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Dear Mr. Pittman:

Presented herein is the Water Supply Utility Appraisal of Lake Adger and the Turner Shoals
Dam. This opinion of value was prepared for use by the County in negotiations for the creation
of an integrated water supply system with the Polk County Water Utility (County), the Inman
Campobello Water District (ICWD), and the Broad River Water Authority (BRWA) which may,
in the future, serve additional entities as customers of the integrated system. This is an
Appraisal Report as defined by USPAP with the back-up analyses and support in HC’s files
under project number 16007. The potential water supply of 5.8 million gallons per day (MGD)
annual average daily flow (AADF) (Black & Veatch Memorandum) and expected contractual
yield of 8.0 MGD (with the 5 foot draw down from the range in normal pool elevation
limitation) are the flow/capacity water supply amounts upon which this appraisal is based.

The minimum useable storage volume of 0.51 billion gallons (BG) is the dry weather (drought)
condition used in this appraisal. This equates to an equivalent of 5 foot storage area of
approximately 314 acres(ac). The Turner Shoals Dam normally impounds 438 acres (ac). The
Lake Adger reservoir has an approximate 115 square mile (mi?) watershed where upstream
smaller dams have been removed to allow unimpeded flow to the lake.

The dam has a normal maximum headwater (pool elevation) of 911.6 feet. The tailwater from
the dam is at 826 feet MSL. The potential energy is harvested by the 5.4 megawalt (MW)
generating station capturing some 70 to 80 feet of head.

The County was the buyer of all of the uses of Lake Adger, including the water supply and flood
control use of the lake in 2008 and finished the completion of the necessary easements and
other supporting documents in 2009. The purchase price was $1,600,000 which involved (1)
the access uses maintained for the users of the Lake (both recreational and land value) and (2)
the power generation use of the lake for others. The remaining uses purchased were for
economic development/recreational flood control and potentially for raw water supply.

This report initially describes in an overview manner the property.
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Next, the probability of use as a water supply source is analyzed. I concluded that the most cost
effective use would be as an alternative water supply to the expansions of the Broad River
Water Authority (BRWA) water treatment plant (WTP). This use requires an intake near the
confluence of the Green River and the Broad River and pumping approximately 4*/- miles to the
plant. The Lake Adger/Green River alternative water supply would provide the following:

additional safe yield

improved water supply reliability

emergency storage

improved raw water quality

blending opportunities

threat assessment reduction from “moderate” to “low” for the WTP (contamination
risk)

¢ improved source flexibility/environment compliance

Further, 1 concluded that a potential Green River WTP increases the value of the use as a
primary water supply source yet, as a conceptual comparison, would not be as cost effective as
the alternative water supply use and involves a development risk which could manifest in
operational financial losses.

Therefore, the property is valued as a probable alternative water supply use.
Thereafter, | reviewed the costs associated with the property. Those costs involve:

(1.) a portion of the Dam Safety cost estimate (the total cost is allocable to all
uses including (a) surrounding land values (taxation), (b) recreational
value, (c) flood control/environmental value, (d) electric generation value
and (e) probable alternative water supply value);

(2.) a portion of the maintenance dredging and sedimentation control cost
estimate;

(3.) the anticipated additional watershed management costs for drinking water
supply (proportional estimate);

(4.) the anticipated Green River intake a raw water for potable treatment
pumping station and pipeline conceptual cost.

The above four (4) items involve adjustments in the determination of the opinion of value.

I found that the Green River and Lake Adger had water quality characteristics (multiple sources
and USGS) suitable for surface water treatment to render it potable. The water quality and lack
of major pollution sources make the source favorable for use. This analysis was conceptual and
does not rise to a treatability analysis, nor a preliminary design, nor final design analysis. This
analysis supports the probability of use determination.

After the description of the property and use valued in Section 2. | summarize the valuation

methods and present my assessment of the most credible and reliable method to be used for
this property.
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Additional discussion of the determined probability of water supply use is shown in Section 4.

Section 5 presents the comparable transactions selected for this property. Note that the
characteristics of a new sale use raw water supply reservoir developed in-line with the River is
only when it is needed as a primary water source for safe yield.

Section 6 presents the reconciliation for the alternative water supply use.

Section 7 presents the interlocal and existing users cooperation anticipated for the Lake Adger.
Either (1.) revisiting of a three (3) party interlocal agreement, [2) creating a 63-20 not-for-
profit entity, (3) creating an annual lease for the Lake Adger value, (4) creating an authority,
(5) having Polk County as a part of BRWA, (6) a cooperative/joint water supply membership,
or (7) another interlocal arrangement may be pursued for the alternative water supply use.

Polk County owns significant assets, facilities and properties. Currently, Polk County is
burdened with the costs of Lake Adger without revenue streams from various users of the
property. Potentially, negotiations with the other users could attain mutuzal benefits.

Based on the research, analyses, and investigations performed for this report, the opinion of
value for the Lake Adger water supply use as of July 13, 2016 as a fair market value is:

$5,150,000 k
(Five Million One Hundred and Fifty Thousand Dollars)

We appreciate this opportunity to provide the technical expertise you desire. Should you have
Questions or need further assistance, flease feel free to call.

Very truly yours,
Ll LI T
Hartman Consultants, LLC “&\EW OF
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SECTION 1
INTRODUCTION

The Turner Shoals Dam, Hydroelectric Station, and Lake Adger are owned by Polk County,
North Carolina. The recreational uses of the reservoir are enjoyed by the abutting
residents and the public at large. The power generation revenues are the property of
Northbrook as well as the responsibility and cost of maintenance, renewals and
replacements to the hydroelectric station. Duke Energy owns the substation and has
easement rights for power transmission from the substation. The remaining uses are for
land value enhancement, flood control, water storage and potential alternative raw water

supply.

The purpose of this appraisal is to value only the water storage and potential alternative
raw water supply use of Lake Adger.

Client: The Client is Polk County, North Carolina.
Intended Users: The intended user is Polk County, and potentially ICWD and BRWA.

Intended Use: Source material for either interlocal agreement or not-for-profit utility
formation equity participation.

Type and Definition of Value: = Type - Special Purpose Property for public utility use for
raw water supply component of potable water system(s) -
Definition Source IRS-561- Fair Market Value (FMV).

Terms: Value is in terms of cash and standard industry APA terms and conditions
assuming the existing restrictions and agreements.

Exposure Time - is two (2) years.

The characteristics of property and condition assessment is presented in Section 2.

Ownership Interest: is fee simple with the full bundle of rights with compliance of
Northbrook, HOA, Marina, Duke Energy, and pool elevation

agreements.

There are known restrictions, agreements, regulations contracts or other items impacting
the property.

Intangible items involve: water supply reliability, emergency storage, safe yield, average
yield, quality, threat assessment/contamination and/or blending opportunities.

Lake Adger\Report\Section 1
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Extraordinary assumptions: (1) safe yield and contract determinations are valid (2)
siltation will be curtailed and rate reduced with a proportion of the cost assigned to the
alternative water supply use, (3) releases will flow downstream and be substantially
available to BRWA/ICWD for subsequent treatment (4) Lake Adger will not be
contaminated or have long term not correctable water quality issues (5) Northbrook or its
successors or assigns will not impede the use of Lake Adger for water supply (6) HOA/POA,
Marina and/or recreational users of Lake Adger will not impede the use of Lake Adger for
water supply (7) DENR will permit at the safe yield and entitlement flow levels (5.8 MGD
and 8 MGD) the use of Lake Adger for water supply (8) No environmental condition will
impede the use of Lake Adger for water supply, (9) Turner Shoals Dam safety costs will be
proportional to the uses and those costs shown herein will be allocated with the alternative
water supply allocation as assumed herein; and (10) the Green River intake and raw water
pipeline to the BRWA WTP will be proportionately allocated to the Lake Adger water
supply use.

Hypothetical Conditions -

1. Polk County, ICWD and BRWA will agree on either an interlocal agreement or
participate in an Authority or 63-20 corporation or other entity which uses Lake Adger
for water supply at the safe yield and entitlement flow levels (5.8 MGD and 8 MGD
respectively).

2. The three (3) party’s will accept the level of participation at the FMV opinion delineated
herein without discount.

3. An alternative water supply use will be accomplished in a not-for-profit manner or
entity or agreement.

Lake Adger’s current uses are for flood control, recreation, land value enhancement and
hydroelectric power generation. The additional use is assumed for raw water supply and
the current uses will not impede or restrict the additional use.

The market context is the limited public utility market due to locational constraints. The
public utility use will be in the local North Carolina/South Carolina area.

The relevant economic conditions that exist and the market acceptability for water supply
is an essential use required for the public health safety and welfare. The need or
absorption of the raw water supply is addressed in Section 4.

The sales comparison approach is relied upon for this work and is presented in Section 5.
The cost approach is not relied upon for this work and is discussed in Section 3.
The income approach is not relied upon for this work and is discussed in Section 3.

The property is encumbered by various agreements and uses. The value opinion and

Lake Adger\Report\Section 1
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conclusion for this work isolates the additional use for raw water supply and values that
additional use.

Assemblage with other water supply components is anticipated, yet the benefits of
assemblage are not included in this opinion of value.

The anticipated modifications to the subject property for:

a. Structural Dam Safety and Spillway Improvements
b. Siltation/Dredging

are not fully defined, though studies have been conducted. The extraordinary assumption
is that such improvements will be proportionally paid for from each use and sustain the
value in a fashion recognized by the market. Proper implementation of cost-effective
capital improvements are common in the water industry and are accepted by the parties
involved as prioritized and scheduled in a market acceptable fashion.

The real property needed for Lake Adger uses are encumbered by the Lake. No other real
property has been identified as necessary for acquisitions to attain the additional water
supply use.

The intangible items are included in the comparable sales approach and no additional
intangible property value is necessary.

The prior agreements of the sale of Lake Adger are to be honored.

The quantity and quality of data available for the cost approach is quite distant from the
present. The major portion of construction was performed and completed in December,
1924 period, approximately 92 years ago. Means, methods, regulations, materials,
equipment, etc. have changed dramatically from that time to the present.

The income from Lake Adger does not accrue to the owner (County of Polk, N.C.); rather to
the vendors using the lake for (a) hydroelectric power generation and (b) recreation
(POA/HOA, Marina, Wildlife Resource Commission). Therefore, there is no positive cash
flow specifically attributed to the Lake which benefits the owner other than enhanced land
values and economic development. The income approach would not derive reliable results
for the additional water supply use. Similarly, the cost approach data is not sufficient to
derive reliable results.

1.1 APPROACH EVALUATION

The three standard approaches include the cost (principal of substitution); income
(business value from rentals or sales income) and comparable sales/utility value (market
approach derived from sales, NARUC accounts, component values trended and depreciated
to the effective date.

Lake Adger\Report\Section 1
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The cost approach is impacted greatly by the agreements involving electrical easements,
hydroelectric rights and operator agreement, dock and marina agreements, property
owner agreements and lake level maintenance agreement requirements. The water supply
source is a unique natural feature and no direct substitution is possible. The costing of the
existing facilities and trending would provide a reproduction cost without compliance or
grandfathering of the existing regulations. The functional obsolescence and external
obsolescence, while known to be great, would be difficult to quantify.

The income approach, based upon my understanding that there are no rentals or payments
derived from the ownership of the dam and lake as direct instruments. The hydro-power
sales benefit the vendor. There are no current water supply agreements for the potential
potable raw water available from the Lake Adger, yet such agreement(s) are likely in the
near future. The County bears the full cost of maintenance of all facilities except for (a) the
marina dredging for navigation/access performed by fish and wildlife, (b) the hydroelectric
facilities on site by the vendor, (c) the electrical substation and transmission lines by Duke
Power and (d) the private facilities. The approach would be speculative at this juncture.
We are including the additional value derived from the increased tax revenues from
lakefront lots since the/adjoin the Lake and have an enhancement derived therefrom.

The market approach will be used and certain information imputed due to the certain
utilities’ practice of combined water supply and treatment accounts. Cost allocations are
necessary due to the fact that the raw water supply is a component of an integrated water
utility system. The pertinent information was derived from the respective Public Service
Commissions, Utility Commissions, utilities, sale cost allocations as reported to the federal
government and financial disclosures to complement our data bases.

1.2 PREMISE OF VALUE

The premise of value is in the Lake Adger’s current use and the potential use as a raw water
supply for potable purposes. The average annual daily flow (AADF) safe yield 5.8 MGD as
presented by Black & Veatch, the average annual yield is 8 MGD as present in the
agreements with additional peak day capabilities due to storage is the yield extraordinary
assumption integrated into the work. The facilities will be valued in their highest and best
additional use (denoting that hydroelectric and recreational uses are allocated to others
and that flood control and land value enhancement exists.) as a raw water supply facility.
Therefore the highest and best use for the appraisal is the water utility value as a special
purpose property as a public utility component. The fair market value is determined
consistent with the stated use and market.

1.3 PROJECT SCOPE AND AUTHORIZATION

This Appraisal Report (“Report”) is of the Lake Adger Water Supply Source (LAWSS), in the
Columbus area of Polk County, North Carolina and was requested by the County of Polk,
Board of County Commissioners. The facilities were constructed and provide water

Lake Adger\Report\Section 1
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management, water supply, hydroelectric power, recreation uses and other uses.

1.4 OWNERSHIP INTEREST

The assets are part of the water resources of the region at the effective date of the
appraisal. We have performed these services for the specified portion of property in “fee
simple,” which includes all rights (the bundle of rights) that can be legally vested in an
owner, subject to encumbrances whatever they may be. This fee simple ownership includes
ownership of all of the property, fee simple ownership of certain real property, operational
rights and water rights. In other words, the fee simple value has been determined, without
deduction for any liens or other encumbrances that may exist.

Fee simple ownership is the most comprehensive type of ownership since the owner may
dispose of the property in any manner they select. One possessing this property has no
restrictions or limitations upon ownership except those imposed by governmental entities
and those which were willfully created byagreement.

1.5 PURPOSE AND USE OF APPRAISAL

The purpose of this appraisal is to value the water storage and raw water supply uses of
Lake Adger.

The uses of this appraisal are for interlocal negotiations concerning utility service matters
for the region.
1.6 IMPORTANT VALUATION DEFINITIONS
Appraisal (noun) - the act or process of developing an opinion of value; an
opinion of value. (adjective) of or pertaining to appraising and related

functions such as appraisal practice or appraisal services.!

Client - the party or parties who engage, by employment of contract, an
appraiser in a specific assignment.?

Cost - the amount required to create, produce, or obtain a property.3

1 Uniform Standards of Professional Appraisal Practice (“USPAP”), 2016-2017 Edition, Published by
the Appraisal Foundation, page1 (lines 8-10)

2 Ibid, page 2 (line 50)

3 Ibid, page 2 (line 57)

Lake Adger\Report\Section 1
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Easement - an interest in real property that transfers use, but not ownership,
of a portion of an owner’s property. #

Extraordinary Assumption - an assumption, directly related to a specific
assignment, as of the effective date of the assignment results, which, if found to
be false, could alter the appraiser’s opinion or conclusions. >

Fee Simple - absolute ownership unencumbered by any other interest or
estate, subject only to the limitations imposed by the governmental powers of
taxation, eminent domain, police power, and escheat.®

Highest and Best Use (in appraising real property) - is the reasonably
probable and legal use of vacant land or an approved property that is
physically possible, legally permissible, appropriately supported, financially
feasible and that results in the highestvalue.”

Hypothetical Condition - a condition, directly related to a specific
assignment, which is contrary to what is known by the appraiser to exist on the
effective date of the assignment results, but is used for the purpose of analysis.8

Intended Use - the use or uses of an appraiser’s reported appraisal, appraisal
review, or appraisal consulting assignment opinions and conclusions, as
identified by the appraiser based on communication with the client at the time
of the assignment.?

Intended User - the client and any other party as identified, by name or type,
as users of the appraisal, appraisal review, or appraisal consulting report by
the appraiser on the basis of communication with the client at the time of the
assignment.10

Jurisdictional Exception - an assignment condition established by applicable
law regulation, which precludes an appraiser from complying with a part of
Uniform Standards of Professional Appraisal Practice (USPAP).11

4 The Appraisal of Real Estate, 12th Edition, Published by the Appraisal Institute, page 71

5 Uniform Standards of Professional Appraisal Practice, (“USPAP”) 2016-2017 Edition, page 3 (lines
67-69)

6 The Appraisal of Real Estate, 12th Edition, Published by the Appraisal Institute,

page 69

7 Ibid, page 305

8 USPAP, 2016-2017 Edition, Published by the Appraisal Foundation, page 3, (lines 75-77)

9 Ibid, page 3, (lines 84-86)

10 Jpid, page 3 (lines 87-89)

11 1pid, page 3 (lines 91-91)

Lake Adger\Report\Section 1
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Leased Fee Interest - a lessor’s, or landlord’s, interest with specified rights
that include the right of use and occupancy conveyed by lease to others. The
rights of the lessor (the leased fee owner) and the lessee (leaseholder) are
specified by contract terms contained within the lease.12

Market Value - a type of value, stated as an opinion, that presumes the
transfer of a property (i.e., a right of ownership or bundle of such rights), as of
a certain date, under specific conditions set forth in the definition of the term
identified by the appraiser as applicable in an appraisal.13

Market Value (noun) - the estimated amount for which a property should
exchange on the date of valuation between a willing buyer and a willing seller
in an arm’s length transaction after proper marketing wherein the parties had
each acted knowledgeably, prudently, and without compulsion.14

Regulated Industry - industry that is regulated by government to a significant
extent.

Replacement Cost New (“RCN”) - the current cost of a similar new property
having the nearest equivalent utility as the property being appraised, as of a
specific date.1>

Reproduction Cost New - the current cost of producing a new replica of a
property with the same, or closely similar materials, as of a specific date.16

Appraisal Report - a written report prepared under Standards Rule 2-2(a) or 8-
2(a) of a Complete or Limited Appraisal performed under STANDARD 1 or
STANDARD 7.17

Taking - is the acquisition of a parcel of land (or other property) though
condemnation.18

Value - is the amount, relative worth, functionality, or importance of an item,
which may or may not be equal to price or cost.1?

12 The Appraisal of Real Estate, 12th Edition, Published by the Appraisal Institute, page 81
13 yUSPAP, 2016-2017 Edition, Published by the Appraisal Foundation, page 3 (lines 92-94)

14 International Valuation Standards, 2000 Edition, Published by the International Valuation
Standards Committee, pages 92-93

15 Valuing Machinery and Equipment: The Fundamentals of Appraising Machinery and Technical Assets,
Second Edition, Published by American Society of Appraisers, page 585

16 pid

17 USPAP, 2016-2017 Edition, Published by the Appraisal Foundation, pages AO-11, pages 98-99

18 The Dictionary of Real Estate Appraisal, 4t Edition, Published by the Appraisal Institute, Page 285

19 Valuing Machinery and Equipment: The Fundamentals of Appraising Machinery and Technical
Assets, Second Edition, Published by American Society of Appraisers, Page 594.

Lake Adger\Report\Section 1
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1.7 EFFECTIVE DATE OF APPRAISAL

The effective date of appraisal is July 13, 2016.

1.8 TYPE OF PROPERTY

The owner owns a special purpose property as a public water resource. The system is
provided the rights thereof by the State of North Carolina, and by contract, assemblage,
and other means. Such properties have the configuration and the local natural
resources for the specific region that could be served.

1.9 SPECIAL PURPOSE PROPERTY

The Utility includes resources in its service area and all other attributes of a fully
functioning water storage and supply source. The LAWSS is considered a special
purpose property. There are four (4) criteria, which establish whether property
should be considered special purpose property:

a) Uniqueness;

b) Property must be used for a special purpose;

C) No widespread market for the type of property;

d) The property’s use must be economically feasible and reasonably expected

to continue.

The function of this property is to connect to County, ICWA, and BRWA property,
store, supply water and covey water to a specific service area. The utility system is
assumed to have the water resource purposes for which is provided as designed, and
continues to be available for those purposes.

There is no question that with any purchase or acquisition of the LAWSS, that the
majority of those assets would continue to be substantially used for utility purposes
and they would continue to be renewed, replaced and/or maintained for such
purposes proportionally with the other uses.

1.10 INTANGIBLE PROPERTY

In the valuation of utility property using the market approach, the intangible property
is included in the market consideration. By agreement and practice, the water rights
derived from LAWSS are included in this report.

Any purchaser would acquire the LAWSS system completely installed and operational
with vendors and users who historically were and are assumed to benefit in the
future by the property.

Lake Adger\Report\Section 1
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1.11 SUMMARY OF DATA COLLECTION

Data collection on this assignment involved records of the County of Polk, ICWA,
BRWD, State of North Carolina market transactions, other transactions, HC reference
library and Hartman Consultants, LLC. information and other sources of information.

1.12 SUMMARY OF CONFIRMATION ACTIVITIES

A variety of analyses and surveys were used to confirm and/or cross-check the data
and information provided. Calls, comparisons of reports, field inspections, records
testing, and comparisons of source information were accomplished.

1.13 SUMMARY OF REPORTING MEASURES

This Report is an Appraisal Report with disclosuresincluded.

1.14 ADDITIONAL EXTRAORDINARY ASSUMPTIONS/HYPOTHETICAL
CONDITIONS

In addition to the extraordinary assumptions and hypothetical conditions
emphasized in the opinion letter, the following items are presented for the readers
information:

a) No responsibility is assumed for legal matters, nor is any opinion on
the title rendered herewith. We assume that the title to the property
is good and marketable. We assume that future agreement(s) will
not reduce the present value.

b) All existing encumbrances, as known, have been included and the
property appraised as though the necessary investments will
impact value.

c) The appraiser has made no detailed survey or materials testing of
the property and, unless specifically stated. It is assumed that
there are no encroachmentsinvolved.

d) The sketches and maps in this Report are included to assist the
reader in visualizing the property and are not necessarily to scale
or depict all items above or below ground.

e) It is assumed that the property is in full compliance with all
applicable federal, state, and local environmental regulations and

Lake Adger\Report\Section 1
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g)

h)

j)

k)

laws unless non-compliance is stated, defined, and considered in
this Report.

It is assumed that all applicable zoning and land use regulations
and restrictions have been complied with, unless a non-conformity
has been stated, defined, and considered in this Report.

It is assumed that all required licenses, certificates of occupancy,
consents, and other legislative or administrative authority from
any local, state, or national government or public entity or
organization have been or can be obtained or renewed for the use
for which the value estimate in this Report is based.

The imputed improvements are considered for purposes of this
appraisal to be completed in a good and workmanlike manner.

Responsible ownership and competent property management are
assumed.

[t is assumed that there are no hidden or unapparent conditions of
the property, soils, faults or structures which would render it more
or less valuable.

Further, unless otherwise stated in this Report, the existence of
hazardous material or any other environmental problems or
conditions, which may or may not be present on the property, was
not observed or disclosed. We have no knowledge of the existence
of such materials or conditions on or in such close proximity that it
would cause a loss in value. We, however, did not search to detect
such substances or conditions. The presence of substances such as
asbestos, ureaformaldehyde foam insulation, radon, or potentially
hazardous materials which could have an adverse effect on the
value of the property were not observed or detected in our
inspections. The value estimate is predicated on the assumption
that there is no such material or condition on or in the property
that would cause a loss in value. No responsibility is assumed for
any such conditions, or for any expertise or knowledge required to
discover them.

No responsibility is assumed for the absence or presence of any
endangered species on this property. This appraisal assumed that
there are no endangered species which would prevent, restrict, or
adversely affect any development or improvement of this property.
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D)

p)

q)

No impact studies and/or special market, or feasibility analysis or
studies have been required or made unless otherwise specified.
We reserve the right to alter, amend, revise, or rescind any of the
statement, findings, opinion, value estimates, or conclusions
contained herein if any of these studies require it.

Certain data used in compiling this report was furnished from
sources which we consider reliable; however, we do not guarantee
the correctness of such data, although so far as possible, we have
checked and/or verified the same and believe the data to be
accurate.

We have accepted as correct and reliable all information provided
by the owner, or the owner’s agents, which was used in the
preparation of this Report. All data came from sources deemed
reliable, but no liability is assumed for omissions or inaccuracies
that subsequently may be disclosed in any data used in the
completion of the appraisal.

Subsequent to the effective date of value of the property, the
appraiser reserves the right to consider and evaluate any
additional value influencing data and/or other pertinent factors
that might become available between the effective date of this
Report and any future date if applicable, and to make any
adjustments to the Report that may be required.

Neither [, nor anyone employed by me, has any present or
contemplated interest in the property appraised.

Possession of this Report, or copy thereof, does not carry with it
the right of publication, nor may it be used for any purpose by
anyone except for the client without the prior written consent of
Hartman Consultants, LLC and in any event, only in its entirely and
with proper qualification.

Neither all nor any part of the contents of this report shall be
conveyed to the public through advertising, public relations, news,
sales, or other media without the written consent and approval of
Hartman Consultants LLC excepting appropriate legal
requirements.

Acceptance of, and/or use of, this Report constitutes acceptance of
the above conditions and assumptions.
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t) Other than those provided by Polk County, no other legal
agreements, developer agreements or other water resources-
related agreements were disclosed or provided and therefore have
not been included in this Report. It is assumed the provided
agreements are in effect and are transferrable to a future entity.

u) It is assumed that any and all permits and easements can be

transferred in the event of an acquisition with minimal effort and
are renewable.

V) All assets are to be valued “as-is” without warranties or

guarantees.
X. The facilities/equipment are in good working order.
y. All of the equipment inspected was functional.
Z. All equipment will operate at their nameplate or nominal design

capacity as a functional system meeting all federal, state and local
regulations at such capacity.

1.15 EFFECT OF EXTRAORDINARY ASSUMPTIONS AND
HYPOTHETICAL CONDITIONS

The effects of the Extraordinary Assumptions and Hypothetical Conditions are to value
a potential raw water supply source as a regional not-for-profit entity. Presently, the
facilities are operating. Due to the nature of the special purpose property which is fixed
and non-portable, and the location of the property within the Polk County’s service
area, the highest and best use of the property cannot be attained without the assumed
interlocal cooperation transaction. To the extent that an extraordinary assumption or
hypothetical condition is not true, then the value would be lessened.

1.16 PROCESS AND PROCEDURES FOLLOWED

The process utilized was confirming the valuation assignment, gathering the necessary
information for the appraisal activities. Mr. Hartman weighed the information and
results of the analyses utilizing his training, experience and knowledge of the market
and the subject property. Following the consideration of the above, an Opinion of
Value was determined and reported in this Appraisal Report.
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1.17 HIGHEST AND BEST USE

The highest and best use for the Utility is as a public water supply system component.
Note that the use of the utility system is a monopoly and creates a special purpose
property and also has the characteristics of an essential use. Since the property is
useable as designed, configured, and constructed in a manner that provides for the
public water supply use, no alternate highest and best use was considered.

1.18 APPROPRIATE MARKET USED

The appropriate market for the Utility is as a special purpose water supply system
providing for utility service in the public utility not-for-profit market.

1.19 EXCLUSIONS

This appraisal has excluded the following aspects of the Utility and those aspects are
not included in the Opinion of Value delineated herein:

a) County reserve funds, investment cash equivalents, accounts receivable and
other customer or utility derivatives of operations;

b) The assumption of associated debt of the property;

c) Property owned by other associated parties; and

d) Activities, rights, and privileges of other associated parties.

In other words, this appraisal is of all of the property of the water supply system
use only.
1.20 DEPARTURES/SCOPE LIMITATIONS

This appraisal has no known departures or scope limitations.

1.21 ASSUMED TERMS AND CONDITIONS

The standard terms and conditions commonly used in the wastewater industry are
assumed for this appraisal. The purchase price would be as a cash and/or donation
purchase in U.S. Dollars at the time of closing. There are no limitations relative to
exposure, financing, futures, or other factors.

The standard terms and conditions assumed are listed below:
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* Purchase Price, as Cash at Closing, Paid by Buyer

* Bill of Sale Provided by Seller

e Satisfaction of Liens, Encumbrances or Title Problems to Obtain Free and
Clear Title by Seller

* Easement, Land Rights, or Other Utility Rights Transferred by Seller

* Regulatory Conduct and Compliance to Maintain Permits without Deficiency

* Transfer of all Necessary Agreements to Buyer

* Vendor Invoices, Materials, Supplies as Incurred up to Closing Paid by Seller

* Inventory of Consumables at Closing at Appropriate Levels for Continuous
Operations

* Inspection of all Closing Documents

* Consideration for Performance and Penalty or Resolution of Non-
performance

* Verification of Proper Authorization to Bind a Party

* Conduct After Agreement and Before Closing not to Diminish Value or Hamper
Operations

* Seller Keeps Existing Funds, Restricted Funds and Satisfies Debt and Lien
Obligations

* “As-is” Type of Transaction

* Rolling Stock, Movable Equipment, Laboratory Equipment, Tools and
Accessories or Appurtenances Included in Sale

* Closing Date, Time, Place and Procedures within the exposure time of 2 years

* No Outstanding Litigation

* Assistance in Petitions or Transfer, No Objections, Contractual Extent and Type
of Cooperation

* Payment of Representative Fees and Costs as Incurred by Each Party

* Payment of Documentary Stamps, Recording Costs by Buyer

* Payment of Title Search and Policy by Buyer

* Construction Work in Progress Payment to Seller of Actual Costs up to Transfer
Date; if any and an increase of the value for Construction Work In Progress
(CWIP) and a decrease of the purchase price for retirements.

1.22 CLIENT

The Client is Polk County, North Carolina.

1.23 ADDITIONAL ITEMS

For the purpose of this report, the following additional items warrant attention of the
reader.

a) Fair Market Value (FMV) is the price that property would sell for on
the open market. It is the price that would be agreed on between a
willing buyer and a willing seller, with neither being required to act
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and both having reasonable knowledge of the relevant facts (source
IRS).

b)  Since this property is a special purpose property, it is restricted to its
potential use as an alternative water supply component of a regional
public utility. No other restrictions are contemplated.
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SECTION 2
BACKGROUND AND DESCRIPTION
OF WATER SUPPLY FACILITIES

2.1 BACKGROUND

Power companies during the early 1900’s reviewed areas where hydroelectric power could
be generated.

The areas required natural valleys and a river having an adequate drainage basin to sustain
the flow necessary for the turbines and generators to be reliable for the customer base to
be served. Another characteristic was a sufficient change or drop in elevation to facilitate
the creation of a reservoir or lake for those times when flow was at minimum levels and to
create sufficient potential energy in at a pool elevation to efficiently turn the turbines and
generate electricity at the station.

After the large and more populated areas were served, additional smaller sites were
developed for interconnection into the primary electric transmission system.

The Turner Shoals location on the Green River met the above criteria and was developed by
Blue Ridge Power Company in the early 1920’s. The Turner Shoals Dam and Generating
Station was completed in December 1924 and operational in 1925. Initially, the use was
for power generation. Later, the use for residential development, recreation and marina
development occurred.

Due to the available pool storage in Lake Adger, which was created by impounding the
Green River with the Turner Shoals Dam, the facilities also provided stormwater storage to
provide water management during potential flooding events. This use benefitted
downstream properties.

The initial owner Blue Ridge Power Company sold the property to Duke Power Company.
Duke Power Company sold the property to Northbrook Energy Corporation. Duke and
Northbrook entered into contracts with certain property owners, the marina and the Lake
Adger HOA to maintain the recreational benefits and uses of Lake Adger.

In 2007 Northbrook sold the property to Polk County with these and the Duke Power
transmission easement and substation encumbrances. Northbrook desired to operate and
maintain the 5.4 Megawatt (MW) hydroelectric generating station and continue to derive
the revenues from that use. By 2008, the various other parties had agreed to the transfer of
ownership to the County and had their uses protected with agreements with the County or
instruments assumed by the County.

In essence, the County paid $1.6 million for the storm water management (flood control)
and future potential alternative water supply uses of Lake Adger while ensuring a benefit
to land values and the resulting tax revenues.
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2.2 DISCUSSION

The use appraised herein is the potential regional water supply use of Lake Adger. There
are no records which disaggregate the (1) Stormwater Management/Flood Control use
from the (2) potential regional water supply use, from the (3) taxable property
enhancement use, from the recreational use, from the (4) private property and HOA use,
from the (5) Duke Energy Transmission and substation easement encumbrance use, from
the (6) Turner Shoals hydro-electric generation station property ownership rights, from
the (7) potential economic development benefits of the County’s Lake Adger property.

The $1.6 million consideration in 2007 /8 was for the full bundle of rights, fee simple, of the
property. This Appraisal Report provides the opinion of value for the potable raw water
supply use of Lake Adger as a component of a regional water supply system.

Additionally to the alternative water supply use, the County may or may not decide to:

(1) Obtain value from the existing county utility water transmission and distribution
system; or

(2) Obtain value from the ownership rights of the 5.4 MW hydro-electric generating
station.

2.3 DISCUSSIONS WITH BRWA AND ICWD

A regional water supply program has been discussed with BRWA and ICWD. Certain efforts
were not successful in the 2014/2015 time period.

Currently, the County owns a regional water system within Polk County which primarily
wheels potable water from the BRWA Surface Water Treatment Plant (WTP) on the Broad
River (located approximately 4 miles upstream of the confluence of the Green River into
the Broad River) metered at the Rutherford-Polk County line through the County in a 20"

potable water transmission main to the North Carolina-South Carolina State line. At that
point ICWD owns the interconnected transmission main in South Carolina. The BRWA -
County - ICWD agreement provides for a maximum of 4.1 MGD. Polk County is entitles to
upto 0.6 MGD within the County and ICWD has a entitlement of 3.5 MGD. Operationally
ICWD can take 4 MGD and the County only uses about 0.1 MGD. The term of this agreement
is 15 years ending 2023.

BRWA is the wholesale/bulk potable water supplier at the master meter. The BRWA
contracted wholesale rate is lower than the wholesale rate offered to ICWD from the
Spartanburg regional system which was the previous wholesale provider to ICWD. The
beneficial rate from BRWA is valid during the agreement period. As of June 9, 2015 the
BRWA wholesale to Polk/ICWD rate schedule was:
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0-999,000 gal/mo. $3.00/1,000 gal

1 MG - 27 MG /mo. $1.55/1,000 gal
27 MG - 39 MG/mo. $1.25/1,000 gal
Over 39 MG/mo. $1.25/1,000 gal

The above schedule approximates the Exhibit “C” to the interlocal agreement and is the
schedule shown in the 2015 Bonds. BRWA has lost much of its historical large water
industries. Polk County is by far its largest customer consuming 25.4% of its water sales
year ended 6/30/2014. Currently, the amount has increased. Grassy Pond Water
Company (GPWC) is the second largest customer, also a wholesale/bulk customer. GPWC
has 3,100 accounts and Polk/ICWD has some 12,200 accounts at 6/30/2014. In 2014 these
two bulk customers amounted to 75% of the billed water consumption of BRWA and 33%
of the annual revenue (effect of beneficially low bulk rate). Year ending 6/30/2014, bulk
sales average 3.73 MGD. With the $16,665,000 BRWA Series 2015 refunding revenue
bonds the annual debt service dropped from some $2,930,000 to approximately
$2,680,000 per year. Nonetheless, the approximate coverage ratio is only 1.50 and
therefore quite sensitive to bulk water sales.

It is reported that the BRWA potable water quality and taste is better than the Spartanburg
supply.

Lake Adger reportedly has very good water quality. The Broad River upstream of the
BRWA intakes safe yield is somewhat questionable, therefore the BRWA WTP would
benefit in reliability and future supply from the Lake Adger source.

In addition, the BRWA has invested funds into their WTP to expand the capacity from 8
MGD maximum daily flow (MDF) to 12 MGD MDF. The BRWA WTP was designed for a very
cost effective expansion from 8 MGD MDF to 12 MGD MDF.

The water supply demands of the Rutherford County portion of the BRWA customer base is
only 1.3 MGD annual average daily flow. The BRWA customer demand is fairly stable with
little growth.

The BRWA historically lost their industrial water customers due to economic reasons and
needed a larger customer base to effectively pay the proportionately large debt burden
incurred when BRWA brought the water system from Duke. ICWD provided the
replacement customers and demand to keep the BRWA cost effective.

ICWD has the largest AADF (approximately 3.0 MGD) and generates the most revenues for
the overall system. ICWD has the option to return to the Spartanburg potable water supply
if the BRWA costs exceed this alternative in 2023 or to buy water from both or to build
their own WTP. BRWA relies on the revenue from the ICWD customer base. Only the
ICWD customer base has shown significant historical and projected growth.

The County owns a fairly extensive potable water transmission and distribution system.
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Unfortunately, the County has very few customers and therefore is small to economically
justify a utility department for operations. The only fashion for the County to individually
attain an economy of scale within the County is to merge, purchase, etc. the Tryon,
Columbus and Saluda Water Utility Systems.

Only the ICWD potable water system has significant growth. One year of ICWD growth in
customers is significantly more than the County’s entire existing customer base.

Therefore, the County prudently has retained the ICWD to operate the County’s water
system.

The County 20" water transmission system can (with certain BRWA HSPS operations)

deliver only approximately 4.1 MGD (contract amount) and not much more. The BRWA
High Service Pumping Station should be improved during the 8 to 12 MGD MDF WTP
expansion to gain some limited additional capacity from the 20" transmission main. With a
properly designed repumping station improvement the capacity of the 20" transmission

main could be increased from 4 MGD to between 7 MGD to 8 MGD. ICWD has rights of use
of the 20" water main for 30 years or to 12/31/2038.

The rights of use of the 20" transmission main by ICWD functionally prohibits flow-through
(wheeling) of bulk water to other users without a repumping station.

An expanded Polk County water system to include base water supply to the Towns of
Tryon, Columbus and Saluda from the 20" transmission main may be problematic with the:

(1) costeffective existing Columbus supply,
(2) ICWD - 30 year use rights,
(3) lack of a repumping station and appropriate infrastructure

Nonetheless, it is industry practice and good utility management to have cost-effective
emergency interconnects (pipe line connections) that are viable when needed or useful as a
small incremental /intermittent potable supply augmentation need.

All three parties (the County, BRWA, and ICWD) can continue to derive benefits from
working cooperatively. When asked in my meeting with BRWA (1) if Lake Adger would be
beneficial and potentially used and (2) if BRWA Management saw benefits to a
regionalization study the answer was “yes”.

Similarly, ICWD management had the same answer as “yes” with the following caveats:
(1) hislawyer is of the opinion that ICWD cannot join a North Carolina Authority and

(2) he has kept his options open for an ICWD WTP or augmenting existing supplies
from Spartanburg and/or an ICWD second pipeline supply.
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Nonetheless, it appears probable that an enhanced or expanded regionals solution may be
accomplished.

It appears any regional arrangement must include financial security for BRWA to meet
their obligations effectively and be competitively superior to the other options available to
ICWD with regard to capacity, cost and quality.

2.4 LAKE ADGER

Lake Adger was created by the Turner Shoals Dam (TSD) and is an in-line reservoir of the
Green River downstream of Lake Summit. The TSD was constructed by Blue Ridge Power
Company and was substantially complete in December of 1924. In 1927, Duke Power
Company purchased the facilities, lake, and appurtenances.

The dam has two (2) sections including (a) a multiple arch-buttress concrete facility
approximately 300 across and impounding water originally some 90 feet deep at the
structure with a spillway at elevation 911.6 feet and (b) a gravity concrete containment
section approximately 375 feet across having a higher non-overflow top-elevation of
922.63 feet.

The normal pool elevation is 911.6 feet. The low pool elevation is approximately at 901
feet. The land surrounding the TSD structure is 34 acres upon which Duke Energy has a
substation and transmission easement. The lake and, land flooded at 911.6 feet is owned
by the County. There is an easement for water storage upto 925 feet on all land abutting
the lake to the benefit of the County.

The complete Green River Watershed (GRW) before confluence to the Broad River includes
approximately 245 square miles. There are the following creeks/tributaries in GW: Brights
Creek, Casey Branch, Cove Creek, Gadd Creek, Ostin Creek, Panther Creek, Pulliam Creek,
Rotten Creek, Rash Creek and Silver Creek. Approximately 82 percent of the GRW is forest,
10 percent is agricultural, 7 percent is other and only 1% is developed. There are no water
quality impaired waters. There is generally a Good bioclassification. There are no raw
water quality results reviewed which make the source not treatable with conventional
surface water treatment (removal of turbidity/color, total suspended solids and low levels
of fecal coliform). There has been significant depositions of sediment in the lake. No major
lake dredging operations have been discovered since 1925. Only minor canal/access
dredging has been performed. Sediment deposition and its accumulation over the past 92
years is a maintenance activity which has been deferred.

Lake Adger has a watershed approximately half of the size of GRW at 115 square miles.
The reservoir is 438 acres. For raw water supply purposes a 5 foot (out of possible 10 foot
high to low level) storage pool encompassing 314 acres was used. The dry weather
(drought) condition used was a 90 day period without surface water inflow. The useable
storage volume becomes 5 x 7.48 x 43,560 x 314 = 512 MG or 0.51 billion gallons. This
storage volume is adequate for the alternative raw water supply.
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Contractually, 8 MGD AADF is provided for release or withdrawal which could be used as a
primary or alternative water supply. On June 13, 2016 Black & Veatch transmitted the
following technical finding for use in this appraisal:

“Also of note: Black & Veatch found that, based on 2014 technical data (rainfall,
evaporation, instream flow, etc.) and applicable North Carolina legislation, the reservoir
yield was 5.8 mgd. This number is based on information from the NCDENR'’s Division of
Water Resources as well as information included in the agreement between Polk County
and North brook Carolina Hydro which mandates a maximum reservoir drawdown of 5 feet
during normal operation. A detailed instream flow analysis could prove that the allowable
yield is more than 5.8 mgd but we do not have enough information to make that call at this
time. In fact, depending on the approach to developing the minimum instream flow
requirement mandated by NCDENR, the allowable yield could actually be reduced
considering a limited reservoir drawdown.”

The TSD has a longitude of -82° 11' 11.4" and a latitude of 35° 20' 6.44". The lake has over
14 miles of shoreline.

The longer section of 5 bays is 375 feet across with the maximum elevation at 922.63 feet.
It is a non-overflow portion of the TSD.

The crest of the water intake section is approximately 8 feet higher than the center
overflow section. The intake structure was constructed with three bays for three
penstocks. Only two penstocks were constructed.

The TSD does not have a separate primary or emergency spillway. The TSD does not have
any low level outlet control which could reduce the water level below the two penstocks.
The penstocks provide the only pool lowering capability and there is a sidewall penstock
by pass at the penstock level dropping water above the base of the TSD. The pool lowering
is limited to ten (10) feet.

The flow from Lake Adger is conveyed by two (2) eight (8) foot diameter pipelines
(penstocks) approximately 350 feet from the TSD to the brick powerhouse. The brick
powerhouse has two (2) turbines. Each turbine is rated at 4,200 Hp at 85 feet of head
operating at 300 rpm. These are slow-speed turbines with long service lives. The
generators coupled to the turbines are rated 2,750 kW or 2.75 MW each. Combined the
plant currently has a generation capacity of approximately 5.4 MW. Recently the station
had a new bus installed to maintain efficiency. This facility is a quick start peaking power
generation station at a low cost. The grid peaking power needs are typically in the 7 am to
11 pm period. The power is supplied to the Duke Power transmission network. The
facility is a FERC regulated generating station.

The generating station and all appurtenances are manned by one operator. The operator
manually adjusts the intake levels for lake level maintenance and power supply needs. To
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my knowledge, there is no state mandated minimum downstream flow requirement and no
7Q10 flow requirements.

The release times are available on the internet for recreational purposes and do support a
recreational industry.

In 2007, a yield analysis was performed using a 58-year period from USGS stream flow
records using the most severe drought period on record to establish minimum pool (Lake)
elevation. The 2007 yield analysis was not used in this report.

Lake Adger\Report\Section 2
HC #16007.00 2-7



€ UO01)D9S



SECTION 3
VALUATION METHODS

3.1 GENERAL

The objective of this analysis is to establish an opinion of the fair market value of the
Lake Adger Water Supply use with the going concern without all intangibles. Fair
Market Value assumes that both the buyer and the seller are aware of all relevant
information and the neither party is under the compulsion to act. The method
utilized herein to provide a basis for an opinion of value consists of reconciliation of
three approaches consisting of:

i. the cost approach;
ii. the income approach; and
iii. the comparable sales approach.

These approaches analyze various aspects of the System, including the physical
conditions of the existing System, the cash flows anticipated to be generated by the
System in the future, and finally, transaction factors related to the acquisition of
similar systems in the past. The remainder of this section provides a general
description of the valuation approaches utilized for the Report.

3.2 COST APPROACH

Replacement cost new less depreciation (RCNLD) is the cost approach method
selected for consideration in this Report and is commonly utilized in the
determination of value in utilities and has been an accepted method in litigation
cases involving the acquisition of utilities throughout the United States. The
primary reason for this is the fact that most utilities are comprised of complex
systems involving, pumping, and piping networks which all have various services
lives and different years of installation. In order to address these technically
complex facilities, the RCNLD method has been developed.

There is a difference between the reproduction cost and replacement cost of utility
assets. The reproduction cost is a duplication of exactly the same facilities. In
contrast, the replacement cost is the provision of facilities that would be available
today with their improved efficiencies and more effective cost utilizing the
commercially available materials, equipment, etc. complete as one single project and
obtaining the economy of scale thereof. The replacement cost method assumes that
the most economical sequence of construction is utilized. In addition, only one (1)
start up and shut down cost is included. Similarly, any premiums or overtime costs
or special procurement mobilization/demobilization costs are not included other
than for the single large economic construction project. The replacement cost
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approach excludes excess capital, which the purchaser would normally not pay for
in the existing facilities. Rather, the approach is based upon the theory of
substitution and the prevailing market concept that no investor would pay more
than the cost to replace the same system with the same characteristics.

There are three (3) components to the overall depreciation taken in this approach.
The first component of depreciation, and the first to be applied, is the physical
depreciation of the asset. The second level is the functional obsolescence of the
existing asset and is deducted from the replacement cost new less physical
depreciation. The functional obsolescence is associated with the facilities
themselves and is inherent to the System itself being derived from construction,
configuration, operations, management, and administration. The final component in
the method is for external obsolescence. External obsolescence accrues from all
factors impacting the System. The impact of regulation, customer acceptance,
historical rate and charge regulation or lack thereof, the ability to generate excess
revenues sufficient to support the physical asset value, market conditions
development conditions, and many other factors external to the system itself.

The RCNLD analysis is based upon the following assumptions:

1. All utility physical assets are designed, permitted and constructed in one
continuous effort.

2. The construction activities are assumed to follow the same historical
sequence as that followed in the service area.

3. The engagement of general contractors, acting for the utility and under its
supervision, utilizing current construction practices and procedures to
replace the property in such a manner so as to achieve all efficiencies that
these procedures and practices would allow.

4. The replacement unit prices from recent sources are adjusted based on the
appropriate index.

5. The replacement unit prices include the costs of all labor, material, and
equipment directly related to specific items.

6. The replacement cost includes the cost associated with overhead and
engineering fees incurred throughout the course of the project. These costs
are presented as a percentage of the total construction costs of the replaced
facilities and depreciated in the replacement cost analysis.

7. The replacement cost includes mobilization/demobilization, contract
documents, and contractor risk and profit. These costs are presented as a
percentage of the total construction costs of the replaced facilities and
depreciated in the replacement cost analysis.
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3.3 INCOME APPROACH

The income approach values a utility based on the present value of the available
cash flows anticipated to be generated in the future. The theory behind this
particular approach is based upon the concept of converting the anticipated
financial benefits of ownership in the future to an estimate of the present value in
today’s environment. Depending upon the circumstances surrounding each
acquisition, the income stream may be based on the net operating revenues derived
from existing and future growth as well as the value of capital contributions
received from new system growth in the future.

Utilizing this approach, the net income for the utility is projected over a specific
timeframe and subsequently expressed in terms of its value today based upon the
use of an appropriate present value or discount factor.

In general, the consideration of the income approach includes the following steps
and decisions:

1. Determine the appropriate term to use for the projection period. Based on
the individual circumstances, this period may change from acquisition to
acquisition. For example, the anticipated remaining useful life of the physical
assets may be used if adequate information exists for this determination.

2. Review relevant past and present financial and operating data available for
the utility as it exists today. This will include sources of operating and capital
revenues and expenses; transfers; depreciation (if appropriate); personnel
and associated costs; historical customer growth and usage patterns; known
and anticipated changes in future customer statistics; and similar factors.

3. Develop a usage forecast corresponding to the project period chosen based
on the review of past and present actual financial data and any known or
anticipated changes in the future.

4. Develop a schedule of revenues and expenses for the projection period based
on the customer forecast and current financial statistics of the system while
reflecting applicable adjustment thereto pursuant to the ownership assumed
in the analysis. In projecting the revenues and expenses, other adjustments
may be necessary based on the assumption inherent in the particular
analysis.

5. Determine any appropriate capital expenditures and/or capital expenditures
which may be necessary as a result of new customer growth or capital
improvement needs in the future. This facet of the cash flow analysis will
depend on factors such as the remaining capacity in the existing system and
the assumed customer forecast. Based on such assumptions, the inclusion of
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capital revenues and/or capital expenditures in the present value analysis
may be appropriate.

6. Determine the applicable present value discount factor to be utilized in the
analysis. This factor will vary depending on the ownership assumed in the
future. For example, under a public ownership scenario, the current interest
rate on long-term municipal utility revenue bonds may serve as the basis for
the discount rate. Alternatively, if private ownership is assumed, the utility’s
current average cost of capital (or that of other similar utilities) may be used.

7. Apply the present value discount factor to the anticipated cash flows for the
projection period.

8. Allow consideration of the reversion value of the assets in the last year of the
analysis.

9. Make any other appropriate adjustments which may be necessary.

For this particular valuation, there are factors which diminish the importance of the
income approach in the determination of value, such that the weight given to this
approach is zero.

3.4 COMPARABLE SALES APPROACH

The comparable sales approach to utility valuation assumes that knowledgeable
developers, buyers and sellers of water supply facilities generally know the
“Market” for such utility systems. The purpose of this market approach is to
examine the history of water supply acquisitions, and to analyze the conditions
under which the systems were acquired in an effort to arrive at an implied purchase
price for the subject system. Research has been conducted in order to gather a
database of information regarding utility acquisitions. In order to compare the
different transactions a variety of characteristics are considered. Next, adjustments
from the comparable sale to the subject are made.

There are many factors which are involved in the determination of value. These
factors create both similarities and differences between the water supply systems,
which in essence, result in the formation of a well-mixed market. The comparable
sales approach considers such factors and makes adjustments as necessary in order
to arrive at an implied value for the subject system.
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3.5 APPROACH EVALUATION

In effort to formulate an opinion of value for the System assets being acquired, this
Report considers three valuation approaches. The three valuation approaches
include the; 1) cost approach; 2) income approach and 3) comparable sales
approach. Each approach is independent and results in a separate and distinct
finding. The three standard approaches include the cost (principal of substitution);
income (business value from rentals or sales income) and comparable sales/utility
value (market approach derived from sales, NARUC accounts, component values
trended and depreciated to the effective date).

The cost approach is impacted greatly by the agreements involving electrical
easements, hydroelectric rights and operator agreement, dock and marina
agreements, property owner agreements and lake level maintenance agreement
requirements. The water supply source is a unique natural feature and no direct
substitution is possible. The costing of the existing facilities and trending would
provide a reproduction cost without compliance or grandfathering of the existing
regulations. The functional obsolescence and external obsolescence, while known to
be great, would be difficult to quantify. Due to the age (92 years) of the property
credible costing and FERC only regulation grandfathered would be speculation.

The income approach, based upon my understanding that there are no rentals or
payments derived from the ownership of the dam and lake as direct instruments.
The hydro-power sales benefit the vendor. There are no current water supply
agreements for the potential potable raw water available from the Lake Adger, yet
such agreement(s) are likely in the near future. The County bears the full cost of
maintenance of all facilities except for (a) the marina dredging for navigation/access
performed by fish and wildlife, (b) the hydroelectric facilities on site by the vendor,
(c) the electrical substation and transmission lines by Duke Power and (d) the
private facilities. The approach would be speculative at this juncture. We are
excluding the additional value derived from the increased tax revenues from
lakefront lots since the adjoining land had the enhancement prior to the County
ownership.

The market approach will be used and certain information imputed due to the
certain utilities’ practice of combines water supply and treatment accounts. Cost
allocations are necessary due to the fact that the raw water supply is a component of
an integrated water utility system. We are gathering information from the
respective Public Service Commissions, Utility Commissions, utilities, sale cost
allocations as reported to the federal government and financial disclosure to
complement our data bases.

It is my opinion that the most credible approach is the comparable sales analyses
with adjustments to the subject.
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SECTION 4
PROBABILITY OF USE

4.1 GENERAL

Value is derived by a desire to own, use, or otherwise control. If there is no
expectation of a transaction, no probable use, or no benefits of control then there
may be no value.

Eastern water law is based upon reasonable beneficial use and the allocation of
resource for the use. The water itself is owned by the public and the public has
delegated and empowered local, state and federal agencies as applicable to allocate
the available water for the beneficial uses in a fashion which protects the public
health, safety and welfare. Water supply value is derived from the facilities,
property and activities which transform the natural state, configuration and
conveyance yield, reliability and quality to saleable product for which a customer
pays to have potable (or other grade) water delivered to his location at the quantity,
quality, pressure and price. (See Tequesta and other cases).

4.2 SELECTED STUDIES

Lake Adger has been studied as a water supply source. The TSD creates an existing
reservoir, there is a significant water shed (the Upper Green River watershed)
flowing into the reservoir, the hydro-electric station use simply harvests the
potential energy for power generation (no contamination, no consumption, etc.).
FERC has allocated the flow to the TSD facilities, the environmental condition is
established and the biodiversity is rated as good, the water quality is good, the
private and recreational uses of the lake and downstream water sports are
established, the lake front/shoreline development is mature (much over 10 years)
and impacts known, the remaining lake front development benefits from the
agreements/practices currently in place, and multiple engineering firms have
studied/reported on the anticipated yield. Both state and federal agencies as well as
local groups and the hydro-electric station personnel have monitored, sampled,
measured, and recorded information from the Lake.

The studies over the past eleven (11) years selected are quite briefly summarized
below:

(a) “Revised Water System Master Plan” prepared for Polk County Board of
Commissioners, dated November, 2005 by Odom, Hollifield & Associates
Engineering Inc. (OHA).
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This report was spurred by the 2002 drought which revealed that the
Town of Tryon had, at that time, an inadequate water supply. Currently,
Tryon is interconnected with (1) the Town of Columbus’s
well/groundwater (more drought resistant) system, (2) the Polk County
water system and the Saluda water system. The Town of Columbus is
interconnected with both Tryon and the County. The Town of Saluda is
interconnected with the Town of Tryon. Polk County serves a small
customer base, and is interconnected with BRWA, Tryon, Columbus and the
ICWD. Due to the age of the report, the various supply capacities and
demands require updating. On page 31, as a Phase VII programmed for
approximately the year 2025 to 2030 period a 6.0 MGD MDF WTP
potentially phased-in with conventional surface water treatment could be
developed. OHA estimated the safe yield to be 6.65 MGD.

This amount of 6.65 MGD did not include the effects of storage (which
would increase the estimate), nor the various agreements and other
potential limitations (which could limit the estimate). The work was done
under the historical regulatory climate in the 2002-2005 period.

(b) “ICWD/SJWD Joint Water Supply Feasibility Study - Lake Adger Technical
Assessment” prepared for ICWD/SJWD, draft dated 6/8/2007 by Black &
Veath Corporation.

The yield analysis done in 2007 did not have a current bathymetric map of
the lake bottom and used the available topography. Siltation effects on the
elevation 906.6 to 911.6 (5 foot) storage surface area were not available.
This same caveat that a current bathymetric survey of the siltation
accumulation was also not available is made for this appraisal.

Two conditions were presented:

(i) No downstream flow requirement (as apparently exists) the safe yield
calculated to be 23 MGD (drainage area of 106 mi?).

(ii.) Continuous minimum downstream flow requirement of 10% of the
mean annual flow, then the safe yield reduced to approximately 1.6
MGD (drainage area of 106 mi2).

(c) “Stability and Remedial Option Analyses Report - Turner Shoals
Hydroelectric Project” prepared for Northbrook Power Management, LLC,
dated 9/23/2009 prepared by AECOM.

This report is focused on dam safety and estimated improvements with
their associated capital investment to maintain hydroelectric operations
during an extreme flood or extreme flood and earthquake condition. The
report focused on structural options for meeting the extreme conditions.
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This report documented the TSD watershed at 115 mi?, the impact of the
Tuxedo Dam hydroelectric generating station approximately 15 miles
upstream and the North Carolina dam safety classification as a large and
high hazard dam. The probable maximum flood flow was estimated to be
130,300 cfs and the 75% amount of that flow to be 95,000 cfs or
approximately 61.4 billion gallons per day (BGD).

No return frequency (only 160% of the one in 500 year event) or actual
inundation level was documented. The operator stated he had no
documentation or recollection that the pool elevation exceeded three to
four feet over the spillway (915.6 BGD). The study found that the TSD was
okay at the non-overflow elevation 922.63 feet which was termed unusual
(zero freeboard for non-overflow section) only at the case III headwater
elevation of 929.23 feet did a failure occur.

Due to the extremely high estimated flow rate, the normal pre-event
preparedness, water level management measures, pool drawdown or other
activities normally involved from the 911.6 feet usual pool elevation were
not considered. Note that with sufficient lead time the pool could be
lowered to approximately 902 feet.

Similarly due to the extreme flood flow rate estimated, the potential 3rd
penstock pipe at 8' diameter or open bypass option supplementing the two

(2) existing penstocks (each potentially at 170 to 200 MGD totaling approx.
500 to 600 MGD) were not considered because that flow rate only amounts
to 1% of the 61.4 BGD estimated.

Of course, the extreme flood 929.23 estimated pool elevation is 4.23 feet
above the 925 lake easement elevation and seven (7) feet above the non-
overflow section of TSD.

(d) “Green River Watershed Assessment” prepared for the Isothermal Planning
and Development Commission, dated September 30, 2013 prepared by
Altamont Environmental, Inc.

This study considers the entire 245 mi? Green River Watershed (GRW). It
documents the creeks and tributaries. The focus was on the number one
pollutant sediment from unstable streams, rivers, etc. The study
incorporated the information from the report “Polk County Stream Water
Quality: Year Sixteen” for the period 1993 through 2009 by the
Environmental Quality Institute at the University of North Carolina at
Asheville with data collection from the Volunteer Information Network
(VWIN). Generally the GRW’s water quality was shown to be within the 2B
Standard (good) except for a high turbidity sample (readily treated at a
WTP). Lake Adger did not demonstrate significant water quality
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degradation, sample results were essentially the same. No major
contamination threats (qualified threat assessment pollution sources) were
shown in the water quality sampling.

DENR DWQ stated that none of the typical quality established programs
exist for the GRW. If water supply is to be implemented, water quality
threat assessment programs and an appropriate watershed protection
ordinance/land use rules should be implemented.

The existing water quality was found to be good. My review confirms the
above and that the water supply is readily treatable for potable (drinking
water) ultimate uses.

(e) “Turner Shoals Dam - Emergency Action Plan (EAP)” prepared for Polk
County residents, dated October, 2013 by Polk County Local Government.

The EAP sets forth the events, communications, resources, and actions
associated with varying conditions at the TSD. The EAP is demonstrative of
good management and coordination for the public health, safety and
welfare.

(f) “Dam Safety Inspection Report-TSD-Polk-009” prepared for Polk County
Local Government, dated 1/9/2014, prepared by AECOM.

This report has the extreme flood peak flow at 107,500 cfs for analysis or
69.5 BGD. The spillway has minimum capacity of 45,500 cfs or 29.4 BGD.
The highest TSD spillway flow in the past 5 years was 4,000 cfs on May 5,
2013 or 2.94 BGD reaching an elevation of 913.91 feet or 2.3 feet in depth
over the 911.6 normal pool and overflow spillway elevation. The highest
level verbally communicated, versus documented as above, was
approximately 4+/. feet (say 916 feet rounded). The 2014 report concludes
with:

“The Turner Shoals Dam is well maintained and in fair condition.
Based on the inspection of the project and its records, there are no
observed conditions which are immediate concerns to the safety of
the project.”

There were eleven (11) numbered recommendations and a comment to re-
inspect in 2018. From a water supply viewpoint, recommendation #8 for a
bathymetric survey for siltation levels is important. Siltation accumulation
over the past 92 years impacts not only the (1) “stability and design of
future bulkhead modification,” but also (2) recreation and land values, (3)
drought storage capacity for alternative water supply and (4) the ecological
system and potential sediment water quality releases.
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(g) “Lake Adger Dredging Feasibility Study Report” prepared for the Polk
County Soil and Water Conservation District, dated 5/20/2015 by Altamont
Environmental, Inc.

Access to Lake Adger from the public marina on the western portion of the
lake is impacted by sediment accumulation. Fish and Game moves a
sufficient (small) amounts for fishing boat access. This report addresses
the feasibility of dredging in the lake. Both dredging and sediment
consolidation techniques are common for reservoirs. The following
quotations provide a summary of findings and summary of
recommendations.

“Summary of Findings

e The west end of the lake, from the mouth of the Green River to a point
approximately 800 feet east, is sever