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EXECUTIVE SUMMARY

Presented herein is an appraisal report (Report) for the Fair Value estimate undertaken by NewGen
Strategies and Solutions, LLC of the Carteret County Water System. This appraisal has been conducted for
The Public Staff — N.C. Utilities Commission. This Report has been prepared in accordance with the
Uniform Standards of Professional Appraisal Practice as promulgated by the Appraisal Standards Board of
the Appraisal Foundation.

Summary of Value Indicators

Value Indicators

Cost Approach

OCLD $ 5,750,000

RCNLD * $ 13,032,000
Sales Comparison Approach Not relied upon
Income Approach

DCF $ 7,332,000
Fair Market Value $7,332,000

* Excludes adjustment for economic obsolescence
Note: Table values may not equal exhibit values due to rounding to the nearest $1,000

Based on our analyses as discussed herein, NewGen Strategies and Solutions, LLC is of the opinion that
the Fair Value estimate of the Carteret County Water system as of January 1, 2022 is approximately
$7,332,000.

We appreciate the opportunity to assist The Public Staff — N.C. Utilities Commission in this engagement.
If you have any questions concerning this report, please contact me at mlane@newgenstrategies.net.
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Section 1
PREMISE OF THE APPRAISAL

The Public Staff — N.C. Utilities Commission (Public Staff or Client) retained NewGen Strategies and
Solutions, LLC (NewGen) to perform an independent appraisal to determine the Fair Value (FV) of the
Water System of Carteret County (the System or Subject Property).

In undertaking the study and analyses required to provide an opinion with respect to the FV of the System,
NewGen relied on generally accepted valuation methods and procedures. This appraisal report was
prepared in conformance with the 2020-2021 Edition of the Uniform Standards of Professional Appraisal
Practice (USPAP) as promulgated by the Appraisal Standards Board of the Appraisal Foundation (extended
through December 31, 2022).

Date of Valuation

The FV of the Subject Properties was estimated as of January 1, 2022.

Date of Appraisal Report
The date of this appraisal report is July 7, 2022.

Purpose and Intended Use of Appraisal

The purpose of the appraisal is to determine the FV of the System in accordance with the applicable laws,
statutes and USPAP. The appraisal is intended to be used by the Public Staff in its decision-making
processes related to the FV of the System in accordance with §62-133.1A of the North Carolina General
Statutes and Rule R7-41 of the North Carolina Public Utilities Rules.

Definition of Fair Value

The definition of FV used in this appraisal report is as follows:

The price at which property would change hands between a willing buyer and
a willing seller, neither being under any compulsion to buy or to sell and both
having reasonable knowledge of relevant facts.!

Property Interests Appraised

This appraisal evaluates the properties with no restrictions, indebtedness, or other encumbrances. A
description of the System can be found in Section 3 of this report.

! Fair Value as defined in Treasury Regulation §1.170A-1(c)(2)

NewGen .
N{EIENE Solutions
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Highest and Best Use

Highest and best use is defined as, "the most reasonably probable and legal use of a property, which is
physically possible, appropriately supported, financially feasible, and that results in the highest value."?
In our opinion, the highest and best use of the System is its current use, to provide water service.

Scope of Services

At the request of the Client, NewGen performed an independent appraisal to determine the FV of the
System as of January 1, 2022. In undertaking the studies and analyses required to provide an opinion with
respect to the FV of the System, NewGen has relied on generally accepted valuation methods and
procedures in accordance with USPAP. In performing the appraisal, NewGen considered all three generally
accepted approaches to valuation (i.e., cost, income, and sales comparison) and their degree of
applicability in estimating the value of the System in accordance with §62-133.1A of the North Carolina
General Statutes. The results of NewGen’s analyses and indicators of value developed are described in
Section 4 of this appraisal report.

As part of the services provided, NewGen performed an on-site field review of the System in connection
with the appraisal.

Research Undertaken

NewGen’s opinions, set forth herein, are based on information provided by the Client, the engineering
report for the System prepared by Draper Aden Associates (provided in Exhibit 3), other information
generally available to NewGen, and studies and analyses undertaken by NewGen, all of which are basic to
and in support of NewGen’s opinion regarding the FV of the System. The studies and analyses undertaken
in preparation of the opinions contained herein have been performed in accordance with USPAP as
promulgated by the Appraisal Standards Board of the Appraisal Foundation. These studies and analyses
included a site visit to the System and investigations and review of certain documents relating to the
System.

NewGen Strategies and Solutions

NewGen Strategies and Solutions, LLC is a management and economic consulting firm specializing in
serving the utility industry and market. We provide financial, valuation, strategy, expert witness,
stakeholder and sustainability consulting services to water, wastewater, solid waste, and energy clients
across the country. Our expertise includes litigation support in state and federal regulatory proceedings,
valuation of utility property, business and financial planning, and strategic planning.

NewGen has provided appraisal reports for a wide range of sizes and types of utility property. Based on
this experience, the NewGen team is well qualified to appraise utility property and prepare appraisal
reports. Specifically, the appraisers and other personnel working on this assighment have the knowledge
and experience to complete the assighment competently.

2 American Society of Appraisers, Valuing Machinery and Equipment, page 570.

1-2
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Section 2
ASSUMPTIONS, CONSIDERATIONS AND LIMITING CONDITIONS

In the preparation of this report, NewGen has made certain assumptions and used certain considerations
with respect to conditions which may exist or events which may occur in the future. While we believe
these considerations and assumptions to be reasonable based upon conditions known to us as of the date
of this report, they are dependent upon future events and actual conditions may differ from those
assumed.

While we believe the use of such information and assumptions to be reasonable for the purposes of this
report, we offer no other assurances with respect thereto, and some assumptions may vary significantly
due to unanticipated events and circumstances. To the extent actual future conditions differ from those
assumed herein or from the assumptions provided by others, the actual results may vary from those
estimated.

The conclusion and opinions found in this report are made expressly subject to the following conditions
and stipulations:

B The most likely purchaser of the System is assumed to be an investor-owned utility (IOU) capable of
demonstrating the acquisition of the local government utility is in the public interest so that they may
establish rate base using fair value as described in §62-133.1A of the North Carolina General Statutes.

®  Extraordinary Assumptions?

— The purchaser of the System can and would maintain or extend the useful life of the existing
System through rehabilitation and good maintenance practices. NewGen assumes that with the
right operating regime, maintenance plan, rehabilitation investments, and retirement and
replacement of assets that have exceeded their useful service lives, the existing System can
continue in service without significant service interruption or costly emergency repair.

— NewGen used the Draper Aden Associates engineer report to allocate the book value of the
System into different asset categories based on their weight relative to the overall system
provided by the engineer’s report. The book value of the System as of June 30, 2021 was
provided by Carteret County in their Water System Audit FY21. NewGen applied an additional
half year of depreciation to calculate the book value of the System as of January 1, 2022. This
is described in greater detail later in the report.

B No soil analyses or geological studies were ordered or made in conjunction with this report, nor were
any investigations of oil, gas, coal, or other subsurface mineral and use rights or conditions.

B  No responsibility is assumed by NewGen for matters that are legal in nature, nor does NewGen render
any opinion as to the title, land and/or land rights, which are assumed to be good and marketable. No
opinion is intended to be expressed for matters that would require specialized investigation or
knowledge beyond that normally used by an appraiser engaged in valuing the type of System described
in this report.

3 Extraordinary assumptions, in the context of this analysis, are statements that are believed to be true but, if
found to be false, could alter the opinions or conclusions of value. (USPAP Definitions)

Economics | Strategy | Stakeholders | Sustainability
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NewGen made no determination as to the validity, enforceability, or interpretation of any law,
contract, rule, or regulation applicable to the System or its operation. However, for the purposes of
this report, NewGen assumed that all such laws, contracts, rules, and regulations will be fully
enforceable in accordance with their terms as NewGen understands them and that the operators of
the System will operate the System in accordance with all applicable laws, contracts, rules, and
regulations. NewGen assumed that the System conforms to all applicable zoning and use regulations
and restrictions.

We assume there are no hidden conditions that would make the System more or less valuable.

NewGen assumed the purchaser of the system would maintain the Verizon Annual Land Rental
agreement, resulting in $26,400 of non-rate revenue escalated annually at 2 percent.

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

Mr. Mike Lane, Partner at NewGen, performed a limited field review of the System on April 29, 2022.
Mr. Lane was accompanied by representatives from the Public Staff. Based on Mr. Lane’s observations
of the visible equipment, and discussions with the Public Staff, the System’s assets seem in average
condition for plants of comparable type and age.

NewGen assumes the System has been, and will continue to be, operated in a reasonable and prudent
manner consistent with industry practice.

Substances contained in building structures such as asbestos, chemicals, toxins, wastes, or other
potentially hazardous materials could, if present, adversely affect the value of the System. Unless
otherwise stated in this report the appraiser did not consider the existence of hazardous substances,
which may or may not be present at the System, in the development of the conclusion regarding FV.
The stated value estimates are predicated on the assumption that there is no material at the System
that would cause such a loss in value and, as such, are likely to represent the highest reasonable value
of the System.

Certain data and assumptions have been provided by third parties, including, but not limited to,
historical costs, active connection counts, historical production volumes, plant balances, and
replacement cost values for the System. NewGen reserves the right to adjust the results in this report
as may be required by changes to these third-party assumptions.

NewGen relied on data in Draper Aden Associates Engineering Assessment — Update to Present Value
of Water System report, dated March 2022 and the Carteret County Water System Audit FY21, to
develop indicators of value under the cost approach and to estimate future capital expenditures under
the income approach.

NewGen has not been made aware of any private easements owned by the System. Easements are
assumed to be in the public right of way and not owned by the System. NewGen assumed the County
has all easements necessary for the System to operate and, therefore, assigned no value to easements
in this appraisal.

NewGen estimated the value of the System irrespective of the source of capital used to construct the
System (e.g., assumes no special treatment for contributed capital), consistent with the provisions in
§62-133.1A of the North Carolina General Statutes.

For the purpose of developing an opinion of the value of the System, NewGen assumed income taxes
based on a Federal corporate income tax rate of 21 percent, which is the marginal Federal corporate
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tax rate in effect at the date of valuation and a State corporate income tax rate of 2.5 percent, which
is the marginal North Carolina corporate tax rate in effect at the date of valuation.

B NewGen applied a .55% state property tax rate to assessed property values to calculate taxes other
than income tax.

OFFICIAL COPY

B Under the income approach, the discount rate used to calculate the net present value of the projected
cash flow stream is equal to the weighted average cost of capital for a typical purchaser of the System,
rather than any actual financing associated with the System. For the purposes of this appraisal report,
NewGen assumed the typical purchaser for the System would be a taxable entity, with a capital
structure similar to that of an IOU. NewGen assumed that the capital structure of a typical purchaser
will remain constant throughout the study period and will be made up of 48.9 percent debt and
51.1 percent equity (as shown in Exhibit 2, Tables D and G).

B The cost of debt used to develop the discount rate is assumed to be 4.29 percent based on an analysis
of recent corporate bond interest rates (as shown in Exhibit 2, Tables D and G).

Oct 14 2022

B |t was assumed that a typical purchaser of the System would seek a return on capital similar to that of
an |0U. For the analysis included in this report, NewGen assumed the return on equity to be used in
the calculation of the discount factors to be 12.0 percent for the System (as shown in Exhibit 2,
Tables C and F, respectively).

B The discount rate used in the appraisal report to determine the net present value of cash flow streams
is based on the average of the Weighted Average Cost of Capital (WACC) developed using the Capital
Asset Pricing Model (CAPM) using CRSP and Kroll risk premia approaches. The WACC developed using
the CRSP risk premia is 7.8 percent. The WACC developed using the Kroll risk premia is 7.7 percent.
The average of the two approaches, resulting in a WACC of 7.8 percent, was used in the analysis. Both
the Kroll and CRSP risk and size premia are generally accepted approaches to estimating the cost of
equity for IOUs that are not actively traded on a public exchange. NewGen did not find evidence to
indicate that either of the cost of equity approaches should be rejected. The calculation of the discount
rate is shown in Exhibit 2.

B NewGen recognizes that the current COVID-19 pandemic has resulted in unprecedented economic
impacts and associated risks for companies that operate in certain sectors. This risk has an impact on
the general interest rate environment. NewGen assumes that water utilities are not as susceptible to
economic risk as some other industries, such as airlines or restaurants. For example, even if
uncollectible accounts become elevated, there are mechanisms available to a regulated 10U to
mitigate the financial harm of such circumstances. Thus, NewGen assumed it was reasonable not to
make an additional adjustment to the risk premia for COVID in the WACC calculation.

B NewGen assumed a reasonable long-term inflation rate for the Subject Property to be 5.9 percent in
2022, 3.0 percent in 2023, 2.3 percent in 2024, and 2.1 percent for the rest of the study period based
on the long-range consensus forecast of the Chained Gross Domestic Product as published in the
December 10, 2021, issue of the Blue Chip Economic Indicators (Volume 37, Number 4). This long-range
forecast is supported in a more recent report by Blue Chip Economic Indicators published in the
March 11, 2022 report (Volume 47, No. 3).
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NewGen assumed that the January 2021 connection counts escalated by one year of growth, for the
System, provided by Draper Aden Associates, are an accurate representation of the total number of
active connections across the System. NewGen escalated the active connection count annually by
1.13 percent®, This assumption is supported by the Capital Improvements DR Response Exhibit 4. This
results in approximately 149 additional connections on the System at the end of the study period.

NewGen relied on reported industry benchmarks® escalated to 2022 dollars to establish a reasonable
approximation of future annual operations and maintenance expenses that a potential purchaser
would be likely to incur.

Assumed useful lives for assets are based on the Draper Aden Associates engineering report.

Assumed date in-service for assets on the System are based on the estimates provided in Draper Aden
Associates engineering report.

NewGen estimated plant additions and retirements based on the R2 lowa Survivor Curve and the
useful lives discussed above. NewGen applied the R2 Survivor Curve to develop a mortality dispersion
and retirement frequency analysis for the System’s plant accounts. The R2 Survivor Curve is commonly
used in the mortality studies of utility property. The R2 Survivor Curve was applied to the original cost
of each asset to calculate the annual retirements. The R2 Survivor Curve was applied to the
replacement cost of each asset to calculate annual additions. The annual additions are escalated by
inflation.

The maximum amount of assumed accumulated depreciation under the cost approach analysis was
90 percent, leaving 10 percent of the estimated original cost value for older plant that has survived
beyond the assumed useful life.

For the Discounted Cash Flow (DCF) analysis in the income approach, a 2 percent annual depreciation
rate was assumed for water plant assets and a 1.7 percent annual depreciation rate was assumed for
distribution system assets. This assumption is based on the estimated useful lives and asset values
provided in the Draper Aden Associates Engineering Report®. NewGen assumes the estimated
depreciation rates are a reasonable representation of the average rate for existing plant that is not
fully depreciated.

Operating expenses were generally escalated at the long-term inflation rate described above per year,
except water treatment and potable water service costs, which, in addition to inflation, are also
increased in proportion to the assumed connection growth.

For the purposes of performing the DCF analysis under the income approach, NewGen employed a
10 year study period (2022 to 2031).

For the purposes of performing the valuation, NewGen assumed that a potential purchaser of the
System would be able to operate the System in accordance with contractual terms and conditions of
any existing contracts, and that any agreements, rights and easements would be assigned to the
potential purchaser.

Individuals affiliated with NewGen and contributing to this report are Mr. Mike Lane, ASA, Partner, Mr.
Zachary Wright, ASA, Manager, and Mr. Nick Coomer, Consultant. Guidance on replacement costs,
deficiencies, engineering assessments and descriptions of the System were provided by Dr. Steven
Gandy, PhD, P.E. of Draper Aden Associates.

# Annual growth rate from Capital Improvements DR Response Exhibit 4
2019 AWWA Utility Benchmarking, Appendix B: FY18 Performance Summary by Type, page 173.
6 Draper Aden Associates Engineering Report dated March 2022
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Section 3
PLANT DESCRIPTION AND CONDITION ASSESSMENT

Description of the Subject Properties

The description of the Subject Property was developed in coordination with information provided by
Draper Aden Associates in its March 2022, report titled, “Update to Present Value of Water System”
(attached as Exhibit 3).

Subject Property Location and Site Characteristics
The Subject Property is owned by Carteret County and serves 1,253 customers’ within its service area.

The System relies on two groundwater wells for water supply. Water from the first well is treated at the
Laurel Road Water Treatment Plant before it is pumped to three (3) elevated storage tanks for distribution
within the community. These storage tanks are located with water lines extending to the Craven County
line along NC Highway 101 and into the Mill Creek area. There are also water lines extending from the
Beaufort Town limits along Highway 70 to East Carteret High School and along Merrimon Road to Laurel
Road.

The System also includes a small water system approximately 20 miles north of Laurel Road and Merrimon
Road intersection. This small system known as Merrimon Water System (MWS), serves approximately 25
— 30 customers. MWS receives water from the Jonaquins Creek well that consists of a well and an above-
ground storage tank.

Figure 3-1 is a map showing the System’s infrastructure.

7 January 2021 Connection Count provided by the Draper Aden Associates Engineering Report dated March 2022
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OFFICIAL COPY

Oct 14 2022



DocuSign Envelope ID: 0444B50A-8657-436E-9FC9-3D639F9ESEAF
g P Docket No. W-354, Sub 398

Attachment MGL-2
Page 12 of 97

.
Section 3
.
Figure 3-1 Carteret County Water System Infrastructure
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Condition of the System

NewGen performed a limited field review of the System for appraisal purposes to identify and observe
the condition of the readily accessible portions of the System, which were limited to visual and external
observations only. Based upon our observations, discussions with the Public Staff, and review of the
Draper Aden Associates Engineering Report, the System’s assets appear to generally be in average
condition for plant of comparable type and age. NewGen assumes that with the right operating remine,
maintenance plan and rehabilitation investments, as identified in the income approach, the existing
System can continue in service without significant service interruption or costly emergency repair.

3-2
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Section 4
FAIR VALUE ANALYSES

Introduction

There are three generally accepted valuation approaches that can be used to estimate the FV of the
System: the cost approach; the income approach; and the sales comparison approach. Based on studies
and analyses of the System, NewGen believes that all applicable approaches to valuation should be
considered.

The premise of value selected for this appraisal is FV in continued use.

Cost Approach

The cost approach is based on the premise that an informed buyer would pay no more than the cost of
producing a substitute property with the same function or utility as the property being valued. Two
indicators of value that are commonly considered under the cost approach when valuing regulated public
utility property are the original cost less accumulated depreciation (OCLD) value and the replacement cost
new less accumulated depreciation (RCNLD) value.

OCLD is defined as the original cost of the property when it was first put into service as a public utility,
less accumulated depreciation. The OCLD value is equal to the net book value of the property without
accelerated depreciation. In this analysis, OCLD was estimated using the book value of the System
provided by Carteret County in their most recent audited statement. For rate regulated utility property,
the OCLD value is a relevant indicator of value because it is generally an approximation of the rate base
value of the property, which is the value of the property on which the regulated utility is allowed to earn
a return.

RCNLD is defined as the cost of reproducing a new replica of the property at current prices with the same
or closely related materials, less accumulated depreciation. In contrast, replacement cost is defined as the
current cost of a similar new property having the nearest equivalent utility as the property being
appraised. Since there have not been recent major changes in the way water systems are constructed,
there is typically not a significant difference between replacement cost and reproduction cost, and the
terms are often used interchangeably for appraisal purposes. Although this method indicates the cost of
building a comparable facility at present prices, it generally does not consider the inherent risk of
construction and ownership, such as design defects, economic delays, cost overruns and natural disasters.

The cost approach indicators of value are adjusted for depreciation, which is the estimated loss in value
of an asset, compared with a new asset. There are three basic types or causes of depreciation:

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

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

Economics | Strategy | Stakeholders | Sustainability
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®  Economic obsolescence — The loss in value caused by factors external to the property.®

The estimated OCLD and RCNLD values of the System developed in this appraisal reflect an adjustment
for physical deterioration, but not functional or economic obsolescence.

The Draper Aden Associates report did not identify the presence of Functional Obsolescence in the
System. The System could be subject to economic obsolescence based on utility rate regulation, which
restricts the earnings of the utility to an allowed rate of return times rate base. However, for the purpose
of estimating FV, NewGen did not make a specific adjustment for economic obsolescence under the cost
approach. The relationship between the OCLD (approximation of rate base) value and income value for
regulated utility property will be discussed later in the report.

OCLD

The development of OCLD is shown in Exhibit 1, Table 1. NewGen utilized the replacement cost new (RCN)
as developed for personal property by the engineer, Draper Aden Associates, and the replacement cost
for real property based on the current assessed value for land, as reported by the Carteret County
Property Record Card Search.® The RCN values were used to allocate the net book value and original cost
of the plant as recorded by Carteret County'® to the asset list identified in the engineering report.

Based on the assumed age of the assets and their assumed useful lives provided by the Draper Aden
Associates Engineering Report, accumulated depreciation was estimated to reflect physical deterioration.
If some of the assets are beyond their assumed useful life, regardless of their age, it was assumed that if
an asset is still in service it still has value. Thus, the maximum amount of accumulated depreciation
assumed in the analysis was 90 percent, leaving 10 percent of the estimated original cost value for each
asset that is in service beyond its assumed useful life.

OCLD is equal to the net book value recorded on Carteret County’s most recent water system audit plus
an additional half year of depreciation to calculate the January 1, 2022 net book value, except for land
value which is calculated using the real property value trended back to the earliest in-service asset date
using the Consumer Price Index, as described in the extraordinary assumption mentioned above. The
difference between the allocated original cost and OCLD results in accumulated depreciation for each
asset.

RCNLD

The development of RCNLD is shown in Exhibit 1, Table 2. NewGen utilized the original cost provided by
Carteret County plus an additional half year of depreciation to estimate the RCN. The Original Costs were
trended forward to estimate the replacement cost if the asset was installed January 1, 2022 using the
appropriate age of each asset and cost inflation index. The primary cost inflation index used for this
purpose was the Handy Whitman Index of Public Utility Construction Costs (Handy-Whitman) for water
utility assets in the South Atlantic Region (W-2), which provides data for most types of water assets.
NewGen used the Consumer Price Index to trend the real property instead of the Handy-Whitman Index,
as Handy-Whitman is a construction cost index and does not have data for land and land rights.

Subtracting the calculated accumulated depreciation from estimated replacement cost results in RCNLD.

8 American Society of Appraisers, Valuing Machinery and Equipment, Second Edition, pages 66-67.

9 Assessed real property value according to Carteret County Property Record Card Search for the System, for the
most recent tax year available.

10 Water System Audit FY21 — Carteret County; Carteret County Depreciation Schedule
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Again, the maximum amount of accumulated depreciation assumed in the analysis was 90 percent,
leaving 10 percent of the estimated RCN value for each asset that is in service beyond its assumed useful
life. NewGen then subtracted the accumulated depreciation from each item on the asset list to reflect
physical deterioration based on age. NewGen utilized the current assessed value for real property for the
RCN, as outlined in the OCLD discussion above.

NewGen tested for the presence of economic obsolescence by comparing the income approach value and
the RCNLD and found that some economic obsolescence does exist. The value estimated in the income
approach (see Table 4-3) is less than the RCNLD value. This represents, in some part, the impact of rate
regulation on value. However, the RCNLD value shown in Table 4-1 does not include an adjustment for
economic obsolescence.

The indicators of value under the cost approach are summarized in Table 4-1.

Table 4-1
Cost Approach
Item Indicator of Value
Original Cost Less Depreciation $ 5,750,000
Replacement Cost New Less Depreciation * $ 13,032,000

* Excludes adjustment for economic obsolescence
Note: Table values may not equal exhibit values due to rounding to the nearest $1,000

Sales Comparison Approach

The guideline transaction method under the sales comparison approach involves the review of recent
sales of similar facilities between a willing buyer and a willing seller, who are unrelated, as an indication
of the market price for such facilities. The guideline transaction method is primarily applicable to property
that is readily substitutable and where a number of similar type properties have recently been sold.
Caution must be exercised when using the sales comparison approach as an indicator of value for utility
property. Normally, adjustments are made to the guideline sales transactions in order to correlate the
sales price to the characteristics of the property being valued. However, there are many factors that can
influence sales price including, among others, market area, growth prospects, age, and other
considerations that may be reflected in the sales price. Each party’s motivation can affect the negotiation
and the terms of the sale. Strategic objectives are the driving motivator for some sales. These objectives
are often kept confidential and are not available to an appraiser for evaluation. For this reason, NewGen
generally uses the comparable sales method as a test of the reasonableness of values produced by the
cost and income approaches.

Exhibit 1, Table 3 shows select sales transactions involving utility property in Texas, lllinois, Indiana,
Pennsylvania, Washington, and Idaho that occurred from 2009 through 2021. There is a wide variation in
the size, location, customer growth prospects, and type of plant for these sales and no attempt was made
to adjust the sales to correlate with the characteristics of the System as doing so would be impractical.
The diversity in the geography and marketplaces further reduces the applicability of these transactions to
the System. There is not enough publicly available data about the transactions to place any significant
weight on the guideline transaction method.

Examining the ratio of sales price to book value (OCLD) provides insight into the valuation of property
between regulated utilities in willing buyer/willing seller transactions. The median ratio from the sales
transactions (where book value was available) results in a sales price equal to 1.31 times book value. For
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rate regulated utilities, the book value of plant assets typically is the largest component of a utility’s rate
base. The effect of utility rate regulation on value is discussed under the Income Approach in this section.

The sales price per customer is another metric that can be evaluated but should be used with caution as
it can be misleading. For example, this metric may understate the value of systems that have made
significant investments in facilities that will serve a much larger customer base than is currently being
served. Nonetheless, the median ratio from the sales transactions (where number of customers was
available) results in a sales price equal to $2,000 per connection.

Table 4-2 shows these metrics as applied to the System under the sales comparison approach.

Table 4-2
Sales Comparison Approach
Metric Median Indicator of Value
Sales Price / OCLD 1.31 $ 7,527,000
Sales Price / Customer $2,000 $ 2,506,000

Note: Table values may not equal exhibit values due to rounding to the nearest $1,000
The Sales Comparison Approach was not relied upon as an indicator of value, as discussed further in the
following section of this report.

Income Approach

The income approach estimates the value of property by capitalizing or determining the present worth of
anticipated economic benefits from the property as a going concern. Under this approach, the direct
economic benefits derived from continued ownership of the property being valued are expressed in terms
of free cash flow, which represents the total cash flow generated by the going concern that is available to
the providers of both debt and equity capital.

The calculation of free cash flow is illustrated as follows:

(1) Annual Operating Revenues

(2) Less:  Annual Operating Expenses
(3) Equals: Pre-tax Net Operating Income
(4) Less: Income Taxes

(5) Equals: Earnings Before Interest, Depreciation & Amortization (EBIDA)
(6) Less:  Future Capital Expenditures

(7) Less:  Net Changes in Working Capital

(8) Equals: Free Cash Flow

Under the discounted cash flow (DCF) method, the income indicator of value is equal to the sum of the
present value of the projected free cash flows plus the present value of the projected terminal value. In
this analysis, the series of annual free cash flows from 2022 to 2031 was discounted to the date of value
using a 7.8 percent discount rate, which is equal to the WACC developed in Exhibit 2. For the terminal (or
residual) value, the projected free cash flow in year 2031 was capitalized into perpetuity at the discount
rate less a growth rate equal to 2.1 percent, which is the projected rate of growth in earnings, and then
discounted back to 2022.
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Effect of Utility Rate Regulation on Value

When estimating the value of regulated utility property, it is important to understand utility rate
regulation and how regulated utility rates are generally determined. In exchange for being granted the
right to be the monopoly service provider, the utility agrees to have its rates regulated by the state public
utilities commission, in this case the North Carolina Utilities Commission.

Under utility rate regulation, a utility is allowed to charge rates that produce forecasted revenues equal
to the utility’s total revenue requirement. The term “revenue requirement” refers to the utility’s total cost
of serving its customers, including the opportunity to earn a reasonable rate of return on invested capital.
Under the utility basis of ratemaking used by IOUs and adopted by the North Carolina Utilities
Commission, the total revenue requirement is generally equal to the utility’s reasonable operating
expenses, depreciation expense, taxes, and the utility’s authorized rate of return times rate base.

Rate base is the value of property on which a utility is allowed to earn its authorized rate of return and is
generally equal to the original cost less accumulated depreciation (OCLD) value of the utility’s plant in
service, plus miscellaneous items, such as working capital, materials and supplies, and minus
miscellaneous items, such as customer advances and deferred taxes. The utility’s authorized rate of return
is developed based on a weighted average cost of capital (WACC).

As a result of rate regulation, and the way utility rates are developed, the income value of regulated utility
property is typically related to the rate base value of the property, as described below.

The income approach estimates the value of property by capitalizing or determining the present worth of
anticipated economic benefits from the property as a going concern. Under the direct capitalization of
earnings method, the income value of the property is estimated by capitalizing (i.e., dividing) the net
income associated with the property for a one-year period by an appropriate capitalization rate. This
shown in Equation (1) below:

(Revenues—Expenses)

(1) Value =

Capitalization Rate

The capitalization rate shown in Equation (1) is equal to the WACC for a hypothetical buyer of the property
less assumed growth in earnings. In theory, the income value for a regulated utility should approximate
its rate base value since this is the value of the utility’s investment on which it is allowed to earn its
authorized rate of return. Further, generally speaking, the largest contributor to rate base is OCLD.

Under cost-of-service ratemaking procedures, utility rates are designed to produce revenues that recover
the utility’s expenses (including depreciation and taxes) plus a return on rate base, as shown in Equation
(2) below:

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

Equation (2) can be restated as follows:

__ (Revenues—Expenses)

(3) Rate Base =

Rate of Return

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

Under the principle of substitution, an informed buyer would pay no more than the cost of producing a
substitute property with the same utility as the property being valued. However, an informed buyer would
generally also pay no more than the income value of the property. Therefore, in the case of rate regulated
utility property, the income value is generally close to the rate base (approximately OCLD) value, assuming
that utility rates are based on cost of service. This is because the net income (return) a utility can earn is
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determined based on the utility’s authorized rate of return multiplied by the value of its rate base, which
is primarily composed of OCLD.

Discounted Cash Flow Analysis

NewGen developed a regulated retail revenue requirement for the System and performed a DCF analysis
to identify the income value for the System. The revenue requirement developed for the System is shown
in Exhibit 1, Table 6; the WACC analysis used to develop the discount rate is shown in Exhibit 2; and the
DCF analysis is shown in Exhibit 1, Table 8. The income approach reflects how most rate regulated utility
property is valued (shown in Table 4-3). These results are discussed further in Section 5 of this report.

Alternative Scenario

NewGen understands that the purchaser of this system is Carolina Water Service, Inc (CWS), and that
CWS’ approved rate of return is approximately 7.14%. An alternate scenario analyzing the indicator of
value under the income approach using the CWS’ approved rate of return results in a value of $7,592,000.
To develop an opinion of fair value under the income approach, NewGen relied on the estimated weighted
average cost of capital for a hypothetical purchaser, as discussed in greater detail in Section 2 of this
report. Utilizing the approved rate of return for a specific IOU would indicate the investment value of the
System and not the fair value. For this reason, NewGen did not consider this alternative scenario when
determining the fair value of the System.

Table 4-3
Income Approach
Item Indicator of Value
Discounted Cash Flow (DCF) Analysis $ 7,332,000

Note: Table values may not equal exhibit values due to rounding to the nearest $1,000

46
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Section 5
CONCLUSIONS

Discussion

Cost Approach

The premise of the cost approach is that an informed buyer would pay no more than the cost of producing
a substitute property with the same function or utility as the property being valued. Further, for rate
regulated utility property, the OCLD value is important as it is the primary component of traditionally
developed rate base.

Sales Comparison Approach

It is often difficult or impossible to properly adjust utility comparable sales transactions to match the
characteristics of utility property being valued. The number of critical factors that influence utility
property values are numerous, and the terms of some transactions that impact value are kept
confidential, preventing consideration of all relevant factors by appraisers. Nonetheless, the sales
comparison approach can be a useful means to confirm conclusions from the other two approaches to
estimate value.

In the case of water systems, and utilities in general, comparing sales of systems is a very difficult
undertaking. No two utilities are exactly alike — the technologies employed differ; the customer
composition, use, and growth all differ; and the regulatory environments sometimes differ. These
potential differences make the adjustment necessary to compare two different utilities exceedingly
difficult under the Sales Comparison Approach. For example, the Carteret County Water System has a
significantly lower than average customer density, resulting in an indicated value based on the median
sales price per customer to be 3 times lower than the indicated value based on the median sales price to
book value ratio. This highlights the fundamental difficulties of the sales comparison approach. Further,
the motivation of each party to a transaction can affect the negotiation and the terms of sale. For
instance, strategic objectives are sometimes the driving motivator for transactions. These objectives are
often kept confidential and, therefore, are not available to an appraiser for evaluation. Thusly, few public
utility appraisers rely heavily on the Sales Comparison Approach.

NewGen did not rely upon the sales comparison approach due to the overall lack of comparable, complete
transaction data. While the information from this approach is presented in this report, it is important to
note that no weight was placed on the sales comparison approach as an indicator of value due to the
weaknesses identified.

Income Approach

The income approach value developed in this appraisal is within the range of results from the cost
approach. NewGen often finds the indication of value under the income approach for rate regulated
property is greater than the OCLD value due to the property’s opportunity to earn an approved rate of
return on rate base and expected future growth in earnings. The range is most commonly between 1.2
to 1.5 times OCLD, and the income approach value of the System is within this range at approximately
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1.28 times OCLD. The indicator of value under the income approach is lower than the RCNLD indication of
value, which also indicates the presence of some economic obsolescence due to rate regulation.

Fair Value

After careful consideration of the indicators of value developed under the various approaches, given
the relative strengths and weaknesses of each, and based on our studies and analyses and the
assumptions used therein, including the information provided by others upon which we have relied,
we are of the opinion that a purchaser would be willing to purchase the System for a price reflective of
the value of all prospective future cash flows, which is represented by the income approach to value.

A buyer, evaluating the System on a purely financial basis, should not be willing to pay more than the
income value unless external factors specific to the buyer’s situation are influencing the purchase, which
would be at odds with the definition of FV. Therefore, we are of the opinion that the indication of value
for the System under the income approach best represents the FV of the System.

The results of our analyses to estimate the FV of the System as of January 1, 2022, are summarized in

Table 5-1.

Table 5-1
Summary of Value Indicators

Value Indicators

Cost Approach
OCLD $ 5,750,000
RCNLD * $ 13,032,000

Sales Comparison Approach

Not relied upon

Income Approach
DCF $ 7,332,000
Fair Market Value $7,332,000

* Excludes adjustment for economic obsolescence

Note: Table values may not equal exhibit values due to rounding to the nearest $1,000

5-2
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Section 6
APPRAISAL CERTIFICATION

I, the undersigned, certify that, to the best of my knowledge and belief:

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

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

| have no present or prospective interest in the property that is the subject of this report and no
personal interest with respect to the parties involved.

| have performed no services, as an appraiser or in any other capacity, regarding the property that is
the subject of this report within the three-year period immediately preceding the agreement to
perform this assignment.

| have no bias with respect to the property that is the subject of this report or to the parties involved
with this assignment.

My engagement in this assighment was not contingent upon developing or reporting predetermined
results.

My compensation for completing this assignment is not contingent upon the development or reporting
of a predetermined value or direction in value that favors the cause of the Client, the amount of the
value opinion, the attainment of a stipulated result, or the occurrence of a subsequent event directly
related to the intended use of this appraisal.

My analyses, opinions, and conclusions were developed, and this report has been prepared, in
conformity with the Uniform Standards of Professional Appraisal Practice (2020-2021 Edition)
(extended through December 31, 2022).

Mr. Mike Lane made a personal inspection of the property that is the subject of this report on
April 29, 2022

Mike Lane, ASA (Partner at NewGen), Zak Wright, ASA (Manager at NewGen), and Nick Coomer
(Consultant at NewGen) provided significant personal property appraisal assistance to the person
signing this certification.

Respectfully Submitted,

NewGen Strategies & Solutions, LLC

DocuSigned by:

Mike [ane

6387C69774ADAFY. .

Mike Lane, ASA
July 7, 2022

NIEII3Y& Solutions
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N EWG e n Carteret County Water System

Cost Approach

St r ate gi es & So I utions Original Cost Less D::Lel:i:tion - Water System

Original Cost
Engineer Engineer Cost Less

DateIn Replacement Cost Allocation % Expired Life Accumulated Depreciation
System / Asset Description Service [1] 2] 3] Original Cost [4] (%) [7] Depreciation (ocLD)
€] (d) (p) (1) (s)

Carteret County Water System

1 Water Plant
2 Booster Pump 1 2012 $ 250,000 0.99% $ 120,230 53.7% $ 64,510 $ 55,719
3 Booster Pump 2 2012 300,000 1.18% 144,275 53.7% 77,413 66,863
4 Booster Pump 3 2012 300,000 1.18% 144,275 53.7% 77,413 66,863
5 WaterTank 1 1988 850,000 3.35% 408,780 53.7% 219,336 189,445
6 Water Tank 2 2012 900,000 3.55% 432,826 53.7% 232,238 200,589
7 Water Tank 3 2012 1,000,000 3.94% 480,918 53.7% 258,042 222,876
8 SCADA System 2012 150,000 0.59% 72,138 53.7% 38,706 33,431
9 Well House 2012 350,000 1.38% 168,321 53.7% 90,315 78,007
10 Jonaquins Creek Well House and Storage 2012 564,204 2.22% 271,336 53.7% 145,588 125,748
11 Fire Hydrants 2012 500,000 1.97% 240,459 53.7% 129,021 111,438
12 Water Treatment Plants 2012 2,000,000 7.89% 961,836 53.7% 516,084 445,752
13 Total Water Plant $ 7,164,204 $ 3,445,395 $ 1,848665 $ 1,596,730
14 Distribution System
15 2"PVC 1988 $ 924,000 3.64% $ 444,368 53.7% $ 238,431 $ 205,938
16 4"PVC 1988 59,400 0.23% 28,567 53.7% 15,328 13,239
17 6"PVC 1988 9,095,280 35 87% 4,374,085 53.7% 2,346,964 2,027,121
18 6" Ductile 1988 305,500 1.20% 146,920 53.7% 78,832 68,089
19 8"PVC 1988 7,313,390 28 84% 3,517,142 53.7% 1,887,161 1,629,980
20 8" Ductile 1988 242,625 0.96% 116,683 53.7% 62,607 54,075
21 10"PVC 1988 253,440 1.00% 121,884 53.7% 65,398 56,486
22 Total Distribution System $ 18,193,635 $ 8,749,648 $ 469,721 $ 4,054,927
23 Real Property [8]
24 Laurel Road Aerial Tank 1988 S 10,688 0.0% S - S 10,688
25 Laurel Road Treatment Plant 1988 24,050 0.0% - 24,050
26 Jonaquins Creek Water House 1988 7,588 0.0% - 7,588
27 Taylor Farm Elevated tank 1988 12,741 0.0% - 12,741
28 Booster Pump Station #1 1988 17,055 0.0% - 17,055
29 Booster Pump Station #2 1988 9,270 0.0% - 9,270
30 Booster Pump Station #3 1988 8,070 0.0% - 8,070
31 Mayflower Drive Elevated Tank 1988 8,665 0.0% - 8,665
32 Total Real Property $ 98,126 $ - $ 98,126
33 _Carteret County Water System - Total $ 25,357,839 $ 12,293,170 $ 6,543,386 S 5,749,784
Footnotes:

[1] Assuming Month and Day in service are July 1st for each asset

[2] Replacement cost estimates according to Draper Aden Associates Engineering report dated March 2022

[3] Allocation percentage of Draper Aden Associates Engineering report to each line item

[4] Original Cost from Carteret County Audit FY21, Costs are allocated based off of the Draper Aden Associates Engineering report dated March 2022

[5] Assuming a standard 365 day year (rounded to the nearest whole year)

[6] Based on NewGen's experience appraising similarly-sized systems, Draper Aden Associates Engineering Report, depreciation study work and testimony, etc.
[7] Expired life is equal to total system depreciation % according to Carteret County Depreciation Schedule

[8] Date in Service based on the year of the oldest installed assets according to asset inventory in Draper Aden Associates Engineering Report. Reproduction value is assumed equal to
Carteret County's property records. Book value of land is trended to estimated original cost using CPI.
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EXHIBIT 2:
COST OF CAPITAL
(DISCOUNT RATE)

REPORT
FAIRVALUE APPRAISAL OF THE

WATER SYSTEM IN CARTERET COUNTY
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