American Appraisal Associates, inc.
1801 Gentury Park East, Suite 460, Los Angeles, CA 90067
tel 310 598 4340/ fax 310 598 4341

Leading / Thinking / Performing American

Appraisal

March 19, 2012

Ms. Rupa Shah

Chief Deputy Auditor Controller
County of Monterey

168 West Alisal St.

3rd Floor

Salinas, CA 93901

Dear Ms. Shah:

American Appraisal Associates, Inc. is pleased to provide our proposal for professional valuation
services to the County of Monterey (the “County”). This proposal is based on information provided by
the County, our previous experience working with the County, and our vast experience with similar
engagements.

PURPOSE OF THE ENGAGEMENT

It is American Appraisal’s understanding that the County of Monterey requires an updated property
record of moveable equipment as of June 30, 2012 that reflects all additions, disposals, and
transfers since the performance of the last physical inventory that was performed in 2007. The
proposed services exclude any equipment associated with Natividad Medical Center and equipment
related to enterprise funds except for the Park resorts.

American Appraisal will provide an updated capital asset record to assist the County’s need to: (a)
achieve property accountability and stewardship of assets, (b) obtain a valuation of assets in
compliance with the requirements of GAAP, GASB 34, and GAAFR, and (c) provide data whereby the
County can monitor assets.

ENGAGEMENT SCOPE

The engagement will include a complete physical inventory and bar code tagging of the County’s
moveable equipment consistent with the County's $5,000 capitalization threshold for financial
reporting purposes. All other capital assets including land improvements, buildings, moveable
equipment below the $5,000 capitalization threshold, and infrastructure will be excluded from the
physical inventory and tagging services. We understand that the moveable equipment assets to be
inventoried/verified and bar code tagged are located at various locations throughout the county. The
facilities comprise typical County occupancies as listed in Exhibit B, Schedule of Properties to be
appraised. We will only visit sites where previously inventoried assets at the $5000 threshold were
identified. In addition, we will visit locations with new acquisitions meeting the $5,000 threshold
based on locational information provided by the County.
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The following data will be recorded/verified/updated for each asset, as applicable:

Asset location (site, building, floor, room)

Department

Asset Number

Account (land, land improvements, buildings, equipment)

Classification Code (data processing equipment, food service equipment, etc.)
Description

Manufacturer

Model

Serial Number (when readily available)

Function Code

The following types of equipment will be excluded from American Appraisal’s physical inventory and
bar code tagging procedures but will be included in American Appraisal’s appraisal report if the
Client provides us with data regarding their existence and historical cost, prior to the completion of
the field investigation: (We will work with the designated County personnel to obtain data in the
following asset categories)

Licensed Vehicles

Mobile Grounds Equipment

Telephone Systems

Communication Equipment

Computer Network Wiring and Equipment

The following types of equipment will be excluded from American Appraisal's physical inventory and
bar code tagging procedures because of accounting, impairment, or ownership issues:

= Leased equipment under operating leases
»  Equipment not-in-service or pending disposal
= Personal property of employees or others

American Appraisal will also update the assets in the following accounts: land, land improvements,
and buildings based on information provided by the County for the fiscal year ending June 30, 2012.
American Appraisal will not perform any detailed verification of these accounts but will rely on the
information provided by designated County personnel.

The Client is responsible for identifying these assets upon the commencement of American
Appraisal’s field work.

It should be noted that the purpose of the engagement is to facilitate financial reporting, not to test
property control procedures.
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American Appraisal will not be responsible for moveable equipment not physically present or
observed during American Appraisal’s on-site field inspections.

We will work with the County during the engagement to further refine the scope of identified fixed
assets to be included in the engagement, if applicable. Depending on the nature and extent of
changes in the scope of the engagement we may need to revise our fee.

Appraisal Methodology and Definitions

The appraisal will represent the determination of moveable equipment additions’ historical cost,
useful life, year of acquisition, and the calculation of accumulated depreciation and current year
depreciation based on information provided by the County for the fiscal year ending June 30, 2012.
The determination of historical cost of the moveable equipment additions will be based on generally
accepted appraisal methodologies including direct cost and normal cost approaches.

Direct Costing - Inventoried assets will match a historical cost record and will be recorded at that
amount, if possible,

Normal Costing - When direct costing cannot be employed to apply historical cost, the cost is
estimated based on a current Cost of Reproduction New indexed by a reciprocal factor of the price
increase from the estimated date acquired to the appraisal date. GAAP states“... it may be
impossible or time-consuming to reconstruct the actual cost of the property. GAAP states “fixed
assets should be accounted for at cost or, if the cost is not practicably determinable at estimated
cost.” (Section 2.12 of HBJ MILLER Governmental GAAP Guide 1999).

Historical Cost- is defined by Generally Accepted Accounting Principles as the amount of cash, or its
equivalent, paid to acquire an asset.

Cost of Reproduction New - The amount required to reproduce a duplicate or a replica of the entire
property at one time in like kind and materials in accordance with current market prices for
materials, labor, and manufactured equipment, contractors’ overhead and profit, and fees, but
without provision for overtime, bonuses for labor, or premiums for material or equipment. In
insurance industry terminology, cost of reproduction new, as defined above, is synonymous with the
insurance industry phrase, “replacement cost.”

Depreciation will be calculated for assets in accordance with the County’s financial capitalization
threshold of $5,000, unless otherwise confirmed with American Appraisal staff, in writing,
depreciation will be based on the straight line method of depreciation and the utilization of the half
year convention. Under the half-year convention, a half-year of depreciation is recognized in the year
of addition and in the year of retirement of the asset.
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FEE
The fee is $31,500, including expenses, the fee breakdown is as follows:
s |nventory of Governmental Fund Assets $29,000
= Inventory of Enterprise Fund Assets ( Lake San Antonio and Nacimiento) $ 2,500

We will invoice the fees as follows:

s $ 9,450 upon authorization of the engagement

®  Progress billing as time is charged and expenses are incurred

This fee includes issuing the deliverables below and responding to customary questions from the
County and its auditor or advisors. Additional fee will be required for an increase in engagement
scope or involvement in subsequent reviews beyond the customary work effort.

The County may cancel this engagement at any time and will only be obligated for fees and expenses
incurred. Our fee is not contingent on our deliverable or any subsequent event related to it.

TIMING AND DELIVERABLES

This engagement will require cooperation, access, and timely receipt of requested information from
management of the County. After this Agreement is signed and all requested information is
received, American Appraisal will work closely with the County to establish project start, field work
and report delivery schedules to meet your reporting requirements.

Report - American Appraisal will provide the Client with a Summary Appraisal Report, in accordance
with the reporting requirements set forth by the Uniform Standards of Professional Appraisal Practice
(“USPAP”). The report will present only summary discussions of the data, reasoning, and analyses
used in the appraisal process to develop American Appraisal's opinion of value. Supporting
documentation concerning the data, reasoning, and analyses will be retained as a part of the work
papers. American Appraisal is not responsible for unauthorized use of its report.

Fixed Assets Report (Accounting Subledger) - The Capital Assets Report will include all capital
assets in accordance with the Client’s financial capitalization threshold of $5,000 and the related
historical cost/estimated original cost, accumulated depreciation, and current depreciation data for
financial reporting purposes. This information will be sorted and reported upon by account.
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Asset Control Report - The Property Control Report will include all capital assets in accordance with
the Client’s property management and control threshold of $5,000. This information will be sorted
and reported upon by location.

Unrecorded Additions Report - The Unrecorded Additions Report will include moveable equipment
assets inventoried and bar code tagged during field work, but not contained in the Client's existing
records. American Appraisal assumes these items represent moveable equipment assets that were
purchased since the last physical inventory.

Unrecorded Retirements Report - The Unrecorded Retirements Report will include moveable
equipment assets contained in the Client's existing records, but not found during the field work.
American Appraisal assumes these items represent moveable equipment assets that were retired
since the last physical inventory. However, it should be noted that the items in the Unrecorded
Retirements Report could also be included in the Unrecorded Additions Report if their bar code tag
has been removed since the last physical inventory. It should be noted that the scope of American
Appraisal's engagement does not include any reconciliation procedures.

Electronic Data File- We can provide the data in our standard excel format. Please note any
additional customization beyond our normal export may require additional fee.

Only the signed Client of Record, the County, is the Intended User of, and may rely on, the report.
The County may disclose a copy of the report to its auditor or advisors.

- NEXT STEPS

We will rem?fuﬂymexgmuted Letter of Engagement between American Appraisal and the client of
record to begin work on our%ﬁé‘!sai% the services as described in this proposal correctly
reflect your understanding of the project, please e Contact-lua lverson, at 310-598-4355 and we wi }
issue a Letter of Engagement authorizing American Appraisal to proce€& “T»hlmhp“osal is valld for 6

days from proposal date

Sincerely,

Juan Iverson
Managing Director & Assistant Vice President
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