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U.S. Generating Company (USGen) proposes to build a 1,080 megawatt gas-fired
generating plant in the Town of Athens, Greene County. Asanon-utility generator of electric
power, USGen would be selling electricity on the open market with prices subject to
competitive pressures now being unleashed through a complex deregulation of the power
industry in New York State. CGR was asked to assess the value of the project to the Greene
County community and to explore the nature of possible negotiated agreementsover property

taxes and other benefits.

This project could create significant benefits for the Town of Athens and Greene
County. Nonetheless, these benefits will only be achieved through a fair and appropriate

Summary

agreement on property taxes. In brief, CGR’sfindings are asfollows:

o)

Using this site for a

generating plant will
preclude itsuse for another
purpose. The location of
the project site, its
desirability and the growth
prospects for Greene
County strongly suggest
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that the loss of the project would not be atragedy for the community. This particular project
confers apotential tax base

windfall but little else. Alternative usesfor the project site may confer asubstantially
higher community benefit in theform of jobsand payroll. Werethe 13 acresoccupied
by USGen filled with an industrial park at average worker densities, about 900 would
be employed on site.

Thepayroll and employment

o)

impacts of the project are Payroll Impact of Alternative Site Development

relatively small and will be
concentrated inthefamilies Wood Furniture |

whose members are
empl OyEd by the pl ant. Pharmaceuticals —
Therewill belittle spillover Eﬂ

community benefit fromthe
Athens Generating project
as the p| ant will empl oy no 0 5 10 5 20 % 30 35 40
more than 30. Million Dollars (annual)

The property tax benefits

are substantial, but highly concentrated. Intheabsence of atax base sharing agreement
or other negotiated benefits, the impact on the economic climate in the county as a
whole will be small.

USGen —

o)

Asaresult of these findings, CGR suggests that:

o)

The assessed val ue of the plant bein therange of $450 million to $500 million dollars,
in accordance with the methodology adopted by the NY S Office of Real Property
Services.



o)

o)

The Greene County
IDA negotiate a
PILOT with terms
N0 more generous
than those provided
inReal Property Tax
Lav 8485b. The
small tax levy and
low tax base of the
affected
communities
guarantee that the
company will pay
taxes that are lower

Tax Payments per MW Capacity
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than virtually all other generating plants in the State of New Y ork, even without an

agreement with the IDA.

The Greene County IDA should negotiate payments in lieu of tax that stimulate a
broader community benefit than would be the case were the property not covered by a

PILOT agreement.
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ATHENS GENERATING PROJECT ECONOMIC
ASSESSMENT

Introduction

The purpose of this study isto explore the relationship between company and community
for the Athens Generating Project, a 1080 megawatt natural gas-fired el ectric generating plant
proposed by U.S. Generating Company (USGen) through its Athens Generating Company
affiliate. Ultimately, the task of negotiating terms between the community and the company
fallsto the Greene County Industrial Development Agency (IDA). CGRisnot privy to all the
information provided tothe DA by the company nor hasit participated in any negotiationsthat
have taken place so far between USGen and the IDA. Our task isto provide information and
analysis that will support the IDA in its task, not to usurp or second-guess the process of
negotiation that is its sole responsibility. For reasons unknown to CGR or the community,
some of the suggestions or comments included in this report may not be applicable to the
Athens Generating Project.

Property Tax Abatement

The most significant benefit that can be conferred on aproject by virtue of the participation
of the IDA isthe property tax exemption. This benefit is achieved by the IDA taking formal
titleto the property for the period of the agreement. Asapublic benefit corporation, property
owned by the IDA is exempt from property, sales and mortgage recording taxes. In addition,
bonds issued by the IDA to finance the project are exempt from taxation by New Y ork State,
although thisexemption appearsto have anegligibleimpact on theinterest ratereceivedinthe
marketplace. New Y ork Stateisal so allocated authority toissuealimited volumeof federally-
tax exempt bonds. IDASs can also request that a project be included within the state’ s volume
cap. If approved, this confers an exemption from federal taxation on the issued bonds which
does have a measurable impact on the cost of borrowing.

Without IDA participation, the company isentitled to the property tax relief conferred by
8485b of the Real Property Tax Law (RPTL) of the State of New York, i.e. “Real property
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constructed, altered or improved . . . for the purpose of commercial, business or industrial
activity shall be exempt from taxation, special ad valorem levies or service charges to the
extent hereinafter provided.” Theextent of exemptionisdefined as50% reductioninthefirst
year, reduced 5% each year until year eleven, at which time the property becomes wholly
taxable. A conventional 8485b exemptionwould confer areductioninbenefitsonthecompany
equivalent to $2.3 millioninthefirst year. Over theten-year life of the 8485b exemption, the
present val ue of the exemption conferred on the company would total just under $10 millior?.
This estimate (and all othersin this report) assumes that the tax levy will remain the same®.
Unlike atax reduction agreement facilitated through an industrial devel opment agency, 8485b
does not confer an exemption from sales taxes or mortgage recording taxes.

Anagreement withthel DA isal so unnecessary to receive an exemption from salestaxation
on the generating equipment purchased for the project. Tax Law 81115(a)(12) specificaly
states that an exemption from sales taxation appliesto

Machinery or equipment for use of consumption directly and predominantly in
the production of tangible personal property, gas, electricity, refrigeration or
steam for sale.. . . but not including parts with auseful life of one year or less
or tools or supplies used in connection with such machinery, equipment or
apparatus. (emphasis added)

IRPTL §4850(1)

2Throughout this report, the vaue of money received at some future time is converted into “present value”
terms. This adjusts for the fact that money received in the future is worth less than money received today.
One dollar received today is worth more than one dollar received inayear. A “present value’ discountsthe
future dollar according to the rate of interest that can be earned on the dollar received today. So a dollar
today will be equal to $1.05 in one year, if the recipient can deposit the money today in an interest-bearing
account earning 5%. To adjust for the time at which money is received, we “discount” money received in
the future (at a 5% rate) to make it comparable to money received today.

3The tax levy in the Town of Athens and the Catskill Central School Didtrict will probably not remain
unchanged by the project. Taxpayers in both jurisdictions will be able to increase spending on services
substantially without a very significant increasein tax rate for homeowners. While CGR acknowledges that
thisis possible-even likely—we were not in a position to forecast the likely increase in levy. Tax rates and
property tax payments discussed in this report for Athens and the school district assume that the levy does
not change. The increase in tax base is solely devoted to areduction in tax rate in the municipdity.

2
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While the capital equipment istax exempt under this portion of the Tax Law, al building
materials would be subject to taxation, an issue settled by a court case in 1980*. Thus the
participation of the IDA would be required to exempt the project from tax for anything but the
capital equipment.

At the other extreme, industrial development agencies have conferred tax benefits on
particularly desirable projectsthat are far more generous than the 8485b terms—even to the
extent of forgiving virtually all real property taxesfor periods of up to 25 years. Thisisvery
unusual but may be sensible policy if (1) the project involvessubstantial job creation, (2) the
particular jobs offered by the project are badly needed by the community and (3) the project
could easily take placein another location, thus putting the municipality in avery competitive
situation.

The Benefits of the Athens Generating Project to the
Community

Impact of Construction & Operation Payroll on Greene County

Representatives of USGen indicate that the project will employ about 30 people earning
anaverage salary of approximately $75,000. Tota payroll onsitewill be about $2.25 million.
During the construction period, the project will employ up to 600. While the excellent
transportation infrastructure through Greene County, particularly the NYS Thruway, is a
tremendous economic asset for the county, it will enable a share of workers on site-both
during construction and subsequent operation—to live outside the county. Construction
workers are very likely to commute to the project site from more populous counties to the
north. Even some of those who are employed to operate the plant may commute from outside
the county, particularly inthe early yearsof the project. Over time, amajority of workerswill
probably live within Greene County. USGen has indicated a willingness to provide
scholarships to people living in the county who wish to take courses leading to employment

49l attery Associatesv. Tully, 1980, 79 A.D.2d 761, 434 N.Y .S. 2d 788, affirmed 54 N.Y. 2d 711, 442 N.Y .S.
2d 978, 426 N.E. 2d 472.
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at the plant, which would increase the proportion of local residentsemployed at the generating
facility.

I mpact of Construction Phase

Without considering property taxes or paymentsin lieu of taxation from the project, the
construction and operation expenditures of USGen will certainly confer a sizeable, though
temporary, benefit on the community. The total payroll from a $500 million construction
project is, of course, substantial. Itislikely that arelatively large share of the construction
workforce would live outside the county, making any county impact assessment highly
speculative. Certainly some businesses—particularly retail businesses|ocated on U.S. Route
9W and at the Thruway interchanges plus lodging establishments throughout the county—will
benefit significantly during the two year construction period. Sales tax revenue from the
spending of workers could also be considerable, but also is very difficult to estimate.

I mpact of Operation Phase

As stated above, on-site payroll from the operation of the generating facility is likely to
total about $2.25 million. Assuming that 22 of the 30 (about 75%) livein Greene County, the
local payroll will be about $1.65 million. The plant’s purchases in the community are likely
to stimulate an additional 25 jobs with earnings of about $600,000 annually®. CGR estimates
that added spending in the community by employees of the plant will stimulate employment
among retail and service businesses of 15, earning about $300,000.

Aggregate employment impacts from the operation of the plant can be expected to total
about 60 with total compensation an estimated $2.5 million. Thismakesavery small impact
on the local economy. The Bureau of Economic Analysis of the U.S. Department of
Commerce estimatesthat total personal income among Greene County residentsin 1995 was
$868 million. Jobs held by county residents totaled 17,400.

SCGR edtimates off-site impacts on employment and payroll using the IMPLAN input-output modeling
system. IMPLAN is a highly respected mode enabling the user to adapt nationa input-output production
relationships to specific geography based on groups of counties. CGR’smodd for this project includes only
Greene County.
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What Might Happen to the Site if USGen Does Not Build the
Plant?

The county should consider the likely impact on the community of other industrial
development projectsthat might occur if the USGen facility isnot built. USGen indicatesthat
it plansto occupy aparcel about 200 acresin size, although the physical footprint of the plant
will be 13-15 acres. The site that has been selected offers unique advantages to USGen,
particularly its proximity to the Iroquois gas pipeline, the high voltage transmission lines
owned by Niagara-Mohawk Power Corporation and the Hudson River. While lessimportant
to USGen, the site is aso on the U.S. Route 9W corridor with ready access to the NY S
Thruway at Catskill. Inaddition to quality highways, the site boasts accessto rail and possible
Hudson River transport.

The Capital District has been growing more rapidly than any other region in the state when
viewed over a 10 year time horizon. The continued growth of the region seems assured,
particularly if the U.S. economy continuesits healthy expansion. The Capital District offers
business firms arange of marketsthat isunparalleled in the Northeast. New Y ork’s markets
and portsare only acouple of hoursto the south; Boston and the varied markets of the Eastern
Seaboard are an easy driveto the east.

Greene County is the best kept secret inthe Capital District. Located only 30-40 minutes
from Albany, Greene County is likely to experience rapid residential and industrial growth
during the next decade. The expansion of the Capital District has been northward in recent
years as housing and industrial development has moved into Saratoga County. The vitality of
the New Y ork City economy and the strength of the lower Hudson Valley increasesthevalue
of viable sitesin Greene County still further.

The site selected by USGen is arguably the best industrial sitein the Town of Athensand
one of the best sitesin Greene County. If theregion and the county expand as anticipated, this
sitewill probably develop at sometimeinthefuture. CGR hasattempted to estimatethelikely
payroll impact of alternative business expansion possibilities. CGR assumesthat the site will
develop at the same density as planned by USGen. In fact, afull build-out of the 200 acres
would likely yield a higher density of structure than that plannedby USGen. In arecent study
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of 1,200 acres of occupied industrial property in suburban Monroe County, property records
showed an average coverage ratio of 12%. Evenwhen 485 acres of vacant parcelslocated in
the sameindustrial zonewere added tothetotal, the coverageratiowas9%. Thecoverageratio
planned by USGen is about 6.5%.

A survey commissioned _
by the Urban Land Institute Workers On Site: 13 Acres of Structure

in the 1980s reports the i By Workspace Category [T600]
average workplace density 1682
. ) 1400
for each industrial 1200 1,200
category.® Using these 10004 900

averages, CGR estimated 800
the number of workersthat ~ ©%°
400
would be employed on the ;- 1200 L
USGen site for each 0 S I
potential land use. These ‘ Warehouse ‘ R&D
totals are compared to USGen Light Industrial Office
USGen empl oyment in the Source: Urban Land Institute (workplace densities) & CGR
attached chart. Of course, actual occupants of new space built on the site would adopt their
own approach to space utilization and will undoubtedly employ moreor fewer workersthanthe
average.

Thus assuming that 6.5% of the 200-acreindustrial siteisused for structuresand assuming
that these structureshousefirmsengagedinlight industrial activity, on-siteemployment would
be expectedto total over 900 workers. An office park would occupy morethan 1,600 workers.
Even if the site were devoted to avery low density use such as warehousing and distribution,
the site would employ amost seven times as many workers as in the USGen proposal.

5CGR verified these density statistics against a more recent source, a survey of energy usage by detailed
industry from the U.S. Environmental Protection Agency. While only available for manufacturing firms, the
EPA survey confirmed that the Urban Land Institute figures are still current.

6
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Economic I mpact of Alternative Uses

Itisclear that alternative uses of the sitewould probably employ moreresidents of Greene
County. In the following sections, CGR estimates the total impact on the economy of afull
“build-out” of the USGen sitefor another use. Theseimpact estimatesareintended to include
the direct effect (from on-site businesses), theindirect effect (stimulated by the purchases of
the site businesses in the community) and, in the case of major increasesin employment, the
induced impact, aresult of new families moving into the community.

Asno one knows what kind of industrial expansion will actually occur if USGen does not
develop a generating plant on site, CGR has selected two hypothetical industriestoillustrate
the possible impact of expansion. Drug manufacturing already has a presence in the county.
The second industry selected iswood household furniture. Theseare examplesonly. They are
only meant to illustrate the potential impact on the region from industrial development of a
different nature.

Impact of Expanded Pharmaceutical Manufacturing Were firms dedicated to drug
manufacturing to occupy this 13 acre site and employ workers at the average density for light
manufacturing, CGR estimates that total payroll in the county would increase by about $23
million on direct employment of about 675 jobs. The purchases of the firmslocated on site
would stimulate another 430 jobs earning $11 million in payroll. This assumes that 75% of
employees at the new facilitieslive in Greene County.

In this case, an increase in county employment of 675 would stimulate an increase in the
population and, with it, the expansion of retail and service businessesin Greene County. This
populationincrease would induce afurther economicimpact of an additional 300 jobsearning
payroll of about $5 million dollars.

I mpact of Wood Household Furniture Manufacturing. Furniture manufacturing pays less
well than drug manufacturing, so the impacts would be correspondingly lower. A group of
manufacturers of wood household furniture employing 900, with 675 living in the county,
would stimulate an increase in direct payroll in the county of $16.4 million. Off-site
employment would total 120 jobsfrom the spending of thefirm and another 160 jobsfromthe
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spending of employeesin the community. Off-site payroll from both sourceswould total an
additional $5.5 million.

The aggregateimpact of occupying thesitewith firmsdevoted to wood househol d furniture
manufacturing would be employment of just under 1,000. Payroll earned by these workers
would total almost $22 million.

Benefit of USGen Project Not in Job I mpact

As shown in the chart on the
right, the payroll impact of the Payroll Impact of Alternative Site Development

USGen project is very small when
comparedtotwo alternativeusesof =~ Wood Furniture

the 13 acre site. Were a portion of
the parcel devotedto an officeuse  pharmaceuticals -
(such as a “back office” site for a Eﬂ

financial servicesfirm), thenumber
of jobs and total payroll stimulated
by the site would be even greater. o 5 10 15 20 25 30 35 40
While the 30 jobs announced by Milion Dollars (annuah

USGen would be good jobs, they

aretoo few in number to have anoticeableimpact on thelocal economy. A generating facility
isaparticularly lowdensity user of industrial space. If building the USGen plant on thissite
displaces other devel opment, the net impact on jobs and payroll could easily be negative.

USGen —

The impact on property tax revenueisavery different story, of course. Thedifferencein
assessed value between the generating facility and other types of industrial space would be
considerable. A fairly ssmple industria building might be assessed at $35 per square foot,
leading to atotal assessed valuefor the parcel of about $20 million. CGR’ sanalysisindicates
that the assessed value of the Athens Generating Project should be near $500 million.
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Tax Impact of Athens Generating Project
Concentrated Benefit

If USGen’ s plansmove forward, the Athens Generating facility will bebuilt in the Town of
Athens and the Catskill School District. As the payroll impact on the county is very small
relative to the industrial space displaced, the principal benefit of the plant will be felt by the
involvedtaxing jurisdictions (which, of course, includes Greene County). Thisisone of many
instances in which the systemof local property taxesin place acrossNew Y ork (and much of
the nation) isperceived by someto bearbitrary and unfair. The project sitecould just aseasily
have been located in the Town of Catskill or in the Coxsackie-Athens School District.

Thebenefitsof thisproject areunusually concentrated. Most industrial projectscarry with
them benefits like jobs that naturally spread across acommunity along with the concentrated
tax base impact. In this case the benefit is almost solely limited to the tax base impact. A
concentrated benefit often leadsto destructive competition among communities. Inresponse,
some communities have endorsed a formal “tax base sharing” arrangement in which the
communities agree in advance to share a portion of the benefits of economic development”.
Such sharing encourages productive collaboration in economic development planning and
marketing.

Tax base sharing agreements are extraordinarily difficult to negotiate, even without a
pending project. With a project assignificant asthe Athens Generating Facility in the offing,
CGR does not expect that any formal agreement will be forthcoming. Although we
acknowledge that we are “tilting at windmills,” we would be remiss in not suggesting that an
agreement to share the increase in tax revenue among the towns of Athens, Catskill and
Coxsackie; the villages of Athens, Catskill and Coxsackie; and the Catskill and Coxsackie-
Athens school districtswould spread the benefit of the project more broadly, likely improving
the economic well-being of the entire areafar morethan the pending alocationislikely to do.
By spreading thebenefit morebroadly, thiscombined community would constitutealarge“low
tax” zone that would be able to offer to prospective firms awide array of different sites. By

"Minneapolis-St. Paul is the oldest and best-known example.

9
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concentrating the benefit in the Town of Athens and the Catskill School District, the low tax
rate will be very appealing but only available for arelatively small set of devel opable parcels.

Determining the Assessed Value of the Facility

The assessed value of the completed project will be determined by the Town of Athens
Assessor, withadvicefromtheNY SOfficeof Real Property Services(ORPS). NY Sconsiders
generating facilities to be “ specialty property” without a market value. Of the three methods
of determining taxable value for real property (reproduction cost, income and market value),
the courts have upheld the use of only one—reproduction cost less depreciation. This may
change as the energy industry in New York is deregulated. Asincome becomes subject to
market forces, the income approach may be used to value generating assets. At the present
time, however, the reproduction cost of the property less straight line depreciation over the
useful life of the asset—probably 40 yearsin this case-is the only means of assigning taxable
value. Reproduction cost includesland and site devel opment costs, environmental studies, and
architectural and engineering fees. Itisnot limitedsimply to the*bricksand mortar” portion
of the construction cost.

10
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Bite Name/Owner L ocation Generating 1% Year of
Capacity (MW) Servicq
Salt City Energy Solvay V., Onondaga County 80 1990
| G& E Westmoreland Rensselaer T., Rensselaer 80 1993
County
Roseton-Central Hudson  Newburgh T., Orange County 1200 1973
Danskammer-CentralNewburgh T., Orange County 480 1951-67
Hudson
Scriba-Sithe Energy ScribaT., Oswego County 1042 1994
Seneca Power Partners Batavia C., Genesee County 54 1991
Power City Partners MassenaT., St. Lawrence 80 1993
County
Saranac Energy Plattsburgh T., Clinton County 240 1994
Ag-Energy Ogdensburg C., St. Lawrence 80 1994
County
ndeck Energy Olean C., Cattaraugus County 79 1992
U.S. Generating Company Projects
- Syracuse-USGen E. Syr T., Onondaga County 97 1994
Selkirk Generating-USGen Bethlehem T., Albany County 345 1993
Pittsfield Generating-USGenPittsfield C., Massachusetts 165 1990
TBG Cogen-USGen Oyster Bay T., Nassau County 50 1991
ODcean State Power-USGen Burrillville T. Rhode Island 500 1989

This suggests that
the completed generating
plant should carry a full
market value of close to
$500 million. In practice,
generating facilities are
assessed at dramatically
different levels acrossNew
York and nearby states.
CGR acquired the assessed
values for thirteen
generating plants in New

Taxable Value per Megawatt Capacity

Ag Energy

Saranac Energy

Power City Partners

TBG Cogen-USGen —

Seneca Power Partners —
Scriba-Sithe Energy —
Danskammer-Central Hudson —
Pittsfield Generating-USGen —
Roseton-Central Hudson —
ATHENS GENERATING 485b —
LG&E Westmoreland —

Selkirk Generating-USGen —

E Syracuse-USGen —

Salt City Energy

Assumes Athens
Generating Assessed
at $450m

VA

$0

11

7
1 1 1 1 1 1
$200 $400 $600 $800 $1000 $1200

Equalized Value ($1000)
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Y orkand onein Massachusetts. The characteristicsof these plantsare summarizedinthetable
above. Calculated onthe basis of generating capacity, assessmentsranged from $215,000 per
MW to $1.2 million per MW. Using thisrange as aguide, the assessment on the Athens site
would range from alow of $233 million to a high of $1.3 billion. The median value of the
sampl e sites was $527 million per MW with the mean about $567 million.®

There are some expenses of construction that will not be taxable, of course, as they
qualify as personal property, not real property. The NY S Office of Real Property Services
requires that the company submit cost records when it develops an advisory assessment. As
the plant has not been built and USGen’ s estimate of $500 million for “all-in” costsisstill an
estimate, CGR will adopt afigure of $450 million for its calculations.

Itisimportant to emphasi zethat generating equipment isconsidered real property under
NYSlaw (RPTL 8102.12(f)). Whileutilitiesregard thisasinequitable, the courtshave upheld
this definition. 1n one case, Consolidated Edison placed agenerating plant on abarge, arguing
that the entire asset should be considered personal property. The courtsdisagreed, finding that
the law is clear in defining generating equipment as real property.® Furthermore, an opinion
of the Counsel of the State Board of Equalization and A ssessment found that all machinery and
equipment located in ahydro-electric plant used to generate electricity which isaffixed to the
land or building istaxable real property.*®

Thereisinterest among NY Sutilitiesand non-utility generatorsto petition the State of
New Y ork to change this, however. As much of the benefit to the community will be driven
by the value of the paymentsreceivedin lieu of tax, the PILOT agreement should be written
to guarantee that the value used to determine the payments not change in the event that the law
isaltered. Themost common approachisto negotiatetheactual cash paymentsand placethese
in the agreement.

8Intwo cases- ndeck in Cattaraugus County and Ocean State Power in Rhode | land—an assessed val ue had
not been determined by thetaxing jurisdiction. The assessment was deemed unnecessary asthereal property
was covered by a PILOT agreement.

°Consolidated Edison Co. of New York v. City of New York, 1978, 44 N.Y.2d 536, 406 N.Y.S.2d 727, 378
N.E.2d 91.

104 Op. Counsel SB.EA., #81.
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Full Value Tax Receipts by Jurisdiction

The Athens Generating Project will have an enormous impact on the tax base of the
Town of Athens and the Catskill School District. Thisincrease in tax base can be used two
different ways. Either thetax levy can remainthe sameand tax ratesfall dramatically or, if tax
rates remain the same, the tax levy will rise dramatically. Inthetable below, CGR calculated
the tax rate required to maintain a constant levy. In our calculations, the entire advantage of
theincrease in tax base is channeled into atax rate reduction for the town’ s residents.

The table that follows summarizes the impact on the tax rate in two ways:. First, it
presents an estimate of the tax rate impact as if the property were fully taxable. Second, it
presents an estimate of the tax rate impact if the IDA takes no action and the property falls
under RPTL 8485h. In the absence of aPILOT agreement between the county IDA and USGen,
RPTL 8485b enablesthe company to receivea 10 year tax abatement. The abatement consists
of a50% abatement inthefirst year, falling 5% to 45% in the second year, and so on. Inyear
11 the property isfully taxable. The statistics below reflect an estimate of the tax rate in the
first year and in year 11 when the property becomes fully taxable.

Town of Athens: Town of Greene Catskill CSD
Village + Town Athens: County
Qutside Outside Only
Current Equalized Value $243,204,119 $169,133,354 $2,788,686,43 $566,571,859
3
Current Tax Levy $355,078 $189,429 $11,991,352  $9,280,447
Current Tax Rate $1.46 $1.12 $4.30 $16.38
Fqualized Vaue in Year $693,204,119 $619,133,354 $3,238,686,43 $1,016,571,85
f 3 9
Post-Project Tax Levy $355,078 $189,429 $11,991,352  $9,280,447
Tax Ratein Year 1 $0.51 $0.31 $3.70 $9.13
Project Fully Taxable)
Tax Ratein Year 1 $0.76 $0.48 $3.98 $11.72
485b Tax Abatement)
Tax Ratein Year 11 $0.61 $0.37 $3.84 $10.27
485b expired)
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Even though CGR
assumes that the tax levy
remains the same', the tax
rate changes over time $24—
because the assessed value g5 _g\
of the generating plant will  $20 -1 \
fall over time. Our anaysis  $18-7
assumes that the assessed  $167]

Total Tax Rate (est): Town of Athens, Catskill SD

Assumes 485b Abatement in Place

value shrinks each year by ii;:
one-fortieth of its vaue $10

. . o | | | | | | | | | |
(equivalent to“ straight line 1 | 3 | 5 | 7 | 9 | 11 | 13 | 15 | 17 | 19 |
depreciation over a40 year Before 2 4 6 8 10 12 14 16 18 20

Year

life).

Thistax ratereduction will have asignificant impact on theaveragehomeowner. Again,
if thetax levy remainsthe same, the property tax paid for the owner of an $80,000 homeinthe
Town of Athens and the Catskill School District will fall about $500 (from about $1,850
before the project is built to about $1,350 after the project is built).

Sales Tax

Greene County taxes the sales of electrical power to commercial and industrial
customers, but exempts salesto residential customers. Werethe sale of Athens Generating's
output subject to thistax and were total revenue equal to the amount speculated above, total
annual tax receipts would be about $4.7 millionfor the county. Salestax receiptson electric
and gas in Greene County between 3/95 and 2/96 totaled $14 million.

We ignore inflation throughout the report. In effect, this means that we are assuming that inflation will
affect revenue and expenditure in the sameway. Whilethe cost of government (as reflected in the tax levy)
will probably grow at a different rate than the value of property (asreflected in the tax base), estimating the
difference is beyond the scope of this report.
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The Scope for Negotiation: PILOT Agreements and USGen
Sample PILOT Agreements: Recently Constructed Generating Facilities

CGR gathered PILOT agreements for thirteen generating facilities that have been
constructed within the previous decade. In each case we determined the present value of the
stream of PILOT payments to the host municipalities and compared this total to the value of
the investment, i.e. the equalized value of the generating property. We then compared the
projected property taxes for the Athens facility to those actually paid by the comparison
facilities. For comparison purposes, CGR added taxes paid the by generating facilities of
Central Hudson Gas & Electric Corporation to the total.

Our approach wasto

sumupthePILOT payments Tax Payments per MW Capacity
made for each year, Present Value Over 20 Years @ 5%, $1997
' i TBG Cogen-USGen s : : : $800°
assuming a 20 year life for LeeE V\Ijt’gcse_ttpn%relaﬁg
each project’2.  Each Pittsfield Gen&atiﬁé—g%?%%
payment was “discounted” Danskammef-sgggggi 'Elgg%é
to the present (using a rate Roseton-Central tludson
. Ocean State Power-USGen
of 5%) to adjust for the fact Seneca Power Partners
Selkirk Generating-USGen
that the payments would be E sypndeck Energy
. . . ATHENS GENERATING 485b
received at different points Scriba-Sithe Energy 7 7 . . 7
i n t| me. We found that the $0 $50 $100 $150 $200 $250

. ) $1000 per Megawatt Capacity
Athens Generating Project,

if granted tax abatements

egual to the scheduleincluded in RPTL 8485b, would pay adiscounted present value of about
$52,000 per megawatt of capacity. Only onesitewaslower: Sithe Energy’ sfacility in Scriba
is paying about $36,000 per megawatt of capacity. Every other generating plant in the sample
IS paying more—in some cases, much more.

12Technical note: To adjust for different starting years, CGR calculated the present value for each project,
then converted each sum into 1997 dollars using the Consumer Price Index.
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Why will the Athens project pay so little tax without any abatement other than that
granted under 8485b? By locating in ataxing jurisdiction with arelatively small property tax
base, the Athens project will reduce tax rates dramatically ssmply by increasing the tax base
dramatically—almost tripling the tax base of the Town of Athens, for example. If the project
were located in a city it would have a negligible impact on tax rates and the tax bill of the
project would be much larger as aresult.

CGR finds no justification for a reduction in taxes beyond what the company is due
under 8485b of the Real Property Tax Law.

Other Negotiable Benefits

If the goal of Greene County isto maximize the long-term value of the project to the
community as awhole, then CGR recommends that the IDA attempt to negotiate terms that
broaden the benefit beyond the property tax windfall that threatensto drop on Greene County,
the Town of Athensand the Catskill School District. Community benefitsthat fall outsidethe
strict definition of a“payment in lieu of tax” should still be established as part of the legal
agreement, possi bly part of theinstallment sale agreement or lease agreement. If thecompany
fails to honor the commitments made to the community, the IDA should have the power to
curtail property tax benefits received under the PILOT agreement.

I DA Fee. Thenormal feefor thel DA would be¥2of 1% of the project cost. In projects
of particular value to the community, thisfee may be negotiated downward. CGR has argued
above that the benefit of this project to Greene County islimited outside the Town of Athens
and Catskill Central School District. We suggest that the Greene County IDA resist pressure
from the company to reduce the fee. A lump sum payment of this magnitude will provide the
IDA with funds needed to promote prudent, long term economic devel opment in the county.
Thel DA’ sparticipationinthe project will exempt the project from the mortgage recording tax
(%a0f 1% in Greene County). This more than paysfor the IDA fee.

Cheap Power. One benefit that might be negotiated between the county and USGen
would involve allocating some share of the total power generated by the facility for job-
creating economic development in Greene County. The U.S. Route 9W corridor already
possesses many characteristics that make it a very desirable location for industria
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development. Thetwo most significant liabilitiesof NY Smunicipalitieswhen competing with
industrial states in the Southeast are energy costs and property taxes. Were access to
inexpensive power added to lower tax rates in the Town of Athens and the Catskill School
District, both of these liabilities would be overcome.

A cautionary noteisin order. With energy competition on the horizon, the language
of any agreement must be carefully written. CGR recommends (1) that any agreement
regarding inexpensive power beeither aset priceor fixed to apublished index, such asthe Dow
Jones PIM (Pennsylvania-New Jersey-Maryland) index and (2) that the price of delivery be
included in the price negotiated in the agreement. Given uncertainties surrounding the
transmission and distribution of power in the state, the agreement should specify that power
be provided to properties within a particular radius of the plant (such as five or ten miles) at
aset price that shall include the cost of transmission.

We strongly urgethe county to resi st pressureto negotiate an all ocation of inexpensive
power for residential uses. While a popular political gesture, this would squander an
opportunity to provide inexpensive power to job creating businesses that would broaden the
economic base and benefit the larger community for yearsto come. Wereinexpensive power
divertedfor residential purposes, the net effect would beto stimul ate residential construction
inthearea. Ingenera, residential construction adds moreto the cost of community services
(principally through the school district) than to the tax base. Low cost industrial power will
help existing residents build their economic base without turning Greene County into a
bedroom suburb of Albany.

Infrastructure. Although water supply appears to be adequate along the Route 9W
corridor, sewer capacity isnot. WhileUSGen may not itself requireaccessto sanitary sewers,
the county might consider negotiating an extension of sewer servicesto thesiteand apossible
expansionof treatment capacity asaway of improving the corridor for industrial devel opment.

Educational Benefits. USGen, acknowledging that the Coxsackie-Athens School
District islikely to reap little benefit from the plant, hasindicated that it may “adopt” one of
the schools in the district, providing sufficient capital to enable the school to meet the
standards Vice-President Gore'scommission has set for the 21% century school. In addition,
the company has discussed establishing 2-4 scholarships each year for a“1+1” program at
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Columbia-Greene and Hudson Valley community collegesleading to an associate’ sdegreein
power plant operations. Graduates of this program would be consideredfor jobsat USGen's
Athens, Selkirk, and Pittsfield, Massachusetts plants.

Both of these offers arelaudable. Thereisnothing to prevent these offersfrom being
formalizedintheagreement between USGen and the Greene County IDA. Werecommend that
this be done.

Value of Athens Site to USGen

How Long Would a Change of Site Cost USGen?

USGenhasindicated that there are other sitesunder consideration in other parts of the
state, al of which are south of the present site. While the Athens site is particularly well
suited to USGen’ s useg, it is not the only available site with reasonable access to natural gas,
high voltage transmission linesand cooling water. Furthermore, the cost of transmissioninto
the NY C market is not negligible. By moving further south, the plant would be closer to the
highest cost electricity market in the United States.

The site offers advantages beyond fuel, transmission capacity and cooling water,
however. CGR believesthat the cost of siting anew generating facility rises substantially the
further down the Hudson USGen shiftsits desired site. Concern about the Hudson River and
its viewshed is significant all along the river, but the intensity of feeling and the depth of
resources among the activist community increases dramatically in the Lower Hudson Valley.
Siting thisproject further down theriver (in Rockland County, for example) would surely take
longer than will be required in Greene County. Simply shifting the site could add a year or
more to the siting process.

Finally, USGen has invested considerable time and money into siting the plant in the
Town of Athens. InitsArticle X Pre-Application Report submitted to the NY S Department
of Public Service in September 1997, USGen indicated that planning had already been
underway for more than oneyear. Whileitislikely that other sites have been afforded some
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pre-planning, it seems plausible that a year of work on the Athens site will belost if USGen
shiftsitsinterest away from Greene County.

Thus we believe that USGen will probably lose two full years if the Athens site is
abandoned. What isthis worth to the company?

Delivered Cost of Power in Limbo

CGR does not have any way of determining what USGen'’s cost of generationislikely
to be once the plant is up and running, although a new generating facility should have an
efficiency advantage over most of the plants already in operation. Nor does CGR have the
ability to divine what final users or electricity wholesalersin high cost marketslikeNY C and
New England can be persuaded to pay for USGen power. In fact, the market is in greater
turmoil at thispoint intimethan at any timesincethe early yearsof the power industry. While
the highest pricesare paid in the NY C market, accessto thismarket is particularly difficult as
transmissionlinesinto the City arelimited intheir capacity. Expanding transmission capacity
would very expensive. For this reason, the proposal submitted by the state’s utilities to the
Federal Energy Regulatory Commission in December 1997 assumes that aset of congestion
feeswill apply to power producerssellingintotheNY C market. Thelevel of thesefeesisstill
uncertain.

While it is clear that the high voltage transmission lines owned by Niagara Mohawk
Power Corporation don’t have sufficient capacity to carry al of the USGen power into the
NYC or New England markets, the shortfall in capacity has yet to be determined. If the
capacity of these lines between Athens and Pleasant Valley will have to beincreased, USGen
will face additional costs. While the cost of increasing the capacity of an existing
transmission corridor palesin comparison with the cost of siting and building anew corridor,
the need for expanded transmission capacity will reduce USGen’s expected profit from the
project.

Market Prices Uncertain

When will the plant begin to sell power? USGen indicates that it will submit its
application under Article 10 of the Public Service law in early June. The Public Service
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Commissioncantakeuptoayear torespond. Giventheinterest among Commission members
to further the competitive marketplace they have created, CGR was told that there is some
incentive to expedite review. In any event, it seemsunlikely that the PSC will finish itswork
in less than six months. USGen indicates that construction of the plant will require an
additional two years. Were USGen to cut six months off the anticipated construction period,
the plant could conceivably be operating in two years.

In this marketplace, two to three yearsis avery long time. How prices will respond
over this period is impossible to predict, even with full knowledge of the electric energy
marketplace, an expertise CGR does not possess. Prices will be determined not only by
predictable costs such asthe price of natural gasand transmission capacities but by negotiated
agreements among a number of companies. Many of these companies have little experience
inacompetitive marketplace; othersare new tothe New Y ork el ectric market; still othershave
yet to be formed. Given the complexities of forming a competitive market in the state,
particularly given the transmission limitations faced by New Y ork City and Long Island, the
next few yearswill be a period of tremendous upheaval.

What Might the Value of the Plant’ s Output Be?

Without knowledge of costsand prices, itisimpossiblefor CGR to estimate the profit
that USGen will earn from an additional year in operation. What we provide instead should be
considered illustrative, not predictive. We attempt to answer the question, “What might the
plant be worth to USGen?’

If USGen can sell 90% of its capacity at the median daily wholesale price now received
inthe Californiamarket?3, total annual revenuefor the generating project would be about $118

13Daily wholesale prices are published for several markets in the United States. Were the plant generating
now, the most appropriate price to use would be that of the PIM market (Pennsylvania, New Jersey,
Maryland). Given the competitive pressures faced in the New Y ork marketplace, CGR chose to use prices
for another relatively costly marketplace that is several years ahead of New Y ork in the deregulation of its
energy industry, Cdifornia. Prices used for thisillustration are based on the median daily wholesale pricefor
the COB (California-Oregon Border) market over the January-May 1998 period. CGR calculated themedian
peak and off-peak prices and averaged them. This blended median price in the COB market was $17 per
megawatt hour.
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million (after taking out the cost of transmission, calculated to be $2200 per MW month.*4).
We believe that this estimate is extremely conservative. It seemsunlikely that USGen would
invest $500 million in a project with projected annual revenue of only $118 million,
particularly given the uncertaintiesinherent in the NY S market.

Nonetheless, if USGen were to earn profit at a rate of five percent on its operating
revenue, the benefit of having the plant operating oneyear earlier would be $5.9 million. Were
USGen to (1) sell more than 90% of capacity, (2) earn ahigher rate of profit on this volume
of sales, or (3) sell at a higher price, the total profit earned by the company would rise
accordingly. The opposite, of course, isalso true.

The Market Will Become More Competitive

Thereisanother reason for haste on the part of USGen. Asdiscussed above, the power
market in the State of New Y ork isin tremendousflux. The number of generatorswilling and
able to deliver power to high-priced marketsislikely to increase substantialy over the next
decade. Itislikely that older generating capacity will beeither retired or retained only to meet
backup generation requirements-this is particularly needed in the New Y ork City and Long
Idand markets. If opening the market to competition has the desired effect, the wholesale
price of power will be falling over the next decade or so. It seemslikely that revenue earned
by USGen in the early years will be higher than revenue earned as the market becomes more
efficient. Eachyear the project isdelayed will reduceitsmargin of profit as new competitors
bring efficient production capacity on line.

Other Costs of Changing Sites

Other sitesmight beavailable, but thissite bringstogether thethree key elements—fuel,
transmissionlinesand cooling water—in close proximity. Few sitesinthe statewill offer such
advantages. Each additional mile from the gas pipeline, high voltage transmission lines or
cooling water will add substantial sumsto the cost of site development. Inaddition, whilethe

14This cost was calculated for CGR from tariffs filed by NiagaraMohawk Power Corporation withthe NY S
Public Service Commission.
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Hudson River isclose enough to provide cooling water, the plant isfar enoughto shield all but
the very top of the stack and the plume from theriver.

Measuring the Cost of Delay

Delaying the project iscostly to USGen inmany ways. WhileU.S. Generatingisavery
large company that can afford to “walk away” from significant investments, it will do so only
if it must.

o While we do not know how much profit can be made by USGen during the two yearsit
would have to delay production to shift sites, we suspect that the two year delay could
cost them $12 million or more in lost profit.

o The out-of-pocket costs of site-specific planning and analysis would have to be
replicated at adifferent site.

o Few sites are as well-suited to this project asthe Athens site. Other sitesarelikely to
require higher costs of land acquisition or access to fuel, cooling water or a
transmission corridor.

o Thesensitivity of local residentsand Hudson River activistsfurther toward NY C would
force added environmental study, thus added cost.

o Market pricesin the high cost NY C market should fall over timeasafully competitive

market takes hold.

Conclusion

Adopt Tough Negotiating Position

In previous sections, CGR has made the following points:

The payroll and employment impacts of the project are relatively small and will be
concentrated in the families whose members are employed by the plant. Therewill be
little spillover community benefit from anincreasein the county workforce of 30jobs.

o)



o)

The location of the project site, its desirability and the growth prospects for Greene
County strongly suggest that the loss of the project would not be a tragedy for the
community. On the contrary, this particular project confers a potential tax base
windfall but little else. Alternative usesfor the project site may confer asubstantially
higher community benefit in the form of jobs and payroll.

The property tax benefits are substantial, but highly concentrated. In the absence of a
tax base sharing agreement or other negotiated benefits, the impact on the economic
climate in the county as awhole will be small.

Based on PILOT agreements negotiated for similar projects, we recommend that the
IDA negotiate a PILOT with terms no more generous than those provided in Real

Property Tax Law 8485b.

The Greene County IDA should negotiate payments in lieu of tax that stimulate a
broader community benefit than would be the case were the property not covered by a
PILOT agreement.

o)

o)

o)

In short, we recommend that the IDA adopt a fairly tough negotiating position with
USGen as this project moves forward. While this project can confer substantial benefits on
the county, these benefits depend almost entirely on substantial property tax payments or
paymentsin lieu of tax by the U.S. Generating Company. Likely aternative usesfor the site
could create broader, more lasting benefits for the county as awhole.

Will the Project “ Go Away?”

We do not want to imply that thisproject isacertainty. Theunknownssurrounding this
generating project are substantial. Aninvestment of thismagnitudeisparticularly risky at this
timein this marketplace. For al of these reasons, USGen may choose not to proceed.

Our dataindicate, however, that the scope for negotiation between the community and
the company will not have abearing on whether the project isviable. If the profitability of the
project were dependent on areductionin property taxesfromtheaready low level likely under
8485h, USGen would probably have stoppeditseffortslong ago. Without any concessionsat
al from the community, we believe that the Athens site isthe cheapest site possiblefor U.S.
Generating Company. USGen may choose to not do the project at al, but it is extremely
unlikely that it will choose to do the project somewhere elsein New Y ork State.
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