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1.

A. The total loss is $2.5 billion. At the current Corporate tax rate of 34 percent this means an un-

discounted reduction in tax liability (34 percent times $2.5 biltion) of about $850 million.
y #

tax loss. To the federal government, revenue lost in the future is worth less than revenue lost today,
s0 the $850 considerably overstates the cost of the tax loss to the federal government.

- The value of the loss would only be the same to Lilco and the federal government if they both had

the sarme discount rate. In fact, Lilco has to pay considerably more than the federal government
when it borrows money, 5o there is good reason to believe that Lilco should usea higher discount
rate. In that case, the value to Lilco of the tax loss is less than it is to the federal government.

Yes. There should be some combination of reduced tax loss and quicker write-off time that
both the government and Lilco would prefer to the present situation.

-In opportunity cost terms, the question is, what does the government lose if Shoreham is closed?

Like a loss, deductions for depreciation also reduce the tax revenue to the federal govern-
ment. Had the plant operated, it would have been depreciated over about seven years. At
a 34 percent tax rate, the tax revenue lost because of depreciation would have been about
$850 million. Since the depreciation and the tax loss carry forward period are just about the
same, the effects on the federal treasury from each of these sources pretty nearly offset each
other. From this point of view, the opportunity cost to the governument of closing Shoreham
is close to zero. :

However, if, as the article states, it takes considerably longer than seven years for Lilco to
use up the tax loss, the federal government comes out ahead. The present value of the tax
loss due to closing the plant is less than the present value of the tax loss that would have oc-
curred because of depreciation! In this case, the opportunity cost to the government of clos-
ing the plant is negative. That is, it isn’t a cost at aill

. As the article states, the reduction doesn’t start until 1992, and it is spread out over 10

years. Again, time matters. A reduction in tax liability in the future is less valuable than a
reduction today. As the article states, ata 10 percent discount rate the $110 million tax
reduction is worth only $51 million.

- In terms of concepts developed in earlier chapters, the author is talking about offsetting

shifts in the demand curve for housing.

The fact that Lilco is now going to pay much lower property taxes will mean fewer public
services for area residents, higher tax bills, or both. This should shift the demand curve for
local property inward, thereby reducing its price (and value). ‘ ‘

But, that’s orﬂy half the story. Not having a nuclear power plant in one’s back yard may in-
crease the atiractiveness of the area. This would show up as a shift outward in the demand
curve for local property. '

Since these forces work in opposite directions, it is impossible to say whether the price of

housing (hence property values) will rise or fall relative to what they would have been had
Shoreham not been shut down. ' -
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Figure 7.11  Measuring the economic b_enéﬁts of a project whose output is subject to sa‘_lés_ tax
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