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PROPERTY TAX SCOREBOARD:
Harris-Jefferson Olefins Grid

Texas boasts the highest concentration of olefin plants in North America. The majority of that infrastructure is located in Harris and
Jefferson counties with five and four plants respectively. Property tax valuation of the plants in these counties can be used as a faitly
representative indicator of property tax valuations for the rest of the State. During the 2009 tax season, values of olefin plants fluctuated
widely in both counties. For Harris County, values were reduced between 38% and 45% during the appeals process. Three out of five plants
have appealed their valuations to district court. In Jefferson County, value adjustments during appeal season ranged from 0% to 45%. Two of
four plants appealed their valuations to district court with one of the matters resolving before the end of 2009, increasing the range of
adjustments to 52%. There are some troubling value discrepancies as shown in these equity charts. The wide range of appraised values on a
per unit basis indicates that equity has not been reached in either county. The lack of distinction between EP and naphtha crackers indicates

that adjustments have not been properly attributed to the different plants.
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PGH Announces : If you missed the
HCAD 2010 agent meeting on March
31st, Guy GriscomQs presentation
forecasts an 11% average reduction
for industrial real property.! HCADOs
view appears to be that refineries
have taken a harder hit than chemical
plants and while refining assets will
likely see a broad sector value
reduction, chemicals will be treated in
a case by case basis.! While HCADOs
view is directionally correct, our view
is that the economic downturn
justifies a much larger value
reduction than 11% for both sectors.

EXPERT OPINION.
2010 US QOil Rebning Analysis

The impact of the global financial crisis and recession on US oil
refiners continues to evolve, and many oil refiners have sought to
offset weakening demand by cutting throughputs and permanently
closing refineries. In addition, oil refiners have also sought to
improve their cash flows by cutting capital expenditures for
upgrades and expansions in light of a poor margin environment.
With new capacity online and under construction, the refining
industry’s poor economic outlook is expected to continue for the
foreseeable future.

Weakened Demand for RePned Products

The most surprising issue about the current refining environment
has been the speed at which gasoline consumption in the U.S. has
declined. In October 2008, the U.S. Department of Transportation
reported that in August 2008 the number of miles driven by
Americans was down by 5.6% compared the prior year, the largest
decline on record. This trend continued in 2009 as part of the
reduction in miles driven was due to job losses reducing commuter
travel, and part due to changed leisure travel or shopping patterns.
Furthermore, President Barack Obama’s energy policies are focused
on reducing oil consumption, rather than increasing oil supply.

Key initiatives for these energy polices include changes to US
corporate average fuel economy (CAFE) standard and biofuel
standards.

Recent US Rebnery Closures

During the past year, the refining industry under went extensive
restructuring measures in response to a difficult economic
environment. Nonstrategic refining assets were sold, operating
expenses were reduced, utilization was reduced, and some refiners
permanently closed refineries. The following table presents a
summary of the announced refinery closures:

Year

Facility Capacity (BPCD) | Announced
Valero Energy — Delawate City, DE 190,000 2009
Valero Energy - Aruba 235,000 2009
Shell Oil — Montreal, Canada 130,000 2010

Somerset Energy Refining — Somerset,

5,500 2010
Western Refining — Bloomfield, NM 18,600 2009
Sunoco — Westville, N 150,000 2009
Flying ] — Bakersfield, CA 65,000 2009

New Rebning Capacity

Petroleum Economist's 2009 annual survey of refinery construction
points to a sharp reduction in the volume of new capacity likely to
be brought on stream worldwide. New refineries and expansions
totaling 8.5 million barrels per day are under construction or
planned in 2009, down from the 12 million barrels per day
identified a year ago. Some large projects have come on-stream
since last yeat's survey, most notably Reliance's near-doubling of
capacity at Jamnagar, India, which is now the world's largest refinery
site with a capacity of 1.2 million barrels per day. But many
planned projects have faltered since last year, at first as a result of
high construction costs, and later in response to the downturn in
products consumption. Some US expansions have either had their
completion dates pushed back (Motiva and Total, both at Port
Arthur) or have been postponed indefinitely (Valero at Port Arthur,
Marathon at Detroit). Inevitably, when the outlook is for world
refining capacity to be in surplus for several years, a number of the
planning-stage projects included in the survey will be postponed or
shelved.

QOutlook

The period of 2003-2007 has come to be known as the Golden Age
of Refining, due to the shortage of refining capacity. The Golden
Age of Refining has now passed. The main consequence of the
expected global refining surplus will be an eventual rationalization
of inefficient and uncompetitive refineries.
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