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Gontract Valuation Support

Appraisal Responsibility

Wardlaw Appraisal Group, LC (Wardlaw) provides complex property appraisal support services

for client County and Central Appraisal Districts (CAD). Client CADs contract with Wardlaw

because we have specialized expertise which the CADS may not have in appraising these

complex properties. The complex properties Wardlaw appraises are generally referred to as

mineral, utility, industrial, commercial and real properties and fall under the Texas Property Tax

Classification Categories F, G, J, and L.

The specific contract between Wardlaw and each client CAD specilies appraisal responsibilities.

Generally, those responsibilities include discovering, inspecting, appraising, maintaining and
providing ownership and valuation records for the specific properties that are the subject of the

contract. The contracts establish that Wardlaw acts as an agent of the CAD to provide many of

the appraisal and support services required under the Texas Property Tax Code and the

Uniform Standard of Professional Appraisal Practices (USPAP). This document details the

reappraisal practices that Wardlaw performs on behalf of CADs and is intended to be

incorporated by CADs into their own Reappraisal Plan.

Appraisal Calendar

Wardlaw adheres to the property tax calendar as established by the State of Texas Property

Tax Code. The Wardlaw appraisal calendar generally follows this schedule:

November - June: Field lnspections of Properties

Januarv {: Beginning ofthe Tax Year
Prior to Januarv 3'l: Rendition Request Letters mailed

January 31: Last day for receipl ol 25.25 protests from prior year

Aoril 1'r. 15h or 30tr: Renditions due (dates dependent on County and property type)

Around Mav 1: Mail Notices of Appraised Value

Mav 1: Begin Equalization Process. Work with property owners to explain
appraisals and work on formal and informal protests

Around June 1: Mail Notices of Appraised Value for properties with an Extension

Late June - Earlv Julv: ARB Hearings

Mi!:4_ly: Deliver totals and Certified Rolls to CADS

Auqust - November: Process Property Supplements, Additions & Deletions

&yCO.beI: Begin Field Appraisals for coming Tax Year
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Equalization Period

Preliminary values established by the 25.19 Notices of Appraised Value are subject to change

during the equalization period. These changes can be initiated by property owner formal or

informal protests. The changes can also be Initiated by Wardlaw if new information regarding a

property becomes available. Formal and informal protests on the mineral, utility, industrial,

commercial and real properties are handled directly by Wardlaw, within the appropriate

timetables established by the Property Tax Code. Wardlaw attempts to contact protesting

taxpayers so that we can;

1) Provide the taxpayer an opportunw to explain the reason for their protest,

2) Explain the appraisal methodology and appraisal parameters used on each

prolesfed property,

3) Consider whether the preliminary appraisal should be adiusted considering

taxpayer evidence,

4) Provide seftlement and withdrawal paperwork to the taxpayer if appropriate.

Wardlaw directly responds to taxpayer requests for appraisal information and supporting

appraisal documentation by providing the requested information in a timely manner. Wardlaw

then goes on to represent the CAD before the Appraisal Review Board (ARB) to justify

appraised values for all protested properties that fall under the mineral, utility, industrial,

commercial and real conlract.

Documentary evidence of formal and informal changes is then provided to the CAD and ARB in

the form of Withdrawal of Protest Settlement waivers on formally protested accounts. The final

values are then delivered for certification.

Minerals (Oil and Gas Reserves) Valuation Process

Appraisal Responsibility

Minerals-in-place (oil and gas reserves) are real property classified as Category G property

under ihe Texas Property Tax Code. As a commodity, minerals-in-place are part of a national

market so there is no local market area to consider. Wardlaw performs an appraisal as of
January 1 each year on every producing mineral property in the CAD to determine the market

value ofthe oil and gas mineral reserves for ad valorem tax purposes.

DCF analysis is the primary method used for appraising mineral properties. The Market Data

Comparison Method of Appraisal (Section 23.013) and the Cost Method of Appraisal (Section

23.01l) can be used when appropriate and when the necessary data is available. However,

because the sales and purchase prices of oil and gas properties are not generally disclosed, the

Market Data Comparison method is seldom used, and the Cost Method of Appraisal does not

estimate the market value as defined in Section 1 .04 of the Texas Property Tax Code.
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Discounted Cash Flow (DCF) analysis is the Income Method of Appraisal (Section 23.012 of the
Texas Property Tax Code) and is used as the most approp ate technique for determining the

market value of mineral properties. WAG uses DCF analysis to appraise every producing lease

in the appraisal districts we support. The appraised value of each lease is distributed to each

working interest, royalty interest, and overriding royalty interest owner based upon their decimal
inlerest in the lease.

Mineral interesls are commonly divided into property ownership interests known as working
interests, overriding interest, and royalty interests. The valuation of each type of interest begins
with the valuation of the producing well on the mineral lease. That value is then allocated to the
property ownership interests based on the decimal ownership value identified in the division
orders for each lease. lt is the goal and purpose of the CAD to identifi/ every producing mineral
property within the district and estimate the market value of each property listed on the roll-

Appraisal Resources

Personnel - Wardlaw provides adequate personnel to meet all contract appraisal requirements.

Daia - A common set of production data for each mineral property account in each CAD is

collected from the Texas Railroad Commission Records and data entered to the appraisal firm's
computer. The property characteristic data is gleaned from lhe production data and drives the
computer-assisted mineral property appraisal system. Railroad Commission records are
searched to discover new leases as of January 1 of each year and descriptive information is
gaihered to determine the location of the lease within the CAD jurisdictional boundaries.
Records are also reviewed for changes in production for existing wells, for abandoned wells,
and for non-producing wells with salvage value for the equipment, tanks, and tubular goods.

Production history for each mineral lease is gathered from HPDI, Drilling lnfo, Petroleum
Information, and from the Texas Railroad Commission. Division Orders on each lease are

requested annually from lease operators and checked against the existing division orders for
changes as well as for accuracy of owner name, address, and ownership percentage interest.
To help determine operating expense information on each active lease, lease-specific operaling
expenses are requested annually. A Confidential Lease Operating Expense Detail request
letter is e-mailed or mailed, to the operators or agents representing operators requesting lease-
specific operating expenses.

To assist with the economic parameters influencing these properties, general economic
data is gathered for the valuation process. The method of appraisal for minerals-in-
place is the discounied cash flow analysis which looks at lhe net present value of the
future income that is derived from operating the lease. Current interest rates, market
rates of return and levels of discounting the investment are faclors to consider when
evaluating the returns necessary to attract investment capital for this type property. The
annual capitalization rates are calculated using the "Manual for Discounling Oil and Gas
lncome" as developed by the Texas Comptroller's Office. Data is obtained from
lbbotson's SBBI Valuation Edition, Wall Streel Journal, Standard & Poor's Bond Guide,

and Value Line lnvestment Survey "Ratings and Reports".
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VALUATION AND STATISTICAL ANALYSIS (model calibration)

Pricing, Operating Expenses and Reserue Analysis

Crude oil and natural gas prices are required information in the valuation of mineral property

because these prices are necessary to determine income to the lease and the economic life of
the production from the lease. The crude oil sales price and natural gas sales price used for
the first year ofthe appraisal analysis is based on the previous year's average price multiplied
by the Price Adjustment Factor (PAF). The prices are then escalated or de-escalated for five (5)
years according to the Texas Property Tax Code Sec. 23-175 Section (a). Lease operating
expenses are estimated based on rendered information, actual operating cost and expenses,

and from surveys of lease operalors in the CAD. The January 1 production starting rate is

based on the actual production rate or upon a projection of past average production. The past

oil and gas production history of the lease is analyzed to estimate the future rate of production

decline of the lease. Other considerations include past lease expenses and recent operating
parameters such as water production, workover operations, and secondary recovery efforts.

Current operating income and expenses for the lease are calculated in a discounted cash flow

model used by the appraiser to evaluate and estimate the net present value of producing oil and

gas income from the lease. Discount rates established for each lease based upon the particular

risks inherent with production of oil and gas from that property. The discounted cash flow model

allows the appraiser to establish current ma*et value of the lease based on the discounted

value of the future estimated recoverable reserves. This methodology is approved and

recommended by the Property Tax Division of the Comptroller's Office and is a recognized

method of appraisal by industry standards. The appraisal firm has utilized the discounted cash

flow model io estimate the market value of each lease located in each CAD.

Val ue Review Procedares

The method of value review for this type of property is based on the review of the factors

estimated within the discounled cash flow analysis methodology such as lhe discount rate,

product prices, and operating expenses. Evaluation and verification ofthese economic factors

as to their validity within current economic times and based on cunent capital requirements for

investment in this type property is re-confirmed and reviewed for reasonableness. Sales of
mineral properties are considered but adequale sale data is usually not available due to

difficulty in confirming sales. The market for this type of property is neither an active nor an

efficient market, there are very few participants and pricing information is mostly confidential.

There is no source for tracking these transactions and property owners are reluctant to reveal

market information concerning prices paid or terms of the taansaction. Because of a lack of
market sales on mineral property, appraised values are regularly compared to similar properties

within the same production field, field of exploration, strata of formation, or productlon history

and expense level.

Ratio studies are a source of comparison to evaluation level and uniformity of appraisal. When

market sales are available the ratio study is based on a comparison ofthe appraised value to
the sale price. For mineral property, which lacks available market sales, a ratio study is a



Reappraisal Plan 2019-2020
Wardlaw Client Appraisal Districts
Page 5

comparison of another appraisal opinion with the opinion of the district to determine level and

uniformity of appraisal. The Property Tax Assistance Division of the Comptroller's Office

conducts biennial ratio studies of selected mineral properties to gauge the districts appraisal

performance. The PTAD utilizes the same valualion methodology as the CAD to appraise

individual mineral properties. This opinion of value is then utilized as market evidence with the

same significance as if the property sold for thal value. The estimated value ofthe property in

each CAD is compared to the appraisal by the PTAD to calculate the ratio and the indicated
level of appraisal. This study indicates the median and mean levels of appraisal for mineral
property and is considered reliable as a review and evaluation tool.

Utility, lndustrial & Commercial Property Valuation Process

Appraisal Responsibility

Utility, lndustrial and Commercial properties are the tangible assets of various businesses

including electric production, transmission, and distribution companies, railroads, petroleum

product gathering and delivery pipelines, telephone and communication providers and others.

Utility properties are identified in the Texas Property Tax Code as Category J property.

lndustrial properties are identified under the Texas Property Tax Codes as categories L2

(lndustrial, Personal), F2 (lndustrial, Real) and Ll (Commercial). The valuation ofthese
properties is considered to be complex due to the involvement of both tangible and intangible
property elements that comprise these businesses and due to the size of some of the utilities

that are regional and national companies. The appraisal of these companies becomes complex

when considering the valuation of the property as a unil in place, evaluating the property by the

approaches to value at the company level. The appraisal dishict does not have personnel

qualified to perform this type of appraisal. An appraisal firm is employed to provide the expertise

to perform this type of appraisal. Once the estimated value of the unit is determined by the

appraisal firm, that estimated market value is allocated based on the tangible property assets

that are located within each CAD.

Appraisal Resources

Personnel - Wardlaw provides adequate personnel to meet all contract appraisal requirements.

Data - A common set of data characteristics for each utility, industrial and commercial property

account in each CAD is collected from the various government regulatory agency records, field

inspections, data resources, and property owner renditions. This data is entered to the

appraisal firm's computer. lndividual company financial information is gathered through industry

specific governmental filings such as Federal Energy Regulatory Commission Reports,

Securities and Exchange Commission 10-k filings, Railroad Commission and Public Utility

Commission publications. Other company information is gathered from annual reports, internal

appraisals, and other in-house and industry publications. Property owner renditions are

requested in order to document and list property owned and located in our particular
jurisdictions (ie: track mileage, number of meters, pipeline size and mileage, substatlon and
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transmission capacity, etc.). The property characteristic data drives the computer-assisted
appraisal of the property.

The appraisal of utility and induskial property utilizes three-approach analysis to form an opinion
ofvalue for the property. Financial and capital market information is pertinent to understanding
factors affecling valuation of complex property. lt is necessary to gather financial data to
attempt understanding investor and corporate attitudes for capital return expeclalions and lo
give consideration to return components such as current interest rates, capital debt structure,
bond market rates, and capital supply and demand trends. These financial factors result in

overall return rates and capital structure for these companies and affects capitalization rates.

The weighted average cost of capital is the most commonly used method of estimating

capitalization rates for utility properties. Capitalization rates are estimated using capital return

expectations from various publications: Duff & Phelps Valuation Handbook, Wall Street Journal,
Mergent Bond Record, Moody's Corporate Bond Yield Averages, Standard & Poor's Capital lQ.

lndustry specific information is also gathered from web sites, publications, periodicals, and

reference manuals. Wardlaw then estimates the capitalization rate for utility appraisal under the

income approach.

VALUATION AND STATISTICAL ANALYSIS (model calibration)

Approaches to Valuation, Reconciliation

Valuation of tangible assets for utility and industrial companies relies primarily on indications of
value based on the cost and income approaches to value under the unit value approach. This

methodology involves developing and estimating market value considering the entirety of the

company's tangible assets and resolving an allocated value for that portion of specific tangible

assets located in particular tax jurisdictions. The valuation opinion is based on three approach

analysis utilized for the indicated unit appraisal of all company tangible assets, then an

estimated allocation of unit value for only assets located in the district and particular
jurisdictions. This methodology is approved and recommended by the Property Tax Assistance

Division of the Comptroller's Office and is an accepted standard within the industry and

appraisal community.

Value Reoieu Proced.ures

Review of the valuation of utility property is based on veritr/ing economic and financial factors

utilized in the methodology as relevant to current capital markets and that these factors reflect

current return expectations. Market sales of utility properties do occur and are a good source

for comparison and review when the price of the tangible assets can be abstracted or allocated

from the selling price. Typically, the sale of utility companies involve significant intangible
property assets such as customer base, goodwill, favorable contracts, name recognilion, etc.

and the contributory value and allocation ofthese assets is subjective and unknown. ln Texas,

intangible property assets are exempt from taxation and musl not be included on the appraisal

roll as taxable property. Therefore, because of the lack of specific market information on sales

of ulility properties, appraised value is regularly compared to the valuation of similar property

within the same set of property characteristics, business type and size- More of comparison for
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equity concerns on valuation ralher than the full recognition ofa market level certainty about

appraisal level. Of course, the estimated value is based on recognized methodology for

considering the valuation of these tangible assets, but true markel confirmation ofthese factors

may not be possible due to minimal market knowledge and experience.

Ratio studies are also a method of review for relevance of appraisal valuation to market value.

Again, in the absence offull disclosure of prices paid and without the abstraction of prices paid

for the tangible asset components from recent utillty property acquisitions or sales, market

based analysis and review is not possible. Ratio studies for utility property must rely on a

comparison ofone appraisal opinion as the basis for the reasonable property valuation with the

district's appraised value to determine the ratio for level and uniformity of appraisal. The PTAD

conducts the annual ratio study of selected utility properties to gauge the appraisal districi's
performance. The PTAD utilizes the same valuation methodology to estimate appraisal

valuations of utility properties and the results, when compared to the appraisal valuation

estimated by the appraisal firm for these properties yield ratios. This ratio study of certain utility

properties indicates the level and uniformity of appraisal for this category of property.
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STAFF PROVIDING SIGNIFICANT
MASS APPRAISAL ASSISTANCE

PROPERTY TAX APPRAISER CERTIFICATION

TDLR#

74200

73616

74717

66026

70182

71700

PE#

76914

77254

FIRM#

5194

NAME

CRAIN, MALLORY M.

MCFARLANE, KATHLEEN M.

SHERWlN, PROCTOR

WARDIAW, PEGGYA.

WLLIAMS, CHARLES R.

WLLIAMS, HMIEL M.

NAME

WARDLAW, PEGGY A.

WILLAMS, CHARLES R.

TYPE

APPRAISER, RPA

APPRAISER, RPA

APPRAISER, RPA

APPRAISER, RPA

APPRAISER, RPA

APPRAISER, RPA

BRANCH

PETROLEUM

PETROLEUM

PROFESSIONAL ENGINEERING CERTIFICATION

PROFESSIONAL ENGINEERING FIRM CERTIFICATION

FIRM NAME

WARDLAW APPRAISAL GROUP LC


