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Section 1
PREMISE OF THE APPRAISAL

Purpose and Intended Use

R. W. Beck, Inc., was retained by South San Joaquin Irrigation District (SSJID) to
perform an independent appraisal to determine the fair market value of the electric
distribution system facilities in SSJID’s service area that are presently owned and
operated by Pacific Gas and Electric Company (PG&E). SSJID plans to acquire the
existing electrical distribution facilities currently owned and operated by PG&E in
order to provide retail electric service to end users within SSJID’s existing service
territory.

This appraisal addresses: 1) the fair market value of the electrical distribution
facilities to be acquired from PG&E, 2) severance damages due PG&E resulting from
the separation of the electrical distribution facilities, and 3) compensation for the value
of remaining PG&E substation facilities that may be impaired due to the transfer of
customers and electric loads to SSJID.

In undertaking the studies and analyses required to provide an opinion with respect to
the fair market value of the Subject Property, we have relied on generally accepted
valuation methods and procedures in accordance with the Uniform Standards of
Professional Appraisal Practice (USPAP). As part of the appraisal, R. W. Beck
considered all three generally accepted approaches to valuation (cost, income and
market) and their degree of applicability in estimating the fair market value of the
Subject Property. This report is a Summary Appraisal Report as that term is defined
in USPAP.

Date of Valuation

The fair market value of the Subject Property was estimated as of July 1, 2009.

Definition of Fair Market Value

Fair market value is defined in the California Code of Civil Procedure (Section
1263.320) as follows:

“(a) The fair market value of the property taken is 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.

(Definition continues on the next page.)
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Section 1

“(b) The fair market value of property taken for which there is no relevant
market is its value on the date of valuation as determined by any method of
valuation that is just and equitable.”

Property Interest Appraised

The property interest being valued is the ownership rights of PG&E in the Subject
Property with no restrictions, indebtedness, or other encumbrances. A description of
the Subject Property can be found in Section 3 of this report.

Highest and Best Use

Highest and best use is defined as the reasonably probable and legal use of the
property being appraised “that is physically possible, appropriately supported, and
financially feasible, and that results in the highest value.”* In our opinion, the highest
and best use of the Subject Property is its current use, to provide electric distribution
service.

Update of Prior Appraisal

This appraisal report updates the opinion of fair market value for property that was the
subject of a previous appraisal study prepared by R. W. Beck in 2006. The effective
date of value for that report was June 1, 2006. The current effective date of value for
this new appraisal report is July 1, 2009.

This updated appraisal report contains all the necessary information and analysis to
satisfy the applicable reporting requirements for a Summary Appraisal Report
pursuant to USPAP.

Scope of Work

At the request of legal counsel for SSJID, R. W. Beck performed an independent
appraisal to determine the fair market value of the electrical distribution facilities to be
acquired by SSJID. This appraisal addresses 1) the fair market value of the electrical
distribution facilities to be acquired from PG&E, 2) severance damages due PG&E
resulting from the separation of the electrical distribution facilities, and
3) compensation for the value of remaining PG&E facilities that will be impaired due
to the transfer of customers and electric loads to SSJID.

In undertaking the studies and analyses required to provide an opinion of the fair
market value of the Subject Property, we have relied on generally accepted valuation
methods and procedures in accordance with USPAP. As part of the appraisal,
R. W. Beck considered all three generally accepted approaches to valuation (cost,
income, and market) and their degree of applicability in estimating the value of the

! Valuing Machinery and Equipment: The Fundamentals of Appraising Machinery and Technical

Assets, Second Edition, American Society of Appraisers, Glossary of Terms, page 570.
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PREMISE OF THE APPRAISAL

Subject Property. The results of our analyses and the indicators of value developed
are described in Section 4 of this appraisal report.

The inventory used to develop the cost approach indicators of value and severance
cost estimate was developed by Siemens Power Technologies International (Siemens
PTI), under the direction of Mr. Nelson Bacalao.” Siemens PTI also estimated the
average age of the overhead and underground electrical systems based on observations
and data collected during field reviews. R.W. Beck used this inventory data to
estimate the current replacement cost of the facilities and develop the indicators of
value under the cost approach.

R. W. Beck performed field reviews of the above-ground electric distribution facilities
comprising the Subject Property on February 22 and August 29, 2005, in connection
with the previous appraisal. We observed the property, reviewed the work performed
by Mr. Bacalao and his team, determined typical construction practices and assessed
the condition of the facilities. For the current appraisal, R. W. Beck reviewed the
Distribution Network Inventory and Severance Issues Report prepared by Siemens
PTI, and spoke extensively with Mr. Bacalao about the current inventory and changes
to the system since the previous appraisal study.

Information Reviewed

In performing the appraisal, R. W. Beck reviewed the data listed below. We also
relied on other publicly available information and R.W. Beck’s knowledge and
expertise of electric distribution systems in preparing the appraisal.

®m  Distribution Network Inventory and Severance Issues Report, prepared by
Siemens PTI, May 2009.

®m  Detailed inventory and electric system maps of the electric distribution facilities
in SSJID service area prepared by Siemens PTI.

®m  Electric load data for customers in SSJID service area prepared by Boris Prokop.
®  PG&E FERC Form 1 Annual Reports for the years 1999 through 2008.

m  PG&E 2007 General Rate Case filing to the California Public Utilities
Commission (CPUC), Application 05-12-002, filed December 5, 2005, the
Updated Results of Operations to Reflect January 1, 2006 Tariff Changes, filed by
PG&E on January 31, 2006.°

m  PG&E 2007 General Rate Case, Application 05-12-002, Initial Decision,
Appendix D, filed February 13, 2007.

Distribution Network Inventory and Severance Issues Report, Siemens PTI, May 2009, prepared for
SSJID under the direction of Nelson Bacalao. Mr. Bacalao also prepared the inventory and
severance study for SSJID in 2005 when he was employed by TRC Global Management Solutions
(TRC).

PG&E’s 2007 General Rate Case is the latest rate case that provided full cost of service analyses
that unbundled rates by function and customer class.

File: 011259/11-00997-10101-0101 R. W. Beck 1-3



Section 1

®  Valuation Study of PG&E Facilities and Infrastructure, Communities of Manteca,
Ripon and Escalon, dated May 2, 2005, conducted by PG&E in coordination with
Global Energy.

®  CPUC Resolution E-3974 (April 13, 2006) concluding that the proposal by SSJID
to provide retail electric service does not substantially impair PG&E’s ability to
provide adequate service at reasonable rates within the remainder of its service
territory.

B PG&E’s Response to Sacramento County LAFCo regarding SMUD’s Proposed
Annexation within Yolo County, prepared by PG&E in coordination with Global
Energy Decisions and Black & Veatch, September 16, 2005.

m | etter dated June 7, 2006, from PG&E to the San Joaquin LAFCo regarding
SSJID’s Proposed Addition of Retail Electrical Service (LAFCo 12-05), Hearing
Date: June 16, 2006.

®m  Consultant report to the Sacramento County LAFCo, “Analysis of the Economic
and Level of Service Impacts Resulting from the Annexation by Sacramento
Municipal Utility District of PG&E’s Service Territories in the Cities of West
Sacramento, Davis, Woodland and Unincorporated Areas of Yolo County,”
prepared by GES Engineers and Appraisers, May 29, 2006.

®m  Blue Chip Economic Indicators, March 30, 2009.

®  Handy-Whitman Index of Public Utility Construction Costs, Whitman, Requardt
and Associates, January 1, 2009.

m  Appraisal of land to be acquired by SSJID at the Manteca and Ripon substations,
dated May 23, 2006, James G. Palmer, MAI, James G. Palmer Appraisal, Inc.,
Fresno, California.

R. W. Beck, Inc.

R. W. Beck, Inc., an SAIC company, provides independent consulting and engineering
services to clients in the utility industry. Since it was founded, R. W. Beck has been
involved in property valuation and has provided appraisal reports for a wide range
facilities used in providing utility services. Our clients for this work include financial
lending institutions, municipal utility systems, utility districts, joint action agencies,
cooperatives, investor-owned utilities and others. With a staff having significant
experience in providing services related to the valuation, design, construction and
operation of utility property, R. W. Beck is well qualified to prepare appraisal reports.

Specifically, the appraisers and other personnel working on this assignment have the
knowledge and experience to complete the assignment competently. A list of
individuals contributing to the appraisal report and a summary of their qualifications
and experience are provided in Exhibit 1 to this report.

1-4 R.W. Beck



Section 2
ASSUMPTIONS AND LIMITING CONDITIONS

In the preparation of this appraisal report and the opinions that follow, we have made
certain assumptions with respect to conditions that may occur in the future. In
addition, we have used and relied upon certain information and assumptions provided
to us by sources which we believe to be reliable. We believe the use of such
information and assumptions is reasonable for the purposes of this report. To the
extent there are changes to the underlying data and assumptions, the results of the
study may change. The conclusions and opinions of value found in this report are
made expressly subject to the following conditions and stipulations:

1.

No responsibility is assumed by R. W. Beck for matters that are legal in nature,
nor do we render any opinion as to the title, land and/or land rights, which are
assumed to be good and marketable.

Except as otherwise stated in this report, no opinion is intended to be expressed for
matters that would require specialized investigation or knowledge beyond that
normally used by an appraiser engaged in valuing the type of assets described in
this report.

All existing liens and encumbrances have been disregarded and the value of the
property was appraised as though free and clear and under responsible ownership.

R. W. Beck personnel performed field reviews of the Subject Property on
February 22 and August 29, 2005 in connection with the previous appraisal study.
At that time, based on our observations of the visible, above-ground equipment,
the facilities appeared to be in average condition for plant of comparable type, age
and location. For the updated appraisal report, we spoke with members of the
Siemens PTI field review team who prepared the 2005 and 2008 inventory reports
for SSJID regarding the current condition of the Subject Property and changes
made to the electric distribution system since 2005. The Siemens PTI team
reported that, based on their field reviews, the facilities continued to appear to be
in average condition for plant of comparable type, age and location.

In performing the appraisal, R. W. Beck assumed that there are no other hidden or
unapparent conditions that would make the Subject Property more or less valuable.

Inventory quantities used in the appraisal were developed by Siemens PTI.
Changes in inventory between the 2005 and 2008 field reviews were noted by
Siemens PTI and reviewed by R.W.Beck. R.W. Beck developed current
planning level construction cost estimates based on typical industry practices.

R. W. Beck did not appraise the value of land, easements and other property rights
of way. The value of land at the Manteca and Ripon substations incorporated in
this report by reference is from an appraisal report prepared by James G. Palmer,
MAI, dated May 24, 2006. It was assumed that land values in Manteca and Ripon

File: 011259/11-00997-10101-0101 An SAIC Company



Section 2

have not increased since 2006, which we believe is a reasonable assumption
considering the weakened local economy and decline in the local housing market
during the past 2 to 3 years.

8. For the purpose of the appraisal, we have assumed that the Subject Property
conforms to all applicable zoning and use regulations and restrictions.

9. R. W. Beck has not conducted any investigations, nor have we reviewed studies
performed by others, regarding environmental issues. For the purpose of this
appraisal we have assumed that the Subject Property is in compliance with all
federal, state and local environmental and regulatory requirements.

10. No one outside R. W. Beck has provided significant assistance to the preparation
of this report. Individuals affiliated with R. W. Beck and contributing to this
report are Nancy Heller Hughes, ASA, Senior Appraiser and Project Manager;
KC Fagen, P.E., Senior Project Engineer; Tyson J. Reed, Engineer and Michael G.
Lane, ASA, Review Appraiser. A description of the qualifications and experience
of the individuals contributing to the appraisal report is provided in Exhibit 1.

11. The studies and analyses undertaken in the preparation of the opinion contained
herein have been performed in accordance with standard engineering practices and
the Uniform Standards of Professional Appraisal Practice (USPAP) as
promulgated by the Appraisal Standards Board of the Appraisal Foundation.

2-2 R.W. Beck



Section 3
DESCRIPTION OF THE PROPERTY

Subject Property

The Subject Property consists of the electric distribution facilities owned and operated
by PG&E to provide retail electric service to end users within SSJID’s service
territory. The SSJID service territory covers approximately 72,000 acres (112 square
miles) and includes the cities of Escalon, Manteca and Ripon, and portions of
unincorporated San Joaquin County. A map of SSJID’s service area is provided in
Exhibit 2.

The Subject Property includes the following facilities:
®  Distribution substations

®  Manteca Substation, a transmission switching station and distribution
substation, of which SSJID will acquire only the 17-kV distribution portion
of the substation facilities and PG&E will retain the transmission switching
facilities. The separation of the distribution and transmission facilities at the
Manteca Substation is addressed in the section of this report on severance.

B Ripon Substation, a 115/17-kV distribution substation.

®m  Approximately 800 miles of distribution feeders, of which approximately
73 percent are overhead and 27 percent are underground. The majority of the
underground feeders are located in and around the cities of Manteca and Ripon.

m  Approximately 14,835 utility poles.

®m  Approximately 7,593 transformers, of which 72 percent are overhead line
transformers and 28 percent are padmount and other transformers in underground
service areas.

B Various switches, capacitor banks, regulators, reclosers and risers.
®m  Approximately 216 miles of low voltage circuits.
m  Approximately 31,604 service drops.

A detailed description of the facilities in the SSJID service area is contained in the
Distribution Network Inventory and Severance Issues Report prepared by Siemens
PTI. A GIS-based map prepared by Siemens PTI showing the electric distribution
facilities in SSJID’s service area is provided in Exhibit 3. Note that SSJID plans to
acquire only the Manteca and Ripon substations; the locations of other PG&E and
Modesto Irrigation District (MID) substations in the area are also shown on Exhibit 3.
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Section 3

Condition and Average Age of Facilities

R. W. Beck performed field reviews of the Subject Property in 2005 in connection
with the previous appraisal study. At that time, based on our observations of the
visible above-ground equipment, we concluded that the facilities appeared to be in
average condition for plant of comparable type, age and location. R. W. Beck did not
perform any field reviews of the Subject Property in connection with the present
appraisal; however, we discussed the condition of the system with Siemens PTI staff
who performed extensive field reviews of the Subject Property in both 2005 and 2008.
Based on these discussions and the observations of Siemens PTI staff, we assume that
the facilities continue to be in average condition for plant of comparable type, age and
location.

Most of the electric distribution system in the SSJID service area is overhead
construction on wood poles. Based on a sample of pole date stamps and nails taken
throughout the SSJID service area, Siemens PTI estimated the average age of the poles
in 2008, and by extension, the age of the overhead system, is 37 years (1971). The
average age of the underground system is estimated to be 21 years (1987) based on an
analysis of building permit information for a sample of city blocks in areas with
underground distribution facilities, the assumption being that the underground system
would have been installed at the time the subdivision was developed.*

Distribution Network Inventory and Severance Issues Report, prepared by Siemens PTI; see
Section 3.4, Age and Condition of the Medium Voltage Assets.
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Section 4
ANALYSES

Fair Market Value Analyses

Pursuant to USPAP, the three generally accepted approaches to valuation (cost
approach, income approach and market approach) were considered in valuing the
Subject Property. However, the cost and income approaches were relied upon
primarily because the market approach is difficult to apply in valuing utility property
due to the lack of utility sales transactions comparable to the Subject Property. Data
regarding other utility sales transactions are presented in the appraisal report to
evaluate the reasonableness of the indicators of value developed using the cost and
income approaches.

Cost Approach

The cost approach is based on the premise that an informed buyer would pay no more
than the cost of producing a substitute property with the same function or utility as the
Subject Property. Two indicators of value that are commonly considered under the
cost approach when valuing regulated public utility property are the Replacement Cost
New Less Depreciation (RCNLD) value and the Original Cost Less Depreciation
(OCLD) value.

Replacement cost is defined as the current cost of a similar new property having the
nearest equivalent utility as the property being appraised. In contrast, reproduction
cost is the current cost of reproducing a new replica of the property being appraised
using the same, or closely similar, materials.> Since there have not been major
changes in the way electrical distribution systems are constructed, there is typically
not a significant difference between replacement cost and reproduction cost, and the
terms are often used synonymously.

For rate regulated property, such as the Subject Property, the OCLD value is a relevant
indicator of value because it is generally equivalent to the rate base value of the
property for ratemaking purposes. Under the principle of substitution, an informed
buyer would pay no more than the cost of producing a substitute property with the
same utility as the Subject Property. However, an informed buyer would pay no more
than the income value of the property. In the case of rate regulated utility property,
the income value is generally equivalent to the rate base or OCLD value, assuming
that utility rates are based on cost of service. Therefore, in theory, an informed buyer
would not pay more than the OCLD (rate base) value of the property. The relationship

s Valuing Machinery and Equipment, American Society of Appraisers, Second Edition, page 44.
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Section 4

between the rate base value and the income value of regulated utility property is
discussed in more detail later in this appraisal report.

In public statements, PG&E has questioned the relevance of the OCLD indicator of
value by making an analogy to a house and asking whether a person would be willing
to sell his/her house today for what it cost to build the house 20 years ago.® However,
regulated utility property is in no way similar to real estate property. For income
producing property, it is important to consider the income value of the property when
estimating fair market value. For rate regulated property, such as the Subject
Property, the net income (return) a utility can earn is determined based on the utility’s
authorized rate of return multiplied by the value of its OCLD rate base. Therefore, the
OCLD rate base value is a relevant indicator of value when determining the fair
market value of regulated public utility property.

Exhibit 4 shows the calculation of the RCNLD and OCLD (rate base) indicators of
value for the Subject Property.

RCNLD Indicator of Value

The Replacement Cost New (RCN) of the Subject Property was developed by
R. W. Beck based on the inventory of the facilities to be acquired and applying current
unit construction costs. The inventory methodology is described in detail in the
Distribution Network Inventory and Severance Issues Report prepared by Siemens
PTI.

The following contingencies were applied to the inventory quantities to reflect
equipment that may have been missed during the field work:

m 5% for overhead lines and poles

®  2.5% for overhead transformers

®  10% for underground lines

®  10% for pad mounted transformers

®  15% for subsurface transformers

®m  10% for switches, capacitors and regulators

®m  10% for overhead low voltage circuits and service drops

Based on the inventory quantities, R. W. Beck estimated the RCN value for the
facilities. Average unit costs were developed based on R. W. Beck’s experience with
design and construction projects for electric utilities, quotations from vendors and
manufacturers, and industry cost guides. All costs are in 2009 dollars and include
labor, materials and equipment. Overhead percentages were added to the direct costs
to account for engineering, construction management and other indirect costs not

® Letter dated June 7, 2006, from PG&E to the San Joaquin LAFCo regarding SSJID’s Proposed
Addition of Retail Electrical Service, page P-3.
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ANALYSES

specifically identified. The RCN estimate assumes “greenfield” (initial) construction
of the system.’

The inventory assumes that all meters are new solid-state digital meters equipped with
two-way communications capability. PG&E is in the process of installing smart
meters throughout its entire system, with deployment in Manteca, Ripon and Escalon
scheduled to occur between August 2009 and November 2009.2 The number of
meters was estimated based on the estimated number of PG&E customers located in
the SSJID service area.

The average year of installation for the overhead system was estimated based on a
sample of poles observed during the field reviews. Overall, the average year of
installation for the overhead system is estimated to be 1971. The average year of
installation for the underground system was estimated based on date of building
permits for a sample of blocks in areas with underground service. Overall, the average
year of installation for the underground system is estimated to be 1987. Meters were
assumed to have a 2009 installation year since all meters in the SSJID service area are
scheduled to be replaced in 2009 as part of PG&E’s SmartMeter™™ program.

The amount of accumulated depreciation was estimated based on the age of the
facilities and depreciation factors (average service life, survivor curves and net salvage
rates) reported by PG&E in its FERC Form 1 Annual Report using the straight line
method of depreciation.

The adjustment for net salvage is handled differently in the 2009 appraisal than was
done in the 2006 appraisal. The following discussion describes how the adjustment
for net salvage is reflected in the RCNLD indicator of value.

Net salvage is equal to the gross salvage received for property when it is retired, less
the costs incurred to retire the property from service. Net salvage can either be
positive or negative. If gross salvage exceeds cost of removal, the net salvage is
positive. On the other hand, if the cost of removal is greater than the gross salvage
received in the process of retiring an item of property, the resulting net salvage value
is negative. Net salvage rates for electric utility property have become increasingly
negative in recent years. As shown on page 2 of Exhibit 4, PG&E’s current net
salvage rates for poles (Account 364), overhead conductor (Account 365) and services
(Account 369) are greater (i.e., more negative) than negative 60 percent.

Net salvage rates are typically estimated by dividing the actual net salvage received
during a period by the original cost of plant retired during that period. Therefore,
when applied to the RCN value of the Subject Property, the net salvage rate provides
an estimate of the future net salvage value of the Subject Property upon retirement.
For example, if the estimated average service life of property when initially put into

" RCN is the current cost to construct a similar new property having the nearest equivalent utility as

the property being appraised. It is not equal to the cost to replace the actual property being
appraised in its existing location.

See www.pge.com/smartmeter. Installation of smart meters in areas of Escalon served from
PG&E’s Modesto local office is already completed. PG&E’s SmartMeter™ program is part of a
statewide effort driven by the CPUC to implement automated metering technology to encourage
energy conservation.
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Section 4

service is 40 years, then the net salvage rate provides an estimate of the net salvage
value of the property in the year 2049 (2009 plus 40 years).

Negative net salvage represents a future cost or liability associated with the property,
which a buyer would take into consideration in determining the purchase price for the
property. As shown on page 2 of Exhibit 4, the estimated future net salvage cost upon
retirement was adjusted to 2009 price levels based on an assumed annual cost
escalation rate over the average service life of the property. The estimated net salvage
value in 2009 dollars was then subtracted, in the case of negative net salvage, from the
RCNLD value of the property, as shown on page 1 of Exhibit 4. The resulting
RCNLD value is equal to the RCN value of the Subject Property, less an adjustment
for depreciation to reflect the loss in value or usefulness due to physical depreciation,
less the future net salvage liability expressed at 2009 price levels.

As shown in Table 4-1 below, the RCNLD value of the Subject Property excluding the
value of land and easements is equal to $93,019,000. Table 4-1 also shows the OCLD
(rate base) value of the Subject Property, which is discussed below.

Table 4-1
RCNLD and OCLD (Rate Base) Indicators of Value
(Excluding Land and Easements)

Replacement Cost New $258,172,000
Less Depreciation 165,153,000

Replacement Cost New Less Depreciation (RCNLD) $93,019,000

Original Cost $82,992,000
Less Depreciation 41,078,000

Original Cost Less Depreciation (OCLD) (Rate Base) $41,914,000

OCLD (Rate Base) Indicator of Value

The development of the OCLD (rate base) value for the Subject Property is shown on
page 3 of Exhibit 4. The original cost of the Subject Property was estimated by
trending the RCN value, by plant account, to the year of installation using the Handy-
Whitman Index of Public Utility Construction Costs, a semi-annual publication widely
used in the utility industry.

The amount of accumulated depreciation was estimated based on the age of the
facilities and PG&E’s depreciation factors (average service life, survivor curves and
net salvage rates) using the straight line method of depreciation. However, for the
OCLD (rate base) indicator of value, we calculated the depreciation adjustment using
PG&E’s “old” depreciation factors that were in effect prior to the depreciation factors
approved in the 2007 General Rate Case (GRC).

For the OCLD (rate base) value of the Subject Property, we are interested in
estimating how much depreciation, including net salvage, has been accumulated to
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date over the life of the property. One outcome of the 2007 GRC was an increase in
PG&E’s depreciation rates for distribution plant, due in large part to higher negative
net salvage rates. Rather than use PG&E’s current depreciation factors, we believe it
is more reasonable to use PG&E’s old depreciation factors to estimate the original cost
depreciation that has been accumulated to date for the Subject Property. This
calculation is shown on page 3 of Exhibit 4.

The OCLD (rate base) value of the Subject Property excluding the value of land and
easements is equal to $41,914,000. See Table 4-1 above.

Depreciation and Obsolescence Adjustments

Depreciation is the estimated loss in value of an asset, compared with a new asset.
There are three basic types or causes of depreciation:

®  Physical deterioration — the loss in value or usefulness resulting from the wear
and tear of an asset in operation and exposure to various elements.

®  Functional obsolescence — the loss in value or usefulness caused by inefficiencies
or inadequacies of the property itself, when compared to a more efficient or less
costly replacement property that new technology has developed.

®  Economic obsolescence — the loss in value caused by factors external to the
property.’

The deduction for depreciation made to the cost approach indicators of value shown in
Table 4-1 reflects the physical deterioration based on the observed age and expected
life of the facilities.

No additional adjustment was made to the cost approach indicators of value for
functional obsolescence. Typically there is zero functional obsolescence associated
with electric distribution facilities because there have not been major technological
changes in the type of facilities installed today.

Regarding economic obsolescence, it can be said that utility rate regulation, which
restricts the earnings of the utility to an allowed rate of return times an original cost
rate base, is a form of economic obsolescence.® No adjustment was made to the
RCNLD value of the Subject Property to reflect economic obsolescence. However,
the relationship between the cost and income indicators of value for rate regulated
utility property is discussed later in this report.

®  American Society of Appraisers, Appraising Machinery and Equipment, Second Edition, pages 66-

67.

10 Woolery, Valuation of Railroad and Utility Property, page 44.
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Straight Line versus Present Worth Methods of Depreciation

It is our experience based on past sales and acquisitions of property involving PG&E,
that PG&E typically uses the present worth method of depreciation, as opposed to the
straight line method of depreciation, to estimate the value of utility property it sells to
municipalities and public power utilities. The calculation of present worth
depreciation is equivalent to sinking fund depreciation and includes an interest rate
component. The effect of using the present worth method of depreciation is to
understate the reserve for accumulated depreciation and thus overstate the value of net
plant compared to the straight line method of depreciation.

R. W. Beck does not endorse the present worth method of depreciation and this
information is only presented to show the effect of using present worth depreciation.

Table 4-2 shows the effect of using the straight line method of depreciation versus the
5 percent present worth depreciation method on the RCNLD value. As shown in
Table 4-2, the RCNLD value calculated using present worth depreciation is 36 percent
greater than the RCNLD values calculated using straight line depreciation.

Table 4-2
Comparison of RCNLD Values Using
Straight Line versus Present Worth Methods of Depreciation

RCNLD
5 Percent Present Worth Depreciation $126,711,000
Straight Line Depreciation 93,019,000
Difference $33,692,000
Percentage Greater than Straight Line Depreciation 36%

Source: R. W. Beck RCNLD analyses.

In its May 2005 Valuation Study,** PG&E provided its own estimate of the RCN and
RCNLD values of the Subject Property. PG&E’s RCNLD value was calculated using
the 5 percent present worth depreciation. PG&E did not indicate the age or
installation year it used to calculate depreciation; however, the results of PG&E’s
analysis indicated that the Subject Property was approximately 78 percent “good,” or
22 percent depreciated.

In comparison, R. W. Beck’s RCNLD value using the straight line method of
depreciation indicates the Subject Property is 36 percent good, or 64 percent
depreciated.”® We believe that this result is more consistent with observations of the
system during the field reviews and the average age of the overhead system (37 years)
and underground system (21 years).

1 PG&E, Valuation Study of PG&E Facilities and Infrastructure, Communities of Manteca, Ripon

and Escalon, dated May 2, 2005.

The percent good is equal to the RCNLD value divided by the RCN value. Based on R. W. Beck’s
RCNLD analysis, the percent good for the Subject Property is equal to 36 percent
($93,019,000/$258,172,000). Based on PG&E’s 2005 RCNLD analysis (using present worth
depreciation), the percent good was equal to 78 percent ($205,832,384/$261,618,538).

12
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A review of the appraisal and depreciation literature and interviews with other
accredited senior utility appraisers in the U.S. performed by R. W. Beck conclusively
show that the straight line method of depreciation is the generally accepted method of
depreciation to use in valuing utility property.

This conclusion is supported by the Sacramento County LAFCo consultant report
prepared in connection with the recent annexation case in which the Sacramento
Municipal Utility District (SMUD) sought to acquire PG&E facilities in Yolo County.
The Sacramento LAFCo consultant report rejected the present worth depreciation
method as a reasonable method for estimating depreciation, stating that the present
worth method “is not considered to be a widely adopted method of calculating
depreciation to electric utility property.” The Sacramento LAFCo consultant report
also stated that PG&E’s present worth depreciation method underestimated the
accumulated depreciation by nearly 50 percent compared to the accumulated
depreciation observed during an inspection of the property.** By underestimating the
accumulated depreciation, PG&E overstated the RCNLD value of the property.

Land and Easements

In the previous appraisal, we relied upon an appraisal dated May 23, 2006 performed
by a qualified real estate appraiser, James G. Palmer, MAI, of the firm James G.
Palmer Appraisals, Inc., located in Fresno, California, to estimate the fair market value
of land that would be acquired by SSJID at the Manteca and Ripon substations as part
of the acquisition.

Table 4-3
Value of Land to be Acquired
at the Manteca and Ripon Substations

Site Area to be Acquired Fair Market Value
Manteca Substation 4.80 acres of land plus $1,370,000
0.32 acre of right of way
Ripon Substation 3.56 acres 1,241,000
Total Value of Land $2,611,000

Source: Appraisal dated May 23, 2006, James G. Palmer Appraisal, Inc.

For the purpose of this appraisal report, we assumed that land values in Manteca and
Ripon have not increased since 2006 and that the fair market value at July 1, 2009 of
the land to be acquired at the substations is equal to the values shown in Table 4-3
above. Given the decline in the local real estate market over the past 2 to 3 years, we
believe this is a reasonable assumption.

3 Consultant report to the Sacramento LAFCo titled “Analysis of the Economic and Level of Service

Impacts Resulting from the Annexation by Sacramento Municipal Utility District of PG&E’s
Service Territories in the Cities of West Sacramento, Davis, Woodland and Unincorporated Areas of
Yolo County,” prepared by GES Engineers and Appraisers, May 29, 2006, page C-20.
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PG&E claims that it owns both transmission and distribution rights of way for which it
seeks compensation. However, SSJID has not been able to identify any instances
where transmission lines cross the property of private landowners requiring an
easement. Private utility use of public thoroughfares for transmission and distribution
lines is typically paid for through franchise fees; these easements would be transferred
to SSJID at no cost. (SSJID has stated that it will continue to pay the same franchise
fees or in-lieu of payment as PG&E after acquisition of the facilities.)

Distribution rights of way crossing private property are often times granted for zero or
little consideration. In the SMUD annexation case, the LAFCo consultant adopted an
average value of $550 per easement that was applied to the total number of identified
distribution easements.** Until PG&E provides information regarding the number of
distribution easements, which can be verified by SSJID, we have included a nominal
value of $50,000 for easements, consistent with the amount used in SSJID’s pro forma
financial studies.

Therefore, the total value of land, rights of way and easements to be acquired is
estimated to be $2,661,000 ($2,611,000 plus $50,000). This value is added to both the
RCNLD and OCLD indicators of value.

Going Concern Value

In PG&E’s 2005 valuation study of electric distribution facilities within the Manteca,
Ripon and Escalon area, PG&E increased its estimated RCNLD value by an additional
25 percent to reflect going concern value. R. W. Beck has not added any amount to
the cost approach indicators of value for going concern.

Going concern value is defined as “the value of an operating business enterprise, or an
interest therein”.”> The income approach, as discussed below, measures the value of
the property in continued use as a going concern business enterprise. Since the
income value of the Subject Property is less than the RCNLD value, there is no
evidence of any additional value for going concern that should be added to the
RCNLD value.

In the SMUD annexation case, the Sacramento LAFCo report stated the following
regarding PG&E’s addition of 25 percent to the RCNLD value for going concern:

“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.”®

4 sacramento LAFCo consultant report, page C-10.

1 Valuing Machinery and Equipment: The Fundamentals of Appraising Machinery and Technical
Assets, Second Edition, American Society of Appraisers, Glossary of Terms, page 570.

16 sacramento LAFCo report, page C-21.
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The LAFCo report concluded that since PG&E’s going concern estimate “was 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”.’

Similarly, in the case of the Subject Property, there is no market-based evidence that
shows that a willing buyer would pay more for the property than RCNLD; therefore,
no incremental amount for going concern value was added to the RCNLD value.

Summary — Cost Approach

Table 4-4 shows the estimated RCNLD and OCLD (rate base) values of the Subject
Property, including land and easements.

Table 4-4
Summary of Cost Approach Indicators of Value
Replacement Cost New $258,172,000
Less Depreciation 165,153,000
Replacement Cost New Less Depreciation (RCNLD) $93,019,000
Plus Land and Easements 2,611,000
Total RCNLD $95,630,000
Original Cost $82,992,000
Less Depreciation 41,078,000
Original Cost Less Depreciation (OCLD) $41,914,000
Plus Land and Easements 2,611,000
Total OCLD (Rate Base Value) $44,525,000
Income Approach

The income approach estimates the value of property by capitalizing or determining
the present worth of anticipated economic benefits from the property as a going
concern. Both the direct capitalization of income and discounted cash flow (DCF)
methods were used to estimate the value of the distribution systems under the Income
Approach.

Direct Capitalization of Income

Under the direct capitalization of earnings method, the income value of the property is
estimated by capitalizing (i.e., dividing) the net income associated with the property
for a one-year period by an appropriate capitalization rate. This is shown in
Equation (1) below:

(2) Value = (Revenues — Expenses) / Capitalization Rate

7 1pid.
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In theory, the income value for a regulated utility should equal its rate base value,
since this is the value of the utility’s investment on which it is allowed to earn its
authorized rate of return. The value of the utility’s rate base is generally equivalent to
the original cost of plant in service, less accumulated depreciation. Rates are designed
to recover the utility’s operating expenses plus a return on rate base, as shown in
Equation (2) below:

2 Operating Revenues = Operating Expenses + (Rate of Return)(Rate Base)

Equation (2) can be rewritten as follows:

(3) Rate Base = (Operating Revenues — Operating Expenses) / Rate of Return

By comparing Equations (1) and (3), one can see that the capitalized income value for
regulated utility property is generally equivalent to its rate base value.

The direct capitalization of income indicator of value is based on the premise that the
income generating ability of the property that exists today will continue into
perpetuity.’® It is expected that the delivery portion of electric retail distribution
service will continue to be regulated by the CPUC for the foreseeable future.
Therefore, it is reasonable to use the direct capitalization approach to estimate the
income value of the electric distribution systems.

Table 4-5 shows the development of the capitalized income value for the Subject
Property. Energy sales were estimated based on the customer load characteristics for
the SSJID system (e.g., residential; small, medium and large commercial; agriculture;
and streetlight loads). Energy sales were multiplied by PG&E’s system average
electric distribution service rates by customer class, as shown in Appendix D of the
Initial Decision in PG&E’s 2007 GRC, increased each year to 2009 at the rate of
inflation. Operating expenses were estimated as 76.1 percent of electric distribution
revenues based on PG&E distribution system data shown in Appendix D of the Initial
Decision in PG&E’s 2007 GRC. The capitalization rate used in the analysis is equal
to PG&E’s current authorized weighted average cost of capital approved by the
CPUC.

¥ In comparison, the discounted cash flow method is used to estimate the present worth of a projected

stream of net earnings for the property over a specified period of time.
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As shown in Table 4-5 below, the direct capitalized income indicator of value for the
Subject Property is equal to $60,283,000.

Table 4-5
Direct Capitalization of Income Value
Retail Revenues (2009) $20,944,000
Operating Expenses @ 15,645,000
Net Utility Operating Income $5,299,000
+ Capitalization Rate @ 8.79%
Estimated Income Value (2009) $60,283,000

(1) Operating expenses estimated as 74.7% of operating revenues based
on PG&E 2007 General Rate Case, Initial Decision, Appendix D, Table
1-2. Operating expenses include depreciation and income taxes.

(2) Current PG&E after-tax weighted average cost of capital approved by
CPUC.

Discounted Cash Flow Method

Under the DCF method, the direct economic benefits derived from continued
ownership of the system are expressed in terms of free cash flow, which represents the
total cash flow generated by the going concern that is available to the providers of
both debt and equity capital.

The DCF model used to estimate the value of the distribution systems is essentially an
after-tax cash flow model of annual revenues and expenses over the 2009-2020 time
period. The calculation of free cash flow is illustrated as follows:

Annual Operating Revenues

Less: Annual Operating Expenses
Equals:  Pre-tax Net Operating Income
Less: Income Taxes

Equals:  Earnings Before Interest,
Depreciation & Amortization (EBIDA)

Less: Future Capital Expenditures
Net Changes in Working Capital
Equals:  Free Cash Flow

Table 4-6 shows the calculation of the income value for the SSJID distribution system
using the DCF method.

The assumptions used in the direct capitalization of income analysis to estimate
projected revenues and expenses were also used in the DCF analysis. Electric
distribution revenues were estimated based on projected SSJID energy sales multiplied
by PG&E’s average distribution rates shown in Appendix D of the Initial Decision in
PG&E’s 2007 GRC. Rates in the future were assumed to increase with inflation.
Operating expenses (including taxes but not depreciation, a non-cash flow item) were
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estimated as 54.5 percent of revenues based on data in shown in Appendix D of the

Initial Decision in PG&E’s 2007 GRC.

necessary to estimate future capital expenditures and changes in working capital.

Table 4-6

Discounted Cash Flow Indicator of Value

2009

($000)

2010 2011 2012 2013 2014 2015 2016

2017

2018

In addition, for the DCF analysis it was

2019

2020

Retail Revenues

$21,155 $22,022 $22,925 $23,864 $24,842 $25,861 $26,921 $28,025

$29,174 $30,371 $31,616 $32,913

Operating Expenses (1) 7976 8302 8643 8997 9366 9,750 10,149 10,565 10,999 11,450 11,919 12,408
Taxes (1) 3,554 3,700 3,851 4,009 4,174 4345 4523 4,708 4,901 5,102 5312 5,529
Subtotal 11,530 12,002 12,494 13,006 13,539 14,094 14,672 15274 15900 16,552 17,231 17,938
Capital Expenditures (2) 7,157 7,322 7,491 7663 7,841 8,022 8208 8399 8594 8795 9,000 9,211
Changes in Working Capital (3) 0 59 62 64 67 69 72 75 78 82 85 88
Net Cash Flow $2,468 $2,639 $2,879 $3,131 $3,396 $3,675 $3,969 $4,277 $4,602 $4,942 $5300 $5,676
Discount Rate (4) 8.79%
Growth Rate 2.10%
Capitalization Rate for Terminal Value 6.69%
Net Present Value of 2009-2020 Cash Flow $26,245
Terminal Value $86,650
Net Present Value of Terminal Value $34,304
Estimated Income Value at 1/1/2009 $60,550

(1) Operating expenses and taxes estimated for 2009 as 54.5% of operating revenues based on data reported in PG&E's 2007 GRC, Initial Decision, Appendix D
(2) Capital expenditures include renewals and replacements and customer growth.

(3) Based on 66 days working capital, calculated based on data in PG&E's 2007 GRC, Initial Decision, Appendix D
(4) PG&E authorized after tax weighted average cost of capital per PG&E 2007 GRC

Under the DCF method, the income indicator of value is equal to the sum of the
present value of the projected cash flows plus the present value of the projected
terminal value. The series of annual cash flows from 2009 to 2020 was discounted
using an 8.79 percent discount rate, which is equal to PG&E’s weighted average cost
of capital. For the terminal (or residual) value, the projected cash flow in year 2020
was capitalized into perpetuity at the discount rate less a growth rate equal to
2.1 percent, the projected rate of inflation, and then discounted back to 2009.

As shown in Table 4-6, the income value of the Subject Property using the discounted
cash flow method is equal to $60,550,000.

Market Approach

The comparable sales method under the market approach involves review of recent
sales of similar facilities between a willing buyer and a willing seller, who are
unrelated, as an indication of the general market price for such facilities. Caution
must be exercised when using the comparable sales method as an indicator of value
for utility property. Normally, the appraiser will, when necessary, make adjustments
to the comparables in order to correlate the sales price to the characteristics of the
subject property. However, there are many factors that can influence sales price
including, among others, market area, age and other considerations that may be
reflected in the sales price. Each party’s motivation can affect the negotiation and the
terms of the sale. Strategic objectives are the driving motivator for some sales. These
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objectives are often kept confidential and are not available to an appraiser for
evaluation.

The comparable sales method is primarily applicable to property that is readily
substitutable and where a number of similar type properties have recently been sold.
To be an indication of market value, these sales must also involve a willing buyer and
willing seller. The market approach is difficult to apply in valuing utility property due
to the lack of comparable utility sales transactions. For this reason, we generally use
the comparable sales method as a test of the reasonableness of values produced by the
cost and income approaches.

Table 4-7 below shows several electric utility sales transactions that have occurred in
the western U.S. All of the sales shown in Table 4-7 were negotiated sales and did not
involve the exercise of eminent domain. There is a wide variation in the size, location
and time period for these sales and no attempt was made to adjust the sales to correlate
with the characteristics of the SSJID system.

Table 4-7
Electric Utility Sales Transactions
Purchase
Purchase Book Price/
Year State Seller Purchaser Price Value Book Ratio
1988 CA  CP National Lassen Municipal Utility $19,900,000  $14,256,187 1.40
District
1994 ID  Pacific Power & Light Washington Water $29,935,247  $23,791,631 1.26
Power
1998  MT  Pacific Power & Light ~ Flathead Electric $111,000,000 $103,000,000 1.08
Cooperative
1999  CA  Pacific Power & Light  Nor-Cal Electric $184,091,795 $138,166,826 1.33
Authority *
2002 HI Citizens Kaua'i Island Utility $215,000,000 $181,400,000 1.19
Communications Cooperative
2003 CA  Pacific Gas & Turlock Irrigation District ~ $15,111,825 $8,700,000 1.74
Electric
2004 UT  Kanab City Electric Garkane Energy $2,550,000 $1,893,000 1.35
System
2005 OR  Scottish Power MidAmerican Energy $10.4 billion $9.2 billion 1.13
(PacifiCorp) Holdings Company
2007 WA  Puget Sound Energy ~ Macquarie Group $7.40 billion ~ $4.77 billion 1.55

* In the Nor-Cal transaction, the willing buyer and willing seller reached an agreement on sales price. However, the

sales transaction was not approved by the CPUC, which ruled that Nor-Cal did not have the authority to undertake the
transaction because a county has no authority to provide retail electric service in California.

In five sales transactions (Lassen, Flathead, Nor-Cal, Kaua‘i and Kanab), the selling
utility indicated an interest in selling and in at least three cases, solicited bids from
interested buyers. The sale between Pacific Power & Light and Washington Water
Power was between two investor-owned utilities and appears to have been between a
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willing buyer and willing seller. The sale between PG&E and Turlock Irrigation
District did not involve eminent domain litigation, although there had been service
area disputes between the two utilities. Of all the sales shown in Table 4-7 above, the
PG&E/TID sale probably involved the least motivated seller. This may explain why
the sales price/book value ratio for this sale is the highest among the seven sales
shown in the table. In contested sales, the purchaser may agree to a higher price than
it would otherwise in order to avoid lengthy and costly litigation, or reach a settlement
before condemnation hearings. MidAmerican’s acquisition of PacifiCorp from
Scottish Power in 2005 was at a price to book ratio of 1.13. Macquarie’s acquisition
of Puget Sound Energy announced in 2007 was reported at a price to book ratio of
1.55.

The purchase price to book ratios shown in Table 4-7 range from 1.08 to 1.74 times
book value. However, given the wide disparity in the size of these electric system
sales transactions, we did not develop any indicators of value using the market
approach in this appraisal.
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SEVERANCE DAMAGES

Severance damages include the costs to physically and operationally separate the
Subject Property from the larger system, as well as the loss in value to the remaining
system due to its inability to use the acquired property.

Separation Costs

Siemens PTI performed detailed engineering studies examining severance issues,
which are described in the Distribution Network Inventory and Severance Issues
Report prepared by Siemens PTI. Severance issues identified included 1) network
investments necessary to achieve separation from PG&E’s system along the border of
the SSJID service territory and 2) investments needed at substations to provide service
to customers within the SSJID service territory and maintaining current service
conditions for customers outside the SSJID service territory.

Siemens PTI identified the facilities that would need to be constructed to achieve
separation from the PG&E system, which R. W. Beck priced using the same
methodology used to estimate the RCN value of the facilities to be acquired.

The estimated damages due PG&E to physically and operationally separate the SSJID
system from the PG&E system are shown in Table 5-1. SSJID would be responsible
for its own costs to reconnect and construct new facilities to maintain and improve
service and reliability to its own system.

Table 5-1
PG&E Separation Costs
Cost
PG&E Distribution Plant $656,618
PG&E Manteca Substation 1,300,915
Total Separation Costs $1,957,533
Rounded $1,958,000

Impairment Damages

Impairment damages are defined as the loss to the value of the remainder of the
system due to its inability to use the acquired property. Based on engineering and load
flow studies conducted by Siemens PTI, the departure of SSJID customers from the
PG&E system could result in impairment or excess capacity at PG&E’s Vierra, Avena
and Riverbank substations. The impairment percentages shown in Table 5-2 below for
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each substation are based on the estimated load taken from each substation, divided by
the total capacity of the substation. These percentages were multiplied by the OCLD
value of each substation to determine the amount of impairment.

Table 5-2
Value of Substation Impairment

Impairment Value of

Substation Percentage Impaired Assets
Vierra 38.3% $875,954
Avena 71.4% 400,138
Riverbank 39.3% 882,191
Total $2,158,283
Rounded $2,158,000
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CONCLUSIONS

Based on the results of our analyses and the limiting assumptions and conditions
described in this report, R. W. Beck developed indicators of value using generally
accepted approaches to valuation. These indicators of value are summarized in
Table 6-1 below.

Table 6-1
Summary of Indicators of Value
as of July 1, 2009

Indicators of Value

Cost Approach:

Reproduction Cost New Less Depreciation (RCNLD) $95,630,000

Original Cost Less Depreciation (OCLD)/Rate Base Value $44,525,000
Income Approach:

Direct Capitalization of Income $60,283,000

Discounted Cash Flow $60,550,000
Market Approach: Not relied upon
Estimated Fair Market Value of Facilities as of July 1, 2009 $61,000,000
Severance Damages $1,958,000
Substation Impairment $2,158,000
Total Just Compensation $65,116,000

The definition of fair market value used in California refers to the highest price on the
date of valuation that would be agreed to by a willing seller and willing buyer™;
however, this does not imply that the fair market value of the property is equal to the
highest indicator of value developed in the appraisal. In this appraisal report,
R. W. Beck has considered and examined all three generally accepted approaches to
valuation (cost approach, income approach and market approach) in developing our
opinion of the fair market value of the Subject Property. PG&E typically only
develops the RCNLD indicator of value, which as shown in Table 6-1, is the highest
indicator of value and ignores other relevant indicators of value.

Under the principle of substitution, an informed buyer would pay no more than the
cost of producing a substitute property with the same utility as the Subject Property.
However, an informed buyer would pay no more than the income value of the

9" california Code of Civil Procedure (Section 1263.320). See page 1-1 of this appraisal report for the

full definition of fair market value.
RWRECK
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property. In the case of rate regulated utility property, the income value is generally
equivalent to the rate base or OCLD value, assuming that the utility rates are based on
cost of service.

The effect of utility rate regulation is an important consideration in valuing public
utility property. Under standard ratemaking procedures, rate regulated utilities are
only allowed to earn a fair and reasonable rate of return on their OCLD rate base;
operating expenses are essentially a pass-through cost recovered through rates. Thus,
in theory, one would expect the income value for rate regulated utility property to be
close to or equal to its rate base value since this is the value of the utility’s investment
on which it is allowed to earn its authorized rate of return or profit.

Under the income approach, R. W. Beck developed indicators of value using two
standard appraisal methods, the direct capitalization of income and discounted cash
flow methods. Both methods indicate an income value equal to $61,000,000 for the
Subject Property. This value is approximately 1.5 times the estimated OCLD (rate
base) value for the Subject Property ($41,914,000), and is substantially less than the
RCNLD value.

An informed buyer would not be willing to pay a price for the Subject Property that
exceeds the income value of the property. Therefore, the RCNLD value is not a
relevant indicator of the value for the Subject Property. However, the income value of
the Subject Property supports paying a price that is greater than the OCLD (rate base)
value.

The market approach was not relied upon due to the lack of relevant utility sales
transactions that are comparable to the Subject Property. However, to test the
reasonableness of our value conclusion, a purchase price to book value multiple equal
to 1.5 is within the range of multiples indicated by the electric utility sales transactions
shown in Table 4-7.

After consideration of the indicators of value developed using generally accepted
approaches of valuation, given the relative strengths and weaknesses of each, and the
analyses and assumptions used therein, we are of the opinion that the fair market value
of the Subject Property at July 1, 2009 is equal to $61,000,000. Including severance
damages and impairment costs results in a total just compensation to PG&E for the
Subject Property equal to $65,116,000.
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Appraisal Certification
I, the undersigned, certify that, to the best of my knowledge and belief:

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are unbiased professional analyses,
opinions, and conclusions.

R. W. Beck has no present or prospective interest in the properties that are the
subject of this report, and R. W. Beck has no interest or bias with respect to the
parties involved.

Compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the Client, the amount of the value
estimate, the attainment of a stipulated result, or the occurrence of a subsequent
event.

The report is not based on a requested minimum valuation, a specific valuation, or
the approval of a loan.

The analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice (USPAP) promulgated by the Appraisal Standards Board of the Appraisal
Foundation and the Principles of Appraisal Practice and Code of Ethics of the
American Society of Appraisers.

The American Society of Appraisers has a mandatory recertification program for
all its Senior Members and | am in compliance with that program.

Representatives of R. W. Beck made a personal inspection of the property that is
the subject of this report.

R. W. Beck support staff, under the principal supervision of the undersigned,
provided assistance in the preparation of this report. A list of significant
contributors is included in the report.

Respectfully submitted,
R. W. BECK, INC.
Prepared under the direction of:
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Nancy Heller Hughes, ASA
August 31, 2009

R. W. Beck, Inc.

1001 Fourth Avenue, Suite 2500
Seattle, Washington 98154-1004
(206) 695-4438
nhughes@rwbeck.com
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QUALIFICATIONS AND EXPERIENCE
OF THE APPRAISAL PROJECT TEAM

NANCY HELLER HUGHES, ASA, CDP
B.A. in Business and Statistics, University of Chicago
M.B.A. in Finance and Accounting, University of Chicago

Ms. Hughes is an Accredited Senior Appraiser (ASA) of Public Utility Property certified by the
American Society of Appraisers and a Certified Depreciation Professional (CDP) certified by the
Society of Depreciation Professionals. She has worked in the public utility industry since 1977
specializing in appraisals, depreciation and utility rates and regulation. Ms. Hughes has testified as
an expert witness on these issues before federal and state regulatory commissions, city councils and
courts of law.

Ms. Hughes has performed valuation and appraisal studies to determine the value of a wide range
of utility property including electric, water, wastewater, telecommunications, railroad, and solid
waste landfill property. These studies have been performed in connection with the sale and
acquisition of property, eminent domain cases, property tax issues, and utility rate cases.

KC EARL FAGEN, P.E.
B.S. in Electrical Engineering, University of Oklahoma

Mr. Fagen has more than 18 years of experience in the design, planning and review of controls for
electrical transmission and distribution facilities. He has developed computer databases for system
analyses and has experience in conducting EMF studies, transmission line routing, transmission
and distribution system design, preparation of one-line diagrams, and power-flow and short-circuit
studies. Mr. Fagen has performed evaluations for transmission line routing with overhead,
underground, and submarine applications, including environmental impact assessments. He has
developed construction cost estimates for substations, SCADA systems, and transmission and
distribution lines. Mr. Fagen’s experience includes developing load growth scenarios, planning
criteria, five-year construction plans, and twenty-year long-range plans for electric utilities. He has
also developed human-machine interface software systems and developed PLC programs for
control applications.

TYSON J. REED
B.S. in Electrical Engineering, University of Washington

Mr. Reed is a staff engineer with experience in electrical engineering, distribution system planning
and capital improvement projects. He specializes in distribution system modeling and related
studies such as protective device coordination, short circuit and load flow, and arc-flash studies.
Prior to joining R. W. Beck, Mr. Reed worked as a project manager in the engineering department
of a small electrical utility.

R. W. Beck
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