modified its assumptions relative to customers and
energy requirements due to changes in the boundaries of the Annexation Area. Table 3
is a comparison of the estimated number of customers and energy usage in SMUD and
PG&E’s most recent filings for 2008 through 2027.

TABLE 3
SUMMARY OF CUSTOMERS AND ENERGY USAGE
WITHIN THE ANNEXATION AREA
IN 2008 AND 2027

2008 2027
% %
SMUD PG&E Difference SMUD PG&E Difference
Customers 80,227 81,421 1.5% 107,767 109,371 1.5%
Energy Requirements 1,382,340 1,390,993 0.6% 1,995,754 2,008,250 0.6%

Sources: SMUD February 15, 2006 filing to LAFCo, Atachment |; PG&E March 135, 2006 filing to LAFCo,
Attachment 3.

* Application for Annexation SMUD July 29, 2005 Attachment L; PG&E September 16, 2005 filing to
LAFCo, Volume II, Proforma.
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Table 3 indicates that PG&E assumes 1.5% more customers than SMUD and 0.6%
more energy requirements. The difference in these estimates is not considered to be
meaningful and therefore both are considered a reasonable estimate of the customers
and energy requirements over the 20-year forecast period starting in 2008.

2.2.2 PG&E Retail Rates for the Annexation Area

The PG&E system rates applicable to the annexation customers are based on the cost of
service principle discussed above. These rates are established in proceedings before the
CPUC and reflect the cost of providing electric service to all of PG&E’s electric
customers in the State of California by rate class. In general, these rates include the
return on and of invested capital, the cost of power supply, and operation and
maintenance costs incurred by PG&E to provide these services.

In its July 29, 2005 Application, SMUD estimated the PG&E rates based on the then
current cost to customers established by the CPUC, and estimated how these rates
would change over the forecast period.

In its September 2005 filing, PG&E provided its own rate forecasts to serve the
customers in the Annexation Area based on the expected natural gas prices and cost of
service estimates known at that time. Subsequent to those filings, SMUD and PG&E
have revised their estimate of PG&E’s rates.

The most recent PG&E rate forecasts prepared by SMUD and PG&E are shown in
Figure 2. The forecasts in Figure 2 illustrate that for the period 2008 through 2011,
SMUD and PG&E have similar estimates of the rates PG&E will charge in the
Annexation Area. However, between 2011 and 2027, the rate forecasts diverge and
result in a difference of up to approximately 20% in several years of the forecast.
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FIGURE 2
COMPARISON OF SMUD AND PG&E RETAIL RATE FORECASTS
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 15, 2006
filing to LAFCo, Attachment 3.

The rates shown in Figure 2 include the expected cost for PG&E to provide
distribution, transmission, and power supply services, and recover non-bypassable
charges from customers in the Annexation Area. The rate estimates provided by PG&E
on March 15, 2006 for the Annexation Area are approximately 2% below the rates it
estimates system-wide.

In estimating the economic impacts of the annexation, the difference between the PG&E
rates and SMUD’s cost to serve the customers in the Annexation Area represent the
economic impacts of the annexation. SMUD and PG&E have both provided estimates
of PG&E rates in the Annexation Area for the period 2008 through 2027. The
reasonableness of these forecasts has been reviewed relative to PG&E’s current rates,
future capital requirements, and cost of providing service to electric customers.

A rteview of the details that comprise the rate forecasts provided by PG&E
demonstrates that for the years 2015 through 2027, the component of rates associated
with the distribution expenses were escalated at a rate of less than 1% per year. This
rate of escalation understates the costs PG&E is likely to incur providing distribution
services and falls below the escalation rate it used for the transmission component of
rates. Therefore, the distribution component of PG&E'’s rate forecast for 2015 through
2027 was adjusted to reflect the rate of inflation PG&E applied to its transmission
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component of rates. The rates that result from this adjustment are considered a more
reasonable estimate of PG&E’s rates.

Figure 3 presents the original PG&E rates, adjusted PG&E rates, and SMUD’s forecast
of these rates.

FIGURE 3
COMPARISON OF SMUD AND PG&E FORECASTS
WITH THE ADJUSTED FORECAST
FOR THE PG&E RETAIL RATES
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 13, 2006
filing to LAFCo, Attachment 3.

The forecasts of PG&E rates in Figure 3 illustrates how SMUD’s estimate of PG&E
rates and the adjusted PG&E rates still differ, but begin to converge by the end of the
period. This difference primarily relates to power supply and reliability service cost
estimates used by SMUD and PG&E in the forecast of these rates. SMUD’s estimate
of these rates assumes that PG&E will incur greater costs associated with these
components, while PG&E assumes that it will be able to avoid or mitigate these future
increases in power supply and reliability service costs and consequently have lower
rates.

Since the SMUD and the adjusted PG&E forecasts both appear reasonable, the
economic impacts were analyzed under two different scenarios. The first scenario
assumes that PG&E is able to mitigate future power supply and reliability service cost
increases by utilizing its hydroelectric and nuclear resources and implementing demand-
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side management. The second scenario assumes that PG&E rate increases are at the
level forecast by SMUD, and PG&E’s power supply and reliability service costs are
higher than in PG&E’s forecast. These two scenarios will establish the range of
possible PG&E rates which are then compared to SMUD’s cost of service to measure
the economic impacts of the annexation.

2.2.3 Cost of Acquisition

The cost SMUD will incur to acquire the existing electrical system in the Annexation
Area from PG&E through a condemnation is another variable required in estimating
SMUD'’s cost of service to customers in the Annexation Area. The cost of acquisition
includes the purchase of PG&E’s system in the Annexation Area and the cost associated
with system start-up costs, upgrades, stranded costs, severance, financing costs, and
litigation costs.

In its July 29, 2005 Application, SMUD estimated a fair market value of $84 million
for the system plus other costs at $53 million, for a total acquisition cost of $137
million in 2008.

On September 16, 2005, subsequent to SMUD making its Application, PG&E filed a
response to SMUD’s Application setting forth comments relative to its opinion of the
acquisition costs for the system and its own estimate of severance. This submission
was followed by additional submittals that set forth PG&E’s opinion relative to the
estimated acquisition costs of its system and associated severance and stranded costs.
PG&E estimated the fair market value of the system at $516.70 million and the
severance costs at $50.6 million.

The total difference between SMUD and PG&E’s estimate of acguisition cost is
summarized in Table 4.
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TABLE 4
COMPARISON OF SMUD AND PG&E ACQUISITION COSTS
FOR THE ANNEXATION AREA
AS OF 12/31/04

SMUD PG&E
($ in millions) ($ in millions)
Estimated Fair Market Value $84.00 $516.70
Severance, Start-up and Stranded Costs $53.00 $50.60
Total: $137.00 $567.30

Sources: Application for Annexation SMUD, July 29, 2005; PG&E February 28, 2006
filing to LAFCo, pg. 27.

Discussion of Fair Market Value

In annexing portions of Yolo County, SMUD proposes to condemn those portions of
PG&E’s property within the Annexation Area. The price SMUD must pay PG&E for
this property is defined as its fair market value. The definition of fair market value in
this context is as follows: )

“the highest price on the date of valuation that would be agreed to by a
seller, being willing to sell but under no particular or urgent necessity
for so doing, nor obliged to sell, and a buyer, being ready, willing, and
able to buy but under no particular necessity for so doing, each dealing
with the other with full knowledge of all the uses and purposes for which
the property is reasonably adaptable and available.”?

Most valuation experts and authoritative sources agree that there are three generally
accepted approaches to estimating the fair market value of a property. These are: 1)
the cost approach; 2) the sales comparison approach; and 3) the income capitalization
approach. The applicability of each approach varies with the nature and purpose of the
valuation assignment. After each approach has been considered, the appraiser
reconciles to a single value, or range of value, that most accurately reflects the
property’s fair market value as of the valuation date.

An estimate of fair market value for the electric systems being acquired by SMUD from
PG&E in the Annexation Area was presented by both parties. The discussion of the
property’s fair market value is found in Appendix C to this report, as the documents are
voluminous and required a review of methodology, assumptions, and analyses

* California Government Code § 126.320(a).
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presented by SMUD and PG&E. A summary of the fair market value estimates as
presented by SMUD and PG&E, and a reconciliation of these estimates is presented
below.

The fair market value set forth by SMUD is $84 million® whereas PG&E estimates it to
be $516.7 million”, resulting in a difference of approximately 515%. This difference
in fair market value estimates is the result of several factors that include the property
inventory, the unit costs applied to this inventory, the calculation of depreciation, and
the number of methods used to estimate the fair market value.

To determine the fair market value, SMUD used the cost and income capitalization
approaches. In its February 24, 2006 filing, SMUD updated its original analysis and
provided information on electric utility system transactions. SMUD’s value estimates
range from $84 to $130 million. SMUD’s Application used a value estimate of $84
million which was below the $110 million estimate used by SMUD staff in its report.

PG&E utilized the cost approach to determine the value of the property being acquired
by SMUD and estimated a value of $516.7 million. PG&E'’s value estimate included
additional components for the change in value from 2004 to the 2008 acquisition date,
going-concern value, and adjustments for current assets and liabilities.

A review of the methodology, assumptions, and analyses presented by SMUD and
PG&E result in a range of value from $79 to $154 million for the electric property in
the Annexation Area and is presented in Appendix C. The lower and upper ends of the
range are established using the Original Cost Less Depreciation® (OCLD) and
Replacement Cost New Less Depreciation”” (RCNLD) estimates. The income
capitalization and sales comparison approaches determine how the final value estimate
relates to this range based upon the property’s earning potential.

The income capitalization and sales comparison approaches both indicate that the fair
market value is at the lower end of the range and is best represented by the fair market
value of $110 million used by SMUD staff in its report. Therefore, $110 million is
considered a reasonable estimate of fair market value for the property SMUD is
proposing to condemn in the Annexation Area.

* Application for Annexation SMUD, July 29, 2005.

" PG&E February 28, 2006 filing to LAFCo, Volume II, pg. 1.

* The OCLD is typically defined as the original cost of the property when it was first placed into service
less the accrued depreciation. The OCLD value is an estimate of the property’s “net book value” and is
generally equivalent to the rate base value of the property. The OCLD, or the net book value, typically
establishes the lower end of value for rate regulated property.

* The RCNLD is defined as the cost of constructing a Replacement Cost New (RCN) of the property at
current prices with the same or closely related material less accumulated depreciation. The RCNLD
value typically establishes the upper end of value.

GES Engineers & Appraisers 27



Section 2
Economic Impacts of Annexation

Severance and Stranded Investment

In addition to the costs SMUD will incur in acquiring the existing facilities owned by
PG&E in the Annexation Area, there are also costs associated with severing that system
from PG&E’s existing system, building facilities to interconnect the Annexation Area to
the SMUD system, and compensating PG&E for certain properties that are no longer
economically viable due to SMUD’s annexation. As indicated in Table 4, SMUD
estimates these to be approximately $53 million. PG&E’s estimate of $50.6 million
includes stranded investments and severance costs but not start-up or other costs.

The SMUD estimate of severance and start-up costs includes the following
components:*’

e $2.3 million in severance to PG&E’s distribution system;
e $39.7 in interconnection and start-up costs;
e $10 million in litigation fees; and

e $1 million in debt issuance costs.

SMUD and PG&E have similar estimates of severance costs for the distribution system.
SMUD estimated that severance would be approximately 1% of the system’s RCN, or
$2.3 million. PG&E estimated this severance to be $2.5 million. Therefore, with
respect to severance costs for the distribution system, SMUD and PG&E appear to be
in agreement with an estimate of approximately $2.5 million.*

In addition to the stranded distribution costs, PG&E estimated that SMUD’s annexation
will change the flow of power in the region and require a $14.2 million upgrade of the
Rio Oso Substation.

PG&E also estimates stranded costs associated with six transmission lines, or segments
of those lines, totaling 61.59 miles with an RCNLD of $22.84 million, and a 42 MVA
transformer that will no longer be needed at the Brighton Substation with an RCNLD of
$8.48 million. The total estimate of stranded investments and severance costs
associated with these transmission lines and substation is estimated at approximately
$50 million.™

** Application for Annexation SMUD, July 29, 2005, Auachment F, App. G.
*' PG&E February 28, 2006 filing to LAFCo, pg. 43.
2 Ibid, pgs. 43-44.

GES Engineers & Appraisers 28



Section 2
Economic Impacts of Annexation

PG&E'’s claims of stranded investments and severance costs associated with the 115 kV
lines and substation upgrades are based on its analysis of power flow in the region.
The use of power flow studies to analyze the impact on the electric system for changes
like those SMUD is proposing typically requires a certain set of assumptions relative to
both sources of supply and demand in order to determine how the electric flow will
change within the system. The new power flows will then be a function of how these
existing and future supply and demand relationships change the system.

In a review of PG&E’s power flow analysis, it does not appear to account for SMUD’s
interconnection to the Western Area Power Administration (WAPA) which would
impact the results of the analysis. In addition, since the annexation customers will be
served by a different mix of supply sources, it is difficult to predict with any degree of
certainty how these supply sources will impact the regional transmission system.

SMUD’s annexation of PG&E’s property and construction of new interconnections will
most likely impact power flows in the region. However, there is no evidence that these
power flows will impact the ability of PG&E to recapture the investment in their
transmission facilities through the rates it charges customers or what portion will be
used by PG&E to serve existing and future customers.

It is unknown at this time, the extent of system upgrades or stranded facilities that will
result from the annexation. To account for these uncertainties, the economic impacts
were analyzed under two scenarios.

The first scenario assumes that there are no system impacts or stranded facilities as a
result of the annexation. The second scenario assumes that the annexation results in the
six transmission lines and the 42 MVA transformer at the Brighton Substation becoming
stranded. The cost estimate used by PG&E for these facilities appears high, therefore,
an estimate of $25 million was used to measure the impact of this potential stranding of
facilities. ™

2.2.4 Power Supply

The power supply cost includes energy, capacity, ancillary services, and renewable
energy supply for the Annexation Area. The power supply cost will be borne by the
customers in the Annexation Area based upon costs incurred by SMUD to procure
these services on their behalf.

In its July 29, 2005 Application, SMUD indicated that it would procure the power
supply for the Annexation Area by a combination of long-term purchase power
contracts and new natural gas-fired generation. The power supply costs in these filings

* This was based on 50% of the PG&E estimate.
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were based upon generation data in CPUC Rulemaking 04-04-026 *(filed April 22,
2004) and natural gas prices for northern California from the Beck Report.

In its February 15, 2006 filing, SMUD updated its power supply cost to reflect a CEC
December 2005 gas price forecast.

In its September 2005 filing, PG&E criticized the use of the Beck gas forecast and used
a forecast that demonstrated how more recent 2005 natural gas forecasts prepared by
the CEC were higher than the forecast used by SMUD. In addition, PG&E criticized
the manner in which SMUD estimated the cost of procuring generating resources for
customers in the Annexation Area.

In the most recent filings made to the LAFCo, SMUD and PG&E have used the same
CEC December 2005 gas price forecast to estimate the future cost of power supply
which results in similar price forecasts. The SMUD and PG&E power supply forecasts
are shown in Figure 4.

FIGURE 4
COMPARISON OF SMUD AND PG&E FORECASTS
OF POWER SUPPLY COSTS
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 15,
2006 filing to LAFCo, Attachment 3.

The difference in power supply cost estimates over the 20-year period is approximately
5% and is considered a reasonable difference for independent power supply cost

* Application for Annexation SMUD, July 29, 2005, Appendix F, pg. 43.
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forecasts. The difference in these forecasts is primarily due to the method of estimating
the capital costs associated with new generating resources and the cost of the resources
in the marketplace.

In procuring its power supply, it is reasonable to assume that SMUD will be able to use
a variety of methods to meet its resource needs that include building units, contracting
for resources, and/or using demand-side management to defer the need for resources.
PG&E'’s forecast of SMUD’s power supply costs do not appear to account for SMUD’s
ability to use all of these methods and assumes that SMUD will only be able to build
new units. This assumption leads to a higher estimate for the cost of generation supply
than would be expected in the marketplace. Therefore, SMUD’s estimate of power
supply costs has been used to estimate the economic impacts of the annexation.

2.2.5 Operation and Maintenance Expenses

In analyzing the economic impacts of the annexation, the operation and maintenance
expenses associated with the electric system in the Annexation Area have been
reviewed. These expenses include the following:

e operation and maintenance (O&M) and administrative and general (A&G)
expenses;

e franchise fees and property taxes; and

e non-bypassable charges.
Operation and Maintenance and Administrative and General

In its July 29, 2005 Application, SMUD prepared an analysis of the costs associated
with operation of the system in the Annexation Area. This study demonstrated that it
will be incrementally less expensive to operate the electric system in the Annexation
Area than SMUD’s current electric system. This is primarily due to the additional
economies of scale that SMUD will enjoy with the increased service territory and
additional contributions to fixed costs provided by the electric customers in the
Annexation Area.

In its February 28, 2006 filing, PG&E reviewed the cost SMUD had proposed for
operating the electric distribution and transmission system in the Annexation Area and
concluded that “it is reasonable to assume that, on an incremental basis, the operation
and maintenance costs to serve the Annexation Area would be somewhat lower than the
SMUD average system wide O&M rate per kW today.” Therefore, there appears to

* PG&E February 28, 2006 filing to LAFCo. Volume 1. pg. 46.
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be no dispute relative to SMUD’s estimate of O&M and A&G expenses for the electric
system within the Annexation Area.

Franchise Fees and Property Taxes

The franchise fees and property tax payments SMUD anticipates making in the
Annexation Area are intended to include franchise fees and property tax payments.
SMUD staff included an in lieu of franchise fee estimate to approximate the payment
being made by PG&E. The franchise fees in California go directly to the cities in the
Annexation Area and to Yolo County for the unincorporated areas. The cities outside
the Annexation Area would be unaffected. SMUD staff has estimated the franchise fees
are equal to approximately 1.5% of retail revenue in its economic analysis.

SMUD has also incorporated a payment in lieu of property taxes for the Annexation
Area since SMUD does not typically pay property taxes. These taxes also are used to
support local services. In its analysis, SMUD staff utilized a property tax payment in
lieu of approximately $1.41 million in 2008.

PG&E has provided its own forecast of the franchise fees and property taxes SMUD
will incur associated with the property in the Annexation Area.

The SMUD and PG&E franchise fees and property tax forecasts are shown in Figure 5.
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FIGURE 5
COMPARISON OF SMUD AND PG&E FORECASTS
OF FRANCHISE FEES AND PROPERTY TAX COSTS
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 15,
2006 filing to LAFCo, Attachment 3.

Figure 5 illustrates that PG&E has forecast a lower payment than SMUD for the
franchise fee and property tax component. Therefore, SMUD’s estimate has been used
in the economic impact analysis.

Non-bypassable Charges

The customers in the Annexation Area also will have to pay certain non-bypassable
charges that include expenses or charges that were incurred by PG&E on behalf of the
electric customers in the Annexation Area. These charges cannot be eliminated or
avoided by the customers leaving PG&E’s service territory or taking electric service
from SMUD. PG&E’s current and future rates include a number of non-bypassable
charges designed to recover the costs of stranded generation, nuclear decommissioning,
and in certain instances, rate reduction bonds. In addition, PG&E had incurred certain
costs associated with the California energy crisis related to purchased power costs
incurred by the California DWR and costs associated with the PG&E bankruptcy.

Non-bypassable charges apply to existing customers within the Annexation Area that

currently are contained in PG&E rates. The SMUD and PG&E forecasts of non-
bypassable charges are shown in Figure 6.
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FIGURE 6
COMPARISON OF SMUD AND PG&E FORECASTS
OF NON-BYPASSABLE CHARGES
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 15,
2006 filing to LAFCo, Attachment 3.

Figure 6 illustrates that PG&E has forecast lower non-bypassable charges than SMUD.
Therefore, SMUD’s estimate has been used in the economic impact analysis.

2.2.6 Comparison of Total Cost of Service

The rates SMUD will charge customers in the Annexation Area include the components
of costs previously discussed plus the debt service on the capital necessary to purchase,
upgrade, and operate the system which includes the power supply costs, operation and
maintenance, franchise fees, property taxes, and non-bypassable charges. The SMUD
and PG&E forecasts of these expenses (before debt service) over the forecast period are
shown in Figure 7.
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FIGURE 7
COMPARISON OF SMUD AND PG&E FORECASTS
OF TOTAL NON-DEBT COSTS OF SERVICE
IN THE ANNEXATION AREA
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Sources: SMUD February 15, 2006 filing to LAFCo, Attachment 1; PG&E March 15.
2006 filing to LAFCo, Attachment 3.

Figure 7 illustrates that SMUD and PG&E have similar estimates of the dollars per
megawatt-hour cost SMUD will incur to supply power and operate the electric system
in the Annexation Area prior to inclusion of debt service. Therefore, SMUD’s cost of
serving customers in the Annexation Area has been used in the economic impact
analysis.

2.3 Economic Impact Analysis

In its July 29, 2005 Application and again in its February 2006 filing, SMUD has set
forth a proforma calculating the economic impacts associated with the annexation. This
proforma analyzes the net present value of the difference between PG&E’s expected
retail rates compared with the cost of providing electric service in the Annexation Area
by SMUD between 2008 and 2027. In providing its responses to the LAFCo, PG&E
used this same proforma but set forth its own inputs and assumptions. This same
proforma was used to estimate the economic impacts of SMUD’s annexation in this
report.
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Since it is impossible to know the exact economic impact of the annexation, a range of
most likely economic impacts was developed, based on reasonable estimates of the
variables that are necessary to estimate these economic impacts.

The economic impacts are dependent upon several variables that include the forecast of
PG&E rates, SMUD’s power supply and operating costs in the Annexation Area, and
the acquisition cost SMUD will incur to purchase and separate PG&E’s electric system.
SMUD and PG&E agree, or have similar forecasts of some of these variables.
However, with respect to others, there are significant differences which result in
different estimates of the economic impacts associated with the annexation.

In developing this range of economic impacts, the most probable scenarios associated
with SMUD’s annexation have been selected from the almost infinite number of
possible scenarios that may occur. The four scenarios selected as being most probable
are described as follows:

e The future PG&E rates will reflect the estimate presented by PG&E, and
adjusted for the distribution expenses at the escalation rate, discussed above.
SMUD’s cost of service will reflect its forecast of power supply and operating
costs and an acquisition price of $163 million.

e The future PG&E rates will reflect the estimate presented by SMUD. SMUD’s
cost of service will reflect its forecast of power supply and operating costs and
an acquisition price of $163 million.

e The future PG&E rates will reflect the estimate presented by PG&E, and
adjusted for the distribution expenses at the escalation rate, discussed above.
SMUD’s cost of service will reflect its forecast of power supply and operating
costs and an acquisition price of $188 million.

e The future PG&E rates will reflect the estimate presented by SMUD. SMUD’s
cost of service will reflect its forecast of power supply and operating costs and
an acquisition price of $188 million.
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Figure 8 illustrates the relationship between the forecast of PG&E’s rates in the
Annexation Area and SMUD’s cost of service under each of the scenarios. The
difference between the PG&E rates and SMUD’s cost of service will reflect the
economic impacts of the annexation.

FIGURE 8
COMPARISON OF PG&E RETAIL RATES
WITH SMUD TOTAL COST OF SERVICE
IN THE ANNEXATION AREA
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The economic benefits associated with the four scenarios over the 20-year forecast
period are summarized in Table 5 and range from $165 to $380 million.

TABLE 5
RANGE OF ECONOMIC IMPACTS
ASSOCIATED WITH SMUD’S ANNEXATION

Present Value of Economic
Impact Over 20 Years

Estimated . Adjusted PG&E SMUD's PG&E
Acquisition Cost Rate Forecast Rate Forecast
$163 million
(Assuming No Stranded Facilities)
(purchase price and start-up) $190 million $380 million
$188 million
(Assuming Stranded Facilities)
(purchase price and start-up) $165 million $360 million

The range of economic benefits shown in Table 5 is dependent on the PG&E rates and
SMUD’s cost of service over the forecast period. The low end of this range represents
the benefits that are created by a small difference between the PG&E rates and
SMUD'’s cost of service, and are considered to be the most achievable. The high end
of the range represents a larger difference between the PG&E rates and SMUD’s cost
of service resulting in greater economic benefits. These greater economic benefits are
also considered achievable as SMUD’s rates have historically been below those charged
by PG&E and supportive of the larger difference. Therefore, it is reasonable to assume
that the economic benefits associated with the annexation will fall within this range.
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3.0 Introduction

The CKH Act requires that annexation applications include a plan for providing service
in the Annexation Area. The plan for service must include: (1) a description of the
services to be extended to the annexed area, (2) the level and range of those services,
(3) an indication of when those services may be extended feasibly, (4) an indication of
any improvements of upgrades that will be undertaken if the annexation is completed,
and (5) information with respect to how those services will be financed.*

3.1 Services To Be Provided

SMUD is proposing to provide service to all existing PG&E customers and any new
customers in the Annexation Area. The exceptions would be existing customers in the
Annexation Area that have chosen to take energy service from an energy service
provider other than PG&E via a direct access contract.

SMUD electric service and rates are designed to accommodate the energy usage needs
of five general categories of customers. These include:

residential;

e small commercial;

e agricultural;

o medium-large commercial; and

e industrial and lighting (street, traffic, and outdoor).

In addition to retail energy sales, SMUD will implement a variety of load management,
conservation, renewable/green power, and public programs in the Annexation Area.

The rates SMUD charges customers in the Annexation Area will be different from
those currently charged to existing customers due to the inclusion of a surcharge that is
required to assure that existing SMUD customers do not subsidize those customers in
the Annexation Area.

3.2 Reliability of Service under SMUD Ownership

SMUD is proposing to provide at least the same level of service as PG&E in the
proposed Annexation Area.

% CKH Act/California Government Code § 56653,
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The reliability of an electric system is typically measured by the number of outages and
the corresponding duration of those outages. The utility industry relies primarily on
three measures to determine system reliability. These include:”’

e System Average Interruption Duration Index (SAIDI)

SAIDI is defined as the total minutes of sustained customer interruption divided
by the total number of customers, expressed in minutes per year. It may be
expressed in smaller time periods (month or quarter) or smaller portions of the
system (region or circuit) upon request. It characterizes the average length of
time customers were without power during the time period.

e System Average Interruption Frequency Index (SAIFI)

SAIFI is defined as the total number of sustained customer interruptions divided
by the total number of customers, expressed in interruptions per customer per
year. It may be expressed in smaller time periods (month or quarter) or smaller
portions of the system (region or circuit) upon request. It characterizes the
average number of sustained power interruptions for each customer during the
time period.

e Momentary Average Interruption Frequency Index (MAIFI)

MAIFI is defined as the total number of momentary customer interruptions
divided by the total number of customers, expressed as momentary interruptions
per customer per year. It may be expressed in smaller time periods (month or
quarter) or smaller portions of the system (region or circuit) upon request. It
characterizes the average number of momentary power interruptions for each
customer during the time period.

In its July 29, 2005 Application, SMUD provided an analysis comparing its average
reliability to PG&E’s for various periods of time.”® SMUD relied upon the SAIDI and
SAIFI reliability criteria in determining the reliability of its system relative to PG&E’s
and used this information to predict reliability for the Annexation Area.

SMUD’s goal for 2005 was to have its SAIDI in the range of 80.4 to 94 minutes of
average outage time per customer. The goal for the SAIFI is 1.16 to 1.33 outages per
customer for 2005. According to the documents filed with the LAFCo, SMUD is
within that range.

" CPUC Decision 96-09-045, September 9, 1996, Appendix A.
* Application for Annexation SMUD, July 29. 2005, Appendix K.
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PG&E responded to SMUD’s claims in both its September 2005 and February 2006
responses to the LAFCo. In these documents, PG&E criticized SMUD for comparing
the indices for SMUD’s Sacramento system with those of PG&E or other utilities.
According to PG&E, “comparisons of reliability statistics among utilities are
notoriously misleading.”™ This is due to a number of factors including differences in
geography, major event definitions, step restoration, the systems used to do the
calculations, and what is recorded in the outages. PG&E cites that PG&E and SMUD
have dramatically different service territories with PG&E serving approximately 5.3
million customers over 71,000 square miles. SMUD’s service territory is a relatively
urban and suburban environment providing service to 533,000 customers in 900 square
miles. PG&E criticized SMUD for comparing the proposed Annexation Area with
PG&E’s Sacramento Division which has dramatically fewer customers per mile
compared to SMUD.

According to PG&E, the density in its Sacramento Division is 66 customers per square
mile compared to SMUD’s 615 customers per square mile. The difference in
customers per square mile makes the comparison meaningless. PG&E instead
advocates utilizing data from its Mission Division which serves 376 customers in a 700
square mile area. The Mission Division encompasses portions of Alameda, Contra
Costa, San Joaquin, Santa Clara, and Stanislaus Counties in a primarily urban and
suburban area.*

According to the information presented by PG&E, customers located within the
Annexation Area experience substantially better reliability than the average PG&E
customer. PG&E criticizes SMUD’s proposed reliability and ability to serve customers
in the Annexation Area for two reasons. First, PG&E claims that SMUD’s plans to
serve these customers from its existing facilities located in Sacramento will result in
reduced response time. Second, PG&E criticized SMUD’s smaller size of operation
which will result in fewer options and less flexibility in case of widespread outages in
the Annexation Area.

PG&E indicates that it has three service centers in the area to draw on, along with the
ability to draw on service employees throughout its system and, therefore, it advocates
that it can respond more quickly than SMUD, as SMUD is choosing not to acquire
these facilities. In its February 28, 2006 filing, PG&E set forth SAIDI and SAIFI
indexes that it claims are more representative of its service in densely populated areas.

* PG&E February 28, 2006 filing to LAFCo, pg. 49.
“ Ibid, pg. 48.
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Table 6 is PG&E’s estimate of reliability using the SAIDI and SAIFI indexes for
various sections of its system.

TABLE 6
PG&E’S ESTIMATE OF RELIABILITY
COMPARED TO SMUD’S ORIGINAL PROPOSAL*"

2000-2004
2000-2004 Average SAIFI
Area Customer Density Average SAIDI (interruptions/
(customers/sq. mile)  (minutes/customers) customer)
PG&E - System 75 238.7 1.466
PG&E - Mission Division 537 87.2 1.069
PG&E - Sacramento Division 66 219 1335
PG&E - Annexation Area 331 139.5 0.937
SMUD - System 615 89 1.31

Source: PG&E February 28, 2006 filing, pg. 50.

In its March 15, 2006 filing, SMUD responded to the comparison made by PG&E by
identifying that SAIDI and SAIFI indexes used by SMUD and PG&E are calculated
using different methods. The difference is in the definition of an outage which SMUD
defines as a sustained outage lasting one minute or longer. PG&E’s definition is an
outage lasting five minutes or longer and is based upon criteria established by the
CPUC.*

In its March 15, 2006 filing, SMUD recalculated both the SAIDI and SAIFI indices for
its region relative to the areas presented by PG&E based on the CPUC less stringent
criteria and excluding major events. The results of SMUD’s recalculated indices as
compared to PG&E’s Sacramento Division and Mission Division industries are
provided in Table 7.

* Ibid, pg. 50
* SMUD Review of Electric System Reliability and Stranded Facilities Regarding the SMUD Annexation
Application, March 15, 2006.
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TABLE 7
SMUD AND PG&E SAIDI AND SAIFI INDEXES
USING CPUC METHOD*"

2000-2004
2000-2004 Average SAIFI
Area Average SAIDI (interruptions/
(minutes/customers) customer)
PG&E - Mission Division 78.9 0.995
PG&E - Sacramento Division 186.2 1.218
SMUD - System 57.83 0.892

A review of the information in Tables 6 and 7 related to SMUD and PG&E’s reliability
indicates that in general, SMUD has comparable or better reliability than PG&E. This
information is supportive of SMUD’s claim that electric customers in the Annexation
Area will receive service at least equal to that provided by PG&E.

PG&E’s claim that the location of service centers impacts reliability is inconsistent with
SMUD'’s outage response plan. PG&E appears to imply that outage response will come
only from SMUD’s service center. This is not SMUD’s plan. Instead, troubleshooters
will be located throughout the service territory.*

Troubleshooters will be the first to respond to outages and diagnose the problem. If the
troubleshooter cannot solve the problem, additional support will be dispatched from
SMUD’s service centers. In many instances, the troubleshooters in the Annexation
Area will solve the problem with no reason to dispatch additional crews. This method
of outage response is typical and is not expected to impact reliability.

In the event that a dispatch was required from SMUD’s service center, there does not
appear to be significant differences between the distance and travel time from SMUD’s
service center to the Annexation Area and other regions of SMUD’s system. To
illustrate the relative proximity of the various regions of SMUD’s service territory, a
map of the Annexation Area and other portions of SMUD’s service territory is included
in Appendix A.

In addition, SMUD has prepared a summary of travel times between its service center
and various regions in the existing and proposed area. The travel times are summarized
in Table 8.

* Tbid, Section F.
* Ibid, Section B.
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TABLE 8
TRAVEL TIME BETWEEN SMUD CORPORATE YARD
TO JOB SITES IN SACRAMENTO AND YOLO COUNTY

Yolo County Sacramento County
Locations Minutes Locations Minutes
Woodland County Road 98
& Highway 16 32 Clay, CA 37
14984 Guadelupe Dr.
Davis - CR 30 & CR 96 29 Rancho Murieta, CA 32
West Sacramento -
Gregory Ave & 6237 Fountain Square Dr.
Jefferson Blvd 12 Citrus Heights 20
1350 Halyard Dr West
Sacramento City Hall 8 Herald, CA 29
23 Russell Blvd 50 Natomas St
Davis City Hall 20 Folsom City Hall 23
300 1st St
Woodland City Hall 27 Galt, CA 26

With respect to massive or catastrophic outages, SMUD is proposing to use mutual.
assistance agreements with neighboring utilities for system restoration. Use of mutual
assistance agreements are typical utility practice and common in the industry.

3.3 Schedule of Service

In its July 29, 2005 Application, SMUD anticipates providing electric service to the
Annexation Area within approximately 24 months of filing of the Certificate of
Completion by LAFCo. This schedule would result in the annexation occurring in
approximately October 2008.%

The plan for meeting its goal of October 2008 includes acquiring the PG&E facilities
and construction of new transmission lines and substations to serve customers in the
Annexation Area. SMUD anticipates that acquisition, construction, and commissioning
activities will be completed prior to SMUD commencing service in the Annexation
Area.*® A review of the proposed schedule for providing service in the Annexation
Area appears to be reasonable and achievable based on the current timeline. Since

* Application for Annexation SMUD, July 29, 2005, pg. 33.

* Ibid, pg. 33.

GES Engineers & Appraisers 44



Section 3

Level of Service
R e e s et Tk e e R T i T i S A . I AT |

SMUD will be acquiring the majority of the property it needs to serve the customers in
the Annexation Area from PG&E, the orderly transition from PG&E to SMUD and
should be relatively efficient given SMUD’s experience of operating similar electric
facilities.

3.4  Indication of Improvements and Upgrades That Will Be
Undertaken in Conjunction with the Annexation

SMUD anticipates acquiring the majority of the property required to serve electric
customers in the Annexation Area by condemning the property of PG&E. This
property includes the transmission, substation, and distribution property that currently
serves this area. A general map of this area has been provided as Figure 1. The
property SMUD is proposing to condemn is currently sufficient to allow PG&E to
provide service to the existing electric customers and is expected to perform the same
function under SMUD ownership.

According to its July 29, 2005 Application, SMUD also anticipates the construction of
a new 115 kV transmission line from the existing PG&E transmission line north of
Woodland to the Alverta Substation owned by SMUD. This transmission line will
range between 15 and 18 miles, depending on the exact route selected to construct this
interconnection. SMUD also anticipates the reconstruction of 2.5 miles of existing
SMUD 115 kV transmission line in order to add additional transmission lines into the
service area. This line would be constructed from PG&E’s existing transmission line
located on Power Inn Road to SMUD’s existing Hedge Substation. In addition to these
two major projects, SMUD has identified additional system upgrades that will allow it
to maintain and/or improve system reliability in the Annexation Area.

The ownership of the electric system in the Annexation Area will require SMUD to
replace and expand the infrastructure for existing and future customers. SMUD has
indicated that in the first five years that it owns the system, it expects to invest $28
million for system upgrades and expansions. SMUD currently provides service to
customers in the Sacramento area and has demonstrated that it can maintain and expand
the electric utility system to meet the requirements of its customers.

3.5 Financing

The acquisition of the existing facilities and construction of new facilities will require
SMUD to obtain financing for the purchase and/or construction of these facilities.
According to its July 29, 2005 Application, SMUD will use its best efforts to use new
long-term, fixed rate, tax-exempt system revenue bonds with a level debt service
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structure for the Annexation Area where possible.”’ In addition, portions of the initial
capital outlays that require the use of taxable debt are anticipated to be financed with
commercial paper supported by a letter of credit from the customers in the Annexation
Area. SMUD indicates in its Application that its debt service coverage will be in
accordance with senior bond indenture, coverage requirements, and the SMUD Board
of Directors’ goal for building equity. In paying down the debt associated with the
purchase and/or construction of facilities for the Annexation Area, SMUD’s intent is to
retire the commercial paper issued on behalf of the customers in the Annexation Area
first to minimize the interest expense and revenue required for coverage associated with
this type of financing. The financing structure proposed by SMUD appears to be
reasonable and consistent with how SMUD currently finances capital projects.
Therefore, after review of the financing options available to SMUD, the proposed
structure appears reasonable.

3.6 Conclusions

The annexation proposed by SMUD is expected to provide the same level of service to
customers in the Annexation Area as currently enjoyed by its existing customers.
These services will be based on the cost of serving the Annexation Area customers and
providing service at least equal to that provided by PG&E.

The proposed October 2008 schedule for accomplishing the annexation is reasonable as
the majority of the infrastructure necessary to serve these customers will be condemned
from PG&E. The infrastructure that SMUD must construct to interconnect its existing
system with the Annexation Area is primarily comprised of a 115 kV transmission line
and a new substation. Construction of these new facilities and additional improvements
to the system are expected to be funded at the same time as the acquisition of the
property purchased from PG&E and financed using a combination of commercial paper
and tax-exempt debt.

Our review of the information presented by SMUD indicates that it is reasonable to
assume that it will be able to accomplish the annexation and provide service and
reliability at least equal to those provided by PG&E.

7 Ibid, pg. 43.
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Appendix B
Terms and Conditions of the Annexation

On July 14, 2005, the SMUD Board of Directors elected the following terms and
conditions' of the annexation as identified in the SMUD Resolution No. 05-05-08.

Existing SMUD customers shall be held harmless as a result of the annexation
of the Cities of West Sacramento, Davis, and Woodland and contiguous
unincorporated areas of Yolo County into SMUD’s electric service area.

Annexation shall not adversely affect the quality or level of service and
reliability to existing SMUD customers.

SMUD ratepayers in the annexed territory shall pay through their rates and a
surcharge an amount sufficient to recover the costs of annexation, including
costs associated with the acquisition of the PG&E facilities, increased power
supply costs and non-bypassable charges assessed to departing load by the
California Public Utilities Commission or California law. The recovery of
annexation costs shall be consistent with the following principles:

a. SMUD shall recover the first $90 million of acquisition costs of PG&E’s
facilities over the long-term through SMUD rates charged to SMUD
customers in the annexed territory (Yolo Customers). This amount constitutes
the Base Amount.

b.  Acquisition costs in excess of the Base Amount shall be included in the
Surcharge Amount. Payment of this portion of the Surcharge Amount shall
represent the Yolo Customers’ equity contribution to the SMUD system.

c.  Following the Yolo territory election addressing annexation, SMUD will
acquire energy resources to serve the Yolo Annexation Customers and to the
extent reasonable and prudent will fix the cost of all or a portion of the energy
resources. In fixing the cost of the energy resources, if the forward price of
natural gas is more than $1 per MMBtu above the natural gas price assumed in
the April 2005 SMUD Staff Assessment and Recommendation (SMUD Staff
Assessment), the Surcharge Amount shall be increased to include the impact
of natural gas prices (in excess of the assumed price plus $1 per MMBtu) on
the estimated economic benefits of the annexation.

d. The Surcharge Amount described in paragraphs 3.b and 3.c above shall
be collected from the Yolo Annexation Customers during the Surcharge
Period. The Surcharge Period shall continue until the Surcharge Amount is
fully paid. While the term of the Surcharge Period is not fixed, it is expected

' Application for Annexation of the Cities of West Sacramento, Davis and Woodland, and
Unincorporated Areas of Yolo County and Related Sphere of Influence Amendment, Sacramento
Municipal Utility District July 29, 2005, pgs. 21-23.
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to last between 5 and 10 years (based upon the assumptions in the SMUD
Assessment).

e.  During the Surcharge Period, the Surcharge Amount shall be reduced
each year by the revenue collected from the Yolo Annexation Customers
which is in excess of the revenue that would have been generated by SMUD
tariffs plus any non-bypassable charges and amounts necessary to defray the
reasonably calculated costs or impacts to the Cities of West Sacramento, Davis
and Woodland and Yolo County (Yolo Jurisdictions) associated with the
provision of electric service by SMUD.

i During the Surcharge Period, the initial tariff rates for the Yolo
Annexation Customers shall be 2% or more below the then effective PG&E
tariff rates. The initial tariff rates shall be set to contribute to coverage of
SMUD’s fixed costs to recover the Surcharge Amount (over the Surcharge
Period), non-bypassable charges and amounts necessary to defray the
reasonably calculated costs and impacts to the Yolo Jurisdictions associated
with the provision of electric service by SMUD.

g. At the end of the Surcharge Period, the Yolo Annexation Customers
shall be placed on the then applicable SMUD tariff rates for similarly situated
customers. In addition to the SMUD tariff rates, the Yolo Customers shall
continue to pay any ongoing non-bypassable charges and amounts necessary to
defray the reasonably calculated costs or impacts to the Yolo Jurisdictions
associated with the provision of electric service by SMUD.

4. A mechanism to defray the reasonably calculated costs and impacts to the
Cities of West Sacramento, Davis and Woodland, and the County of Yolo,
associated with the provision of electric service by SMUD, shall be
implemented pursuant to agreement between SMUD and the local jurisdictions
and/or in accordance with conditions or mitigation imposed by LAFCo. If
implemented by agreement, the mechanism shall remain in place for an initial
term to be mutually agreed upon by parties. Within one year of expiration of
the initial term, SMUD and the Cities of West Sacramento, Davis and
Woodland, and the County of Yolo, may agree to continue the mechanism for
another specified term.

5. To the extent any such mechanism is subject to the approval of voters in the
territory to be annexed, and the voters to not approve the mechanism, SMUD
shall not be obligated to proceed with the annexation unless each of the Cities
of West Sacrament, Davis and Woodland, and the County of Yolo, confirm
that they still desire to be annexed into SMUD’s electric service territory.
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10.

Pursuant to an agreement between SMUD and the Cities of West Sacramento,
Davis and Woodland, and Yolo County, protests and votes cast in any
elections that may be required under Government Code Sections 56129 and
57075 shall be counted throughout the territory to be annexed rather than on a
jurisdiction-by-jurisdiction basis.

To the extent practicable, SMUD shall offer to hire qualified PG&E
employees displaced as a direct result of the annexation to fill the SMUD
positions created to effect the annexation.

The annexation effective date shall occur nine months after the date of any
election under Government Code Sections 56129 and 57075 in which a
majority votes in favor of SMUD’s annexation of the Cities of West
Sacramento, Davis, and Woodland and contiguous areas of Yolo County.

At the tume the annexation becomes effective, or as soon as possible
thereafter, SMUD shall modify its ward boundaries, consistent with Public
Utilities Code Section 11857.1.

During annexation proceedings, SMUD may propose or negotiate with
LAFCo any other terms and conditions reasonably necessary to effect the
annexation.
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1.0 Introduction

In annexing portions of Yolo County, SMUD proposes to condemn those portions of
PG&E’s property within the Annexation Area. The price SMUD must pay PG&E for
this property is defined as its fair market value. The definition of fair market value in
this context is as follows:

“the highest price on the date of valuation that would be agreed to by a
seller, being willing to sell but under no particular or urgent necessity
for so doing, nor obliged to sell, and a buyer, being ready, willing, and
able to buy but under no particular necessity for so doing, each dealing
with the other with full knowledge of all the uses and purposes for which
the property is reasonably adaptable and available. ™"

Most valuation experts and authoritative sources agree that there are three generally
accepted approaches to estimating the fair market value of a property. These are: 1)
the cost approach; 2) the sales comparison approach; and 3) the income capitalization
approach. The applicability of each approach varies with the nature and purpose of the
valuation assignment. After each approach has been considered, the appraiser
reconciles to a single value, or range of value, that most accurately reflects the
property’s market value as of the valuation date. Neither SMUD nor PG&E used all
three approaches in estimating the fair market value of the electric property in the
Annexation Area.

The fair market value set forth by SMUD is $84 million* whereas PG&E estimates it to
be $516.7 million®, resulting in a difference of approximately 515%. This difference in
fair market value estimates is the result of several factors that include the property
inventory, the unit costs applied to this inventory, the calculation of depreciation, and
the number of methods used to estimate the fair market value.

To determine the fair market value, SMUD used the cost and income capitalization
approaches which were based upon a report by R. W. Beck, Inc.? (Beck) and a report
prepared by SMUD staff and will be referenced to collectively as SMUD’s estimate of
fair market value. In its February 24, 2006 filing to LAFCo, SMUD staff updated this
analysis and provided information on electric utility system transactions.

! California Government Code § 126.320(a).

? Application for Annexation SMUD, July 29, 2005.

’ PG&E February 28, 2006 filing to LAFCo, Volume II, pg. 1.

“R. W. Beck, Inc. was the project manager and lead consultant responsible for the economic analysis,
conclusions, and final report. Stone & Webster Management Consultants and Lucy Company provided
the inventory of property and communication plan. The report prepared by this group is referred to
collectively as the Beck report for ease of presentation.
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In its July 29, 2005 Application to LAFCo, SMUD estimated a range of $84 million to
$130 million and used an estimate of $84 million for the electric property in its
economic analysis. The $84 million estimate was below that selected by SMUD staff in
its report that used an estimate of $110 million and represented the mid-point of the
range.

On September 16, 2005, subsequent to SMUD making its Application to LAFCo,
PG&E filed a response to SMUD’s Application setting forth comments relative to
SMUD’s estimate of fair market value and its own estimate. In developing its opinion
of fair market value, PG&E utilized both PG&E staff and the firm of Black & Veatch®
(B&V) which will be referenced collectively as the PG&E estimate of fair market
value. PG&E utilized the cost approach to determine the value of the property being
acquired by SMUD. Additional submittals by PG&E have been made to the LAFCo to
address boundary changes and issues raised by SMUD. Collectively, these submissions
set forth PG&E’s opinion relative to the estimated fair market value of its property in
the Annexation Area. PG&E estimates that the value of the system is $516.7 million
which includes an additional component for the change in this value from 2004 to the
actual acquisition date of 2008, going-concern value, and adjustments for current assets
and liabilities.

The following sections describe the methods employed by SMUD and PG&E in
estimating the fair market value of the property in the Annexation Area, along with our
_review and critique of these methods and analyses. A reconciled range of fair market
value is provided at the end of this appendix based on this review and our experience in
estimating the fair market value of electric utility property like that in the Annexation
Area.

2.0 Analysis of SMUD and PG&E’s Cost Approach to Value

In developing the fair market value of electric utility property, the cost approach is a
widely accepted methodology, especially for components of property that have no
discrete income potential, such as a portion of an electric transmission system.
However, the use of the cost approach to estimate the value of an electric system with
the size and characteristics of the Annexation Area must account for the limitations on
earnings imposed by regulation as a form of external obsolescence which is typically
measured by analyzing the property’s economic potential.

’ Black & Veatch is an engineering firm with vast experience in the electric and gas industries.
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There are two indicators of value that are typically used to value electric utility property
using the cost approach. These include the Original Cost Less Depreciation (OCLD)
and the Replacement Cost New Less Depreciation (RCNLD).® The OCLD is typically
defined as the original cost of the property when it was first placed into service less the
accrued depreciation. The OCLD value is an estimate of the property’s “net book
value™ and is generally equivalent to the rate base value of the property. The OCLD,
or the net book value, typically establishes the lower end of value for rate regulated
property like the electric system in the Annexation Area.

The RCNLD is defined as the cost of constructing a Replacement Cost New (RCN) of
the property at current prices with the same or closely related material less accumulated
depreciation. The RCNLD value typically establishes the upper end of value.

The cost approach methodologies used by SMUD and PG&E to estimate the value of
the property in the Annexation Area are similar, however, the inputs and assumptions
used vary considerably along with the conclusions reached by each party. The
following is a summary of the inputs and assumptions used by SMUD and PG&E that
are addressed in this appendix and include:

e inventory of the property to be acquired;

e replacement cost new;

e depreciation applied to the RCN;

e PG&E'’s inclusion of going-concern value; and

e consideration of additional elements of the cost approach.

The following sections will address each of these items. 1

2.1 Inventory of Property to Be Acquired

As of December 31, 2004, there was a definitive amount of property within the
proposed Annexation Area which comprised the electric transmission and distribution
system owned by PG&E that SMUD is proposing to acquire through condemnation. In
developing the cost approach, both SMUD and PG&E created an inventory of this
property to establish the property’s RCN as of the December 31, 2004 valuation date.

The inventory of property can be compiled from visual inspection in the field, records
maintained by the owner of the property, or a combination of the two methods. There

® The Reproduction Cost New Less Depreciation could also be utilized for property such as the subject,
however, replacement or reproduction cost for electric transmission and distribution property are
estimated to be similar in this instance.
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are limitations to both methods of creating a property inventory. The field inspection is
dependent on the accuracy of the persons conducting the inspection and their ability to
locate the property, which is particularly difficult for subsurface components. Property
inventories developed from company records are dependent on the accuracy of the
records used to compile the inventory.

SMUD and PG&E have similar quantity estimates for several of the system
components, but there are significant differences with respect to the overhead and
underground circuit miles. The following is a summary of the approaches used by
SMUD and PG&E in developing their inventories, and our analysis of each approach.

SMUD developed a field inventory of the electric property in the Annexation Area
without access to PG&E databases or circuit maps. Instead, SMUD collected data on
street maps as the basis of creating an inventory of the property. The maps developed
by SMUD were used to extrapolate certain lengths of low voltage networks and number
of poles in the Annexation Area. This field inventory resulted in an estimate of 480
miles of overhead lines in the Annexation Area and 11,815 utility poles and represents
a density of 25 poles per circuit mile.’

In developing its overhead conductor estimates, PG&E used its databases (adjusted by
certain factors) and circuit maps along with field verification to develop an inventory.
The data that formed the basis of PG&E’s estimate include the following;

e PG&E’s Geographical Information System (GIS). This system was used to
identify distribution circuits and plat maps associated with the proposed
condemnation area.

e Centralized Electric Distribution System Assets (C-EDSA). This database
contains detailed information on PG&E’s distribution circuits and equipment
such as feeders, conductor, transformers, services, and miscellaneous line
equipment. PG&E’s Mapping Department is responsible for updating this
database each time a plant is added or removed. PG&E’s Electric Planning
Department is the principal user of the C-EDSA database, using it for source
data to model distribution circuits for necessary upgrades and additions.

e PG&E’s Pole Asset Management Pole inventory database. This database
contains detailed information regarding PG&E’s poles and is primarily used to
manage PG&E’s “Test and Treat Program.”  This database tests the
reasonableness of the number of poles in the area obtained from the C-EDSA
database.

7 SMUD February 24, 2006 filing to LAFCo, pg. 17.
* PG&E February 28, 2006 filing to LAFCo, Volume II. pg. 41.
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e PG&E’s customer records system. This database was used to determine the
number of customers in the Annexation Area.

The data identified above, along with a partial field inventory, form the basis of
PG&E’s property inventory. As a result, PG&E estimates 584 circuit miles in the
Annexation Area and 19,744 poles, including street light poles, resulting in a density of
33 poles per circuit mile.’

In developing an inventory of property like that in the Annexation Area, it is not
unusual for differences of 5% to 10% to exist between data sources or inventories.
These differences result from the volume of property in the area which makes it
difficult to field inventory, and the accuracy with which the database and circuit maps
have been maintained by the utility. = The inventory of overhead circuits for the
Annexation Area differs by approximately 25% and is attributed to the methods
employed by SMUD and PG&E in creating an inventory of this property.

The inventory of property maintained by PG&E and shown on its circuit maps should
result in a reasonable estimate of the property in the Annexation Area. However,
PG&E’s C-EDSA database does not include the length of unfused tap lines installed
prior to 2003 in its inventory of circuit miles. The exclusion of these unfused tap lines
requires the use of a factor to account for this property in the development of an
inventory. PG&E estimates this factor at 1.43 and claims that it is the same value used
“in reports and data requests to agencies such as the California Public Utilities
Commission (CPUC) and Securities and Exchange Commission (SEC). "

The use of a factor to estimate the length of circuit miles makes it difficult to state with
any degree of certainty how accurate the PG&E inventory is for the Annexation Area.
There is little doubt that the C-EDSA database should be adjusted by some factor, as
SMUD’s field inventory demonstrates, there are approximately 480 circuit miles of
overhead circuits in the Annexation Area compared to the 436 circuit miles reported in
the C-EDSA database. Therefore, SMUD’s field inventory would suggest an
adjustment of 1.10 times for overhead conductor lengths.

To confirm the length of circuit miles in the C-EDSA database, PG&E selected two
random samples to compare the lengths in the database versus the lengths on its circuit
maps. These samples showed that, on average, the C-EDSA database, adjusted by a
factor of 1.43, was close to the lengths on the circuit maps.

Y Ibid, pg. 106, Table 9.4.2.4.
'Y PG&E March 8, 2006 filing to LAFCo, pg. 9.
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Table C-1 is a summary of the lengths in the C-EDSA database, the PG&E circuit
maps, and the factor by which the circuit maps vary from the database, as set forth in
PG&E’s report.

TABLE C-1
COMPARISON OF LENGTHS OF OVERHEAD CIRCUITS
IN THE C-EDSA DATABASE COMPARED
TO LENGTHS ON CIRCUIT MAPS

C-EDSA Measured on
Database Circuit Map Factor
Map No. (feet) (feet) (C/B)

J-17-14 14,925 20,850 1.40
J-17-15 17,677 20,332 1.15
J-18-13 470 690 1.47
J-18-14 3,547 1,476 0.42
K-18 39,935 68,093 1.71
K-18-01 4,685 2,847 0.61
K-18-06 0 2,229 0.00
K-19 42,930 41,403 0.96
K-21 2,725 20,515 7.53
L-18-16 0 1,704 0.00
M-19-14 7,885 12,296 1.56
M-18-13 2,635 10,236 3.88
N-21 0 13,640 0.00
L-23-24 12,685 13,658 1.08
J-18-02 6,797 5,553 0.82
J-17-06 2,370 4,839 2.04

Sources: C-EDSA database and PG&E February 28, 2006 filing 1o LAFCo,
Table 9.4.1.4 Detailed Comparison of 9 Representative Field Inventories and
Table 9.4.1.2 Detailed Comparison of 8 Random Field Inventories.

Table C-1 illustrates that the lengths in the database differ from the lengths shown on
any given circuit map, and that there appears to be no consistent relationship between
the two sources. Therefore, the lengths in the C-EDSA database do provide a starting
point, however the use of a consistent 1.43 factor may not be appropriate for the
Annexation Area.

The length of underground circuit miles inventoried by both parties varies by

approximately 36 % and is the result of similar inventory issues as previously discussed.
With respect to the underground inventory, PG&E used a factor of 1.18 times the
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lengths in the C-EDSA database.'" Table C-2 illustrates this same relationship for
underground circuits.

TABLE C-2
COMPARISON OF LENGTHS OF UNDERGROUND CIRCUITS
IN THE C-EDSA DATABASE COMPARABLE
TO LENGTHS ON CIRCUIT MAPS

C-EDSA Measured on Circuit
Database Map Factor
Map No. (feet) (feet) (C/B)

J-17-14 390 0 0.00
J-17-15 2,645 2,968 1.12
J-18-13 17,350 15,198 0.88
J-18-14 15,471 18,372 1.19
K-18 1,600 0 0.00
K-19 190 90 0.47
L-18-16 7,105 14,500 2.04
M-19-14 2,048 2,271 1.1
M-18-13 2,783 2,473 0.89
L-23-24 120 362 3.02
L-22-10 9,916 14,330 1.45
J-18-02 4,000 3,364 0.84
J-17-06 16,992 21,966 1.29

Sources: C-EDSA database and PG&E February 28, 2006 filing to LAFCo,
Table 9.4.1.4 Detailed Comparison of 9 Representative Field Inventories and
Table 9.4.1.2 Detailed Comparison of 8 Random Field Inventories.

In order to reconcile the difference in circuit lengths, it would be necessary to measure
the circuits on approximately 266 circuit maps that serve approximately 70,000
customers in the Annexation Area. A complete review of all of the PG&E circuit maps
has not been undertaken as part of this review. Instead, the aggregate RCN estimates
presented by SMUD and PG&E for the various quantities of property, along with the
sales comparison and income capitalization approaches to value have been used to
account for differences in certain property components.

The actual property inventory for the Annexation Area most likely will range
somewhere between the estimates of SMUD and PG&E and have some impact on the
RCN and RCNLD. However, the earning potential of this property will limit how
much a willing purchaser would pay for the property relative to the value estimated

" Ibid, pg. 5.
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using the cost approach. Therefore, differences in the estimate of RCN and RCNLD
are not expected to influence the selection of final value estimate presented in this
report due to use of the sales comparison and income capitalization approaches to
measure the earning potential of the property.

2.2 Replacement Cost New (RCN)

The RCN of the electric property in the Annexation Area is calculated by inventorying
the property and applying the appropriate unit costs. The inventory of this property
developed by SMUD and PG&E is discussed in the previous section.

The following section is a summary of how the quantity of property and unit costs of
the electric property in the Annexation Area are used by the parties to calculate the
RCN. The property components have been grouped together for comparison by type of
property. These categories include transmission plant, substation property, distribution
rights-of-way, overhead electric (including poles), underground, line transformers,
services and meters, and switches that comprise the system.

2.2.1 Transmission Plant

There are approximately 75 miles of transmission lines and associated rights-of-way
within the Annexation Area. The transmission lines that comprise the property SMUD,
is proposing to annex consist of primarily 115 kilovolt (kV) transmission lines erected
on a variety of wood, steel tower, and steel lattice structures. Table C-3 is a summary
of the quantity and RCN of the transmission plant.

TABLE C-3
COMPARISON OF TRANSMISSION PLANT
QUANTITY AND RCN FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
AS OF 12/31/04

Quantity in Circuit Miles Unit Cost RCN ($ in millions)
Transmission Item SMUD PG&E SMUD PG&E SMUD PG&E
Rights-of-Way N/A N/A N/A N/A $7.42 §7.50
Transmission Lines 73 76 419,726 449,825 $30.64 $34.00
Total: $38.06 $41.50
Reconciled ROW: $7.50
Reconciled Transmission Lines: $32.32

Sources: SMUD February 24, 2006 filing to LAFCo. pgs. 27-28; PG&E February 28. 2006 filing to LAFCo, Volume II.
pg. 106, Table 9.4.2.4.
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SMUD estimated a value of $7.42 million for rights-of-way compared to PG&E’s
estimate of $7.5 million. Therefore, there is little dispute over the value of these
rights-of-way and a value of $7.5 million is considered reasonable.

SMUD estimated the aggregate cost new of the transmission lines in the Annexation
Area at $30.64 million compared to PG&E’s estimate of $34 million. Both estimates
are considered reasonable and establish a range of $30.64 to $34 million for this
property. Therefore, the mid-point, or $32.32 million, is considered a reasonable
estimate of the RCN.

2.2.2 Substations

There are five substations in the Annexation Area that SMUD is proposing to condemn.
These substations, along with the size in megavoltamperes (MVA), unit costs, and
estimates used by SMUD and PG&E, are provided in Table C-4.

TABLE C4
COMPARISON OF SUBSTATIONS
QUANTITY AND RCN FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
AS OF 12/31/04

Quantity in MVA Unit Cost ($/MVA) RCN ($ in millions)
Substations SMUD PG&E SMUD PG&E SMUD PG&E
West Sacramento 90 105 $54,444 $137,333 $4.90 $14.42
Deepwater 16 16 $112,500  $210,000 $1.80 $3.36
Davis 120 135 $45,000 $65,407 $5.40 $8.83
Woodland 135 120 $32,593 $74,833 $4.40 $8.98
Plainfields 12 10 $83.333 $105.000 $1.00 $1.05
Total: 373 386 $46,917 $94,922 $17.50 $36.64
Reconciled: $27.00

Sources: SMUD February 24, 2006 filing to LAFCo. Exhibit 1, pg. 2 of 40; PG&E February 28, 2006 filing to LAFCo,
Volume II, pg. 106, Table 9.4.2.4.

SMUD and PG&E have a 3% difference in the total MVA capacity of the substations
which is attributed to SMUD using the rated capacity of the substations and PG&E
using the nameplate capacity. The use of either measure is appropriate and the
difference is not considered meaningful.
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The SMUD estimate of RCN for these substations is $17.5 million, or $47,000 per
MVA of substation capacity. The PG&E estimate is $36.6 million, or approximately
$95,000 per MVA of substation capacity. PG&E’s estimate of RCN is almost twice
that presented by SMUD. This range is considered significant and greater than one
would expect for this type of property. A review of substation costs from the Beck
report indicates an RCN for these substations of $23.15 million, or approximately
$62,000 per MVA. Therefore, it is reasonable that the RCN for the substations is
somewhere closer to the mid-point of the range and $27 million was selected as a
reasonable estimate.

2.2.3 Distribution Rights-of-Way

The distribution rights-of-way associated with the electric system represent an interest
in land required to cross the property of private land owners. These rights-of-way are
granted so that customers in the area can receive electric service via either underground
or aboveground facilities.

Distribution system rights-of-way are quite different from those granted for the
transmission lines. Typically, the property located within transmission rights-of-way is
quite imposing on the local area and serves a broader group of customers. The impact
to property values and quality of life these larger transmission lines impose is
significantly greater than that of the distribution system property. Consequently,
distribution rights-of-way are replaced more easily than transmission rights-of-way and
have lower fair market values.

PG&E identified 2,031 rights-of-way associated with its distribution system in its
January 26, 2006 filing to LAFCo and estimates the value of these rights-of-way at
$14.2 million. The PG&E unit cost per distribution easement is intended to include the
cost of researching owner information, cost of negotiating with property owners,
survey work, and compensating the property owners.

SMUD reviewed the distribution rights-of-way associated with the Annexation Area
provided by PG&E and identified that certain rights-of-way were either one-time
permits, gas facilities, or transmission rights-of-way. SMUD concluded from its
review that there were 1,635 rights-of-way in the Annexation Area with a cost of $0.9
million, or $550 per easement. The cost per easement SMUD estimated distinguished
between the easements that were either granted for no consideration or one dollar worth
of consideration, and those that PG&E paid more than one dollar to acquire. The cost
estimates developed by SMUD intended to account for the cost of granting and
documenting easements and, where necessary, compensating the owner of the
underlying property.
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Table C-5 illustrates the quantity and value of the rights-of-way both SMUD and PG&E
indicate are necessary to operate the distribution system.

TABLE C-5
COMPARISON OF DISTRIBUTION RIGHTS-OF-WAY
QUANTITY AND COSTS FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
AS OF 12/31/04

Cost/Right-of-way RCN
Quantity (rounded) ($ in millions)
SMUD 1,635 $550 $0.90
PG&E 2,031 $7,000 $14.22
Reconciled: $0.90

Sources: SMUD February 24, 2006 filing to LAFCo, pg. 27; PG&E February 28,
2006 filing to LAFCo, Volume II, pg. 106, Table 9.4.2.4.

The difference between the SMUD and PG&E RCN estimates is attributed to the per
right-of-way estimate and number of rights-of-way. The cost of acquiring a distribution
right-of-way is generally quite low which is supported by SMUD’s review of the rights-
of-way documents that indicate approximately 97% of the easements were granted for
one dollar."> The granting of a right-of-way for one dollar or less is consistent with
typical purchases for distribution rights-of-way and SMUD’s estimate.

PG&E claims that certain railroad crossings and construction permits should be
considered in the value of the rights-of-way and that SMUD’s costs do not account for
those permits. These costs are typically a function of obtaining permits for the
construction of the whole system and would fall within the engineering costs that are
included in the unit costs of each component. Therefore, SMUD’s estimate of the
distribution rights-of-way costs is considered to reflect the cost for the distribution
rights-of-way.

2.2.4 Overhead Circuits

The overhead primary and secondary system that SMUD is seeking to acquire includes
the poles, wires, and miscellaneous apparatus associated with this system. A discussion
of the inventory differences has been presented previously and is not repeated in this
section. Table C-6 shows the lengths and RCN for the overhead circuits.

2 SMUD February 24, 2006 filing to LAFCo, pg. 25.
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TABLE C-6
COMPARISON OF OVERHEAD FACILITIES RCN
FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
12 OF 12/31/04

Overhead Quantity in Miles Unit Cost RCN ($ in millions)
Distribution SMUD PG&E SMUD PG&E SMUD PG&E

12 kV Overhead & Poles 480 584 $77.125 $73,767 $37.02 $43.08
Secondary Lines 55 135 $20,000  $10,889 $1.10 $1.47
Capacitors 187 210 $7433  $16,000 $1.39 $3.36
Fuses N/A 1.016 N/A $4.000 N/A $4.06
Regulators & Booster N/A N/A N/A N/A $0.20 $0.22

Total: $39.71 $52.19

Reconciled: $46.00

Sources: SMUD February 24, 2006 filing to LAFCo, Exhibit | and pgs. 15-16; PG&E February 28, 2006 filing to
LAFCo, Volume II, pg. 106, Table 9.4.2.4.

SMUD’s estimate of RCN for the overhead facilities is approximately 25% below the
cost estimate by PG&E. A review of the database and the maps provided by PG&E
indicates that there are differences in the quantity of property used by SMUD and
PG&E to estimate the RCN for the Annexation Area. A reconciliation of these
differences would require a complete inventory from circuit maps and field verification
which has not been undertaken in this assignment. However, for the purposes of this
analysis, the mid-point of the RCN estimates by SMUD and PG&E has been used for
these facilities, or $46 million, and is considered a reasonable estimate of RCN.

2.2.5 Underground Electric Distribution (12 kV and Secondary)

The underground electric system SMUD is seeking to acquire in the Annexation Area
includes the underground distribution lines and conduit, underground junction boxes
that are used either for switching or transformer storage, and miscellaneous equipment.
Table C-7 is a summary of the underground facilities, unit costs, and RCN estimates
presented by both SMUD and PG&E.
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TABLE C-7
COMPARISON OF UNDERGROUND FACILITIES AND RCN
FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
12 OF 12/31/04

Underground Quantity in Miles Unit Cost RCN (% in millions)
Distribution SMUD PG&E SMUD PG&E SMUD PG&E
12 kV Underground 259 353 $270,656  $522.238 $70.10 $184.35
Secondary 125 240 $109,200 $21,125 $13.65 $5.07
Capacitors N/A 7 N/A $30,000 N/A $0.21
Fuses N/A 186 N/A $26.505 N/A $4.93
Interupter N/A 6 N/A $75,000 N/A $0.45
] Box N/A 359 N/A $5.989 N/A $2.15
Risers 669 N/A $747 N/A $0.50 N/A
Total: $84.25 $197.16
Reconciled: $84.00

Sources: SMUD February 24, 2006 filing to LAFCo, Exhibit 1; PG&E February 28, 2006 filing to LAFCo, Volume II, pg.
106, Table 9.4.2.4.

Both SMUD and PG&E RCN estimates for underground facilities are based on the cost
of installing the facilities under brownfield conditions. The use of brownfield costs as
opposed to the costs actually incurred by PG&E under greenfield conditions when it
installed this property results in RCN estimates presented by both SMUD and PG&E
that are substantially higher than the greenfield estimates in the Beck report. The cost
of brownfield construction accounts for the road opening and repaving that is incurred
to replace the facility as of the valuation date compared to the cost of greenfield
construction which assumes that construction of the property occurs with construction
of the road or development. The greenfield costs for this type of construction would be
approximately $130,000 to $150,000 per mile.

SMUD estimates that underground construction in the Annexation Area will result in a
unit cost of approximately $270,000 per mile while PG&E estimates almost twice this
amount at $522,000 per mile.

A review of both the inventory and unit costs indicate that the RCN presented by
SMUD more closely reflects the cost to install underground facilities in the Annexation
Area. In concluding that SMUD’s estimate for underground facilities was reasonable,
several factors were considered which included the unit costs, the type of construction,
and quantity of property. The unit cost estimate used by PG&E for 12 kV primary
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underground facilities is almost twice the estimate used by SMUD and is considered to
be excessive for this type of construction. With respect to quantity, SMUD estimated
94 fewer miles than PG&E, which, using SMUD’s estimated cost per mile of 12 kV
primary, would result in an underestimate of approximately $25 million. However, had
SMUD adopted a greenfield approach and PG&E’s quantity, the RCN would be
approximately $20 million below SMUD’s current estimate of RCN for this component.
Therefore, SMUD’s underground cost estimates are used in estimating the RCN.

2.2.6 Line Transformers

The transformers in the Annexation Area range in size from 5 kilovolt-amperes (kVa)
single-phase pole-mounted transformers to 3,000 kVa 3-phase pad-mounted
transformers arranged in various configurations and located throughout the Annexation
Area. Table C-8 is a comparison of the total unit count, total MVA, and estimated cost
new for the transformers in the Annexation Area.

TABLE C-8
COMPARISON OF LINE TRANSFORMERS
QUANTITY AND RCN FOR ANNEXATION AREA
ESTIMATED BY SMUD & PG&E
AS OF 12/31/04

Quantity of RCN
Transformers kVa $/kVa ($ in millions)
SMUD 7,395 555,940 $32.22 $17.91
PG&E 9,233 733,919 $44.58 $32.712
Reconciled: $32.72

Sources: SMUD February 24, 2006 filing to LAFCo, pgs. 21-22; PG&E February 28, 2006
filing to LAFCo, Volume II, pg. 106, Table 9.4.2.4.

The difference between the RCN estimates in Table C-8 is a result of both quantity and
unit cost differences. The transformer summary above indicates that PG&E’s total kVa
and RCN is higher than that estimated by SMUD.

The transformer count by PG&E was based on its C-EDSA database and confirmed by
its estimate of loads in the Annexation Area. A review of the quantity of transformers
indicates that PG&E’s estimated kVa for the system is considered reasonable based on
PG&E's estimated system peak of approximately 321,000 kVa."

" Ibid, pg. 18.
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In addition to the quantity of transformers, SMUD and PG&E also have differences in
unit costs that result in different RCN estimates. Table C-9 is a summary of selected
pad-mounted transformers and the cost estimates by SMUD, Beck, and PG&E.

TABLE C-9
SUMMARY OF SIZE AND UNIT COSTS
OF PAD-MOUNTED TRANSFORMERS

Item SMUD[1]  R.W.Beck[2] PG&E[2]
Single-phase 50 kVa $2,183 $1,850 $3,175
Single-phase 75 kVa $2,603 $2,454 $3,719
Single-phase 100 kVa $2,892 $2,870 $4,158
3-phase 75 kVa $5,855 $3,780 $7,134
3-phase 150 kVa $6,870 $7,186 $7,271
3-phase 300 kVa $8.480 $8,930 $7,884
3-phase 500 kVa $11,157 $10,844 $15,900
3-phase 750 kVa $13.054 $15,126 $16,080
3-phase 1,000 kVa $17,451 $16,294 $16,489
3-phase 1,500 kVa $23.439 $24,818 $32.,404

[1] SMUD February 24, 2006 filing to LAFCo, Exhibit 1, cost table.
[2] PG&E February 28, 2006 filing to LAFCo, Volume II, Appendices.

The comparison of line transformers and associated unit costs in Table C-9 provides a
summary of the price estimates used by the various parties. The unit cost of 3-phase
pad-mounted 75 kVa transformer units shows that PG&E’s unit costs are approximately
90% higher than Beck’s estimates for these units. A similar comparison for 300 kVa
units indicates a more narrow range with PG&E estimating the lowest unit price.

A review of the unit prices in Table C-9 with prices published in R.S. Means (an
industry recognized cost manual) indicates that PG&E has the most consistent unit
prices for transformers. Therefore, PG&E’s transformer quantities and unit costs are
used in estimating the RCN.

2.2.7 Services and Meters

The service to customer premises includes both aboveground and underground service
drops and meter installations. The quantity and cost of these installations is
summarized in Table C-10.
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TABLE C-10
COMPARISON OF SERVICES AND METERS
QUANTITY AND RCN FOR ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
AS OF 12/31/04

Quantity RCN ($ in millions)
SMUD PG&E SMUD PG&E
Services 68,462.0 70,181.0 $38.80 $37.61
Meters 70,000.0 71,104.0 $5.03 $7.50
" Total $43.83 $45.11
Reconciled: $45.00

Sources: SMUD February 24, 2006 filing to LAFCo, Exhibit 1; PG&E February 28, 2006
filing to LAFCo, Volume II, pg. 106, Table 9.4.2.4.

The difference in estimates of services and meters is less than 3%. Therefore, a figure

of $45 million for services and meters is considered reasonable and used to estimate the
RCN.

2.2.8 Switches and Reclosures

Switches and reclosures allow the system operators to isolate portions of the system to

allow for repairs or upgrades to the system. Table C-11 is a summary of the switches
and costs for each.
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TABLE C-11
COMPARISON OF SWITCHES AND RECLOSURES
QUANTITY AND RCN FOR THE ANNEXATION AREA
ESTIMATED BY SMUD AND PG&E
AS OF 12/31/04

Average RCN
Quantity Unit Cost ($ in millions)
SMUD 1,010 $6,096 $6.16
PG&E 1,057 $18,524 $19.58
Reconciled: $13.00

Sources: SMUD February 24, 2006 filing to LAFCo, Exhibit 1; PG&E
February 28, 2006 filing to LAFCo, Volume II, pg. 106, Table 9.4.2.4.

The average unit cost estimates presented by PG&E are approximately three times more
than those used by SMUD. A review of unit costs used by SMUD for each of the
switches, in its February 24, 2006 filing to LAFCo, indicates that several of the
switches have reasonable unit estimates while SMUD has appeared to underestimate the
price of more complex switches. Therefore, the mid-point of this range is used to
estimate the RCN to account for the higher cost of these more complex switches.

2.2.9 Summary of RCN

The RCN for the various property components estimated by SMUD and PG&E, along
with our reconciled RCN are included in Table C-12. =
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TABLE C-12
SUMMARY OF RCN
($ in millions)

SMUD PG&E Reconciled
Transmission
T2 Rights-of-way $7.42 $7.50 $7.50
Transmission Lines $30.64 $34.00 $32.30
Subtotal $38.06 $41.50 $39.80
2122 Substations $17.50 $36.64 $27.00
Distribution
223 Rights-of-way $0.90 $14.22 $0.90
2.2.4 12 kV Overhead & Poles/Secondary
Lines/Capacitors/Fuses $39.71 $52.19 $46.00
2.2.5 12 kV Underground/Secondary/
Capacitors/Fuses/Interupter/J Box $84.25 $197.16 $84.00
2.2.6 Line Transformers $17.91 $32.72 $32.72
2:2.7 Services and Meters $43.83 $45.11 $45.00
2.2.8 Switches and Reclosures $6.16 $19.58 - $13.00
Street Lights $1.83 $1.83 $1.83
Subtotal $194.59 $362.81 $223.45
Total $250.15 $440.95 $290.25
RCN per customer @ 70,000 customers $3,574 $6,299 $4,146

The RCN totals for the system and per customer have been summarized in Table C-12.
The reconciled $4,146 per customer estimate is considered reasonable and consistent
with the density of customers in the Annexation Area.

A second method that could have been used to establish an RCN for some or all of the
property in the Annexation Area is referred to as cost index trending. This method
uses the original cost incurred to construct the property and adjusts the cost to the date
of value using industry accepted trending tables. This method of estimating RCN has
not been performed by SMUD or PG&E for any of the property in the Annexation
Area."

'* PG&E indicated that it only maintains original cost information for Yolo County and selected property
in the Annexation Area.
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2.3 Appraisal Depreciation and Obsolescence

In the cost approach, depreciation is the difference between the RCN and the property’s
market value as of the valuation date. The causes and types of depreciation are found
in three basic categories: 1) physical deterioration, 2) functional obsolescence, and 3)
external obsolescence. Physical deterioration and functional obsolescence are intrinsic
to the property and are a function of a property’s design, construction, age,
maintenance and performance compared with similar improvements in the marketplace.
External obsolescence is a loss in value caused by factors outside a property. This
form of obsolescence is typically incurable, and in the case of rate regulated property is
a function of earning limits on the property.

The following sections describe how SMUD and PG&E applied depreciation to the
electric transmission and distribution property in the Annexation Area.

In developing the accumulated depreciation associated with the transmission and
distribution property, SMUD utilized a straight line method of depreciation. SMUD’s
calculation of straight line depreciation was based on the estimated age of the facility
and the depreciation factors associated with this age of property using average service
lives, survivor curves, and net salvage rates reported by PG&E in its FERC Form 1
filing"” which is an annual report to the Federal Energy Regulatory Commission
(FERC). The accumulated depreciation was then subtracted from the RCN value to
determine the RCNLD.

PG&E measured depreciation based primarily on what it refers to as statistical
approaches.'® PG&E utilized survivor curves and average service lives similar to those
employed by SMUD. These types of curves and service lives assign retirement patterns
and life characteristics to the facility being valued. However, instead of using straight
line depreciation like that employed by SMUD, PG&E relied on present worth
depreciation. Present worth depreciation is a method of distributing the value of
accumulated depreciation over the property’s service life so that it more closely relates
to the utilization of the property. PG&E sets forth its explanation of present worth
depreciation as follows:

“The value of utility property relates to the capability of that property to
generate cash and to support the financing required to fund acquisition
(including construction) of that property over its remaining life. In order
to recognize the value and distribute value equitably between the buyer
and seller, depreciation must recognize this value contribution and

** Application for Annexation SMUD, July 29, 2005, Appendix E, pg. 2-2.
' PG&E February 28, 2006 filing to LAFCo, Volume II, pgs. 50-51.
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financing requirement. To do so we must recognize in depreciation a
present worth factor. Properly developed, present worth depreciation
results in a value for property equal to the indebtedness associated with
the property. Very simply, properly applied, use of present worth
depreciation produces a result whereby the value of an asset at any point
during its life is equal to the outstanding debt associated with securing
the asset.”"’

The effect of using a straight line method of depreciation results in SMUD estimating
accumulated depreciation associated with the system of approximately 47%. PG&E’s
present worth method of depreciation results in accumulated depreciation of
approximately 21%."

The estimation of depreciation associated with an electric system like that SMUD is
seeking to acquire in the Annexation Area relies on both statistical approaches to
estimating depreciation and professional judgment associated with the application of
those statistical approaches. In developing its depreciation, SMUD has used straight
line depreciation which is the approach typically employed to estimate depreciation for
electric utility property. While present worth depreciation is used for certain purposes
in the State of California, it is not considered to be a widely adopted method of
calculating depreciation to electric utility property."

In arriving at our estimate of the most reasonable depreciation, an inspection of the
property was conducted and the accrued depreciation PG&E reports for its entire
transmission and distribution system in its December 31, 2004 FERC Form 1 was
reviewed. An inspection of the property in the Annexation Area indicated that this
property was of older vintage and appeared to suffer from more than 21% accumulated
depreciation. This visual inspection is supported by PG&E system-wide accumulated
depreciation for transmission and distribution property of approximately 40%.
Therefore, SMUD’s depreciation estimate of 47% is considered reasonable for the
electric property in the Annexation Area.

2.4 Going-Concern Value

In developing the value of the subject property, B&V added an incremental value for
going-concern which is intended to reflect the incremental value associated with a
business concern which is distinct from the value of its tangible property. PG&E has

7 Ibid, pg. 51.

¥ SMUD February 24, 2006 filing to LAFCo, pg. 32; PG&E February 28, 2006 filing to LAFCo,
Volume II, pg. 117.

' An interview with B&V indicated that outside of California, they were aware of only one other
situation where present worth depreciation had been utilized.
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estimated the going-concern value at 25% of the property’s RCN based upon its opinion
of the incremental going-concern component present in the system SMUD is seeking to
acquire.”

PG&E argues that:

“the courts have long recognized the incremental value attributable to
acquiring a going concern. In fact, the price paid by Turlock Irrigation
District for certain PG&E facilities included an allowance of 10 percent
of RCNLD for going concern value and Turlock also agreed to a service
area agreement as part of the transaction. We believe that an allowance
of 10 percent of RCNLD is wholly inadequate to compensate PG&E for
the cost incurred in developing its business in Yolo County, plus the
present value in PCS and fiber, the potential value in connection with
BPL, and other uses. We therefore use a conservative going concern
value allowance of 25 percent of RCN for the purpose of this report.””

Typically when valuing the component of going-concern, either the income
capitalization or sales comparison approach is used to establish the value of the
enterprise which must be greater than the RCNLD for going-concern value to be
present. The RCNLD developed in the cost approach is then typically subtracted to
estimate the incremental value associated with going-concern. The B&V report,
prepared for PG&E, did not develop that approach here; instead it added the 25% to
the value of the RCNLD based upon its opinion with no support that the income
potential of the property was capable of supporting this incremental value.

Since the incremental value estimate provided by PG&E is not supported by any
market-based analysis that indicates a willing buyer would pay more for the property
than RCNLD, it is difficult to find that this premium would be paid. Therefore, while
going-concern may be present in some instances, there is no support that it is present in
this case.

2.5 Reconciliation of 2004 to 2008

The analysis developed by SMUD in its Application assumes that the additions to the
property will be offset by additional depreciation associated with the property currently
being valued as of December 31, 2004 and, therefore, SMUD makes no separate
consideration for additional property added to the system. The assumption that these

2 PG&E February 28, 2006 filing to LAFCo, Volume II, pg. 63.
2! Ibid (The term PCS stands for “digital cellular service” and BPL stands for “broadband over
powerline”).
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additions would be offset by additional depreciation is reasonable. However, it is also
reasonable to assume that SMUD will have to pay for additional property to serve these
customers over this period that exceeds accumulated depreciation.

PG&E has identified that additional assets will be constructed between 2004 and the
time at which SMUD takes over PG&E’s property in the Annexation Area, as
continued operation of the distribution system by PG&E will necessitate these additions.
PG&E estimates that these additions will exceed additional accumulated depreciation
and retirements between 2004 and 2008, and increase the value of the property by
approximately $37.4 million.

PG&E calculates this difference in the RCNLD between 2004 and 2008 as follows:*

RCNLD of Existing System: ($ in millions)

Difference Represents
12/31/04 1/1/08 Additional Depreciation

RCNLD: $345.88 $338.81 $7.07

In estimating the change in value between 2004 and 2008, PG&E estimates the RCNLD
will decline by $7.07 million which is then subtracted from the estimate of $44.49
million for additions to the property between 2004 and 2008. In order for these
assumptions to be correct, the additions to the system would have to average
approximately $11.25 million per year. The reasonableness of this assumption was
analyzed by comparing the annual property additions between 2001 and 2004 in the
PG&E report for the past four-year period. This review indicated that the average
investment over the past four years was approximately $3 million per year.

Therefore, SMUD’s assumption that additions will equal depreciation and retirement is
considered reasonable and no adjustments to the RCNLD figure is made for abnormally
high expenditures. If the relationship between capital additions and depreciation
changes, SMUD has indicated that it will compensate PG&E for this property if it can
demonstrate that its construction was prudent.

2.6 Other Assets and Liabilities

PG&E also has identified certain current assets and liabilities that SMUD should
compensate it for as part of acquiring its property. The assets include the accounts

2 PG&E February 28, 2006 filing to LAFCo, pg. 57.
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receivable, unbilled revenues, and construction work in progress. PG&E identifies that
combined, these have a value of $20.8 million.

PG&E also has identified liabilities associated with the transfer that SMUD will incur if
it acquires the facility. PG&E has identified these liabilities to have a value of $11.3
million.

The net effect of the assets and liabilities is a positive $9.5 million that SMUD will
receive in accounts receivable and unbilled revenues. The current assets and potential
liabilities PG&E has identified are common for this type of transaction and are not
considered to impact the fair market value of the electric property in the Annexation
Area.

In the event SMUD has to pay PG&E for these assets, it will recover this amount from
the customers in the Annexation Area based on services previously provided by PG&E.
Therefore, no adjustment to the acquisition price is made for these current assets and
potential liabilities.

2.7 Reproduction Cost New Less Depreciation (RCNLD)

The following table is a summary of the estimated RCNLD of the property SMUD is
proposing to acquire. For purposes of this analysis, the assumption has been made that
additions to the property will be offset by retirements and additional accrued
depreciation and that the current assets equal the current liabilities. Therefore, if these
assumptions, as of the taking date, are not consistent then SMUD has acknowledged
that it may have to compensate PG&E for these items at that time. However, for the
purpose of our analysis it is reasonable to use the values presented below.

The RCNLD for the various property components estimated by SMUD and PG&E,
along with our reconciled RCNLD is shown in Table C-13.
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TABLE C-13
SUMMARY OF RCNLD
($ in millions)

SMUD PG&E Reconciled
Transmission
221 Rights-of-way $7.42 $7.50 $7.50
Transmission Lines $30.64 $34.00 $32.30
Subtotal $38.06 $41.50 $39.80
2.22 Substations $17.50 $36.64 $27.00
Distribution
2.2.3 Rights-of-way $0.90 $14.22 $0.90
224 12 kV Overhead & PolesSecondary
Lines/Capacitors/Fuses $39.71 $52.19 $46.00
2.2.5 12 kV Underground/Secondary/
Capacitors/Fuses/Interupter/J Box $84.25 $197.16 $84.00
2.2.6 Line Transformers $17.91 $32.72 $32.72
2.2:7 Services and Meters : $43.83 $45.11 $45.00
2.2.8 Switches and Reclosures $6.16 $19.58 $13.00
Street Lights $1.83 $1.83 $1.83
Subtotal $194.59 $362.81 $223.45
Total $250.15 $440.95 $290.25
less Depreciation $117.57 $95.07 $136.42
RCNLD $132.58 $345.88 $153.83
plus Going-Concern N/A $123.87 [1] $0.00
plus Additions N/A $37.42 2] $0.00
plus Current Assets N/A $9.53 [3] $0.00
RCNLD $132.58 $516.70 $153.83
(rounded) $133 $517 $154

Note: Reconciled value is depreciated at 47%.

Sources: SMUD February 24, 2006 filing filing to LAFCo; PG&E February 2006 filing to LAFCo,
Volume II, pgs. 36, 63 and 68.

[1] PG&E Going-Concern value calculated at 25% of RCN as of January 1, 2008 ($495.48 x 25% =
$123.87), pg. 63.

[2] PG&E Additions are calculated from Total Capital Additions through December 31, 2007, or $44.9
million less Accumulated Depreciation of $7.07 million, or $37.42 million, pgs. 56-57.

[3] PG&E Current Assets calculated as Other Assets less Liabilities as of January 1, 2008 ($20.83 -
$11.30 = $9.53), pg. 68.
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3.0 Original Cost Less Depreciation (OLCD)

The OCLD estimate of value is a technique that is used to estimate the value of the
property when it was placed into service and is used as a proxy for the “net book value
of the property.” The net book value of electric utility property represents the amount
upon which investor-owned utilities, such as PG&E, are entitled to earn as a return.

In its July 29, 2005 Application to LAFCo, SMUD set forth its estimate of establishing
an OCLD for the property it was seeking to acquire in the Annexation Area. This
estimate of OCLD was based on taking the RCN and trending it back to the year of
installation using the Handy-Whitman Cost Index.” The OCLD estimate for the
Annexation Area that SMUD set forth was $84 million based on the RCN figures set
forth by SMUD staff.

PG&E provided its own estimate of OCLD, in a letter to the LAFCo dated February 1,
2006, of $129 million as of December 31, 2004 using a technique similar to that of
SMUD. However, PG&E used its estimate of RCN as the starting point for this
calculation.

In arriving at a value estimate for the property in the Annexation Area, OCLD, as
calculated in the manner presented by SMUD and PG&E, is used as a proxy for the
actual net book value. In this context, it is another method of estimating value and in
the absence of the actual net book, serves as a reasonable proxy of the property’s net
book and earnings potential in the marketplace. Therefore, the final value estimate for
the property SMUD is seeking to acquire in the Annexation Area should take into
consideration this figure in the absence of the actual net book value.

4.0 Sales Comparison Approach to Value

The sales comparison approach to value is a process whereby the fair market value of
the subject property is based upon the comparison of prices that have been paid for
similar properties or comparison to offers and listings of similar properties. The sales
comparison approach is most applicable in an active market where the prices paid serve
as accurate indicators of the most probable selling price of the subject property as of the
valuation date.

¥ The Handy-Whitman Cost Index (HWI) is a widely recognized publication that tracks the annual
change in the construction cost of various electric, gas, and water improvements for six regions of the
country. The HWI has been published since 1914 and is used by owners, appraisers, and regulatory
bodies for measuring the change in construction costs over time, and is considered to provide reliable
indications of cost when applied to the original construction costs.
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4.1 Trends in the Sale of Electric Systems

Electric system transactions have occurred throughout the country. While electric
systems may not sell with the regularity of more common real estate or personal
property, there still exists a significant number of transactions that can be used to
develop units of comparison.

The ability to identify transactions is the first step in developing the sales comparison
approach. However, it is rare to find a sale or transaction that is exactly identical to
the subject property.” The lack of exactly comparable sales requires that the
characteristics that influenced the motivation of buyers and sellers be reflected in the
selection of sales for comparison to the subject, and that the units of comparison used to
estimate the value of the subject account for differences between the sales and the
subject.

The following is a summary of the characteristics that were considered in selecting
comparable sales for comparison to the subject.

o Size of system (customers, assets, revenue, etc.)

¢ The location or region of the country in which the sale was located

e Motivation of buyers and sellers

e Expectations of future cash flows (profitability)

e Did the transaction involve other businesses

e Age of assets being acquired

e Physical condition and economic characteristics
Units of comparison considered in this approach typically include:
e Sale Price / Customer
This unit of comparison is a good indicator of value for systems that have
similar mixes of commercial, industrial, and residential customers, capital

structure, and profitability, but is of limited use when comparing companies
with different mixes of each.

* Except in cases where the subject itself has been sold in the recent past, or as part of a transaction
where the price has been agreed upon by the buyer and seller.
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The sale price to net book ratio measures the relationship of a system’s sale
price to one of the primary factors used by state commissions to establish the
system’s cost of service or revenue requirement.

Sale Price / EBITDA

The sale price to EBITDA (earnings before income taxes, depreciation and
amortization) ratio is also an indicator of the system’s cash flow potential like
the sale price to gross revenue ratio. However, this ratio allows for comparison
of systems that have different levels of expense as it measures the system’s cash
flow that would be available to satisfy debt and equity capital in a transaction
and is not influenced by past financing or depreciation expenses.

4.2 Sales Analysis

In its original Application to the LAFCo, SMUD did not set forth any information
relating to sales transactions. However, in its February 24, 2006 filing, SMUD
developed a summary of transactions located in California and the western United

States which have transferred since 1988. Table C-14 illustrates these sales.

TABLE C-14
ELECTRIC UTILITY SALES TRANSACTIONS
FROM SMUD’S FEBRUARY 24, 2006 FILING

RCNLD Sales Price
Year State Seller Purchaser Sales Price OCLD (RCNLD/OCLD)
1988 CA  CP National Lassen MUD $19,900,000 $14,256.187 1.40
1994 ID  Pacific Power & Washington Water $29,935,247 $23,791,631
Light & Power 1.26
1998 MT  Pacific Power &  Flathead Electric $111,000,000 $103,000,000
Light Coop 1.08
1999 CA  Pacific Power & Nor-Cal Electric $184,091,795 $138.166,826
Light Authority 133
2002 HI  Citizens Kauai Island $215,000,000 $181,400,000
Communications  Utility Coop 1.19
2003 CA PG&E Turlock Irrigation $15.111,825 $8.700,000
District 1.74

These sales show a ratio of sale price to OCLD between 1.08 and 1.74 times. SMUD
estimated a net book value of $65 million for PG&E’s property in the proposed
Annexation Area based upon PG&E’s filing with the California State Board of

GES Engineers & Appraisers
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Equalization. Assuming a $65 million net book value, the value estimate using the
sales above would range from a low of $70.2 million to a high of $113 million.

PG&E has not developed a value estimate using the sales comparison approach, but
instead cited two recent Florida arbitration decisions relating to the condemnation of
electric utility property. PG&E points out that neither of the arbitration panels thought
it necessary to discuss OCLD or net book value.

The points brought up by PG&E in reference to the arbitrations are worthy of
consideration. However, it is our opinion that these documents do not demonstrate
market value but rather settlements between the parties.

A review of the sales information presented by SMUD and PG&E indicates that the
most probable range of sale prices for the property SMUD is seeking to acquire is
between 1.08 and 1.8 times the property’s net book. This range is consistent with our
experience and supported by transactions in the marketplace. In applying this range of
multiples, it is important to use the actual net book value of PG&E’s property which
SMUD has estimated at $65 million,” or as close a proxy as can be estimated from
actual company records.

In its filing with the CPUC, PG&E used an estimate of $78 million for its book value in
the Annexation Area and the amount ratepayers would receive from the sale of the
property.”

Therefore, assuming that the actual net book value for the Annexation Area is between
$65 and $78 million, the range of value established by the sales comparison approach is
shown in Table C-15.

5 SMUD’s estimate is consistent with research conducted on behalf of the LAFCo by Economic Planning
Services (EPS) that indicates the California State Board of Equalization uses an estimate of approximately
$61 million for PG&E’s net book value in the Annexation Area.

% This assumption indicates that ratepayers would receive only $78 million, even if the price ultimately
paid was $516.7 million.
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TABLE C-15
SUMMARY OF VALUES USING
SALES COMPARISON APPROACH AND
VARIOUS RANGES OF NET BOOK VALUE
AS OF 12/31/04
($ in millions)

Low Ratio High Ratio
1.08 1.80
SMUD’s Estimate of Net Book @ $65 million $70 $117
PG&E’s Estimate of Net Book @ $78 million $84 $140

The estimated value in the table above establishes a range of between $70 and $140
million for the property in the Annexation Area. The mid-point of this range is $105
million and is considered a reasonable estimate for the subject using the sales
comparison approach.

5.0 Income Capitalization Approach to Value

The income capitalization approach derives a value estimate based on the total present.
worth of all anticipated future benefits that arise from ownership of the property. The
income capitalization approach is considered to be, in the appropriate circumstances,
the best means of estimating the value of an income producing property. Implicit in
this approach is consideration of the amount and probability of receiving future income
from operation of the property.

The basic concept behind the income capitalization approach may be represented by the
following formula:

Income (1)

Value (V') =
Rate (R)

The Value (V) is a direct function of the future Income (I) and an inverse function of
the comparative risk of the investment which is reflected by the cost of capital or
capitalization Rate (R). This basic formula can be used to estimate the value of any
given property by capitalizing the anticipated future cash flows by the perceived risk
associated with receiving the cash flow as compared with other investments available in
the market.
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The elements of the income capitalization approach that impact value are the reliability
of the anticipated future cash flows and the cost of capital associated with the particular
investment.

Methods used to capitalize future income include the “Direct” and “Yield”
capitalization approaches. Each of the approaches is premised on the relationship
described above, between value, income, and perceived risk. The approaches are each
defined as follows:

e Direct capitalization is a method used to convert an estimate of a single year’s
income expectancy into an indication of value in one direct step - either by
dividing the income estimate by an appropriate income rate or by multiplying
the income estimate by an appropriate income factor.”’

e Yield capitalization is a method used to convert future benefits into present
value by discounting each future benefit at an appropriate yield rate or by
developing an overall rate that explicitly reflects the investment’s income
pattern, value change, and yield rate. The procedure used to convert periodic
income and reversion into present value is called discounting; the required yield
rate of return is called the discount rate. The yield capitalization technique is
typically developed using a discounted cash flow analysis, in which a discount
rate is used to calculate the present value of anticipated future cash flows.*

In its July 29, 2005 filing to LAFCo, SMUD set forth various income capitalization
approaches to value the electric property in the Annexation Area and included the use
of both a direct capitalization approach and a yield capitalization approach, or
discounted cash flow (DCF) method. The result of the direct capitalization approach in
the SMUD Application was $60 million and the DCF method was $79 million.

PG&E has not presented an income capitalization approach for LAFCo’s consideration
in its filings.

The income capitalization approach used by SMUD to value the system should, in
theory, arrive at the net book value of the property since the income that PG&E is
allowed to earn is predicated upon earning a fair return on this amount of invested
capital.

¥’ The Appraisal of Real Estate, 12 ed. (Chicago: Appraisal Institute, 2001), pgs. 529-530.
% Ibid, pgs. 549-550.
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However, in developing retail rates for PG&E, the CPUC establishes a system-wide
retail rate that may result in more or less revenue per customer generated in a particular
area compared to the system average. In the case of the Annexation Area, the income
capitalization approach developed by SMUD was based upon system averages as
opposed to information specific to Yolo County. Since that time, PG&E has sought
and received rate increases and currently has higher distribution revenue than that
originally used in the analysis by SMUD.

Therefore, while the income capitalization approach developed by SMUD in its
Application is supportive of the final value estimate, this analysis would need to be
updated in order to provide a more accurate indication of value.

6.0 Range of Fair Market Value Estimates

The purpose of this reconciliation is to develop the most reliable estimate of value
based on an analysis of the quality and quantity of data available relating to the property
in the Annexation Area. The three approaches to value establish a range as shown in
Table C-16.

TABLE C-16
RANGE OF FAIR MARKET VALUE ESTIMATES
USING THE THREE APPROACHES TO VALUE

FOR THE ANNEXATION AREA
Value
Item (% in millions)
Cost Approach (RCNLD): $154
(OCLD): $84-$129 =
Sales Comparison Approach: $105
Income Capitalization Approach: $79

The value estimates range from $79 to $154 million for the electric property in the
Annexation Area. The lower and upper ends of the range are established using the
OCLD and RCNLD estimates. The income capitalization and sales comparison
approaches determine how the final value estimate relates to this range based upon the
property’s earning potential.

The income capitalization and sales comparison approaches both indicate that the fair
market value is at the lower end of the range shown in Table C-16 and is best
represented by the $110 million estimate of fair market value used by SMUD staff.
Therefore, $110 million is considered a reasonable estimate of fair market value for this
property and is supported by all three approaches to value.
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COMPARISON OF SMUD AND PG&E RETAIL RATES
FOR ANNEXATION AREA

($/kWh)
% SMUD
SMUD Estimate PG &E Estimate Different Than

Year of PG&E Rates of its Rates PG&E
2008 $0.1302 $0.1304 0%
2009 $0.1425 $0.1385 3%
2010 $0.1354 $0.1382 2%
2011 $0.1473 $0.1446 2%
2012 $0.1468 $0.1366 7%
2013 $0.1508 $0.1397 8%
2014 $0.1506 $0.1401 7%
2015 $0.1613 $0.1475 9%
2016 $0.1640 $0.1473 11%
2017 $0.1667 $0.1491 12%
2018 $0.1723 $0.1511 14%
2019 $0.1777 $0.1532 16%
2020 $0.1815 $0.1555 17%
2021 $0.1855 $0.1570 18%
2022 $0.1907 $0.1581 21%
2023 $0.1916 $0.1587 21%
2024 $0.1963 $0.1609 22%
2025 $0.1958 $0.1688 16%
2026 $0.1991 $0.1745 14%
2027 $0.2025 $0.1765 15%

Sources: SMUD February 15, 2006 filing, Attachment 1; PG&E March 15, 2006 filing,

Attachment 3.
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FOR ANNEXATION AREA
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($/kWh)

SMUD Estimate PG&E Estimate Adjusted
Year of PG&E Rates of its Rates PG&E Rates
2008 $0.1302 $0.1304 $0.1304
2009 $0.1425 $0.1385 $0.1385
2010 $0.1354 $0.1382 $0.1382
2011 $0.1473 $0.1446 $0. 1446
2012 50.1468 $0.1366 $0.1366
2013 $0.1508 $0.1397 $0.1397
2014 $0.1506 $0.1401 $0.1401
2015 $0.1613 $0.1475 $0.1489
2016 50.1640 $0.1473 $0.1498
2017 $0.1667 $0.1491 $0.1528
2018 $0.1723 $0.1511 $0.1560
2019 $0.1777 $0.1532 $0.1593
2020 $0.1815 $0.1555 $0.1629
2021 $0.1855 $0.1570 $0.1657
2022 $0.1907 $0.1581 $0.1681
2023 $0.1916 $0.1587 $0.1700
2024 $0.1963 $0.1609 $0.1737
2025 $0.1958 $0.1688 $0.1829
2026 $0.1991 $0.1745 $0.1902
2027 $0.2025 $0.1765 $0.1937

Sources: SMUD February 15, 2006 filing, Attachment 1; PG&E March 15, 2006 filing,

Attachment 3.
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COMPARISON OF SMUD AND PG&E FORECASTS
OF POWER SUPPLY COSTS
IN THE ANNEXATION AREA

($/MWh)
SMUD Market % SMUD
Electricity PG&E Different Than

Year (incl. renewables) Market Electricity PG&E
2008 $60.51 $67.07 -10%
2009 $75.30 $78.49 -4%
2010 $63.65 $68.68 1%
2011 $77.51 $81.16 4%
2012 $74.37 §76.30 3%
2013 $83.97 $84.63 -1%
2014 $80.76 $82.03 2%
2015 $90.95 $98.23 -1%
2016 $91.60 $100.64 9%
2017 $92.18 $97.34 -5%
2018 $96.87 $108.92 -11%
2019 $101.75 $111.90 9%
2020 $104.31 $115.48 -10%
2021 $106.96 $117.57 9%
2022 $111.14 $121.05 8%
2023 $115.49 $127.84 -10%
2024 $118.99 $124.90 -5%
2025 $122.62 $127.68 -4%
2026 $122.82 $117.08 5%
2027 $123.03 $122.12 1%

Note: Electricity Prices in $/MWh are calculated using the sum of the Power Supply and
Renewable Power Supply costs per year divided by the Energy Requirement (which includes
losses).

Sources: SMUD February 15, 2006 filing, Attachment 1; PG&E March 15, 2006 filing,
Attachment 3.
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COMPARISON OF SMUD AND PG&E FORECASTS
OF FRANCHISE FEES AND PROPERTY TAX COSTS
IN THE ANNEXATION AREA

($/MWh)
SMUD PG&E
% SMUD
Franchise Property Franchise Property Different
Year Tax Tax Total Tax Tax Total Than PG&E
2008 $1.40 $1.50 $2.90 $1.00 $0.60 $1.60 81%
2009 $1.60 $1.50 $£3.10 $1.10 $0.60 $1.70 82%
2010 $1.50 $1.50 $3.00 $1.10 $0.70 $1.80 67%
2011 $1.60 $1.60 $3.20 $1.10 $0.70 $1.80 78%
2012 $1.60 $1.60 $3.20 $1.11 $0.70 $1.81 7%
2013 $1.70 $1.60 $3.30 $1.10 $0.70 $1.80 83%
2014 $1.70 $1.70 $3.40 §1.10 $0.70 $1.80 89%
2015 $1.90 $1.70 $3.60 $1.10 $0.80 $1.90 89%
2016 $1.90 $1.70 $3.60 $1.10 $0.80 $1.90 89%
2017 $1.90 $1.80 $3.70 $1.10 $0.80 $1.90 95%
2018 $2.00 $1.80 $3.80 $1.20 50.80 $2.00 90%
2019 $2.10 $1.90 $4.00 $1.20 $0.90 $2.10 90%
2020 $2.10 $1.90 $4.00 $1.20 $0.90 $2.10 90 %
2021 $2.20 $2.00 $4.20 $1.20 $0.90 $2.10 100%
2022 $2.30 $2.00 $4.30 $1.20 $0.90 $2.10 105 %
2023 $2.30 $2.10 $4.40 $1.20 $1.00 $2.20 100%
2024 $2.40 $2.10 $4.50 $1.20 $1.00 $2.20 105%
2025 $2.50 $2.20 $4.70 $1.30 $1.00 $2.30 104 %
2026 $2.50 $2.20 $4.70 $1.30 $1.10 $2.40 96 %
2027 $2.60 $2.30 $4.90 $1.40 $1.10 $2.50 96 %

Note: Converted from kWh to MWh.
Sources: SMUD February 15, 2006 filing, Attachment 1; PG&E March 15, 2006 filing providing functional breakdown
of PG&E electric rate forecast presented in February 28 report to LAFCo.
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: Appendix D

COMPARISON OF PG&E RETAIL RATES

WITH SMUD TOTAL COST OF SERVICE
IN THE ANNEXATION AREA

($/kWh)
SMUD SMUD SMUD
Estimate of Cost of Service Cost of Service Adjusted
Year PG&E Rates @ $137 million @ %154 million PG&E Rates
2008 $0.1302 $0.1181 $0.1193 $0.1304
2009 $0.1425 $0.1332 $0.1344 $0.1385
2010 $0.1354 $0.1220 $0.1231 $0.1382
2011 $0.1473 $0.1379 $0.1390 $0.1446
2012 $0.1468 $0.1349 $0.1360 $0.1366
2013 $0.1508 50.1313 $0.1330 $0.1397
2014 $0.1506 $0.1276 50.1293 $0.1401
2015 $0.1613 $0.1389 $0.1405 $0.1489
2016 $0.1640 $0.1396 $0.1411 $0.1498
2017 50.1667 $0.1402 $0.1416 $0.1528
2018 $0.1723 $0.1453 $0.1467 $0.1560
2019 $0.1777 $0.1503 $0.1517 $0.1593
2020 $0.1815 $0.1533 $0.1545 $0.1629
2021 $0.1855 $0.1561 $0.1573 $0.1657
2022 $0.1907 $0.1608 $0.1620 $0.1681
2023 $0.1916 $0.1614 $0.1625 $0.1700
2024 $0.1963 $0.1654 $0.1664 $0.1737
2025 $0.1958 $0.1643 $0.1653 $0.1829
2026 $0.1991 $0.1647 $0.1656 $0.1902
2027 $0.2025 $0.1650 $0.1659 $0.1937

GES Engineers & Appraisers D-7 Source of Report Figure 8



a wpisdidy

\

a

MATYRIE
: . . 2 4 . ’ i < 9 ni pILAL AN “1e
WA sirEl s L6l ¥ L0 § Bir 6y LS BN S N T ntuy 2 v ! i
LHNRES IR OTERS RIS IRMS Ty LA LIS U 4L S AT ONESIS TIPS #SO'RIS (118 f91'ns $58 (3 LO%OE FOL'SES
FERTNTI - T T ) wwo L T T ] wme Win0 S0 A A0 IO SN i
WOl LETD ERTe mele NON0 MwtD S0 EESID postd BN TMle YeElo exsld wElo WELN el
LALLTET LI LTEIR T LU
I Y O IO TR e Y SO0 sexn oL
o U T R TR ) 2
TR ) PHA
o0 ame LT )
(] PP nis vl KN REEIT  BEON ML RGN SDG
WG w0 T RO MDD e MEbG TrEoe azenu
FELEG bl i mlin OSSIeS GBLES  eSeI 08 TIRTOS  SNELOS  FRRIaS  INETUS  esTHOF LRSS THILOS 5 NSOUUR LS L8 ERIBS e
el LILLOS daLT s TS L0108 eIUL DS EGSIUS  (OSTOS  NEELIK  ROMLOE GRRLUE LKL US  LefTus ekl s B
TIVAIS WIS wgte 5 recuts 65 WOFCS ITTLS RE69S.  wEDes Esw'ls S NLCTS oM EFES i s IR
LLFVIS UROUES Nols RIS mKTUIS RIS TEMOIS RERUIS  ToRals VIFOIS TINWIS (OIS GHOIS eIS sy s Lonas
ENYHS LENS 1NTES EZU'TS USEINSS:  waWLLS.  ER1EES OEVES LTS TOEEIS SRS oNNMIS OTE'NIS SAERIS RIS Nro'RIS (22 PR TATS E TS THY
USLTS  ISCWES BLLEIS  GORUFTS  THNREDS  DELTITES  LIGTITS  I6LUEDSS OITGLIS  GHECPLIS  STLOOTS  WYLGMIS  EGS'ISIS  WSCRELS  U'SOIS  WeSTIIS  mGRVTIS  aLdWils
PGS [ T O T S T T THIS s HITs VIFOS ENT9S fsees ArESS TR SOR'TS TN WECTS HIETS
SORS MRS SHES WOTIS WTES RYITS EECTTS MERISS  GAI'0SS  AECAIS  SATBIS TOELS MEHIS g TITLI eEalE otEeIs LS
ILHUSE  UTUAES  NRUOES SRR GEE IR EWGET LGS ROSES  RTES NHITS B LS wiEs IT8HS LWLIS olt'¥Is  si'TIs
TLUSNIS TRYULIS  RWAMIS  EYS'GSIS  LILOSIS MEE'WNIS  RCO'LFIS  SONZIS  ©esIIS  feL'OlIE L OTLE SRS revi0ls ROUMS  SOULES NILURS vy
SELTINS FLELSTS  9uw'BLEs BOOYRTS  IVDMEES LN ATES TWHITS  iukuRs WOYLEIS  WILHNS  RNGAwIS FUCUSIS  ¥AG'EEIS WL OIS
(I3 o'og E oLI"9S ¥ [ ¥EESS I H61ES [T i L FARES
HEss BHE°15 AEE'TS Lz'is FITIS oS s s V5 s OkLS s598
LS WIEES UGS oY Lo'RS LIS Teris 1ou'ys TIPS DMNS owsy FiSES
FVENS  GTIIS FIPGES  IAULE WITEES WTERE AISTIES Le'6Td TS WIS WS RIS FrEuLs
VESTEGS  AYS'EIS  WPSES  IEFINS SICLS WEELS TON'OS STl e LRSS NIE'LeS Le'tes g
TOEMS  LTFNNE  LLLUES GeI'WES ARWRES  GESES ONPOSS L11'6SS [oETE ] BOSTITS  BCTIES lorals rircis LA
SLEITIS. T9SLHS AOUEEIS OILWHS  LIE0IS  (SURES  POUSAE  INE'IES  1ostiws HEENLS Eu'SU8  WEITHE EEOSS COEGSS AONIES  nI¥Nes  loaes
o WS BUS s oS BHE WS MIS mens sTHE IUS GLHS WOHS oS Is SO T S PR T
5 = 3 - = E B = 5 = = : ODEES WA GHgES TS s
¥ IS DLWIS  RERIS  wRAIS SESIIS 6PTHIS SLANS  LERIS ok AGs AL ks LR 1 LNS $5 005 0T s a5 PR 15 18§ [URUTY
1S WIS TTALS WIS VRIS GERNS GLGS L6WS  SEGGS  DNAS Lless  YIMS TNTNS 6TES on S8 oM Tins wess
B N 2 T S 171 T S L 0 T ST ayRE EWME WM WCER NECWD TR el
SLTHL Wy LOKEAYT SOSTPOM) LECLEN L ALY GRETHEL 100 M EGF R T AL TINELLL S06TL GEsE fIaNs |
168°LTh L LECOEN'L TULALTE GRETLL LOUNEE)  RER'T 51680 LEV UL EzgtL P N R
SHLTHT TIser — pIUEEL eeoEl v WHTT BT SGEWIT TUETRI
BN ERL ] L] IR D PSTOES'} IETE TGS FTs'hm |
R THI'9LL' TICPILT WL £a1'ase"y IR HLYEREY
[t wdle a0y SE01N S80'1H S5 T
Ted'n 1556 SN $I% rIS'L
348 (14 681§ ELGETS L st
G $6T0LT WI'TST (T GHL'9TT sz FERROT
W TUE LG TERLGE N ESLE I#Esy PRSI TESTIN $LF bt
LA TSI = | N /1T OORE RSN RCTHL NITRLT ESSLl WITTEL heeel tis'sy) Tl
TESH . AL TS LRIY  SEETIY eI GZOWS  GTERNS  ECR'MS FIE'SIE  OMOCE LSS ZSERES WCWTS  ONWYES RRETIS SINEDS WS6T niL'usk
sleont SoN'el ok AL ISCRN Ire'tn EEF'0h L' Loy oL WIT0h TRE'RK UL LEA LLE % aEN LT
S uial ST ¥l VT TR e (3 10T st T e e i

ALVWLLST MO SIDVAW] DIWONODAE dALYIWILST 53D

(

stmimaddy y iasniiny g0

L0 8 L30T o AN

AT e 2 [y Arasan,

1 8 53 SEFO{) ML ) S [Ty Ay
TS E ]

1 B3O SN LTV B

3y i Fasy p

WS | JEa s

Ny Tapg iy poop AT EwE v

LIREEN

sy

AWML ) Jamng g, |8 ademsnra,y
L SO (] ey

AT S L Ay
s

AN WIS 11 b
Awad

W SR g

O WS

AR WA (PR

(bwrgy

HAHIS 1430
a1 i B

by ewsg
sttimidan | moing W
aaiveap dusmiey
oAy Legany
NV 1 N

samatd stqenanas g Addog g apesminy

(st oyt 43} Ajckdng P

ety
sty
napopy
I
sy
ooy
10081 S NAA N

S iy
SNV P iy

e aprm ey
skt iy
THANIS | S TH

TIAVIR) P24 535 poer |
VR I ey pen ]
oy g
dongw |
JEmgn iy
e

ey

LAY Py
camn, )

UV ISHAWOAS L)




6
PRV
ESLLL BIY ESLEL BULS]  mEWEl RERSI BOTSE w39l mi6sl sedH BT S ity NONG  uTs uive
WLFTOS  RITUSS  INTRLS WONTSS  CNUDRS RGY NRE REITOMS  MON'ERS ILDTRS rRLimS suL'ues CIORES LTS WYEIS  AONLLE MRS awiRE
sLen reean S0 g n oo AT L TR0 g oo g e iy salon o n (CTN (e L
WHER L0 delg Rsula e1ST0 el fesTo FESTO ESTO ESRIO TORIG 96ELO  6NCEO WEI0 BIEIO eRETG elETU GRTIA TECLN ieILG
LLURT RN LU LLLLTR el (aLE LUK RALLTRN Fone
TR T SENL SeNd SHNIO0 SO0 semd 6D S600 1) SO HENG e w0 T
[ Tust i (2] wopt G L]
o [ S TR < T U 0
azie OO0 gEon tooon 10 n 0 LA
i vl NEENL RELND ANG T 589 1T 519 TT BT OBEORT RO 5NN
WEG R0 ki [t 161 0 SLEND  RLEH e e
FEELI R WSO S oSO8 LosT oS GSKIUS  SOREOE SRELUS WIS 6STLOS Lo TEINeS  epud WS et FRIBE ¥
ST Jedn Sseld E90T0S  wlAlGS ool 0§ S¥I 05 SIREOS  LLLLUS  RSLLDS Lo9t i omlof  CE0l g 3 HETIS  ATEL b8
WLE WIS EIERIS RTINS 156TITS LS nle'vs WIFLS 1o UEL'DS woE g VS BLOTEE.  on'ss ITFes LE'NE ML (TS
LEFOIS  RDOIS wguls EEOIS WO Lr'is ekl STEOls AFSIS TIWVIS EERUES aRTIIR WIS SIS GRTITS cashals ides SETHS.
GNCHES UICLIS 06 (LGS TN eI IS IWTRS OIVESS LTRSS TSEES SPVHTS  NIMIE AIS S6ENIS SENLIS  MPRIS 100K OICENS  ersqis
LIOELTS  DswRs  DOLUETS  GOv'OKIS  TXN'WELS  OELTITES VILBOTS  SO0I6IS  OIUGLIS  GE'RLIS  S10'6918  XMO'6MIS 0661608 WSLPIIS  ULo'SEIS e Clis LRI
WS tes [T TR T ToR'LS TS EEX T TI0E esn'ss HIE'SS  TOTSS sWIs  sahs W W
ALL'IRS IS SIS wTIE [i9i=1 EATUTS SETAIS  DUR'REE wErWIS ADOIS WS LS
(LR SRS BNt COUHES LERTLE ORUSES RIPLES  ESTMES AL eyl WENIS  SOUTES
THTGIS  KTAWNIS RLEGRIS OT¥wLlS PIEOSIT LTSI NEERRIS BIAUOIS MSUNTIS  WUGRIIS  VeL'WIIS  LWIERIS  STRRGS  REOOIS HILLES YRGS
SELLINE  Opv i TEEHNTS  IVEWAZS 19V LEES  TLORITE  TORIOES  wad'sels  wwidls HIOSUIS  o¥"IS18  RivOsIS MIEETLS
[ BLI'UE ' ¥33 WEL'SS [ [E3G3 AZESS 1'ss HPOHE xS g
118 HTIS s AlS 668 568 =0 tivs neLs LS
L6 r'ss scL'es 1aus SLPUS TS TusTss ELEESY '
6z LeTals S AT+ HTUGLS SNO'STS  606ETE WILRS  WNORIE RLSNIS
TESEAS 695698 UTIENS  TSHNS WITELE  ToWsuS TOLASS  AFEHES  HN'rES SHLKS. L6 ST
FOOAS  LTFES LSS aslyEs GEYTEE  DEROES BOYSTS IWEFES  LWIRS L L S TR Lyt
TILHS GOEEHE ITCMNS LIS BANSAE  IDETIES LN WA WLLS TITES RIS 9BISS EO0RSS  SEETMS LIERS
B L L N S T T T Mmils VNS WIS silis wus WAL ey
= e - -3 * - hl ol i A = ety [LIFeey
SEILS TS GOMNIS  RSHTIS wRALIS  SOSHS arTHS e e0ls THGGS  RLBES  MINGE DILNS G s LLWE NSNS §nses
IFGEIS  TUTIS wOulIs  TTANIS S NOIS R IS WETOIE  si 668 ¥t 08 (K0 L) uss NS THNS v i Rg LY
ISUGRE NCTOY DSV TTRWEE  LUFTLE  GRI'WY O VEFGSE GOFTSE  LVSEE WLYMEE 1EWIER ROSTE GIWRIY E L 1 - CY SV VA T
POSGETE THIGSTE SEOTISTL I LCRNRY GCHNT LRULER T RLETIT GRUTSE WICRSY T RECECT TE008T wereal GHTTTL SIVLOL'L TIRRLET TO6NLLT vurene)
LTS T L T N T FLUTON'| LRLOEST) TLVLGL'T GREML'L LEERELL adavao'l LEFOOSL URINES'E TUVLGR T SILOET e ter T e omeonet
HEALEL SLTH ISGLEL  1ISET  RTEL oY ORI SEFETL WOV Zel'ril i AW STl
OTELENY BNRL'L GUTESLL RRERTLL UEESAYL NROTRWT SeTEED'D LT TLEPPEL SONRIEL SEASE| FOORIE | s BT
5 SOWSUNL ATEOENT GEESON'T TIMLT) RSl TILRILY LT LTO'GEET s ILVEEE NLS'SREL N 19g ]
S SE0TR SsOIR S50 L T SSCTY asrd
KIN'h s wi'n GLX W T oy L3 neEL
Ly FrEss En9rg 06Ty GEL'GE WIENE HeL'se
SP'RGD S6UALT  OOR'TLT TIR'4ST ERR'TED  GRL'SD (LT
PINTOS  WI6T1SE LTI wwnis usYAlS  E0UGOR o e CEOTH RTER SLERGE
FROID MTUORE MUWIT RO RWE'LAT O ROGTERL  OOD'DGT ML 1sEel ESLSED NKEEL onemt MBS fETust  psTiEST
GLLUE) GIRSTY B TN T TRGE IREWS  RRLS TESO DRSS LSKLK LSENES  WIGSE.  CRGODS METIS  GIREDS  NRUSGE  meCuRy
L e L 11U T BT 15 60 (LI CEE' 16987t TR FiLTln AT 0 ERLRN TEELN TN Lty [T TEN' 1Y
(e v Wi VT g 0T Els Rl Lt 2T s T Fie oz N H

ALVIWILST HOIH “S1OVAWI JIWONODE JILYINIISE 53D

R ¥ G )

LU B LTHT WA AN

B S IV ARG
WL T $30a, y Iy Yz

Sann) e Iutasng

¥,
SRR | ey
5 PO ] AT

s

Dby oy

PEXASD N 500 1Y

can | i)

W B R IS 2Aeaaa |
MM I (] I oy

AT 2w (LIS ey
s

ey Ay Ivnd
AWl

N PR | g

BRI R N
AMAINS W] PR
(o001 4 HANN THAG
A0S S s

bt 11 §
stvte s | sodingg g
sy B
BT LTENT
TRV Y0
skl apyennint £ kb rme g 3pgemanay
(saouad gt 401 Apbdin s

(HNISH T LAMAS 403 %00

e R
Ay g

TP ey
Prawtopng
008} S NAAHH

S Ay
LRV NG

imamnboy e, |
MLWINE 1) 20wy
M) A e
B ]
A s |
R0
|Eanidy
iy

RN
oy

HVO ESHANOLN L




ol-a srastesddy w v

LIt H0°9 8@ L70T WineI Ady
s9EH el S¥LE O EHE B DS WELS sOke ERES Livs sTLL EMLE Lir o 555 % E
B9FCISS b0s HES FELTIE  KTATIS  LINOIS  OFEWIS TLwENS LIS'HIS LEETIS  GI0NIS omees boss LS TS 9 §) pEM) e s
AL orn b L SL O TRMID o0 0 0 o LAD WD M0N0 L9000 MO0 oonD g LT T PURVSY T R 3t s

Ml aeln 5910 L] SUL0 uRh ELSU srt Lorl i uivl o st o TETTU OREEB el G WIle o vl SHICY [ Aiasay

w0 HuE o
T Y T T TR ) SR 1 SEOOU SN0 B0 1

LTINS
SOOI G0

G

e ieapinng
LAl bisemay B ey prier AR | o)

4S80 HsLO sTEID 01 o A5t 1 PIWAISE I -8 3t 1
(=0 oo cia zlmn VL
sean W0 D ey Lo ShKa
Ak 11 MKL BLEX BEL HSSH SS6S1 KTOOL mOT6L NESTT MEGST O MELAT RGO MWK AN B L TN S8TIang
w1200 L g WY LT GE00 D00 pEn0 WG SLEDO MM TR ugenn SV A B L T
VLN WEG kel meTUS 9GSTUS ETeS esEOS  TETRIOE  SHCIOS  FCELOE  INCLOS  bSTIOE LTI OS TR Fsu g L AT PSS RS ey
s
diobm TG GNIG LZLUS KLUS IIOS L9 0S  GTOIOE  TeSoS Dl s Sl oS wakl SN0 10vT 08 YIELAS ORMLIR TNELOS SHEDOS  MWTUS ademay a4
ARl
AN BN IRG, § Epity|
PSUMCE IS MEETIS TeTs IS STE'SS MM'eS . WSS WUSS et Noetls  oug 0Es SR s wes WL LS WIS A 1oy
SUITHIN LGORIS  SuETMIS INENIS YORYIS WElS ORI NSENIS  TINIS  ZLUNIS LELNTS NwWIE ms  weNIS  GLEEls TS IEEIS Ay TMAIIS WA ey
(s A NANES 1440
UILLES LS E06ES LSPNES WIS GRS PRENTS OBN'GES LEONES DSPES SEWSS OIS IEAWIS  SACHS SRS RIS RETES MIOEIS WS HISH saena g iy

TECOUDS  INIC'LSTS  GOP OIS TNWEDS  ORLTITES  LIGTITS  LELEOTS DLUGLIS  GRE RIS WALPRIS V651615 WSL'RELS  WL9'STIS  WNETIIS PO vastorby| vy
(=00 EILNS KOTWE [Ty TSl HITLS SOR0E RIEY [T AFE'SS 0TS SINEY SULH o W ES sl | ki) T,

AL sy

WLORS s SEUEES 0TI winEs 1T EEETIES ASPOTE 6A1OIS RELCRIS SACTAIS HEPRIS  rTotMIS SER OIS LNV v
UUG'TSS  ASH'INS  RAGUSS  UEWNKS SRE'UIS SHRES sk s EGU'OES  IEG'LES  URE'SES  060'TES  RINTES WYLTE LoL'LIs SULTIS samad aggemanas 1) Aukdng ssmig 3jemaniry
THETOIS NTENHIS ALESHIS OIS e0'NOIS  ESTESIS  1SL0STS SEEMHIS AT6'LEIS 9SUSTIS  rusalis Pl LI SOLELE oS

RRPDNS  VLELNES  wN'MDS  WL'I9TS  ET6'SKOE IZMEES  IWSLIES  TAWHITS TOFTUCS  MOS6IS  IUSURIS  BOUROTS  WH6'SOIS  8TIel SGEEIS  wOLORlS  XIE TS A [P
[T A0y 198'5% REL'SS [R5 B3 WESE LSS [T XBAE WILE 53 TN B T
FITs LR s GRS 665, reeg (=03 s [[FS s $598 Taus o, Aty
SLLLS 19¥'s8 L'es (L S it TS R Y Hs'EE puL'es ety

PSTEES  GIVTIES OLEGDS  BSO'NIS  BRDWES  wo'sTd MRETS  WTITS WS MRS L O £ £ i

CSUINS  MIELLS WOTELS ToR'WUS YIS'MS  Ler'ivs  cou'wss GREOES  re'rEE  Lellieg LLATHS CLEs 95608 ESKHS gy

POO'ES LTV RS

GSUSES  EWMEES  GIVIS OIS LIUGS WMLIS 66YSTS  1eeeis LHIRTE GGS'ITS MTTIES MOMGIS  BTRIS  WOLIS LIRS besis

I e
LIS WIETHS IRLNIS  LICHIS  pswlss  PAVSSS  IOCIGS  I0S'UNS  poN'ZEs VOIS URUSS NITES S WIS EOO'NS  SSORES  GTSS  aIWESS  (iedrs Impmopgea)
LU AR

sy s (LN ¥ 1S Ly s e s s

WS (NS wins  TIHS  wills WS se s
e - - Wi LTS o LTs W RS (LT¥<
MINGS DIIRS SSINE OZONS  ACENS LLNWE BTN gwuns

AN Doy

ANTEIS ELIE 3 E I T A £aTIs FOPTIE IS SESHS AR THS SL 6015 eF nois

OIS MRIS JZUDIS WONS  TIENS WGNUIS 0N RNS  ME0IS  SLGAS b HS LINSS LGS TETRS  IGILS OGS CETYS TIMS v ass ARG Y
TIASINYST S ML
Ty LY LTRG99 REYOSE OLE'TEE owvisee ARYAI MFGHT  ASEERT TN Adbamg apgr oy
THIGS'T SLUTRL ML LONGRE) SR LELLERT TR GheTRE ] I otoreiit SO TR anaeLlr verinn ity i gy

Toihon veUTe LIVh) REETON'| LHCOEN' ) ELILALTT GREUC LEENELS RSO DIERET) AT oust

SILGITL LNSLr')

wemannhay Gy

THOSEL  sMLTRL TR IS6LEl  119sel ERIOET  THsEl SO R00R WL BP0
LD LR 2R Y | TR WL LU SIES0S') WOU'SLE'T TLSWRE ] 16T AN passsy s
SHYUR'T sTESEN'T THI0LLT iy BOGATO' L L) (25020 TR S Ol | LT’y T P g
sl 1R Ssu' TR 80 1R SR s (IURL) ' 801N s lE SeaaTy )
e Hx'e 155 960 XN RUe 195 'l 'L FRICH
rLo'ag LR ALY WE9g HHss LUV 046'Ts 68178 ELETS AT 118"t jempnsiy
SO OTTSE stRaT TSHSRT  SETALT MON'TLT BIF'NST ohOTIST  vesTseD M
TS XI6 TS UONDES  WEX'RLY EDT 60§ NHNORE  O0'SLY 061N NSO
LFT (ol i e WHOOT NTLAL SDE'EAL DOTDEL  ERETMI row) el HLTGS]

SFESY DTSSR Lo SeL'61Y

GHOTTN ATUME UET'PRS ETR'LS O RES'SUS  URFOES  LsSLMS S5 WES MILGZ FET L  TTRY T JLLET RN
Sy panjaigg
AN e
[ R T P ] TAL'IL 1EE 66 Iri'es EEE 9% Lo Lredie] LT NS PHL RN EIWE LU LLY'EN vy L BT
L i fr Hor VINT i Ve oToe BT I LI atit sl i i TR WA

ALYWLLSE MO STLLITIOVA QIANYHIS ONIQTTONE SLOYAWE JINONODE GALVINILST §39




1-a A SRR 15

LOWTHSES 09 @ L207 A AN
LI R 4 TN ROIST  s0ST RAISL O BWEFD BASRl EER R LI9TL Hsb0] gl
LWRSE ARITES  ILIUSS LU NLYURS MR DS OIS LR SrITS
) LTS < U RV I B T VRS ] IS0 AmbD D £1zo M0

e 23w
TSI Y S R I ame s
CHANSY TR Pt i <l

Vi e
v sy
IV iy

EEEYIS
=i

4yl p 0 0 Lrel R Wl fslo shsl a0 Lista Lovt el suvl o Il 0 el o ol o 1HE1 0 Wik 3N I Y ey
Vi
BN RO LTI U XTI AT} B ] s
Tse0 St 0 S0 0 SO0 SN0 I SN0 Sty Stan) L SniK) O NN BV L I T E R
Hul i wstu sEia (U ] L T O AT ni BLWTS N Y,

1000 1z [ TR | e f Aaemb

a MG K s LHON L

W g (TR LT Gl (LT 11 YA 10 A T fan|
S8 S 07 PELH Y E2 T LIV PR e SET AT [l d e HES T LA ST A
[ EGEOO T6E0 GG NEND e D e e e 1% LA Py
T | T BT S S L ST T TTRLOS SNEI 08 GEELUS RTINS eSU0F LIPS TEONOE LEONGS 4ias K0S TLeios vRITpS  SSe0ws FUASD I CL LSS A Beiay
aans
el ool i il SsRI Dy SIMNES LT OS ELbus ewlos i ST HE VL OS WM OS ELR DS RSEL AR Tl A TR Y W L]
AT

s R, | PPN

PSLWCE AERIS OESTIIS TEDIIE eriig iereg STLNS FEY'UE Tr'ss 05 WS Lo s it 1Ls7ss: suris P18 (L L'es

1 iy

SEUNES  CSENIS wwidy . NEWIS  aeals TERNIS ReERIS 1B NSEWIS TIWIS TLWRIS LEURIS MREE mRENIS a0l IPES TTOTis

(G A i AHAIS W] 1P

oS! L EANAS AR

RS RS te'ES G'eIS ESETNSS RIS EGITEIS IMUSIS DEWEDS

CSEECS OHUOTS MO'NIS OTA'NIS sRERIS SEN'LIE storis Uy T vy

LTS PebeTs
oy PILSELS | Dep-e
SR

SONEETE  ORLIEIS LINTIRS  IGA'NORE w0 EolS  olalls  oNiRLES
HOTRS [ 3 HITLS T Rir'esg =i’

SIL'GTS  wad'o¥lS  €87ISIS  WSLIFEIS  wed'selS
UTss st s sal'hy

[T IUEY il
NS oo e ing g
atasan dane

saang Areppany

et s

sa2ind 3pgrnmn 151 ARAING 33w e aiay
(svound iy 13y Ahbing e

) TN HAS 0 )

1

[ e e e T
TS HL6ABS
TesTels  NTEWRIS  VLTSRES

WITES  APUITS EEE'ITS NEWNTS
SHYLES  GSEIH GWS (060
EYGEIS  OL0SIS SEEWPIS  GTE'LVIS  OsuREIS

SGUAIS  TCHIS  YEENIS  EUNIS mrLs
AT wTs WS s SRS nels
LRI FRLUOLIE  LREEIS STNRES RIS RIOLES Wuleds snb'ies

DS SERS O SFL'TINS  GVWONMS  ELE'LAIS

BUIEE  KTG'IRTS  I9TNETS  195°ATES TOUHITE TONTITS e WALKIS  NOLBONE W96 0TS Ry ISTS  PSV0SIS RSO FELS

. Samuaung g
WL [ FSO0S ECEOS aLT9% ug REL'SS  WAS'SS IOFSS  WIENE wel'ss L T T F i TR sesaay gt
19g°18 ris At 18 S His'g mrs GOIE 0668 PEAS 1H ey HELE B3 s TS Gl
HLPUIS nes Hes s 8S Lot'ss NLL'LS Ly0'es 169's sEr'es TUL'SS wH'YS LI HIL'KS sl [t 2y

6T TIreEs MUSES  #TERS alWiEs PEONES  PRTIUCS WSS YOLOES OIS LIS SIS adiry
e L Y LS TS Tadens L6798 oL'es § ANELES  Len'lrg UEENES ESHTES mpagy
TGS ITRNES LS PPETS oIS ONPONE L1°6ES BORLTS eeV'RS Tuehis T OMOFEIS  IWTAIS RLIS LIETS s i
fruisnpg sy
SLATITIS BLiEs  wd'elis mtwls OSY6ES  MHISAS ' eus THS NEETNLS  RL'SLS WISYS  LE9S BSE'ES @ITES GISSS Toewes Tty
OIS SEL NN
. - 5 > 2 5 = s z £ L - - 5 - ‘ = - 15 Ve
e Hy [T T TR WS RUS WS wWHS WS s ulns il m s CRYN AT W)
E - - b 4 . 5 = . = - hets W LTE LTy st fuckyag g v |
e FERIE wvhlls SESIS SLANS LIS IRoRS NLNGS MG DIZRS Sy U6S 0 e Ll w50y LY A Ay
s TEEHS U Wi v HIS 5L #6S L6 r0S LA S Lh s LIRS T TS o L8 5T NG4S ARSI Pypy
TN SN

VOITEE Gl TEAMIL LTELE ORI riar
THEGIST] SLTROT BNUSIAT) CORTGHETT S08TTORL LEL'LREL

LWLy
GRLTRETL L e

Wl'STe  aTuaie
ORI EerrEET)

LIS HIE LT
GHTI ¥lwenl’]

PHLT
AORNLLT

oy ARERL] Ay
PETI] AT P )

ERCLERT 1 e’y e’y LEFNTL']  BLEERYL LTy L OMYHTEL SIieor) e ] TR aannboy Atee)
SXLTHE TR FOURTL TENCE  sEreEl STRALT TEUELE 16vall TUE U
i WITEEL BUBOIY | BHLOC] SIES0S°T B L T R TS
STEsEl [l LN AT DLE'NE'T VSOt L1 em' RESTSAETT 19T
sslh 1 ss01y BURL] st 1y L8018 A
Nix'h L0 GLE'Y Bl 'L
686'LY S PLLEE fO6'TE RIEHE £l SHESE
BENRIE R T S6U'GLE OOR'ILT  SIL'ST TN LA O e IS ot
PLESEE Y015 ROIGDS  TrUer  wvn'eRy WETER  TEETIY MoeTie Ve nE
LeEHIT W SRELET  WOA'EGT o0r061  ERe'uxl ORCNIT TEse0) LLLR R [ | Leraei]
SERESY  DREENY ALOURY STRTY sal'BlY yRETIEY GGUTOY 620 RS (e N LES'LVS USSP MILGES  LRGOTS  SMTIE  SIROS v
Lo pagpaiyg
LRI peer |
SIEWI SRl L TOUWE RO THCLG EECW 190G STTER e NSTUG PR TEEDY OGS (LU ey
TT TR T e [ i 1l il vt [l FlT I Thi 1

SHAINOLS, Ly

= JLYINLLSE HOIH ‘SALLITIOVA GIANYHLS DNIGTIONI SLIVAINI JINONODE QZLYIWILST S39
o vy




	1178.tif
	1180.tif
	1182.tif
	1184.tif
	1186.tif
	1188.tif
	1190.tif
	1192.tif
	1194.tif
	1196.tif
	1198.tif
	1200.tif
	1202.tif
	1204.tif
	1206.tif
	1208.tif
	1210.tif
	1212.tif
	1214.tif
	1216.tif
	1218.tif
	1220.tif
	1222.tif
	1224.tif
	1226.tif
	1228.tif
	1230.tif
	1232.tif
	1234.tif
	1236.tif
	1238.tif
	1240.tif
	1242.tif
	1244.tif
	1246.tif
	1248.tif
	1250.tif
	1252.tif
	1254.tif
	1256.tif
	1258.tif
	1260.tif
	1262.tif
	1264.tif
	1266.tif
	1268.tif
	1270.tif
	1272.tif
	1274.tif
	1276.tif
	1278.tif
	1280.tif
	1282.tif
	1284.tif
	1286.tif
	1288.tif
	1290.tif
	1292.tif
	1294.tif
	1296.tif
	1298.tif
	1300.tif
	1302.tif
	1304.tif
	1306.tif
	1308.tif
	1310.tif
	1312.tif
	1314.tif
	1316.tif
	1318.tif
	1320.tif
	1322.tif
	1324.tif
	1326.tif
	1328.tif
	1330.tif
	1332.tif
	1334.tif
	1336.tif
	1338.tif
	1340.tif
	1342.tif
	1344.tif
	1346.tif
	1348.tif
	1350.tif
	1352.tif
	1354.tif
	1356.tif
	1358.tif
	1360.tif
	1362.tif
	1364.tif
	1366.tif
	1368.tif
	1370.tif
	1372.tif

