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*Senate 1Bill 1652 passed hy the Texns Legislature, 79° Regular Session in 2005, amending Section 6,035 o the Texas Properly Tax
Cale, ncdding Subsection (1) as follows:

“Te ensire adherence with generally accepted appralsal practices, the board of directors of an appraisal district shat!
develop blennially a weltten plan for the perlodic reappraisal of all property within the boundarles of the district according
to the requirements of Sectlon 25.18 and shall hold a putiic hearng to consider the proposed plan. Not later than the
10th day before the date of the hearing, the secretary of the board shall deliver to the presiding officer of the governing
body of each taxing unit participating in the disteict a written notice of the date, tine, and place for the hearing. Not later
than September 15 of each even-numbered year, the hoard shall complete its hearings, make any amendments, and by
resolution finally approve the plan, Copigs of the approved plan shall be distributed to the presiding officer of the
governing body of each taxing unit participating in the district and to the comptroller within 60 days of the approval date.”
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POLICY STATEMENT OF PRITCHARD & ABBOTT, INC,, ON THF.
UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE

Pritchard & Abboll, Inc., (P&A), a privately held company engaged primarily. but not wholly, in the ad valorem
lax valuation industry endorses Uniform Standards of Professional Appraisal Practice {USPAP) as the basis for
the production of sound appraisals. Insofar as the stal ulory requirement to appraise groups (or a “universe) of
real and personal property within an established perid of time using standardized procedures —and subjecting
the resulting appraisals to statistical measures—is the definition of mass appraisal, P&A subscribes to USPAP
Standards 5 and 6 (Muass Appraisal, Development and Reporting) whenever applicable in the development and
defense of values. When circumstunces clearly dictate the use of single property appraisal procedures, P& A
adheres 1o the spirit and inlent of the remaining USPAP Standards within all appropriate, practical. and/or
contractual limitations or specifications,

A biennial reappraisal plan is, at its core, a discussion of the CAD’s intended implementation of the Scope of
Work Rule in USPAP. This plan provides general information about this rather comprehensive USPAP rule, as
well as the specific steps P&A takes in the actual appraisal of various property types per our contrictual
obligations. This Biennial Reappraisal Plan should not be con fused or conflated with an “appraisal manual™ o
other “how-to” guide which may or may not exist within P&A far any particular property lype we appraise,

This reappraisal plan discusses a fow other USPAP rules that interact with the Scope of Work Rule, such as the
Ethics Rule, the Record Keeping Rule, and Jurisdictional Exception Rule, Far further information regarding ather
seetions of USPAP, including the Competency Rule, definitions, and appraisal reports, please reference PaA s
“USPAP report”™ which accompanies our appraisals and supporting documentation provided to clients per
Property Tax Code, Sec. 25.01(c) at the completion of each tax year. An appraisal season thus begins with an
appraisal plan fapproved by the CAD's Roard of Birectors) and ends with appraisal reporis. Providing these
reports is definitely part of the plan, Likewise, much of the verbiage in the “USPAP report” is a reiteration of
the Biennial Reappruisal Plan.

USPAP defines “appraisal” as the act or process of developing an opinion of value or pertaining to appraising and
related functions such as appraisal practice or appraisal services. Valuation services is defined as services
pertaining to an aspect of property value, regardless of the type of service and whether it is performed by
appraisers or by others. The USPAP definition of “appraiser” is one who is expected 1o perform valuition
services competently and in a manner that is independent, impartinl, and objective, USPAP Advisory Opinion
21 USPAP Compliance states thal this expectation (by clients and intended users of appraisal reports) is the hasis
that creates an cthical obligation to comply with USPAP. even if nol legally required. Advisory apinions de not
establish new standards or interpret existing standards, bul instead are issued tor illustrate the applicability of
appraisal standards in specific situations.

The majority of property types that P& A lypically appraises for ad valorem tax purposes are categorized as
unique, complex. and/or “special purpose” properties (mineral interests, industrial, utility, and related personal
property ). These categories ol properties do not normally provide sufficient market data of reliable quality and/o
quantity to support the rigorous use of all LSPAP-prescribed mass appraisal development mandates (Standard
3t Mass Appraisal, Development), particularly with regards to some, but not all, of the model calibration andd
statistical performance testing confines, However, P&A does strive to employ all or most elements of mass
appraisal techniques with regards to the definition and identification of Properiy characteristics and mioded
spectfication and application,

Per USPAP Advisory Opinion 32; 4d Falorem Property Tax Appraisal and Mass A prvaisal Avsimonents, inthe
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interests of equity, the scope of work in mass appraisal assignments for ad valorem taxation can include
consideration of appraisal level {the overall proximity between appraised values and actual prices) and the
uniformity ol property values {equity within groups ol like properties). The appraiser is responsible for
recognizing when the concepts of appraisal level and appraisal uniformity are necessary for credible assignment
results in a mass appraisal assignment for ad valorem taxation.

Residential real estate properly appraisers most frequently apply mass appraisal methods within the sales
comparison (market) approach to value. Through the use of standardized data collection (i.e.. actual market
sales), specification and calibration of mass appraisal models, tables, and schedules are possible, Through ratio
study analysis and other performance measures, a cumuolative summary of valuation accuracy can thus he
produced in order to calibrate the appraisal modelis). Where sufficient data of reliable quality exists, mass
appraisal is also used for other types of real estate property such as farms, vacant lots, and some commercial uses
(e.a., apartments, offices, and small retail).

Regarding mass appraisal reports due the client and other intended users per USPAP (Standard 6 {Mass Appraisal,
Reporting), a written report of the mass appraisal as deseribed in Standards 6-2 is not provided for each individual
property. An individual property record or worksheet may describe the valuation of the specific property after
the application of the mass appraisal model, To understand the individual property result developed in a mass
appraisal requires the examination of all the information and analysis required by Standards 6-2.

P&A will clearly state or otherwise make known all extraordinary assumptions, hypaothetical conditions,
limitations imposed by assignment conditions, and/or jurisdictional exceptions in its appraisal reports as they are
conveyed to our clients. Infended users of our reports are typically the client(s) for which we are under direct
cenfract. Although taxpayvers or theiragents who own and/or represent the subject property being appraised often
recelve these reports either by law or as a courtesy of the client or P&A, this receipt does nol mean these parties
automatically become Intended Users as defined by USPAP. A parfy receiving a copy of a report in order fo
satisfy discloswre requirements does not become an intended user of the appraisal or mass appraisal unless
the appraiser specifically identifies such party as an intended user. Potential other users include parties
involved in adjudication of valvation disputes {review board members, lawyers, judges, etc.), governmental
agencies which periodically review ourappraisals for various statulory purposes (such as the Texas Comptraller’s
Office) and private parties who may obtain copics of our appraisals through Open Records Requests made 1o
povernmental agencies.

USPAP does not currently address communications of assignment results prior to completion of the assignment,
thus such communications have no requirements other than to comply with the general requirements in the Ethics
Rule, the Competency Rule, and the Jurisdictional Exception Rule. The client and all intended users should be
aware that mass appraisals, as opposed to most “fee” appraisals, are somewhat inherently “limited” versus
“complete™ and that appraisal reports, unless otherwise contracted for by the elient, will most often be of a
“restricted " nature whereas explanations ol appraisal methods and results are more concise versus lengthy inorder
to promote brevity, clarity, and transparency to the intended user(s),

Fer LISPAP, the appropriate reporting option and level of information in a report are dependant on the intended
use and the intended users. Although the reporting verbiage in USPAP Standard 6 does not specifically offer or
promulgate a “Restricted Appraisal Report” such as in Standard 2 (Real Property Appraisal, Reporting) and
Standard 8§ (Personal Property Appraisal, Reporting), it should be noted that: a) all mass appraisals and mass
appraisal reports deal with real and personal property in some form or fashion; and b) P& A is a private consulting
firm, a fact which may necessitate the withholding of certain data and/or appraisal models‘technigues which are
deemed confidential, privileged and/or proprietary in nature. The use of *limited ™ appraisals in conjunction with
“restricted” reports in no way implies non-compliance with USPAP. The substantive confent of a report

Bienmal Reappraizal Plan PEA MU 02224, wod [ Privited 2130022) Page 3
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defermines ity compliance,

PdeA believes that, with its vast experience and expertise in these arcas of appraisal, all concluded values and
reports thereof are credible, competent, understandable, uniform and consistent; and most importantly for ad
valorem tax purposes, accomplished in a cost-efficient and timely manner.

Per previous ASE comments under Standard 6-2(h) fscope of work... special limiting conditions [

“Although appraisers in ad valovem taxation should not be held accountable for limitations
beyond their controd, they are required by this specific requirement to identific cost constrainis
and to take appropriate steps to sectire sufficient funding fo produce appraisals that comply
with these standards. Expenditure levels for assessment administration are a function of a
nitnther of fuctors. Fiscal constrainty may impaci data completeness and acctracy, valuation
methods, and valuation accuracy. Although appraisers should seek adequate frnding and
disclose the impact of fiscal constraints on the mass appraival process, they are not responsible
for constraints bevond their control,

In any event, however, it is not P&A s intent to allow consiraints, fiscal or otherwise, to limit the scope of work
lo such a degree that the mass appraisal results provided to our clients are not credible within the context of the
intended useis) of the appraisal,
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PREAMBLE

The purpose of USPAP is to establish requirements and conditions for ethical, thorough. and transparent property
valuation services, Valuation services perlain 1o all aspects of property value and include services performed by
appraisers and other professionals including attorneys, secountants, insurance estimators, auclioneers, or hrokers.
Valuation services include appraisal, appraisal review. and appraisal consulting, The primary intent of thesc
standards is to promote and maintain a high level of public trust in professional appraisal practice.

It 15 essential thal professional appraisers develop and communicate their analyses, opinions, and conelusions to
intended vsers of their services in a manner that is meaning ful and not misleading. The importance of the rale
of the appraiser places ethical obligations upon those who serve in this capacity. These USPAP Standards reflect
the current standards of the appraisal profession.

These Standards are for both appraisers and users of appraisal services. To maintain a high level of professional
practice, appraisers abserve these Standards. However, these Standards do not in themselves establish which
individuals or assignments must comply. The Appraisal Foundation nor its Appraisal Standards Board is not 4
government entity with the power to make. judge, or enforce law. Compliance with USPAP is only required
when either the service or the appraiser is obligated 1o comply by law or regulation, or by agreement with the
client or inended users. When not obligated. individuals may still choose to comply,

USPAPR addresses the ethical and performance obligations of appraisers thraugh Definitions, Rules, Standards,
Statements (il any ). and Advisory Opinions, USPAP Standards deal with the procedures to be followed in
performing an appraisal or appraisal review and the manner in which each is communicated. A brief description
of the USTAP Standards are as follows:

®  Standards | and 2: establish requirements for the development and communication of a real properly
appraisal.

B Standards 3 and 4: cstablishes requirements for the development and communication of an appraisal
review.

= Standards 5 and 6: establishes requirements for the development and communication of a mass appraisal.

®  Standards 7 and 8: establish requirements for the development and communication of a personal property
appraisal.

B Standards 9 and 10: establish requirements for the development and communication of a business or
intangible assel appraisal.

section 23.01(b) [dppraisals Generally] of the Texas Property Tax Code states:

“The market value of properiy shall be determined by the applivation of penerally accepied appraisal
e thads and technigues. I the Appraisal District determines the appraived value of g properiv using
mass qppraisal siandards, the mass appraisal standards must comply with the Uniform Standards of
Professional Appraisal Practice. " {underline added for emphasis)

Consequently, USPAP Standards 5 and 6 are assumed to be the applicable standard for ad valorem tax purposes
in Texas, ilmass appraisal practices are in fact being used to appraisc the subject property, USPAP Advisory
Opinion 32 suggests several USPAP standards other than Standards 5 or 6 can apply in ad valorem tax work. 1t
appears that an appraiser engaged in ad valorem tax work in Texas is not specifically required by law to follow
these USPAP standards il'in fact mass appraisal practices have not been used to appraise the subject property.
In this case it could be deemed appropriate to invoke the Jurisdictional Exception Rule which is applicable when

Blannlal Reappealsal Plan, PEAMIUE J023-24,wpn (Printed 22 Juld 2} Page 5
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there is a contradiction between the requirements of USPAP and the law or regulation of a jurisdiction, Please
see the P&A Policy Statement an USPAP as provided elsewhere in this report for a more detailed discussion

regarding this matter,
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ETHICS RULE

Because of the fiduciary responsibilitics inherent in professional appraisal practice, the appraiser must observe
the highest standards of professional ethics. This FEihics Rule is divided into three sections:

= Conduct;
' Manapement;
«  Confidentiality.

This Rule emphasizes the personal obligations and responsibilities of the individual appraiser. However, it should
be noted that groups and organizations which are comprised of individual appraisers engaged in appraisal
practice effectively share the same ethical obligations, To the extent the group or organization does not follow
USPAP Standards when legally required. individual appraisers should take steps that are appropriate under the
circumstances to ensure compliance with USPAT,

Compliance with these Standards is required when either the service or the appraiser is ohlipated by law or
regulation, or by agreement with the client or inlended users, to comply, Compliatce is afso requived when an
individual, by choice, represents that e ov she is performing the service as an appraiser.

Anappraiser must not misrepresent his or her role when providing valuation services that are outside of appraisal
practice.

Honesty, impartiality, and professional competency are required of all appraisers under USPAP Standards. To
document recognition and aceeptance ol his or her USPAP-related responsibilities in communicating an appraisal
or appraisal review completed under LUSPAP, an appraiser is required o certify compliance with these Standards.

CONDLUCT

An appraiser must perform assignments with impartiality. objectivity, and independence, and without
accommodation of persomal interests,

An appraiser:

*  must nol perform an assignment with bias;

« must not advocale the cause or interest of any party or issue;

* must net gocepd an assignement that includes the reporting of predetermined opinions and
conclusions,

*  must nol misrepresent his or her role when providing valuation services that are outside of appraisal
practice;

= mwsl not communicate assignment resulis with the intent 1o mislead or W defraud;

* must not use or communicale a report or assignment results known by the appraiser to be misleading
or fraudulent:

= must not knowingly permit an employee or other person to communicale a reporl or assignment results
that are misleading or fraudulent report:

*  must not use or rely on unsupported conclusions relating to characteristics such as race, color, religion,
national erigin, gender, marital status, lamilial status, age, receipt of public assistance income, handicap,
ar an unsupported conclusion that homogencity of such characteristics is necessary to maximize value;

- musl not engage in criminal conduct;

Biennia! Reappraisal Plan, FEA MIUE 202 2-24 wnd  (Poaran 21020 Page 7
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= must not willfully or knowingly violate the requitements of the RECORD KEEPING RULE: and must
nit perform an assignment in a grossly negligent manner.,

If known prior to accepting an assignment, and/or if discovered at any time during the assignment, an appraiser
musl disclose 1o the client, and in each subsequent report certification:

= any current or prospective interest in the subject property or partics involved; and
= any services regarding the subject property performed by the appraiser within the three year period
immediately preceding aceeplance ol the assipmment, as an appraiser or in any other capacity,

The appraiser can agree with the client to keep the mere occurrence of a prior appraisal assignment confidential.
It an appraiser has agreed with the client not 1o diselosc thal he or she has appraised a property, the appraiser must
decline all subsequent assignment that fall with the three vear period. In assignments is which there 15 no report,
only the initial disclosure to the client is required.

Presumably all parties in ad valorem tax appraisal will be aware of the ongoing yearly nature of the appraisal
assignments performed by valuation consulting firms like Pritchard & Abbott, Inc—ie, it will not be
canfidential—sao that this particular condoet instruction is more or less 8 moot peint (regarding the three year
period discussed) it the prior service is in fact the ad valorem tax appraisals performed in previous tax vears,

MANAGEMENT

The payment of a fee, commission, or a thing of value by the appraiser in connection with the procurement of an
assignment must be disclosed. This disclosure must appear in the certification and in any transmittal letter in
which conclusions ofvalue are staled; however, the disclosure of the amount paid is not required. Intra-company
payments to emplovees of groups or arganizations involved in appraisal practice for business development do
not reguire disclosure,

N is unethical for an appraiser to accept compensation for performing an assignment when it is contingent upon
the reporling ol a predetermined result, a divection in assignment results that favors the cause of the client, the
aencu il af a valie opinion, the attainment of o stipulated result, or the occurrence ofa subsequent event directly
related to the appraiser’s opinions and specific to the assignment’s purpose.

Advertising for or soliciting assigamenis in o manner that iv falve, misleading, or exaogerated 15 unethical,
Decisions reganding linder or referral fees, contingent compensation, and advertising may not be the responsibility
of an individual appraiser, but for a particular assignment it is the responsibility of the individual appraiser to
ascertain that there has been no breach ol ethics, that the assignment consulting assignment has been prepared
in accordance with USPAP Standards, and that the report can be properly certified when regquired by LSPAP
Standards 2-3, 4-3. 6-3, B-3, or [0-3,

An appraiser must attix, or authorize the use of, his or her signature to certify recognition and acceptance of his
of her USPAP responsibilities in an appraisal or appraisal review assignment. An appraiser may authorize the
use of his or her signature only on an assignment-by-assignment basis,

Inaddition, an appraiser must nol affix the signature oCanother appraiser withouwt his or her consenl, An appraiser
must exercise due care to prevent unauthorized use of his or her signature. However, an appraiser exercising such
care i5 not responsible for unauthorized use of his or her signature,

Biennial AEaoneasal P A, MILR 2023- 24 wod (Printed 21023 Page 8
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CONFIDENTIALITY

An appraiser must protect the conlidential nature of the appraiser-property owner relationship,

An appraiser must act in good faith with regard to the legitimate interests of the client in the use of confidential
information and in the communication of assipnment results.

An appraiser must be aware of, and comply with, all conlidentiality and privacy laws and regulations applicable
in an assignmant.

An appraiser must not disclose confidential factual data obtained from a property owner to anyone other than:

The client;

l.

2. Parties specifically authorized by the elient;

3. Blate appraiser regulatory agencies:

4. Third parlies as may be authormized by due process of law; or

5. A duly authorized professional peer review commitice except when soch disclosure 1o a commilies

warild violale applicable law or regulation.

An appraiser must take reasonable steps to safeguard access w confidenial information and assignment resulis
by unauthorized individuals, whether such information or results are in physical or electronic form. In addition,
an appraiser must cnsure that employvees, coworkers, subcontractors, or others who may have access to
confidential information or assignments results, are gware of the prohihitions on disclosure of such information
of resulls,

It is unethical for a member of a duly authorized professional peer review commitiee W disclose conlidential
informnation presented to the committes,

When all confidential elements of confidential information are removed through redaction or the process of
aggregation. clicnt authorization is not required for the disclosure of the remaining information, as modified.

Bilaenria! Reaporaisal Man, PRA MIUE 2023249, wpd (Bnared 2100220 Page 9
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RECORD KEEPING RULE

An appraiser must prepare a workfile Tor each appraisal or appraisal review assignment. A workfile must be in
existence prior to the issuance of any reporl or other communication of assignment results, A written summary
of an oral report must be added to the workfile within g reasonable time alier the 1ssuance of the oral reporl,

The warkfile must include the name of the elient and the identity. by name or type, of any other intended users,
and true copies of all written reports, documented on any tvpe ol media. (A true copy s a replica of the report
transmitled to the elient. A photocopy or an electronic copy of the entire report transmitted to the client satisfies
the requirement of a true copy.) A workfile must conlain summarics of all oral reports or estimony, or 3
transeripl of testimony, including the appraizer’s signed and dated certification: and all other data, information,
and documentation necessary (o support the appraiser’s opinions and conclusions and to show compliance with
USPAP, or references to the location(s) of such ather data, information, and docomentation,

A workfile in support of o Restricted Appraisal Report or an oral appraisal report must be sufficient for the
appraiser to produce an Appraisal Reporl. A workfile in support of an oral appraisal review report must be
sutficient for the appraiser to produce an Appraisal Review Report.

Anappraiser must retain the work lle Tora period of at least five vears after preparation or at least two years after
final disposition of any judicial proceeding in which the appraiser provided testimony related 1o the assignment,
whichever period expires lasi.

An appraiser must have custody ol the worklile, or make appropriate workfile retention, access, and retrieval
arrangements with the party having custody of the workfile, This includes ensuring that a workfile is stored in
a medium thal is retrievable by the appraiser throughout the prescribed record retention period. An appraiser
having custody ol a workfile must allow other appraisers with workfile obligations related to an assignment
appropriate access and retrieval for the purpose of

*  submission to state appraiser regulatory agencics:

. compliance with due process of law;

*  submission to a duly authorized professional peer review committes; or
= compliance with retrieval arrangements.

A workfile must be made available by the appraiser when required by a state appraiser regulatory agency or due
process of law,

An appraiser who willlully or knowingly Tails 1o comply with the obligations of this Record Keeping Rule is in
violation of the Ethics Rule.

Bignaial Reapnrasal BEn, SRAMILE 200 3-24, wod  (Briated 217022 Page 10
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SCOPE OF WORK RULE

For cach appraisal or appraisal review assignment, an appraiser musl;

ldentity the problem to be solved;
Determing and perform the scope of work necessary to develop credible assignment resalts; and
Dizclose the scope of work in the reporl,

Lot Pl

Anappraiser must properly identily the problem to be solved in order (o delermine the appropriate scope of work
The appraiser must be prepared to demonstrate that the scope of work is sufficient to produce credible assiproment
results,

Scope of work includes, but is nol lmiled to;

+  the extent 1o which the property is identified;

+  the extent to which tangible properly is inspecied;

+  the type and extent of data researched; and

+  the type and extent of analyses applied to arrive at opinions or conclusions,

Appraisers have broad flexibility and significant responsibilicy in determining the appropriate scope of work for
an appridsal or appraisal review assignment, Credible assignment results require supporl by relevant evidence

and lopgic. The credibility of asvignment resufis is always measured in the context of the intended use.

PROBLEM IDENTIFICATION

An appraiser must gather and analyze information about those assignment elements that are necessary to properly
identily the appraisal, appraisal revicw or appraisal consulting prablem o be solved. The assignment elements
necessary for problem identification are addressed in the Standard 6-2:

= client and any other intended users;

«  intended use of the appraiser’s opinions and conclusions;

= lype and definition ol value;

+  effective date of the appraiser’s opinions and conclusions;

= subject of the assignment and its relevant characteristics; and
*  assignment conditions.

This information provides the appraiser with the basis for determining the type and extent of research and
analyses to include in the development of an appraisal.  Similar information is necessary for problem
identification in appraisal review and appraisal consulting assignments. Assignment conditions include;

¢ assumptions;

. extraordinary assump!ions;

= hypothetical conditions;

«  laws and regulations;

*  jurisdictional exceptions; and

= olher conditions that afTeel the scope of work.
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SCOPE OF WORK ACCEPTABILITY

The zcope of work must include the research and analyses that are necessary to develop credible assignment
resulls. The scope of work is acceptable when it meets or exceeds:

= the expectations of parties who arc regularly intended users for similar sssipgnmenis; and
= what an appraiser’s peers’ actions would be in performing the same or a similar assignment.

Determining the scope of work is an ongoing process in an assignment. Information or conditions discovered
duting the course of an assignment might cause the appraiser to reconsider the scope of work, An appraiser must
be prepared to support the decision o exclude any investigation, information, method, or technique that would
appear relevant to the client, another intended user, or the appraiser’s peers.

Anappraiser must not allow assignment conditions to limil the scope ol work 1o such a degree that the assignment

results are not eredible in the context of the intended use, In addition, the appraiser must not allow the intended
use of an assignment or a clien?’s objectives to cause the assignment results to be biasad.

DISCLOSURE OBLIGATIONS

The report must contain sufficient information toallow intended the client and other intended users to understand
the scope ol work performed. Proper disclosure is required because clients and other intended users may rely on
the assignment results, Suffcient information includes disclosure of research and analyses performed or not
pertormed. Fhe information disclosed must be appropriate for the intended use of the assignment resulis,

Sufficient information includes disclosura of research and analyses performed and nmight also include diselosore
of research and analyses not performed. The appraiver has broad flexibility and significant responsibility: in
the level of detail and manner of disclosing the scope of work in the appraisal report or appraisal review report.
The appraiser may. but is nat required to, consolidate the disclosure in a specific section or sections of the report,
or use a parlicular label, heading or subheading. An appraiser may choose to disclose the scope of work as
necessary throughout the report.
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JURISIMCTIONAL EXCEPTION RULE

IT any applicable law or regulation precludes compliance with any part of USPAP, only that part of USPAP
becomes void Tor that assignment, When compliance with USPAP is required by federal law or regulation, no
part of USPAP can be voided by a law or regulation of a state or local jurisdiction. When an appraiser properfy
Jfollows thiv Rule in disreparding a part of USPAP, there iv no violetion of USPAP.

In an assignment invalving a jurisdictional exceplion, an appraiser must;

« ddentify the law or regulation thal precludes compliance with USPAP,

*  comply with that law or regulation;

«  clearly and conspicuously disclose in the report the part of USPAP that is voided by that law or
regulation: and

+  cite in the report the Taw or regulation requiring this exception to USPAP compliance.

The purpase of the Jurisdictional Exception Bule is strictly limited to providing a saving or severahility clanse
intended to preserve the balance o USPAP if one or more of its parts are determined as contrary to law or public
policy ofa jurisdiction. Dy logical extension, there can be no violation ol USTAT by an appraiser who disregards,
with proper disclosure, only the part or parts of USPAP that are void and of no Toree and efTect in a particular
assignment by operation of legal authority,

It is misleading for an appraiser to disregard a part or parts of USPAP as void and of no force and effect in a
particular assignment without identilying the part or parts disregarded and the legal authority justifving this action
in the appraiser’s report.

"Law™ includes constitutions. legislative and courf-made law, and administrative rules (such as from the Ottice
ofthe Texas Comptroller of Public Accounts) and ordinances, “Regulations™ include rules or orders having legal
lorce, issued by an administrative agency. Instructions froma client orattorney do not extablish a jurisdictional
exceplion.

A jurisdictional exception prevalent in Texas is that appraisers are seeking to establish “fair market value™ as
defined by the Texas Property Tax Code instead ol “market value™ as found in the USPAP definitions section,
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USPAF STANDARDS 5 AND 6: MASS APPRAISAL, DEVELOPMENT AND REPORTING
(General Discussion)

Indeveloping amass appraisal, an appraiser must be aware of, understand, and correctly employ those recognized
methods and techniques necessary to produce and communicate credible mass appraisals.

Standards 5 and 6 apply to all mass appraisals of real and personal property regardless of the purpose or use of
such appraisals. 1t is directed toward the substantive aspects ol developing and communicating competent
analyses, opinions, and conclusions in the mass appraisal of properties, whether real property or personal
property. Standard 5 is directed toward the substantive aspects of developing credible analyses, apinions, and
conclusions in the mass appraisal of properties, while Standard & addresses the content and level of information
required in areport that communicates the results of a mass appraisal. The reporting and jurisdictional exceptions
applicable 1o public mass appraisals prepared Jor purposes of ad valorem taxation do notapply to mass appraisals
prepared for other purposes,

A mass appraisal includes:

« identifyving properties to be appraised;

+  defining market areas of consistent behavior that applies 1o properties;

= identifying characteristics (supply and demand) that affect the ercation of value in that market area:

+  developing (specifving)a model structure that reflects the relationship among the characteristics aftecting
value in the markel area;

*  calibrating the model structure 1o delermine the contribution of the individual characteristics affecting
value;

*  applying the conclusions reflected in the model to the characteristics of the properties being appraised;
ani

= reviewing the mass appraisal results.

The Jurisdictiona! Exception Rule may apply to several sections of Standards 3 and 6 because ad valorem tax
adminivtration is subfect to various state, county, and municipal fows,

As previously stated in the P&A Policy Statement (page 2), it may nol be possible or practicable for all the mass
appraisal attributes listed above to be rigorously applied to the many 1ypes of complex and/or unique propertics
that P&A typically appraises. Often there are contractual limitations on the scope of work needed or reguired.
More prevalently, these types of properties do not normally provide a reliable database of market transactions {or
details of transactions) necessary lor statistically supportable calibration of appraisal models and review of
appraisal results. Generally these two functions are effectively accomplished through annual extended review
meetings with laxpayers (and clients) who provide data, sometimes confidentially, that allows for appraisal
models to be adjusted where necessary. Nevertheless, and not withstanding whether P& A implicitly or explicitly
employs or reports all attributes listed above, in all cases P&A at the minimum employs tenants of “generally
accepted appraisal methods™ which are the genesis of USPAD Standards.

Per USPAP guidelines, P&A will make known all departures and jurisdictional exceptions when invoked (if an
appraisal method or specilic requirement is applicable but nol necessary to attain credible results in a particular
assigmment),

The various sections of Standard 5 (development of mass appraisal) and Standard 6 (communication af the mass
appraisal results) are briefly summariced below:
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® Standard 5-1: Establishes the appraiser’s technical and ethical framework, Specifically, appraisers must
recognize and vse established principles. methods and techniques of appraisal in a careful manner while not
committing substantial errors of Tact or neglipence that would materially affeel the appraisal results and noc
give a credible estimate of fair markel value. To this end appraisers must continuously improve his or her
skills to maintain proficiency and keep abreast of any new developments in the real and personal property
appraisal protession. This Standards does not imply that competence requires perfection, as perfection is
impossible o atlain, Instead, it requires appraisers Lo employ every reasonable effort with regards 1o due
diligence and due care.

on the identitication and/or definition of: client{s), intended users, effective date, appraisal perspective,
seope of work, extraordinary assumptions, hypothetical conditions, the type and definition of value heing
developed (fypically “fair market value” for ad valorem tax purposes), characteristics of the property being
appriised inrelation to the type and definition of value and intended use, the characteristics of the property’s
market, the property’s real or personal altributes, fractional interest applicability, highest and best use
analysis along with other land-related considerations, and any other economic considerations relevant to the
propery .

® Standard 5-3: Defines requirements for developing and specitying appropriate mass appraisal data and
elements applicable for real and personal property. Forreal property, the data and elements inclade: existing
land use regulations, reasonably probable modification of such regulations, economic supply and demand,
the physical adaptability of the real estate, neighborhood trends, and highest and best use analysis. For
personal property, the relevant data and elements include: identification of industry trends, trade level,
highest and best use, and recognition of the appropriate market consistent with the tvpe and definition of
value.

& Standard 5-4:  Further defines requirements for developing mass appraizal models, focusing on
development of standardized data collection forms, procedures, and training materials that are used
uniformly an the universe of properties under consideration,  This rule specifies that appraisers employ
recognized techniques for specifving and calibrating mass appraisal models. Maodel specification is the
formal development of a model in a statement or mathematical equation, including all due considerations
for physical, functional, and external market factors as they may affect the appraisal. These models must
accurately represent the relationship between property value and supply and demand factors, as represented
by quantitative and qualitative properly characleristics. Models must be calibrated using recognized
techniques, including, but not limited to, multiple linear regression, nonlinear repression, and adaptive
estimation. Maodels may be specified incorporating the income, market, andfor cost approsches (o value and
may be tabular, mathematical, linear, nonlinear, or any other structure suitable for representing the
ubservable property characteristics such as adaptive estimation. Model calibration refers to the process of
analyzing sets of property and market data to determine the specific parameters of a model,

@  Standard 5-5: Defines requirements for collection of sulficient factual data, in both qualitative and
quantitative lerms, necessary to produce credible appraisal results. The property characteristics collected
must be contemporaneous with the effective date of the appraisal. The data collection program should
incorporate a quality control procedure, including checks and audits of the dala o ensure current and
consisten! records,  This rule also calls for calls for an appraiser, in developing income and expensc
statements and cashllow projections, to weigh historical information and trends, current market factors
affecting such trends, and reasonably anticipated events, such as competition from developments either
planned or under construction. Terms and conditions of any leases should be analyeed, as well as the need
Tor and extent of any physical inspection of the properties being appraised.
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Standard 5-6: Defines requirements for application of a calibrated mode! 1o the property being appraised.
This rule calls for: the appraiser to recognize methods or techniques based on the cost, market, and income
approaches for improved parcels; the appraiser to value sites by recognized methods or techniques such as
allocation method, abstraction method, capitalization of ground rent, and land residual; the appraiser to
develop value of leased fee or leasehold estates with consideration for terms and conditions of existing
leases, and, when applicable by law, as if held in fee simple whereas market rents are substituted Tor actual
contracl rents; the appraiser o analyre the effect on value, iTany, of the assemblaze of the various parcels,
divided interasts, or component parts of a property; the appraiser to analyze anticipated public or private
improvements located on or off the site, and analyze the effect on value, if any. of such anticipated
improvements to the extent they are reflected in markel actions.

Standard 5-7: Defines the recanciliation process of a mass appraisal. Specifically, appraisers must analyze
the resulls and/or applicability of the various approaches used while ensuring that, on an overall basis,
standards of reasonableness and accuracy are maintained with the appraisal model selected {underline added
for emphasis). It is implicit in mass appraisal that, even when properly specified and calibrated models are
used, some individual value conclusions will not meet standards of reasonableness, consistency, and
accuracy. Appraisers have a professional responsibility to ensure that. on an overall basis, models produce
value conclusions that meet attainable standards of accuracy.

Standard 6-1; Defines general requirements of a mass appraisal written report by addressing the level of
information required that will allow the report 1o be non-misleading, elearly understood, and sulMciently
qualificd with any assumptions and conditions (elements of which are further detailed in the next three
sections of this report that discuss P& A appraisal procedures with regards (o specilic calegorics ol property ),

Standard 6-2; Defines specitic content required to be included in a mass appraisal written report.

Standard 6-3: Defines the certification of the mass appraisal written report.

The following sections ol this report discuss in more detail the various elements of the development of P&A’s
mass appraisalsanda  ssociated written reports as required by LISPAP Standards 5 and 6, with regards o P& A
appraisal of Mineral Interests, Industrial, Utility, Related Personal Property, and Real Estate.
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USPAP STANDARDS 5, -1, 6-2: MASS APPRAISAL OF MINERAL INTERESTS

INTRODUCTION

Definition of Appraisal Responsibility (Scope of Effor): The Mineral Valuation Department of Pritchard &
Abbott, Ine. (“P&A™ hereinalter), is responsible for developing credible values for mineral interests (full or
fractional percentage ownership of oil and gas leasehold interest, the amount and type of which are legally and/or
contractually created and specilied through deeds and leases, et.al.) associated with producing (or capable of
producing ) leases. Mineral interests are typically considered real property because of their derivation from the
bundle of rights associated with original fee simple ownership of land, Typically all the mineral interests that
apply to a single producing lease are consolidated by type (working vs. royalty) with each type then appraised
for full value which is then distributed to the various fractional decimal interest owners prorata to their individual
type and percenlage amount,

P&A’s typical client is 4 governmental entity charged with appraisal responsibility for ad valorem tax purposes,
although other types of cliems (privale businesses, individuals, etc.) occasionally contract for appraisal services
which are strictly for various non-ad valorem tax purposes so that no conflicts of interest are created with P&A's
core ad valorom tax work,

P&A hereby makes the assumption that, in all appraisal assignments performed for governmental entities in
satisfaction of contractual obligations related 10 ad valorem tax , the client does not wish to or cannot legally
request the appraisal report not identity the client,

Intended users of our reports are typically the client(s) for which we are under direct contract, Although taxpayers
or their agents who own and/or represent the subject property being appraised often receive these reports either
by law or as a courtesy of the client or P&A, this receipt does not mean these partics automatically become
Intended Users as defined by USPAP, A party receiving a copy of a report in order to satisly disclosure
requirements does not become an intended user of the appraisal or mass appraisal unless the appraiser
specifically identifies such party as an intended wser. Potential other users include parties involved in
adjudication ol valuation disputes (review board members, lawvers, judges, ete. ), governmental agencies which
periodically review our appraisals for various statlory purposes {such as the Texas Comptroller’s Office) and
private parties who may obtain copies of our appraisals through Open Records Requests made (o povernmental
apencies,

This section of P&A's USPAP report is not applicable to any mineral or mineral interest propesty that an
appraisal district appraises ontside of PEA’s appraival services, in which case the appraisal disirict’s overall
USPAP report should be referenced.

P& A makes the Extraordinary Assumption that all properties appraised for ad valorem lax purposes are
marketable whereas ownership and ttle lo property are free of encumbrances and other restrictions that would
affeet Tuir market value to an extent not obvious to the general marketplace, 17 andfor when we are made aware
of any encumbrances, ete,, these would be taken into account in our appraisal in which case the extraordinary
assumption stated above would be revoked,

PécA is typically under contract to determine current market value or “fair market value” of said mineral imerests,
Fair market value is typically described as the price at which a property would sell for if:

= exposed in the open market with a reasonable time for the seller to find a purchaser;
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*  both the buyer and seller know of all the uses and purposes to which the property is, or can be, adapted
andd of the enforceable restrictions on its use: and

*  hoth the buver and seller seek 1o maximize their gains and neither is in a position o take advantage of
the exipencies of the other, [Exigencies are pressing or urgent conditions that leave one party at a
disadvantage to the other. ]

For ad valorem tax purposes the effective date is usually legislatively specified by the particular State in which
we are working - for example. in Texas the lien date is January 1 per the Texas Property Tax Code. For ad
valorem tax purposes, the date of the appraisals and reports are typically several months past the effective date,
thereby leaving open the possibility thal a retrospective approach is appropriate under limited and prescribed
circumstances (information after the effective date being applicable only if it confirms a trend or other appraisal
condition that existed and was generally known as of the effective date).

P& A believes this section of this report, in conjunction with any attached or separately provided P&A-generated
report(s), meets the USPADR definition of “typical practice™; i.e., it satisfics a level of work that is consistent with:

= the expectations of participants in the market for the same or similar appraisal services: and
«  what PEAs peers” actions would be in performing the same or similar appraisal services in compliance
with LISPAP,

Lewal and Statutory Requirements: In Texas, the provisions of the Texas Property Tax Code and ather relevant
legislative measures involving appraisal administration and procedures control the work of P&A as an extension
of the Appraisal Districl. Other states in which P&A is emploved will have similar controlling legislation,
regulatory agencies, and governmental entitics, P&A is responsible tor appraising property on the basis of its fair
market value as ol the stated effective date (January 1 in Texas) for ad valorem tax purposes for each taxing unit
that imposes ad valorem taxes on property in the contracted Appraisal District. All mineral properties (interests )
are reappraised annually. The definition of Fair Market Value is provided and promulgated for use in ad valorem
tax work inl'exas by the Texas Property Tax Code, and therefore as a Jurisdictional Exception supercades the
definition of “market value™ as found in USPAP definitions.

MNOTE: IN TEXAS, PEA BELIEVES THE PROPERTY BEING APPRAISED AMD PLACED OM THE TAX ROLL 15 THE
INTEREST AMD NOT THE OIL OR GAS MINERAL ITSELF, PER PROPERTY TAX CODE SECTION |.04(2)(F).
WYHILE QIL AMD GAS RESERVES CERTAINLY HAVE WALLE, THE FACT IS THAT IT IS THE INTERESTS IN THESE
MIMERALS THAT ARE BOUGHT AWD SOLD, MOT THE MIMERALS THEMSELVES, THE SALE OF MINERALS AS THEY
ARE EXTRACTED FROM THE SUBSURFACE OF THE LAMD WHERE THEY RESIDE AS MIMERALS IM PLACE
"MOMETIZES" THE INTEREST AMD THUS GIVES THE INTEREST ITS VALUE. WWHENEVER PS&A REFERS TO
"MINERAL PROPERTIES” 1IN THIS REPCRT OR [N ANY OTHER SETTING, IT IS THE MIMERAL INTEREST, AND NOT
THE MINERAL ITSELF, THAT IS THE SUBJECT OF THE REFERENCE.

Administralive Requirements: P& A endorses the principals ofthe Intemational Association of Assessing Officers
{1AAQ) regarding its appraisal practices and procedures. P&A also endorses, and follows when possible, the
standards promulgated by the Appraisal Foundation known as the Uniform Standards of Professional Appraisal
Practice (LSPAP). In all cases where TAAO andior LUSPAP requirements canmot be satistied for reasons of
practicality or irrelevancy, P&A subscribes to “generally accepted appraisal methods and technigues” so that its
value conclusions are credible and defendable, P&A submits annual or biannual contract bids to the Appraisal
Distriet Board of Directors or the Office of the Chiel Appraiser and is bound to produce appraisal estimates on
mineral properties within the cost constraints of said bid. Any appraisal practices and procedures followed by
P&A notexplicitly defined or allowed through IAAC or USPAP requirements are specified by the Texas Properly
Tax Code or at the specific request or divection ol the OfTice of the Chief Appraiser.
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Appraisal Resources

Persannel: The Mineral Valuation Division stalT consists of competent Petroleum Engineers, Geologists, and
Appraisers, All personnel are Registered Professional Appraisers with the State of Texas, or are progressing
towards this designation within the allowable time frames prescribed by the Texas Department of Licensing and
Resulation (TDLR) andfor other Heensing and regulatory agencies as applicahle,

Data: Foreach mineral property a common scl ol data characieristics (1.e. historical production, price and expense
data) is collected from various sources and entered into P& A's mainframe computer system. Historical production
data and price data is available through state agencies (Texas Railroad Commission, Texas Comptroller, el al.)
ar private firms who gather, format and repackage such data for sale commercially. Each property's characteristic
data drives the computer-assisted mass appraisal approach to valuation.

Informution Systems: The maintrame systems are augmented by the databases that serve the various in-house
and 3"-party applications on desklop personal computers. In addition, communication and dissemination of
appraisals and other information is available w the taxpaver and client through electronic means including interne
and other phone-line connectivity. The appraiser supervising any given contract fields many of the public’s
questions or redireets them to the proper departiment personnel.

YALUATION APPROACH (MODEL SPECIFICATION)

Concepts of Walue: The valuation of oil and gas properties is not an exact science, and exact accuracy is not
attainable due to many factors. Nevertheless, standards of reasonable performance do exist, and there are usually
reliable means of measuring and applying these standards.,

Petroleum properties are subjectto depletion, and capital investment must be returned before economic exhaustion
ol the resouree (mineral reserves). The examination of petroleum properties involves understanding the peology
of the resource (producing and non-producing ). type of reservoir energy, the methods of secondary and enhanced
recovery (ifapplicable), and the surface treatment and marketability of the produced petroleum productis),

Hvaluation of mineral properties is a continuous process; the value as of the lien date merely represents o
“snapshot” in time. The patential value of mineral interests devived from sale of minerals to be extracted from
the ground change with mineral price fluctuation in the open market, changes in extraction technology, costs of
extraction, and other variables such as the value of money,

Approaches to ¥Yalue for Petroleum Property

Cost Approach: The use of cost data in an appraisal lor markel value 15 based upon the ceonomic principle of
substitution. The cost approach typically derives value by a model that begins with replacement cost new {RCN)
and then applies depreciation in all its forms {physical depreciation, functional and economic obsolescence). This
method is difficult trapply 1o oil and gas properties since lease acquisition and development may bear no relation
to present worth. Though very usetul in the appraisal of many other types of properties, the cost approach is not
readily applicable to mineral properties. [Keep in mind that the property actually being appraised is the mineral
interest and not the oil and gas reserves themselves, Trying to apply the cost approach to evaluation of mineral
interests is like trying to apply the cost approach Lo land; it is a moot point because both are real properties that
are inherently non-replaceable.] As a peneral rule, and for the reasons stated above, Pritchard & Abbotl, Inc.,
does not employ the cost approach in the appraisal of mineral interesis.
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Market Approach:  This approach may be defined as one which uses data available from actual transactions
recorded in the market place itself: i.e., sales of comparable properties from which a comparison to the subject
property cun be made,  Tdeally, this approach’s main advantage involves not only an opinion but an opinion
supporied by the actual spending of money. Althoush al first glance this approach scems o more closely
incorporate the aspects of fair market value per its classical deflinition, there are two factors that severely limit
the usetulness of the market approach for appraising oil and gas properties. First, oil and gas property sales data
is seldom disclosed (in non-disclosure states such as Texas): consequently there is usually a severe lack of market
data sufficient for meaningful statistical analysis. Second, all conditions ol cach sale must be known and carefully
investigated to be sure one does have a comparative indicator of value per fair market value perquisites.

hlany times when these properties do change hands, it is generally through company mergers and acquisitions
where other assels in addition 1o oil and gas reserves are involved, this further complicates the analysis whereby
atotal purchase price must be allocated to the individual components - a speculative and somowhal arbitrary tusk
at best. In the case of cil and gas properties. a scarcity of sales requires that every evidence of market data be
investigated and analyzed, Factors relative to the sale of oil and gas properties are:

= current production and estimated declines forecast by the buyer;

= estimated probable and potential reserves,

= peneral lease and legal information which delines privilepes or limitation of the equily sold;
* undeveloped potential such as secondary recovery prospects;

= proximity (o other production already operaled by the purchaser;

* contingencies and other cash equivalents: and

= ather Tactors such as sive ol properly, gravilty of oil, ele,

In the event that all these factors are available for analysis, the consensus effort would be tantamount to
performing an income approach 1o value (or trving o duplicate the buver’s income approach 1o vatue), thereby
making the market approach somewhal mool in it applicability, As a peneral rule, and for the reasons stated
above, Priichard & Abboti, Ine., rarely employs a rigorous application of the marlet approach in the
appraisal of mineral interests.

Income Approach: This approach 1o value most readily vields itsell o the appraisal of mineral interests, Data
is readily available whereby a model can be created that reasonable estimates a future income stream to the
property. This Tuture income may then be converted (discounted) into an estimate of current value, Many refer
to this as a capitalization method, because capitalization is the process of converting an income stream into a
capital sum (value), As with any method, the final value is no better than the reliability of the input data. The
underlying assumption is that people purchase the property for the future income the property will yield. 1f the
land or improvements are of any residual value alier the cessation ol oiland pas production, that value should also
be included (if those components are also being appraised).

The relevant income that should be used is the expected Tulure net income. Assumptions of this method are;

= Pastincome and expenses are not a consideration, except insolar as they may be a guide o estimating
future net income.

= That the producing life as well as the reserves (quantity of the minerals) are estimated for the property,

= Futore inceme is less valuable than current income, and so future net meome muost be discounted 1o make
it equivalent to the present income. This discount factor reflects the premium of present maney over
future money, 1.e.. interest rate, liquidity, investment management, and risk.
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As a general rule, and for the reasons stated above, Pritchard & Abbott, Inc., relics predominantly on the
income approach to value in the appraisal of mineral intereses,

DATA COLLECTION/VALIDATION

Sources of Data: The main source of P&A’s property data is data Mrom the Railroad Commission of Texas as
reported by operators. Asamaonthly activity, the data processing department receives data tapes or electronie files
which have updated and new well and production data. Other discovery tools are fieldwork by appraisers,
financial data Tromn operators, information from chief appraisers, tax assessors, trade publications and city and
local newspapers, Other members of the public often provide P&A information regarding new wells and other
useful facts related to property valuation.

Another crucial set of data to obtain is the ownership of these mineral interests, Typically a mineral lease is
fractionated and exceuted with several if not many owners. This information is typically requested (under a
promise of confidentiality concerning owners” personal infarmation) from pipeline purchasers and/or other
entities (such as operators) who have the responsibility of dishursing the income to the mineral interest owners,
Another source of ownership information is through the taxpayers themselves who file deeds of ownership
transfer and/or correspond with P&A or the appraisal district directly.

Drita Collection Procedures: Eleetronic and field data collection requires organization, planning and supervision
ol the appraisal staff. Data collection procedures for mineral properties are generally accomplished globally by
the company: i.c., production and price data for the entire state is downloaded at one time into the computer
system. Appraisers alse individually gather and record specific and particular information 1o the appraisal file
records, which serves as the basis Tor the valuation of mineral properties. P&A is divided into four disteict ofTices
covering different geographic areas. Each office has a district manager, appraisal and ownership maintenance
staft, and clerical stalTas appropriate. While overall standards of performance are established and upheld for the
various district offices. quality of data is emphasized as the goal and respansibility of each appraiser.

VALUATION ANALYSIS (MODEL CALIBRATION)

Appropriale revisions and/or enhancements of schedules or discounted cash flow software are annually made and
then tested prior to the appraisals being performed. Calibration typically invalves performing multiple discounted
cash flow tests for leases with varying parameter input to check the correlation and relationship of such indicators
as: Dollars of Yalue Per Barrel of Reserves: Dollars of Yalue Per Daily Average Barrel Produced: Dollars of
Expense Per Daily Average Bamel Produced; Years Payout of Purchase Price (Fair Market Value), Ina more
classical calibration procedure, the validily ol values by P&A's income approach to value is tested against actual
markel transactions, it and when these transactions and verifiable details of these transactions are disclosed to
P&A. OFf course these transactions must be analyzed for meeting all requisites of fair markel value definition,
Any conclusions of this analysis are then compared to industry benchmarks for reasonableness before being
incorporated into the calibration procedure.

INDIVIDUAL VALUE REVIEW PROCEDURES

[ndividual property values are reviewed several times in the appraisal process, P&A's discounted cashflow
software dynamically gencrates various benchmark indicators that the appraiset reviews concurrent with the value
being generated. These benchmarks olicn prompt the appraiser to reevaluate some or all of the parameters of data
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entry so as to arrive at a value more indicative of industry standards. Examples of indicators are dollars of value
per barrel of oil reserve, years payoul, ete, In addition (o appraiser review, taxpayers are afforded the opportunity
e review the appraised values, either before or after Notices of Appraised Value are prepared. Operators
routinely meet with P&A's appraisers to review parameters and to provide data not readily available to P&A
through public or commercial sources, such as individual lease operating expense and reserve ligures, And of
course, all property values are subject to review through normal protest and Appraisal Review Board procedures,
with P& A acting as an extension ol the OfTice of the Chicl Appraiser.

PERFORMANCE TESTS

An independent test of the appraisal performance of properties appraised by P&A is conducted by the State of
Texas Comptroller’s OfTice through the annoal Property Yalue Study Tor school funding purposes. This study
determines the degree of unitormity and the median level of appraisal for mineral properties. School jurisdictions
are given an opportunity to appeal any preliminary findings. After the appeal process is resolved, the Comptroller
publishes areport of the Nindings ol the study, including in the report the median level of appraisal, the coefficient
of dispersion around the median level of appraisal and any other standard statistical measures that the Comptroller
considers appropriaie.
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USPAP STANDARDS 5, 6-1, 6-2: MASS APPRAISAL OF INDUSTRIAL, UTILITY
AND RELATED PERSONAL PROPERTY

INTRODUCTION
Definition of Appraisal Responsibility {Scope of Effort): The Engineering Services Department of Pritchard &

Abbott, Inc. (P&A) is responsible for developing fair and uniform market values Tor industrial, otility and
personal properties.

PdeA s typical client is a governmental entity chareed with appraisal responsibility for ad valorem tax purposes,
although other types of clients {privaie businesses, individuals, ete.) occasionally contract for appraisal services
which are strictly for various non-ad valorem tax purposes so that no conflicts of interest are created with P&A’s
core ad valoremn lax work.

P& A hereby makes the assumption that, in all appraisal assignments performed for governmental entities in
satisfaction of contractual obligations related to ad valorem tax | the client does not wish to or cannat legally
request the appraisal report not identify the client.

Intended users of our reports are typically the client{s) for which we are under direet contract. Although taxpayers
of their agents who cwn anddor represent the suhject property being appraised often recelve these reports either
by law or as a courtesy of the client or P&A, this receipt does not mean these parties automatically become
Intended Users as defined by USPAP. A party receiving a copy of a report in order to satisfy disclosure
requirements does not become an intended pser of the appraisal or mass appraisal unless the appraiser
specifically identifies such party as an inlended user. Potential other users include parties involved in
adjudication ol valualion dispules (review board members, lawvers, judees, ele ), governmental agencies which
periodically review our appraisals for various statutory purposes (such as the Texas Comptroller’s Office) and
private parties who miy obtain copies of our appraisals through Open Records Requests made to governmental
agencies,

This section of P&A's USPAP report is not applicable to any Indusiviaf, Utility, or refated Personal Property
that an appraivel district appraises ontside of P&As appraival services, in which case the appraisal district’s
averafl USPAP report should be referenced.

P&A makes the Extracrdinary Assumption that all properties appraised for ad valorem tax purposes are
marketable whereas ownership and title to property are free of encumbrances und other restrictions that would
alTeet fair market value to an extenl not obvious 1o the general marketplace. 1T and/or when we are made aware
of any encumbrances, etc., these would be taken inlo account in our appraisal in which case the extraordinary
assumption stated above would be reyoked,

Pé:A is typically under contract to determine current market value or *“fair market value™ ol said industrial, ulility,
and related personal property, Fair market value is typically deseribed as the price al which a property would sell
for if:

»  exposed in the open market with a reasonable time for the seller to find a purchaser;
*  both the buyer and seller know of all the uses and purposes to which the property is, or can be, adapted
and of the enforceable restrictions on its use: and
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»  both the buyer and seller seek to maximize their gains and neither 1s in a position 1o take advantage of
the exigencies of the other, [Exigencics are pressing or wrgent conditions that leave one party at a
dizadvantage to the other ]

For ad valorem tax purposes the effective date is usually legislatively specified by the particular State in which
we are working - for example, in Texas the lien date is Janoary 1 per the Texas Property Tax Code. For ad
valarem tax purpases, the date of the appraisals and reports are tvpically several months past the effective date,
thereby leaving open the possibility that a retrospective approach is appropriate under limited and preseribed
circumstances (information alter the ¢ Mective date being applicable only 171 eonfirms a trend or other appraisal
condition that existed and was generally known as of the effective date).

P& A believes this section ol this report, in conjunetion with any attached or separately provided P& A-generated
report{s), meets the USPAP definition of “typical practice™, i.c., it satisfies a level of work that is consistent with:

« the expectations of participants in the market for the same or similar appraisal services; and
= whal P&EA s peers” actions would be in performing the same or similar appraisal services in complianee
with LISPAP.

Legal and Statutory Fequirements: The provisions of the Texas Property Tax Code and relevant legislative
measures involving appraisal administration and procedures control the work of P& A as a subcontractor to the
Appraisal Districl, P&A is responsible for appraising property on the basis of its markel value as of January |
For ad valorem tax purposes Tor each laxing unit that imposes ad valorem taxes on property in the contracted
Appraisal District, All industrial, utility and personal properties are reappraised annually. The definition of Fair
Market Yalue is provided and promulgated for use in ad valorem tax work in Texas by the Texas Properly Tax
Code, and therefore as a Jurisdictional Exception supercedes the definition of “market value™ as found in
USPAP definitions,

Administrative Reguirements: P&A follows penerally accepted and:or recognized appraisal practices and when
applicable, the standards of the International Association of Assessing OfTicers (1AAQ) regarding its appraisal
practices and procedures, P&A, when applicable. also subscribes to the standards promulgated by the Appraisal
Foundation known as the Unilorm Standards of Professional Appradsal Practice (USPAP), [n all cases where
1AAC andfor USPAP requirements cannot be satisfied for reasons of practicality or irrelevancy, P& A subscribes
to “generally accepted appraisal metheds and techniques” so that its value conclusions are credible and
defendable. P&A submits annual or biannual contract bids to the Office of the Chief Appraiser and is bound to
produce appraisal estimates on industrial, utility and personal propertics within the cost constraints of said bid.
Any appraisal practices and procedures followed by P&A not explicitly defined through TAAC or USPAFP
requirements are specified by the Texas Property Tax Code and/or at the specific request or direction of the Office
ol the Chiel” Appraiser.

Appraisal Resources

Personnel: The Engincering Services Department and P& ACs appraisal staff consists of appraisers with degrees
in engineering, business and accounting. All personnel are Registered Professional Appraisers with the State of
Texas, or are progressing towards this designation as prescribed by the Texas Department of Licensing and
Repulation (T1LR),
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Data: A set of data characteristics (i.e. original cosl, vear of aequisition, quantities, capacities, nel operaling
income, property description, etc.) for each industrial, utility and personal property iz collected from various
sources. This data is maintained in either hard copy or computer files. Each property's characteristic data drives
the appropriate computer-assisted appraisal approach w valuation.

Information Systemns: P&A™s mainframe computer syslem is composed of in-house custom softwiare augmented
by schedules and databases that reside as various applications on personal computers (PC). P&A ofTers a variety
of systems Tor providing property owners and public entities with information services.

YALUATION APPROACH (MODEL SPECIFICATION)

Concepls of Value: The valuation of industrial, utility and personal peoperties is not an exact seience, and exact
accuracy is not attainable due tomany factors. These are considerad complex properties and some are considered
Special Purpose properties. Mevertheless, standards of reasonable performance do exist, and there are reliable
means of measuring and applyving these standards.

The evaluation and appraisal of industrial, wtility and personal property relies heavily on the discovery of the
property followed by the application of recognized appraisal technigues, The properly is subject 1o inflation and
depreciation inall forms, The appraisal of industrial and personal property involves understanding petrolewm,
chemical, steel, electrical power, lumber and paper industry processes along with a myriad of other industrial
processes. Economic potential for this property usually Tollows either the specific industry or the gencral business
ceonomy. The appraisal of utility properties involves understanding telecommunications, electrical transmission
and distribution, petroleurn pipelines and the railroad industry. Utility properties are subject to regulation and
ceonomic ohsolescence, The examination of utility property invalves the understanding of the present value of
future income in a regulated environment,

The goal for valuation ol industrial, utility and personal properties is to appraise all taxable property at "fair
mirket value”. The Texas Property Tax Code defines Fair Market value as the price at which a property would
transfer for cash or its equivalent under prevailing market conditions ift

= exposcd Tor sale in the open market with a reasonable time for the seller to find a purchaser;

* both the seller and the purchaser know of all the uses and purposes to which the property is adapted and for
which it is capable of being used and of the enforceable restrictions on its use; and

= both the seller and purchaser seek to maximize their pains and neither is in a position to take advantape of
the exigencies of the olher,

Approaches 1o Value for Industrial, Utility, and Personal Property

Cost Approach: The use of cost data in an appraisal Tor market value is based upon the economic principle of
substitution, This method is most readily applicable to the appraisal of industrial and personal property and some
utility property, Under this method, the market value of property equals the value of the land plus the current cost
of improvements less accrued depreciation.  An inventory of the plant improvements and machinery and
equipment is maintained by personally inspecting each facility every vear. As a general rule, and for the
reasons stated above, Pritchard & Abbott, Inc., relies predominantly on the cost approach to value in the
appraisal of industrial, utility, and personal property.
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Market Approach: This approach is characterized as one that uses sales data available from actual transactions
in the market place. There are two factors that severely limitthe usefulness o the market approach Tor appraising
industrial, utility and personal properties. First, the property sales data is seldom disclosed; consequently there
1s insutticient market data for these properties available for meaningful statistical analysis. Second, all conditions
of sale must be known and carefully investigated 1o be sure one does have a comparative indicator of value.
Many times when these properties do change hands, it is generally through company mereers and acguisitions
where other assets and intangibles in addition to the industrial, utility and personal property are invalved, The
complexity of these sales presents unigque challenges and hindrances to the process of allocation of value to the
individual components of the transaction,

In the case of industrial, utility and personal properties, a scarcity of sales requires that all evidence of market data
be investigated and analyzed. Factors relative to the sale of these propertics are:

«  plant capacity and current production; terms of sale, cash or equivalent:
= complexity of property;

« age of properly;

* proximity to other industry already operated by the purchaser; and

= other factors such as capital invesiment in the property,

As a general rule, and for the reasons stated above, Pritchard & Abbotl, Inc., rarely employs a riporous
application of the market approach in the appraisal of industrial, utility, and personal property.

Income Approach: This approach to value most readily yields itself to all income generating assels, especially
utility properties. Data for ulility properties s available from annual reports submitted to regulatory agencies
wherehy lulure income may be estimated, and then this future income may be converted into an estimate of value,
The valuation of an entire company by this method is sometimes referred to as a Unit Value. Many refer 1o this
as & capilalization method, because capitalization is the process of converting an income stream into a capital sum
(value). As wilth any method, the final value estimate is no better than the reliability of the input data. The
underlying assumption is that people purchase the property for the future income the property will yield.

The relevant income that should be used in the valuation madel is the expected future netl operating income after
depreciation but before interest expense (adjustments for Federal Income Taxes may or may not be required),
Aszsumptions of this method are:

*  Past income and expenses are a consideration, insofar as they may be a puide to future income, subject
to regulation and competition.

*  The economic life ol the property can be estimated.

= The tuture production, revenues and expenscs can be accurately forecasted, Fuoture income is less
valuable than current income, and so future net income must be discounted to make it equivalent o the
present income. This discount Tactor reflects the premium of present money over future money, i.e.,
inferest rate, liquidity, investment management, and risk.

As a general rule, and for the reasons stated above, Pritchard & Abbott, Inc., employs the income approach
in the appraisal of industrial and wtility property only when quantifiable levels of income are able to be
reliably determined and/or projected for the subject property, P& A does not employ the income approach
in the appraisal of personal property.
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DATA COLLECTION/VALIDATION

Sources of Data: The main source of P&A’s property data for industris] and personal property is through
feldwork by the appraisers and commercial ly/publicly available schedules developed on current costs. Data for
performing utility appraisals is typically provided by the taxpaver or is otherwise available at various regulatory
agencies (Texas Railroad Commission, Public Utilities Commission, FERC, et al.), Other discovery tools are
fnancial data Mrom annuoal reports, information From chiclappraisers, renditions, tax assessors, trade publications
and city and local newspapers. (ither members of the public ften provide P&A information regarding new
industry and other usetul facts related to property valuation.

Data Collection Procedures: Electronic and ficld data collection requires organization, planning and supervision
of the appraisal staff. Data collection procedures have been established for industrial and personal properties,
Appraisers gather and record information in the main frame system, where customized programs serve as the basis
for the valuation of industrial, utility and personal properties. P&A s divided into multiple district offices
covering ditferent geographic zones, Each office has a district manager and field stafl, While overall slandards
ol perflormance are established and upheld for the varioos district offices, qualily ol data is emphasized as the goal
and responsibility of each appraiser. Additionally, P&A s Engineering Services Department provides supervision
and guidance to all district offices to assist in maintaining uniform and consistent appraisal practices throughout
the company,
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VALUATION ANALYSIS (MODEL CALIBRATION)

The validity of the values by P&A’s income and cost approaches to value is tested against actual market
transactions, if and when these transactions and verifiable detuils of the transactions are disclosed to P& A, These
lranzactions are checked for mecting all requisites of fair market value definition. Any conclusions from this
analysis are also compared w industry benchrarks before being incorporated in the cafibration procedure.
Appropriate revisions of cost  schedules and appraisal software are annually made and then tested for
reasonableness prior o the appraisals being performed.

INDIVIDUAL VALLE REVIEW PROCEDURES

Individual property values are reviewed several times in the appraisal process, P&A's industrial, utility, personal
properly programs and appraisal spreadsheets afford the appraiser the opportunity to review the value being
generated. Often the appraiser is prompted to reevaluate some or all of the parameters of dala entry so as to arrive
at a valve more indicative of industry standurds,  Examples of indicators are original cost, replacement cost,
servicee life, aoe, net operating income, capitalizalion rate, ete. In addition to appraiser review, taxpaycrs are
afforded the apportunity 1o review the appraised values either before or after Notices of Appraised Value are
prepared. Taxpayers, agents and representatives routinely meet with P&A'Ss appraisers (o review parameters and
o provide data not readily available to P& A through public or commercial sources, such as investment costs and
capitalization rate studies. And of course, all property values are subject to review through normal protest and
Appraisal Review Board procedures, with PécA acting as a representative of the Office of the Chiel Appraiser,

FERFORMANCE TESTS

An independent test of the appraisal performance of properties appraised by P&A is condueted by the State of
Texas Comptraller's Office through the annual Property Value Study for school Tunding purposes. This study
determines the degree of uniformity and the median level ol appraisal for utility properties. School jurisdictions
are given an opportunity to appeal any preliminary findings., Aflerthe appeal process is resolved, the Comptroller
publishes areport of the findings of the study, including in the report the median level of appraisal, the coefficient
of dispersion around the median level of appraisal and any other standard statistical meussures that the Comptraller
considers appropriate.
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*Senate Bill 1652 passed by the Texas Lepislature, 79" Repular Session in 20035, amending Section 6.05 of the Texas Property Tox
Cocde, udding Subseetion (i as follows;

“Ta ensure adherence with generally accepted appratsal practices, the hoard of directors of an appraisal district shall
develop biennially a written plan for the perodic reappralsal of all property within the boundaries of the district according
to the requirements of Section 25,18 and shall hold a public hearing to consider the proposed plan. Not later than the
10th day hefore the date of the hearing, the secretary of the board shall deliver to the presiding officer of the governing
body of each taxing unit participating in the district a written notice of the date, time, and place for the hearing, Not later
than Septermber 15 of each even-numbered year, the board shall complete its hearings, make any amendments, and by
resolution finally approve the plan. Coples of the approved plan shall be distributed to the presiding officer of the
governing body of each taxing unit participating in the district and to the comptrolier within 60 days of the approval date,”
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POLICY STATEMENT OF PRITCHARD & ABBOTT, INC., ON THE
UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE

Pritchard & Abbott, Tnc., (P&A), a privately held company engaged primarily, but not wholly, in the ad valorem
lax valuation industry endorses Uniform Standards of Professional Appraisal Practice (USPAP} as the hasis for
the production of sound appraisals. Insofar as the statutory reguirement to appraise groups {or a “universe™) of
real and persomal property within an established period of time using standardized procedures—and subjecting
the resulting appraisals to statistical measures—is the definition of mass appraisal, P&A subscribes to USPAP
Standards 3 and 6 {Mass Appraisal, Development and Reporting) whenever applicable in the development and
defense of values. When circumstances clearly dictate the use of single properly appraisal procedures, P&A
adheres to the spirit and intent of the remaining USPAP Standards within all appropriate. practical, and/or
contractual imilalions or specifications.

A biennial reappraisal plan is, al its core, a discussion of the CAD’s intended implementation of the Scope of
Work Rule in USPAP. This plan provides general information about this rather comprehensive USPAP rule, as
well as the specific steps P&A takes in the actual appraisal of various property types per our contractual
obligations. This Biennial Reappraisal Plan should not he confused or conflated with an “appraisal manual™ or
other “how-to™ guide which may or may not exist within P&A for any particular property type we appraise,

This reappraisal plan discusses a few other USPAP rules that interact with the Scope of Work Rule, such as the
Cthics Rule, the Record Keeping Rule, and Jurisdictional Exception Rule. For further information regarding other
sections of USPAP, including the Compelency Rule, definitions, and appraisal reports, please reference PEA’s
“LISPAP report” which accompanies our appraisals and supporting documentation provided to clients per
Property Tax Code, Sec. 25.01(c) at the completion of each tax vear. An appraisal season thus begins with an
appraival plan fapproved by the CAIDx Board of Divectors) and ends with appraisal reports. Providing these
reports is definitely part of the plan. Likewise. much of the verbiage in the “USPAP report” is a reiteration of
the Biennial Reappraisal Plan.

USPAP defines “appraisal” as the act or process of developing an opinion of value or pertaining to appraising and
reluted functions such as appraisal practice or appraisal services, Valuation services is defined as services
pertaining to an aspect aof property value, regardless of the type of service and whether it is performed by
appraisers or by others, The USPAP defimtion of “appraiser” is one who is expected to perform valuation
services competently and ina manner that is independent, impartial, and objective, 1ISPAP Advisory Opinion
21z USPAP Complianee states that this expectation (by clients and intended users of appraisal reports ) is the basis
that creates an ethical abligation to comply with USPAP, even if not legally required. Advisory opinions do not
establish new standards or interpret existing standards, but instead are issued to illustrate the applicability of
appraizal standards in specific sitmations.

The majority of property lypes that P&A typically appraises for ad valorem tax purposes are categorized as
unigue, complex, and/or “special purpose” properties {mineral interests, indusirial, utility. and related personal
property). These categories of properties do not normally provide sufficient market data of reliable quality andfor
quantity to support the rigorous use of all USPAP-prescribed mass appraisal development mandates (Standard
5: Mass Appraisal, Development), particularly with regards to some, but not all, of the mode! calibration and
statistical performance festing confines, However, P&A does strive to employ all or most elements of mass
appraisal technigues with regards to the definition and identification of property characteristics and maodel
specification and application,

Per USPAP Advisory Opinion 32: 4d Falarem Properiy Tax Appraisal and Mass Appraisal Assignments, inthe
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interests of equity, the scope of work in mass appraisal assignments for ad valorem taxation can include
consideration of appraisal level (the overall proximity between appraised values and actual prices) and the
uniformity of property values {equity within groups of like properties), The appraiser is responsible for
recognizing when the concepts of appraisal level and appraisal uniformity are necessary for credible assignment
results in g mass appraisal assipnment for ad valorem taxation.

Residential real estate property appraisers most frequently apply mass appraisal methods within the sales
comparison (market) approach w value, Through the use of standardized data collection (i.e., sctual markel
sales), specification and calibration of mass appraisal models, tables, and schedules are possible. Through ratio
study analysis and olher performance measures, a cumulalive summary of valuation accuracy can thus be
produced in order to calibrate the appraisal model(s). Where sufficient data of reliable quality exists, mass
appraisal is alse used Tor other types of real estate property such as farms, vacant lots, and some commercial uses
{e.g., apartments, offices, and small retail).

Regarding mass appraisal reports due the client and other inlended vsers per USPAP (Standard 6 (Mass Appraisal,
Reporting ), a written report of the mass appraisal as described in Standards 6-2 is not provided for each individual
property, An individual property record or worksheet may describe the valuation of the specific property afler
the application of the mass appraisal model, T'o understand the individual property result developed in a mass
appraisal requires the examination of all the information and analvsis required by Standards 6-2.

P& A will clearly state or otherwise make known all extraordinary assumptions, hypothetical conditions,
limitations imposed by assignment conditions, and/or jurisdictional exceptions in its appraisal reports as they are
conveyed o our clients, Fefended users of our reports are typically the client(s) for which we are under divect
cortract, Although taxpayers or theiragents who own andf/or represent the subject property being appraised often
receive these reports either by law or as a courtesy of the client or P&A, this receipt does not mean these parties
automatically become Intended Users as detined by USPAP. A party receiving a copy of a report in order to
satisfy disclosure reguirements does not become an intended user of the appraisal or masy appraisal unless
the appraiser specifically identifies such party as an infended user. Poiential other users include parties
involved in adjudication of waluation disputes (review board members, lawyers, judges, etc.), governmental
agencies which periodicallv review our appradsals for various statutory purposcs (such as the Texas Comptroller’s
Office) and private parties who may obtain copies of our appraisals through Open Records Requests made to
governmental asencics.

USPAP does not currently address communications ol assignment results prior to completion of the assignment,
thus such communications have no requirements other than to comply with the general requirements in the Ethics
Rule, the Competency Rule, and the Jurisdictional Exception Rule. The client and all intended users should be
aware that mass appraisals, as opposed 10 most “lee” appraisals, are somewhat inherently “limited” versus
“complete™ and that appraisal reports, unless otherwise contracted for by the client, will most often be of a
“restricted” nature whereas explanations of appraisal methods and results are more concise versus lengthy in order
to promotle brevity, elarity, and transparency to the intended user(s),

Per LISPAP, the appropriate reporting option and level of information in a report are dependant on the intended
use and the intended users. Although the reporting verbiage in USPAP Standard 6 does not specifically offer or
promulgate a “Restricted Appraisal Report™ such as in Standard 2 {Real Property Appraisal, Reporting) and
Standard 8 (Personal Property Appraisal, Reporting), it should be noted that: a) all mass appraisals and mass
appraisal reports deal with real and personal property in some Torm or fashion; and b) P&A is a private consulting
firm, a fact which may necessitale the withholding of certain data andf/or appraisal modelstechniques which are
deemed confidential, privileged and/or proprietary in nature. The use of “limited” appraisals in conjunction with
“restricted™ reports in no way implies non-compliance with USPAP. The substantive content of o report
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defermines ity compliance.

P& A believes that, with its vast experience and expertiae in these areas of appraisal, all concluded values and
reports thereof are credible. competent, understandable, uniform and consistent; and most importantly for ad
vilorem tax purposes, accomplished in a cost-efficient and timely manner.

Per previous ASB comments under Standard 6-2(b) [scope of work... special fimiting conditions [

“Although appraisers in ad valorem faxalion should not be held accouniable for fimitations
bevond their control, they are required by this specific requirement to identify cost constrainiy
and to take appropriafe steps to secure sufficient finding to produce appraisals that comply
with these standards. Expenditure levels for assessment adminisiration are a function of a
rumber of factors. Fiscal consfraints may impact data completeness anid accuracy, valuation
methods, and valuation acewracy. Although appraisers should seek adequaie funding and
disclose the impact of fiscaf constraints on ffie mass appraisal process, they are not responsible
Sor consiraints beyond their confrol.”

In any event, however, it is not P&A’s intent to allow constraints, fiscal or otherwise, to limit the scope of work
o such a degree that the mass appraisal results provided to our ¢lients are not credible within the context of the
intended use(s) of the appraizal.
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FREAMBLE

I'he purpose of USPAP is to establish requirements and conditions for ethical, thorough, and transparent property
valuation services. Valuation services pertain to all aspects of property value and include services performed by
appraisers and other professionals including attorneys, accountants, insurance estimators, auctioneers, or brokers.
Valuation services include appraisal, appraisal review, and appraisal consulting. The primary intent of these
Standards is to promote and maintain a high level of public trust in prolessional appraisal practice,

Itis essential that professional appraisers develop and communicate their analyses, opinions, and conclusions to
intended vsers of their services in a manner that is meaningful and not misleading. The importance of the role
ol the appraiser places cthical obligations upon those who serve in this capacity, These USPAP Standards reflect
the current standards of the appraisal profession.

These Standards are for both appraisers and users of appraisal services. To maintain a high level of professional
practice. appraisers observe these Standards. However, these Standards do not in themselves establish which
individoals or assignments must comply. The Appraisal Foundation nor its Appraisal Standards Board is not a
povernment entity with the power to make, judge, or enforce law, Compliance with USPAP is only required
when either the service or the appraiser is abligated to comply by law or regulation, or by agreement with the
client or intended users. When not obligated, individuals may still cheose to comply.

LISPAP addresses the ethical and performance obligations of appraisers through Definitions, Rules, Standards,
Statements (it any). and Advisory Opinions. USPAP Standards deal with the procedures to be followed in
pertorming an appraisal or appraisal review and the manner in which each is communicated. A briel description
ol the LISPAP Standards are as Tollows;

®  Standards 1 and 2: establish requirements for the development and communication of a real property
appraisal.

B Standards 3 and 4; establishes requirements for the development and communication of an appraisal
review,

m  Standards S and 6: establishes requirements for the development and communication of a mass appraisal.

m  Standards 7 and 8: establish requirements for the development and communication of a personal property
appraizal.

intangible asset appraisal.
Section 23.01{b) fAppraisaly Generally] of the Texas Property Tax Code states:

"The mearket value of properiy shall be determined by the application of generally accepted appraisal
methods and technigues. I the Appraisal Diserict determines the appraised value of g property using
mass appraival stardards, the mass appraisal standards must comply with the Uniform Stemcards of
Professional Appraisal Proctice. " {underling added for emphasis)

Consequently, USPAR Standards 5 and 6 are assumed o be the applicable standard for ad valorem tax purposcs
in Texas, if mass appraizal practices are in fact being used to appraise the subject property. USPAP Advisary
COpinion 32 suggests several USPAP standards other than Standards 5 or 6 can apply in ad valorem tax work. [t
appears that an appraiser engaged inad valorem tax work in Texas is not specifically required by law to follow
these LISPAP standards iTin fact mass appraisal practices have not been used to appraise the subject property.
[n this case it could be deemed appropriate to invoke the Jurisdictional Exception Rule which is applicable when
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there is a contradiction between the requirements of USPAP and the law or regulation of a jurisdiction. Please
see the P&A Policy Statement on USPAP as provided elsewhere in this report for a more detailed discussion
regarding this matler.
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ETHICS RULF

Because of the fiduciary responsibilities inherent in professional appraisal practice, the appraiser must ohserve
the highest standards of professional ethics. This Ethics Rule is divided into three sections:

. Conduct;
- Managoment;
= Confidentiality.

This Rule emphasizes the personal obligations and responsibilities of the individual appraiser. However, it should
be noted that groups and organizations which are comprised of individual appraisers engaged in appraisal
practice effectively share the same ethical obligations. To the extent the group or organization does not follow
LISPAP Standards when legally reguired, individual appraisers should take steps that are appropriate under the
circumstances to ensure compliance with USPAP,

Compliance with these Standards is required when gither the service or the appraiser is obligated by law or
regulation, or by agreement with the client or intended users, to comply. Cempliance is also requived when an
individual, by cheice, represents that hie or she is performing the service ay an appraiser.

Anappraiser must not misrepresent his or her role when providing valuation services that are outside ol appraisal
practice,

Hownesty, impartiality, and professional competency are required of all appraisers under USPAP Standards. To
document recognition and acceptance of his or her USPAP-related responsibilities in communicating an appraisal
orappraisal review completed under USPAR, an appraiser is required 1o certify compliance with these Standards.

COMDUCT

An appraiser must perform assignments with impartiality, objectivity, and independence, and without
accommaodation of personal interests.

An appraiser:

= must not perform an assignment with bias;

«  must not advocate the cause or interest of any party or issue:

= st ot gccept an assignment that includes the reporting of predetermined opinions and
comnefusions:,

*  must not misrepresent his or her role when providing valuation services that are outside of appraisal
practice;

= must not communicale assicnment resulls with the intent to mislead or to defrand;

*  must not use ar communicate a repart or assignment results known by the appraiser to be misleading
or Traudulent;

= st nol knowingly permitan emplovee or other person to communicate a report ar assignment results
that are misleading or fraudulent report;

= must not use or rely on unsupported conclusions relating to characteristics such as race, color, religion,
natiomal origin, pender, marital status, Bmilial status, age, receipt of public assistance income, handicap,
or an unsupported conclusion that homogeneity of such characteristics is necessary to maximize value;

= must not engage in criminal conduet;

Hignmia! Reaporaiaal Bian, PERA, MILIR, 202 2-24 wod {Printed 2172 7) Page 7



REAPPRAISAL PLAN OF MINERAL, INDUSTRIAL, UTILITY AND RELATED PERSOMNAL PROPERTY
TAX YEARS 2023 AND 2024
PRITCHARD & ABBOTT, INC.

«  must not willfully or knowingly violate the requirements of the RECORD KEEPING RULE; and must
not perform an assignment in a grossly negligent manner,

It known prior 1o accepting an assignment, and/or if discovered at any time during the assignment, an appraiser
must disclose to the client, and in each subseguent report certification:

. any current or prospective interest in the subject property or parties involved; and
. any services regarding the subjeet property performed by the appraiser within the three year period
immediately preceding acceptance of the assignment, as an appraiser or in any other capacity,

The appraiser can agree with the client 1o keep the mere occurrence of a prior appraisal assipnment confidential.
It an appraiser has agreed with the client not to disclose that he or she has appraised a property, the appraiser must
decline all subsequent assignment that fall with the three vear period. In assignments is which there is no report,
only the initial disclosure to the ¢lient is required.

Presumably all parties in ad valorem tax appraisal will be awarc of the ongoing vearly nature of the appraisal
assignments performed by wvaluation consulting firms like Pritchard & Abbott, Inc—ie.. it will not be
confidential - so that this particular conduct instruction is more or less a moot point (regarding the three year
period discussed) if the prior service is in fact the ad valorem tax appraisals performed in previous tax years.

MANAGEMENT

The payment of a fee, commission, or a thing of value by the appraiser in connection with the procurement of an
assignment must be disclosed. This disclosure must appear in the certification and in any transmittal letter in
which conclusions of value are staled; however, the disclosure of the amount paid is not required. Intra-company
payments to emplovees of groups or organizations involved in appraisal practice for business development do
not require disclosure,

It is unethical for an appraiser (o accept compensation Tor performing an assignment when it is contingent upon
the reporting of a predetermined resadt, a divection in assigament results thaf favors the cause of the client, the
ariount af a valiee apinion, the attainment af a stipalated result, orthe occurrence of a subsequent event direct |y
related to the appraizer’s opinions and specitic to the assignment’s purpose,

Advertising for or seliciting assignments in o manner that is falve, misleading, or exaggerated is unethical,
Decisions regarding finder or referral fees, contingent compensation, and advertising may not be the responsibility
of an individual appraiser, bul Tor a particular assignment it is the responsibility of the individual appraiser to
ascertain that there has been no breach of ethics, that the assignment consulting assignment has been prepared
in accordance with USPAP Standards, and that the reporl can be properly cerlificd when required by USPAP
Standards 2-3, 4-3, 6-3, 8-3, or 10-3,

An appraiser must affix, or authorize the use of, his or her signature to cerlify recognition and acceptance of his
or her USPPAP responsibilities in an appraisal or appraisal review assignment. An appraiser may authorize the
use of his or her signature only on an assignment-hy-assignment basis.

Inaddition, an appraiser must not affix the signidure ofanother appraiser without his orher consent, An appraiser
musl exercise due care to prevent unauthorized use of his or her signature, Towever, an appraiser exercising such
care is not responsible for unauthorized use of his or her signature.
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CONFIDENTIALITY

An appraiser must protect the confidential nature of the appraiser-properly owner relationship,

At appraiser must act in good faith with regard to the legitimate interests ot the client in the use of confidential
informatior and in the communication of assignment results.

An appraiser must be aware of, and comply with, all confidentiality and privacy laws and regulations applicable
in an assignment.

An appraiser must not disclose confidential factual data obtained from a property owner to anvone ofher than;

1. The client;

2. Parties specifically authorized by the client;

3. Siate appraiser regulalory apencics;

4. Third parties as may be authorized by due process of law; ar

5. A duly authorized professional peer review committes except when such disclosure 1o a committee

would violate applicable law or regulation.

An appraiser must lake reasonable steps W salvguand access w confidential mformation and assignment results
by unauthorized individuals, whether such information or results are in physical or electronic form. 1n addition,
an appraiser must ensure that employess, coworkers, subcontractors, or others who may have access lo
canfidential information or assignments resulis, are aware of the prohibitions on diselosure of such information
or results,

It is unethical for a member of a duly authorived professional peer review committee to disclose confidential
information presented to the commirtee.

When all confidential elements of confidential information are removed through redaction or the process of
dggregation, client authorization is not required for the disclosure of the remaining information, as modified.
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RECORD KEEPING RULE

An appraiser must prepare a workfile for each appraisal or appraisal review assignment. A workfile must be in
existence prior to the issuance of any report or other communication of assignment results, A written summary
of an aral reporl must be added (o the work Gle within a reasonable time after the issuance of the oral report.

The workfile must include the name of the client and the identity, by name or type, of any other intended users,
and true copics ol all writlen reports, documented on any type of media. (A true copy is a replica of the repor
transmitted to the client. A photocopy or an electronic copy of the entire report transmitted to the clicnt satisles
the requirement of a true copy.) A worklile must contain summaries of all oral reports or testimony, or a
transeripl of testimony, including the appraiser’ s signed and dated certification: and all other data. information,
and documentation necessary to support the appraiser’s opinions and conclusions and to show compliance with
LISPATR, or references to the location(s) of such other data, information, and documentation.

A workfile in support of a Restricted Appraisal Report or an oral appraisal report must be sufficient for the
appraiser (o produce an Appraisal Report. A worklile in support of an oral appraisal review report must be
sufficient for the appraiser o produce an Appraisal Review Report.

An appraiser must retain the workfile for a period of at least five years after preparation or at least two years aller
final disposition of any judicial proceeding in which the appraiser provided testimony related 1o the assignment,
whichever period expires last

An appraiser must have custody of the workTile, or make appropriate workfile retention, access, and retrieval
arrangements with the party having custody of the workfile. This includes ensuring that a workfile is stored in
a medium that is retrievable by the appraiser throughout the prescribed record retention period. An appraiser
having custody of a worktile must allow other appraisers with waorkfile oblipations related to an assignment
appropriate access and retrieval for the purpose of

= submission w slale appraiser regulatory agencies;

«  compliance with due process of law;

= submission to a duly authorized professional peer review comimities; or
= compliance with retricval arrangements,

A worklile must be made available by the appraiser when required by a state appraiser regulatory ageney or due
process of law.

An appraiser who willTully or knowingly fiils 1o comply with the abligations of this Record Keeping Rule is in
violation of the Ethics Rule.
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SCOPE OF WORK RULFE

For each appraisal or appraisal review assignment, an appraiser must:

1. ldentify the problem to be solved;
2. Determine and perform the scope of work necessary to develop eredible assignment results; and
3. Disclose the scope of work in the reporl,

An appraiser must properly identify the problem to be solved in order o determine the appropriate scope of work,
The appraiser must be prepared to demonstrate that the scope of work is sufficient to produce credible assignment
resulls.

Scope of work includes, but is not limited 1o:

= the exlent to which the properly s identified,

«  the extent to which tangible property is inspected;

= the type and extent of data researched; and

= the type and extent of analvses applied to arrive at opinions or conclusions,

Appraisers have broad Dexibility and significant responsibility in determining the appropriate scope of work Tor
an appraisal or appraisal review assignment. Credible assignment results require supporl by relevant evidence

and logic. The credibility of assignment results is always measured in the context of the infended use,

PROBLEM IDENTIFICATION

An appraiser must gather and analyze information about those assignment elements that are necessary to properly
identify the appraisal, appraisal review or appraisal consulting problem to be solved, The assignment elements
necessary o problem identification are addressed in the Standard 6-2:

= client and any other intended vsers;

= inlended vse of the appraizer’s opinions and conclusions;

+  type and definition of value;

= effective date of the appaiser’s opinions and conclusions;

= subject of the assignment and its relevant characteristics; and
+  assignment conditions.

This information provides the appraiser with the basis for determining the type and exlent of research and
analyses to include in the development of an appraisal,  Similar information is necessary for problem
identification in appraisal review and appraisal consulting assignments. Assignment conditions include;

= assumplions;

+  extraordinary assumptions:

+  hypothetical conditions;

= laws and regulations;

+  jurisdictional exceptions: and

= other conditions that affect the scope of work,
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SCOPE OF WORK ACCEPTABILITY

The scope of work must include the research and analyses that are necessary to develop credible assignment
results. The seope ol work is acceplable when il mecls or exceeds:

= the expectations of parties who are regolarly intended vsers for similar assignments; and
= what an appraiser’s peers” actions would be in performing the same or a similar assighment.

Determining the seope of work is an ongoing process in an assignment,  Infonmation or conditions discovered
during the course ol an assignment might canse the appraiser 1o reconsider the scope ol work. An appraiser must
be prepared to support the decision to exclude any investigation, information, method, or technique that would
appear relevant o the elient, another intended user, or the appraiser’s peers.

An appraiser must notallow assignment conditions to limit the scope ot work to such a degree that the assignment
results are not credible in the context of the intended use, In addition, the appraiser must not allow the inlended

use of an assignment or a client’s objectives to cause the assignment results to be hiased.

DISCLOSURE OBLIGATIONS

The report mustconlain sulTicient information to allow intended the client and other intended vsers to understand
the scope ol work performed. Proper diselosore is required becavse clients and other intended users may rely on
the assignment results. Sufficient information includes disclosure of rescarch and analyses performed or not
performed, The information disclosed must be appropriate for the intended use of the assignment results,

Sufficient information includes disclosure of rescarch and analyses performed and might also include disclosure
of reseurch and analyses not performed. The appraiser has broad flexibility and significant responsibifity in
the level of detail and manner of disclosing the scope of work in the appraival report or appraisal review repord,
The appraiser may, but is not required to, consolidate the disclosure in a specific section or sections of the report,
or use a particular label, heading or subheading. An appraiser may choose 1o disclose the scope of work as
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JURISDICTIONAL EXCEPTION RULE

If any applicable law or regulation precludes compliance with any part of USPAP, only thal part of USPAP
becomes void [or that assigrment. When compliance with USPAP is required by federal law or regulation, no
part of LISPAP can be voided by a law or regulation of a state or local jurisdiction. When an appraiser properfy
Sollows this Rule in disregarding a purt of USPAP, there is no violation of USPAP.

In an assignment invalving a jurisdictional exception, an appraiser must:

= ddentily the law or regulation that precludes compliance with USPAP:

= comply with that law or regulation;

»  clearly and conspicuously disclose in the report the parl of USPAP that is voided by that law or
regulation; and

*  cite in the report the law or regulation requiring this exception to USPAT compliance.

The purpose of the Jurisdictional Exception Rule is strictly limited to providing a saving or severability clavse
intended to preserve the balance of USPAP if one or more of its parls are determined as contrary to law or public
policy olajurisdiction. By logical extension, there can be no violation of USPAP by an appraiser who disregards,
with proper disclosure, only the part or parts of USPAP that are void and of no force and effect in a parlicular
assignment by operation of feeal authority,

It is misleading for an appraiser to disregard a part or parts of USPAP as void and of no force and effect in a
particular assignment without identiTying the parl or parts disregarded and the legal authority justifving this action
in the appraiser’s repaort,

“Law™ includes constitutions, legislative and court-made law, and administrative rules {such as from the Office
of'the Texas Comptroller of Public Accounts) and ordinances, “Regulations” include rules or orders having legal
loree, issued by anadministrative agency. fstenctions from a cfient or afforney do not extablish o jurisdictional
excepiion.

A jurisdictional exception prevalent in Texas is that appraisers are seeking o establish “fair market value™ as
defined by the Texas Property Tax Code instead of “market value™ as found in the USPATP definitions section,
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USPAP STANDARDS 5 AND 6: MASS APPRAISAL, DEVELOPMENT AND REPORTING
{General Discussion)

In developing a mass appraisal, an appraiser must be aware of, understand, and correctly employ those recognized
methods and techniques necessary 1o produce and communicate credible mass appraisals.

Standards S and 6 apply to all mass appraisals of real and personal property regardless of the purpose or use of
such appraisals. It is dirceted wward the substantive aspects of developing and communicating competent
analyses, opinions, and conclusions in the mass appraisal of properties, whether real property or personal
property. Standard 5 is directed toward the substantive aspects of developing eredible analyses, opinions, and
conclusions in the mass appraisal of properties, while Standard 6 addresses the content and level of information
required in a report that communicates the results of a mass appraisal. The reporting and jurisdictional exceptions
applicable to public mass appraisals preparcd for purposes of ad valorem taxation do notapply to mass appraisals
prepared for other purposes.

A mass appradsal inclodes:

«  identifving properlies to be appradsed:

= defining markel arcas of consistent behavior that applies to properties;

= identifving characteristics (supply and demand) that aftect the creation ol value in that market area;

+  developing (specifving} a model structure that reflects the relationship among the characteristics affecting
value in the market arca;

= calibrating the model structure to determine the contribution of the individual characteristics affecting
value;

= applying the conclusions reflected in the model to the characteristics of the properties being appraised;
and

«  reviewing the mass appraisal results.

The Jurisdictional Exception Rule may apply to several sectivns of Standards § and 6 because ad valorem lax
administration is subject to various state, couniv, and municipal linvs,

As previously stated in the P& A Policy Statement (page 2), it may not be possible or practicable for all the mass
appraisal attributes listed above to be rigorously applied to the many types of complex and/or unique properties
that P&A typically appraises, Oflen there are contractual limitations on the scope of work needed or reguired.
Mare prevalently, these tvpes of properties do not normally provide a reliable database ol market transactions (or
details of transactions) necessary for statistically supportable calibration of appraisal models and review of
appraisal results, Generally these two functions are effectively accomplished through annual extended review
meetings with taxpayers (and clients) who provide data, sometimes conflidentially, that allows for appraisal
maodels to be adjusted where necessary. Nevertheless, and not withstanding whether P&A implicitly or explicitly
employs or reports all attributes listed above, in all cases P&A at the minimum employs tenants of “generally
accepted appraizal methods™ which are the genesis of USPAP Standards.

Per USPAP guidelines, P&A will make known all departures and jurisdictional exceptions when invoked (if an
appraisal method or specific requirement is applicable but not necessary to attain credible resulls in a particular
assipnment).

The various sections of Standard 5 {development ol mass appraisal) and Standard 6 (communication of the mass
appraisal results) are briefly summarized below:
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® Standard 5-1: Establishes the appraiser’s technical and ethical framework. Specifically, appraisers must
recounize and use established principles, methods and techniques of appraisal in a careful manner while not
committing substantial errors of Faet or negligenee that would materially aflect the appraisal results and not
give a credible estimate of fair market value. To this end appraisers must continuously improve his or her
skills to maintain proficiency and keep abreast of any new developments in the real and personal property
appraisal profession, This Standards does not imply that competence requires perfection, as perfection is
impossible to attain. Instead, it requires appraisers to employ every reasonable effort with regards to due
diligence and due care,

on the identification and/or definition oft client{s), intended users, effective date, appraisal perspective,
seope of work, extraordinary assumptions, hypothetical conditions, the type and definition of value heing
developed {typically “fair market value” for ad valorem tax purposes), characteristics of the property being
appraised in relation to the type and definition of value and intended use, the characteristics of the property’s
markel, the properly’s real or personal attributes, fractional interest applicability, highest and best use
analysis along with other land-related considerations, and any other cconomic considerations relevant to the
properly.

&  Standard 5-3: Defines requirements for developing and specifying appropriate mass appraisal data and
clements applicable for real and personal property, For real property, the data and elements include: existing
land wse regulations, reasonahly probable modification of such repulations, cconomic supply and demand,
the physical adaptability of the real estate, neighborhood trends, and highest and best use analysis. For
personal property, the relevant data and elements include: identification of industry trends, trade level,
highest and best use, and recognition of the appropriate market consistent with the type and definition of
value.

@ Standard 5-4:  Turther defines requirements for developing mass appraisal models, focusing on
development of standardized data collection forms, procedures, and training materials that are used
uniformly on the universe of properties under consideration, This rule specifies that appraisers employ
recognized techniques for specifying and calibrating mass appraisal models. Model specification 1s the
formal development ol a model in a statement or mathematical equation, including all due considerations
tor physical, functional, and external market Factors as they may affect the appraisal. These models must
accurately represent the relationship between property value and supply and demand factors, as represented
by quantitative and gualitative property characteristics. Models must be calibrated using recognized
techniques, including, but not lmited 1o, multiple linear regression, nonlinear repression, and adaptive
estimation, Models may be specified incorporating the income, market, and/or cost approaches to value and
may be tabular, mathematical, linear, nonlinear, or any other structure suitable Tor representing the
abservable properly characteristics such as adaptive estimation. Model calibration refers to the process of
analyzing sets of property and market data to determine the specific parameters of @ model,

® Standard 5-5: Defines requirements for collection of sutficient factual data, in both qualitative and
auantitative terms, necessary to produce credible appraisal resulls, The properly characleristios collected
must be contemporancous with the effective date of the appraisal. The data collection program should
incorporate a quality control procedure, including checks and audils of the data to ensure current and
consistent records.  This rule also calls for calls for an appraiser, in developing income and expense
statements and cashflow projections, to weigh historical information and trends, current market factors
affecting such trends, and reasonably anticipated events, such as competition from developments either
planned or under construction. Terms and conditions of any leases should be analyeed, as well as the need
for and extent of any physical inspection of the properties being appraised.
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Standard 5-6: Detines requirements for application of a calibrated model to the properly being appraised,
This rule calls for: the appraiser (o recognize methods or lechniques based on the cost, market, and income
approaches for improved parcels: the appraiser 1o value sites by recognized methods or techniques such as
allocation method, abstraction method, capitalization of ground rent, and land residual; the appraiser o
develop value of leased fee or leasehold estates with consideration for terms and conditions of existing
leases, and, when applicable by law, as i held in fee simple whereas market rents are substituted for actual
contract rents; the appraiser to analyvze the effect on value, if any, of the assemblage of the various parcels,
divided interests, or componen! parls o a properly; the appraiser 1o analyze anlicipated public or private
improvements located on or off the site, and analyze the effect on value, it any, of such anficipated
improvements 1o the extent they are reflected in market actions,

Standard 5-7: Defines the reconciliation process of a mass appraisal, Specilically, appraisers must anal v
the results andfor applicability of the various approaches used while ensuring that, on an overall basis,
standards of reasonableness and accuracy are maintained with the appraisal model seleeted (underline added
for emphasis), It is implicit in mass appraisal that, even when properly specified and calibrated models are
used, some individoal value conclusions will not meet standards of reasonableness, consistency, and
accuracy. Appraisers have o professional responsibility to ensure that. on an overall basis, models produce
value conclusions that meet attainable standards of accuracy,

Standard 6-1; Defines general requirements of a mass appraisal written report by addressing the level ol
information requircd that will allow the report to be non-misleading, clearly understood, and sufficientdy
qualified with any assumptions and conditions (clements of which are further detailed in the next three
sections of this report that discuss P& A appraisal procedures with regards to specific categories of properiv).

Standard 6-2: Defines specific content required to be included in a mass appraisal written report.

Standard 6-3: Delines the certification of the mass appraisal written report.

The following seetions of this report discuss in more detail the various elements of the development of PéA s
mass appraisals anda  ssociated wrillen reports as required by USPAP Standards 5 and 6, with regards to P&A
appraisal of Mineral Interests, Industrial, Utility, Related Personal Property, and Real Fstate.
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USPAP STANDARDS 5, 6-1, 6-2: MASS APPRAISAL OF MINERAL INTERESTS

INTRODUCTION

Definition of Appraisal Responsibility (Scope ol Effort): The Mineral Yaluation Department of Pritchard &
Abbott, Ine. ("P&A™ hereinafter), is responsible for developing credible values Tor mineral interests (full or
fractional percentage ownership of oil and gas leasehold interest, the amount and type of which are legally and/or
contractually created and specified through deeds and leases, etal.) associated with producing (or capable of
producing) leases. Mineral interests are typically considered real property because ol their derivation from the
bundle of rights associated with original fee simple ownership of land. Typically all the mineral interests that
apply to a single producing lease are consolidated by type (working vs. royalty) with each type then appraised
tor full value which is then distributed to the various fractional decimal interest owners prorata to their individual
Lype and percentage amount.

P&A’s typical client is a governmental entity charged with appraisal responsibility for ad valorem tax purposes,
although other types of clients (private businesses. individuals, ete.) nceasionally contract for appraisal services
which are strictly for various non-ad valorem tax purposes so that no conflicts of interest are created with P&As
core ad valorem tax work.

P&A hereby makes the assumption that, in all appraisal assignments performed for governmental entities in
sulisfaction of contractual obligations related to ad valorem tax | the chient does not wish to or cannot legally
request the appraisal report not identily the chient,

Intended users of our reports are typically the client(s) for which we are under dircet contract, Although taxpayers
or their agents who own and/or represent the subject property being appraised often receive these reports either
by law or as a courtesy of the client or P&A, this receipt does not mean these parties automatically become
Intended Users as defined by USPAP. A party receiving a copy of a report in order to satisfy disclosure
requirements does not become an intended user of the appraisal or mass appraisal unless the appraiser
specifically identifies such party as an intended user. Potential other users include parties involved in
adjudication of valuation disputes (review board members, lawyers, judges, etc.), governmental agencies which
periodically review our appraisals for various statutory purposes (such as the Texas Comptroller’s Office) and
private parties who may oblain copics ol our appraisals through Open Records Requests made 1o governmental
agencics.

This section of P&A’'s USPAP report is not applicable fo any mineral or mineral interest property that an
appraisal district appraises outvide of P&A 'y appraisal services, in which case the appraisal district’s overall
USPAP report should be referenced.

P&A makes the Extraordinary Assumption that all properties appraised for ad valorem tax purposes are
marketable whereas ownership and title to property are free of encumbrances and other restrictions that would
affect fair market value to an extent not obvious to the general marketplace. 1T and/or when we are made aware
of any encumbrances, ete.. these would be taken inte account in our appraisal in which case the extraordinary
assumplion slated ahove would be revoked.

P& A is typically under contract to determine current market value or *fair market value™ of said mineral interests.
Fair market value is typically described as the price at which a property would sell for if:

= exposed in the open market with a reasonable time for the seller to find a purchaser;
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«  hoth the buyer and scller know ol all the uses and purposes to which the property is, or can be, adapled
and of the enforceable restrictions on its use; and

*  hoth the buyer and seller seek to maximize their gains and neither is in a position to take advantape of
the exigencies of the other, |Exigencies are pressing or urgent conditions that leave one party at a
disadvantage to the other.]

For ad vilorem tax purposes the effective date is usually legislatively speeified by the particular State in which
we are wotking - for example, in Texas the lien date is January | per the Texas Property Tax Code. For ad
valorem tax purposes, the date of the appraisals and reports are typically several months past the effective date,
therehy leaving open the possibility that a retrospective approach is appropriate under limited and preseribed
circumstances {infarmation afler the effective date being applicable only if it confirms a trend or other appraisal
condition thal existed and was generally known as of the efTective date),

P&A belicves this section of this report, in conjunction with any atlached or separately provided P&A-penerated
report(s), meets the USPAP definition of “typical practice™; i.e., it satisfies a level of work that is consistent with:

+  the expectations of paticipants in the market for the same or similar appraisal services; and
*  owhat P&A™s peers’ actions would be in performing the same or similar appraisal services in complisnce
with USPAP,

Legal and Statutory Requirements: In Texas, the provisions of the Texas Property Tax Code and other relevant
legislative measures involving appraizal administration and procedures control the work of P&A as an extension
of the Appraisal District. Other states in which P&A 15 employed will have similar controlling legislation,
regulatory agencies, and governmental entities. P&A is responsible for appraising property on the basis of its fair
market value as of the stated effective date (January 1 in Texas) for ad valorem tax purposes for each taxing unit
that imposes ad valorem taxes on property in the contracted Appraisal District. All mineral properties {interests)
are reuppraised annually. The definition of Fair Market Value is provided and promulgated for use in ad valorem
tax work in Texas by the Texas Property Tax Code, and therefore as a Jurisdietional Exception supercedes the
definition of “markel value™ as found in USPAP definitions.

MNOTE: 1N TExAS, PEA BELIEVES THE PROPERTY BEING APPRAISED AND PLACED OM THE TAX ROLL 15 THE
INTEREST AMD NOT THE OIL OR GAS MINERAL ITSELF, PER PROPERTY TAX CODE SECTION |.04(2)(F).
WWHILE QIL AMD GAS RESERVES CERTAIMNLY HAVE YALUE, THE FACT IS THAT IT IS THE INTERESTS IN THESE
MINERALS THAT ARE BOUGHT AND SOLD, NOT THE MIMNERALS THEMSELVES. THE SALE OF MINERALS A5 THEY
ARE EXTRACTED FROM THE SUBSURFACE OF THE LAND WHERE THEY RESIDE AS MIMERALS 1M FLACE
"MOMETIZES" THE INTEREST AMD THUS GIVES THE INTEREST ITS VALUE. WHENEVER P&A REFERS TO
"MINERAL PROPERTIES” IN THIS REPORT OR IN ANY CTHER SETTIMG, T 1S THE MINERAL INTEREST, AMD MOT
THE MIMERAL ITSELF, THAT IS THE SUBJECT OF THE REFEREMCE,

Administrative Requirements: P& A endorses the principals ol the International Association of Assessing Officers
(IAADY) regarding its appraisal practices and procedures. P&A also endorses, and follows when possible, the
standards promulgated by the Appraisal Foundation known as the Uniform Standards of Professional Appraisal
Practice (LISPAP). In all cases where IAAO andfor USPAP requirements cannot be satisfied for reasons of
practicality or irrelevancy, P&A subscribes to “generally accepied appraisal methods and techniques™ so that its
vilue conclusions are credible and defendable. P&A submits annual or biannual contract bids to the Appraisal
District Board of Directors or the Office of the Chief Appraiser and is bound to produce appraisal estimates on
mineral properties within the cost constraints of said bid, Any appraisal practices and procedures followed by
P& A not explicitly defined or allowed throupgh IAAO or USPAP requirements are specified by the Texas Property
Tax Code or at the specific request or direction of the Office of the Chief Appraiser,
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Appraisal Resources

Personnel: The Mineral Valuation Division staff consists of competent Petroleum Engineers, Geologists, and
Appraisers.  All personnel are Registered Professional Appraisers with the State of Texas, or are progressing
towards this designation within the allowable time frames prescribed by the Texas Department of Licensing and
Regulation (TDLR) and‘or other licensing and regulatory apencies as applicable.

Data: Foresch mineral property a connmon set of data characteristics {1.e. historical production, price and expensc
data) is collecled from various sources and entered into P&A's mainframe computer system. Historical production
data and price data is available through stale agencies {Texas Railroad Commission, Texas Comptrofler, et al.)
or private firms who gather, format and repackage such data for sale commercially. Each property's characteristic
data drives the computer-assisted mass appraisal approach to valuation.

Information Systems: The mainframe systems are augmented by the databases that serve the various in-house
and 3"-party applications on desktop personal computers. In addition. communication and dissemination of
appraisals and other information is available to the taxpayer and client through electronic means includin £ interne
and other phone-line connectivity. The appraiser supervising any given contract fields many of the public’s
guestions or redirects them 1o the proper department personnel,

VALUATION APPROACH (MODEL SPECIFICATION)

Concepls of Value: The valuation of oil and gas properties is not an exact science, and exact accuracy is not
attainable duc to many factors. Nevertheless, standards of reasonable performance do exist, and there are usually
reliable means of measuring and applying these standards.

Petroleum prapertics are subjectto depletion, and capital investment must be returned before economic exhaustion
of the resource (mineral reserves), The examination of petroleum properties involves understan ding the geology
ot the resource (producing and non-producing). type ol reservair energy, the methods of secondary and enhanced
recovery (if applicable), and the surface treatment and marketahility of the produced petroleum product(s).

Evaluation of mineral properties is a continuous process: the value as of the lien date merely represents a
“snapshol™ in time. The potential value of mineral interests derived from sale of minerals to be extracted from
the ground change with mineral price fluctuation in the open market, changes in extraction technology, costs of
extraction, and other variables such as the value of maney.

Approaches to Value for Petroleum Properiy

Cost Approach: The use of cost data in an appraisal for markel value is based upon the economic principle of
substitution. The cost approach typically derives value by a model that begins with replacement cost new (RCN}
and then applies depreciation in all its forms (physical depreciation, functional and economic obsolese enee), This
method is difficult t apply to oil and gas properties since lease acquisition and development may bear no relation
to present worth. Though very useful in the appraisal of many other types of properties, the cost approach is nat
readily applicable to mineral propertics. [Keep in mind that the praperty actually being appraised is the mineral
interest and not the oil and gas reserves themselves, Trying to apply the cost approach to evaluation of mineral
interests is like trying to apply the cost approach 1o land; it is a moot point because bath are real properties that
are inhercntly non-replaceable. | As a general rule, and for the reasons stated above, Pritchard & Abbott, Inc.,
does not employ the cost approach in the appraisal of mineral interests.
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Market Approach: ‘This approach may be defined as one which uses data available from actual transactions
recorded in the market place itsell; i.e.. sales of comparahle properties from which a comparison to the subject
property can be made.  Ideally, this approach’s main advantage invalves not only an opinion but an opinion
supported by the actual spending of money. Although at first glance this approach seems to more closely
incorporate the aspects of fair market value per its classical definition, there are two factors that severely limit
the usetulness of the market approach for appraising oil and gas properties. First, oil and gas property sales data
i seldom disclosed (in non-disclosure states such as Texas); consequently there is usually a severe lack of market
data sufficient formeaningful statistical analysis. Second. all conditions of each sale must be known and carefully
mvestigated to be sure one does have a comparative indicator of value per fair market value perquisites.

Many times when these properties do change hands, it is generally through company mergers and acquisitions
where other assets in addition to oil and gas reserves are involved; this further complicates the analysis whereby
# fotal purchase price must be allocated to the individual components - a speculative and somewhat arbitrary task
at hest. In the case of oil and gas properties, a scarcity ol sales requires that every evidence of market data be
investigated and analvzed. Factors relative to the sale of oil and gas properties ara:

*  currenl production and estimated declines forecast by the buver:

«  estimated probable and potential reserves;

*  peneral lease and legal information which defines privileges or limitation of the equity sold:
* undeveloped potential such as secondary recovery prospects;

*  proximity o other production already operated by the purchaser;

= contingencies and other cash equivalents; and

+ other faclors such as size of property. gravity of oil, et

In the event that all these factors are available for analvsis. the consensus effort would be tantamount to
performing an income approach to value (or trying to duplicate the buyer's income approach to value), thereby
making the markel approach somewhat moot in its applicability. As a general rule, and for the reasons stated
abuove, Pritchard & Abbott, Inc., rarely employs a rigorous application of the market approach in the
appraisal of mineral interests.

Income Approach: This approach te value most readily vields itself to the appraisal of mineral interests. Daia
i1s readily available whereby a model can be created that reasonable estimates a future income stream to the
property. This future income may then be converted (discounted) into an estimate of current value. Many refer
tor this as a capitalization method, because capitalization is the process of converting an income stream into a
capital sum (value). As with any method, the final value is no better than the reliability of the input data, The
underlying assumption is that people purchase the property for the future income the property will vield. Ifthe
land or improvements are ofany residual value after the cessation of oil and gas production, that value should also
be included (il those components are also being appraised).

The relevant income that should be used is the expected future net income. Assumptions of this method are:

*  Past mcome and expenses are not a consideration, except insofar as they may be a guide to estimating
future net income.

*  That the producing life as well as the reserves (quantity of the minerals) are estimated for the property.

*  Future income is less valuable than current income, and so future net income must be discounted to make
it equivalent to the present income. This discount factor reflects the premium of present NONeyY over
future money, ie., interest rate, liquidity, investment management, and risk.

Oieaiad Reapovaiaal Pian, Pl MR 200 5-28, wod (Printad 210200 Page 20



REAPPRAISAL PLAN OF MINERAL, INDUSTRIAL, UTILITY AND RELATED PERSOMNAL PROPERTY
TAX YEARS 2023 AND 2024
PRITCHARD & ABBOTT, INC.

As a general rule, and for the reasons stated above, Pritchard & Abboit, Inc., relies predominantly on the
income approach to value in the appraisal of mineral interests.

DATA COLLECTION/VALIDATION

Sources of Data: ‘The main source of P&A’s property data is data from the Railroad Commission of Texas as
reported by operators. As amonthly activity, the data processing depariment receives data tapes or electronic files
which have updated and new well and production data. Other discovery tools are fieldwork by appraisers,
financial data from operators, information from chief appraisers, tax assessors, trade publications and city and
local newspapers. Other members of the public often provide P&A information regarding new wells and other
useful facts related to property valuation.

Another crucial set of data to oblain is the ownership of these mineral interests. Tvpically a mineral lease is
fractionated and executed with several if not many owners, This information is typically requested (under a
promise of confidentiality concerning owners® personal information) from pipeline purchasers andfor olher
entities (such as operators) who have the responsibility of disbursing the income to the mineral interest owners,
Another source of ownership information is through the taxpavers themselves who file deeds of ownership
transter and/or correspond with P&A or the appraisal district directly.

Data Collection Procedures: Electronic and field data collection requires organization. planning and supervision
of the appraisal staff. Dala collection procedures for mineral properties are generally accomplished globally by
the company: i.c., production and price data for the entire state is downloaded at one time into the computer
syslem. Appraisers also individually gather and record specific and particular information to the appraisal file
records, which serves as the hasis for the valuation of mineral properties. P&A is divided into four district offices
covering different geographic areas. Fach office has a district manager, appraisal and ownership mainlenance
staff, and clerical staft'as appropriate. While overall standards of performance are established and upheld for the
various district ofTices, quality of data is emphasized as the goal and responsibility of each appraiser.,

VALUATION ANALYSIS (MODEL CALIBRATION)

Appropriate revisions and/or enhancements of schedules or discounted cash flow software arc an nually made ang
then tested prior to the appraisals being performed. Calibration typically involves performing multiple discounted
cash flow tesls for leases with varying parameter input to check the correlation and relations hip of such indicators
as: Dellars of Yalue Per Barrel of Reserves; Diollars of Value Per Dai ly Average Barrel Produced; Dollars of
Expense Per Daily Average Barrel Produced: Years Payout of Purchase Price (Fair Market Walue). In a more
classical calibration procedure, the validity of values by P&A's income approach 1o value is tested against actual
market transactions, it and when these transactions and verifiable details of these transactions are disclosed to
P&A. Of course these transactions must be analyzed for meeting all requisites of fair market value definition,
Any conelusions of this analysis are then compared to industry benchmarks for reasonableness before being
incorporated into the calibration procedure.

INDIVIDUAL VALUE REVIEW PROCEDURES

Individual property values are reviewed sceveral times in the appraisal process. P&A's discounted cashflow
software dynamically generates various benchmark indicators that the appraiser reviews concurrent with the value
being generated. These benchmarks often prompt the appraiser to reevaluale some or all of the parameters of data
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entry so as to arrive al a value more indicative of industry standards. Fxamples of indicators are dollars of value
per barrel of oil reserve, years payoul, ete. In addition to appraiser review, laxpayers are afforded the opportunity
to review the appraised values, either hefore or after Notices of Appraised Value are prepared. Operators
routinely meel with P&A's appraisers to review parameters and fo provide data not readily available to P&A
through public or commercial sources, such as individual lease operaling expense and rescrve figures. And of
course, all property values are subject to review through normal protest and Appraisal Review Board procedures,
with P&A acting as an extension of the Office of the Chicf Appraiser.

PERFORMANCE TESTS

An independent test of the appraisal performance of properties appraised by P&A is conducted by the State of
Texas Comptroller’s Office through the annual Property Value study for school funding purposes, This study
determines the degree of uniformity and the median level of appraisal for mineral properties, School jurisdictions
are given an opportunity to appeal any preliminary findings. After the appeal process is resolved, the Comptroller
publishes a report of the findings of the study, including in the report the median level of appraisal, the coefficient
of dispersion around the median level oTappraisal and any other standard statistical measures that the C ompiroller
considers appropriate,
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USPAP STANDARDS 5, 6-1, 6-2;: MASS APPRAISAL OF INDUSTRIAL, UTILITY
AND RELATED PERSONAL PROPERTY

INTRODUCTION
Definition of Appraisal Responsibility {Scope of Effort): The Engineering Services Department of Pritchard &

Abbotl, Inc. (P&A) is responsible for developing fair and uniform market values for mndustrial, utility and
personal properties,

P&A’s typical client is a povernmental entity charped with appraisal responstbility for ad valorem tax purposes,
although other types of clients (private businesses, individuals, ele.) occasionally contract for appraisal services
which are strictly for various non-ad valorem tax purposes so that no contlicts of inlerest are created with P& A s
core ad valorem tax work,

P&A hereby makes the assumption thal, in all appraisal assignments performed for governmental entities in
satisfaction of contractual obligations related to ad valorem tax - the client does nol wish to or cannot legally
request the appraisal report not identify the clicnt,

Intended users of our reports are Lypically the client(s) for which we are under direct contract. Although taxpayers
or their agents who own and/ar represent the subject praperty being appraised often receive these reports either
by law or as a courtesy of the client or P&A, this receipt does not mean these parties automatically become
Intended Users as defined hy USPAP. A party receiving a copy of a report in order to satisfy disclosure
requirements does not become an intended user of the appraisal or mass appraisal unless the appraiser
specifically identifies such party as an intended user. Potential other users include parties involved in
adjudication of valuation disputes (review board members, lawyers, judges, etc.), governmental apencies which
periodically review our appraisals for various statutory purposes (such as the Texas Comptroller’s Office) and
private parties who may obtain copies of our appraisals through Open Records Requests made to governmental
agencics.

This section of P&A’s USPAP report is not applicable to any Industrial, Utility, or related Personal Property
that an appraisal district appraises ontside of P&A's appraisal services, in which case the appraisal district’s
averall USPAP report should be referenced,

P&A makes the Extraordinary Assumption that all properties appraised for ad valorem tax purposes arc
marketable whereas ownership and tille to property are free of encumbrances and other restrictions that would
affeet fair market value to an extent not obvious to the general marketplace. [Tand/or when we are made aware
of any encumbrances. ete., these would be taken into account in our appraisal in which case the extraordinary
assumption stated above would be revoked.

P& A is typically under contract to determine current market value or “fair market value™ of said industrial, uti lity,

and related personal property. Fair market value is typically described as the price at which a property would sel|
Tor if;

*  exposed in the open market with a reasonable time Tor the seller to find a purchaser;
*  both the buyer and seller know ofall the uses and purposes 1o which the property is, or ¢can be, adapted
and of the enforceable restrictions on its use; and
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* both the huyer and seller seck to maximize their gains and neither is in a position to take advantage of
the exigencies of the other, [Exigencies are pressing or urgent conditions that leave one party at a
disadvantage to the other. ]

For ad valorem tax purposes the effective date is usually legislatively specified by the particular State in which
we are working - for example, in Texas the lien date is January | per the Texas Property Tax Code. For ad
valorem tax purposes, the date of the appraisals and reports are typically several months past the effective date,
thereby leaving open the possibility that a retrospective approach is appropriate under limited and prescribed
circumstances (information after the effective date being applicable only il it contfirms a trend or other appraisal
condition that existed and was generally known as of the effective date],

P&A believes this section of this report, in conjunction with any attached ar separately provided PdA-renerated
repord(s), meets the USPAP definition of “typical practice™; Le., it satislies p level of work that is consistent with;

* the expectations of participants in the marke! for the same or similar appraisal services; and
+ whal P&A’s peers” actions would be in performing the same or similar appraisal services in compliance
with LSPAP,

Legal and Statutory Requirements: The provisions of the Texas Property Tax Code and relevant legislative
measures involving appraisal administration and procedures control the work of P&A as a subeontractor ta the
Appraisal District. P&A is responsible for appraising property on the basis of its market value as of Tanuary |
for ad valorem tax purposes for each taxing unit that imposes ad valorem taxes on propery in the contracted
Appraisal District, All industrial, wtility and personal properties are reappraised annually. The definition of Fair
Market Value is provided and promulgated for use in ad valorem tax work in Texas by the Texas Property Tax
Code, and therefore as a Jurisdictional Exception supercedes the definition of “market value® as found in
LISPAP definitions,

Administrative Requirements: P& A follows generally accepted and/or recognized appraisal practices and when
applicable, the standards of the International Association of Assessing OfTicers (LAAD) regarding its appraizal
practices and procedures, P&A, when applicable, also subscribes o the standareds promulgated by the Appraisal
Foundation known as the Uniform Standards of Professional Appraisal Practice (USPAP). In all cases where
[AAO and/or USPAP requirements cannol be satisfied for reasons of practicality or irrelevancy, P&A subscribes
to “generally accepted appraisal methods and techniques™ so that its value conclusions are credible and
defendable, P&A submits annual or biannual contract bids to the Office of the Chicf Appraiser and is bound to
produce appraisal estimates on industrial, tility and personal properties within the cost constraints of said bid,
Any appraisal practices and procedures followed by P&A not explicitly defined through TAAQ or USPAP
requirements are specified by the Texas Property Tax Code and/or at the specific request or direction af the Oflice
of the Chief Appraiser,

Appraisal Resources

Personnel: The Engineering Services Department and P&A s appraisal staff consists of appraisers with degrees
in engineering, business and accounting. All personnel are Registered Professional Appraisers with the State of
Texas, or are progressing towards this designation as preseribed by the Texas Department of Licensing and
Regulation {TDLR).
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Data: A set of data characteristics (i.c. original cost, year of acquisition, quantities, capacilies, net operating
income, properly description, ele.) for each industrial, utility and personal property is collected From various
sources, This data is maintained in cither hard copy or computer files, Each property's characteristic data drives
the approprizte computer-assisted appraisal approach to valuation.

Information Systems: P&A’s mainframe computer sysiem is composed of in-house custom software augmented
by schedules and databases that reside as various applications an personal computers (PC). P&A ofters a variety
of systems for providing property owners and public entities with information services,

VALUATION APPROACH (MODEL SPECIFICATION)

Concepts of Value: The valuation of industrial, utility and personal properties is not an exact science, and exact
accuracy is not attainable due to many factors. T'hese are considered co mplex properties and some are considered
Special Purpose propertics. Nevertheless, standards of reasonahle performance do exist, and there are relishle
means of measuring and applying these standards.

The evaluation and appraisal of industrial, utility and personal property relies heavily on the discovery of the
property followed by the application ol recognized appraisal techniques. The property is subject (o inflation and
depreciation in all forms, The appraisal of industrial and personal property involves understanding petroleum,
chemical, steel, electrical power, lumber and paper industry processes along with a myriad of other industrial
processes. Leonomic potential for this property usually follows eitherthe s pecilic industry or the peneral business
economy. The appraisal of utility properties involves understanding telecommunications, electrical transmission
and distribution, petroleum pipelines and the railroad industry. Utility properties are subject to regulation and
economic obsolescence, The examination of utility praperty invelves the understanding of the present value of
future income in a regulated environment,

The goal for valuation of industrial, utility and personal properties is to appraise all taxable property at "fair
market value", The Texas Property Tax Code defines Fair Market value as the price at which a property would
transter for cash or its cquivalent under prevailing market conditions if:

+ exposed for sale in the open market with a reasonable time for the seller to find a purchaser;

* both the seller and the purchaser know of all the uses and purposes to which the property is adapted and for
which it is capable of being used and of the enforceable restrictions on its use; and

* both the seller and purchaser seek to maximize their gains and neither is in a position to take advantage of
the exigencies of the other.

Approaches to Value for Industrial, Utility, and Personal Property

Cost Approach: The use of cost data in an appraisal for market value is hased upon the economic principle of
substitution. This method is most readily applicable to the appraisal ol industrial and personal property and some
utility property. Under this method, the market value of property equals the value of the land plus the current cost
of improvements less accrued depreciation. An mventory of the plant improvements and machinery and
equipment is maintained hy personally inspecting each facility cvery vear. As a general rule, and for the
reasons stated above, Pritchard & Abbott, Ine., relies predominantly on the cost approach to value in the
appraisal of industrial, utility, and personal property,
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Market Approach: This approach is characterized as one that uses sales data available from actual transactions
i the market place, There are iwo factors that severely limit the usefulness of the market approach for appraising
industrial. utility and personal properties. First, the property sales data is seldom disclosed: consequently there
is insufficient market data for these properties available for meaning lul statistical analysis. Second, all conditions
of sale must be known and carefully investigated to he sure ane does have a comparative indicator of value,
Muany times when these properties do change hands, it is generally through company mergers and acquisitions
where ather assels and intangibles in addition to the industrial, utility and personal property are involved. The
complexity of these sales presents unique challenges and hindrances to the process of allocation of value to the
individual components of the transaction,

In the case of industrial, utility and personal propertics, a scarcity of sales requires that all evidence of market data
be investigated and analyred. Factors relative to the sale of these properties are:

*  plant capacity and current production; terms of sale, cash or cquivalent:
= complexity of property:

= age ol property,

*  proximity to other industry already operated by the purchaser; and

*  other factors such as capital investment in the property,

As a general rule, and for the reasons stated above, Pritchard & Abbott, Inc., rarely employs a rigorous
application of the markel approach in the appraisal of industrial, atility, and personal property.

Income Approach: This approach to value most readily yields itscll to all income penerating assets. especially
utility properties. Data for wtility properties is available from annual reports submitled to regulatory agencies
whereby future income may be estimated, and then this future income may be converted into an estimate ol value.
The valuation of an entire company by this method is sometimes referred to as 2 Uit Value, Many refer to this
as a capitalizalion method, because capitalization is the process of converting an income stream into a capilal sum
(value). As with any method, the final value estimale is no better than the reliability of the input data. The
underlying assumption is that people purchase the property tor the future income the property will vield.

The relevant income that should be used in the valuation model is the expected future net operating income afler
depreciation but before interest expense (adjustments for Federal Income Taxes may or may notl be required),
Assumptions of this method are:

*  Pastincome and expenses are a consideration, insofar as they may be a guide to future income, subject
to regulation and competition.

*  T'he economic lite of the property can be estimated,

= The future production. revenues and expenses can be aceurately forecasted.  Future income is less
viluable than current income, and so luture net income must be discounted to make it equivalent to the
present income. This discount factor reflects the premium of present money over future money, ie.,
interest rate, liquidity. investment management, and risk.

As a general rule, and for the reasons stated above, Pritchard & A bbott, Inc., employs the income approach
in the appraisal of industrial and utility property only when quantifiable levels of income are able to be
reliahly determined and/or projected for the subject property. P& A does not em ploy the income approach
in the appraisal of personal property.
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DATA COLLECTION/VALIDATION

Sources of Data: The main source of P&A’s property data for industrial and personal property is through
tieldwork by the appraisers and commerciallv/publicly available schedules developed on current costs, Data for
performing utility appraisals is typically provided by the taxpayer or is otherwise availuble at various regulatory
agencies (Texas Railroad Commission, Public Utilities Commission, FERC, et. al.}. Other discovery tools are
financial data from annual reparts, information from chief appraisers, rendilions, tax assessors, trade publications
and city and local newspapers. Other members of the public fien provide P&A information regarding new
industry and other useful facts related to property valuation.

Drata Collection Procedures: Electronic and field data collection requires organization, planning and supervision
of the appraisal staff. Data collection procedures have been established for industrial and personal properiies,
Appraisers gather and record information in the mainframe system, where customized programs serve as the basis
tor the valuation of indusirial, utility and personal propertics, P&A is divided into multiple districl offices
covering different geographic »ones, Each office has a district manager and field stafl. While overall standards
of performance are established and upheld for the various district offices, quality of data is emphasized as the goal
and responsibility ofeach appraiser. Additionally, P&A’s Engincerin ¢ Services Department provides supervision
and guidance to all district offices 1o assist in maintaining uniform and consistent appraisal practices throughout
the company,
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VALUATION ANALYSIS (MODEL CALIBRATION)

The validity of the values by P&A’s income and cost approaches to value is tested against actual market
transactions, if and when these transactions and verifiable details of the transactions are disclosed to P&A. These
transactions are checked for meeting all requisites of fair markel value definition. Any conclusions fram this
analysis are also compared o indusiry benchmarks before being incorporated in the calibration procedure.
Appropriate revisions of cost  schedules and appraisal software are annually made and then tested for
reasonableness prior 1o the appraisals being performed.

INDMVIDUAL VALUE REVIEW PROCEDURES

Individual property values are reviewed several times in the appraisal process, P&A's industrial, utility, personal
property programs and appraisal spreadsheets afford the appraiser the opportunity to review the value being
generated, Often the appraiser is prompted to reevaluate some or all of the parameters of data entry 50 as toarrive
at a value more indicative of industry standards. Examples of indicators are original cost, replacement cost,
service life, age. nel operating income, capitalizalion rate, ete. In addition 1o appraiser review, taxpavers arc
alTorded the opportunity w review the appraised values vither before or after Notices of Appraised Value are
prepared. Taxpayers, agents and representatives routinely meel with P&A's appraisers to review parameters and
to provide data not readily available to P&A through public or commercial sources, such as investment costs and
capitalization rate studies. And of course, all property values are subject to review through normal protest and
Appraisal Review Board procedures. with P&A acting as a representative of the Office of the Chiel Appraiser,

PERFORMANCE TESTS

An independent test of the appraisal performance of propertics appraised by P&A is conducted by the State of
Texas Comptroller’s Office through the annual Property Value Study for school funding purposes. This study
determines the degree of uniformity and the median level of appraisal for utility properties. School jurisdictions
are given an opportunity to appeal any preliminary findings. Afier the appeal process is resolved, the Comptroller
publishes a repart of the findings of the study, including in the report the median level of appraisal, the coefficient
of dispersion around the median level of appraisal and any other standard statistical measures that the Comptroller
comnsiders appropriate,
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