
A CASE FOR
AN ENVIRON.
MENTAL
REAL ESTATE
MABKET

If enuironmental real estate is a
contemporary market, real estate
counselors need to recognize that supply
and. dernand factors influence its ualue.

by Donald C. Wilson

f, s more and more lands with environmentally
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act for the purpose of conservation, a valuation
question arises for real estate counselors: do these
lands, related transactions and transactors consti-
tute a market?

The Significance Of Asserting A Market
If conservation lands, related transactions and
transactors do constitute a market, then counselors
should be able to use comparable sales properly drawn
from the market as valid indications of market value.
If they do not constitute a market, counselors prob-
ably will continue to be asked by public agencies to
appraise these rarely condemned lands by using
condemnation valuation methodology, to ignore
highly comparable sales involving public agencies
ard rely on sales of dissimilar properties bought for
altemative uses in more traditional markets. In short,
counselors will continue to be asked to ignore in
their valuation of conservation lands the most prob-
able use of many properties-conservation-and the
most similar comparable sales-properties pur-
chased for conservation.

Valuation of protected wetlands is an example.
A counselor may be asked to rely on sales of lands
with altemative uses involving private parties, rather
than rely on relatively similar sales of wetlands in-
volvingpublic agencies. The potential for estimation
error, because of reliance on dissimilar comparable
sales, and ensuing transactor conflict is significant.

Pub1ic agencies encourage counselors to apply
condemnation valuation methodolory often because
of policy. This poiiry has four apparent roots:

1. Public agencies have condemnation power; so
even if they are not planning to use it, they appar-
ently think they must follow condemnation va]ua-
tion methods in case they change their minds and
decide to condemn these properties.

2. The historic tendenry ofpublic agencies to use
condemnation po*,er to acquire other types of lands,
particularly for transportation and utility right-of-
ways, has created a habit of valuing other lands in
this way.

3. Public agencies find standardization of ap-
praisal approaches cheaper and easier to deal with;
so they impose condemnation valuation across the
board regardless of its appropriateness.

4. Bureacratic inertia.

None ofthese is a particularly persuasive reason
for continuing the policy, and all fly in the face of
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Residential subdivisions with similar types of
housing were identified on interstate highways in
the Metairie suburb of New Orleans, in the smaller
sized city ofBaton Rouge and in the relatively small
city of Slidell. In all subilivisions selected, the lots
of the houses backed onto the right-of-way line of
the highway. By searching into sales activity along
the interstate highways in different size cities, I could
determine if there was any variance in the impact
of noise on property values.

The noise levels along the interstate tended to
be higher than along other roads. However, some
local collector roads carry heavy tralfic that is phys-
ically more proximate to the houses fronting them
than to the houses on interstate highways. I selected
a location in New Orleans with homes in the middle
income bracket and another location in Baton Rouge
with low-middle or upper-low income housing. I also
studied garden-t1pe apartment projects along I-10
in both New Orleans and in Baton Rouge because
they offered the opportunity to study rents, occu-
pancy and rent-up time for units next to the high-
way ald identical units to the rear. Furthermore,
the owners/managers were able to provide insight
about any change in these variables over an ex-
tended period of time.

Method Of Comparison-Single Family Homes
Sales of virtually identical home models in a sub-
division were separated by model for purposes of
comparison. Sales of matching models a year before
and a year after the sale of the subject property near
the noise source were used for comparison. Sales were
adjusted for time, using average monthly resale in-
creases in the subdivision. Sales also were adjusted
for lot size differential.

Sales ofthe comparison models were chosen that
had the least amount of difference from sales of sub-
ject property. Generally, about three sales of models
away from the noise source were compared with each
sale of property near the noise source. Differences
in each case were recorded. Individual sales as well
as individual variances and the overall average var-
iances were identified in the report. Anyone \.r'ant-
ing to trouble with the validity of the data or the
comparison method may research the actual sales
used and individua-l comparisons made.2

Method Of Comparison-Apartments
Several garden apartments fronted interstate high-
ways in New Orleans and in Baton Rouge. I re-
searched a number of these to determine if at the
present time or at any time in the past there was a
rent differential between the apartments that fronted
the interstate arld those that were located in the
rear ofthe complexes. Apartment rentals, occupancy
and renters' requests to move were relatively easy
to study because I chose to review apartment com-
plexes that had identical units along the interstate
highway and others far removed from the highway.
If noise was a detrimental factor, it should be re-
flected in rents, occupancies or requests to move in
some or all of the apartment complexes studied.

Conclusions
The study endeavored to find an adverse effect on
property values from highway noise. If I could un-
cover arrd quaatify a diminution noise factor by
sampling individual single family home sa.les and
apartment rentals, this factor would set the limits
of the effect on property values. However, the evi-
dence from the study indicated:

r There tends to be imperfection ofplus or minus
a limit of 1Eo ol the norm of prices in single
family home sales. Some evidence supported a
relatively minor diminution in value of homes
near the noise source; other evidence indicated
homes at the noise source sell for more. I at-
tributed this f'rnding to the imperfection of the
market rather than to any other factor. I con-
cluded that there was no discernible pattern of
dirninution in value as a result of highway noise
in the varied situations studied.

r There was a diminution in value of the houses
that fronted a heavily traveled collector road in
Algiers, a New Orleans westbank suburb. Upon
investigation, I learned that the cause of the
diminution was two fold: (1) In order to get out
of the driveway of the houses, the cars had to
back into heary, fast-moving traffic; and (2) the
street was used by teenagers as a drag racing
strip in the middle of the night.

r Apartments fronting the interstate highway
were often preferred by tenants, particularly
older people. Primarily because of the bright
highway lights and the constant activity, the
tenants found these apartments safer places to
live tharr the rear apartmenk. Many people also
preferred to view traffic rather than other
apartments or parking areas, etc.

Undoubtedly, some people find noise, particularly
high levels of highway noise objectionable. How-
ever, the test on the effect of noise pollution is not
what particular individuals feel or think but what
the market reaction is. The proposition that a home
or apartment located farther from a noise source is
worth more than one abutting the noise source can.
not be supported unless it is reflected in actual mar-
ket transactions.

In the climate of southern Louisiana, people often
are shut off from most outside noise because their
windows are closed while using their air condition-
ing. The terrain in this area typically is flat, which
should produce lower level noise readings than those
produced in hilly country areas in which traffrc noise
can bounce from elevated terrain on the opposite
side of the highway.

Finally, the distance from the rear of the houses
or the walls of the front apartments to the noise
source was such that some extremely high noise lev-
els were partially dissipated by the time the noise
reached the living area. Therefore, noise effect could
occur in other areas where the highway or highway
structure is physically closer to the buildings.

IREAL ESTAIE ISSUES FAITAVINTM I99I44



my report (I was told), the owner agreed to the prior
settlement offer frgure.

Counseling Lessons
Whenever a gasoline spill is found, the natural in-
clination i8 to presume the worst ald, until proved
otherwise, that the market will react in the same
way. Therefore, it is incumb€nt on all concerned to
determine exactly what can and cannot be done with
the property.

Appraisers for the property owner in this case
were told or presumed that the lands could not be
used for anything for 20 years. This information had
been a condition of their appraisals; however, it
proved to be incorrect.

In light of the actual situation, differences in the
highest arrd best use of the property should have
formed the primary basis of the diminution of mar-
ket value, with the psychological factor of market
perception also taken into account.

In this case, I probed until I had suflicient facts
to meaaure the potential diminution in value of the
properff. For the market reaction factor, I endea-
vored to logically compare the price of the subject
lots with their reskictions against the prices of other
lots in the area and to determine: At what point
wou-ld a buyer be persuaded to buy the subject lots
rather tharr pay the higher unit price for other lots
in the area?

On an overall basis, I estimated that the subject
lots would be a good btry at 757o on the dollar, rea-
soning that this price would provide enough incen-
tive to persuade some buyers to purchase one or mone
of the subject lots rather than other lots. The fact
that only three buildings could be built on the four
lots was not evidence of losg in value. My studies
had indicated that, in all likelihood, purchasers would
buy two of these lots rather than one because most
of the building projects located in the area, to date,
were of this nature.

Case 2-Noise Pollution
Environmental factors in residential neighborhoods
prompted the Department of Transportation and
Development (DOTD) of the State of Louisiana to
undertake an investigative study to determine the
effect, if any, of highway noise on adjacent residen-
tial property values. The department requested that
I formulate a procedure that could be followed rou-
tinely to derive a fair measure on the effect of noise
on property value. The methodolory developed was
as important as the results of the study.

Previous studies had endeavored to measure the
ellect ofnoise pollution by various statistical means.
The frrst study used stepwise multiple regression of
dissimilar sales of property. Proximity to highway
noise was but one of 95 variables tested. Inasmuch
as this study included only 200 bona frde sales in
four study areas, the sample size seemed small and
the number of variables large. The second study used
resale of properties that abutted the highway, those
that were in the impact zone and finally those that

were removed from the source of the noise. Multiple
regressions in this study yielded deviations of less
than 4.9Vo from any data. Furthermore, some data
from this study was contradictory to the general
trend. The third study used the average of sale prices
of properties located near to and far from the noise
source. In this later study, two of five study areas
showed no difference in average prices for homes
abutting the highway compared with prices for homes
near or far removed from the noise source.

It was my judgment that the methodologies used
in the three studies were unacceptable for deriving
conclusions about the impact of highway noise on
property value. The basis of my methodolory was
the view that individual properties proximate to a
highway noise source ofgreater than acceptable lev-
ele should be compared individually and anallti-
cally with similar properties away from the noise
source. A suflicient number of these analy.tical, di-
rect comparisons should produce a meaningful trend.

I also endeavored to measure annual resale per-
entage increases of similar houses, which required
inspecting homes and interviewing their owners to
determine if any alterations or rehabilitation had
been done between the original purchase and the
resale. I did not accept sale prices as va.lid criteria
for resale percentage measurements.

I also believed that rentals of apartments in
buildings abutting highway noise sources should be
compared with the rentals of similar units in build-
ings removed from the noise source. In this connec-
tion, I needed to ascertain if there were more
vacancies or longer rent-up times for apartments near
the noise source. I also inquired how mary times
tenants requested to be moved from an apartment
near the noise source to a less noisy location.

Selection Of Properties
With the assistance of George H. Cramer, II, envi-
ronmenta.l engineer with the Louisiana DOTD, pre-
liminary noise level readings were taken at the rear
of houses and apartments in various locations to de-
termine if noise was above acceptable levels accord-
ing to the Federal Aid Highway Prograrr Manual.
In all cases, noise levels were above acceptable lev-
els for houses or apartments immediately adjacent
to a highway right-of-way; however, no noise levels
above acceptable levels were found for houses or
apartments in the next tier. Noise levels diminished
drastically as the distance from the noise source
increased.

Some interesting observations about highway
noise were revealed during this testing. Motorbikes
and motorcycles tended to produce the highest noise
levels. Second to these were the large tractor/trailer
riga moving at high speeds. The noise level of an
ordinar5r passenger car accelerating just a few feet
away from the test machine produced exceptionally
high noise levels. Because ofthe familiarity with the
parisenger car, the noise levels produced by accel-
eration of these vehicles tend to be ignored.

the fact that public agencies rarely condemn con-
servation lands. Experience suggests that most ac-
quisitions of land for conservation purposes are made
by negotiated purchase, with negotiations open to
corqpetition from other public agencies, lald trusts,
wildlife organizations and for-profit entities.l Fur-
ther, many public agencies openly advocate negoti
ated purchases and frequently will delay a transaction
indeflrnitely rather than incur the political and ft-
nancial costs of condemnation. Finally, land owners
frequently negotiate as ifcondemnation were arr un-
likely possibility.

Given these factors, public agencies' reliance on
condemnation valuation methodologr and their dis-
regard for the use of significant, comparable sales
involving public agencies is inconsistent with real-
ity (public agencies tend to negotiate purchase rather
than condemn), frequently unnecessary (it is based
on policy not law) and likely prone to estimation
error arrd transactor conflict (several buyers and
sellers had litigated for decades over disagreements
concerning the value of conservation properties).

Hence, the only valid reason for many public
agencies to continue their policy is if the lands,
transactions ald transactors involved simply did not
constitute a market. This article asserts the con-
trarSr: i.e., that these lands, transactions and trans-
actors do constitute a market, that the basic condition
for estimating market value-the existence of a
market-is met and that comparable sales properly
drawn from this market constitute valid indications
of market value.

Environmentally Significant Land Defined
Environmentally signif-rcant land or conservation
land are accurate terminologies for land that has
environmentally sigrrificant attributes. The former
term is advocated here, since conservation Iand (i.e.,
land protected as it is) is only one tlpe of environ-
mentally sigrrifrcant land. Other environmentally
signilicaat lands include those protected for reha-
bilitation purposes (e.g., a degraded wetland) or those
protected for the introduction of sigrrificant environ-
mental attributes (e.g., an upland graded and flooded
to mitigate destruction of wetlands elsewhere).

Environmental Real Estate v s. Enuironmentally
Significant Land
Environmentally sigaifrcant lald is a resource; real
estate with envirorynentally significant attributes
is space that has been delineated by man, relative
to a frxed geography, to contain an activity for a
period of time.2 The activity may include conserva-
tion, rehabilitation or introduction of environmen-
tally sigrrif'rcant attributes. The period of time may
be perpetuity or a desigaated number of years.

The distinction between land and real estate is
significant becsuse transactors do not value and
transact for environmentally sigrrif-rcant land; they
value and transact for ownership interests in real
estate encompasEing environmentally sigrrificant
attributes. These may be land, flyways over the land,

antiquities buried in the land, events that once hap-
pened on the land, etc. Interests may be full or par-
tial. Environmental real estate therefore is selected
as a suitable term for property rights to environ-
mentally sigrrificant land.

Erutironmental Real Estate Defined
Environmental real estate is a space-time delinea-
tion (e.9., park days, wetlaad acres in perpetuity,
etc.) relative to a flrxed geography that has been de-
lineated by humans to conserve, rehabilitate or in-
troduce attributes of geographical, biological,
ecological, archaeologic€.I or historical signilicance.
It is a subset of real estate-not exclusive of it.

Further, environmental real estate is a spatial
infrastructure much as transportation, sewers and
utilities. Environmental real estate not only serves
a basic function (providing the consuming public with
the environment it is willing and able to pay for); it
also shapes where and how society lives. As society
once controlled and channeled development with
transportation and utility infrastructure, it now may
use environmental real estate.

The Case For An Environmental Real Estate
Market
For environmental real estate, related transactions
and transactors to constitute a contemporary real
estate market, one would expect to frnd consistency
with a basic definition of a market, distinguishable
characteristics of supply and demand, market facil-
itation of pricing and supply arrd signifrcant govern-
mental regulation and subsidy.

Consistency With A Basic Definition Of A Market
"A market," Martin L. Bell says, "is composed of
people, people with money, people with money want-
ing goods ald services; arrd the basic opportunity in
marketing is to provide these people with want-sat-
isfying gpods and services."3 People, it may be added,
may act individually or through organizations to
satisfy their wants.

Looking at environmental real estate transac-
tions in the United States through the lens of this
very basic defrnition, yields a readily recogrtizable
market. The market is citizens (people) with money
acquiring the environmental real estate they want
through public agencies (ta: monies), private not-
for-profrt corporations (contributions and surpluses
from operations) or directly (typically with user fees,
occasionally with fee simple acquisition) in the space-
time unit they want (e.g., a park day, an acre in
perpetuity, etc.). Many segmentations of sub-mar-
kets also are possible.a

Distinguishable Charatteristics Of Supply
Supply in a regulatory context may be desigrrated
(expressly protected by statut€ or poliry) or unde-
sigrrated (not expressly protected, but likely to be if
traditional development were proposed). Properties
outside of these classifications may be actually or
potentially signilicant, but they may not be put to
such use; therefore, they may be distinguished as
tertiary.
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Exhibit I

Selected Tlende in Environmental Real Estate Acquisition

other highways and mejor streets were available at
variable prices per unit; however, there was com-
petition from commercial users or difl-rculties with
utilities, topography or zoning associated with these
sitee. Further, none of the sitee had the office park's
advantagee of proximity to the interstate highway
combined with an identihable motel. Actually, the
office park was a well-conceived project. The lack of
absorption wag due primarily to limited develop-
ment in this small city.

Problem Solving
When I was called back into the picture, I requested
the attorneye meet with the environmental engi-
neers. Thege engineers, along with the attorneys,
believed that the best Bolution to the situation would
be to convince a typical buyer that buildinga could
be construct€d on the property if the foundations
were ventcd. As indicated above, because of mort-
gage loals and insurarlce problems, I did not believe
thie solution to be feasible. Buyers are leery of prop-
ertie8 that require systems to aasure safety; they
fear a breakdown of any system. Also, inasmuch as
there was eo much land elsewhere where buildings
could be constructed (remember, thie property was
on the edge of town), it would be very unlikely that
anyone would buy these properties if he was re-
quired to vent the foundation of any building built
thereon. Thercfore, I was convinced that the prop-
erlr owner's appraisere likely were correct in their
prediction of a total loss in value, at least for 20
yeans, if this wae the only solution.

I requested the environmental engineers to ex-
plain the circunrstances of the bf tration, the deanup
efforts, etc. During their explanation, I learned that
the actual location of the gasoline plume was limited
to an area extending from southwest to northeast.
Since the two service stations were located on top of
the hill, the gasoline spills actually had traveled
down to the water aquifer to a depth of fmm 15 feet
to 20 feet. The spilled gasoline then had talen the
path of least resistance toward the bottom ofthe hill.
Because gasoline is lighter than water, the gasoline
actually sat on top of the water in the aquifer. Shal-
low wells had reetricted the extent ofthe inhltration
of the gasoline (see Figure 2), with areas to either
side of the plume eompletely free of contamination.

The precise location of the plume provided in-
formation on the parts of the four lots that were free
of contamination and the areas on which construc-
tion could take place. Because the area of infiltra-
tion could be identified, the state environmental
agency would allow unrestricted constmction in areas
that were not affected.

At this junctue, I requested that the attorneys
involve capable architects to ascertain what struc-
tures could be built on the properties. It was later
shown that:

r A building could be built on the rear of L,ot A
and part of Lot B that would be almost as large
as two buildings built on these two lots before
the infrltration. The building would have to be

situated toward the rear of l,ot A with parking
in the front of Lot A and over most of l,ot B.

r Buildings could be built on Lots C and D of the
same eize as bui.ldings built before the infiItra-
tion. Buildings would have to be placed at the
front ofLot C. Because Lot D was almost totally
unallected by the inhltration, buildings could
be located arlywhere.

Alter studying the situation in full, I concluded that
the market value diminution was approdmately ll7o.
This figu.re was based on the restriction in the total
size ofbuildings that could be accommodated on lands
to either side of the gasoline plume. Even allowing
for psychological factors, I believed that the dimi-
nution in market value would not exceed 257o of the
total previous value. This f-rgure assumed that the
cleanup operation would continue until a clean bill
of health was given by the state environmental
agency.

Offers in excess of the diminution estimates al-
ready had been made to the owner. Upon receipt of

Figure 2. Location of the Plume
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Figure 1. Location of the Serice Stations and
the Affected lots
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in terms of obtaining frre and extended coverage in-
surance. Therefore, based on this knowledge, the ap-
praisers estimated total market value diminution.

By the time I became involved in the aseeaament
of this pollution problem, the two service station
owners, with the cooperation of the state environ-
mental agenry, had begun remedial action. The tanks
and littingn of both service stations had been exca-
vated and replaced, and gasoline was being ex-
tracted. Two points of interest were revealed
concerning fhs ]gnkpge. First, the leaks at Station
No. I were not from the talks but from the frttings
that discharged gasoline every time the pump was
used. Second, the stations handled different kinds of
gasoline, and both kinds were found underground.

With the assistance of a local appraiser, I came
to a preliminary conclusion about the market value
of the four commercial lots as if there were no pol-
lution. As it turned out, this value and the values
grven by the property owner's appraisers were not
substantially different. However, at this point, I was
asked to delay any further action. I presumed the

delay was because the environmental people had not
hnished their studies.

Legal Delays
Actually, the delay was caused because the property
owner's attorney put in a claim for rental of the
properties for the period of 20 years, the period of
time during which biodegradation likely would take
place. After considerable legal proceedings, the
highest court in the stat€ ruled that the measure of
damages was the dimi-nution in market value. The
court ruled out rent for the damage period as a
criterion.

After a considerable time period during which
the attorneys endeavored without success to settle
the matter, I was brought back into the picture. As
I had reported to the service station owner's attor-
ney all along, I was not sure that the results of my
appraisal would be favorable to his client. In spite
of this warning, he wanted me to proceed.

Highest And Best Use Revisited
The obvious highest and best use of the commercial
lots a-ffect€d by the pollution was for the develop-
ment of small oflice buildings. The office park al-
ready contained small- and medium-sized, one- and
two-story buildings. Therefore, the highest and best
use of the property was for the development of one
to four office buildings on the four lots. It was im-
possible to determine if the site would be acquired
for one large building or for two mid-sized or three
or even four smaller buildings. After checking the
building code and the parking requirements, I de-
termined that a total of 100,000 square feet of oflices
would be used in a one-story building and perhaps
as many as 130,000 square feet in a two-story
building.

All of the land in the oflice park was controlled
by one developer, whose pricing policy had been more
or less uniform per square foot; the location, size,
depth or even time of sale did not make much dif-
ference. Because he developed ma.rry of the struc-
tures on a lease-back basis, the developer was also
the purchaser of his own land. The developer had
venture partner€ in some transactions, and his out-
right sales conformed to price patterns. Comparable
sales therefore were considered to be reliable.

These sales indicated a value of about $2.00 per
square foot. I questioned if the narrow frontage of
Lot A and its longer depth should be discounted;
however, lot A could be developed for some higher
usee than oflices since it was close to the intersection
and across from the motel (see Figure 1).

I wondered if selling three or all four lots as a
unit might discount the price per square foot. How-
ever, sale prices per equare foot in the office park
were the same regardless of size.

I also wondered if a discount for the rate of ab-
sorption might not be in order because the rate of
sales in the park was slow. Research indicated that
competition was scarce. There were no other lots in
an organized offrce park area. Isolated sites along

Desigaated inventory has grown significantly
since the late 1960s, as the escalation in acquisitions
of real estate by public agencies BuggBsts and the
proliferation of conservation land trusts implies (see
Exhibit 1). Undesigrrated inventory is dynamic; it
loses acreage to desigrration but gains acreage as
society continues to develop and pollute and, in turn,
create new categories of land that need protection.

Supply in a regulatory context also may be dis-
tinguished as real estate-specific (a specific parcel
like Yellowstone Park is protected) or attribute-spe-
cific (attributes like endangered species' habitats or
ecosysterns are protected wherever they may be found
and so, in effect, is the real estate they occupy).

Supply may be distingr.rished further by classes
of attributes: geographic, hydrologic, biologic, ar-
chaeologic or historic types. Each of these classes
has many subclasses. The biologic class, for exam-
ple, includes species and ecosystems; the hydrologic
includes oceans, lakes, rivers, streams, waterfalls,
groundwater, etc. Within the geographic class are
mountain ranges, canyons, buttes, etc.; within the
archaeologic class are ancient burial grounds, ruins,
etc. The historic class includes battlegrounds, the
birthplaces of famous p€rsons, etc..

Note: Certain tlpes ofenvironmental real estate
supply (e.g., pristine lands or endangered species'
habitats) can be destroyed and lost permanently
(sometimes called the effect of irreversibility). How-
ever, much polluted environmental real estate sup-
ply can be rehabilitated, and many environmentally
sigailicant attributes may be introduced at new
locations.6

While a full quantitative accounting of the en-
vironmental real estate supply is beyond the scope
of this article, partial figures hint at its magrritude:
forests under Forest Sergice management equal 140
million acres;6 privately owned wetlands potentially
subject to regulatory protection total 70.3 million
acres;? the National Park System holds 79 million
acres;6 the National Wilderness Preservation Sys-
tem holds 79 million acres;e National Wildlife Ref-
uges have 90 million acres;ro wild and scenic rivers
extend 7,363 miles;rr marine sanctuaries cover 2,200
square nautical miles;12 the National Estuarine Re-
search Reserve System has approximately 390,000
acres;r3 and the National Historic Register has nearly
47,000 places.ra Excluding the rivers, marine and
estuarine reserves, which may or may not have dis-
posable pmperty rights, and historic places for which
acreage was unavai-lable, a partial inventory of fed-
erally protected environmental real estate totals a
staggering 458.3 million acres or approximately 207o
of the surface area of the United States. If the hab-
itak of endangered species, and lesser holdings of
the Bureau of Reclamations, Bureau of Land Maa-
agement, etc., were tallied, the figure might in-
crease dramatically. States own another 154 million
acres of real estate. Assuming a protection ratio
similar ta that of the federal government (.44),15 state-
owned environmental real estat€ may be as high as
67.8 million acres.

A distinguishable supply of environmental real
estate clearly exists. The supply is massive; it is

increasing in size; and it is segmented into attribute
a.rrd use tSpes by regulations that result in desig-
nated, undesigrrated and tertiary markets. Owner-
ship, although heavily concentrated in agencies of
the federal government, is divided among marry public
and private sector entities. Of course, the federal
government is a sigrrifrcant landowner in more tra-
ditional real estate markets as well.
Distinguishable C haratteristics Of Demand
Demand may be distinguished as al individual need
(e.g., user fees for experiencing parks) or the collec-
tive need of society expressed through acquisitions
by public agencies, land trusts, wildlife organiza-
tions and, to a lesser degree, for-profit corporations
and individuals. These demand sources buy, trade
ald, in the case of public agencies, land trusts and
wildlife organizations, accept donations. Demand
tends to move ownership of environmental real es-
tate not only from the private to the public sector
but also among public agencies (interagency trans-
fers), Iand trusts and wildlife organizations.

Demand may be distingrrished by the intended
use of property. Generic categories of use include
experiencing environmental real estate, preserving
land for a highest and best use to be determined
later, conserving land to maintain the environment
or exploitirg specihc resources such as oil, timber,
gold, etc..re

Demand may be distinguished further by the in-
tended users of property, i.e., individua-l users (hik-
ers), collective users (the government) and future
users.

Individual demald for use ofenvironmental real
estate has escalated rapidly. In 1965, approximately
100 million visitors experienced the national parks.
By 1986, the number of visitors increased to ap-
proximately 350 million. Collective demand appears
to be increasing also,!? although comprehensive lig-
ures of the dollars spent by the government for ac-
quisition of environmental real estate are not
available. The recent defeat of the Big Green iuiti-
ative in California and the Environmental Quality
Bond Act in New York do suggest, however, a limit
to the public's willingness to subsidize the protection
of environmental real estate. Because these propos-
als involved unprecedented sums of money and, in
the case of Big Green, controversial collateral polit-
ical issues, it is unclear whether voters are losing
interest in environmental protection, are alienated
by collateral political issues or simply want govern-
ments to spend less.

Specific public sector organizations that acquire
environmental real estate include federal agencies
(primarily the National Park Service, the Fish and
Wildlife Service and the Forest Service), public
agencies of the 50 states (one or more acquiring de-
partments per state), and thousands of regional dis-
tricts, counties and municipalities. Private sector
orgalizations include over 900 conservation land
trusts operating across the United Stat€s, which own
approximately 2.7 million acres in 48 states,rs cer-
tain wildlife and wilderness organizations and phi-
lanthropic foundations. An undetermined, but
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probably less signihcant number of private individ-
uals and corporations also participate.

Tracking the monies spent on environmental real
estate is a topic for another article, but a few random
observations may provide some perspective. Accord'
ing to Craig D. Hungerford, a consultant specializ-
ing in envimnmentally sigrificant lands: $3.6 billion
of the Federal La.rrd and Water Conservation Fund
has been expended since 1964; California appropri-
ated $770 mil.lion for environmental real estate in
1989; the Nature Conservanry budgeted S29.6 mil'
lion for acquisitions of environmental real estate in
1987; and the Trust for Public Land had convey-
ances of lands totally $362 million in market value
for the 15-year period prior to 1990.re Rhode Island
(a S147 million budget) and Dade County Florida (a

$100 rnillion budget) also are appropriating siglif-
icant monies for parks and open space acquisitions,
as is Michigan, which allocates approximatcly $100
million per year for such acquisitions. The state of
Florida recently appropriated $3 billion dollars for
acquisitions of environmental real estate over the
next ten years.

Organizations active in the environmental real
estate market may acquire properties individually
or in afliance with others. Alliarrces may take the
form of interim buyer/end buyer (a land trust buys
property and resells it to a public agency), cofrnal-
cier (various organizations pool funds) or adjoining
purchases (individual organizations buy individual
parcels of a protected area).

In conclusion, a distingrrishable demand in en-
vironmentsl real estate exists. The demand is large,
increasing and varied in source, like many real es-
tate markets. Unlike most real estate markets, the
dema;rd for environmental real estate ie extraordi-
narily concentrated in the public sector. However,
public sector demand dominates other accepted real
estate markets (e.g., elderly and low-income housing).

Fadlitation Of Priring
A contemporar5r real estate market acts as a pricing
mechanism, i.e., it is a meaas for people with money
and want and people with goods to agree on a price
in a tEnsaction. In a market, transactors allow their
individual notions of the worth of a good to be inllu-
enced by a consensus on price which has been formed
on the basis of a number of recent transactions and
offers for similar goods-in a spatial cont€xt or mar-
ket area.

From the perspective of markets as pricing
mechanisms, transactors of environmental real es-
tate routinely consider what has been paid and of-
fered for other environmental real egtate when
making their transaction decisions. Hence, trans-
act€rs of environmental real estate exhibit behavior
that is typical of transactors in other contemporaqr
real estate markets.

Fadlitatian Of Supply
A contemporary real estate market facilitates sup-
ply, i.e., it varies production of supply according to
scarcity (due to increased demand or perceived de-
crease in unprotected supply), as demand increases

(which tends to stimulate supply) or decreases (which
discourages supply), assuming a constant cost of
production, as one example.

From the perspective of a market as a supply
facilitator, one finds significant evidence that the
supply of environmental real estate (protected at-
tributes of the environment) has increased sigrrili-
cantly since the late 1960s. In the last 30 years,
demand for environmentaf real estate has increased,
along with environmentalism's surge,2o in popular-
ity (see Exhibit 1) and the perception by influential
elements of society that pollution and development
have reduced the smount of unprotected environ-
mental real estste to undesirable levels.

Presence Of Gouernment Regulation And Subsidy
Considerable governmental regulation and subsidy
are tlpical of most contemporar5r real estate mar-
kets. Regulation and subsidy are used by society to
produce a desired supply of real estate at desired
locations and prices under the assumPtion that un-
regulated real estate markets wil] fail to do so within
acceptable time frames.

Environmental real estste-related transactions
arrd transactors are sigrrificantly shaped by regula-
tion that prevents alternative development, which
may otherwise outbid environmental real estat€ uses.
They also are aflected by government subsidy for the
acquisition and use of property as environmental
real estate. Governmental regulation and subsidy of
the market for environmental real estate is analo-
gous to governmental regulation and subsidy of low-
income housing markets: i.e., without regulation,
neither market would produce the desired supply at
desired prices in desired locations; therefore, the
government intervenes to foster, locate, shape and
stimulate the markets.

Implications Of Recognizing An
Environmental Real Estate Market
The body of environmental real estate transactions
frts the def'rnition of a market and exhibits the char-
acteristics of a contemporar5r real estate market. It
follows, therefore, that a comparable sales properly
&awn from the environmental real estate market
constitute valid indications of market va-lue.

Several significant implications beyond admis-
sibility of comparable sales afso flow from recogni-
tion of an environmentaf real estate market. They
are:

1. Environmental real estate probably will be in-
creasingly viewed by society as a monetized en-
vironmental property having significant market
value; it wiII be viewed less as an aesthetic
natural resource having marginal market value.

2. The market value ofenvironmental real estate,
at any given time, will depend signihcantly on
supply and demaad factors in the market as
they are perceived by transactors.

3. As society allocates more money to the conser-
vation ofenvironmental real estate, society can
expect market mechanisms to increase supply
and,/or raise prices.

ENIIIBON.
MEIITAT
COTINSETING
CASES

Case l-Where's The Plume?
I erhaos the stransest reason I ever received an
p assignment o,*"b*r." two service stations
tl had been leaking gasoline into the under-
ground water aquifer of some commercial lots in an
offrce park at a small city distant from New Orleans.
The attorney for one of the service station owners
solicited a prominent local appraiser to assist him
in the defense of the case. Alter rejecting the solic-
itation, the appraiser advised the attorney that there
was, in his judgment, only one appraiser/counselor
who was crazy enough to accept this sort of assign-
ment and then gave the attorney my name.

As can be noted from Figure 1, the two service
stations were located at the intersection of Offrce
Park Road and East-West Road.t Behind the service
station on the northwest corner of this intersection
was a first class motel. The service stations and mo-
tel were at the top of a small hill: the land sloped
downward from this location to Jimmy Road which
was developed with houses. North of the two service
stations was an offrce pa;"k, 509c of which had been
developed with one- and two-story small oflice build-
ings. The shallow, underground aquifer ran diago-
nally across Ints A, B, C and D; however, only a
small amount ofpotential pollution aJlected the rear
of Lot D. At the time of the original contact, the
precise location of the plume was not known.

The fact that contamination from the two ser-
vice stations had infiltrated into the shallow aquifer
was well known, and the scope of the infiltration
was believed to be extensive because strong gasoline
fumes were present in a home at the bottom of the
hill on which the commercial land was located. The
home was purchased by the offending service station
owners soon after the fumes were discovered.

Furthermore, two appraisals by local, desig-
nated appraisers indicated a loss in value to the four
lots that were aIlected by the contamination. One
appraiser even went so far as to place a negative
value on the property for 20 years of taxes, liability
insurance and snow removal costs. The discounted
worth of the annual costs of holding the property
until biodegradation took place produced a negative
value of more than $50,000.

In defense of the property owner's appraisers, it
is likely that they submitted their valuations with-
out knowing the precise location of the plume. The
appraisers had been told that structures could be
built over the contaminated areas provided the
buildings' foundations were properly vented; how-
ever, such projects would be considered highly spec-
ulative in terms of mortgage availability and risky

Mex J. Derbet Jn, CRE, is prcsident of Mat J. Derbes
Appraisers and Real Estate Consultants, Inc., New Orleans,
LA. A pr@ticing real eitale consultant, he has erperience
in dealing with pollution matters iL Teros, I4uisiana, Ioua
and Michigan. He has contibuted ,o Real Estat! lssuee,
the Appraisal Joumal and othet nolianal publbalions. Much
of his cur.ent practice inuolues large industrial ProPerties

Two case studies illustrate how one real
estate appraiser analyzed difficult
enuironmenta.l pollution problems.

by Max J. Derbes, Jr., CRE
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4. When supply is not consistent with demand,
price inflation may be expected.

5. AB with other monetized real estate assets in
markets with stable to increasing demand, en-
vironmental real estate can expect develop-
ment (i.e., the syst€matic application of skills
and capital by organizations to increase reve-
nues and/or market value) and speculation (i.e.,

opportunistic exploitation of supply/demand
relationships by investors).

Implications 2,3,4 and 5 are subjects for
further research because, collectively, they
suggest a real estate asset that is well-suited
to valuation, development, underwriting and
management by traditional real estate princi-
ples of appraisal, ent€rprise science hnance and
investment.

Summary
Increasing acquisitions of environmentally signifi -
cant lands, in particular, negotiated purchases in-
volving public agencies, raise a valuation question:
do they constitute a market? Assuming they do,
properly drawn sales of environmental real estate
involving public agencies should be valid indices of
market value. Further, public agencies'policy ofen-
couraging the use of condemnation valuation meth-
odolory should be stopped, unless public agencies
intend to condemn and sellers acknowledge that the
possibility of condemnation will alter signiftcaatly
their negotiations.

According to aaalysis, environmental real es-
tat€-relat€d transactions and transactors constitut€
a contemporary real estate market because they are
consistent with a basic market definition; they have
identifiable supply and demand; they facilitate pric-
ing and supply; and they are subject to sigrriftcant
governmental regulation arrd subsidy. Essentially,
the environmental real estate market is people and
organizations with money who price and facilitate
the supply of property that will be used for conser-
vation, rehabilitation and introduction of environ'
mentally siglifrcant attributes according to people's
wants but subject to governmental regulation and
subsidy.

Recogrrition of an environmental real estate
market brings with it several sigrri{icant implica-
tions. Comparable sales properly drawn from the en-
vironmental real estate market should constitute
valid indications of the market value of the real es-
tate. There will be a tendency to view environmen-
tal real estate more as a monetized environmental
asset with a sigrrificant market value that is subject
to influences of supply and demand and less as an
aesthetic natural asset with marginal market value.

Ultimately, a perceived scarcity of desired en-
vironmental real estate, plus increasing demand for
it, likely will attract more governmental regulation,
development and speculation to a market process
aimed at supplying demand, attracting revenues and

enhancing market value. For society, public agen-
cies, relevant decision-malers and real estate coun-
selors to assess effectively planning, acquisition and
valuation decisions, it is appropriate to recognize
the environmental real estate market, admit appro-
priate comparable sales involving public agencies
and sensitize participants in the market to the sup-
ply/demand factors that influence the value of en-
vironmental real estate.
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the cost of a cleanup (and its implication on the value
of the property) but the appraisal should indicate
the presence of such contamination in the proPerty
description and note that the appraiser did not as-
sess the impact of the contamination on the prop-
erty's value.

Almost 507o of the banks did not believe there
was any loss in current value on properties that had
been previously contaminated but subsequently had
been cleaned up; 3770 were unsure of the effect on
value or had never been faced with that issue. Again,
contral/ to common perceptions, only 19% of the
institutions perceived that there was a stigma on
property that had been previously contaminated.

Underwriting Standards Adjusted
On properties with an actual or potential environ-
mental problem, 66Vo of the baaks would require
additional indemnifrcation from the borrower; 467o
would consider adjusting the loan to value ratio; 607o
of the institutions would require personal guaran-
tees (or some personal liability). Conversely, only
2lVo wortld, consider an interest rate adjustment.

The Fleet Factor case, which raised uncertainty
about the exemption of a lender from liability for
cleaning up environmental hazards, is considered a
landmark. Nevertheless, survey respondents were
divided on whether it allected underwriting stan-
dards; 47Vo believed the case did aIlect standards
arl'd 457o believed it did not. Effectively 1007o of the
individuals who were aware of the decision believed
that, regardless of the actual impact, the court rul-
ing had heightened the lending community's level
of concern about enyironmental issues.

Summary
The results of the survey demonstrate a sigrrihcant
level ofknowledge about environmental issues among
lenders. Although environmental contamination does
not appear to discount a bank's interest in lending
on a specific property, in all cases it does require a
signif-rcantly more stringent due diligence process.

As is true in most industries, active involvement
in certain aspects of the business results in special-
ization. Clearly, some banks that are more actively
involved in environmental issues have become more
comfortable with environmental risk, perceived or
actual, than others. Nonetheless, the survey shows
that no single enyironmental issue would result in
a blanket rejection ofa loan on a contaminated prop-
erty by an institution. That, in and of itself, appears
to be noteworthy to us.

NOTES
1. The 25 largest banks were identified in the American Bankers

Association 1991 listing of U.S. banks.
2. The 15 largest banks in California did not include banks that

had previously qualilied a.s nationa.l banks in the book of lists
for San Francisco and California.




