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Those in attendance: (continued)
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Ken Beazer of the Division of Property Taxation {DRalled the meeting to order and
provided a brief overview of the meeting discusdimpics and other information on the
subsequent dates for the review and approval othagges to Assessors Reference Library,
Volume 5 (ARL 5), Personal Property Manual.

For the meeting, the two primary discussion toprese the RCN
(Replacement/Reproduction Cost New) factor sounckthe best way to derive the rate used
in the General Percent Good Table calculation.v&ldrem personal property values are
established by taking the original installed costnding them to the appropriate appraisal
date by using a cost index based RCN factor, ama depreciating that figure based on the
actual or effective age (using the General PerGaad Table), and finally adjusting the
resulting value to the June 30 (appraisal datel lef/value.

The DPT has traditionally used the Marshall ValatService (MVS) cost indexes to
estimate the RCN factors for Colorado industriesom the 48 industrial averages captured
in MVS data, the DPT has used information factorslP of the most representative
industries operating in Colorado. CPI-U (Consufgce Index - Urban) is an alternate
source that is being considered as a source of RCIrs.

The relative strengths and weaknesses of eachesowlade:

CPI-U is developed to capture a more localizedofathe data is simplified, easy to
access, easy to understand, and is transparemteveo, the data captured on specific
industries may differ from year to year, consumalales included, and the trends do
not appear to be as consistent as MVS.
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MVS is a consistent source which surveys the saonganies year after year. They
are a well established cost data authority, andesuspecific Colorado representative
industries. However, they provide national (haakzed) data, access to their data
requires a subscription, and their source datatiss transparent as CPI-U.

The table in the exhibit shows the differences leetwusing the CPI-U for Denver-Boulder-
Greeley versus using MVS. The greatest differen@i% in year 2002, but the differences
tend to lessen as age decreases. Newer equiproaltt tend to have comparably lower

values, but older equipment would likely increaseept for items that are fully depreciated.

Ken noted that the DPT asked two metro countieanaan impact test. They applied the
CPI-U for the RCN factor source and a seven penaatfor the percent good tables. They
reported an average loss in value of 6 percerthifocombined changes, with approximately
four percent attributable to the RCN factor chaagé two percent attributable to the Percent
Good Table change.

Ken then asked for questions and comments

Camellia Fletcher, Douglas County, asked Ken tafgléhe tests with metro counties?

Ken said the counties used last year’'s 2008 prgtistings, plugged in the RCN factors

from the CPI-U and a new rate and associated pegoea tables. The two counties showed
a 5.5 percent reduction and 6.5 percent reducéspectively that correlated to an estimated
6 percent decrease in personal property values.

Travis Holland asked if those changes would applgiitclasses of property? Ken affirmed
that, if adopted, they would. He further explaitiedt currently the DPT had 11 industry
categories. With the new system, there would by lo& one industry category used.

Scott Pollack, BP Petroleum, asked if the indicesexcompared over time, would they still
see the same differences. Ken answered that apjoelae the case. Scott then asked if the
counties have an option to use the tables or Kaif? noted that from the date of State Board
of Equalization (SBOE) approval, the counties wdwgdrequired to utilize the approved and
published tables for that tax year. Scott thed Hzat the oil and gas industry took a hit in

the last few years, and he can’t see the equipwadués going up. Ken stated that with the
change in RCN factor source, personal propertiignearly years would see the most benefit.

Allen Poe, Holland and Hart, asked if the computagh-tech category would not be
affected? Ken said that was correct.

Camellia Fletcher, Douglas County asked, “Why heeahanges so high? What kind of data
are they looking at?” Ken noted that he couldhell the sources and be sure the math is
correct, but he can't explain the result. He shat he had no luck getting direct information
from MVS. He had talked to an actual person omigeoand that person had transferred him
to a non-working phone number. He stated that thelCincludes consumables, but is at
right trade level and a localized factor.



Page 4

Bruce Cartwright, Duff and Phelps, asked if ithe DPT’s proposal to go to CPI-U? Ken
said the DPT was not making a proposal either wagttaking input from the interested
parties as to whether they thought it would beasoeable change. Bruce agreed that MVS
had no transparency of data. He found CPI-U tevélédocumented, and, in his opinion, it
is better. He is aware that it will affect diffeteassets differently, but transparency is very
important in what can be supported.

Ken added that going to one industry table verdusfters a simplified RCN option.

Suzanne Brinks, Moffatt County, asked for confirimiatthat this new RCN will apply to all
locally assessed industries personal property @xoepigh-tech? Ken confirmed that.

Carmen Warfield, San Miguel County, stated thatdalmight be difficulty in making
adjustments if the equipment that was depreciatédvould see no affect from the change.
Ken asked if there were any thoughts from vend@igne Wissell, ACS, said she had no
comment at this point. Ken said he was not awaptential problems with making the
computer systems perform the correct calculations.

Renee Neilson, Rio Blanco County, asked if the ghamas based on the average of all
industries. Ken confirmed that it was. Renee alsted that there was an override for Eagle
computers that will freeze fully depreciated prapeiKen said that the county systems
should have similar capabilities.

The next topic of discussion was the General Pé@end Tables. Ken said there had been
some discussion on how other states (includingf@aia, Texas, and Florida) created their
percent good tables and associated rates. ThecEled a rate build-up using a band of
investment method. Sue Dickinson had comparediatyaf industries from the Valueline
(a subscription based source). She reviewed therade of return from the previous full
year from 13 representative industries and caledlatmedian rate from them. The Percent
Good Table developing the rate using this methquliegh a rate of return of 11.4 percent and
is shown on the top of the page in the handout Atild-up rate was estimated to be 9.7
percent and is shown in the bottom table. Thedbugi calculations are shown on the last
page of the handout.

Steve Snyder, Arapahoe County, asked where th® &t for the equity to debt came

from, and whether or not that rate would be redated each year. Sue said the 60/40 came
from other states, sources, and seemed in-linemde in-depth Valueline research. She
chose 13 representative companies and lookediaetpgty to debt ratios over the last 10
years. She found that overall the rate fluctuatioere minor, except where there was a
significant drop in equity in last few years.
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Bruce Cartwright, Duff and Phelps, said he thoubht60/40 split was reasonable, but a
typical build-up is the risk rate plus the equiskrpremium. Currently the 20-year
government bond is 4.4% — add 6.5% for equity fios a total of 10.5%. Also, Valueline
uses both tangible and intangible assets whicls pylithe rate. He feels the equity portion
of the DPT calculation is too high. He also shialt twith the lowa R-3 curve they used real
rates of return not nominal rates of return. Ifave trying to value the assets, we should not
look at total rate of return, but just that on g property. Ken said that looking at equity
source, where you have intangibles there is alop@perty which tends to generate a lower
rate. Bruce reiterated that a true build up mesioalld be used using capM and beta of 1.

Lauren Thomas, Duff and Phelps, asked, “What ifdlege losses? Would that result in a
negative rate?” Ken responded that the rate woelohfluenced, but that the expected
overall rate should remain positive.

Scott Pollock, BP Petroleum, asked if a study heehldone two years ago would the 60/40
split be different? Sue Dickinson said that logkback over ten years it has been as high as
70/30, but over a 10-year average, it was prediylst

Ken will send out invitation to next meeting fortiier comments after the DPT comes up
with a recommendation.

Allen Poe, Holland and Hart, asked if there was @ysideration for a reduction in the 15%
depreciation residual floor? Ken said they hawkéal at it for several years, but there had
been no new studies or data to indicate that itvesppropriate.

JoAnn Groff, Property Tax Administrator (PTA), sdtidvas fair to say that Ken did query
other states. Ken said that Marshall Valuatiorvi8es used a 20% floor. The multi state
personal property association reported deprecidlibmns from 1% to 30%. Many have set
residuals for different industries and types ofgandy. Politics does take a part in specific
residuals that are set for specific types of peabkproperty in each state. In Texas, each
district makes a determination.

Alan Poe, Holland and Hart, added that using thelWRCN on a 20-year old property
results in effectively a 30% floor. He believeattto be unrealistic for a number of
industries.

Scott Pollack, BP Petroleum, said he works in m&tates, and he believes that Colorado is
the only state that has an RCN upward trend. faikes the effect of the floors different.
Ken disagreed. He believes most Midwestern sthdesome sort of cost indexing.

Suzanne Brinks, Moffat County, asked when and/trafe would be any recommended
economic life changes on properties? Ken saidfP€ was not contemplating any at this
moment.
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Generally, such recommended economic life changsiderations take place on a year-to-
year basis. Either industry representatives agssss's and staff bring in information and
studies related specific economic lives of perspnaperty.

Suzanne said that she thought that there had loénent data presented to show problems
with the economic lives of pipelines for there todonsideration of a change. Curt Settle,
DPT, note that he had received some data regatidatgssue — a stack of right-of-way
easement requests and an allocated pipeline vaioienation from one sale, but he didn’t
consider it sufficient to recommend a change. ttggested Suzanne and Renea have further
discussions with he and Ken on that subject atea teme.

Ken explained the annual approval process for abmtmbe made to the personal property
procedures and tables. These changes are usulitytted to the Statutory Advisory
Committee (SAC) on the "BThursday in December. The DPT will accept datangtime,

but it is generally better to get it by no lateanhOct ' (prior to the January 1 Assessment
Date that the information provider would like teegsbe change implemented) in order for the
staff to have sufficient time to analyze it, rurtalaource checks, and decide on specific
recommendations.

JoAnn Groff, PTA, reminded everyone that in ARL Male 5, pg 4.1, it states that counties
can provide information/studies to the DPT andioeally to SAC. That includes if the
tables appear incorrect for the whole state orfjusa specific county(ies) related issue.

Bruce Cartwright, Duff and Phelps, said he wilkatpt to get more data to show the 15%
residual is not appropriate — especially in lighthe trended RCN. He feels it is out of line
with market. Also, he has a problem with the inecaxjustment factor calculated as present
value of remaining life over present value of ecqoilife. He believes there should be an
additional factor as suggested in lowa study. DR& uses the same income adjustment
factor as California. For a property with a 101yi@, there is a 1% decline in earnings per
year not to exceed 10%. For the 20-year propthiy,adjustment is only .5% per year, not
to exceed 10%. He feels the DPT needs to lookaatitenance capital.

JoAnn Groff, PTA, invited everyone at this meetiagttend the Business Personal Property
task force meetings on Octobef™&nd 29th. She and Ken will be making a presemntath
October 28. JoAnn added that they may want to talk to chairif they would like to
propose changes, as there appears to be somamesish the PTA making any changes
through our administrative process.
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