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Review of Fiscal and Socioeconomic Conditions


in San Luis Obispo County Resulting from


the Implementation of CPUC Preferred Policy





During the Commission=s environmental scoping process, the County of San Luis Obispo raised concerns about the CPUC=s order that Pacific Gas and Electric Company (PG&E) submit its proposal for rate making treatment for the Diablo Canyon facility that would price its output at market rates by 2003 and complete recovery by 2005.  PG&E submitted an ?Application to Modify Diablo Canyon Pricing and Adopt a Customer Electric Rate Freeze in Compliance with Decision 95-12-063@ on March 29, 1996. One provision of the application includes an accelerated depreciation schedule for the Diablo Canyon facility. While this change in the depreciation method would expedite the recovery of PG&E=s sunk costs through reduction of property tax expenses, another implication of this change is the commensurate reduction of property tax revenues to the County. 





San Luis Obispo County has prepared its own review and analysis of the potential reduction in property tax revenues resulting from the accelerated depreciation of the Diablo Canyon Nuclear Facility. The county=s analysis and report is reproduced following this summary.





The following discussion presents a brief summary of materials prepared and presented by San Luis Obispo County prior to the submittal of its analysis and report to the Commission. These materials primarily consist of tables identifying the financial impacts of accelerated depreciation on county property tax revenues, the levels property tax revenue reductions on certain county service departments, and property tax reductions accruing to other county agencies. The representative tables and explanations are discussed below.





Property Tax Reduction Estimates





�
San Luis Obispo County prepared an initial estimate of property tax reductions resulting from a five-year accelerated depreciation schedule in April, 1996.  This occurred shortly after PG&E submitted its Application to the CPUC, as required by Decision 95-12-063. Table 1 presents the results of the county=s analysis.





Table 1 reviews and evaluates the PG&E=s unitary property values, the unitary tax rate for this property, historic cost less depreciation (HCLD) values, and the resultant effects of accelerated depreciation on San Luis Obispo County property tax revenues. The analysis spans fiscal years 1996-97 through 2002-03 and includes a five-year accelerated depreciation schedule for both Diablo Canyon nuclear power plant and Morro Bay fossil-fuel power plant. As can be observed from Table 1, the county=s initial estimates of property tax revenues decline from $37.0 million in 1996-97 to $29.4 million in 2002-03. Crucial to this preliminary analysis are the assumptions presented as a part the table and indicated as footnotes in Table 1. It should be noted that the results of the analysis could vary substantially depending on the implementation of these assumptions.





Table 2 depicts a comparison of property tax revenue estimates under current and accelerated depreciation schedules.





After additional evaluation, the County prepared a revised analysis of potential property tax revenue loss as shown in Table 3. This table presents the estimated loss in property tax revenues with and without accelerated depreciation of Diablo Canyon, results of accelerated depreciation for fossil fuel plants, results of divesting 50 percent of fossil fuel plants excluding Morro Bay power plant, divestiture of Morro Bay power plant, and the total potential loss due to accelerated depreciation and divestiture. Table 3 indicates that PG&E=s property taxes to San Luis Obispo County under current straight-line depreciation would be about $35.3 million in fiscal year 2002-03. With accelerated depreciation, the County=s property tax revenues from PG&E would decline to $28.6 million for the same fiscal year. PG&E=s estimate of property tax expense for 2001 is approximately $28.8 million, or about $200,000 more. However, there is no PG&E estimate for property tax expenses in 2002, nor is there a County estimate for property tax revenues under accelerated depreciation for fiscal year 2001.





In addition to the County=s estimates of property tax revenues lost through accelerated depreciation, County staff responded to the consultant team=s request to
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prioritize the potential distribution of budget reductions resulting from losses in property tax revenues. County staff indicated that the actual budget reductions would be decided by the Board of Supervisors and, to a certain degree, would based on the prevalent political considerations. Nevertheless, Tables 4 and 5 represent the best estimates of net county cost (NCC) reductions for a range of PG&E property tax revenue losses. As can be seen from these tables, the potential budget reductions would occur in the Sheriff-Coroner=s, County Fire, Roads, and Parks departments. Estimated annual losses range from $1.4 million to $10 million. Net county cost would be the amount of general fund support to a given budget after revenues and other funding are subtracted from expenditures. These net county costs would be used in developing budget recommendations for the respective departments and during the quarterly reporting process. The largest reduction in budget amount would occur in the sheriff=s department, ranging from $1.0 million to $7.2 million, primarily as a result of the overall larger budget allocated to this department. The relative percentage of budget reduction for each department would be the same, from 6.9 percent to 50 percent, depending on the actual loss in property tax revenue in the county.





Another aspect of the County=s analysis of property tax revenue loss encompasses estimates of associated budget reductions for other county agencies and districts. The County developed a list of county agencies which receive property tax funding and applied a $9.1 million loss to all affected agencies and districts. Table 6 presents the amount of funding lost to each agency using the unitary factors for 1995-96. The table identifies San Luis Obispo Coastal Unified School District as losing the largest amount, $3.5 million. The County General Fund would lose about $2.5 million. Other major reductions would occur in the Educational Resources Augmentation Fund (ERAF), San Luis Obispo County Community College, and County School Service fund. However, losses would also occur for other school districts= funds, water districts, fire protection districts, cemetery districts, county service area funds, and the county library. The amount of property tax revenue losses would vary with the actual reductions in the property tax expenses which PG&E would experience.
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Table 6 (continued)
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Subsequent to the preparation of these tables, San Luis Obispo County compiled a report entitled ?Socioeconomic Impacts of Electrical Industry Restructuring and the Physical Consequences in San Luis Obispo County.@  In this report, the County expanded its analysis to include the potential economic effects of PG&E=s Application as well as the fiscal and resulting services impacts of the proposed accelerated depreciation of Diablo Canyon nuclear power plant.  
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