ARIZONA STATE LAND DEPARTMENT
APPRAISAL REVIEW AND APPROVAL

APPLICATION NO. _21-102152 Cyprus Bagdad Copper Co.
DATE OF VALUE March 31, 1997

MARKET VALUE ESTIMATE: $85.00 Per Acre-Foot
APPRAISER: William J. Shaffer and Leon G. QOlson

COMMENTS:
Certificati

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

The facts and data reported by the review appraiser and used in the review process are true and correct.
The analyses, opinions, and conclusions in this review report are limited only by the assumptions and
limiting conditions stated in this review report, and are my personal, unbiased professional analyses,
opinions and conclusions.

I have no (or the specified) present or prospective interest in the property that is the subject of this report
and I have no (or the specified) personal interest or bias with respect to the parties involved. My
compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions
in, or the use of, this review report. My analyses, opinions, and conclusions were developed and this
review report was prepared in conformity with the Uniform Standards of Professional Appraisal Practice. 1
did not personally inspect the subject property of the report under review. No one provided significant
professional assistance to the person signing this review report. (If there are exceptions, the name of each
individual providing significant professional assistance must be stated.)
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REPORT SUMMARY

APPLICATION NO. 21-102152
APPLICANT: Cyprus Bagdad Copper Co., A Delware Cooperation

PURPOSE: The purpose of this appraisal is to estimate the MARKET VALUE of ground
water extracted from Arizona State Trust lands as of March 31, 1997.

LOCATION: Well site is situated approximately 8 miles southwest of the Bagdad.

LEGAL DESCRIPTION OF WELL SITE:
Section 17, T.13N, ROW, M&B inSWSWNW .. ... ... ... ... .. ... 10.00 acres

SITE DESCRIPTION: Well is capped and not in use.
IMPROVEMENTS: None Appraised

HIGHEST AND BEST USE: Highest and Best Use of ground water on trust land is to be
sold.

QUANTITY: 80 acre feet
DATE OF VALUE: March 31, 1997

ESTIMATE OF VALUE OF SUBJECT GROUND WATER: $85.00 per acre-foot

COMMENTS:

onformance with State Land Department policies and complies with the
Ards and Procedures.
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Certified General Real Estate
Appraiser No.30163
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APPLICATION N¢21-102152
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PURPOSE OF THE APPRAISAL:

The purpose of this appraisal is to estimate the MARKET VALUE of ground water extracted from
Arizona State Trust lands as of March 31, 1997.

In 1974, the Arizona State Supreme Court ruled in its decision of "Farmers Investment Company
vs. Pima Mining Company" that ground water on Arizona State Trust lands is a natural product of
the land and must be sold based on its market value in the same manner as all other natural products
associated with State Trust lands.

Section 28 of the Enabling Act provides:

"Disposition of any lands, or of any money or thing of value directly or indirectly derived therefrom,
for any object other than for such particular lands, or the lands from which such money or thing of
value shall have been derived, were granted or confirmed, or in any manner contrary to the
provisions of this Act, Shall be deemed a breach of the trust.”

" All lands, leaseholds, timber and other products of the land, before being offered, shall be appraised
at their true value, and no sale or other disposal thereof shall be made for a consideration less than
the value so ascertained, nor upon credit unless accompanied by ample security, and the legal title
shall not be deemed to have passed until the consideration shall have been paid."

Market value is defined as:

"The most probable price in terms of money which a property will bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller, each acting prudently, knowledgeably and assuming the price is not
affected by undue stimulus."

Implicit in this definition is the consummation of a sale as of a specified date and passing of title
from seller to buyer under conditions whereby:

Real Estate Apprai inalogy, Byrl N. Boyce, The American Institute of Real Estate Appraisers and The Society of Rea! Esiate
Appraisers, Cambridge, Mass., Ballinger Publishing Co., 1981, pages 160-161.
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1. Buyer and seller are typically motivated;

2. Both parties are well informed or well advised, and each acting in what he considers
his own best interest;

3. A reasonable time is allowed for exposure in the open market;
4. Payment is made in cash or its equivalent;
5. Financing, if any, is on terms generally available in the community at the specified

date and typical for the property type in its locale;

6. The price represents a normal consideration for the property sold unaffected by
special financing amounts and/or terms, services, fees, costs or credits incurred in the
transaction.

SCOPE OF THE INVESTIGATION:

As part of this appraisal assignment, the Appraisers made a number of independent investigations
and analysis. The Appraiser interviewed brokers that took an active part in water sale transactions,
water managers for Salt River Project and Central Arizona Water Conservation District. Contacts
were made with several other states actively involved in the sale of water, including the states of
California, Colorado, New Mexico, Montana, Oklahoma, Hawaii, Alaska, Wyoming and Utah. The
monthly publication "Water Intelligence Monthly" was also used for. a source of water sale
information. Data retained in office files, which is updated regularly, was relied upon. Sales
comparable data is included, along with the appropriate analysis.

LEGAL DESCRIPTION:

Metes and bounds in the southwest quarter of the southwest. quarter of the northwest quarter of
Section 17, Township 13 North, Range 9 West, Yavapai County, Arizona.

CONLAIMING . . . ..ottt e 10.00 acres
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The subject lies approximately eight miles southwest of the central business district of Bagdad,
Arnizona. This area lies in the western part of the Yavapai County.

WATER SOURCE:

Cyprus Bagdad Copper Corporation will be using the subject ground water for a backup supply for
the Bagdad townsite. Before the water can be used a pipeline will have to be constructed to transport
the water from the well site to the point of treatment and use. Arizona Department of Water
Resources well registration number for this well is 55-614719. The well, which is capped, hasa
depth of 473 feet deep with a 16 inch casing. The reported capacity is 400 gallons per minute.

SUBJECT DESCRIPTION:

The subject of this report is a lease to withdraw 80 acre feet of ground water per year for a ten year
term, The source of the water is a well that has been described above.

HIGHEST AND REST.USE:

Highest and Best Use can be defined as that probable use which would generate the highest net return.
In 1974, the Arizona State Supreme Court decision "Farmers Investment Company vs. Pima Mining
Company" ruled that ground water on State Trust lands is a natural product of the land and must be
sold at market value. Therefore, Highest and Best Use of ground water on Arizona State Trust land
will be analyzed based on the following four standard considerations:

Highest and Best Use must meet four criteria:

1. Physically possible

2. Legally permissible

3. Financially feasible

4. Maximum profitability
Physically Passihle:

There are no physical constraints which would prevent ground water from being extracted from the
subject area. ‘ '
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The Arizona State Land Department has the sole authority to grant leases for extraction of ground water
from Trust lands. There are no legal restrictions, zoning or otherwise, whxch would prevent the
extraction of ground water from the subject land.

Financially Feasible/Maxi Profitability:

The successful bidder would not enter into a contractual agreement to purchase ground water unless such
an enterprise was financially feasible. Predicated on demand, any use of ground water extracted from
Trust lands can be considered financially feasible.

Sale of ground water extracted from State Trust lands would generate maximum profitability, since if
not sold no revenue would be generated from this natural product. '

Based on the above analysis, it is the Appraiser's opinion that the Highest and Best Use of ground water
on Trust lands is to be sold.

YALUATION PROCESS:

Typically, Real Estate can be valued by applying three approaches to value, i.e., Cost, Income and Sales
Comparison.

COST APPROACH -

"A set of procedures in which an appraiser derives a value indication by estimating the
current cost to reproduce or replace the existing structure, deductxng for all accrued
depreciation in the property, and adding the estimated land value."?

“The appro ach and analysis which is based on the proposition that the informed
purchaser would pay no more than the cost of producing a substitute property with the
same utility as the subject property. It is particularly applicable when the property being
appraised involves relatively new improvements which represent the highest and best use
of the land or when relatively unique or specialized improvements are located on the site
and for which there exist no comparable properties on the market."

: The Dictionary of Real Estate Appraisal, American Institute of Real Estate Appraisers, 1984, page 75.

Byrl N. Boyce (¢d.), Real Estate. Apprisal Terminology. The American Institute of Real Estate Appraisers and the Sociery of Real Estate Appraisers (Ist
ed. rev.; Cambridge, Mass., Ballinger Publishing '
Co., 1981, page 63).
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INCOME CAPITALIZATION APPROACH -

"An approach through which an appraiser derives a value indication for income-
producing property by converting anticipated benefits into property value. This
conversion is accomplished either by (1) capitalizing a single year's income expectancy
or an annual average of several year's income expectancies at a market-derived
capitalization rate or a capitalization rate that reflects a specified income pattern, return
on investment, and change in the value of the investment; or (2) discounting the annual
cash flows for the holding period and the reversion at a specified yield rate."

SALES COMPARISON APPROACH -

Traditionally, an appraisal procedure at which the market value estimate is predicted
upon prices paid in actual market transactions and current listings, the former fixing the
lower limit of value in a static or advancing market (price wise), and fixing the higher
limit of value in a declining market; and the latter fixing the higher limit in any market.
It is a process of analyzing sales of similar recently sold properties in order to derive an
indication of the most probable sales price of the property being appraised. The
reliability of this technique is dependent upon (a) the availability of comparable sales
data, (b) the verification of the sales date, © the degree of comparability or extend of
adjustment necessary for time differences and (d) the absence of non-typical conditions
affecting the sale price.’

YAI;IIAII.QN_MARKEIA.EBRQA.CH_(SALES_CQMEARISQN);

The subject ground water will be appraised utilizing the Sales Comparison Approach. The Cost
Approach is not applicable and will not be employed. There is insufficient data to produce a meaningful
estimate of value utilizing the Income Approach.

The Sales Comparison Approach is based on the principle of substitution, which affirms that no one will
pay more for the cost per acre foot of water than the cost of acquiring an equally desirable substitute per
acre foot of water, assuming no undue or costly delay. In implementing this approach, a search is made
in the market to find sales of water having similar characteristics to the subject.

The Dictionary of Real Estate Appraisal, American {nstitute of Real Estate Appraisers, 1984, page 156.

Tbid, page 132
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In comparing a comparable sale to the subject it is necessary to develop a common unit of
comparison. Typically, in the market place, water is valued based on an acre foot. Acre-Foot is
defined as ""The volume of water, 43,560 cubic feet, or 325,851 gallons, that will cover an area
of one acre to a depth of one foot." This unit of comparison is considered to be the most
meaningful, and will be utilized in this valuation.

VALUATION:

A thorough search was conducted to obtain similar water transactions for comparison. It was found
that a scarcity of available market data exists that met the minimum criteria. Because conditions and
characteristics of any two sales are not exactly the same, adjustments will be considered to reflect
the differences so that a valid estimate of value may be made. The following sales are regarded as

a representative sample.
RESUME OF WATER COMPARABLES

COMP. LOCATION TYPE QUANTITY UNIT PRICE
NO.  DATE : ACRE-FEET _ PER ACREFOOT
1 1992 Southem California Sale 92,989/Ac.Ft. $135/AcFt
2 1993 Southern California Sale 100,000/Ac.Ft. $ 68/AcFt
3 Pending  Southem California Sale 200,000/AcFt. $105/AcFt.
4 1996 Southwest Oklahoma Lease '95-163/Ac.Ft.

‘94-82/AcFt $ 80/AcFt
5 1995 Southwest Oklahoma Lease '95-192/Ac.Ft.

'94-169/Ac.Ft. $ 70/AcFt.
6 1996 Northeast Oklahoma Lease '95-50.3/AcFt

'94-54/AcFt. $ T2/AcFt.
7 Pending  State of Colorado Lease 4,000/AcFt. $80-90/AcFt.
8 Curent  State of Arizona Sale $ 65/AcFt
9 1997 State of Arizona Lease 150-520/Ac.Ft. $85/Ac.Ft.

The transactions cited above indicate dates ranging from 1992 to present and have a value range
from a low of $65.00 per acre-foot to a high of $135.00 per acre-foot.
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Frequently in the Market Approach, the degree or amount of the adjustments are determined by the
use of the paired sales technique, when possible. As in the case of the subject there is insufficient
data to extract adjusnnents by this method, thus, resulting in the Appraiser relymg heavily on
judgement and experience.

CONDITIONS OF SALE:

Inherent in the definition of market value is that buyer and seller be typically motivated. We have .
analyzed the comparable sales with respect to the motivation of both buyer and seller. Often the
conditions of sale impact the final purchase price of the comparable. All of the comparables were
confirmed and with the exception of Sale 1, were considered to be at "arms length". Sale 1 wasa
transaction between farmers in the Palo Verde Iirigation District (California) and Metropolitan Water
District (Southern California Cities). Because Southemn California is in critical need of domestic
water supplies, it has been placed in a position of a higher degree of motivation to pay a higher unit
price than would the general market. A downward adjustment will be applied to Sale 1 for
conditions of sale.

TERMS OF SALE:

No adjustment for Terms is required, since each transaction was for cash.

MARKET CONDITIONS (TIME):

Adjustment for time is required for comparables 2. Sale 3 is a pending sale between the same buyer
and seller as in sale 2. Both sale 2 and 3 are purchases of "stored" Colorado River water to be
available for future use.

QUANTITY:

In general, the market recognizes that there can be a difference in unit price attributed to quantity.
The greater the quantity of volume of a commodity the lower the unit price. Conversely, the lesser
the quantity the higher the unit price. An upward adjustment will be applied to sale seven.
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WATER QUALITY:

Water involved in sales 1, 2 and 3 is Colorado River water at the bank of the river. In March 1986,
a water quality study was conducted of Colorado River Water. This study found the water to contain
537 mg/L of dissolved solids. During transportation of this water via canal, the concentration of
dissolved solids will increase to even higher levels. The United States Environmental Protection
Agency has established national regulations and guidelines for the quality of potable water, provided
by public water systems, at a maximum of 500 mg/L. Irrigation water with less than 500 mg/L of
dissolved solids usually has no noticeable detrimental effect on crops. Above 500 mg/L of dissolved
solids irrigation water has detrimental effects on sensitive crops. Much of the water currently
extracted from Arizona Trust lands has a dissolved solids content of less than 500 mg/L. Although
in a few areas throughout the state the fluoride concentration is above the acceptable limit for public
water supplies, overall ground water is of a higher quality than the Colorado River surface water.
Upward adjustments will be made to these sales for their inferior quality.

DELIVERY COST:

No adjustment will be made for delivery cost, since there were no delivery cost associated with any
of the comparables.

DISCUSSION AND ANALYSIS OF COMPARABLES:
COMPARABLE NUMBER 1:

Comparable number 1 encompasses a program involving farmers in the Palo Verde Irrigation -
District (near Blyth, California) being paid to fallow a portion of their land. The water gain was
computed at 4.6 acre feet per acre per year at the head of the canal. This program was paid for by
the Metropolitan Water District (southern California communities). Total acreage fallowed under
this program was 20,215 acres and generated 92,989 acre feet of water. Since this water was
purchased at the canal head, no delivery cost was included in the unit price paid. This program was
well received by farmers and in fact, many additional farmers expressed interest in participating in
similar programs.

The Central Arizona Water Conservation District (CAWCD) entered into a joint agreement with the.
Southern Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem California to purchase Colorado River water for future delivery. Arizona was paid $68.00
per acre foot for the future rights to 100,000 acre feet of water. Currently there is a similar 200,000
acre foot sale pending (sale 3) between the same parties for $105.00 per acre foot. These two sales
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represent transactions involving water to be delivered at the Colorado River bank. No delivery costs
were included in the unit price paid.

COMPARABLES NUMBER 4, 5 & 6:

These three leases have been granted by the State of Oklahoma, Commissioners of the Land Office
to individual municipal water companies for extraction of water from state school lands. Each lessee
is charged for ground water pumped from state school lands. The rate assessed is based on rates paid
by municipal water companies in Oklahoma for water. Representatives of the Commissioners of the
Land Office indicated that the current rates assessed are based on a study of what municipal water
companies paid for water several years ago. These rates have been increased but at this time are
somewhat below market value. The unit price for these three leases range from $70.00 to $80.00
per acre-foot.

COMPARABLE NUMRBER 7:

The State of Colorado has granted a lease to Ridgeview Metropolitan District and PureCyle
Corporation to pump ground water from the old Lowry Bombing Range (Colorado state land).
Ground water pumped from the old Lowry Bombing Range can be sold off the property. A royality,
based on the fair-market value of the water, goes to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90 00
per acre-foot annually.

COMPARABLE NUMBER 8:

Currently there are approximately 70 individual active water sales in conjunction with well site
leases authorized by the Arizona State Land Department. Uses of ground water withdrawn from the
active leases include: homesite (domestic uses), commercial use, institutional use (state institutions),
industrial use, and mining use. The leases have been paying $65.00 per acre-foot, on an annual
basis, for approximately the past ten years.
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Comparable Sale Number 9 is a State of Arizona lease to Santa Rita Ranch General Partnership to
pump groundwater from state trust land to the Santa Rita County Club Golf Course located in the
community of Corona De Tucson. It is to be used for turf irmigation on the golf course. The water
was sold at public auction for $85.00 per acre foot. The amount of water allowed per year under the
terms of the lease is 150 acre feet minimum to 520 acre feet maximum. The lease is for a ten year
term.

CONCLUSION:

Comparables 1, 2 & 3 are all Colorado River surface water sales. As previously discussed, a water
quality conducted indicated that the dissolved solids contents were above the acceptable E.P.A.
guidelines for potable water. After adjusting Sale 1 downward for conditions of sale and upward
for inferior water quality, Sale 2 upward for market conditions and water quality and Sale 3 upward
for inferior water quality, these sales indicated values of $110.00 per acre foot, $105.00 per acre foot
and $105.00 per acre foot respectively. Therefore, these sales suggest a value for the subject of
something less than $110.00 per acre foot and something above $105.00 per acre foot. Less reliance
was placed on these comparables primarily due to their surface water characteristics.

Comparables 4, 5 & 6 are ground water leases for sale of water in the State of Oklahoma. These
leases indicated values of $80.00 per acre foot, $70.00 per acre foot and $72.00 per acre foot
respectively. The comparables, which were considered to be very similar to the subject in most
respects, required no adjustment and suggests a value for the subject of something less than $80.00
per acre foot and something above $70.00 per acre foot.

Comparable 7 involves a lease granted by the State of Colorado to Ridgeview Metropolitan District
and PureCyle Corporation to pump ground water from the old Lowry Bombing Range (Colorado
state land). Ground water pumped from this state land can be sold off of the property. A royalty,
based on the fair-market value of the water, is paid to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off of the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royaity of $80.00 to $90.00
per acre-foot annually. The large quantity of ground water involved in this pending transaction
indicates an upward adjustment for size, suggesting a value for the subject of something above
$590.00 per acre-foot.
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Comparable 8 includes approximately 70 individual active water leases authorized by the Land
Department. Because the unit value for this comparable was set administratively with little market
data support, less reliance was placed on this comparable sale.

Comparable 9 is a current sale that was sold at public auction for $85.00 per acre foot of ground
water. The lease application is for the right to use 2 minimum of 150 acre feet and a maximum of
520 acre feet of ground water annually for ten years. This comparable sale was considered to be
similar to the subject in most respects and required no adjustment. This sale indicates a value of
$85.00 per acre feet for the subject.

As previously stated, less reliance was placed on comparables 1, 2 & 3 due to their surface water
characteristics. The unit value of $65.00 per acre foot for comparable number 8 was set
administratively, with little or no market support. The fact that the Land Department has been
selling ground water in the market place at this unit value for several years, clearly establishes that
there is a market demand for this product; thus, this price tends to set the absolute lower limit of
value.

Like the subject, comparables 4 through 7 and 9 are ground water leases, for sale of water, indicating
an adjusted range of unit values between $100.00 per acre foot and $70.00 per acre foot. Of the five
comparables, the least reliance was placed on comparable 7, due to quantity of use. Afier placing
the most reliance on comparables 4, 5, 6, and 9 the value range narrows closer between $85.00 per
acre foot and $70.00 per acre foot. Comparable 9 which is the most current and very similar to the
subject strongly suggests a value towards the upper end of the range. After placing the most weight
on comparable 9 with strong support from comparables 4,5, and 6, the market value for the subject
ground water is estimated to be $85.00 per acre foot.

DEPARTURE:

The preceding is a departure from the minimums as established by USPAP but is not so limited in
scope as to mislead the reader. All data upon which this value conclusion is predicated is maintained
in the files of the State Land Department Appraisal Section.

This report is a Self-Contained Appraisal Report intended for use solely by the réquestor for the
specific purposes as specified in the lease file referenced above. If utilized for any other purpose this
report cannot be properly understood without additional information from the work files of the
Appraiser.

Under Standards Rule 2-2 of the Uniform Standards of Appraisal Practice (1995 Edition), an
Appraiser may transmit the results of a complete appraisal in one of three formats: The Self-
Contained Appraisal Report, the Summary Appraisal Report, or the Restricted Appraisal Report.
The pnmary difference between these reports is the level of detail presented to the requestor. This
report is intended to comply with Standards Rule 2-2(a).
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In the development of this report the Cost and Income Approaches to value were considered but were
deemed to be inapplicable in the estimation of the value of the fee simple interest in the subject land
and neither approach was utilized. This is a permitted departure from Standards Rule 1-4 of the
Uniform Standards of Professional Appraisal Practice. The exclusion of these approaches will not
produce any conclusion which would be misleading or which would have any effect upon the final
opinion of value as reported herein.
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The certification of the Appraiser appearing in the appraisal report is subject to the following
conditions and to such other specific and limiting conditions as are set forth by the appraiser in this
report.

1. The Appraiser assumes no responsibility for matters of a legal nature affecting the property
or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be good and marketable. The property is appraised as if held in "Fee Simple
Title", unless otherwise specified, and is assumed to be under responsible ownership and
competent management.

2. Any sketch in this report may show approximate dimensions and is included to assist the
reader in visualizing the property. The Appraiser has made no survey of the property.

3. The appraiser is not required to give testimony or appear in court because of having made
this appraisal with reference to the property in question, unless arrangements have been
previously made therefore. '

4, Any distribution of the valuation in the report between land and improvements applies only
under the existing program of utilization. The separate valuations for land and buildings
must not be used in conjunction with any other appraisal and are invalid if so used.

5. The Appraiser assumes that there are no hidden or unapparent conditions of the property,
subsoil, structures, or hazardous material conditions which would render it more or less
valuable. The Appraiser assumes no responsibility for such conditions.

6. Information, estimates, and opinions furnished to the Appraiser, and contained in this report,
were obtained from sources considered reliable and believed to be true and correct.
However, no responsibility for accuracy of such items furnished can be assumed by th
Appraiser. ‘
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CERTIFICATION:

The Appraiser certify that, to the best of their 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 the Appraiser's personal, unbiased
professional analyses, opinions, and conclusions.

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

The Appraiser's compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value estimate, the attainment
of a stipulated result, or the occurrence of a subsequent event.

The Appraiser's analyses, opinions, and conclusions were developed, and this report has been
prepared in conformity with the Uniform Standards of Professional Practice as well as the by-laws
and standards of the individual appraisal organization the Appraiser is affiliated with.

The Appraiser has not made a personal inspection of the property that is the subject of this report.
Leon Olson provided significant professional assistance to William Shaffer.

It is the Appraiser's opinion that the market value of the subject ground water as of March 31, 1997
is:

EIGHTY-FIVE DOLLARS PER ACRE-FOOT

($85.00 Per Acre-Foot)

o Jdﬁ/ém s /977

Léon G. Olson
State Certified General

Real Estate Appraiser
No. 30163

Dat V é.' /’///’gp7

e Real Estate Appraiser
No. 30012
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REVIEW AND APPROVAL

APPLICATION NO. _21-102153 Cyprus Bagdad Copper Co.
DATE OF VALUE March 31,1997

MARKET VALUE ESTIMATE: $85.00 Per Acre-Foot - Lo
APPRAISER: William J. Shaffer and Leon G. Olson

COMMENTS:
Certificati

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

The facts and data reported by the review appraiser and used in the review process are true and correct.
The analyses, opinions, and conclusions in this review report are limited only by the assumptions and
limiting conditions stated in this review report, and are my personal, unbiased professional analyses,
opinions and conclusions.

I have no (or the specified) present or prospective interest in the property that is the subject of this report
and I have no (or the specified) personal interest or bias with respect to the parties involved. My
compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions
in, or the use of, this review report. My analyses, opinions, and conclusions were developed and this
review report was prepared in conformity with the Uniform Standards of Professional Appraisal Practice. [
did not personally inspect the subject property of the report under review. No one provided significant
professional assistance to the person signing this review report. (If there are exceptions, the name of each

individual providing significant professional assistance must be stated.)
& 4-22.97 ﬁé afely7

Edward C. Jon Date Sidnsy G. Hathaway,ASA  Date
Chief Appraiser Review Appraiser
Certified General Certified General
Real Estate Appraiser Real Estate Appraiser
No. 30480 No. 30013
» ‘z’r/-zzl 97
J. Dennis Wells _ Date

N Commissioner
STATE LAND DEPARTMENT /mlh
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REPORT SUMMARY

APPLICATION NO. 21-102153
APPLICANT: Cyprus Bagdad Copper Co., A Delware Cooperation

PURPOSE: The purpose of this appraisal is to estimate the MARKET VALUE of ground -
water extracted from Arizona State Trust lands as of March 31, 1997.

LOCATION: Well site is situated approximately 5 miles southeast of the Bagdad.
LEGAL DESCRIPTION OF WELL SITE:
Section 29, T.14.5N, R8W, M&BiInSESWSW . .. .................... 20.00 acres
SWSESW :

SITE DESCRIPTION: A Fenced well sites.
IMPROVEMENTS: None Appraised

HIGHEST AND BEST USE: Highest and Best Use of ground water on trust land is to be
. sold.

QUANTITY: 80 acre feet

DATE OF VALUE: March 31, 1997

ESTIMATE OF VALUE OF SUBJECT GROUND WATER: $85.00 per acre-foot
COMMENTS:

This is a Self-contained Appraisal Report. It is in conformance with Sute Land Department policies and complies with the
State Land Department Uniform Appraisal Standards and Procedures.

Lor) 8 o Lpco) 1997

Le’on G. Olson Jate

ate

APPRAISA.COV (Rev.09/94)
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The purpose of this appraisal is to estimate the MARKET VALUE of ground water extracted from
Arizona State Trust lands as of March 31, 1997.

In 1974, the Arizona State Supreme Court ruled in its decision of "Farmers Investment Company
vs. Pima Mining Company" that ground water on Arizona State Trust lands is a natural product of
the land and must be sold based on its market value in the same manner as all other natural products
associated with State Trust lands. '

Section 28 of the Enabling Act provides:

"Disposition of any lands, or of any money or thing of value directly or indirectly derived therefrom,
for any object other than for such particular lands, or the lands from which such money or thing of
value shall have been derived, were granted or confirmed, or in any manner contrary to the
provisions of this Act, Shall be deemed a breach of the trust.”

"All lands, leaseholds, timber and other products of the land, before being offered, shall be appraised
at their true value, and no sale or other disposal thereof shall be made for a consideration less than
the value so ascertained, nor upon credit unless accompanied by ample security, and the legal title
shall not be deemed to have passed until the consideration shall have been paid."

Market value is defined as:

"The most probable price in terms of money which a property will bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller, each acting prudently, knowledgeably and assuming the pnice is not
affected by undue stimulus." '

Implicit in this definition is the consummation of a sale as of a specified date and passing of title
from seller to buyer under conditions whereby:

Real Estate Appraisal Terminology, Byr! N. Boyce, The American Institute of Real Estate Appraisers and The Society of Real Estate
Appraisers, Cambridge, Mass., Ballinger Publishing Co., 1981, pages 160-161.
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PURPOSE OF THE APPRAISAL CONTINUED:

1. Buyer and seller are typically motivated;

2. Both parties are well informed or well advised, and each acting in what he considers
his own best interest;

3. A reasonable time is allowed for exposure in the open market;

4. Payment is made in cash or its equivalent;

5. Financing, if any, is on terms generally available in the community at the specified
date and typical for the property type in its locale;

6. The price represents a normal consideration for the property sold unaffected by
special financing amounts and/or terms, services, fees, costs or credits incurred in the

transaction.

SCOPE OF THE INVESTIGATION:

As part of this appraisal assignment, the Appraisers made a number of independent investigations
and analysis. The Appraiser interviewed brokers that took an active part in water sale transactions,
water managers for Salt River Project and Central Arizona Water Conservation District. Contacts
were made with several other states actively involved in the sale of water, including the states of
Califomia, Colorado, New Mexico, Montana, Oklahoma, Hawaii, Alaska, Wyoming and Utah. The
monthly publication "Water Intelligence Monthly" was also used for a source of water sale
information. Data retained in office files, which is updated regularly, was relied upon. Sales
comparable data is included, along with the appropriate analysis.

LEGAL DESCRIPTION:

Metes and bounds in the northwest quarter of the southeast quarter of the northwest quarter and
southwest quarter of the southeast quarter of the southwest quarter of Sectlon 29, Township 14.5
North Range 8 West, Yavapai County, Arizona.

1070) 1211 111 o - AP e 20.00 acres
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The subject lies approximately five miles southeast of the central business district of Bagdad,
Arizona. This area lies in the western part of the Yavapai County.

WATER SOURCE:

Cyprus Bagdad Copper Corporation is utilizing the subject ground water for domestic, municipal
and industrial purposes. The subject water is being transported to its point of treatment and use by
a pipe line. Arizona Department of Water Resources well registration number for these wells is 55-
614782. The depths of the wells are 580 feet and 401 feet, the casing sizes are 16 inch and 12 inch,
the pumps horse power are 20 and 8.50 and the well capacities are 75 and 18 gallons per minute.

SUBJECT DESCRIPTION:

The subject of this report is a lease to withdraw 80 acre feet of ground water per year for a ten year
term, The source of the water is a well that has been described above.

HIGHEST AND BEST USE:

Highest and Best Use can be defined as that probable use which would generate the highest net return.
In 1974, the Arizona State Supreme Court decision "Farmers Investment Company vs. Pima Mining
Company" ruled that ground water on State Trust lands is a natural product of the land and must be
sold at market value. Therefore, Highest and Best Use of ground water on Arizona State Trust land
will be analyzed based on the following four standard considerations:

Highest and Best Use must meet four criteria:

1. Physiéally possible
2. Legally permissible
3. Financially feasible
4, Maximum profitability
Physically Possible:
There are no physical constraints which would prevent ground water from being extracted from the

subject area.
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HIGHEST AND BEST USE. CONTINUED:

Iy Permissible:

The Arizona State Land Department has the sole authority to grant leases for extraction of ground water
from Trust lands. There are no legal restrictions, zoning or otherwise, which would prevent the
extraction of ground water from the subject land.

Financially Feasible/Maxi Profitability:

The successful bidder would not enter into a contractual agreement to purchase ground water unless such
an enterprise was financially feasible. Predicated on demand, any use of ground water extracted from
Trust lands can be considered financially feasible.

Sale of ground water extracted from State Trust lands would generate maximum profitability, since if
not sold no revenue would be generated from this natural product.

Based on the above analysis, it is the Appraiser's opinion that the Highest and Best Use of ground water
on Trust lands is to be sold.

VALUATION PROCESS:

Typically, Real Estate can be valued by applying three approaches to value, i.e., Cost, Income and Sales
Comparison.

COST APPROACH -

"A set of procedures in which an appraiser derives a value indication by estimating the
current cost to reproduce or replace the existing structure, deducting for all accrued
depreciation in the property, and adding the estimated land value.™

"The approach and analysis which is based on the proposition that the informed
purchaser would pay no more than the cost of producing a substitute property with the
same utility as the subject property. It is particularly applicable when the property being
appraised involves relatively new improvements which represent the highest and best use
of the land or when relatlvely unique or specialized improvements are located on the site
and for which there exist no comparable properties on the market."

: The Dictionary of Rea) Estate Appraisal, American Institute of Real Estate Appraisers, 1984, page 75.

Byri N. Boyce (ed. ) RcaLE.mw_AppmsaLImmnnlngx. The American lastitute of Real Estate Appraisers and the Society of Real Estate Appraisers (1st
¢d. rev.; Cambridge, Mass., Ballinger Publishing
Co., 1981, page 63).
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INCOME CAPITALIZATION APPROACH -

"An approach through which an appraiser derives a value indication for income-
producing property by converting anticipated benefits into property value. This
conversion is accomplished either by (1) capitalizing a single year's income expectancy
or an annual average of several year's income expectancies at a market-derived
capitalization rate or a capitalization rate that reflects a specified income pattem, return
on investment, and change in the value of the investment; or (2) discounting the annual
cash flows for the holding period and the reversion at a specified yield rate."

SALES COMPARISON APPROACH -

Traditionally, an appraisal procedure at which the market value-estimate is predicted
upon prices paid in actual market transactions and current listings, the former fixing the
lower limit of value in a static or advancing market (price wise), and fixing the higher
limit of value in a declining market; and the latter fixing the higher limit in any market.
It is a process of analyzing sales of similar recently sold properties in order to derive an
indication of the most probable sales price of the property being appraised. The
reliability of this technique is dependent upon (a) the availability of comparable sales

- data, (b) the verification of the sales date, © the degree of comparability or extend of
adjustment necessary for time differences and (d) the absence of non-typical conditions
affecting the sale price.’

VALUATION MARKET APPROACH (SALES COMPARISON):

The subject ground water will be appraised utilizing the Sales Comparison Approach. The Cost
Approach is not applicable and will not be employed. There is insufficient data to produce a meaningful
estimate of value utilizing the Income Approach.

The Sales Comparison Approach is based on the principle of substitution, which affirms that no one will
pay more for the cost per acre foot of water than the cost of acquiring an equally desirable substitute per
acre foot of water, assuming no undue or costly delay. In implementing this approach, a search is made
in the market to find sales of water having similar characteristics to the subject.

.

The Dictionary of Real Fstage Appraisal, American Institute of Real Estate Aﬁpniscrs. 1984, page 156.

! Ibid, page 132
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In comparing a comparable sale to the subject it is necessary to develop a common unit of
comparison. Typically, in the market place, water is valued based on an acre foot. Acre-Foot is
defined as "The volume of water, 43,560 cubic feet, or 325,851 gallons, that will cover an area
of one acre to a depth of one foot." This unit of comparison is considered to be the most
meaningful, and will be utilized in this valuation.

VALUATION:

A thorough search was conducted to obtain similar water transactions for comparison. It was found
that a scarcity of available market data exists that met the minimum criteria. Because conditions and
characteristics of any two sales are not exactly the same, adjustments will be considered to reflect
the differences so that a valid estimate of value may be made. The following sales are regarded as
a representative sample.

. .

COMP. LOCATION TYPE QUANTITY UNIT PRICE
NO. DATE ACRE-FEET _ PER ACRE-FOOT
1 1992  Southem California Sale 02,989/Ac.Ft. $135/Ac.Ft.
2 1993 Southern California Sale 100,000/Ac.Ft. $ 68/Ac.Ft
3 Pénding Southemn California Sale 200,000/Ac Ft. $105/AcFt.
4 1996 Southwest Oklahoma Lease *05-163/AcFt.

'94-82/Ac.Ft. $ 80/AcFt
5 1995 Southwest Oklahoma Lease '95-192/Ac Ft.

‘04-169/AcFt. © $ 70/AcFt.
6 1996  Northeast Oklahoma Lease *95-50.3/Ac.Ft.

‘94-54/AcFt. $ 72/AcFt.
7 Pending  State of Colorado Lease 4,000/Ac.Ft. $80-90/Ac.Ft.
8 Cumrent  State of Arizona Sale $ 65/AcFt.
9 1997 State of Arizona Lease 150-520/Ac.Ft. $85/Ac.Ft.

The transactions cited above indicate dates ranging from 1992 to present and have a value range
from a low of $65.00 per acre-foot to a high of $135.00 per acre-foot.

PDC000313
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Frequently in the Market Approach, the degree or amount of the adjustments are determined by the
use of the paired sales technique, when possible. As in the case of the subject there is insufficient
data to extract adjustments by this method, thus, resulting in the Appraxser relying heavily. on
judgement and experience.

CONDITIONS OF SALE:

Inherent in the definition of market value is that buyer and seller be typically motivated. We have
analyzed the comparable sales with respect to the motivation of both buyer and seller. Ofien the
conditions of sale impact the final purchase price of the comparable. All of the comparables were
confirmed and with the exception of Sale 1, were considered to be at "arms length”. Sale 1 was a
transaction between farmers in the Palo Verde Irrigation District (California) and Metropolitan Water
District (Southern California Cities). Because Southern California is in critical need of domestic
water supplies, it has been placed in a position of a higher degree of motivation to pay a higher unit
price than would the general market. A downward adjustment will be applied to Sale 1 for
conditions of sale. :

TERMS OF SALE:

No adjustment for Terms is required, since each transaction was for cash.

MARKET CONDITIONS (TIME):
Adjustment for time is required for comparables 2. Sale 3 is a pending sale between the same buyer

and seller as in sale 2. Both sale 2 and 3 are purchases of "stored" Colorado River water to be
-available for future use.

QUANTITY:

In general, the market recognizes that there can be a difference in unit pnce attributed to quantity.
The greater the quantity of volume of a2 commodity the lower the unit price. Conversely, the lesser
the quantity the higher the unit price. An upward adjustment will be applied to sale seven.

PDC000314
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WATER QUALITY:

Water involved in sales 1, 2 and 3 is Colorado River water at the bank of the river. In March 1986,
a water quality study was conducted of Colorado River Water. This study found the water to contain
537 mg/L of dissolved solids. During transportation of this water via canal, the concentration of
dissolved solids will increase to even higher levels. The United States Environmental Protection
Agency has established national regulations and guidelines for the quality of potable water, provided
by public water systems, at a maximum of 500 mg/L. Irrigation water with less than 500 mg/L of
dissolved solids usually has no noticeable detrimental effect on crops. Above 500 mg/L of dissolved
solids irrigation water has detrimental effects on sensitive crops. Much of the water currently
extracted from Arizona Trust lands has a dissolved solids content of less than 500 mg/L. Although
in a few areas throughout the state the fluoride concentration is above the acceptable limit for public
water supplies, overall ground water is of a higher quality than the Colorado River surface water.
Upward adjustments will be made to these sales for their inferior quality.

DELIVERY COST:

No adjustment will be made for delivery cost, since there were no delivery cost associated with any
of the comparables.

DISCUSSION AND ANALYSIS OF COMPARABLES:
COMPARABLE NUMBER 1:

Comparable number 1 encompasses a program involving farmers in the Palo Verde Irrigation
District (near Blyth, California) being paid to fallow a portion of their land. The water gain was
computed at 4.6 acre feet per acre per year at the head of the canal. This program was paid for by
the Metropolitan Water District (southemn California communities). Total acreage fallowed under
this program was 20,215 acres and generated 92,989 acre feet of water. Since this water was
purchased at the canal head, no delivery cost was included in the unit price paid. This program was
well received by farmers and in fact, many additional farmers expressed interest in participating in
similar programs.

COMPARABLES NUMBER 2 & 3:

The Central Arizona Water Conservation District (CAWCD) entered into a joint agreement with the
Southern Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southern California to purchase Colorado River water for future delivery. Arizona was paid $68.00
per acre foot for the future rights to 100,000 acre feet of water. Currently there is a similar 200,000
acre foot sale pending (sale 3) between the same parties for $105.00 per acre foot. These two sales

PDC000315
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represent transactions involving water to be delivered at the Colorado River bank. No delivery costs
were included in the unit price paid.

COMPARABLES NUMBER 4, 5 & 6:

These three leases have been granted by the State of Oklahoma, Commissioners of the Land Office
to individual municipal water companies for extraction of water from state school lands. Each lessee
is charged for ground water pumped from state school lands. The rate assessed is based on rates paid
by municipal water companies in Oklahoma for water. Representatives of the Commissioners of the
Land Office indicated that the current rates assessed are based on a study of what municipal water
companies paid for water several years ago. These rates have been increased but at this time are
somewhat below market value. The unit price for these three leases range from $70.00 to $80.00
per acre-foot.

COMPARABLE NUMBER 7:

The State of Colorado has granted a lease to Ridgeview Metropolitan District and PureCyle
Corporation to pump ground water from the old Lowry Bombing Range (Colorado state land).
Ground water pumped from the old Lowry Bombing Range can be sold off the property. A royalty,
based on the fair-market value of the water, goes to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually.

COMPARABLE NUMBER 8:

Currently there are approximately 70 individual active water sales in conjunction with well site
leases authorized by the Arizona State Land Department. Uses of ground water withdrawn from the
active leases include: homesite (domestic uses), commercial use, institutional use (state institutions),
industrial use, and mining use. The leases have been paying $65.00 per acre-foot, on an annual

basis, for approximately the past ten years.
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COMPARABLE NUUMBER 9:

Comparable Sale Number 9 is a State of Arizona lease to Santa Rita Ranch General Partnership to
pump groundwater from state trust land to the Santa Rita County Club Golf Course located in the
community of Corona De Tucson. It is to be used for turf irrigation on the golf course. The water
was sold at public auction for $85.00 per acre foot. The amount of water allowed per year under the
terms of the lease is 150 acre feet minimum to 520 acre feet maximum. The lease is for a ten year
term.

CONCIUSION:

Comparables 1, 2 & 3 are all Colorado River surface water sales. As previously discussed, a water
quality conducted indicated that the dissolved solids contents were above the acceptable E.P.A.
guidelines for potable water. After adjusting Sale 1 downward for conditions of sale and uvpward
for inferior water quality, Sale 2 upward for market conditions and water quality and Sale 3 upward
for inferior water quality, these sales indicated values of $110.00 per acre foot, $105.00 per acre foot
and $105.00 per acre foot respectively. Therefore, these sales suggest a value for the subject of
something less than $110.00 per acre foot and something above $105.00 per acre foot. Less reliance
was placed on these comparables primarily due to their surface water characteristics.

Comparables 4, 5 & 6 are ground water leases for sale of water in the State of Oklahoma. These
leases indicated values of $80.00 per acre foot, $70.00 per acre foot and $72.00 per acre foot
respectively. The comparables, which were considered to be very similar to the subject in most
respects, required no adjustment and suggests a value for the subject of something less than $80.00
per acre foot and something above $70.00 per acre foot.

Comparable 7 involves a lease granted by the State of Colorado to Ridgeview Metropolitan District
and PureCyle Corporation to pump ground water from the old Lowry Bombing Range (Colorado
state land). Ground water pumped from this state land can be sold off of the property. A royalty,
based on the fair-market value of the water, is paid to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off of the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually. The large quantity of ground water involved in this pending transaction

indicates an upward adjustment for size, suggesting a value for the subject of something above
$90.00 per acre-foot.
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Comparable 8 includes approximately 70 individual active water leases authorized by the Land
Department. Because the unit value for this comparable was set administratively thh little market
data support, less reliance was placed on this comparable sale.

Comparable 9 is a currentsale that was sold at public auction for $85.00 per acre foot of ground
water. The lease application is for the right to use a minimum of 150 acre feet and a maximum of
520 acre feet of ground water annually for ten years. This comparable sale was considered to be
similar to the subject in most respects and required no adjustment. This sale indicates a value of
$85.00 per acre feet for the subject.

As previously stated, less reliance was placed on comparables 1, 2 & 3 due to their surface water
characteristics. The unit value of $65.00 per acre foot for comparable number 8 was set
administratively, with little or no market support. The fact that the Land Department has been
selling ground water in the market place at this unit value for several years, clearly establishes that
there is a market demand for this product; thus, this price tends to set the absolute lower limit of
value.

Like the subject, comparables 4 through 7 and 9 are ground water leases, for sale of water, indicating
an adjusted range of unit values between $100.00 per acre foot and $70.00 per acre foot. Of the five
comparables, the least reliance was placed on comparable 7, due to quantity of use. After placing
the most reliance on comparables 4, 5, 6, and 9 the value range narrows closer between $85.00 per
acre foot and $70.00 per acre foot. Comparable 9 which is the most current and very similar to the
subject strongly suggests a value towards the upper end of the range. After placing the most weight
on comparable 9 with strong support from comparables 4,5, and 6, the market value for the subject
ground water is estimated to be $85.00 per acre foot.

DEPARTURE:

The preceding is a departure from the minimums as established by USPAP but is not so limited in
scope as to mislead the reader. All data upon which this value conclusion is predicated is maintained
in the files of the State Land Department Appraisal Section.

This report is a Self-Contained Appraisal Report intended for use solely by the requestor for the .
specific purposes as specified in the lease file referenced above. If utilized for any other purpose this

report cannot be properly understood without additional information from the work files of the
Appraiser.

Under Standards Rule 2-2 of the Uniform Standards of Appraisal Practice (1995 Edition), an
Appraiser may transmit the results of a complete appraisal in one of three formats: The Self-
Contained Appraisal Report, the Summary Appraisal Report, or the Restricted Appraisal Report.
The primary difference between these reports is the level of detail presented to the requestor. This
report is intended to comply with Standards Rule 2-2(a).
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In the development of this report the Cost and Income Approaches to value were considered but were
deemed to be inapplicable in the estimation of the value of the fee simple interest in the subject land
and neither approach was utilized. This is a permitted departure from Standards Rule 1-4 of the
Uniform Standards of Professional Appraisal Practice. The exclusion of these approaches will not
produce any conclusion which would be misleading or which would have any effect upon the final
opinion of value as reported herein.

PDC000319
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CONTINGENT AND LIMITING CONDITIONS:

The certification of the Appraiser appearing in the appraisal report is subject to the following
conditions and to such other specific and limiting conditions as are set forth by the appraiser in this
report.

L. The Appraiser assumes no responsibility for matters of a legal nature affecting the property
or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be good and marketable. The property is appraised as if held in "Fee Simple
Title", unless otherwise specified, and is assumed to be under responsible ownership and
competent management.

2. Any sketch in this report may show approximate dimensions and is included to assist the
reader in visualizing the property. The Appraiser has made no survey of the property.

3. The appraiser is not required to give testimony or appear in court because of having made
this appraisal with reference to the property in question, unless arrangements have been
previously made therefore.

4. Any distribution of the valuation in the report between land and improvements applies only
under the existing program of utilization. The separate valuations for land and buildings
must not be used in conjunction with any other appraisal and are invalid if so used.

5. The Appraiser assumes that there are no hidden or unapparent conditions of the property,
subsoil, structures, or hazardous material conditions which would render it more or less
valuable. The Appraiser assumes no responsibility for such conditions.

6. Information, estimates, and opinions furnished to the Appraiser, and contained in this report,
were obtained from sources considered reliable and believed to be true and correct.

However, no responsibility for accuracy of such items furnished can be assumed by the
Appraiser. ’
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The Appraiser certify that, to the best of their 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 the Appraiser's personal, unbiased
professional analyses, opinions, and conclusions. :

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

The Appraiser's compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value estimate, the attainment
of a stipulated result, or the occurrence of a subsequent event.

The Appraiser's analyses, opinions, and conclusions were developed, and this report has been
prepared in conformity with the Uniform Standards of Professional Practice as well as the by-laws
and standards of the individual appraisal organization the Appraiser is affiliated with.

The Appraiser has not made a personal inspection of the property that is the subject of this report.

Leon Olson provided significant professional assistance to William Shaffer.

It is the Appraiser's opinion that the market value of the subject ground water as of March 31, 1997
is:

EIGHTY-FIVE DOLLARS PER ACRE-FOOT
($85.00 Per Acre-Foot)

\j{:zf% A’J Mﬁﬁff Date: _ ? ;7/ /957

Lem{ G. Olson
State Certified General
Real Estate Appraiser

No. 30163 / |
| y (g2l 17 /RT

illiam J. SHaftdr // 7 |
State CertiffedGeneral .

Real Estate Appraiser
No. 30012
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LESSOR: Farmers participating in Palo Verde Imigation District (Califomia) land fallowing program.
LESSEE: Metropolitan Water District (Southemn Califomia Cities).

LOCATION: Palo Verde Imigation District near Blyth, California.

LEASE DATE: 1932  QUANTITY: 92989 AcFt  UNIT PRICE: $135.00/AcFt

SOURCE OF INFORMATION: Jan Matusak, Principal Engmeer of the Metropolitan Water District.

COMMENTS: The average price paid to farmers to fallow a portion of their land was $620 per acre, per year, and
the water gain was computed at 4.6.acre-feet per acre per year at the head of the canal, though the
actual gain was greater. This equates to a per acre foot price of $135 using the 4.6 acre feet figure.
A total 0f 20,215 acres were fallowed, yielding a gross water gain to urban areas of 93,000 acre-feet
per year. The program was well received by farmers in the area and many expressed interest in
participating in similar programs should they be implemented in the fiture. This is due to the fact
that there is no crop that will yield a sirnilar net retumn to the farmer on a virtually risk free basis.

21-102153.1 COMPARABLE NO. 1
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LESSOR:  Central Arizona Water Conservation District (CAWCD)

LESSEE: Southern. Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem Califomia.

LOCATION:

LEASE DATE: 1953 QUANTITY: 100,000 AcFt.  UNIT PRICE: $68.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozier, P.E., Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: SNWA and MWD participated in a program with the CAWCD to store portions of their Colorado
River allotments in Anizona. Essentially, Arizona was paid $68 per acre-foot to use 100,000
acre-feet of Colorado River water via the CAP canal. This water was used by farmers who would
have pumped groundwater, which is therefore stored or "banked” for future use. In the event
Califomia or Nevada suffer a temporary water shortage, due for example to a drought, they can draw
quarttities of Colorado River water up to the amount they have "stored" and Arizona farmers will be
able to draw on "banked" ground water resorce.

21-102153.1 | | COMPARABLE NO.2
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:tih

5 3 3

LESSOR: Central Arizona Water Conservation District (CAWCD)

LESSEE:  Southem Nevada Water Authority (SNWA) and the Metropolittn Water District (MWD) of
Southem Califormia.

LOCATION:

LEASE DATE: Current QUANTITY: 200,000 AcFt  UNIT PRICE: $105.00/AcFt

SOURCE OF INFORMATION: Larry R Dozier, PE., Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: Arizona would be paid $105 per acre-foot to use 200,00 acre-feet of Colorado River water via the
CAP canal. This water would be used by farmers who would have pumped ground water, which
is therefore stored or "banked" for future use. In the event Califomia or Nevada suffer a temporary
water shortage, due for exarnple to a drought, they can draw quantities of Colorado River water up
to the amount “stored" and Arizona farmers would draw on a similar amount of "banked" ground
Waler resource.

21-102153.1 COMPARABLE NO.3
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LESSOR: State of Oklahoma, Commissioners of the Land Office
LESSEE: Beckham County Rural Water District # 3

LOCATION: Southwest Oklahoma

LEASE DATE: 1996 rate QUANTITY: 1995 - 53,149,000 gallons(163 AC Ft)
A 1994 - 27,035,000 gallons( 82 AcFt)

UNIT PRICE: $024517/1,000 gallons ($79.89/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management Division,
Oklahoma Commissioners of the Land Office

COMMENTS: Lary Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahomna for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Anizona water).

21-102153.1 COMPARABLE NO. 4
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LESSOR: State of Oklahoma, Commissioners of the Land Office
LESSEE: Pamee County Rural Water District #1

LOCATION: Tucson, Arizona

LEASE DATE: 1995 rate QUANTITY: 1955 - 62,565,000 gallons(192 AcFt)
1994 - 55,072,200 gallons(169 AcFt)

UNIT PRICE: $02158/1,000 gallons ($20.32/Ac.Ft)

SOURCE OF INFORMATION: Dan Hake and Lary Swanson, Real Estate Management
Division, Oklahoma Commissioners of the Land Office

COMMENTS: Lamy Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit vatue (for Anzona water).

21-102153.1 COMPARABLE NO. 5
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LESSOR: State of QOklahoma, Conmmissioners of the Land Office
LESSEE: Town of Yale

LOCATION: Northeast Oklahoma

LEASE DATE: 1996 rate QUANTITY: 1995 - 16,403,000 gallons(50.3 AcFt)
1994 - 17,599,000 gallons(54 AcFt)

UNIT PRICE: $02198/1,000 gallons ($71.62/AcFt)

SOURCE OF INFORMATION: Dan Hake and Lamy Swanson, Real Estate Management Division,
Oklahoma Commissioners of the Land Office.

COMMENTS: Lany Swanson, Commercial Leasing Specialist with the Real Estate Managernent Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
comparies in Oklahoma for water. He also stated that the scarcity of water in Anizona would indicate
a higher unit value (for Arizona water).

21-102153.1 COMPARABLE NO. 6
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COMPARABLE NO. 7

LESSOR: Colorado State Board of Land Commissioners
LESSEE: Ridgeview Metropolitan District

LOCATION: The old Lowry Bombmg Range (situated on the eastem edge of the metropolitan area of Denver,
Colorado.)

LEASE DATE: Pending ' QUANTITY: 4,000 AcFt
UNIT PRICE: $80.00 - $90.00/AcFt

SOURCE OF INFORMATION: William J. Killip IT, Special Project Manager, Colorado State Board of
Land Commissioners.

COMMENTS: The Ridgeview Metropolitan District and PureCyle Corporation have the right to pump ground water
from the old Lowry Bombing Range (24,00 acres of Colorado state land) and sell it off of the
property. A royalty is paid to the State of Colorado based on the fair-market value of the water. This
money hke all reveries generated from state land, goes to a trust fund for elementary and secondary
schools. Ridgeview Metropolitan District (a reverme only district which can issue bonds to be retired
with fuhre revenue) is the lessee of the lease to sell ground water pumped for the old Lowry
Bombing Range, and contracts with PureCyle Corporation for development and provide delivery
service of water pumped. ~

Currently, the Amy Corps of Engineers is negotiating with Ridgeview Metropolitan District to
purchase 4,000 acre-feet per year of ground water to be pumped from the old Lowry Bombing Range
for use off the property. The Ammy Corps of Engineers will use the ground water purchased to
mitigate ground water contamination on the Rocky Mountain Arsenal (a superfind site). Bill Killip
indicated that the sale should be completed within less than one year, with the royalty to the State of
Colorado being $80.00 to $90.00 per acre-foot.

21-102153.1 COMPARABLE NO. 7
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COMPARABLE NO._ 8

LESSOR: The Arizona State Land Department
LESSEE: Various (70 active sales out of 83 total sales).

LOCATION:

SALE DATE: Curent QUANTITY: Varies by sale
UNIT PRICE: $6500AcFt

SOURCE OF INFORMATION:  Arizona State Land Department files and records.

COMMENTS: There are curently 70 individual active water sales (leases for the right to extract ground water from
Arizona State Trust lands), with a total of 83 individual leases authorized for extraction of ground
water from Trust lands. Approved uses of ground water pumped from the active leases include:

19 Jeases for homesites (domestic use)

7 leases for home commercial use

3 leases for agricultural and commercial use
15 leases for home and livestock use

11 leases for commercial use

3 leases for institiutional use (state mstitutions)
15 leases for industrial use .

6 leases for agriculture and livestock use

Homesite and home commercial use sales of water range in size from less than one acre-foot to less than four acre-feet.
These leases allow use of ground water for domestic and associated commercial activities. Individual sales of water for
home agriculture and commercial, and home and livestock uses vary in size from less than one acre-foot to four and
one-half acre-feet. Commercial leases for sale of ground water authorize a spectrum of uses including: RV parks, golf
course imigation, research installations, water utility and small commercial operation. Thiese water sales utilized from
less than one acre-foot to 365.6 acre-feet of ground water on an individual lease basis. The three instititional water sales
are for use by State of Arizona instittions for correctional and rehabilitation and an interstate rest area. Volume of
ground water utilized by these nstitutional leases was seven acre-feet for the interstate rest stop to less than 300 acre-feet
the Department of Economic Seaurity Traming Center at Coolidge. Twelve industrial leases for water sales were active
for the year. Ground water purchased was for as little as less than one acre-foot to 178.5 acre-feet per lease (water sale).
Uses this ground water was put were test facilities, autormobile proving grounds, sand and gravel extraction, a concrete

plant, and mining operation. Ground water purchased under the seven operated leases fbrag,nmlnneand hvestockme ‘
varied from less than one acre<foot to 5.8 acre-feet.

Sale price for ground water extracted from Arizona Trust lands is currently $65 per acre-foot

21-102153.1 | | COMPARABLENO.§ -
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LESSOR: Arizona State Land Dept.

LESSEE: Santa Rita Ranch General Partnership

" LOCATION: Approximately 4.2 miles southwest of the Houghton Road Interchange of Interstate - 10.

LEASE DATE: 12/01/56 t0 052105  QUANTITY: 150 AcFt Minimum to 520 Ac/Ft. Maximum

UNIT PRICE: $85.00/AcFt
SOURCE OF INFORMATION: Anzona State L and Department of Records

COMMENTS: The Santa Rita Ranch Partnership will transport the water from the well site on Arizona State Land
via an 8 inch water transmission line across Arizona State Trust land to the Santa Rita County Club
golf Course, at the commuumity of Corona De Tucson, for turf imigation. Corona De Tucson is located
approximately 18 miles southeast of the City of Tucson. '

21-102153.1 ' COMPARABLE NO. 9
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REVIEW AND APPROVAL

APPLICATION NO. _21-102154 Cyprus Bagdad Copper Co.
DATE OF VALUE March 31, 1997

MARKET VALUE ESTIMATE: $85.00 Per Acre-Foot
APPRAISER: William J. Shaffer and Leon G. Olson

COMMENTS:
~ertificat;

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

The facts and data reported by the review appraiser and used in the review process are true and correct.
The analyses, opinions, and conclusions in this review report are limited only by the assumptions and
limiting conditions stated in this review report, and are my pcrsona] unbiased professional analyses,
opinions and conclusions.

1 have no (or the specified) present or prospective interest in the property that is the subject of this report
and I have no (or the specified) personal interest or bias with respect to the parties involved. My
compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions
in, or the use of, this review report. My analyses, opinions, and conclusions were developed and this
review report was prepared in conformity with the Uniform Standards of Professional Appraisal Practice. [
did not personally inspect the subject property of the report under review. No one provided significant
professional assistance to the person signing this review report. (If there are exceptions, the name of each
individual providing significant professional assistance must be stated.)

q¢247 gﬁ@t afl

Edward C. Jone Date g G Hathaway,ASA Date
Chief Appraiser Rewew Appraiser

Certified General Certified General

Real Estate Appraiser Real Estate Appraiser

No. 30480 No. 30013

J. Dennis Wells . Date

Commissioner
STATE LAND DEPARTMENT /mlh
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BOARD OF APPEALS:

Date Approved:

Review.ctf (8/91)
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REPORT SUMMARY

APPLICATION NO. 21-102154
APPLICANT: Cyprus Bagdad Copper Co., A Delware Cooperation

-PURPOSE: The purpose of this appraisal is to estimate the MARKET VALUE of ground
water extracted from Arizona State Trust lands as of March 31, 1997.

LOCATION: Well site is situated approximately 7 miles northeast of the Bagdad.

LEGAL DESCRIPTION OF WELL SITE:
Section 1, T.15N, ROW, M&B inNWSESW ................... 20.00 acres

SITE DESCRIPTION: Fenced well site.
IMPROVEMENTS: None Appraised

HIGHEST AND BEST USE: Highest and Best Use of ground water on trust land is to be
sold.

QUANTITY: 80 acre feet

DATE OF VALUE: March 31, 1997

ESTIMATE OF VALUE OF SUBJECT GROUND WATER: $85.00 per acre-foot
COMMENTS:

This is a Self-contained Appraisal Report. It is in conformance with State Land Dcpartmem policies and comphes with the
State Land Department Uniform Appraisal Standards and Procedures.

«ffm‘ Wi ///m Bet 2/ 1994

Leon G. Olson 6ate
Certified Gener Real Estate
Appralser No 301

William J
Certified Ge
Appraiser No.30006

Date

APPRAISA.COV (Rev.09/94)
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APPLICATION N2 21-102154
PAGE N2 2

The purpose of this appraisal is to estimate the MARKET VALUE of ground water extracted from
Arizona State Trust lands as of March 31, 1997.

In 1974, the Arizona State Supreme Court ruled in its decision of "Farmers Investment Company
vs. Pima Mining Company™" that ground water on Arizona State Trust lands is a natural product of

the land and must be sold based on its market value in the same manner as all other natural products
associated with State Trust lands.

Section 28 of the Enabling Act provides:

"Disposition of any lands, or of any money or thing of value directly or indirectly derived therefrom,
for any object other than for such particular lands, or the lands from which such money or thing of
value shall have been derived, were granted or confirmed, or in any manner contrary to the
provisions of this Act, Shall be deemed a breach of the trust."

"All lands, leaseholds, timber and other products of the land, before being offered, shall be appraised
at their true value, and no sale or other disposal thereof shall be made for a consideration less than
the value so ascertained, nor upon credit unless accompanied by ample security, and the legal title
shall not be deemed to have passed until the consideration shall have been paid.”

Market value is defined as:

"The most probable price in terms of money which a property will bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller, each acting prudently, knowledgeably and assuming the price is not
affected by undue stimulus."’

Implicit in this definition is the consummation of a sale as of a specified date and passing of title
from seller to buyer under conditions whereby:

Real Estate Appraisal Terminology, Byrl N. Boyce, The American Institute of Real Estate Appraisers and The Socicety of Real Estate
Appraisers, Cambridge, Mass., Ballinger Publishing Co., 1981, pages 160-161.
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1. Buyer and seller are typically motivated,;

2. Both parties are well informed or well advised, and each acting in what he considers
his own best interest;

3. A reasonable time is allowed for exposure in the open market;
4. Payment is made in cash or its equivalent;
S. Financing, if any, is on terms generally available in the community at the spéciﬁed

-date and typical for the property type in its locale;

6. The price represents a normal consideration for the property sold unaffected by
special financing amounts and/or terms, services, fees, costs or credits incurred in the
transaction.

SCOPE OF THE INVESTIGATION:

As part of this appraisal assignment, the Appraisers made a number of independent investigations
and analysis. The Appraiser interviewed brokers that took an active part in water sale transactions,
water managers for Salt River Project and Central Arizona Water Conservation District. Contacts
were made with several other states actively involved in the sale of water, including the states of
California, Colorado, New Mexico, Montana, Oklahoma, Hawaii, Alaska, Wyoming and Utah. The
monthly publication "Water Intelligence Monthly" was also used for a source of water sale
information. Data retained in office files, which is updated regularly, was relied upon. Sales
comparable data is included, along with the appropriate analysis.

LEGAL DESCRIPTION:

Metes and bounds in the northwest quarter of the southeast quarter of the northwest quarter of
Section 1, Township 15 North Range 9 West, Yavapai County, Arizona.

COMAIMINE . . ..ottt iie i it i S 10.00 acres
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The subject lies approximately seven miles northeast of the central business district of Bagdad,
Arizona. This area lies in the western part of the Yavapai County.

WATER SOURCE:

Cyprus Bagdad Copper Corporation is utilizing the subject ground water for domestic, municipal
and industrial purposes. The subject water is being transported to its point of treatment and use by
a pipe line. Arizona Department of Water Resources well registration number for this wells is 55-
614782. The depth of the well is 700 feet, the casing sizes is 14 inch, the pumps horse power is 90
and the well capacity are 63 gallons per minute.

SUBJECT DESCRIPTION:

The subject of this report is a lease to withdraw 80 acre feet of ground water per year for a ten year
term, The source of the water is a well that has been described above.

HIGHEST AND BEST USE:

Highest and Best Use can be defined as that probable use which would generate the highest net return.
In 1974, the Arizona State Supreme Court decision "Farmers Investment Company vs. Pima Mining
Company" ruled that ground water on State Trust lands is a natural product of the land and must be
sold at market value. Therefore, Highest and Best Use of ground water on Arizona State Trust land
will be analyzed based on the following four standard considerations:

Highest and Best Use must meet four criteria:

1. Physically possible

2. Legally permissible

3. Financially feasible

4, Maximum profitability
Physically Possible:

There are no physical constraints which would prevent ground water from being extracted from the
subject area.
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The Arizona State Land Department has the sole authority to grant leases for extraction of ground water
from Trust lands. There are no legal restrictions, zoning or otherwise, which would prevent the
extraction of ground water from the subject land. :

Financially Feasible/Maxi Profitability:

The successful bidder would not enter into a contractual agreement to purchase ground water unless such
an enterprise was financially feasible. Predicated on demand, any use of ground water extracted from
Trust lands can be considered financially feasible.

Sale of ground water extracted from State Trust lands would generate maximum profitability, since if
not sold no revenue would be generated from this natural product.

Based on the above analysis, it is the Appraiser's opinion that the nghest and Best Use of ground water
on Trust lands is to be sold.

YALUATION PROCESS:

Typically, Real Estate can be valued by applying three approaches to value, i.e., Cost, Income and Sales
Comparison.

COST APPROACH -

"A set of procedures in which an appraiser derives a value indication by estimating the
current cost to reproduce or replace the existing structure, deducting for all accrued
depreciation in the property, and adding the estimated land value."?

"The approach and analysis which is based on the proposition that the informed
purchaser would pay no more than the cost of producing a substitute property with the
same utility as the subject property. It is particularly applicable when the property being
appraised involves relatively new improvements which represent the highest and best use
of the land or when relatively unique or specialized improvements are located on the site
and for which there exist no comparable properties on the market."’

: mnmnnnam_uLR:al.E_smm.Appmml American Institute of Real Estate Appraisers, 1984, page 75.

? Byrl N. Bovee (¢d)), RﬂLEﬂzkAmnmLIminnlm. The Amenican {nstitute of Real Estate Appraisers and the Socicty of Real Estate Appraisers (st
ed. rev.; Cambridge. Mass., Ballinger Publishing
Co., 1981, page 63).
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INCOME CAPITALIZATION APPROACH -

"An approach through which an appraiser derives a value indication for income-
producing property by converting anticipated benefits into property value. This
conversion is accomplished either by (1) capitalizing a single year's income expectancy
or an annual average of several year's income expectancies at a market-derived
capitalization rate or a capitalization rate that reflects a specified income pattern, return
on investment, and change in the value of the investment; or (2) discounting the annual
cash flows for the holding period and the reversion at a specified yield rate."*

SALES COMPARISON APPROACH -

Traditionally, an appraisal procedure at which the market value estimate is predicted
upon prices paid in actual market transactions and current listings, the former fixing the
lower limit of value in a static or advancing market (price wise), and fixing the higher
limit of value in a declining market; and the latter fixing the higher limit in any market.
It is a process of analyzing sales of similar recently sold properties in order to derive an
indication of the most probable sales price of the property being appraised. The
reliability of this technique is dependent upon (a) the availability of comparable sales
data, (b) the verification of the sales date, © the degree of comparability or extend of
adjustment necessary for time differences and (d) the absence of non-typical conditions
affecting the sale price.’

YALUATION MARKET APPROACH (SALES COMPARISON):

The subject ground water will be appraised utilizing the Sales Comparison Approach. The Cost
Approach is not applicable and will not be employed. There is insufficient data to produce a meaningful
estimate of value utilizing the Income Approach.

The Sales Comparison Approach is based on the principle of substitution, which affirms that no one will
pay more for the cost per acre foot of water than the cost of acquiring an equally desirable substitute per
acre foot of water, assuming no undue or costly delay. Inimplementing this approach, a search is made
in the market to find sales of water having similar characteristics to the subject.

The Dictiopary of Real Estate Appraical, American Institute of Real Estate Appraisers, 1984, page 156.

4 1bid, page 132
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In comparing a comparable sale to the subject it is necessary to develop a common unit of
comparison. Typically, in the market place, water is valued based on an acre foot. Acre-Foot is
defined as "The volume of water, 43,560 cubic feet, or 325,851 gallons, that will cover an area
of one acre to a depth of one foot." This unit of comparison is considered to be the most
meaningful, and will be utilized in this valuation.

YALUATION:

A thorough search was conducted to obtain similar water transactions for comparison. It was found
that a scarcity of available market data exists that met the minimum criteria. Because conditions and
characteristics of any two sales are not exactly the same, adjustments will be considered to reflect
the differences so that a valid estimate of value may be made. The following sales are regarded as
a representative sample.

. ,

COMP. LOCATION TYPE QUANTITY UNIT PRICE
NO. DATE ACRE-FEET _PER ACRE-FOOT
1 1992 Southern Califomia Sale 92,989/Ac.Ft. $135/AcFt.
2 1993 Southem Califomia Sale 100,000/Ac.Ft. $ 68/AcFt
3 Pending  Southem California Sale 200,000/AcFt $105/AcFt
4 1996 Southwest Oklahoma Lease '095-163/Ac.Ft

‘04-82/AcFt 3 80/ACFt
5 1995 Southwest Oklahoma Lease '95-192/Ac Ft.

'94-169/Ac.Ft. $ 70/AcFt.
6 1996 Northeast Oklahoma Lease *95-50.3/AcFt.

'94-54/AcFt. $ 72/AcFt
7 Pending  State of Colorado Lease 4,000/AcFt $80-90/AcFt.
8 Current  State of Arizona Sale $ 65/AcFt.
9 1997  State of Arizona Lease 150-520/Ac.Ft. $85/Ac.Ft.

The transactions cited above indicate dates ranging from 1992 to present and have a value range
from a low of $65.00 per acre-foot to a high of $135.00 per acre-foot.
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DISCUSSION OF ADJUSTMENTS:

Frequently in the Market Approach, the degree or amount of the adjustments are determined by the
use of the paired sales technique, when possible. As in the case of the subject there is insufficient
data to extract adjustments by this method, thus, resulting in the Appraiser relying heavily on
Jjudgement and experience.

CONDITIONS OF SALE:

Inherent in the definition of market value is that buyer and seller be typically motivated. We have
analyzed the comparable sales with respect to the motivation of both buyer and seller. Often the
conditions of sale impact the final purchase price of the comparable. All of the comparables were
confirmed and with the exception of Sale 1, were considered to be at "arms length". Sale 1 wasa
transaction between farmers in the Palo Verde Imgation District (California) and Metropolitan Water
District (Southemn California Cities). Because Southern California is in critical need of domestic
water supplies, it has been placed in a position of a higher degree of motivation to pay a higher unit
price than would the general market. A downward adjustment will be applied to Sale 1 for
conditions of sale.

TERMS OF SALE:

No adjustment for Terms is required, since each transaction was for cash.

MARKET CONDITIONS (TIME):

Adjustment for time is required for comparables 2. Sale 3 is a pending sale between the same buyer
and seller as in sale 2. Both sale 2 and 3 are purchases of "stored" Colorado River water to be
available for future use.

QUANTITY:

In general, the market recognizes that there can be a difference in unit price attributed to quantity.

The greater the quantity of volume of a commodity the lower the unit price. Conversely, the lesser
the quantity the higher the unit price. An upward adjustment will be applied to sale seven.
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WATER QUALITY:

Water involved in sales 1, 2 and 3 is Colorado River water at the bank of the river. In March 1986,
a water quality study was conducted of Colorado River Water. This study found the water to contain
537 mg/L of dissolved solids. During transportation of this water via canal, the concentration of
dissolved solids will increase to even higher levels. The United States Environmental Protection
Agency has established national regulations and guidelines for the quality of potable water, provided
by public water systems, at a maximum of 500 mg/L. Irrigation water with less than 500 mg/L of
dissolved solids usually has no noticeable detrimental effect on crops. Above 500 mg/L of dissolved
solids irrigation water has detrimental effects on sensitive crops. Much of the water currently
extracted from Arizona Trust lands has a dissolved solids content of less than 500 mg/L. Although -
in a few areas throughout the state the fluoride concentration is above the acceptable limit for public
water supplies, overall ground water is of a higher quality than the Colorado River surface water.
Upward adjustments will be made to these sales for their inferior quality. '

DELIVERY COST:

No adjustment will be made for delivery cost, since there were no delivery cost associated with any
of the comparables. ‘

DISCUSSION AND ANALYSIS OF COMPARABLES:
COMPARABLE NUMBER 1:

Comparable number 1 encompasses a program involving farmers in the Palo Verde Irrigation
District (near Blyth, California) being paid to fallow a portion of their land. The water gain was
computed at 4.6 acre feet per acre per year at the head of the canal. This program was paid for by
the Metropolitan Water District (southern California communities). Total acreage fallowed under
this program was 20,215 acres and generated 92,989 acre feet of water. Since this water was
purchased at the canal head, no delivery cost was included in the unit price paid. This program was
well received by farmers and in fact, many additional farmers expressed interest in participating in
similar programs.

COMPARABLES NUMBER 2 & 3:

The Central Arizona Water Conservation District (CAWCD) entered into a joint agreement with the
Southern Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southern California to purchase Colorado River water for future delivery. Arizona was paid $68.00
per acre foot for the future rights to 100,000 acre feet of water. Currently there is a similar 200,000
acre foot sale pending (sale 3) between the same parties for $105.00 per acre foot. These two sales-
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represent transactions involving water to be delivered at the Colorado River bank. No delivery costs
were included in the unit price paid.

COMPARABLES NUMBER4, 5 & 6:

These three leases have been granted by the State of Oklahoma, Commissioners of the Land Office
to individual municipal water companies for extraction of water from state school lands. Each lessee
is charged for ground water pumped from state school lands. The rate assessed is based on rates paid
by municipal water companies in Oklahoma for water. Representatives of the Commissioners of the
Land Office indicated that the current rates assessed are based on a study of what municipal water
companies paid for water several years ago. These rates have been increased but at this time are
somewhat below market value. The unit price for these three leases range from $70.00 to $80.00
per acre-foot.

COMPARABLE NUMBER T:

The State of Colorado has granted a lease to Ridgeview Metropolitan District and PureCyle
Corporation to pump ground water from the old Lowry Bombing Range (Colorado state land).
Ground water pumped from the old Lowry Bombing Range can be sold off the property. A royalty,
based on the fair-market value of the water, goes to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this

transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually.

COMPARARBLE NUMBER 8:

Currently there are approximately 70 individual active water sales in conjunction with well site
leases authorized by the Arizona State Land Department. Uses of ground water withdrawn from the
active leases include: homesite (domestic uses), commercial use, institutional use (state institutions),
industrial use, and mining use. The leases have been paying $65.00 per acre-foot, on an annual
basis, for approximately the past ten years.

PDC000345



. APPLICATION N 21-102154
PAGE N2 11

Comparable Sale Number 9 is a State of Arizona lease to Santa Rita Ranch General Partnership to
pump groundwater from state trust land to the Santa Rita County Club Golf Course located in the
community of Corona De Tucson. It is to be used for turf irrigation on the golf course. The water
was sold at public auction for $85.00 per acre foot. The amount of water allowed per year under the

terms of the lease is 150 acre feet minimum to 520 acre feet maximum. The lease is for a ten year
term.

CONCILUSION:

Comparables 1, 2 & 3 are all Colorado River surface water sales. As previously discussed, a water
quality conducted indicated that the dissolved solids contents were above the acceptable E.P.A.
guidelines for potable water. After adjusting Sale 1 downward for conditions of sale and upward
for inferior water quality, Sale 2 upward for market conditions and water quality and Sale 3 upward
for inferior water quality, these sales indicated values of $110.00 per acre foot, $105.00 per acre foot
and $105.00 per acre foot respectively. Therefore, these sales suggest a value for the subject of
something less than $110.00 per acre foot and something above $105.00 per acre foot. Less reliance
was placed on these comparables primarily due to their surface water characteristics.

Comparables 4, 5 & 6 are ground water leases for sale of water in the State of Oklahoma. These
leases indicated values of $80.00 per acre foot, $70.00 per acre foot and $72.00 per acre foot
respectively. The comparables, which were considered to be very similar to the subject in most
respects, required no adjustment and suggests a value for the subject of something less than $80.00
per acre foot and something above $70.00 per acre foot.

Comparable 7 involves a lease granted by the State of Colorado to Ridgeview Metropolitan District
and PureCyle Corporation to pump ground water from the old Lowry Bombing Range (Colorado
state land). Ground water pumped from this state land can be sold off of the property. A royalty,
based on the fair-market value of the water, is paid to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off of the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually. The large quantity of ground water involved in this pending transaction

indicates an upward adjustment for size, suggesting a value for the subject of something above
$90.00 per acre-foot.
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Comparable 8 includes approximately 70 individual active water leases authorized by the Land
Department. Because the unit value for this comparable was set administratively with little market
data support, less reliance was placed on this comparable sale.

Comparable 9 is a current sale that was sold at public auction for $85.00 per acre foot of ground
water. The lease application is for the right to use a minimum of 150 acre feet and a maximum of
520 acre feet of ground water annually for ten years. This comparable sale was considered to be
similar to the subject in most respects and required no adjustment. This sale indicates a value of
$85.00 per acre feet for the subject.

As previously stated, less reliance was placed on comparables 1, 2 & 3 due to their surface water
characteristics. The unit value of $65.00 per acre foot for comparable number 8 was set
administratively, with little or no market support. The fact that the Land Department has been
selling ground water in the market place at this unit value for several years, clearly establishes that
there is a market demand for this product; thus, this price tends to set the absolute lower limit of
value.

Like the subject, comparables 4 through 7 and 9 are ground water leases, for sale of water, indicating
an adjusted range of unit values between $100.00 per acre foot and $70.00 per acre foot. Of the five
comparables, the least reliance was placed on comparable 7, due to quantity of use. After placing
the most reliance on comparables 4, 5, 6, and 9 the value range narrows closer between $85.00 per
acre foot and $70.00 per acre foot. Comparable 9 which is the most current and very similar to the
subject strongly suggests a value towards the upper end of the range. After placing the most weight
on comparable 9 with strong support from comparables 4,5, and 6, the market value for the subject
ground water is estimated to be $85.00 per acre foot.

DEPARTURE:

The preceding is a departure from the minimums as established by USPAP but is not so limited in
scope as to mislead the reader. All data upon which this value conclusion is predicated is maintained
in the files of the State Land Department Appraisal Section.

This report is a Self-Contained Appraisal Report intended for use solely by the requestor for the
specific purposes as specified in the lease file referenced above. If utilized for any other purpose this

report cannot be properly understood without additional information from the work files of the
Appraiser. '

Under Standards Rule 2-2 of the Uniform Standards of Appraisal Practice (1995 Edition), an
Appraiser may transmit the results of a complete appraisal in one of three formats: The Self-
Contained Appraisal Report, the Summary Appraisal Report, or the Restricted Appraisal Report.
The primary difference between these reports is the level of detail presented to the requestor. This
report is intended to comply with Standards Rule 2-2(a).
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In the development of this report the Cost and Income Approaches to value were considered but were
deemed to be inapplicable in the estimation of the value of the fee simple interest in the subject land
and neither approach was utilized. This is a permitted departure from Standards Rule 1-4 of the
Uniform Standards of Professional Appraisal Practice. The exclusion of these approaches will not

produce any conclusion which would be misleading or which would have any effect upon the final
opinion of value as reported herein.
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The certification of the Appraiser appearing in the appraisal report is subject to the following
conditions and to such other specific and limiting conditions as are set forth by the appraiser in this
repont.

1. The Appraiser assurnes no responsibility for matters of a legal nature affecting the property
or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be good and marketable. The property is appraised as if held in "Fee Simple
Title", unless otherwise specified, and is assumed to be under responsible ownership and
competent managernent.

2. Any sketch in this report may show approximate dimensions and is included to assist the
reader in visualizing the property. The Appraiser has made no survey of the property.

3. The appraiser is not required to give testimony or appear in court because of having made
this appraisal with reference to the property in question, unless arrangements have been
previously made therefore.

4. Any distribution of the valuation in the report between land and improvements applies only
under the existing program of utilization. The separate valuations for land and buildings
must not be used in conjunction with any other appraisal and are invalid if so used.

5. The Appraiser assumes that there are no hidden or unapparent conditions of the property,
subsoil, structures, or hazardous material conditions which would render it more or less
valuable. The Appraiser assumes no responsibility for such conditions.

6. Information, estimates, and opinions furnished to the Appraiser, and contained in this report,
were obtained from sources considered reliable and believed to be true and correct.
However, no responsibility for accuracy of such items furnished can be assumed by the
Appraiser.
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The Appraiser certify that, to the best of their 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 the Appraiser's personal, unbiased
professional analyses, opinions, and conclusions.

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

The Appraiser's compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value estimate, the attainment
of a stipulated result, or the occurrence of a subsequent event.

The Appraiser's analyses, opinions, and conclusions were developed, and this report has been
prepared in conformity with the Uniform Standards of Professional Practice as well as the by-laws
and standards of the individual appraisal organization the Appraiser is affiliated with.

The Appraiser has not made a pérsonal inspection of the property that is the subject of this report.
Leon Olson provided significant professional assistance to William Shaffer.

It is the Appraiser's opinion that the market value of the subject ground water as of March 31, 1997
is:

EIGHTY-FIVE DOLLARS PER ACRE-FOOT

($85.00 Per Acre-Foot)

’
K

Qz;”” ’J C/é{ﬂ""/ Date: 7\/72‘/% : Z/T (557

Leon G. Olson

State Certified General
Real Estate Appraiser
No. 30163

William J /SpAffer //
State Certiffed Genera
‘Real Estate Appraiser
No. 30012
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LESSOR: Farmers participating in Palo Verde Irigation District (California) land fallowing program.
LESSEE: Metropolitan Water District (Southem Califomia Cities).

LOCATION: Palo Verde Imgation District near Blyth, California.

LEASE DATE: 1992 QUANTITY: 92983 AcFt.  UNIT PRICE: $13500/AcFt

SOURCE OF INFORMATION: Jan Matusak, Principal Engineer of the Metropolitan Water District.

COMMENTS: The average price paid to farmers to fallow a portion of their land was $620 per acre, per year, and
the water gain was computed at 4.6 acre-feet per acre per year at the head of the canal, though the
actual gain was greater. This equates to a per acre foot price of $135 using the 4.6 acre feet figure.
A total 0f 20,215 acres were fallowed, yielding a gross water gain to urban areas of 93,000 acre-feet
per year. The program was well received by farmers in the area and many expressed interest in
participating in similar programs should they be implemented in the futire. This is due to the fact
that there is no crop that will yield a similar net retumn to the farmer on a virtually risk free basis.

21-102154.1 COMPARABLE NO. 1
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LESSOR:  Central Arizona Water Conservation District (CAWCD)

LESSEE: Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem Califomnia.

LOCATION:

LEASE DATE: 1993 QUANTITY: 100000 AcFt  UNIT PRICE: $68.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozier, PE,, Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: SNWA and MWD participated in a program with the CAWCD to store portions of their Colorado
River allotments in Arizona Essentially, Arizona was paid $68 per acre-foot to use 100,000
acre-feet of Colorado River water via the CAP canal. This water was used by farmers who would
have pumped groundwater, which is therefore stored or "banked" for future use. In the event
California or Nevada suffer a temporary water shortage, due for example to a drought, they can draw
quantities of Colorado River water up to the amount they have "stored" and Arizona farmers will be
able to draw on "banked" ground water resource.

21-102154.1 COMPARABLE NO. 2
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LESSOR: Central Arizona Water Conservation District (CAWCD)

LESSEE:  Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem Califomia.

LOCATION:

LEASE DATE: Cumrent QUANTITY: 200000 AcFt  UNIT PRICE: $105.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozier, PE., Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: Arizona would be paid $105 per acre-foot to use 200,00 acre-feet of Colorado River water via the
CAP canal This water would be used by farmers who would have pumped ground water, which
is therefore stored or "banked" for future use. In the event Califonia or Nevada suffer a temporary
water shortage, due for example to a drought, they can draw quantities of Colorado River water up
to the amount "stored" and Arizona farmers would draw on a similar amount of "banked" ground
water resource.

21-102154.1 COMPARABLE NO. 3
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LESSOR: State of Oklahoma, Commissioners of the Land Office
LESSEE: Beckham County Rural Water District # 3

LOCATION: Southwest Oklahoma

LEASE DATE: 1996 rate QUANTITY: 1995 - 53,149,000 gallons(163 ACFt)
1954 - 27,035,000 gallons( 82 AcFt)

UNIT PRICE: $024517/1,000 gallons ($79.89%/AcFt)

SOURCE OF INFORMATION: Dan Hake and Lamy Swanson, Real Estate Management Division,
Oklahoma Commissioners of the Land Office

COMMENTS: Larry Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water m Anzona would indicate
ahigher unit value (for Arizona water).

21-102154.1 ' COMPARABLE NO. 4
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LESSOR: State of Oklahoma, Commissioners of the Land Office
LESSEE: Paunee County Rural Water District #1

LOCATION: Tucson, Arizona

LEASE DATE: 1995 rate ~ QUANTITY: 1995 - 62,569,000 gallons(192 AcFt)
1994 - 55,072,200 gallons(169 AcFt)

UNIT PRICE: $0.2158/1,000 gallons ($2032/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management
Division, Oklahoma Commissioners of the Land Office

COMMENTS: Lary Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Arizona water).

21-102154.1 COMPARABLE NO. 5
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COMPARABLE NO. 6

LESSOR: State of Oklahoma, Commissioners of the Land Office
LESSEE: Town of Yale

LOCATION: Northeast Oklahoma

LEASE DATE: 195 rate QUANTITY: 1995 - 16,403,000 gallons(50.3 AcFt)
1994 - 17,599,000 gallons(54 AcFt)

UNIT PRICE: $02198/1,000 gallons ($71.62/AcFt)

SOURCE OF INFORMATION: Dan Hake and Lary Swanson, Real Estate Management Division,
Oklahoma Commiissioners of the Land Office.

COMMENTS: Lary Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Arizona water).

21-102154.1 COMPARABLE NO.6

e e —— it S gt %

PDC000358



LESSOR: Colorado State Board of Land Commissioners
LESSEE: Ridgeview Metropolitan District

LOCATION: The old Lowry Bombing Range (situated on the eastern edge of the metropolitan area of Denver,
Colorado.)

LEASE DATE: Pending QUANTITY: 4,000 AcFt
UNIT PRICE: $80.00 - $90.00/AcFt

SOURCE OF INFORMATION: William J. Killip II, Special Project Manager, Colorado Stéts Board of
Land Commissioners.

COMMENTS: The Ridgeview Metropolitan District and PureCyle Corporation have the right to pump ground water
from the old Lowry Bombing Range (24,00 acres of Colorado state land) and sell it off of the
propaxty. A royalty is paid to the State of Colorado based on the fair-market value of the water. This
money like all reverues generated from state land, goes to a trust fund for elementary and secondary
schools. Ridgeview Metropolitan District (a revenue only district which can issue bonds to be retired
with future revenue) is the lessee of the lease to sell ground water purmped for the old Lowry
Bombing Range, and contracts with PureCyle Corporation for development and provide delivery
service of water pumped.

Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan District to
purchase 4,000 acre-feet per year of ground water to be pumped from the old Lowry Bambing Range
for use off the property. The Amny Corps of Engineers will use the ground water purchased to
mitigate ground water contarnination on the Rocky Mountain Arsenal (a superfind site). Bill Killip
mdmtcdt}mﬁxesalcshouldbeoon'qnlctcdwxﬂmlﬁﬂ]moneyw with the royalty to the State of
Colorado being $80.00 to $90.00 per acre-foot.

21-102154.1 | COMPARABLENO.7
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LESSOR: The Arizona State Land Department
LESSEE: Various (70 active sales out of 83 total sales).

LOCATION:

SALE DATE: Curent QUANTI'IY : Variesby sale
UNIT PRICE: $65.00/AcFt

SOURCE OF INFORMATION: Arizona State I and Department files and records.

COMMENTS: There are currently 70 individual active water sales (Jeases for the right to extract ground water from
Arizona State Trust lands), with a total of 83 individual leases authorized for extraction of ground
water from Trust lands. Approved uses of ground water purmped from the active leases include:

19 leases for homesites (domestic use)

7 leases for home commercial use

3 leases for agncuttural and commercial use
15 leases for home and livestock use

11 leases for commercial use

3 leases for instrutional use (state mstitutions)
15 leases for ndustrial use

6 leases for agriculture and livestock use

Homesite and home commercial use sales of water range in size from less than one acre-foot to less than four acre-feet
These leases allow use of ground water for domestic and associated commercial activities. Individual sales of water for
home agriculture and commercial, and home and livestock uses vary in size from less than one acre-foot to four and
one-half acre-feet. Commercial leases for sale of ground water authorize a spectrum of uses including: RV parks, golf
ocourse irigation, research installations, water utility and small commercial operation. These water sales utilized from
less than ane acre-foot to 365.6 acre-feet of ground water on an individual lease basis. The three institutional water sales
are for use by State of Arizona institutions for comectional and rehabilitation and an interstate rest area. Volurne of
ground water utilized by these instititional leases was seven acre-feet for the interstate rest stop to less than 300 acre-feet
the Department of Economic Security Tramning Center at Coolidge. Twelve industrial leases for water sales were active
for the year. Ground water purchased was for as little as less than one acre-foot to 178.5 acre-feet per lease (water sale).
Uses this ground water was put were test facilities, automobile proving grounds, sand and gravel extraction, a concrete
plant, and mining operation. Ground water purchased under the seven operated leases for agriculture and livestock use
varied from less than one acre-foot to 5.8 acre-feet.

Sale price for ground water extracted from Arizona Trust lands is currently $65 per acre-foot.

21-102154.1 _ COMPARABLE NO. 8
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LESSOR: Arizona State Land Dept
LESSEE: Santa Rita Ranch General Partnership

LOCATION: Approximately 4.2 miles southwest of the Houghton Road Interchange of Interstate - 10.

LEASE DATE: 12/01/86 t0 052105  QUANTITY: 150 AcFt Mmnimum to 520 Ac/Ft. Maximum

UNIT PRICE: 385.00/AcFt
SOURCE OF INFORMATION: Arizona State Land Department of Records

COMMENTS: The Santa Rita Ranch Partnership will transport the water from the well site on Arizona State Land
via an 8 inch water transmission line across Arizona State Trust land to the Santa Rita County Club

golf Course, at the community of Corona De Tucson, for tirf imgation. Corona De Tucson is located
approximately 18 miles southeast of the City of Tucson.

21-102154.1 COMPARABLE NO. 9

PDC000361



ARIZONA STATE LAND DEPARTMENT
APPRAISAL REVIEW AND APPROVAL

APPLICATION NO. _21-102155 Cyprus Bagdad Copper Co.
DATE OF VALUE March 31, 1997

MARKET VALUE ESTIMATE: $835.00 Per Acre-Foot
APPRAISER: William J. Shaffer and Leon G. Olson

COMMENTS:
Certificati

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

The facts and data reported by the review appraiser and used in the review process are true and correct.
The analyses, opinions, and conclusions in this review report are limited only by the assumptions and
limiting conditions stated in this review report, and are my personal, unbiased professional analyses,
opinions and conclusions.

I have no (or the specified) present or prospective interest in the property that is the subject of this report
and [ have no (or the specified) personal interest or bias with respect to the parties involved. My
compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions
in, or the use of, this review report. My analyses, opinions, and conclusions were developed and this
review report was prepared in conformity with the Uniform Standards of Professional Appraisal Practice. 1
did not personally inspect the subject property of the report under review. No one provided significant
professional assistance to the person signing this review report. (If there are exceptions, the name of each
individual providing significant professional assistance must be stated.)

Lz.l !

Edward C. Jones ’ Datc daby G Hathaway,ASA  Date
Chief Appraiser Rev1ew Appraiser
Certified General Certified General
Real Estate Appraiser Real Estate Appraiser
No. 30480 No. 30013

j’/ 23 /‘L’?
J. Dennis Wells Date

l«‘ Commissioner
STATE LAND DEPARTMENT /mlh
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Date Approved:

APPLICATION NO.21-102155

Review.ctf (8/91)
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i ARIZONA STATE LAND DEPARTMENT
L

APPLICATION NO. 21-102155
APPLICANT: Cyprus Bagdad Copper Co., A Delware Cooperation |

PURPOSE: The purpose of this appraisal is to estimate the MARKET VALUE of ground
water extracted from Arizona State Trust lands as of March 31, 1997.

LOCATION: Well site is situated approximately 5 miles north of the Bagdad.

LEGAL DESCRIPTION OF WELL SITE:
Section 11, T.15N, ROW,M&BinSESESE ................... 10.00 acres

SITE DESCRIPTION: Fenced well site.
IMPROVEMENTS: None Appraised

HIGHEST AND BEST USE: Highest and Best Use of ground water on trust land is to be
sold.

QUANTITY: 80 acre feet

DATE OF VALUE: March 31, 1997

ESTIMATE OF VALUE OF SUBJECT GROUND WATER: $85.00 per acre-foot
COMMENTS:

This is a Self-contained Appraisal Report. It is in conformance with State Land Department policies and complies with the
State Land Department Uniform Appraisal Standards and Procedures.

Leon G. Olson Date
Certified General Real Esta :

Jate

Certified General Reél Estate
Appraiser No.30006

APPRAISA.COV (Rev.09/94)
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PURPOSE OF THE APPRAISAL:

| The purpose of this appraisal is to estimate the MARKET VALUE of ground water extracted from
Arizona State Trust lands as of March 31, 1997.

In 1974, the Arizona State Supreme Court ruled in its decision of "Farmers Investment Company
vs. Pima Mining Company" that ground water on Arizona State Trust lands is a natural product of
the land and must be sold based on its market value in the same manner as all other natural products
associated with State Trust lands.

Section 28 of the Enabling Act provides:

"Disposition of any lands, or of any money or thing of value directly or indirectly derived therefrom,
for any object other than for such particular lands, or the lands from which such money or thing of
value shall have been derived, were granted or confirmed, or in any manner contrary to the
provisions of this Act, Shall be deemed a breach of the trust."

"All lands, leaseholds, timber and other products of the land, before being offered, shall be appraised
at their true value, and no sale or other disposal thereof shall be made for a consideration less than
the value so ascertained, nor upon credit unless accompanied by ample security, and the legal title
shall not be deemed to have passed until the consideration shall have been paid."

Market value is defined as:

"The most probable price in terms of money which a property will bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller, each acting prudently, knowledgeably and assuming the price is not
affected by undue stimulus."

Implicit in this definition is the consummation of a sale as of a specified date and passing of title
from seller to buyer under conditions whereby:

Real Estate Appraisal Terminology, Byrl N. Boyce, The American Institute of Real Estaie Appraisers and Thc Society of Real Estate
Appraisers, Cambridge, Mass., Ballinger Publishing Co., 1981, pages 160-161.
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1. Buyer and seller are typically motivated;

2. Both parties are well informed or well advised, and each acting in what he considers
his own best interest;

3. A reasonable time is allowed for exposure in the open market;
4. Payment is made in cash or its equivalent;
5. Financing, if any, is on terms generally available in the community at the specified

date and typical for the property type in its locale;

6. The price represents a normal consideration for the property sold unaffected by
special financing amounts and/or terms, services, fees, costs or credits incurred in the
transaction.’

SCOPE OF THE INVESTIGATION:

As part of this appraisal assignment, the Appraisers made a number of independent investigations
and analysis. The Appraiser interviewed brokers that took an active part in water sale transactions,
water managers for Salt River Project and Central Arizona Water Conservation District. Contacts
were made with several other states actively involved in the sale of water, including the states of
California, Colorado, New Mexico, Montana, Oklahoma, Hawaii, Alaska, Wyoming and Utah. The
monthly publication "Water Intelligence Monthly" was also used for a source of water sale
information. Data retained in office files, which is updated regularly, was relied upon. Sales
comparable data is included, along with the appropriate analysis.

LEGAL DESCRIPTION:

Metes and bounds in the southeast quarter of the southeast quarter of the southeast quarter of
Section 11, Township 15 North Range 9 West, Yavapai County, Arizona.

COMEAIMING . . . vttt ettt ettt ettt et eeee s e ieti e eieeeeeraneaeens 10.00 acres
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The subject lies approximately five miles north of the central business district of Bagdad, Arizona.
This area lies in the western part of the Yavapai County.

WATER SOURCE:

Cyprus Bagdad Copper Corporation is utilizing the subject ground water for domestic, municipal
and industrial purposes. The subject water is being transported to its point of treatment and use by
a pipe line. Arizona Department of Water Resources well registration number for this well is 55-
614798. The depth of the well is 494 feet, the casing size is 14 inch, the pump horse power is 90
and the well capacity is 127 gallons per minute.

SUBJIECT DESCRIPTION:

The subject of this report is a lease to withdraw 80 acre feet of ground water per year for a ten year
term, The source of the water is a well that has been described above.

HIGHEST AND BEST USE:

Highest and Best Use can be defined as that probable use which would generate the highest net return.
In 1974, the Arizona State Supreme Court decision "Farmers Investment Company vs. Pima Mining
Company" ruled that ground water on State Trust lands is a natural product of the land and must be
sold at market value. Therefore, Highest and Best Use of ground water on Arizona State Trust land
will be analyzed based on the following four standard considerations:

Highest and Best Use must meet four criteria;

1 Physically possible

2 Legally permissible

3. Financially feasible

4 Maximum profitability
Physically Passible:

There are no physical constraints which would prevent ground water from being extracted from the
subject area,
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HIGHEST AND BEST USE CONTINUED:

Legally Permissible:

The Arizona State Land Department has the sole authority to grant leases for extraction of ground water
from Trust lands. There are no legal restrictions, zoning or otherwise, which would prevent the
extraction of ground water from the subject land.

Financially Feasihle/Maxi Profitahility:

The successful bidder would not enter into a contractual agreement to purchase ground water unless such
an enterprise was financially feasible. Predicated on demand, any use of ground water extracted from
Trust lands can be considered financially feasible.

Sale of ground water extracted from State Trust lands would generate maximum profitability, since if
not sold no revenue would be generated from this natural product.

Based on the above analysis, it is the Appraiser's opinion that the Highest and Best Use of ground water
on Trust lands is to be sold.

YALUATION PROCESS:

Typically, Real Estate can be valued by applying three approaches to value, 1.e., Cost, Income and Sales
Comparison.

COST APPROACH -

"A set of procedures in which an appraiser derives a value indication by estimating the
current cost to reproduce or replace the existing structure, deducting for all accrued
depreciation in the property, and adding the estimated land value."

"The approach and analysis which is based on the proposition that the informed
purchaser would pay no more than the cost of producing a substitute property with the
same utility as the subject property. Itis particularly applicable when the property being
appraised involves relatively new improvements which represent the highest and best use
of the land or when relatlvely unique or specmhzed improvements are located on the site
and for which there exist no comparable properties on the market."?

! The Dicfionary of Rea] Fstate Appraisal, American Institute of Real Estate Appraisers, 1984, page 75.

? Byrl N. Boyce (ed.), Real Fstate Appraisal Terminalogy, The American Institute of Real Estate Appraisers and the Society of Real Estate Appraisers (st
ed. rev.; Cambridge, Mass., Ballinger Publishing
Co., 1981, page 63).
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INCOME CAPITALIZATION APPROACH -

"An approach through which an appraiser derives a value indication for income-
producing property by converting anticipated benefits into property value. This
conversion is accomplished either by (1) capitalizing a single year's income expectancy
or an annual average of several year's income expectancies at a market-derived
capitalization rate or a capitalization rate that reflects a specified income pattern, return
on investment, and change in the value of the investment; or (2) discounting the annual
cash flows for the holding period and the reversion at a specified yield rate."*

SALES COMPARISON APPROACH -

Traditionally, an appraisal procedure at which the market value estimate is predicted
upon prices paid in actual market transactions and current listings, the former fixing the
lower limit of value in a static or advancing market (price wise), and fixing the higher
limit of value in a declining market; and the latter fixing the higher limit in any market.
It is a process of analyzing sales of similar recently sold properties in order to derive an
indication of the most probable sales price of the property being appraised. The
reliability of this technique is dependent upon (a) the availability of comparable sales
data, (b) the verification of the sales date, © the degree of comparability or extend of
adjustment necessary for time differences and (d) the absence of non-typical conditions
affecting the sale price.’

VALUATION MARKET APPROACH (SALES COMPARISON):

The subject ground water will be appraised utilizing the Sales Comparison Approach. The Cost
Approach is not applicable and will not be employed. There is insufficient data to produce a meaningful
estimate of value utilizing the Income Approach.

The Sales Comparison Approach is based on the principle of substitution, which affirms that no one will
pay more for the cost per acre foot of water than the cost of acquiring an equally desirable substitute per
acre foot of water, assuming no undue or costly delay. In implementing this approach, a search is made
in the market to find sales of water having similar characteristics to the subject.

The Dictionary of Real Estate Appraisal, American Institute of Real Estate Appraisers, 1984, page 156.

Ibid, page 132
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In comparing a comparable sale to the subject it is necessary to develop a common unit of
comparison. Typically, in the market place, water is valued based on an acre foot. Acre-Foot is
defined as "The volume of water, 43,560 cubic feet, or 325,851 gallons, that will cover an area
of one acre to a depth of one foot." This unit of comparison is considered to be the most
meaningful, and will be utilized in this valuation.

YALUATION:

A thorough search was conducted to obtain similar water transactions for comparnison. It was found
that a scarcity of available market data exists that met the minimum critena. Because conditions and
characteristics of any two sales are not exactly the same, adjustments will be considered to reflect

the differences so that a valid estimate of value may be made. The following sales are regarded as
a representative sample.

, ,

COMP. LOCATION TYPE QUANTITY UNIT PRICE
NO. DATE ACRE-FEET _PER ACRE-FOOT
1 1992 Southern California Sale 92,989/Ac Ft. $135/AcFt
2 1993 Southern California Sale 100,000/AcFt $ 68/AcFt
3 Pending  Southem California Sale 200,000/Ac.Ft. $105/Ac.Ft

4 1996 Southwest Oklahoma Lease '95-163/AcFt.
' ‘04-82/AcFt. $ 80/AcFtL

5 1995 Southwest Oklahoma Lease ‘05-192/Ac Ft
'94-169/Ac Ft. $ 70/AcFt

"6 1996 Northeast Oklahoma Lease *95-50.3/AcFt.
’ '94-54/Ac Ft. $ T2/AcFt
Pending State of Colorado Lease 4,000/AcFt $80-90/AcFt
8 Curent  State of Arizona Sale $ 65/AcFt
9 1997  State of Arizona Lease 150-520/Ac.Ft. $85/Ac.Ft.

The transactions cited above indicate dates ranging from 1992 to present and have a value range
from a low of $65.00 per acre-foot to a high of $135.00 per acre-foot.
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DISCUSSION OF ADJUSTMENTS:

Frequently in the Market Approach, the degree or amount of the adjustments are determined by the
use of the paired sales technique, when possible. As in the case of the subject there is insufficient
data to extract adjustments by this method, thus, resulting in the Appraiser relying heavily on
judgement and experience. '

CONDITIONS OF SALE:

Inherent in the definition of market value is that buyer and seller be typically motivated. We have
analyzed the comparable sales with respect to the motivation of both buyer and seller. Often the
conditions of sale impact the final purchase price of the comparable. All of the comparables were
confirmed and with the exception of Sale 1, were considered to be at "arms length”. Sale 1 was a
transaction between farmers in the Palo Verde Irrigation District (California) and Metropolitan Water
District (Southern-California Cities). Because Southern California is in critical need of domestic
water supplies, it has been placed in a position of a higher degree of motivation to pay a higher unit
price than would the general market. A downward adjustment will be applied to Sale 1 for
conditions of sale.

TERMS OF SALF:

No adjustment for Terms is required, since each transaction was for cash.

MARKET CONDITIONS (TIME):

Adjustment for time is required for comparables 2. Sale 3 is a pending sale between the same buyer
and seller as in sale 2. Both sale 2 and 3 are purchases of "stored" Colorado River water to be
available for future use.

QUANTITY:

In general, the market recognizes that there can be a difference in unit price attributed to quantity.
The greater the quantity of volume of a commodity the lower the unit price. Conversely, the lesser
the quantity the higher the unit price. An upward adjustment will be applied to sale seven.
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WATER QUALITY:

Water involved in sales 1, 2 and 3 is Colorado River water at the bank of the river. In March 1986,
a water quality study was conducted of Colorado River Water. This study found the water to contain
537 mg/L of dissolved solids. During transportation of this water via canal, the concentration of
dissolved solids will increase to even higher levels. The United States Environmental Protection
Agency has established national regulations and guidelines for the quality of potable water, provided
by public water systems, at a maximum of 500 mg/L. Irrigation water with less than 500 mg/L of
dissolved solids usually has no noticeable detrimental effect on crops. Above 500 mg/L of dissolved
solids irrigation water has detrimental effects on sensitive crops. Much of the water currently
extracted from Arizona Trust lands has a dissolved solids content of less than 500 mg/L.. Although
in a few areas throughout the state the fluoride concentration is above the acceptable limit for public
water supplies, overall ground water is of a higher quality than the Colorado River surface water.
Upward adjustments will be made to these sales for their inferior quality.

DELIVERY COST:

No adjustment will be made for delivery cost, since there were no delivery cost associated with any
of the comparables.

DISCUSSTON AND ANALYSIS OF COMPARABLES:
COMPARABLE NUMBER 1:

Comparable number 1 encompasses a program involving farmers in the Palo Verde Imrigation
District (near Blyth, California) being paid to fallow a portion of their land. The water gain was
computed at 4.6 acre feet per acre per year at the head of the canal. This program was paid for by
the Metropolitan Water District (southermn California communities). Total acreage fallowed under
this program was 20,215 acres and generated 92,989 acre feet of water. Since this water was
purchased at the canal head, no delivery cost was included in the unit price paid. This program was
well received by farmers and in fact, many additional farmers expressed interest in participating in
similar programs.

COMPARARLES NUMBER 2 & 3:

The Central Arizona Water Conservation District (CAWCD) entered into a joint agreement with the
Southern Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southern California to purchase Colorado River water for future delivery. Arizona was paid $68.00
per acre foot for the future rights to 100,000 acre feet of water. Currently there is a similar 200,000
acre foot sale pending (sale 3) between the same parties for $105.00 per acre foot. These two sales
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represent transactions involving water to be delivered at the Colorado River bank. No delivery costs
were included in the unit price paid.

COMPARABLES NUMBER 4,5 & 6:

These three leases have been granted by the State of Oklahoma, Commissioners of the Land Office
to individual municipal water companies for extraction of water from state school lands. Each lessee
is charged for ground water pumped from state school lands. The rate assessed is based on rates paid
by municipal water companies in Oklahoma for water. Representatives of the Commissioners of the
Land Office indicated that the current rates assessed are based on a study of what municipal water
companies paid for water several years ago. These rates have been increased but at this time are

somewhat below market value. The unit price for these three leases range from $70.00 to $80.00
per acre-foot.

COMPARABLE NUMBER 7:

The State of Colorado has granted a lease to Ridgeview Metropolitan District and PureCyle
Corporation to pump ground water from the old Lowry Bombing Range (Colorado state land).
Ground water pumped from the old Lowry Bombing Range can be sold off the property. A royalty,
based on the fair-market value of the water, goes to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually.

COMPARABLE NUMBER 8:

Currently there are approximately 70 individual active water sales in conjunction with well site
leases authorized by the Arizona State Land Department. Uses of ground water withdrawn from the
active leases include: homesite (domestic uses), commercial use, institutional use (state institutions),
industrial use, and mining use. The leases have been paying $65.00 per acre-foot, on an annual
basis, for approximately the past ten years.
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Comparable Sale Number 9 is a State of Arizona lease to Santa Rita Ranch General Partnership to
pump groundwater from state trust land to the Santa Rita County Club Golf Course located in the
community of Corona De Tucson. It is to be used for turf irrigation on the golf course. The water
was sold at public auction for $85.00 per acre foot. The amount of water allowed per year under the
terms of the lease is 150 acre feet minimum to 520 acre feet maximum. The lease is for a ten year
term.

CONCLUSION:

Comparables 1, 2 & 3 are all Colorado River surface water sales. As previously discussed, a water

quality conducted indicated that the dissolved solids contents were above the acceptable E.P.A.

guidelines for potable water. After adjusting Sale 1 downward for conditions of sale and upward

for inferior water quality, Sale 2 upward for market conditions and water quality and Sale 3 upward

for inferior water quality, these sales indicated values of $110.00 per acre foot, $105.00 per acre foot

and $105.00 per acre foot respectively. Therefore, these sales suggest a value for the subject of
} something less than $110.00 per acre foot and something above $105.00 per acre foot. Less reliance
- was placed on these comparables primarily due to their surface water characteristics.

Comparables 4, 5 & 6 are ground water leases for sale of water in the State of Oklahoma. These
leases indicated values of $80.00 per acre foot, $70.00 per acre foot and $72.00 per acre foot
respectively. The comparables, which were considered to be very similar to the subject in most
respects, required no adjustment and suggests a value for the subject of something less than $80.00
per acre foot and something above $70.00 per acre foot.

Comparable 7 involves a lease granted by.the State of Colorado to Ridgeview Metropolitan District
and PureCyle Corporation to pump ground water from the old Lowry Bombing Range (Colorado
state land). Ground water pumped from this state land can be sold off of the property. A royalty,
based on the fair-market value of the water, is paid to a trust fund for elementary and secondary
schools. . Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off of the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually. The large quantity of ground water involved in this pending transaction

indicates an upward adjustment for size, suggesting a value for the subject of something above
$90.00 per acre-foot.
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Comparable 8 includes approximately 70 individual active water leases authorized by the Land
Department. Because the unit value for this comparable was set administratively with little market
data support, less reliance was placed on this comparable sale.

Comparable 9 is a current sale that was sold at public auction for $85.00 per acre foot of ground
water. The lease application is for the right to use a minimum of 150 acre feet and a maximum of
520 acre feet of ground water annually for ten years. This comparable sale was considered to be
similar to the subject in most respects and required no adjustment. This sale indicates a value of
$85.00 per acre feet for the subject.

As previously stated, less reliance was placed on comparables 1, 2 & 3 due to their surface water
characteristics. The unit value of $65.00 per acre foot for comparable number 8 was set
administratively, with little or no market support. The fact that the Land Department has been
selling ground water in the market place at this unit value for several years, clearly establishes that

there is a market demand for this product; thus, this price tends to set the absolute lower limit of
value.

Like the subject, comparables 4 through 7 and 9 are ground water leases, for sale of water, indicating
an adjusted range of unit values between $100.00 per acre foot and $70.00 per acre foot. Of the five
comparables, the least reliance was placed on comparable 7, due to quantity of use. After placing
the most reliance on comparables 4, 5, 6, and 9 the value range narrows closer between $85.00 per
acre foot and $70.00 per acre foot. Comparable 9 which is the most current and very similar to the
subject strongly suggests a value towards the upper end of the range. After placing the most weight
on comparable 9 with strong support from comparables 4,5, and 6, the market value for the subject
ground water is estimated to be $85.00 per acre foot.

DEPARTURE:

The preceding is a departure from the minimums as established by USPAP but is not so limited in
scope as to mislead the reader. All data upon which this value conclusion is predicated is maintained
in the files of the State Land Department Appraisal Section.

This report is a Self-Contained Appraisal Report intended for use solely by the requestor for the
specific purposes as specified in the lease file referenced above. If utilized for any other purpose this

report cannot be properly understood without additional information from the work files of the
Appraiser.

Under Standards Rule 2-2 of the Uniform Standards of Appraisal Practice (1995 Edition), an
Appraiser may transmit the results of a complete appraisal in one of three formats: The Self-
Contained Appraisal Report, the Summary Appraisal Report, or the Restricted Appraisal Report.
The primary difference between these reports is the level of detail presented to the requestor. This
report is intended to comply with Standards Rule 2-2(a).
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In the development of this report the Cost and Income Approaches to value were considered but were
deemed to be inapplicable in the estimation of the value of the fee simple interest in the subject land
and neither approach was utilized. This is a permitted departure from Standards Rule 1-4 of the
Uniform Standards of Professional Appraisal Practice. The exclusion of these approaches will not

produce any conclusion which would be misleading or which would have any effect upon the final
opinion of value as reported herein.
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The certification of the Appraiser appearing in the appraisal report is subject to the following
conditions and to such other specific and limiting conditions as are set forth by the appraiser in this
report.

1. The Appraiser assumes no responsibility for matters of a legal nature affecting the property
or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be good and marketable. The property is appraised as if held in "Fee Simple
Title", unless otherwise specified, and is assumed to be under responsible ownership and
competent management.

2. Any sketch in this report may show approximate dimensions and is included to assist the
reader in visualizing the property. The Appraiser has made no survey of the property.

3. The appraiser is not required to give testimony or appear in court because of having made
this appraisal with reference to the property in question, unless arrangements have been
previously made therefore.

4. Any distribution of the valuation in the report between land and improvements applies only
under the existing program of utilization. The separate valuations for land and buildings
must not be used in conjunction with any other appraisal and are invalid if so used.

5. The Appraiser assumes that there are no hidden or unapparent conditions of the property,
subsoil, structures, or hazardous material conditions which would render it more or less
valuable. The Appraiser assumes no responsibility for such conditions.

6. Information, estimates, and opinions furnished to the Appraiser, and contained in this report,
were obtained from sources considered reliable and believed to be true and correct.

However, no responsibility for accuracy of such items furnished can be assumed by the
Appraiser.
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CERTIFICATION:

The Appraiser certify that, to the best of their 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 the Appraiser's personal, unbiased
professional analyses, opinions, and conclusions.

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

The Appraiser's compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value estimate, the attainment
of a stipulated result, or the occurrence of a subsequent event.

The Appraiser's analyses, opinions, and conclusions were developed, and this report has been
prepared in conformity with the Uniform Standards of Professional Practice as well as the by-laws
and standards of the individual appraisal organization the Appraiser is affiliated with.

The Appraiser has not made a personal inspection of the property that is the subject of this report.

Leon Olson provided significant professional assistance to William Shaffer.

It is the Appraiser's opinion that the market value of the subject ground water as of March 31, 1997
is:

EIGHTY-FIVE DOLLARS PER ACRE-FOOT

($85.00 Per Acre-Foot)

oﬁ/m ﬁéf,ﬁfm baer PPt 21, 1977

Leon G. Olson
State Certified General
Real Estate Appraiser

No. 30163 '
)

Real Estate Appraiser
No. 30012
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COMPARABLE NO. 1

LESSOR: Fammers participating in Palo Verde Imigation District (Califomia) land fallowing program.
LESSEE: Metropolitan Water District (Southem Califomia Cities).

LOCATION: Palo Verde Imigation District near Blyth, Califomia.

LEASE DATE: 1992 QUANTITY: 92,989 AcFt UNIT PRICE: $135.00/AcFt

.SOURCE OF INFORMATION: Jan Matusak, Principal Engineer of the Metropolitan Water District.

COMMENTS: The average price paid to farmers to fallow a portion of their land was $620 per acre, per year, and
the water gain was computed at 4.6 acre-feet per acre per year at the head of the canal, though the
actual gain was greater. This equates to a per acre foot price of $135 using the 4.6 acre feet figure,
A total 0£20,215 acres were fallowed, yielding a gross water gain to urban areas of 93,000 acre-feet
per year. The program was well received by farmers in the area and many expressed interest in
participating in similar programs should they be implemented in the future. This is due to the fact
that there is no crop that will yield a similar net retim to the farmer on a virtually risk free basis.

21-102155.1 ' COMPARABLENO.1
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T COMPARABLENO. 2

St

LESSOR: Central Arizona Water Conservation District (CAWCD)

LESSEE: Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southemn Califormia.

LOCATION:

LEASE DATE: 1993 QUANTITY: 100,000 AcFt  UNIT PRICE: $68.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozer, P.E., Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: SNWA and MWD participated in a program with the CAWCD to store portions of their Colorado
River allotments in Arizona. Essentially, Arizona was paid $68 per acre-foot to use 100,000
acre-feet of Colorado River water via the CAP canal. This water was used by farmers who would
have pumped groundwater, which is therefore stored or "banked" for fiire use. In the event
Califomia or Nevada suffer a ternporary water shortage, due for example to a drought, they can draw
quantities of Colorado River water up to the amount they have "stored" and Arizona farmers will be
able to draw on "banked” ground water resource.

21-102155.1 COMPARABLE NO.2
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LESSOR:  Central Arizona Water Conservation District (CAWCD)

LESSEE: Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem California.

LOCATION:

" LEASE DATE: Cument QUANTITY: 200,000 AcFt  UNIT PRICE: $105.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozer, PE., Assistant General Manager Engineering, Water
: Operations, Technical Support.

COMMENTS: Arizona would be paid $105 per acre-foot to use 200,00 acre-feet of Colorado River water via the
CAP canal. This water would be used by farmers who would have purnped ground water, which
is therefore stored or "banked" for future use. In the event Califomia or Nevada suffer a temporary
water shortage, due for example to a drought, they can draw quantities of Colorado River water up
to the amount "stored" and Arizona farmers would draw on a similar amount of "banked" ground
water resource.

21-102155.1 COMPARABLE NO. 3
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LESSOR:  State of Oklahoma, Commissioners of the Land Office
LESSEE: Beckham County Rural Water District # 3

LOCATION: Southwest Oklahoma

LEASE DATE: 1996 rate QUANTITY: 1995 - 53,149,000 gallons(163 ACFt)
1994 - 27,035,000 gallons( 82 AcFt)

UNIT PRICE: $024517/1,000 gallons ($79.89/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management Division,
Oklahorma Commissioners of the Land Office

COMMENTS: Larry Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
comparies in Oklahoma for water. He also stated that the scarcity of water m Arizona would indicate
a higher unit value (for Arizona water).

21-102155.1 COMPARABLE NO. 4
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LESSOR: State of Oklahoma, Commussioners of the Land Office
LESSEE: Pamee County Rural Water District #1

LOCATION: Tucson, Anizona

LEASEDATE: 195mate QUANTITY: 1995 -62,569,000 gallons(192 AcFt)
1994 - 55,072,200 gallons(169 AcFt)

UNIT PRICE: $02158/1,000 gallons ($20.32/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management
Division, Oklahoma Commissioners of the Land Office

COMMENTS: Lary Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water n Arizona would indicate
a higher unit value (for Arizona water).

21-102155.1 COMPARABLE NO. 5
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COMPARABLENQO. 6

LESSOR: State of Oklahoma, Corrmissioners of the Land Office
LESSEE: Townof Yale

LOCATION: Northeast Oklahoma

LEASE DATE: 199 rate QUANTITY: 1995 - 16,403,000 gallons(50.3 AcFt)
1994 - 17,599,000 gallons(54 AcFt)

UNIT PRICE: $02198/1,000 gallons (571.62/AcFt)

SOURCE OF INFORMATION: Dan Hake and Lary Swanson, Real Estate Management Division,
Oklahoma Commissioners of the Land Office.

COMMENTS: Larry Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Arizona water).

21-102155.1 ‘ COMPARABLE NO. 6
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LESSOR: Colorado State Board of Land Commissioners
LESSEE: Ridgeview Metropolitan District

LOCATION: The old Lowry Bombing Range (situated on the eastern edge of the mefropolitan area of Denwer,
Colorado)) A

LEASE DATE: Pending QUANTITY: 4,000 AcFt

UNIT PRICE: $80.00 - $90.00/AcFt.

SOURCE OF INFORMATION: William J. Killip IL, Special Project Manager, Colorado State Board of
Land Commissioners.

COMMENTS: The Ridgeview Metropolitan District and PureCyle Corporation have the right to pump ground water
from the old Lowry Bombing Range (24,00 acres of Colorado state land) and sell it off of the
property. A moyalty is paid to the State of Colorado based on the fair-market value of the water. This
money like all reverues generated from state land, goes to a trust fund for elementary and secondary
schools. Ridgeview Metropotitan District (a reverme only district which can issue bonds to be retired
with firure revenue) is the lessee of the lease to sell ground water pumped for the old Lowry
Bombing Range, and contracts with PureCyle Corporation for development and provide delivery.
service of water pumped. ‘

Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan District to
purchase 4,000 acre-feet per year of ground water to be pumped from the old Lowry Bombing Range
for use off the property. The'Amy Corps of Engineers will use the ground water purchased to
mutigate ground water contamination on the Rocky Mountain Arsenal (a superfind site). Bill Killip
indicated that the sale should be completed within less than one year, with the royalty to the State of
Colorado being $80.00 to $90.00 per acre-foot

21-102155.1 COMPARABLE NO. 7
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COMPARABLE.NOQ. 8

LESSOR: The Anizona State Land Department
LESSEE: Various (70 active sales out of 83 total sales).
LOCATION:

SALE DATE: Curent QUANTITY: Varies by sale
UNIT PRICE: $65.00/AcFt
SOURCE OF INFORMATION: Arizona State Land Department files and records.

COMMENTS: There are cumrently 70 individual active water sales (leases for the right to extract ground water from
Arizona State Trust lands), with a total of 83 individual leases authorized for extraction of ground
water from Trust lands. Approved uses of ground water pumped from the active leases include:

19 leases for homesites (domestic use)

7 leases for home commercial use

3 leases for agricuttural and commercial use
15 leases for home and livestock use

11 leases for commercial use

3 leases for mstitutional use (state uusuumOns)
15 leases for industrial use

6 leases for agriculture and livestock use

Hormesite and home cormmercial use sales of water range in size from less than one acre-foot to less than four acre-feet.
These leases allow use of ground water for domestic and associated commercial activities. Individual sales of water for
home agriculture and commercial, and home and livestock uses vary in size from less than one acre-foot to four and
one-half acre-feet. Commercial leases for sale of ground water authorize a spectrum of uses including: RV parks, golf
course imigation, research installations, water utility and small commercial operation. These water sales utilized from
less than one acre-foot to 365.6 acre-feet of ground water on an mdividual lease basis. The three institutional water sales
are for use by State of Arizona institutions for correctional and rehabilitation and an interstate rest area. Volume of
ground water utilized by these instititional leases was seven acre-feet for the interstate rest stop to less than 300 acre-feet
the Department of Economic Security Training Center at Coolidge. Twelve industrial leases for water sales were active
for the year. Ground water purchased was for as little as less than one acre-foot to 178.5 acre-feet per lease (water sale).
Uses this ground water was put were test fxcilities, automobile proving grounds, sand and gravel extraction, a concrete
plant, and mining operation. Ground water purchased under the seven operated leases for agriculture and livestock use
varied from Jess than one acre-foot to 5.8 acre-feet

Sale price for ground water extracted from Arizona Trust lands is currently $65 per acre-foot
21-102155.1 COMPARABLE NO. 8
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LESSOR: Arzona State Land Dept
LESSEE: Santa Rita Ranch General Partnership

LOCATION: Approxirnately 4.2 miles southwest of the Houghton Road Interchange of Interstate -10.

'LEASE DATE: 12/01/96 to 0521/05 ~ QUANTITY: 150 AcFt Minimum to 520 Ac/Ft Maximum

UNIT PRICE: $85.00/AcFt.
SOURCE OF INFORMATION: Arizona State Land Department of Records

COMMENTS: The Santa Rita Ranch Partnership will transport the water from the well site on Arizona State Land
via an 8 inch water transmission line across Arizona State Trust land to the Santa Rita County Club
golf Course, at the commumnity of Corona De Tucson, for turf imigation. Corona De Tucson is located
approximately 18 miles southeast of the City of Tucson.

21-102155.1 COMPARABLE NO.9
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ARIZONA STATE LAND DEPARTMENT
APPRAISAL REVIEW AND APPROVAL

APPLICATION NO. _21-102156 Cyprus Bagdad Copper Co.
DATE OF VALUE March 31,1997

MARKET VALUE ESTIMATE: $835.00 Per Acre-Foot
APPRAISER: William J. Shaffer and Leon G. Olson

COMMENTS:
Certificati

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

' The facts and data reported by the review appraiser and used in the review process are true and cormrect.
The analyses, opinions, and conclusions in this review report are limited only by the assumptions and
limiting conditions stated in this review report, and are my personzl, unbiased professional analyses,
opinions and conclusions.

1 have no (or the specified) present or prospective interest in the property that is the subject of this report
and I have no (or the specified) personal interest or bias with respect to the parties involved. My

. compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions
in, or the use of, this review report. My analyses, opinions, and conclusions were developed and this
review report was prepared in conformity with the Uniform Standards of Professional Appraisal Practice. 1
did not personally inspect the subject property of the report under review. No one provided significant
professional assistance to the person signing this review report. (If there are exceptions, the name of each
individual providing significant professional assistance must be stated.)

lndefhcs 42297 M%ﬁw
EdwardC Jones

Date y G. Hathaway,ASA Date
Chief Appraiser Revzcw Appraiser
Certified General Certified General
Real Estate Appraiser Real Estate Appraiser
No. 30480 ' No. 30013
. f/{/»s /7 7
J. Dennis Wells . Date

{c\ Commissioner
STATE LAND DEPARTMENT /mlh
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Date Approved:
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APPLICATION NO. 21-102156
APPLICANT: Cyprus Bagdad Copper Co., A Delware Cooperation

PURPOSE: The purpose of this appraisal is to estimate the MARKET VALUE of ground
water extracted from Arizona State Trust lands as of March 31, 1997.

LOCATION: Well sites are situated approximately 5 miles north of the Bagdad.

LEGAL DESCRIPTION OF WELL SITE:
Section 24, T.15N, ROW, M&BInNENENE .................. 10.00 acres

SITE DESCRIPTION: Fenced well sites.
IMPROVEMENTS: None Appraised

HIGHEST AND BEST USE: Highest and Best Use of ground water on trust land is to be
- sold.

QUANTITY: 80 acre feet

DATE OF VALUE: March 31, 1997

ESTIMATE OF VALUE OF SUBJECT GROUND WATER: $85.00 per acre-foot
COMMENTS:

This is a Self-contained Appraisal Report. It is in conformance with State Land Department policies and complies with the
State Land Department Uniform Appraisal Standards and Procedures.

Tt Dbpon o2, (797

ﬁeon G. Olson Date
Certified General Real Estatg

Date

s

Appraiser No.30006

APPRAISA.COV (Rev.09/94)

PDC000393



MARCH 31, 1997

PDC000394



APPLICATION N2 21-102156
~ PAGE N22

- The purpose of this appraisal is to estimate the MARKET VALUE of ground water extracted from

Arizona State Trust lands as of March 31, 1997.

In 1974, the Arizona State Supreme Court ruled in its decision of "Farmers Investment Company
vs. Pima Mining Company" that ground water on Arizona State Trust lands is a natural product of
the land and must be sold based on its market value in the same manner as all other natural products
associated with State Trust lands.

Section 28 of the Enabling Act provides:

"Disposition of any lands, or of any money or thing of value directly or indirectly derived therefrom,
for any object other than for such particular lands, or the lands from which such money or thing of
value shall have been derived, were granted or confirmed, or in any manner contrary to the
provisions of this Act, Shall be deemed a breach of the trust.”

"All lands, leaseholds, timber and other products of the land, before being offered, shall be appraised
at their true value, and no sale or other disposal thereof shall be made for a consideration less than
the value so ascertained, nor upon credit unless accompanied by ample security, and the legal title
shall not be deemed to have passed until the consideration shall have been paid."

Market value is defined as:

"The most probable price in terms of money which a property will bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller, each acting prudently, knowledgeably and assuming the price is not
affected by undue stimulus.™"

Implicit in this definition is the consummation of a sale as of a specified date and passing of title
from seller to buyer under conditions whereby:

Real Estate Appraisal Terminolagy, Byrl N. Boyce, The American Institute of Real Estate Appraisers and The Society of Real Estate
Appraisers, Cambridge, Mass., Ballinger Publishing Co., 1981, pages 160-161.
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PURPOSE OF THE APPRAISAL CONTINUED:

1. Buyer and seller are typically motivated,;

2. Both parties are well informed or well advised, and each acting in what he considers
his own best interest;

3. A reasonable time is allowed for exposure in the open market;

4. Payment is made in cash or its equivalent;

5. Financing, if any, is on terms generally available in the community at the specified
date and typical for thé property type in its locale;

6. The price represents a normal consideration for the property sold unaffected by
special financing amounts and/or terms, services, fees, costs or credits incurred in the

transaction.

SCOPE OF THE INYVESTIGATION:

As part of this appraisal assignment, the Appraisers made a number of independent investigations
and analysis. The Appraiser interviewed brokers that took an active part in water sale transactions,
water managers for Salt River Project and Central Arizona Water Conservation District. Contacts
were made with several other states actively involved in the sale of water, including the states of
California, Colorado, New Mexico, Montana, Oklahoma, Hawaii, Alaska, Wyoming and Utah. The
monthly publication "Water Intelligence Monthly" was also used for a source of water sale
information. Data retained in office files, which is updated regularly, was relied upon. Sales
comparable data is included, along with the appropriate analysis.

LEGAL DESCRIPTION:

Metes and bounds in the northeast quarter of the northeast quarter of the northeast quarter of Section
24, Township 15 North Range 9 West, Yavapai County, Arizona.

COMEAINMIIE .+ v o vttt s et e et e e et e e e et e e e e e e e e et et - 10.00 acres
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The subject lies approximately five north of the central busmess district of Bagdad, Arizona. This
area lies in the western part of the Yavapai County.

WATER SOURCE:

Cyprus Bagdad Copper Corporation is utilizing the subject ground water for domestic, municipal
and industrial purposes. The subject water is being transported to its point of treatment and use by
a pipe line. Arizona Department of Water Resources well registration number for these wells is 55-
6147999 and 55-614800. The depths of the wells are 522 feet and 250 feet, the casing sizes are 14
inch and 10 inch, the pumps horse power are 90 and 50 and the well capacities are 280 and 195
gallons per minute.

SUBJECT DESCRIPTION:

The subject of this report is a lease to withdraw 80 acre feet of ground water per year for a ten year
term, The source of the water is a well that has been described above.

HIGHEST AND BEST USE:

Highest and Best Use can be defined as that probable use which would generate the highest net return.
In 1974, the Arizona State Supreme Court decision "Farmers Investment Company vs. Pima Mining
Company" ruled that ground water on State Trust lands is a natural product of the land and must be
sold at market value. Therefore, Highest and Best Use of ground water on Arizona State Trust land
will be analyzed based on the following four standard considerations:

Highest and Best Use must meet four criteria:

1. Physically possible

2. Legally permissible

3. Financially feasible

4. Maximum profitability
Physically Possible:

There are no physical constraints which would prevent ground water from being extracted from the
subject area.
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The Arizona State Land Department has the sole authority to grant leases for extraction of ground water
from Trust lands. There are no legal restrictions, zoning or otherwise, which would prevent the
extraction of ground water from the subject land.

Financially Feasible/Maxi Profitability:

The successful bidder would not enter into a contractual agreement to purchase ground water unless such
an enterprise was financially feasible. Predicated on demand, any use of ground water extracted from
Trust lands can be considered financially feasible.

Sale of ground water extracted from State Trust lands would generate maximum profitability, since if
not sold no revenue would be generated from this natural product.

Based on the above analysis, it is the Appraiser's opinion that the Highest and Best Use of ground water
on Trust lands is to be sold.

YALUATION PROCESS:

Typically, Real Estate can be valued by applying three approaches to value, i.e., Cost, Income and Sales
Comparison.

COST APPROACH -

"A set of procedures in which an appraiser derives a value indication by estimating the
current cost to reproduce or replace the existing structure, deducting for all accrued
depreciation in the property, and adding the estimated land value."?

"The approach and analysis which is based on the proposition that the informed
purchaser would pay no more than the cost of producing a substitute property with the
same utility as the subject property. It is particularly applicable when the property being
appraised involves relatively new improvements which represent the highest and best use
of the land or when relatively unique or specialized improvements are located on the site
and for which there exist no comparable properties on the market."

3

The Dictionary of Real Estate Appraisal, American Institute of Real Estate Appraisers, 1984, page 75.

! " Byl N. Boyce (ed.), Real Estate Appraisal Terminalogy, The American Institute of Real Estate Appraisers and the Saciety of Real Estate Appraisers (15t
ed. rev.; Cambridge, Mass., Ballinger Publishing
Co., 1981, page 63)..
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INCOME CAPITALIZATION APPROACH -

"An approach through which an appraiser derives a value indication for income-
producing property by converting anticipated benefits into property value. This
conversion is accomplished either by (1) capitalizing a single year's income expectancy
or an annual average of several year's income expectancies at a market-derived

capitalization rate or a capitalization rate that reflects a specified income pattern, return -

on investment, and change in the value of the investment; or (2) discounting the annual

cash flows for the holding period and the reversion at a specified yield rate."™

SALES COMPARISON APPROACH -

Traditionally, an appraisal procedure at which the market value estimate is predicted
upon prices paid in actual market transactions and current listings, the former fixing the
lower limit of value in a static or advancing market (price wise), and fixing the higher
limit of value in a declining market; and the latter fixing the higher limit in any market.
It is a process of analyzing sales of similar recently sold properties in order to derive an
indication of the most probable sales price of the property being appraised. The
reliability of this technique is dependent upon (a) the availability of comparable sales
data, (b) the verification of the sales date, © the degree of comparability or extend of
adjustment necessary for time differences and (d) the absence of non-typical conditions
affecting the sale price.’

YALUATION MARKET APPROACH (SALES COMPARISON):

The subject ground water will be appraised utilizing the Sales Comparison Approach. The Cost
Approach is not applicable and will not be employed. There is insufficient data to produce a meaningful
estimate of value utilizing the Income Approach.

The Sales Comparison Approach is based on the principle of substitution, which affirms that no one will
pay more for the cost per acre foot of water than the cost of acquiring an equally desirable substitute per
acre foot of water, assuming no undue or costly delay. In implementing this approach, a search is made
in the market to find sales of water having similar characteristics to the subject.

$

The Dictionary of Real Estate Appraisal, American Institute of Real Estate Appraisers, 1984, page 156.

ibid, page 132
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In comparing a comparable sale to the subject it is necessary to develop a common unit of
comparison. Typically, in the market place, water is valued based on an acre foot. Acre-Foot is
defined as "The volume of water, 43,560 cubic feet, or 325,851 gallons, that will cover an area
of one acre to a depth of one foot." This unit of comparison is considered to be the most
meaningful, and will be utilized in this valuation.

VALUATION:

A thorough search was conducted to obtain similar water transactions for comparison. It was found
that a scarcity of available market data exists that met the minimum criteria. Because conditions and
characteristics of any two sales are not exactly the same, adjustments will be considered to reflect
the differences so that a valid estimate of value may be made. The following sales are regarded as
a representative sample.

. ,

COMP. LOCATION TYPE QUANTITY UNIT PRICE
NO. _ DATE ACRE-FEET _ PER ACRE-FOOT
1 1992 Southem California Sale 92,989/Ac Ft. $135/AcFt.
2 1993 Southem California Sale 100,000/Ac.Ft 3 68/AcFL
3 Pending  Southern California Sale 200,000/AcFt. $105/Ac.Ft
4 1996 Southwest Oklahoma Lease '95-163/AcFtL. ,

: "04-82/Ackt $ 80/AcFt

5 1995 Southwest Oklahoma Lease 95-192/AcFt
'94-169/AcFt $ 70/AcFt.

6 1996 Northeast Oklahoma Lease '95-50.3/Ac Ft.
‘94-54/AcFt. $ 72/AcFt
Pending  State of Colorado Lease 4 000/AcFt $80-90/AcFt.
Current  State of Arizona Sale $ 65/AcFt
9 1997  State of Arizona Lease 150-520/Ac.Ft. $85/Ac.Ft.

The transactions cited above indicate dates ranging from 1992 to present and have a value range
from a low of $65.00 per acre-foot to a high of $135.00 per acre-foot.
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Frequently in the Market Approach, the degree or amount of the adjustments are determined by the
use of the paired sales technique, when possible. As in the case of the subject there is insufficient
data to extract adjustments by this method, thus, resulting in the Appraiser relying heavily on
judgement and experience.

CONDITIONS OF SALE:

Inherent in the definition of market value is that buyer and seller be typically motivated. We have
analyzed the comparable sales with respect to the motivation of both buyer and seller. Often the
conditions of sale impact the final purchase price of the comparable. All of the comparables were
confirmed and with the exception of Sale 1, were considered to be at “arms length". Sale 1 wasa
transaction between farmers in the Palo Verde Irrigation District (California) and Metropolitan Water
District (Southemn California Cities). Because Southern California is in critical need of domestic
water supplies, it has been placed in a position of a higher degree of motivation to pay a higher unit
price than would the general market. A downward adjustment will be applied to Sale 1 for
conditions of sale. :

TERMS OF SALE:

No adjustment for Terms is required, since each transaction was for cash.

MARKET CONDITIONS (TIME):

Adjustment for time is required for comparables 2. Sale 3 is a pending sale between the same buyer

and seller as in sale 2. Both sale 2 and 3 are purchases of "stored" Colorado River water to be
available for future use. '

QUANTITY:

In general, the market recognizes that there can be a difference in unit price attributed to quantity.
The greater the quantity of volume of a commodity the lower the unit price. Conversely, the lesser
the quantity the higher the unit price. An upward adjustment will be applied to sale seven.
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WATER QUALITY:

Water involved in sales 1, 2 and 3 is Colorado River water at the bank of the river. In March 1986,
a water quality study was conducted of Colorado River Water. This study found the water to contain
537 mg/L of dissolved solids. During transportation of this water via canal, the concentration of
dissolved solids will increase to even higher levels. The United States Environmental Protection
Agency has established national regulations and guidelines for the quality of potable water, provided
by public water systems, at a maximum of 500 mg/L. Irrigation water with less than 500 mg/L of
dissolved solids usually has no noticeable detrimental effect on crops. Above 500 mg/L of dissolved
solids irrigation water has detrimental effects on sensitive crops. Much of the water currently
extracted from Arizona Trust lands has a dissolved solids content of less than 500 mg/L. Although
in a few areas throughout the state the fluoride concentration is above the acceptable limit for public
water supplies, overall ground water is of a higher quality than the Colorado River surface water.
Upward adjustments will be made to these sales for their inferior quality.

DELIVERY COST:

No adjustment will be made for delivery cost, since there were no delivery cost associated with any
of the comparables.

DISCUSSION AND ANALYSIS OF COMPARABLES:
COMPARABLE NUMBER 1:

Comparable number 1 encompasses a program involving farmers in the Palo Verde Iitigation
District (near Blyth, California) being paid to fallow a portion of their land. The water gain was
computed at 4.6 acre feet per acre per year at the head of the canal. This program was paid for by
the Metropolitan Water District (southern California communities). Total acreage fallowed under
this program was 20,215 acres and generated 92,989 acre feet of water. Since this water was
purchased at the canal head, no delivery cost was included in the unit price paid. This program was

well received by farmers and in fact, many additional farmers expressed interest in participating in
similar programs.

COMPARABLES NUMBER 2 & 3:

The Central Arizona Water Conservation District (CAWCD) entered into a joint agreement with the
Southern Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southemn California to purchase Colorado River water for future delivery. Arizona was paid $68.00
per acre foot for the future rights to 100,000 acre feet of water. Currently there is a similar 200,000
acre foot sale pending (sale 3) between the same parties for $105.00 per acre foot. These two sales
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represent transactions involving water to be delivered at the Colorado River bank. No delivery costs
were included in the unit price paid.

COMPARABLES NUMBER 4,5 & 6:

These three leases have been granted by the State of Oklahoma, Commissioners of the Land Office
to individual municipal water companies for extraction of water from state school lands. Each lessee
is charged for ground water pumped from state school lands. The rate assessed is based on rates paid
by municipal water companies in Oklahoma for water. Representatives of the Commissioners of the
Land Office indicated that the current rates assessed are based on a study of what municipal water
companies paid for water several years ago. These rates have been increased but at this time are
somewhat below market value. The unit price for these three leases range from $70.00 to $80.00
per acre-foot.

COMPARABLE NUMBER 7:

The State of Colorado has granted a lease to Ridgeview Metropolitan District and PureCyle
Corporation to pump ground water from the old Lowry Bombing Range (Colorado state land).
Ground water pumped from the old Lowry Bombing Range can be sold off the property. A royalty,
based on the fair-market value of the water, goes to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually.

COMPARABILE NUMBER §:

Currently there are approximately 70 individual active water sales in conjunction with well site
leases authorized by the Arizona State Land Department. Uses of ground water withdrawn from the
active leases include: homesite (domestic uses), commercial use, institutional use (state institutions),
industrial use, and mining use. The leases have been paying $65.00 per acre-foot, on an annual
basis, for approximately the past ten years. |
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Comparable Sale Number 9 is a State of Arizona lease to Santa Rita Ranch General Partnership to
pump groundwater from state trust land to the Santa Rita County Club Golf Course located in the
community of Corona De Tucson. Itis to be used for turf irrigation on the golf course. The water
was sold at public auction for $85.00 per acre foot. The amount of water allowed per year under the
terms of the lease is 150 acre feet minimum to 520 acre feet maximum. The lease is for a ten year
term.

CONCILUSION:

Comparables 1, 2 & 3 are all Colorado River surface water sales. As previously discussed, a water
quality conducted indicated that the dissolved solids contents were above the acceptable E.P.A.
guidelines for potable water. After adjusting Sale 1 downward for conditions of sale and upward
for inferior water quality, Sale 2 upward for market conditions and water quality and Sale 3 upward
for inferior water quality, these sales indicated values of $110.00 per acre foot, $105.00 per acre foot
and $105.00 per acre foot respectively. Therefore, these sales suggest a value for the subject of
something less than $110.00 per acre foot and something above $105.00 per acre foot. Less reliance
was placed on these comparables primarily due to their surface water characteristics.

Comparables 4, 5 & 6 are ground water leases for sale of water in the State of Oklahoma. These
leases indicated values of $80.00 per acre foot, $70.00 per acre foot and $72.00 per acre foot
respectively. The comparables, which were considered to be very similar to the subject in most
respects, required no adjustment and suggests a value for the subject of somethmg less than $80.00
per acre foot and something above $70.00 per acre foot.

Comparable 7 involves a lease granted by the State of Colorado to Ridgeview Metropolitan District
and PureCyle Corporation to pump ground water from the old Lowry Bombing Range (Colorado
state land). Ground water pumped from this state land can be sold off of the property. A royalty,
based on the fair-market value of the water, is paid to a trust fund for elementary and secondary
schools. Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan
District and PureCyle Corporation for delivery of 4,000 acre-feet per year of Lowry Bombing Range
ground water, to be delivered off of the state land. Water obtained by the Army Corps of Engineers
will be used to mitigate ground water contamination on the Rocky Mountain Arsenal. Bill Killip,
Special Project Manager, Colorado State Board of Land Commissioners, indicated that this
transaction would be finalized within less than one year and generate a royalty of $80.00 to $90.00
per acre-foot annually. The large quantity of ground water involved in this pending transaction
indicates an upward adjustment for size, suggesting a value for the subject of somethlng above

$90.00 per acre-foot.
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Comparable 8 includes approximately 70 individual active water leases authorized by the Land
Department. Because the unit value for this comparable was set administratively with little market
data support, less reliance was placed on this comparable sale.

Comparable 9 is a current sale that was sold at public auction for $85.00 per acre foot of ground
water. The lease application is for the right to use a minimum of 150 acre feet and a maximum of
520 acre feet of ground water annually for ten years. This comparable sale was considered to be
similar to the subject in most respects and required no adjustment. This sale indicates a value of
$85.00 per acre feet for the subject.

As previously stated, less reliance was placed on comparables 1, 2 & 3 due to their surface water

characteristics. The unit value of $65.00 per acre foot for comparable number 8 was set

administratively, with little or no market support. The fact that the Land Department has been

selling ground water in the market place at this unit value for several years, clearly establishes that -
there is a market demand for this product; thus, this price tends to set the absolute lower limit of

value.

Like the subject, comparables 4 through 7 and 9 are ground water leases, for sale of water, indicating
an adjusted range of unit values between $100.00 per acre foot and $70.00 per acre foot. Of the five
comparables, the least reliance was placed on comparable 7, due to quantity of use. After placing
the most reliance on comparables 4, 5, 6, and 9 the value range narrows closer between $85.00 per
acre foot and $70.00 per acre foot. Comparable 9 which is the most current and very similar to the
subject strongly suggests a value towards the upper end of the range. After placing the most weight
on comparable 9 with strong support from comparables 4,5, and 6, the market value for the subject
ground water is estimated to be $85.00 per acre foot.

DEPARTURE:

The preceding is a departure from the minimums as established by USPAP but is not so limited in
scope as to mislead the reader. All data upon which this value conclusion is predicated is-maintained
in the files of the State Land Department Appraisal Section.

This report is a Self-Contained Appraisal Report intended for use solely by the requestor for the
specific purposes as specified in the lease file referenced above. If utilized for any other purpose this

report cannot be properly understood without additional information from the work files of the
Appraiser.

Under Standards Rule 2-2 of the Uniform Standards of Appraisal Practice (1995 Edition), an
Appraiser may transmit the results of a complete appraisal in one of three formats: The Self-
Contained Appraisal Report, the Summary Appraisal Report, or the Restricted Appraisal Report.
The primary difference between these reports is the level of detail presented to the requestor. This
report is intended to comply with Standards Rule 2-2(a).
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In the development of this report the Cost and Income Approaches to value were considered but were
deemed to be inapplicable in the estimation of the value of the fee simple interest in the subject land
and neither approach was utilized. This is a permitted departure from Standards Rule 1-4 of the
Uniform Standards of Professional Appraisal Practice. The exclusion of these approaches will not
produce any conclusion which would be misleading or which would have any effect upon the final
opinion of value as reported herein.
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CONTINGENT AND LIMITING CONDITIONS:

The certification of the Appraiser appearing in the appraisal report is subject to the following
conditions and to such other specific and limiting conditions as are set forth by the appraiser in this
report.

1. The Appraiser assurnes no responsibility for matters of a legal nature affecting the property
or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be good and marketable. The property is appraised as if held in "Fee Simple
Title", unless otherwise specified, and is assumed to be under responsible ownership and
competent management.

2. Any sketch in this report may show approximate dimensions and is included to assist the
: reader in visualizing the property. The Appraiser has made no survey of the property.

3. The appraiser is not required to give testimony or appear in court because of having made
this appraisal with reference to the property in question, unless arrangements have been
previously made therefore.

4. Any distribution of the valuation in the report between land and improvements applies only
under the existing program of utilization. The separate valuations for land and buildings
must not be used in conjunction with any other appraisal and are invalid if so used.

S. The Appraiser assumes that there are no hidden or unapparent conditions of the property,
subsoil, structures, or hazardous material conditions which would render it more or less
valuable. The Appraiser assumes no responsibility for such conditions.

6. Information, estimates, and opinions furnished to the Appraiser, and contained in this report,
were obtained from sources considered reliable and believed to be true and correct.

However, no responsibility for accuracy of such items furnished can be assumed by the
Appraiser.
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The Appraiser certify that, to the best of their 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 the Appraiser's personal, unbiased
professional analyses, opinions, and conclusions.

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

The Appraiser's compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value estimate, the attainment
of a stipulated result, or the occurrence of a subsequent event.

The Appraiser's analyses, opinions, and conclusions were developed, and this report has been
prepared in conformity with the Uniform Standards of Professional Practice as well as the by-laws
and standards of the individual appraisal organization the Appraiser is affiliated with.

The Appraiser has not made a personal inspection of the property that is the subject of this report.

Leon Olson provided signiﬁcaht professional assistance to William Shaffer.

It is the Appraiser's opinion that the market value of the subject ground water as of March 31, 1997
is:

EIGHTY-FIVE DOLLARS PER ACRE-FOOT

($85.00 Per Acre-Foot)

J)m A Q) by date: A Pl 1957

Leon G. Olson _
State Certified General

Real Estate Appraiser
No. 30163

No. 30012
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LESSOR:  Fammers participating in Palo Verde Irigation District (Califomia) land fallowing program.
LESSEE: Metropolitan Water District (Southem Califomia Cities).

LOCATION: Palo Verde Irigation District near Blyth, California.

LEASE DATE: 1992 QUANTITY: 92989 AcFt.  UNIT PRICE: $135.00/AcFt

SOURCE OF INFORMATION: Jan Matusak, Principal Engineer of the Metropolitan Water District

COMMENTS: The average price paid to farmers to fallow a portion of their land was $620 per acre, per year, and
the water gain was computed at 4.6 acre-feet per acre per year at the head of the canal, though the
actual gan was greater. This equates to a per acre foot price of $135 using the 4.6 acre feet figure.
Atotal 0f 20,215 acres were fallowed, yielding a gross water gain to urban areas of 93,000 acre-feet
per year. The program was well received by farmers in the area and many expressed interest in
participating in similar programs should they be implemented in the future. This is due to the fact
that there is no crop that will yield a similar net retm to the fammer on a virtually risk free basis.

21-102156.1 COMPARABLE NO. 1
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q— COMPARABLE NO. 2

LESSOR: Central Arizona Water Conservation District (CAWCD)

LESSEE: Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem Califormia

LOCATION:

LEASE DATE: 1593 QUANTITY: 100,000 AcFt ~ UNIT PRICE: 368.00/AcFt

SOURCE OF INFORMATION: Larry R Dozier, PE., Assistant Genexal Manager Engmeexmg,, Water
Operations, Technical Support.

COMMENTS: SNWA and MWD participated in a program with the CAWCD to store portions of their Colorado
River allotments in Arizona. Essenfially, Arizona was paid S68 per acre-foot to use 100,000
acre-feet of Colorado River water via the CAP canal. This water was used by farmers who would
have pumped groundwater, which is therefore stored or "banked” for future use. In the event
Califormia or Nevada suffer a temporary water shortage, due for example to a drought, they can draw
quantities of Colorado River water up to the amount they have "stored"” and Arizona farmers will be
able to draw on "banked"” ground water resource.

21-102156.1 COMPARABLE NO.2
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LESSOR: Central Arizona Water Conservation District (CAWCD)

LESSEE: Southem Nevada Water Authority (SNWA) and the Metropolitan Water District (MWD) of
Southem Califormia.

LOCATION:

LEASE DATE: Current QUANTITY: 200,000 AcFt  UNIT PRICE: $105.00/AcFt

SOURCE OF INFORMATION: Larry R. Dozier, PE., Assistant General Manager Engineering, Water
Operations, Technical Support.

COMMENTS: Arizona would be paid $105 per acre-foot to use 200,00 acre-feet of Colorado River water via the
CAP canal. This water would be used by fammers who would have pumped ground water, which
is therefore stored or "banked" for future use. In the event Califomia or Nevada suffer a termporary
water shortage, due for example to a drought, they can draw quantities of Colorado River water up
to the amount "stored" and Arizona farmers would draw on a similar amount of "banked" ground
water resource. :

21-102156.1 . COMPARABLE NO. 3
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LESSOR:  State of Oklahoma, Commuissioners of the Land Office
LESSEE: Beckham County Rural Water District #3

LOCATION: Southwest Oklahoma

LEASE DATE: 1996 rate QUANTITY: 1995 - 53,149,000 gallons(163 ACFt)
1994 - 27,035,000 gallons( 82 AcFt) -

UNIT PRICE: $024517/1,000 gallons ($79.89/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management Division,
' Oklahoma Commissioners of the Land Office

COMMENTS: Lary Swanson, Cormmercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Arizona water).

21-102156.1 COMPARABLE NO. 4
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LESSOR: State of Oklahoma, Comrmissioners of the Land Office
LESSEE: Paunee County Rural Water District #1

LOCATION: Tucson, Anzona

LEASE DATE: 1995 rate QUANTITY: 1995 - 62,569,000 gallons(192 AcFt)
1994 - 55,072,200 gallons(169 AcFt)

UNIT PRICE: $0.2158/1,000 gallons ($2032/AcFt)

SOURCE OF INFORMATION: Dan Hake and Larry Swanson, Real Estate Management
Division, Oklahorna Commissioners of the Land Office

COMMENTS: Larry Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
companies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Arizona water).

21-102156.1 - COMPARABLE NO.5
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COMPARABLE NQ. 6

LESSOR:  State of Oklahoma, Commissioners of the Land Office
LESSEE: Townof Yale

LOCATION: Northeast Oklahoma

LEASE DATE: 199 rate QUANTITY: 1995 - 16,403,000 gallons(50.3 AcFt)
1994 - 17,599,000 gallons(54 AcFt)

UNIT PRICE: $02198/1,000 gallons (§71.627/AcFt)

SOURCE OF INFORMATION: ‘Dan Hake and Lary Swanson, Real Estate Management Division,
Oldahoma Commissioners of the Land Office.

COMMENTS: Larry Swanson, Commercial Leasing Specialist with the Real Estate Management Division, stated
that the rate per 1,000 gallons assessed on water leases were based on rates paid by municipal water
cormpanies in Oklahoma for water. He also stated that the scarcity of water in Arizona would indicate
a higher unit value (for Anzona water).

21-102156.1 COMPARABLE NO. 6
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LESSOR: Colorado State Board of Land Commissioners
LESSEE: Ridgeview Metropolitan District

LOCATION: The old Lowry Bombing Range (situated on the eastem edge of the metropolitan area of Denver,
Colorado.)

LEASE DATE: Pending QUANTITY: 4,000 AcFt

UNIT PRICE: $80.00 - $90.00/AcFt

SOURCE OF INFORMATION: William J. Killip IT, Special Project Manager, Colorado State Board of
Land Commissioners.

COMMENTS: The Ridgeview Metropolitan District and PureCyle Corporation have the right to pump ground water
from the old Lowry Bombing Range (24,00 acres of Colorado state land) and sell it off of the
property. A royalty is paid to the State of Colorado based on the far-market value of the water. This
money like all revenues generated from state land, goes to a trust fund for elementary and secondary
schools. Ridgeview Metropolitan District (a revenue only district which can issue bonds to be retired
with futre revenue) is the lessee of the lease to sell ground water pumped for the old Lowry
Bombing Range, and contracts with PureCyle Corporation for development and provide delivery
service of water purmped.

Currently, the Army Corps of Engineers is negotiating with Ridgeview Metropolitan District to
purchase 4,000 acre-feet per year of ground water to be pumped from the old Lowry Bombing Range
for use off the property. The Amy Corps of Engineers will use the ground water purchased to
mitigate ground water contamination on the Rocky Mountain Arsenal (a superfund site). Bill Killip
indicated that the sale should be completed within less than one year, with the royalty to the State of
Colorado being $80.00 to $90.00 per acre-foot.

21-102156.1 COMPARABLE NO.7
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LESSOR: The Arizona State Land Department

LESSEE: Various (70 active sales out of 83 total sales).

LOCATION:

SALE DATE: Cumrent QUANTITY: Variesby sale
UNIT PRICE: $65.00/AcFt

SOURCE OF INFORMATION:  Arizona State Land Department files and records.

COMMENTS: There are currently 70 individual active water sales (leases for the night to extract ground water from
Arizona State Trust lands), with a total of 83 individual leases authorized for extraction of ground
water from Trust lands. Approved uses of ground water pumped from the active leases include:

19 leases for homesites (domestic use)

7 leases for home commercial use

3 leases for agricultural and commercial use
15 leases for home and Livestock use

11 leases for commercial use

3 leases for institutional use (state institutions)
15 leases for ndustnal use

6 leases for agriculture and livestock use

Homesite and horne commercial use sales of water range in size from less than one acre-foot to less than four acre-feet.
These leases allow use of ground water for domestic and associated commercial activities. Individual sales of water for
home agriculture and commercial, and home and livestock uses vary in size from less than one acre-foot to four and
one-half acre-feet. Commercial leases for sale of ground water authorize a spectrurmn of uses including: RV parks, golf
oourse imigation, research installations, water ufility and small commercial operation. These water sales utilized from
less than one acre-foot to 365.6 acre-feet of ground water on an individual lease basis. The three institutional water sales
are for use by State of Arizona institiions for comrectional and rehabilitation and an interstate rest area. Volume of
ground water utilized by these instifutional leases was seven acre-feet for the interstate rest stop to less than 300 acre-feet
the Department of Economic Security Training Center at Coolidge. Twelve industrial leases for water sales were active
for the year. Ground water purchased was for as little as less than one acre-foot to 178.5 acre-feet per lease (water sale).
Uses this ground water was put were test facilities, automobile proving grounds, sand and gravel extraction, a concrete

_ plant, and mming operation. Gromdwata'pmdlasedmﬁa'mesevmopaaredl&sa for agriculture and livestock use

varied from less than one acre-foot to 5.8 acre-feet.
Sale price for ground water extracted fom Arizona Trust lands is currently $65 per acre-foot.

21-102156.1 ‘ COMPARABLE NO. 8
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COMPARABLE NO. 9

LESSOR: Arizona State Land Dept.
LESSEE: Santa Rita Ranch General Partnership

LOCATION: Approximately 4.2 miles southwest of the Houghton Road Interchange of Interstate - 10.

LEASE DATE: 12/01/96 0 0521/05  QUANTITY: 150 AcFt Minimum to 520 Ac/Ft Maximum

UNIT PRICE: $85.00/AcFt.
SOURCE OF INFORMATION: Arnizona State I and Departrment of Records

COMMENTS: The Santa Rita Ranch Partnership will transport the water from the well site on Arizona State Land
via an 8 inch water transmission line across Arizona State Trust land to the Santa Rita County Club
golf Course, at the commmunity of Corona De Tucson, for turf imigation. Corona De Tucson is located
approximately 18 miles southeast of the City of Tucson.

21-102156.1 COMPARABLE NO.9

PDC000419
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ARIZONA STATE LAND DEPARTMENT
1616 WEST ADAMS
PHOENIX, ARIZONA 85007

PUBLIC AUCTION SALE NO. 21-100766

Pursuant to Title 37 A.R.S., notice is hereby given that the state of Arizona, through the Arizona State
Land Department, hereby offers for sale and will sell at public auction at 1: 00 p.m. on Tuesday,
December 10, 1996, in the courtyard of the old Pima County Courthouse, 115 N. Church Avenue,
Tucson, Arizona, authorization to remove water for a term expiring May 21, 2005, from the followmo
described lands in Pima County, to wit:

TOWNSHIP 16 SOUTH, RANGE 15 EAST, G&SRM, PIMA COUNTY, ARIZONA

PARCEL FROM WHICH WATER IS TO BE REMOVED:
SWSWSW OF SECTION 27, CONTAINING 1.01 ACRES MORE OR LESS.

The complete file associated with the described land is open to public inspection at the State Land
Department, 1616 West Adams, Phoenix, Arizona, from 8:00 a.m. to 5:00 p.m., exclusive of holidays

and weekends. Please direct any questions regarding this Public Auction sale to the Sales Section of
this Department.

- TERMS OF SALE: (A) Ar the time of sale, the buyer must pay the following in a cashiers check:
(1) the first annual royalty of $12,750.00 for 2 minimum annual removal of 150 acre feet at $85.00 per
acre foot, (2) selling and administrative fee of 3% of the minimum annual royalty, which is $383.00Q,
(3) appraisal fee of $175.00. The total amount due at the time of sale is $13,308.00.

(B) Within 30 days after the time of sale the buyer must pay the full balance of the amount bid for the
water and pay for (Selling and Administrative Expenses fee) 3% of the purchase price for the water less
the amount paid under (A) (2) above.

(C) Within 10 days after the time of sale, the successful bidder shall be required to reimburse the
applicant for prepaid estimated advertising fees of $2,000.00. In addition to the estimated $2,000.00,

the successful bidder shall be required to pay actual advertising cost over and above the estimated
amount.

(D) A minimum annual royalty of $12,750.00 or more and a 3% Selling and Administrative fee of
$383.00 or more, depending on the appraised value of the water, shall be due and payable in advance
on each anniversary of the Sales Agreement. Buyer will be billed monthly for each acre foot of water
which exceeds the minimum purchase. Buyer shall not withdraw water in excess of the maximum
amount permitted by the Arizona Department of Water Resources. In no event shall the annual
withdrawal exceed 520 acre feet (Type 2 Water Right Certificate No. 58-107119).

(E) The successful bidder agrees to execute the Department's Water Agreement within 30 days of -~
receipt, and to perform all the terms, covenants, and conditions thereof.

PDC000422



PUBLIC AUCTION SALE NQ. 21-100766 PAGE 12

(F) The highest and best bidder shall be determined on the basis of the bidder who pays forthwith the

cash deposit and offers the highest royalty rate per acre foot for the water to be removed from the State
land described herein.

(G) If the parcel from which water is to be removed is under a commercial lease at the time of sale,
lessee will surrender the lease. The Buyer must reimburse the lessee for improvements, and must

obtain a permit or a leasehold interest in the parcel, along with any neccessary easements prior to
removal of water.

BIDDING PROCEDURES

(1) All bidders will be required to show proof of a cashier’s check in the amount specified under
“Terms of Sale" prior to bidding.

(2) The auction will consist of verbal bidding based on price per acre foot.

(3) A bid for less than the appraised value of the water or by a party who has not previously mspected

the property will not be considered. The buyer must sign an affidavit stating that buyer has inspected
the property.

(4) The Department may cancel this sale in whole or in part at any time prior to the acceptance of a
final bid.

STANDARD CONDITIONS

In the event no bids are received at the time of auction, no reimbursement will be paid to the applicant
by the Department for the advertising fee.

A protest to this sale must be filed within 30 days after the first day of publication of this announcement
and in accordance with Article 4.1 of A.R.S. 37-301.

Additional requirements and conditions of this sale are available and may be viewed at the Arizona State
Land Department, 1616 West Adams Street, Phoenix, Arizona.

In accordance with the Americans with Disabilities Act, individuals with disabilities who require an
accommodation to attend or participate in this auction should contact Letty Goldberg, ADA Coordinator,
at (602) 542-4634 to request accommodation as soon as possible since some accommodations may take
up to 72 hours to obtain.

September 19,1996
Date

(for) M. J. Hassell
State Land Commissioner
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ARIZONA STATE LAND DEPARTMENT
1616 WEST ADAMS -
PHOENTX, ARIZONA 85007

PUBLIC AUCTION SALE NOS. 21-98070 & 21-99057

Pursuant to Title 37 A.R.S., notice is hereby given that the state of Arizona, through the Arizona State
- Land Department, hereby offers for sale and will sell at public auction at 11:00 a.m. on Wednesday,
September 17, 1997, at the east entrance to the Pinal County Administration Building #1, 31 N. Pinal
Street, Florence, Arizona, authorization to remove water for a term of 10 years from the following
- described lands, in Pinal County, to wit:

21-98070 :
TOWNSHIP 2 SOUTH, RANGE 13 EAST, G&SRM, PINAL COUNTY, ARIZONA

'PARCEL FROM WHICH WATER IS TO BE REMOVED:
SWA4NE4SW4, SECTION 27, CONTAINING 10.00 ACRES MORE OR LESS.

21-99057
TOWNSHIP 10 SOUTH, RANGE 14 EAST, G&SRM, PINAL COUNTY, ARIZONA

PARCEL FROM WHICH WATER IS TO BE REMOVED:
N2N2NWSW, SECTION 14, CONTAINING 10.00 ACRES MORE OR LESS.

The complete files associated with the described land are open to public inspection at the State Land
Deparmment, 1616 West Adams, Phoenix, Arizona, from 8:00 a.m. to 5:00 p.m., exclusive of holidays
and weekends. Please direct any questions regarding these Public Auction sales to the Sales Section of
this Department.

TERMS OF SALE FOR SALE NO. 21-98070: (A) At the time of sale, the buyer must pay the following
in a cashiers check: (1) the first annual royalty of $13,702.00 for a minimum annual removal of 161.20
acre feet at $85.00 per acre foot, (2) selling and administrative fee of 3% of the minimum annual royalty,
which is $411.00, (3) appraisal fee of $175.00. The total amount due at the time of sale is $14,288.00.

(B), Within 30 days after the time of sale the buyer must péy the full balance of the amount bid for the
water and pay for (Selling and Administrative Expenses fee) 3% of the purchase price for the water less
the amount paid under (A) (2) above.

(C) Within 10 days after the time of sale, the successful bidder shall be required to reimburse the applicant
for prepaid estimated advertising fees of $2,000.00. In addition to the estimated $2,000.00, the successful
bidder shall be required to pay actual advertising cost over and above the estimated amount.

(D) A minimum annual royalty of $13,702.00 or more and a 3% Selling and Administrative fee of
$411.00 or more, depending on the value of the water, shall be dve and payable in advance on each
anniversary of the Sales Agreement. Buyer will be billed monthly for each acre foot of water which
exceeds the minimum purchase.
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PUBLIC AUCTION SALE NOS. 21-98070 & 21-99057 . PAGE2

TERMS OF SALE FOR SALE NO. 21-99057: (A) At the time of sale, the buyer must pay the following
in a cashiers check: (1) the first annual royalry of $5,355.00 for 2 minimum annual removal of 63 acre
feet at $85.00 per acre foot, (2) selling and administrative fee of 3% of the minimum annual royalty,
which is $161.00, (3) appraisal fee of $175.00, (4) Estimated advertising fees of $2,000.00. The total
amount due at the time of sale is $7,691.00.

(B) Within 30 days after the time of sale the buyer must pay the full balance of the amount bid for the
water and pay for (Selling and Administrative Expenses fee) 3% of the purchase price for the water less
the amount paid under (A) (2) above.

(C) Within 10 days after the sale, the successful bidder shall be required to pay the State Land Department
for the actual advertising cost over and above the estimated amount.

(D) A minimum annual royalty of $5,355.00 or more and a 3% Selling and Administrative fee of $161.00
or more, depending on the value of the water, shall be due and payable in advance on each anniversary
of the Sales Agreement. Buyer will be billed monthly for each acre foot of water which exceeds the
minimum purchase. Type 2 Water Right Certificate No. 58-107072.0000 is for 63 acre feet, and Buyer
may not withdraw in excess of 63 acre feet withour a water right authorizing such withdrawal. Buyer

shall not withdraw water in excess of the maximum amount permitted by the Arizona Department of
Water Resources.

CONDITIONS FOR SALES NOS. 21-98070 & 21-99057

(1) The successful bidder agrees to execute the Deparunent's Water Agreement within 30 days of receipt,
and to perform all the terms, covenants, and conditions thereof.

(2) The highest and best bidder shall be determined on the basis of the bidder who pays forthwith the cash
deposit and offers the highest royalty rate per acre foot for the water to be removed from the State land
described herein.

(3) If the parcel from which water is to be removed is under a commerical lease at the time of sale, lessee
_will surrender the lease. The Buyer must reimburse the lessee for improvements, and must obtain a

permit or a leasehold interest in the parcel, along with any neccessary easements prior to removal of
water.

BIDDING PROCEDURES FOR SALE NOS. 21-98070 & 21-99057

(1) All bidders will be required to show proof of a cashier's check in the amount specified under "Terms
of Sale" prior to bidding. .

(2) The auction will consist of verbal bidding based on price per acre foot.
(3) A bid for less than the appraised value of the water or by a party who has not previously inspected the
property will not be considered. The buyer must sign an affidavit stating that buyer has inspected the

property.
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PUBLIC AUCTION SALE NOS. 21-98070 & 21-95057 PAGE 3

(4) The Deparmment may cancel either sale in whole or in part at any time prior to the acceptance of a final
bid.

In the event no bids are received at the time of auction, no reimbursement will be paid to the applicant
by the Department for the advertising fee.

A protest to either sale must be filed within 30 days after the first day of publication of this announcement
and in accordance with Article 4.1 of A.R.S. 37-301.

Additional requirements and conditions of either sale are available and maybe viewed at the Arizona State
Land Department, 1616 West Adams Street, Phoenix, Arizona.

Persons with a disability may request a reasonable accommodation such as a sign language interpreter,

by contacting Letty Goldberg, ADA Coordinator, at (602) 542-4634. Requests should be made as early
as possible to allow time to arrange the accommodation. ‘

A
3 \ \ \
%& Qw\\b\h%\ K QO \QA> _ ' Iupe 30, 1997
Sandra R.J a% Date
(for) J. Dennis Wells —

State Land Comumissioner

PDC000427



Kuno?) asyo)
‘o) sy HYTY SCIL 01 238 ST jEsieN osed {3
000518 f jeamEN osed ¢} MSIANINANTS RV AR ¥ 30100068 i Brepm (35339 1 4
: Aiuno?)y spyo]y
0 sey 79¢d SCIL Of 92§ . SEO) [UIeN o (3
00o0Les I feanieN osed [ MSTNMSININ 'MSINANISTS RAC A" 1 Ie0°068 811t RIM TeLEs- 1T
SINYIL ID1ud sarg waaaa ‘1Yol S.LINN JINN Y3 JLva LOoNaoud RINVN INVIFILLY
ONIYIHS “IVAOL 107 ‘MNASSAO0NS ANTIVA HdAY | 9U1VS
L661 13quaidag NI (1L
SNOLLONY SNOYNVITIISIN £0 S.LUOJUY ST'TVS
—= A , Afuno) judeae g
H1d Ni1LL KiunoD) pedear g
gsed | 0000¥'1S { Aoy edeaey ST pue 97 5295 syl g9 o't ou'oov'zs sut 86H101-91
Aunoyy padeaey
HIY NyiL g 998 £3]R A 10531 O Um0,
ysed | 00'89T'VS 1 KajfeA 11035314 JO umoy HSAS TASTS My d¥IN v6'1 00897 un 9017591
Awno) eduav g
. MIdNSIL KafjeA 102 JO UMOL
ysed | 00°929'81$ 1 Aapep n0dsaLg JO umoj, YL pue T 5335 nap 4PN $€°9 00'979'81% 61/1t £82101-%1
£unoD asupo)
artd StiL %0341 A\ JO A1)
L&IE /L 0 panutitio) 9¢ 23§ nhp AW e 00°C69°CS gt 78866-91
Kuno) edooprey
MO NEL akayang Jo umoy
16211/21 O panugio) y pue g 8235 nap W 61y 00°$8L°01§ (A} 520191
Luno) edooprepy
€Y NYL 0T 998 Loav
ysed | 00T (rL'es ! Loay YSISTS M 4PN SL°0 o0 ive'ts it 126101-91
Kuno) vdooprepy
1Y NvL 81 33§ swawsdau} Aegd Xe0
e | 00°SITvES ! J11 fiuswisaang degl xeQ HSTM I0°6LS1S 10,008 80°1 00 SIT S 14713 L0101-91
SINYAL 40nda sdg Hiaaam "vout SAuoY AlOY 40 aLva HINYN INVOI'IAdY
ONIYIAS "IVLOL 107 ‘INASSAIONS AVIVA HddY | A1VS UNY 5 ddY
L661 1IQUIAON INT A'THIL
SNOLLDOY MOY 40 LUHOJHY
R0 DOTHG 30,3
shep 464 NLTL 9 298
0f anp Aduefeq 538 '9SIN : “Jup 's13pesy o)
umop % §7 00" 0UCSELS (4) oLzs ! *ouf ‘ssapesy ol0f | IMSZH MNES fHIE 0T | 957108 00°00€"SCLS oty pIses (s
SINHAL Kiels.Ai FYIV HiAd say y3aam Tvoxl SAUDY | UMIVA HAdY | 3Lva | BINYN INVOIIJIY UNY F ddV
ONITTAS [IYIOL P¥DOd ONITIES 407 ‘INASSIDINS : avs

L66Y 3quaasoN (131
SNOLLONY ANV’ 40 LUOLAY

PDC000428



ARIZONA STATE LAND DEPARTMENT
1616 WEST ADAMS
PHOENIX, ARIZONA 85007

PUBLIC AUCTION SALE NOS. 21-53352 & 21-53353

Pursuant to Title 37 A.R.S., notice is hereby given that the state of Arizona, through its Arizona State
Land Department, hereby offers for sale and will sell at public auction at 10:30 a.m. on Tuesday,
November 18, 1997, at the front steps of the Cochise County Courthouse, Quail Hill, Bisbee, Arizona,
authorization to remove water for a term of 10 years from the following described lands, in Cochise
* County, to wit:

- 21-53352
TOWNSHIP 13 SOUTH, RANGE 26 EAST, G&SRM, COCHISE COUNTY, ARIZONA

PARCEL FROM WHICH WATER IS TO BE REMOVED:

S2SENWNESW, N2NESWNESW, SECTION 10, CONTAINING 2.50 ACRES MORE OR'_
LESS. '

21-53353
TOWNSHIP 13 SOUTH, RANGE 26 EAST, G&SRM, COCHISE COUNTY, ARIZONA

PARCEL FROM WHICH WATER IS TO BE REMOVED:
S2NENENESW, SECTION 10, CONTAINING 1.25 ACRES MORE OR LESS.

The complete files associated with the described land are open to public inspection at the State Land
Department, 1616 West Adams, Phoenix, Arizona, from 8:00 a.m. to 5:00 p.m., exclusive of holidays
and weekends. Please direct any questions regarding these Public Auction sales to the Sales Section of
this Department.

TERMS OF SALE FOR SALE NO. 21-53352: (A) At the time of sale, the buyer must pay the following
in a cashiers check: (1) the first annual royalty of $270.00 for a minimum annual removal of 3 acre feet
at $90.00 per acre foot, (2) selling and administrative fee of 3% of the minimum annual royalty, which
is $8.00, (3) appraisal fee of $175.00. The total amount due at the time of sale is $453.00.

(B) Within 30 days after the time of sale the buyer must pay the full balance of the amount bid for the
water and pay for (Selling and Administrative Expenses fee) 3% of the purchase price for the water less
the amount paid under (A) (2) above.

(C) Within 10 days after the time of sale, the successful bidder shall be required to reimburse the applicant
for prepaid estimated advertising fees of $1,500.00. In addition to the estimated $1,500.00, the successful
bidder shall be required to pay actual advertising cost over and above the estimated amount.

(D) A minimum annual royalty of $270.00 or more and a 3% Selling and Administrative fee of $8.00 or
more, depending on the value of the water, shall be due and payable in advance on each anniversary of
the Sales Agreement. Buyer will be billed monthly for each acre foot of water which exceeds the
minimum purchase.
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PUBLIC AUCTION SALE NOS. 21-53352 & 21-53353 PAGE 2

TERMS OF SALE FOR SALE NO. 21-53353: (A) At the time of sale, the buyer must pay the following
in a cashiers check: (1) the first annual royalty of $450.00 for a minirnum annual removal of 5 acre feet
at $90.00 per acre foot, (2) selling and administrative fee of 3% of the minimum annual royalty, which
is $14.00, (3) appraisal fee of $175.00. The total amount due at the time of sale is $639.00.

(B) Within 30 days after the time of sale the buyer must pay the full balance of the amount bid for the
water and pay for (Selling and Administrative Expenses fee) 3% of the purchase price for the water less
the amount paid under (A) (2) above.

(C) Within 10 days after the time of sale, the successful bidder shall be required to reimburse the applicant
for prepaid estimated advertising fees of $1,500.00. In addition to the estimated $1,500.00, the successful
. bidder shall be required to pay actual advertising cost over and above the estimated amount.

(D) A minimum annual royalty of $450.00 or more and a 3% Selling and Administrative fee of $14.00
or more, depending on the value of the water, shall be due and payable in advance on each anniversary
of the Sales Agreement. Buyer will be billed monthly for each acre foot of water which exceeds the
minimum purchase.

CONDITIONS FOR SALES NOS. 21-53352 & 21-53353

(1) The successful bidder agrees to execute the Department's Water Agreement within 30 days of receipt,
and to perform all the terms, covenants, and conditions thereof.

(2) The highest and best bidder shall be determined on the basis of the bidder who pays forthwith the cash
. deposit and offers the highest royalty rate per acre foot for the water to be removed from the State land
described herein.

(3) If the parcel from which water is to be removed is under a commerical lease at the time of sale, lessee
will surrender the lease. The Buyer must reimburse the lessee for improvements, and must obtain a
permit or a leasehold interest in the parcel, along with any neccessary easements prior to removal of
water.

BIDDING PROCEDURES FOR SALE NOS. 21-53352 & 21-53353

(1) All bidders will be required to show proof of a cashier's check in the amount specified under "Terms
of Sale" prior to bidding.

(2) The auction will consist of verbal bidding based on price per acre foot.
(3) A bid for less than :he appraised value of the water or by a party who has not previously inspected the .

property will not be considered. The buyer must sign an affidavit stating that buyer has inspected the
property.
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PUBLIC AUCTION SALE NOS. 21-53352 & 21.53353 PAGE3

(4) The Department may cancel either sale in whole or in part at any time prior to the acceptance of a ﬁnal
bid.

In the event no bids are received at the time of auction, no reimbursement will be paid to the apphcant
by the Department for the advertising fee.

A protest to either sale must be filed within 30 days after the first day of publication of this announcemeut
and in accordance with Article 4.1 of A.R.S. 37-301. '

Additional requirements and conditions of either sale are available and may be viewed at the Arizona State
Land Department, 1616 West Adams Street, Phoenix, Arizona.

Persons with a disability may request a reasonable accommodation such as a sign language interpreter,
by contacting Letty Goldberg, ADA Coordinator, at (602) 542-4634. Requests should be made as early
as possible to allow time to arrange the accommodation.

Sandra R. Jaco
(for) J. Dennis Wells
State Land Commissioner
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Arizona
State Teand Bepartment

1618 WEST ADAMS

PHOENIX, ARIZONA BS0O?

JANE DEE HULL J. DENNIS WELLS
GOVERNOR STATE LAND COMMISSIONER

MEMORANDUM

DATE: November 13, 1997

TO: J. Dennis Wells, Commissioner }%%A/// -
: e

THRU : Bud Jones, Chief Appraiser, Appraisals Sectionéf£;

Bob Yount, Director, Natural Resources DivisionAgg;
FROM: ‘Cynthia Stefanovic?yManager, Water Rights Managgmen;
SUBJECT: Water Charge Schedule -

e T T N A A R A A I R T T T N S S T T R N S I T T RS ST N RSN S S SEm mNII I mRERE S

Attached is a water charge schedule with an effective datg of Jaguary
1, 19¢8. The water charges need to be adjusted in light of the
public auction water sales in December of 1996 and September of 1997.

CS ;mm

Attachment -
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WATER CHARGE SCHEDULE

This schedule reflects the minimum charge and appraised value for
water used on Commercial and Homesite Leases, Rights of Way and
Special Land Use Permits.

Effective January 1, 1998

CLASSIFICATION TYPE OF USE COST PER ACRE-FOOT
A. Commercial and ® Public Recreation $100.00
‘Heavy Industry 8 RV Parks (minimum/up to one
e Motels acre-foot)
® GCas Stations
e Mining $ 85.00
9 Sand & Gravel (charge for each
® Entertainment additional acre-
® Dairies foot over minimum)
® Feedlots
® Golf Courses
® etc
B. Domestic ® Homesite $ 85.00
® Domestic Animals {minimum/up to one
® Landscape acre~foot)
$ 85.00 )
{(charge for each
additional acre-
foot over minimum)
Note: This schedule applies only to water used on the State Trust
land for the purpose of the lease or permit. A Public Auction

Water Sale is required for water used off the State Trust land or
for water use that is not consistent with the State Trust land
lease or permit. If the water use 1s other than the
classifications stated above a separate appraisal may be necessary.

The $85.00 per acre-foot water charge is based cﬁ'appraised'valueS'

for the three public auction water sales conducted between December
of 1996 and September of 1987.

PDC000433



WATER CHARCGE SCHEDULE - EFFECTIVE JANUARY 1, 1998

APPROVED:

L O ys ////e'/ 17

%7’Dennls Wells, State Land Commissioner Hate

,zao,«zﬁ((cvm | B  y-13-97

Edward C. Jong$s, Chief Appraiser Date
/,/,, - /" e -
/Cé&.»——(, < z{i‘:‘\'—dm -—) //__/_j"... 9/

Robert Youngs Nzatural Resources DlV‘S&OW Director . Date
%ﬁ % /103/97

Cynt¥fa Stefanovic, Weler Resources Supervisor Datle
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,_.a\rizsn:x
State Tand 23 epartment

1618 WEST ADAMS

PHOENIX, ARIZONA 85007
FIFE SYMINGTON 4. DENNIS WELLS

GOVERNOR - STATE LAND COMMISSIONER

CERTIFIED MAIL NO.P210375

June 5, 1997

Mount Tipton Water Company
P.O. Box 153
Dolan Springs, AZ 86441

Atten: Wilbert Gash, General Manager

Re: Appraisal for Water Agreement 21-96196

Dear Mr. Gash:

The royalty rate for the water removed from the referenced agreement shall be increased to
$85.00 per Acre-Foot effective on its anniversary date in September 1998.

The basis of this rate increase was from an appraisal prepared on May 5, 1997.

If vou wish to appeal the appraised value, vou must do so within 30 days from the date of
this letter. It must be made in writing, stating the specific grounds for the appeal, to the
Arizona State Land Department Board of Appeals, atten: Rebecca Good, 1616 West Adams
Street, Phoenix, AZ 83007. The appraisal is available for review at the Arizona State Land
Department.

Sincerely,

oo By

jan Laney

Water Resources Specialist

Water Rights Management Section

602-542-2671

19
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~ i
- 8 SENDER: . ) 3
‘?, « Complets itams 1 and/or 2 for additional services. _& | also wish to receive the ?
@ * Compieta items 3, and 4a & b. following services {for an extra 81§
@ o Print your name and address on the reverse of this form so that we can feel: 3 2
@ return this card to you. N &3
2 * Attach this form to the front of the mailpiece, or on the back if space 1. [0 Addressee’s Address o i
; does not permit. : : o
£ * Write “Return Receipt Requested’ on the mailpiece helow the article number 3 Restri li &
** o The Return Receipt will show to whom the article was delivered and the date 2 D estricted Delivery g 2
g delivered. Consult postmaster for fee. a3
w 3. Article Addressed ta: ]()! 4a. Articlg-Number =L
L 0575 £
3 21 e J 3
" £ Mount TiptonWater Company 4b. Service Type 23
- Ser &3
§ P.0O. Box. 153 [ Registered {J 1nsured ol
o Dolan Springs, AZ 86841 | Zcenified O coo £i
ﬂl [ express Mait [ Return Raceipt for gj
& P Merchandise 5.
al 7. Datf of Deliv -
: 3!
[ LoneZ. bt g.
2| 5. Signature (Addigsseel 8. Audressee's Address fOnw'tf requested x ¥
C} ; and fee is paid} R
E Py =
& 6. Signature (Agent) ] N "'if
s 5 0 aind }"* Vi N2 3.
o S
> PS Form 3811, December 1991  2U.S.GPO: 1663352-714 DOMESTIC RETURN RECEIPT
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ca\rizam:
State ﬁarth ? epartment

1616 WEST ADAMS

PHOENIX, ARIZONA B50G7 . .
FIFE SYMINGTON LA Comms

GOVERNOR STATE LAND COMMISSIONER

CERTIFIED MAIL NOP210167

June 5, 1997

Oracle Ridge Mining Partners
P.O. Box 7
San Manuel, AZ 85631

Re: Appraisal for Water Agreement 21-97396

Dear Lessee:

The royalty rate for the water removed from the referenced agreement shall be increased to
- $83.00 per Acre-Foot effective on its anniversary date in May 1998.

The basis of this rate increase was from an appraisal prepared on May 1, 1997.

if you wish to appeal the appraised value, you must do so within 30 days from the date of
this letter. It must be made in writing, stating the specific grounds for the appeal, to the
Arizona State Land Department Board of Appeals, atten: Rebecca Good, 1616 West Adams

Street, Phoenix, AZ 85007. The appraisal is available for review at the Arizona State Land
Department.

Sincerely,

Jan Lanev .

Water Resources Specialist

Water Rights Management Section

602-542-2671

w
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isyour RETURN ADDRESS completed on t

{7 express Mail (] Return Receipt for
P Merchandise

7. Date g¥Delivefy 9
P Ve

5. Signature (Addressee) 8. Addrsssee’s Address (DOnlif requested
1 and fee is paid)
/

Laed .
S SENDER: . - i
‘» * Complate items 1 and/or 2 for additionat services. 9’ | also wish 0 receive the
o * Complete items 3, and 4a & b. following services (for an extra @
@ o Print your narme and address on the reverse of this form s0 that we can fee): 2 2
@ raturn this card to you. ’ 2 z
2 * Attach this form to the front of tha mailpiecs. or on the back if space 1. [ Addressee’s Address g ¥
; does not parmit. - i
£ ¢ Write “Returm Receipt Req d’* on the mailpiece befow the article number trict i 2z
s The Return Receipt will show to whom the article was dstivered and the date 2. D Restricted Delivery g i

deliverad, /), Consult postmaster for fee. a

3. Article Addressed to: =0} 4a. Article Numbery .1 »y.g g~ - o

p iS5/ g

Oracde Ridge Mining PartnexXap. Service Type ;5

Box 7 856 {J Registered (] tnsured o

San Manuel, AZ 85631 FCertied [ coD £

=

3

Q

<

=3

o

>

4

[

3

-

P-

'PS Fortn 381 1--Becember 1991 «U.s. 6Po: 1esa—as2s  DOMESTIC RETURN RECEIPT
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