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The Gulf Oil Spill issue is rapidly unfolding, and
Greenfield Advisors has been tracking the
situation since news of the explosion first hit.
The following is based on the best information
available to date, which is believed to be
reliable. ~ For more up-to-date information,
please keep track of updates on our web site,
www.greenfieldadvisors.com.

On April 20, 2010, an explosion and fire on a
drilling platform off the Louisiana coast — 42
miles southeast of Venice, LA -- left 11 workers
missing (and presumed dead) and another 17
injured. The Deepwater Horizon rig, owned by
Transocean LDT, was licensed to BP and was
drilling in BP’'s
feet below the surface of the Gulf of Mexico.
The oil itself was about 13,000 feet beneath the
seabed".

On April 22, the $560 million drilling rig sank,
and a five-mile-long oil slick could immediately
be seen. By April 25, U.S. Coast Guard
estimated 1,000 barrels of crude oil per day
flowing from holes in the damaged riser pipe.
The Coast Guard categorized t hi s as
serious spill"” t hat
along the Gulf Coast. By April 27" the Coast
Guard proposes setting the leaking crude ablaze
to slow the spread of the oil.

By April 28" the Coast Guard reported the oil
flow at 5,000 barrels per day (210,000 gallons),
or five times what was originally reported.
Controlled burning begins, but off-shore winds
push the crude toward land.

Oil from the site began to wash ashore on the
Chandeleur Islands on May 6. These barrier
islands are part of the Breton National Wildlife
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Refuge, and an important nesting and breeding
area for many bird species. The next day, a
fishing ban in Federal waters is extended to
May 17. Tar balls begin to come ashore on
Dauphin Island, Alabama.
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Map courtesy Ocean Circulation Group, U. South Florida

On May 18, the Coast Guard released photos of
tar balls found on the beach in Key West. Later,
it was determined that the tar balls were not

2 fromYhE sﬁoil}f but the source remains unknown.
threatens t he ecosystems

Beginning in late April, Louisiana began closing
oyster harvesting beds, although some have
since reopened (see map on following page).
By May 25, the U.S. Commerce Department
declared a Commercial Fisheries Failure,
triggering aid to commercial fishermen from the
Economic Development Administration.

As of this writing, estimates of the oil flow are
between as high as 65,000 barrels per day?, or
roughly equally to the Exxon Valdez spill every
four days. Efforts to contain some of this are
presently underway.
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Litigation Status, as of June 15

It presently appears that various litigation
remedies will progress via either the class
action route or some sort of mass joinder;
details, venues, and other issues continue to be
worked out.

At present, actions have been brought on
several interrelated issues, including:

1. Direct real property losses
2. Indirect property losses
3. Business interruption
4. Natural resource damages
5. Fiscal impacts to local jurisdictions
6. Shareholder losses
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Both plaintiff and defense attorneys have
applied to the Federal MDL panel for
assignment of a venue. The panel, scheduled to
meet in Idaho in July, will apparently be asked
to choose between New Orleans (the plaintiff
choice) or Houston (proffered by the
defendants).

Economic Impacts

Most oil spill cases are fairly simple to evaluate
from an economic damages perspective. Loss
of property values, loss of use and enjoyment,
trespass and non-payment of underground
rent, lost rents, and business losses are all fairly
easy to appraise.

The very size and scope of this situation,
however, implies a much broader set of impacts
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according to Felicia C. Coleman, Director of the know is an environmental disaster of
Coastal & Marine Laboratory at Florida State U.: unprecedented proportions for our state and the
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the high ecological productivity of the Tourism took an i mmedi at e
northeastern Gulf of Mexico, whether they are gulf. While there has been some temporary
involved in commercial or recreational fishing mitigation by the reportedly 20,000 or more
(valued in the billions of dollars in this part of workers in the area engaged in combating the
the country) or tourism (yet more billions). In spill, impacts to the hospitality industry have
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will mean the loss of a way of life.’¢ of the Island House Hot el

By early May, fishing had been restricted in an
area including Louisiana waters, and from the
mout h of the Missi
Pensacola Bay, thus encompassing waters off-
shore of four states.

Businesses and property owners fear the worst,
as exemplified by Nathaniel Karp, Chief U.S.

Economist for BBVA Compass Bank of
Birmingham, Alabama:
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Theophile Bourgeoi s
an example of how the losses are already being
felt. As of May 9, his Barataria, Louisiana,
business was already down 20%, and some of
those charters were smaller.’

Louisiana reportedly produces some 30% of all
seafood originating in the continental U.S.
According to one report, Gulf shrimpers are
already considering that it may be seven years
before they can go to sea again.® That same
report noted t hatrfowh
and all of our 110 species of migratory
neotropical s 0 n g brilliod
acres of wetlands to rest or nest. Rowan Gould,
acting director of the U.S. Fish and Wildlife
Service, summed it up succinctly:
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coast reported that losses at her hotel had

already reached $100,000 - $200,000 by May

1§ not c%untlpgv\? \ferglon Puames ISe@fg,;od da’ s
prlces are rising, and the threat of oil is causing
t housands of hot el
panhandle, Memorial Day occupancy rates are
usually 90% or higher; but this vyear,
reservations are off by 50% or more, and some
hotels report occupancy as low as 15% - 19%.°
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t&rtiaNJimpadts tKraughouthe R.S. U0GirAo@n

research at Greenfield revealed business
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where the owner of one seafood deli and
catering business summed up the impact of the
oil spill:

OBecause of the oil spill, the quality and quantity
of seafood has gone down, and the prices have
gone up. Our business has been tough already,
but this will probably put us under."%

Hence, the valuation problem is complex and
intertwined, and calls for a holistic and

0 f conPrahenkive 6nalysiS Inpltéolitgut models,

’

survey research, and fiscal impact studies will all
phoSe€useflul Onlud ®rhpRetie@ive SsoluBon to
these questions.

Valuation Issues
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is the value if he can no longer walk on the
beach? We want to hold our own citizens
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--Escambia County Property Tax

Appraiser Chris Jones, Bloomberg
Business Week, 6/9/10

While many sources — including Greenfield —
point to experience from the Exxon Valdez Qil
Spill (EVOS) as guidance in this case, two issues
are already apparent:

1. Many of the valuation lessons learned in
EVOS have been honed and improved
through years of experience with other
environmental damage cases.

2. In many ways, the Gulf oil spill is broader
and more complex, and will require even
more intense and coordinated research
efforts than ever before.

Some researchers are also pointing to the Santa
Barbara Oil Spill of 1969 for guidance on the
categories of probable damages. Notably, the
Santa Barbara spill occurred before nearly all of
the environmental legislation, such as CERCLA
and the Clean Water Act, which we now take
for  granted. Coupled  with  other
contemporaneous environmental events, the
national sensitivity was significantly raised by
Santa Barbara, and many writers draw a straight
line from that event to Earth Day and the
various Federal environmental acts which
passsdi n the 1970's.
directly to a moratorium on most off-shore
drilling, with drilling in the Gulf of Mexico being
a notable exception.

While Santa Barbara was significantly smaller
than the current Gulf spill, it occurred
immediately off the coast of a highly populated
area (unlike the EVOS). Like EVOS, however,
damages included loss of fisheries, property
value damages, loss of use and enjoyment (e.g.
— pleasure craft and related industries),
business losses, and fiscal impacts to cities,
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the Santa Barbara spill persisted up to 20 years
afterward.

EV&ZchalH‘(]a%zged econom|c0 and va%ugtlon
researchers based not so much on its size (EVOS
actually ranks about 35" on the scale of all-time
leading oil spills, and at least an order of
magnitude smaller than the Gulf spill) but
rather on the impact to the natural
environment in an otherwise pristine place.
Both Prince William Sound and the Gulf Coast
are highly sensitive natural environments which
lend value to surrounding appurtenant real
estate. Measuring the value impacts of these
public goods required the application of more
advanced economic analysis tools, such as
contingent valuation.

Contingent Valuation

Owners along the Gulf watch and wait as oil
threatens property value

-- Mississippi Press, 5/23/10

Gulf Spill May Be Worse Than Storms,
Landowners Say

-- Bloomberg Business Week, 5/4/10

Contingent Valuation, * CV " for
used in economic and marketing analysis for
decades. It is widely used globally, and its
acceptance is nearly universal. It is useful for
measuring values of both private and public
goods.

Hoyevep gppiop fo the FVPSy regl cestage
valuation models traditionally relied exclusively
on what
These models derive from a subset of the utility
theory literature which tells us that consumer
preferences can be determined indirectly
through the process of measuring what they
pay for certain goods. These models rely on the
notion that consumers strictly adhere to the
“rational
markets are efficient. Unfortunately, neither of
these hypotheses are 100% valid; so revealed
preference models are, at best, very noisy. As
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such, in thinly-traded markets (such as real
estate and business valuation), these methods
do not result in direct measures of values (as is
common in the securities market) but instead
require judgmental inference to translate noisy
prices into utility rankings and then into a
valuation conclusion. Nonetheless, revealed
preference pricing models benefit from a robust
methodological tradition and the inertia of
popularity.

CV (like other survey research methods) falls
i nto t he
Consumers are essentially asked one of two
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Business Losses

Oil spill pushes St. Joe shares down--
-- Florida Times Union, 5/10/10

This sets the stage for a complex relationship
between real property damages (both public
and private) and business losses.

In general, in the Gulf, immediate direct
business losses are felt in two categories:

1. Fishing (both commercial and sport)

cat egdreyr ewmd¢ e s 2t Adspality/Tdurisre

. . Natural resource damages Jead. directly to "
guestions, what woul ou. y 0 i S, . od?
. I losses” in both”of these areas, and this”also
or pa it would you accept to sell a agnifies the damages to real propert
good witht hi s negatlT%eeform)eondln}%on’}e 8 property
. . . appurfenant to the coastal waters. In short,, if
guestion results in a S 0 ( WTP)

and the latitngmeas"“ Wb athel've“hOQS

finding. Both methods are useful in different
situations. Consumer preferences can thus be
directly quantified, and valuation can be
inferred directly, rather than indirectly.

CV and other survey methods proved to be
terrifically applicable in Alaska, where property
rarely changed hands, natural resources were
public goods, and the existence of the public
good had important implications for
appurtenant private goods. These are also the
conditions faced in the Gulf today, as the
“value” equation
nearly overwhelmingly important impact that
the natural environment has on private
property.

When introducing new products to market,
business uses CV to determine feasibility then
to price the products. The Gulf oil disaster is
something new for nearly all market
participants in the affected Gulf States. The real
estate market may take years to stabilize and
generate sales at market prices. During the
interim, revealed preference methods will not
tell the whole story. On the other hand, CV and
other survey methods can be used as soon as
the facts can be accurately described.
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are disrupted, then the valle of real property is

also diminished.

Coupled with that, many of the businesses in
the Gulf region directly affected by the oil spill
are real estate intensive, such as hotels,
restaurants, and marinas. Early reports indicate
that the 2010 season is nearly a bust for these
businesses, and experience from EVOS suggests
that 2011 and beyond may be problematic as
well.

Secondary and tertiary impacts are also being
feld k én Santa t Barbara, cboating r{persontalh e
property) and nautical supply businesses were
damaged. In the Gulf area, it is already
becoming apparent that secondary and tertiary
businesses in affected areas are suffering.

Fiscal Impacts to Governments
2SS aSS GKS GNI Ay
to be uglyc

-- Okaloosa County (Florida) Property Tax
Appraiser Pete Smith, NFW Daily News, 6/11/10
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It goes without saying that the negative impacts
to taxing authorities could not have happened
at a worse time. States, counties/parishes, and
municipal governments are already cutting
away budgets, and public officials are making
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hard choices about
schools, police, and fire protection.

Florida State Rep. David Murzin and tax
appraisers from Escambia, Santa Rosa, and
Okaloosa counties call for a special legislative
session to deal with property value issues --

-- KWTX-TV, Waco, TX, 6/9/10

The Gulf region is heavily dependent on three
industries:

9 Hospitality/Tourism
9 Fishing/Natural Resources
I Petrochemicals

These three are not
region. For example, Texas, which apparently
has not suffered significant oil spill impacts,
benefits disproportionally from the oil and gas
industry. Florida, on the other hand, receives
little if any benefits from petrochemicals but is
apparently poised to suffer from the effects of
the oil spill.

Louisiana, Miississippi, and Alabama have
historically enjoyed an economic balance
among these industries; but this balance has
been severely disrupted, at least in the short
run and perhaps much longer.

Reports of tourism cancellations are rampant in
the press. Ironically, even New Orleans, roughly
150 miles from the spill and a significant

distance inland (and up-river), has seen
negative tourism impacts.
Coastalaread X Gl G NR aj

G2 GKSANI SO2y2YAO0
-- Gov. Charlie Crist, in the Miami

Herald , 5/22/10

Quantifying Damages

Commercial property owners brace for
economic impact of Gulf Oil Spill ¢
-- Randyl Drummer, writing for CoStar

Group, 6/9/10

As of this writing, it is premature to develop
detailed and comprehensive damages for the
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areas. However, public policy and investment
decisions require at least some broad-stroke,
“back of t he napkin
categories of damages.

We would note that, as of this writing,
Greenfield has been asked to speak at two
different forums in June 2010 regarding damage
estimation. The first will be a teleconference for
the Collateral Risk Network, an organization of
bankers and others in the lending field who are
critically interested in the impacts of the oil spill
on the value of collateral for lending purposes.
The second is the Gulf Oil Spill Litigation

two-days of discussions on the Gulf spill
impacts.

Dr. Norm Miller, a professor (on leave) at Univ.
of San Diego and currently a consultant at
CoStar Group, recently formulated such an
estimate of potential property damages to the
affected areas of the Florida coast. He
developed a model based on an average depth
of one square acre (essentially, 209 feet) and a
typicapilpteland val
(Actual prices in 2009/10 in this region ranged
from $2 million per acre up to $10 million.)

Dr. Miller notes that the affected area of the
Florida coast is 569 miles long, or about 14,369
acres. At a minimal damage level of 10%, he
estimates $4.32 Billion in waterfront property
losses in Florida alone. He notes,

_ parenthetically, that this is_probably an under-
RN R Ss@ﬂ'\gt@,%tljt his bgébnygteﬁt-{vvﬁlptﬁeastgck '
a S O dzN@hddket vatudfibh 105285 DifiePe& b SRoHIP €

andowner

coast’s | argest |
Kevin Chiu, writing for NuWire Investor
(5/27/10) cites analyses from

Housingpredictor.com which put the losses for
waterfront properties in Louisiana, Mississippi,
and Alabama at 30% of pre-spill value.

Naturally, these determinations are based
simply on the direct oil impacts on property
values. In short, a waterfront property with oil
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washing up or at risk of oil washing up is worth
less, on its face, than a comparable property
without such a risk.

These models do not yet quantify direct
business losses, appurtenant property losses
(e.e. — non-contaminated property which is
devalued due to loss of use and enjoyment of
the nearby pristine coast), secondary and
tertiary losses to nearby indirect and supportive
businesses (e.g. - -nautical supply houses), and
fiscal impacts to governments.

After the devastating mid-decade hurricanes,
many towns nearly ceased to exist. Rural areas
in Louisiana near the Gulf evidenced population
losses in the 50% range. Some writers suggest
that the impact of the oil spill, in some areas,
will be even worse than that. Many
communiti e s derive their
from proximity to the Gulf. Businesses are
dependent on tourism, sport fishing, and oyster
harvesting. If these businesses disappear,
supportive and indirect businesses will go with
them, as will the populations. Local
communities and counties/parishes will simply
be without sources of tax revenue, and needed
services will collapse.

In Mississippi, for example, the leisure and
hospitality industries account for over 20% of
the jobs in the Biloxi-Gulfport area. Each of
these jobs carries with it a multiplier effect, and
so each of these
will result in the loss of several total jobs for the
community. Input-output models, long used for
measuring economic impacts of basic and non-
basic employment changes, will be vitally useful
in assaying these damages.

Many Mississippi commercial and sport
fisheries have reportedly already been closed
for the season or longer. This will have a direct
economic impact on the gaming industry, which
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is indirectly but indelibly linked. In 2009,
Mississippi gaming taxes totaled $171 million,
or 3.7% of t hat
slight reduction in this will have major impacts
on the state’s fi

BBVA Compass Bank of Birmingham, Alabama,
predicts similar problems for that state. They
report:

G¢KS .t
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They also fear that Baldwin County could suffer
out-migration and extended loss of tourism,
depending on the severity of the damage.

Florida, with its heavy dependence on tourism
and almost no benefits from petro-chemicals,
may ironically be hurt the worst. According to a
“ forecastgateased dn 6/8/10 ly &Jnivnofy Central
Florida economist Sean Snaith (Director of
U C Flhststute for Economic Competitiveness),
the spill could cost 195,000 jobs in that state
alone and nearly S11 billion in revenue to
Florida’'s Gulf Coast

Summary

At present, it is apparent that the Gulf oil spill
has or will result in several distinct but
interlocked economic damages, including direct
and indirect property value losses, business
value losses, losses resulting from use-and-

“basi Ce,,nj @r}ﬁﬁnl,e@)} meinStS ujeosbs
down’ i n the fected

af
to the local and state governments.

The Santa Barbara Oil Spill of 1969 provides a
snap-shot of the variety of economic and
valuation losses suffered, while the Exxon
Valdez case gives a better indication of the
methods needed to properly, comprehensively,
and efficiently account for all of the damages.
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Greenfield Advisors was founded in Seattle in 1976 to provide high-level analysis and consulting services
on complex real estate problems, with a focus on economic, market, and valuation studies. Over the
years, Greenfield has advised attorneys, investors, government agencies, trusts, and university
endowments on a variety of real estate problems. Today, Greenfield Advisors is recognized as one of
the wo r |ledding appraisal firm for valuation of impaired properties Greenfield Advisors can be
reached at 206-623-2935 or via the internet, www.greenfieldadvisors.com and
info@greenfieldadvisors.com.

Dr. John A. Kilpatrick is the President of Greenfield Advisors and a Visiting Scholar in Real Estate at the
Zichlin School of Business, Baruch College, in New York City. His Ph.D. is in Real Estate Finance, and he is

one of the nation’s |l eading expert witnesses

Kilpatrick is the author of four books and a contributing author to three others, including the
forthcoming Brownfields, 3 ed., from the American Bar Association. He is a Fellow of the American
Real Estate Society, a Member of the Faculty of Valuation of the British Royal Institution of Chartered
Surveyors, a National Appraisal Standards Instructor for the Appraisal Foundation, the Membership
Chairman of the Real Estate Counseling Group of America, and serves on the Editorial Board of the
Journal of Sustainable Real Estate.

Christopher A. Miner, MAI, SRA, MRICS is the Chief Operating Officer and Managing Director of
Valuation Services of Greenfield Advisors. He is the author of a dozen seminars and courses, has taught
the Appraisal Institute and the University of Connecticut, spoken before the Northern California and
Seattle Chapters of the Appraisal Institute, the Collateral Risk Network and other real estate
associations, and is the author of several articles and a chapter in the forthcoming Visual Valuation
(Appraisal Institute, 2010), Mr. Miner has a national reputation for GIS applications in site
evaluation/selection, valuation, and market analysis, and has developed sales forecasting and market
planning models for retail and healthcare companies.

Clifford A. Li pscomb, P h . Ihic Resedrch andGheaglseup thd Agldntd
office. He holds a Ph.D. in Public Policy from Georgia Tech, and prior to joining Greenfield was on the
faculty at Valdosta State U. and a Research Economist for the Bureau of Economic Analysis, U.S.
Department of Commerce, Washington, DC. Dr. Lipscomb is on the Technical Advisory Committee for
the ACCRA Cost-of-Living Index and is a Book Review Editor for the Review of Regional Studies.
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% |nterview with a deli owner in suburban Baltimore, June 11, 2010. She was commenting on general business
conditions, and was not aware that the interviewer, Dr. Kilpatrick, was involved in the Gulf Qil Spill matter. In her deli,
there was a one-page flyer posted next to the cash register apologizing to customers for the impacts of the Gulf Qil
Spill.
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