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LETTER OF TRANSMITTAL

June 3, 1674

Dr. Glen W. Atkinson, Chairman
and Members cof the State of Nevada
Assessment and Tax Equity Committee

Honorable Gentlemen:

In accordance with the legeslative
directive creating your committee and also in accordance with
your contract with the undersigned entered into January 1,
1974 I herewith present my report on an analysis and evalu-
tion of current Nevada raillroad and public utility assessment
practices.

The writer wishes to express appreciation for the generous
assistance extended to him by the staff of the Utility Sec-
tion of the Nevada Tax Commission and the Departiment of
Economics of the University of Nevada., Also, the writer wishes
to thank the representatives of the various state assessees
that furnished to nim upon request helpful statistical
information.

Respectfully submltted

. / e
/\ _ {_{ (g// M’ }?W
« Judd Eastman
Comsultant to your committee
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INTRODUCTION
THE SCCOPE OF THE SURVEY

Constitutional Provisions

‘ Article 10 Sectiom 1 of the Nevada Constitution states
in part as follows, '"The legislature shall provide by law for a
uniform and equal rate of assessment and taxation, and shall
prescribe such regulations as shall secure a just valuation for
taxation of all property, real, persomal and possessory, except
mines and mining claims, when not patented, the proceeds alone
of which shall be assessed and taxed, ..." and then goes on
further to exempt certaim properties from taxation including

most intangible property, goods intransit, etc.

Equity is a constitutional requirement

Clearly as do most state constitutions, the Revada Con-
stitution requires that equity be established in the assessment
and taxation of all property subject to ad valorem taxatiom, which
in Nevada is all property with certain exceptions whose aggregate
value 1s minor compared to the total value of tangiblevpropérty

in the State.

First requiéite for attaipment of equity in assessment

and tazatcion

To attain equity or fairmess in assessment and taxation,
first, "a just valuation for taxation for all properties'" must be
established. 1t follows that there must be a basis of valuation
that is common to all taxable properties. This pecessary common

base hes been and 1s described in many ways--such as, full cash
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value, cash value, taxable value, true value, and market value.
However, in recent years it has become recognized that all defi-
nitions are really trying to describe market value which is well
defined in the Property Tax Regulations of the Nevada Tax Com-
mission as "The highest price in terms of cash, or in terms
reasonably equivalent to cash, which a property will bring {f
exposed for sale on the open market by an informed seller, with
a reasonable time to find a purchaser buying with full knowledge
of all the uses and purposes to which it is adapted and for whiﬁh
it is capable of being used, with neither the buyer or the
seller being under compulsion to buy or sell." This definition
could be considered as an expansion of the definition included
in the same regulatioms of '"full cash value" -~ the amount at
which the property would be appraised if taken in payment of a

just debt from a solvent debtor.

Second requisite for attainment of equity in assessment

and taxation

The second requirement to attain equity or fairmess in
agssessment and taxation is that after a common tax baselhas been
determined for all property that property having the same situs
should be subject to taxation by the same taxing jurisdictions,
and should be taxed im the same manner and to the same extent.
This would seem to be almwost axiomatic. However, it is question-
able if this requirement for equity is being met in Nevada in
ceftaim instances where within a taxing jurisdiction the assess-
ment of property is the responsibility of more than one assessing

authority. This matter will be explored further,
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Is the assessment base and the tax burden the same for

state assessed and locally assessed property

Quite often the auestion arises ip the mind of the lay-
man as to whether or not in the taxmation of public utilities and
raiircads, the value used as the assessment base is the same as
that used for his home, or for his business or commercial property.
And further, 1f he is & Wevada citizen and if he is concerned
sufficiently, a perusal of the tax roll at the county courthouse
will show him that the company that owns the large telephone
central office or the electric power plant that is adjacent to
his property is apparently not paying taxes for, say, the support
of the local school district inm the proportion to its obviously
high value that he is paying in relation to the value of his
property. His answer to this apparent discrepancy may be that
the central assessing agency, that is the Nevada Tax Commission,
is setting the market value of the utility property and the county
aséessor is valuing my property and they are not doing things the
same way. Ope or the other is wrong. This is not to say that
there are not some laymen that are sophisticated emough in the
technigues of assessment and v&lu&&i@@ to understand the reason
for the existence of what geems to be & discrepancy and are aware
of the revenue statutes of the state that requires that utility
and railroad assessments be distributed on & “wile~unit valuation
basis'. What this polints up is that this survey must determine
if the market value of utility and railroads determined by the
Nevada Tax Commission is directly comparvable to the market value

determined by the local sssessor for common property, for if it
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is not we do nmot have equity in assessments for all property.

And further, if the assessed value determined by the N.T.C. for
utilities and rvailroads is not allocated to situs in a reasonable
relation to the value of the individual parts of the utility
property, so that this property is subject to the same tax rates
as the common property having the same situs, then there is not

equity in taxzation.

Equity between various state assessed properties

Naturally, there must be equity in valuation between
various utilities and railroads, both of the same class and be-
tween classes. The same principles and methods used in determ~
ining markef values must be used for all railroads, electric
companies, telephome and telegraph companies, private car com~

panies, and airlines.

Possibility of interstate allocation formulas as a

source of inequity

In the case of interstate utilities and railroads the
allocation formulas used to allocate the market value must be
such as to not import value from portions of the system in other
states, and to be sure, also, that the assessing state receilves
all the vaiug to which 1t is emntitled. In other words, it is
possible for imterstate allocations made by the assessing agency

to result in ipequity in valuation apnd taxation.

Possibility of statutes and tax regulations as source of inequity

The Revenue and Taxation Laws of the State as well as
the Property Tax Regulations of the Nevada Tax Commission could
possibly result in inequities in valuation and taxation. It may

be that the revenue and tax laws relating to allocation of utility
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values to the various taxing jurisdictions results in unfairness
in taxation. Further, it could be that in fairness to all
taxpayers and to all students in public schools that there.shou1d
be a state-wide ad valorem tax for that portion of school support
not supplied by the state general fund and the 1¢ school support
sales tax instead of the present levies by individual school
districts, some of which have a comparatively small tax base and
others a large one in proportion to the number of students in the

district.

Summary of scope of survey

To summarize, what this survey will attempt to cover is:
1. Basis of valuation used for ad valorem tax purposes.
2. Are the valuation methods and principles and inter-
state allocation methods used by the N.T.C. such as
to provide equity between the various utilities
and railroads.

3. Are the basis of valuation used by the N.T.C. and
the county assessors sufficiently comparable so
that there will be equity between state-assessed
and common property.

4. Are the intrastate allocation methods used by the
N.T.C. such as to provide equity between utilities
and between utilities and common taxpayers in the
State. | | |

5. What possible law and constitutional changes could
be made to provide greater equity in assessment

and taxation of all property subject to ad valorem

taxation.
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PART I
BASIS OF VALUATION FOR AD VALOREM TAX PURPOSES - MARKET VALUE

Definition of Value for tax purposes

The Committee on Unit Valuation of the HMational Associ-
ation of Tax Administrators in its report entitled Appraisal of
Railroad and Other Public Utility Property for Ad Valorem Tax
Purposes, published in 1954, defined value for tax purposes as
follows :

"Value for tax purposes' is the price at

which a property could be sold at a given date

1f the seller had ample opportunity toc seek out

the highest bidder, and the bidders, in turn,

had ample opportunity to inform themselves ofﬂ

the characteristics of the property and to as-

certain the terms upon which alternative proper-

ties, if any, could be bought. It is not the

same thing as cost, although the two tend to be

equal at the time the cost is incurred. It is

not the same thing as 'value for rate~making

purposes ' although the rate base established

by the regulatory agency tends to egual the

value for tax purposes 1if the utility is able

to earn what the agency regards as a fair return

and no more, and the agency's comcept of a fair

return coincides with that of the investing

public. Value is not necessarily the present
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worth of the assessor's own best estimate of
the future income; it is the expectations of
investors which govern values, even though
they may differ from those of the assessor'.

Very few if any appraisers, valuation engineers, or tax ad-
ministrators would mot subscribe to this definition of value for
tax purposes. It actually expresses the concept of all definitions
of market value, augmented somewhat to particularly include
properties that are subject to govermmental regulation, public

utilities and railroads.

Approaches to estimation of market value

There are several approaches that can be used in the
determination, or better, estimation, of market cwwcm. Obviously,
the best is the consideration of actual past sales of the property
to be valued or sales of closely comparable properties. In the
absence of actual sales information, other approaches to the mms
termination of market value are valid. Imcluded in these
approaches are: (1) estimates of reproduction cost new less de~
preciation, (2) capitalized earnings of the properties, (3) stock
and debt value of larger commercial and industrial properties
including public utilities, and (4) for regulated public utilities,
the rate base, the amount upon which the regulatory agency allows
the owners of the utility to earn, i the judgment of the regula-
tory agency, & fair return. All of these secondary approaches
can furnish acceptable evidence of the amount & prospective
purchaser would or could justifiably pay for the properties, that

is, acceptable evidence of market value.



B

Reproduction cost new less deprecistion is good

evidence of value for locally assessed property

Reproduction cost new less depreciation is a very good
evidence of market values of property that is not subject to
regulation of return by the state regulatory agency and is of
a type that is being produced currently. A prospective purchaser
of & home, a store building, factory or apartment house has two
choices. He can buy & property that is already built, or he can
have a new property constructed for him. Everything else being'
equal, he will avail himself of the second choice if the Qwﬁefs'
of existing properties ask more thap the cost to reproduce the.
property (adjusted for depreciation; of course). This prerogé»m
tive of a prospective buyer will limit the sales price of
existing properties. On the other hand, the seller would not
have te take less than the replacement cost less depreciation if
the demand for such properties is great enough so that it cannot
be fully supplied without building some new properties. Thus,. -
reproduction cost new less depreciation and sales price of existg-

ing properties tend to be quite comparable.

Reproduction cost new less depreciation is not applicable

as an evidence of value for most state-assessed property

In Nevada the vate base, the amount upon which a public
utility iz allowed to eaxrm a fair return, is origimal or historical
cost less deprecliation - not reproduction cost new less depreciation.
No one would pay an amount ecqual to reproduction cost new less de-

preciation for a property (except under very exceptlional conditions)
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when he would only be allowed to earn upon historical cost new
less depreciation, which is usually appreciably less than repro-
duction cost new less depreclation. Further, for rallroad
properties this factor is meaningless because of the existence

of the great amount of obsolescence and other functional ineffic-
lency in its properties. It follows that reproduction cost new
iless depreciation cannot be considered as an evidence of value
when valuing a public utility or railroad property. However,
when valuing state-assessed property that does not have a formal
rate base, such as private car companies, or pipeline companies
subject to regulation by the Interstate Commerce Commission that
uses reproduction cost néw less depreciation as a rate base, re-
production cost new less depreciation is just as good an evidence

of value as it is for locally assessed property.

Capitalized earnings is a good evidence of value for

both locally assessed and state-assessed property

Capitalized earnings, the second approach to market
value listed above, is applicable to both locally assessed
properties and state-assessed properties. Earpings, in the
economic sense, are the very essence of value. If a property can-
not earn aoy return, it has no value {except possibly the salvage
value of the component parts). Capitalized earnings are the present
worth of the future returns that the property is expected to produce,
that is, it 1s the amount a prospective purchaser could pay for a
properiy &nd'%y the time it is wornm out, expect to have his
original ipvestment returned to him and to have, in addition, what

he considers to be an adequate return on his money all the time it
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is invested in the property. Most professional appralsers con-
sider this the second best evidence of value -- surpassed only
by sales prices. But it must be determined with care, taking
inte account all conditions that may exist in the future that
could increase or decrease the present annual return, or that
could affect the life expectancy of the property. Also, which

is of utmost importance, the cost of money must be considered.

Market value of stock and debt is a usable evidence of value for

state-assessed property and for a very limited number of locally

assessed properties

The stock and debt evidence of market value, the third
approach listed above, is an approach that cam be used either in
the appraisal of state-assessed property or in the appraisal of
general property by the local assessor. The stock and debt
value of all of the outstanding securities of a corporation as
determined by the market quotations at the time of the appraisal,
It is said to be what the purchasers and sellers of securities
think is the market value of the properties of the corporation.

Because of the differemces in the character of leocally
assessed and state-assessed property, the stock snd debt approach
will generally be much more applicable to state-assessed proper-
ties. Seldom is the property of a company whose shares are
quoted over the counter or on & stock exchange wholly or even
largely within the jurisdiction of & single county assessor.
Moreover, the value of the stock of an unregulated company may be
considerably influenced by the company's goodwill - an asset on

which 8 regulated utility is not allowed to earnm a return ~ and



by the quality of the management - & factor of relatively much
less importance in a wonopoly-type utility. Those who seek to
acquire control of an unregulated company by stock purchase fre-
auently offer appreciably more for the stock than it is selling
for when the offer is first made, but this is much less iikely

to occur in the case of a regulated monopoly-type utility since
the person acquiring control would usually not expect to be able
to increase the company's earnings on the property he was acquir-

ing.

Rate base is good evidence of value for most state-assessed

properties but not for locally assessed properties

The fourth approach to market value mentioned above is
rate base, Generally, the earnings of properties that are locally
assessed are limited or determined by competition. The return on
these properties is related to reproduction cost new less de-
preciation, the amount upon which a new competitor expects to
earn an adequate return when he enters the market. The prices
charged or returne on ipvestment have little or no relation to
original cost but tend to be relsted to reproduction cost new
less depreciation of the property producipng the income or return.
On the other hand, most state-assessed property is subject to
regulation by the Public Service Commission of Nevada and/or
varlous federal agencies such as the Fedeval Power Commission or
Federal Cosmunications Commission; and the rate base, the amount
upan which the owners are allowed to earn by these agencies,
(with certain exceptions mentioned before) is the original or

historical cost new less depreciation. It follows that, for



] P

locally assessed property, reproduction cost new less depreciation
is a very good indicator of market value, and origimal cost new
less depreciation has very little or no relation to market value.
But, for most state-assessed property, reproduction cost new less
depreciation is a very good indicator of market value. As stated
before, no one would pay reproduction cost new less depreclation
(except under exceptional circumstances) which is sometimes half
again to twice as much as original cost new less depreciation,
for a gas and electric or telephone property, when they would only
be allowed to earn & fair return on original cost new less

depreciation.

The approach to value determination is generally different

for iocally assessed property and state-assessed property,

but the result is the same - market value

When the appraiser does not have any actual sales of a
property or a closely comparable one, upon which to base his ap-
praisal he must use substitute indicators of market value. All of
these other indicators of market value do not have the same degree
of applicability to or reliability for varicus types of property.
As has been discussed, for example, reproduction cost pew less de-
preciation is fully applicable to one type of property and is
totally Inapplicable to another type. However, when the competent
appraiser of common property and the competent appraiser of state-
assessed property have judiciously selected the proper indicaters
of value and drawn their professional conclusions from them, they
have both arrived, to the best of their ability, at what the econo-
mists call market value, which stated briefly is the price the

property will bring in a competitive market.
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PART 11

VALUATION PROCENURES AND PRINCIPLES
USED IN APPRAISAL OF STATE ASSESSED PROPERTIES
The following valuation procedures and principles
stated and described are those generally recommended in the WSATA
Utility Valuation Report of 1971. They are adhered to by most of
the central assessing agencies of the Western States with exceptioms

that are mostly minor or where there are statutory conflicts.

valuation are ‘''unit appraisals'

To the extent possible the central assessing agency
valuations should be unit appraisals of integrated properties as
a whole without any referénce to the value of the component parts.
The Nevada statutes, WNRS 361.320 subsection 2 require that utility
and railroad propérties be appraised in this manner.

According to court decisions in this coumtry beginning
as far back as 1869, the use of the unit valuation primciple is
the only way to value industrial properties such as public
wtilities and railroads. In 186%, the Kansas State Supreme Court

(Missouri River, ¥ort Scott, & Gulf Railroad v. Morris, 7 Kan.

218 E%ﬁ?%}) said, "4 rellway is an entire thing and should be
assessed a8 a whole. It would be almost as easy and as reasonable
to divide a house or locomotive into portions and assess each
portion separately as to divide a réilroad into portions and assess

each portion of it separately."

Unitary properties described

Properties appraised using the unit valuation principle



] o
are termed ''unitary" properties. Generally, with some minor
exception, such as properties leased to a railroad ov public
utility, unitary properties are the operative properties of an
assessee. The operative properties are the properties that are
used in the primary functiom of the company, that is, for a rail-
road company, used in the transportation of freight and passengers,
or for a power company, used im the generating, transmission, or

distribution of electricity.

Nonunitary properties described

Nenunitary properties, on the other hand are, in
general, nonoperative properties, such as the agricultural lands
that are owned by a railroad and are leased out to farmers, or
mineral rights associated with operative lands of a public utility.
Nonoperative properties are not used in the primary business of
the assessee. They are generally valued and assessed separately
by the county assessors in Nevada and are not included in the.

value ascribed to unitary properties.

Main indicators of value for unitary property

In making unit appraisals, that is, appraisals of unitary
properties of utility and railroad properties, four main indicators
of value are developed, not all of which are available for all
properties. These indicators are:

1. Historical cost less depreciation

2. Reproduction cost new less depreclation
3. Qapitalized earnings
4,

Stock apd debt value
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Other data bearing on value, is considered when appro-

priate.

Historical cost less depreciation and rate base

As was stated previously, historical cost less deprecia-
tion is considered to be a very important indicator of value for
gas, electric, and telephone companies because it is comparable
in Nevada to the rate base, the amount upon which the regulatory
commission allows the utility to earn what it considers a fair
rate of return. This return has to be sufficient to provide
adequate service to the consumer and to attract necessary ad-
ditional capital investment, It is not an important indicator of
value for railroad properties, however, as most railroad companies,
by reason of the competition to which they are subject, are unable
to charge enough to make a fair return on the net investment in
their properties.

This indicator includes some amounts that are not in-
cluded in the rate base and excludes some that are included. For
exampia3 it includes Nonations in Aid of Comstruction, which is
generally excluded from the rate bzse, as there is nothing in the
laws of most states that excludes this property from taxation; but
the laws of most states exclude "working cash', which is inciuded
in the rate base, as this is an intangible and the central aszsesse
ing agency's unit assessments include only tangible property. The
depreciastion which is deducted from the origipal cost to derive
this value indicator is the book depreciation, since this is the

amount that has been deducted to arrive at the rate base.
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It might be well to point out that if a public utility
is sold, the price paid by the new cwner does not becowe the rate
base. The rate base continues to be the original investment
(minus depreciation) im the property at the time the property was

first devoted to public use.

Reproduction cost less depreciation ~ a celling

As has been stated, reproduction cost new less depreci-
ation 1s not considered to be an important indicator of value for
unitary state-assessed property except as a ceilimg for taxable
value. However, there are two exceptions, RCNLD is an important
indicator for private car companies and pipeline properties. Of
course, it is seldom possible to value a private car company as
a unitary property.

Capitalized earnings - the value to a prospective purchaser

In capltalizing earnings, the central assessing agency
seeks to find the value to a prospective purchaser could pay for
the property amd have the original cost returned to him by the
time the property is worn out, with interest on his investment
uptil it is fully returned.

Four different amounts can be capitalized (1) net
operating revenue, (2} net operating revemue before depreciation
{3) net opevating revepue before depreciation and incowe taxes,
and (4) pet operating revenue before depreclation, income taxes

and ad valorem taxes.

Some appralsers feel capitalization of the first of these

amounts, mnet operating revenue, gives a reasonably correct snswer
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but the writer feels strongly that this computation does not
give & fully competent answer for reasonms that will be given as
the other three capitalizations are discussed. Those that do
favor capitalization of net operating revenue generally feel
that the other capitalizations are theoretically correct and
will tend to give a more adequate answer but that the calculations
required are too extensive and are beyond the capabilities of a
small assessment staff. The writer feels that by the use of
certain short-cut methods of estimating life expectancies of
properties, a small staff can make the other capitalizations.
These short-cut methods are covered in the WSATA Utility Valu-
atioh Report of 1971, appendix C, pages 197 to 201,

In capitalizing the second of the amounts listed above,
net operating revenue before depreciation, the reason depreciation
is not deducted is that the present owners depreciation charges
are for writing off his investment and are net necessarily an
accurate statement of the yearly less in the present worth of the
future earnings. In capitalizing hefore depreciation an increment
is added to the basic capitalization rate that will provide for a
return to the purchaser of his investment by the expiration of
the calculated composite life expectancy of the property. This
ilncrement provides for depreciation of the investment of the
prospective purchaser, or return of his capital, not of the present
owner ‘s cost. Further, capitalizatios of net earninge after de-
preciation, that is, in perpetuity, would produce, in genersl, the
same appraised value for an old property that has & life expectancy
of one year and for a relatively new property that has a life ex-

pectancy of, say, 25 years,
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In capitalizing before depreciation, the income taxes
are "mormalized" by adding back into the stated amount of taxes
any reductions due to rapid amortization, accelerated depreci-
ation, and investment tax credit, as they would not be available
to the purchaser of the property. Alsoc, any amounts that are due
to adjustments of prior years' taxes are eliminated.

The third amount to capitalize is net operating revenue
before depreciation and corporation income taxes (including state
income tax if amy). The rate for capitalization at this point is
the basic rate, plus increments for depreciation and for income
taxes. The ilncome tax increment is obtained by the use of a
formula that takes into account the effect of the depreciation
charges and the probable capital structure of the prospective
purchaser, using the assumption that the capital.struéturé will
be the same for all companies in a given class. It is felt that,
say, one railroad does not have a greater value than another
simply because it has more indebtedness and therefore has a swaller
income tax obligétion, other things being equal.

The fourth amount that is mentioned above to capitalize
is net operating revenue before depreciation, income taxes, and
ad valorem taxes. The total capitalization rate in this case in~
cludes an increment for ad valorem taxes based on the total taxes
levied on the previous year's market value. This, in effect,
bases ad valorem taxes on the value that served as the prior year's
tax base. This increment canm be accurately determined only for am
intrastate company and is only used for such companies. The

writer considers the capitalization of this earning figure the
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most reliable of the capitalized income figures,

The basic capitalization rate used in earning-value
calculations is determined on the basis of current rates of in-
terest or return which the prospective purchaser would have to
pay on the various types of securities with which he would finance
his purchase.

The capitalization of past earnings is a valid indicator
of value only if the past earnings reasonably reflect, in the
judgment of the appraiser, what the earnings will be in the future,
For this reason, earnings should be adjusted before capitalizing
to remove the effect of any nonrecurring losses of income and to
take into account any increase in net income that can be reasonably
expected, such as that due to future rate increases. Most ap-
prailsers capitalize a five~year average income forlcompanies with
little or no capital expansion, such as railroads; but for growing
companies, such as gas, electric, and telephone companies, most
feel that only the income of the latest year is pertinent, as the
income of amy prior year does not rveflect the income from the

presently existing property, the property being valued,

Stock and debt - marwet value of cutstanding securities

The stock and debt indicator of value should be derived
for all companies whose securities are traded opn the market in sub-
stantial volume., The market value ¢f the outstanding equity
securities and debt obligations, plua the wmarket value of the
current and deferved liabilities, establishes the gross stock and
debt value. To obtain the market value of the tangible unitery

property, all assets that are not part of the upnitary property or
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are not assessable whose value is reflected in the market value
of the liabilities must be deducted. These deductible items con-
sist of such property as accounts receivable, nonoperative
properties, sinking funds, stocks and bonds of other companies,
and licensed motor vehicles. The average prices of securities
for the previocus twelve months axe used for current value determin-
ations, as this period is believed to be sufficiently long to
smooth out the effects of any momentary extraneous influences on
the market but not tco long to fail to reflect the current opinion
of value in the market place.

The stock and debt value as an indicator of value is
one that is useful but its applicability am as indicator for the
value of the property of a particular company must be examined
clbsely. It must be remembered that the value of the equity is
being determined by the sale of a comparatively few of the out-
standing shares, not more than 6% to 8% annually for a heavily
traded stock and as little as less than 1% for lightly traded one.
The purchaser of these shares is motivated in many ways other
than what he thinks is the intrinsic value of the shares, that is
the value that actually relates to the value of the underlying
existing properties as an income producer.

The price the pﬁrchaser will pay for the stock is in-
fluenced by such things as the dividend pay-out policy, his ex-
pectation of the future growth of the company apnd hence greater
dividends, the price of other stocks, secular trends in the stock
market and market availability of the stock. All of these are
really not related to the market value of the property in place on

the lien date. This is all to say that the market price of the stock
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does not necessarily lead directly to the market value of the
equity on the property. |

The apprailser in using a stock and debt indicator of
value must be aware of and make allowances for the effect on the
market price of stock caused by the buyers anticipation of greater
returns in the future because of growth. This price inmcludes the
present value of the future returns on property not yet in place
in addition to the value of the future returns of the property
already in place ~-- the property being valued for tax purposes.

The dividend payﬁent or lack of payment sometimes has
a spectacular effect. In April of 1974 the large electric utility
serving the city of New York skipped its quarterly dividend for
the first time in history. This was not particularly because the
eainings were insufficient to pay the dividend but because of the
need of a large amount of working cash to provide for the rapidly
increasing cost of boiler fuel and new construction. Upon the
announcement of the dividend omission, the price of the common
stock of the company dropped in one day from around 18 to about
12, and in the week following to &. It is not reascnable to
think that the value cf the equity interest im the utility property
decreased in the same relatiom in the same time. The financial
woes of the company had beén public knowledge for over a year and
presumably the market had already adjusted to the facts,

The writer has seen the stock and debt values of several
wajor utilities in the last twelve to fifteen years go from nearliy

30% greater than RCNLD to less than book cost back to amounts
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approaching RCNLD again, and then again in the last two or three
years to less than book cost, an amount comparable to rate base.
ALl of this is not to say that the writer feels that
stock and debt should be discarded as an indicator of value. What
he is saying is that it is a volatile and at times a somewhat
erratic indicator and the weight given it for each particular

company should be considered carefully.

The fipal determination of market value

in the final determination of market value, a formula
should not be used to weight the various indicators of value,
but such weight should be given to eaeh indicator of value for
each assessee as appears to be justified by all the facts in
the appraiser's possession. In other words, the appraiser, as

he must, observes the "Smyth v. Ames rule." Smyth v. Ames, U.S5.-

(1898) is the most famous and most cited valuation decision. In
holding & Nebraska railway rate law unconstitutional, because
the rates would be confiscatory, the United States Supreme Court
established the "Smyth v. Ames rule;' that all factors affect~
ing value must be given '"such weight as is just and right in

each case.™
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PART I1I
SAMPLE APPRAISALS

Do the appraisals of the N.T.C. adequately represent

market value

To determine if the appraisals of utility and rail-
road property made by the Nevada Tax Commission adequately
'represent market vaiue, and that the principles and methods used
in the determination of market value are consistent for all
companies, appraisals have been made by the consultant of the
electric, yas, water, telephone and railroad properties of
seven different assessees and the property of all private car
companies. It is felt that the selection of the properties re-
sults in a fair sampling of state-assessed properties as to type
and amount of assessment. The total 1973-74 assessed value of
these properties is a Tittle ovér one-quarter of the total 1973-
74 assessed value of interstate and intercounty utility and

railroad companies.

Comparison of appraisals of N.T.C. and the consultant

The results of the appraisals are shown in tabular form
below in such a manner that the Nevada Tax Commission appraisals
and those of the consultant can be directly compared. Following
the tabulation individual appraisals will be discussed. Reasons
for differences in both the input and the output of the appraisals

will be included in the discussion.
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Determination of basic capitalization rates and stock and

debt indicators of value very competently done by N.T.C.

An exawination of the records of the N.T.C. shows that
ﬁhe basic capitalization rates used in capitalizing income have
been competently determined from a large amount of pertiment
data and in most instances they have agreed quite closely with
those considered acceptable by the consultant,

For those companies that a stock and debt indicator
of value could be derived it was found that N.T.C. had done a
very careful and complete job using procedures and methods that
are in agreement with those advocated in the WSATA Utility
Valuation Report of 1971, After a close check of each of the
stock and debt indicators made by the N.T.C. they were accepted
and used by the consultant in his appraisals with minor cor-

rections and changes that he thought should be made.
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APPRAISAL NC. 1

SIERRA PACIFIC POWER COMPANY {(Electric System Only)

HCLD

RCNLD

Basgic Capitalization Rate
Capitalized Earnings

Stock and Debt

Electric Syst. Market Val.
{(Pased on alloc. of
full syst. value)

Allocagtion to Wevads
Percent
Amount
Non-taxable
Taxable

Assessed Value @ 35%

Nevada Tax Commission

167,915,347

9.0%
127,976,534
146,029,795

147,562, 712"

146,683,655

87,029

127,937,484

89k, 407
127,043,077
1y 465,000

Congultant
167,626,519
9.0%
143,504,249
145,721,020

154,692,000

87.22%
134,692,000

949,000
133,973,000
46,891,000

1Note: The N.T.C, derived the value of the electric system in
two different ways, first, by using the indicators of
value directly derived for the electric system, and
second, by deriving indicators of value for the entire
properties of the company, electric, gas, and water,
and then allocating back to the electric system on the
pasis of 75% weight to gross plant and 25% to net oper-
ating revenue. The N.T.C. then chose to use the allo-

cated value for assessment purposes.

The consultant

considers the first value to be the more reliable figurse.
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APPRAISAL NO., 2
CALIFORNTIA PACIFIC UTILITIES COMPANY

Nevada Tax Commigsion Consultant

SYSTEM (Elec. Gas Water & Tel.)

HCLD 73,547,327 73,547,327
RCNLD e e

Basic Capitalization Rate 9.0% - 9.0%
Capitalized Earnings 65,035,270 4,147,686
Stock and Debt 65,945,830 65,945,830
Full Value *(4) 68,804,317 «(A) 70,626,799

- *(B) 73,057,334

Allobation factors

System *
Electric 43.29% Weighting of Indicators
Gas - 33.33 _ 8y (B
Water 2.48 HCLD LOo%  45%
Telephone 20.90 Cap.Barn. 204 45%
' 100.00 Stk &Debt 4L0%  10%
Nevada
System Electric 12.654%
" Gas 3.704
" Water _37.7OH
Allocation Full Value
to Nevada
Electric 68804317 x
43,29 x 12.654 3,769,043
Gas 68804317 x |
313.33 % 3.70% 8H9,419
Water 68804317 x

.48 x 37.704% 643,361
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APPRAISAL NO. 2 (Continued)

Electric
HCLD
RCNLD
Bagic Capitalization Rate
Capitalized Earnings
Stock and Debt
Full Value
Non-taxable

Taxable

Assegsed Value @ 35%

Gas
HCLD
RCNLD
Basic Capitalization Rate
Capitalized Earnings
Stock and Debt
Full Value
Non-taxable

Taxable

Assessed Value @ 395%

Nevada Tax Commission

3,769,043
"T5h1016
3,715,027

1,300,000

849,419
5,716
843,703

295,000

Consultant

L 255,368

9.0%
2,812,367

3,245,000
1,136,000

888.508

9.0%
730,122

778.000
272,300



=28

APPRATSAL NO. 2 (Continued)

Water
HCLD
RCNLD
Basic Capitalization Rate
Capitalized Earnings
Stock and Debdbt
Full Value
Non-taxable

Taxable

Assessed Value @ 35%

Nevada Tax Commissicn

643,361
35231
640,000 (used)

22k ,000

Consultant

670,398

9.0%
631,397

643,000
225,000
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SOUTHWEST GAS CORPORATION

HCLD

RCNLD

Basic Capitalization Rate
Capitalized Earnings

Stock and Debt

System Full Value

A1l ocated to Nevada
Percent
Amount
Non~taxable
Taxable

Assessed Value @ 35%

CENTRAL TELEPHONE CO.

HCLD

RCNLD

Basgic Capitalization Rate
Capitalized Earnings

Stock and Debt

Full Value
Non-tazable
Taxable

Assessed Value @ 35%

Nevada Tax Commission Consultant

APPRATSAL NO. 4

89,528,408

9.5%
72,231,349
93,930,840
84,779,534

70.5%

59,769,572

264,203

59,505,369
20,827,000

-~ 80. NEVADA DIVISICN

89,524,411

9.5%
70,637,089
94,913,578
83,452,765

75, 14%
62,706,407

264,203
62,442,204
21,855,000

Nevada Tax Commission Consultant

130,774,398

9.5%
91,837,738

o o

111,306,068

624,873

110,681,195

38,738,000

131,421 43k
174,580,885

9.5%

136,428,612

— ks

133,925,020

734,195

133,190,825

46,617,000
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APPRAISAL NO. 5
CALNEV PIPE LINE COMPANY

Nevada Tax Commission Consultant
HCLD - 12,936,499
(Nev. only)
RCHNLD 5,189,588 19,759,631
Basic Capitalization Rate Sp— 10.0%
Capitalized Earnings —— 24,505,199
Stock and Debt - -
System Full Value - 22,100,000
Allocated to Nevada _
Percent — * 26,50%
Amount 5,189,588 5,856,500
Assessed Value @ 35% 1,816,000 2,049,775

*W,.S.,5.T.A. Alloc. Form.
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APPRAISAL NO. 6
WESTERN PACIFIC RAILROAD SYSTEM

sultant

Nevada Tax Commission Con
HCLD 178,974,819
Basic Capitalization Rate 8.5%
Capitalized Earnings 20,433,035 59,
Stock and Debt 53,725,024 . 5k,
System Full Value 47,305,064 58,
Allocated to Nevada
Percent 31.43%
Amount 14,867,982 16,
Material & Supplies-Nev. (included in above)
Non-taxable 39,658
Taxable 14,828, 32L* 17,
Assessed Value @ 35% 5,190,000 6,

*Note: N.T.C. figures are for the Western Pacific Railroad
Company only. The consultant's figures are for the
consolidated system which includes the Sacramento
Northern Ry., and the Tidewater Southern Ry. After
allocation to Nevada, addition of material and sup-
plies in Nevada, and subtraction of non-taxables
from the consultant's value, the figures of the N.T
and the consultant are directly comparable.

10.0%

097,096
841,240

033,000

28,23%
382,715

806,788

39,658
149, Bly5k
002,000

.C.



APPRATSAL NO. 7

WESTERN AIR LINES, INC.

Nevada Tax Commission Consultant

HCLD 252,921,077 252,819,994
RONLD —-—— ———
Basic Capitalization Rate 9.5% _ 9.5%
Capitalized Earnings 366,617,561 232,299,083
Stock and Debt 355,973,123 324,792,147
System Full Value 331,620,488 251,000,000
Allocated to Nevada '

Percent 3.9977% 2.8289%

Lmount 13,257,032 7,185,326

Assessed Value @ 35% 4,640,000 : 2,515,000



AFFRAISAL NO, 8

VALUATICON OF FRIVATE CAR LINES 1G73-74
wwwwwwwwwwwwwwwwwww CONSULTANT - e e e Nevada Tax --—eeac-or-
Commission
1 2 L _ 6 7 8
COMFANY Market Assessed Accumulated Equivalent Total 1973=74 Difference
Value per Value per Mileage in Number of Assessed Total
Car Car Nevada Cars Value Assessed
Vyeilue
Col.2X From R.R. Col.4 % Col.3X
35% Statements 960 & 365 (Col.5
Allied Chemical
Corp. 9500 3325 138810 . 396 1317 1581 (264)
American Colloid
Coryp. 2168 759 106523 e 304 231 1381 {1150)
American Refer,
Trangit 10240 3584 797196 2,275 81 54 10921 (2767)
Champion Interna,
Corp. 18800 6580 501408 1.431 Q41 € 6334 3082
Chartrands Tank
Car Service 6200 2170 111553 «318 690 1528 (838)
Chicago Freight
Car Leasing Co. 11648 4077 129197 « 369 1504 1343 161
Commonwealth
Flan Inc. 13560 LoL6 854051 2,437 11566 8774 2792
Continental 0il
Co. 16024 5608 170448 486 2725 2335 390
Crystal Car
Line 9200 3220 267459 763 2457 3583 . (1126}
E.I.Dupont de
Nemours & Co. 19664 £882 160992 459 3159 2202 G957
Evergreen Freight
Car Corp. 17120 5992 . Q04L4LOh 25,812 154666 123687 30769
Far-Nar-Co
Inc. 14000 4900 121316 . 346 1695 1247 L8
F.M.C.
Corp. 16000 5600 319030 .910 5096 3286 1810
Fruit Growers
Express 12560 4396 2682260 7655 33651 (3C89)

36740

8 "ON TYSIVYIdV

“l{ =
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Garvey Elevators
Inc,
General American
Transp. C0.
Merchants Dispatch
Trana. Corp
Monsanto
Corporation
Morrison Car
leaging Inc.

Nat. Railroad Fass.

Corp. {(AMTEAK)
North American
Car Corp.
Pacific Fruit
Express Co.
Fullman Transp.
Leasing Co.
Rail-U.S.
leasing Inc.
Relco Tank Line
Inec,
Shell il
Company
Shirpers Car Line
(ACF Industries)
Stauffer Chemical
Co.
Trailer Train
Co.
Union Tank
Car Co.
U.5. Railway
Equipment
Western Fruit
Express Co.

TOTAL

14400
9820
E44.0

16828
9760

15830

27314

12992

21748

16080

17400

17300

14536

10076
6264

15100
9480

18544

13296

cars
loco.

5040
3437
2254
5890
3416
5540
9560
Lsh7
7612
5628
6090
6055
5088
3527
2192
5285
3318
&4G0
Lésk

86196
6194569
1648680

91945

77486
-

- H
4723990
54090961
H264817
108528
254348
81334
4659993
271352
41964107
1872782
1589384

3506232

246
17.679
k,705
.262
0221
4,293
1.431
13.482
1544369
12,171
. 310

+ 726
232
13.299
77k
119,761
5. 344
4,536
10,006

1240
60763
10605

1543
23783)
13681)
61303

1175058
68408
18E€8

4396

1180
L6906

1697

632937
17731
29439
L6568

2436298

88€
82035
22422
1221
796
37464
59478
738521
43978
1487
3471
1083
57203
3064
4731138
25556
20023
LOSL2

1775520

354
(21272)
(11817)

322

(41)

0
1825
436537
24520
401
925
97
(10297)
(1367)
201799
(7825)
QL6
6G26
660778

(*3U0d) @ °ON TYSIVHIAY
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APPRAISAL NO, B8 (cont)

#The National Railroad Fassenger Corporation (AMTRAK) reports
system mileage and Nevads mileage, as well as the round trip
traveling time {(including waiting time at terminals) segre-
gated between Nevada and the other states., The 3an Francisco
Zephyr 1is the only train running thru Nevada. The compeny
suggests the use of an allocation formula that gives equal
weight to mileage and time. They also suggest the use of
depreciated book value for market value of the eguipment. For
this particular company, the use of the suggested formula
and values results in a reasonable assessment,
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APPRAISAL NO. 1

Sierra Pacific Power Company

This appraisal is that of the Sierra Pacific Power
Company and is for the electric system only which is interstate,
the property being located both in Nevada and Califormia. For
the three indicators of value that can be derived for this prop-
erty it will be noted by referring to the valuation tabulation
that the N.T.C. and the consultant are in very close agreement
for Historical Cost Less Depreciation and for Stock and Debt. On
the other hand, there is a somewhat substantial differemnce between
the determinations of capitalized earnings.

The difference is due to the method of capitalization.
The N.T.C. capitalized net operating revenue at 9% in perpetuity
and the consultant capitalized net operating revenue before de-
preciation and income taxes which the consultant considers more
appropriate (See Part 1I).

There is a difference in the recommended market value
of the N.T.C. and the consultant of approximately $§7,129,000.
There are two reasons, first the methods of capitalizing income,
of course, and the other is that the consultant gave greater weight
to HCLD {(comparable to rate bése) and less weight to the Stock and
Debt than did the W.T.C. The fécturs used for alliccation to
Nevada (WSATA formula) are the same., There is a miner diffevence
in the estimate of the value of the non-taxable property included
in the unitary value., The final market vaiue of the electric
system allocated to Nevada ends up with the consultant's value

being some 56,930,000 greater than that of the N.T.C,
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APPRAISAL NO, 2

California Pacific Utilities

This appraisal is that of the California Pacific Utilities
Company. This company's properties consists of many separately
operated units of gas, electric, water and telephone utilities,
with no physical connection scattered over several western states.
Some of the units are quite profitable and others produce a very
low return. Separate accounting is maintained for all units
making it possible to calculate HCLD and capitalized earnings for
each unit.

The N.T.C. chose to appraise the total properties of
the company as a unit and then to allocate the value to depart-
ments, gés, electric, water and telephone which were in turn allo-
cated to Nevada units. The consultant valued the Nevada gas,
electric, and water properties as separate units without reference
to the out-of-state properties.

The consultant feels that his method is preferable as
it will better determine the actual market value of the properties
in Nevada than a chain of allocations {(which by their nature have
to be somewhat arbitrary) from the total value of group of physice
slly unrelated units. If it were not possible to obtain indicators
of value for the units in Nevada separately, then the only recourse
would be to the method used by the N.T.C.

1£ it was felt that the stock and debt imdicator of
value had to be used in the valuation of the Nevada properties, it

could have been determined for the entire system and then allocated
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to the Nevada properties as the N.T.C. did with the value of the
entire system. However, the consultant feels that stock and debt
is not the best indicator of value in most instances and by the
time it has been allocated to small portions of the total property
its validity is questionable. |

The values of the N.T.C. for the Nevada properties are
about 147 higher for electric and 8% higher for gas tham the con-
sultants, but the water values are practically in agreement. When
the consultant used the same methods as the N.T.C., (see the
appralsal valuation) with same weightings to each of the system
indicators of value his allocation to each of the Nevada praperties
would have been somewhat higher than those of the N.T.C., and if
the consultant had used weightings for the indicatbrs that he con~
siders proper for this company, that is, less weighting for stock
and debt and more for capitalized earmings, the allocation to the
Nevada properties would have been even greater. |

The basic difference would have been due to the capitalized
earning indicator which the consultant determined by capitalizing
earnings before depreciation and income taxes. The N.T.C., of
course, capitalized just net operating ihcmm@.

With all of the consultant's values being lower or
tendiﬂg.tﬂ be lower than those of N.T.C. for the Nevada properties
it appears that it could be éossible, that the allocation calcu-
lations used by the N.T.C. have resulted inm imperting value from

other states.
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APPRATSAL NO. 3

Southwest Gas Corporation

This appraisal is that of the Southwest (Ges Corporation
and is for the entire interstate system with allocation to Nevada,
The three indicators of value for the system determined by the
N.T.C. and the consultant are in velatively good agreement even
though the capitalized earnings were determined on the basis of
net operating revepue before depreciation and income taxes by the
consultant. 1In the estimation of full value the comsultant gave
a little more weight to capitalized earnings than did the N.T.C.
The consultant feels that this company's earning record indicates
that it is very difficult for the property to make an adequate
return on its rate base and that relatively low earnipgs are ip-
dicated for the future,

The H.T.C. used the allocation to Nevada submitted by
the company that was based solely book cost of property and appears
to ignore the gas sales data. The consultant used an adaption of
the WSATA formula for electric compapies that weights in volume
of gas sold and gross revenue,

The sllocation factor used'by the N.T.C. allocated
70.5% of the system value to Nevada and thet determined by the
consultant allocated 75.14% to Nevada. Though the system value
estimated by the conmsultant was $1,326,769% less than that of the
N.T.C. the sllocated value to Nevada was $2,936,835 greater than

that of N.T.C.
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APPRATISAL NO. 4

Scuthern Nevada Division of the Central Telephone Companv

Appraisal No. 4 is that of the Central Telephone Company-=-
Southern Mevada Division. The properties provide telephone service
to the Las Vegas area and have no physical connection to the re-
mainder of the company's properties in other states. The Stock
and Debt indicator of value was not derived by either the WN.T.C.
or the comsultant as the market for the company's securities is
relatively inactive., If the indicator had been determined it would
apply, of course, to the many diverse telephone properties of the
company and finding a meaningful allocated Stock and Debt indi-
cator of value to the Southern Nevada properties would be almost
impossible,

The HCLD indicators of value of the N.T.C. and the cen-
sultant are practically in agreement but the capitalized earnings
indicators differ widely. The reason for this is that the N.T.C.
capitalized net opérating revenue snd the consultant determined a
composite expectancy of the property and capitalized earnings be-
fore depreciation, income taxes, and_ad valorem taxes. The history
of earnings of this company i{s good, and the Nevada Public Service
Commission recently refused an application for increase in rates
mainly on the basis that the peesent earnings were adequate, which
they alsc appear to be to the copnsultant. Under these conditions
there is every reason to believe that the cepitalized earnings
should be reasonably close to HCLD which is comparable to rate

base. The consultant's capitalized earning figure is
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slightly higher thas HCLD, about $5,000,000, while that of the
N.T.C. is almost $39,000,000 lower. This points-up sharply
how inadequate the capitalized earning indicator can be when
net operating revenues are.capitalized in perpetuity.

Even though the N.T.C. and the consultant gave equal
weight to.HCLD and capitalized earnings, the consultants value

1s some 20% higher.
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APPRAISAL NO. 5

Calnev Pipe Line Company

Appraisal No. 5 is that of the Calnev Pipe Line Company.
This company operates as a common carrier with an interstate pipe-
line that runs between terminals in Southern Nevada and Southern
Califorpia. It also has a relatively short non-contiguous line
in Wyoming.

The N.T.C. has considered the value of the Nevada prop-
erties to be equivalent to the RCNLD of these properties submitted
by the company. The reasoning behind this is probably that even
though the capitalized earnings are greater than RCNLD, the value
of the property could not be greater thap the cost to reproduce
it (adjusted for depreciation).

It probably should be mentiomned that HCLD is not an im-=
portant indicator of value for common carriex pipelines as the
1.C.C., the regulatory agency, unlike most other Federal and State
regulatory bodies, uses a rate base comparable to RCNLD.

The consultant feels that it could be pogsible that the
value for assessment purposes ip Nevada could be higher tham RCRLD
as the statutes (NRS 361:320 cubsection 1 and 2) require that the
N.T.C. shall establish the valuation of such properties that are
of ”interst&te or intercounty in vature together with their
franchises'. WNow, it is reasonable to assume that RCNLD is the
ceiling for the physical propérties but it certainly would not
necessarily include the value of the franchise, if any. If the

capitalized earnings are greater than RCNLD part of this difference
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could well be and probably is the value of the franchise. The
remainder could be due to the difference between the regulatory
commission's and the hypothetical purchaser’'s idea of a proper
rate of return. _

Following this lipve of reasoning the consultant has
come up with & value that is greater than RCNLD for the system

and for the portion of the pipeline properties in Nevada.
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APPRAISAL NO. 6

Western Pacific Railroad System

This appraisal 15 that of the Western Pacific Railroad
that operates in three states, Nevada, California_and Utah. The
appraisals of the N.T.C. and the consultant both are for the en-
tire system, However; there is one minor difference, the
consultant included two small railroads in California, the
Sacramento Northern and the Tidewater Southern in the unit as
these railroads are owned by the Western Pacific and are operated
as part of the Western Pacific system.

Reference to the tabulation for this appraisal will show
that the consultant's value is some 15% greater than that of the
N.T.C. This 1s mainly due to the low capitalized earnings indi-
cator of value used by the N.T.C. A check of the ﬁ.T,C. work
papers shows that the capitalized earnings were not adjusted to
reflect the value of the leased rolling stock. The RCNLD of the
leased rolling stock is some $20,000,000. The remainder of the
difference between the capitalized éarniﬂgs of the N.T.Cn and the
consultant was due to the N.T.C. capitalizing net operating revenue
and the consultant cépitalizing before income tax and depreciation.

it ép@@ays also that the cost indicator of value usged
by the N.T.C. did not include the leased rolling stock. It is
obviocus that the various indicators of value wmust all represent
the same property. 1If npot, the final value determined has little
validity. (See P. 38 WSATA Utility Valuation Report 1971).

The consultant does pot use HCLD as an indicator
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of value because this recorded figure for railroads is the cost
of a property in which there is a great amauﬁt of obsoclescence
and the depreciation practices prescribed for railroads are
such as to make this £igure suspect as a value indicator. Raile
roads have no rate base as competition requires that rail rates
be set in accordance to what the traffic will bear. Ap adequate
return on recorded rallroad investment would probably require
that prevailing freight rates be at least doubled.

it will also be noted that the capitalization fate used
by the comsultant is greater than that used by the N.T.C. With
all other types of companies the consultant has pretty well
agreed with the N.T.C. on capitalization rates and the way in
which they were determipned. With railroads the N.Tsc. and con-
sultant agree on the cost of debt but not on the equity component
of the capitalization rate. The equity component, as has been.
stated, in the band of investment method lies someplace between
the two limits, the return on common equity and the earnings
price ratic of common stock., Most regulated industries ave allowed
and can earn an &d@q@&t% return on invesﬁmemﬁ or cost and the re-
turn on common equity does have some relationship to the amount
that the prop@riy is capable of earning. However, it is meaningless
with an old established railroad. The earnings on imbedded common
equity on the average are far below the earnings price ratio of
the common steck as the worksheets of N.T.C. show. If the
ppospective purchaser, the one that is presumed to establish
market value, took cognizance of this return at all it would only

influence him to give less for the property. But by giving weight



to the return on common equity in the case of railroads the
N.T.C. is saying in effect the less the return on the property
the lower is the capitalization rate and in turn the more valuable
the property is, which is contrary to fact.

By disregarding the return on common equity and using
the earnings price ratio of common stock the N.T.C. would come
up with about 107 for the capitalization rate as does the con-
sultant.

The allocation factor used to arrive at value for
Nevada by the consultant is less than that of the N.T.C. because
mainly the consultant did not include cost of rolling stock in
the cost elemeht of the N.A.T.A. allocation formula. This is
because the cost of rolling stock included in the'éssessee's re~
ported cost by states is an allocation itself. Also, the in-
clusion by the consultant of the two small railroads in California

had a minor effect.
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APPRAISAL NO. 7

Western Air Lines, Inc.

This appraisal is for the Westerm Air Lines, Inc.

There are some minor differences between the HCLD and the stock
and debt indicators of value of the N.T.C. and of the consultant
that are of no particular consequence.

Members of the N.T.C. staff state that airlines are
the only state assessees for which the capitalized earnings are
established by capitalizing net revenue before depreciation and
income taxes. The consultant, of course, is in full agreement
with this procedure. However, the large‘difference between the
capitalized earnings indicators of the N.T.C. and the consultant
is due to the differemce in the composite expectancy of the
assessee's property. The N.T.G. used 10 years. Tﬁe consultant
using the information published in the stockholder's report
(chacked'by consultation with company representative) pertaining
to date of acquisition and expected date of retirement and salvage
value of the £light equipment and cther property, calculated a
composite expectancy of 6 vears to be used in the calculation of
capitalized @arnimgﬁ; The expectancy used is quite critical
when the lives of pr@p&rty‘are comparatively short. The con-
sultant's earning indicator is less than two-thirds of that of
th& HN.T.C.

The system market value calculated by the consultant is
about three-guarters of that determined by the W.T.C. but the
allocated value of the consultant to Nevada is only a little over

one~half of that recommended by the M.T.C. The allocation factor



of the consultant was obviously appreciably less than the N.T.C.'s
The Committee on Allocation of Public Utilities of the

Western States Association of Tax Administrators made quite a
lengthy study of the allocation of airlime property values to
states during the period 1956 to 1960. In their report of 1960,
which was adopted by the association they recommended that & three
factor formula be adopted. These factors were:

1. a quantity of property factor -- equated plane hours

2, an economic factor =-=- ton miles

3. a terminal activity factor -- tons originated and
tons terminated.

The committee (of which the writer was a member) them recommended
that the plane hour factoi be given a weight of 75%, the ecomomic
factor a weight of 20%, and the terminal factor a weight of 5%.

The N,T.C. uses the WSATA formula in all respects except
that akl factors are given an equal weight, that is 33-1/3%.

" The committee's preliminary report (1958) did not in-
ciude a terminal factor though it was diécﬁs&ed but thought to be
not particularly applicable. However, before the final report
was iesued, at the behest of some of‘the state representatives a
terminal factor was included at a minimal weighting of 5%.

The Committee stated in their report, Page 18, "Since
the allocation is for property tax purposes and since the allo~
cation on & quantity basis can be measured, it seems reassonable
to depend primarily onm the quantity factor". However, thev had
pointed out prior to making this statement that comparative in-

tensity of use of a property did enhance its value and consequently
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some factor recognizing this should be used even though ''the
matter of degree seems Impossible to establish through any
analytical or empirical means', They accordingly incorporated
the ton mile factor in the formula and gave it a weighting of
25%, later reduced to 20% when the tons originated--tons termin-
ated factor was introduced and given & weighting of 5%. In the
writer's opinion the_terminal activity factor does not introduce
anything that the other economic factor, ton miles, did not
include.

At any rate, the N.T.C. by giving an equal weight to
all three factors indicates a lack of familiarity with the
prinéiples used in the development of the formula, at the least.
Of coursé, they could be accused of distorting the formula for

their own state's economic advantage.
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APPRATISAL NO, 8

Private Car Line Companies

This valuation is for all of the thirty-two private
car line companies that were assessed In Nevada for the year
1973-74.

The N.T.C. assesses all tank cars for all companies
at $1,500 each, all refrigerator cars at $2,000 each, and all
cars other than refrigerator cars and tank cars at $1,500 each.
The number of cars io assess to each company is determined in
effect by dividing the total annual accumulated mileage of each
company's cars in Nevada by 300 (average daily mileage) and then
by 365 (calendar days in the year) for tank cars, and for re-
frigerator and other cars the annual mileage is divided by 400
instead of 300. The source of these values and daily mileages
seems to be 1ost.in antiquity.

The cars of different assessees vary in size, original
cost, capacity, age, accumulated depreciation, and amount of
obsolescence, and as can readily be understood may vary in value
from a few hundred dollars to as much-as‘twentyufiva or thirty
thousand dollars each or more.

The methods and procedures used by the WN.T.C. capnot
help but lead to the possibility of inequities in assessments
between private car companies themselves but between assessments
of private car companies and those of other state assessees and
locally assessed property. An examination of the tabulation of

the total assessed values based on the consultant's apprzisals
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of private cars and those of the N.T.C. will indicate that the
existence of inequities is more than a possibility, it is a fact.

Private railroad cars are readily purchased, sold, and
leased, Private car companies rate of return is not closely
regulated and they are able to go in and out of business with a
minimum of legal procedﬁre and difficulties. In other words,
they are similar to any other private competitive enterprise.
This leads to the fact that reproduction cost new less depreci-
ation and sales are both good indicators of market value. The
appraiser of this property has both of the indicators of value
readily available for most types of cars.

It would not be feasible to obtain a market value for
each car of fleet but it is feasible to calculate the average
market value of the cars in a fleet, either for the entire fleet
or by classes of cars in the fleet, that is, refrigerator cars,
bunker and wmechanical, tank cars, flat cars, special sérvice
cars, etc.

Fach assessee can be required to furnish annually the
pumber of cars in his fleet by classes, and original cost by
years of purchase. Using this information it is not to laborious
to calculate the RCRLD of the average car of each assessee by
class. If the assessee provides additional information indicating
more than normal obsolescence of his equipment it can be included
in the depreciztion. This indicator of market value can be
checked by amounts charged by manufacturers of simllay new equip-
ment, or sales or leases of second-hand equipment.

An adjoining state makes such determinations of market

4
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value of private cars and in a document that 1s public iInfor-
mation includes for each private car assessee the total number

of cars assessed and the total assessment. Also, the assessment
ratio of 25% used is public information. With this information
the average market value for the cars for each fleet used by.
this state can be calculated. The writer from perscnal knowledge
knows that this market value is determined as outlined above.

The consultant using this document 1/ for the same
assessment year as that indicated for the assessed values of
the N.T.C. in the tabulation for Appraisal No. 8, calcul&ted the
average market values for the cars of each assessee listed in the
tabulation.

Information obtained by the consultant from the rail-
roads having lines in Nevada indicates that the present average
mileage of freight trains in Nevada 1is about 960 miles per day
instead of the 300 and 400 miles per day used by the N.T.C. As
indicated in the assessment tabulation the consultant has used
this 960 miles per day inp his calculation of the equivalent
pumber of cars to be assessed. ,

The consultant feels that the method used in Nevada to
determine the average number of cars habitually in the state, that
iz equivalent number of cars, is.a satisfactory one for a ''bridge"
state such as Wevada except for the fact that the average number
of cars habitually in the state 8o determined does not include

standing cars, that is cars that are not attached to a train.

EI Recommendation for Assessment of Private Cars as of March 1,
1973. (California) State Board of Equalization.
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These cars are cars that are loading or unloading or waiting to
be loaded or unlocaded or are merely stored until needed for
service. The railroads are able to furnish a daily inventory
of these standing cars. By the use of these inventories for
some such staggered period as every 26 days through the year
and averaging them, an acceptable count of standing cars by owner
and type can be determined. (See Report of Committee on
Allocation of Public Utilities, Western States Association of
Tax Administrators,; 1960, page 42). The number of cars so de-
termined should be added to the "running' cwvunt,

The consultant was furnished such an inventory by one
of the major railroads operating in the state for the day April
24, 1974. A tabulation follows which shows what the magnitude
could be for the "“standing" count of cars to be added to the

running count.
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VALUATION OF PRIVATE CAR LINES 1973-74

"Standing Car" Count on S.P. Transp. Co. Lines in Nevada
For Ome Day -~ April 24, 1974

Assessed Value Total _

Company Number of Cars Per Car Assessed Value
Frult Growers

Express 1 4396 4396
General American

Transp. Co, 1 3437 g 3437
North American Car

Corp. 3 4547 13641
Pacific Fraitc :

Express Co. 2 7612 15224
Pullman Transp. |

Leasing Co. 6 5628 33768
Relce Tank Line -
Inc. 6 6055 36330
Shippers Car Line

{ACF Industries) 5. 3527 17635
Traiier Train

Co. 28 . 5285 147980
Union Tank Car - :

Co. 2 3318 6636
Western Fruit o |

Express Co. 2 4654 9308

TOTAL : : ' 288355
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It should be kept in mind that this tabulation of
"'standing” cars is only for one railroad (the Southern Pacific
Transportation Company). Further, it is for one déy only and
could or could not be a falr representation of the daily
average inventory determined on an annual basis. The consultant
feels that it would not be out of line for comparatiﬁe purposes
to add a total of $200,000 in assessed value for standing cars
to the amount he has determined based onm the ''running'' count of
cars, |

An examination of the tabulation of assessed values for
private car lines shown under Appraisal No. 8 shows that on the
basis of the consultant's calculations twelve companies were
over-assessed for the year 1973-74 and twenty-two were under-
assessed. On the basis of the consultant's figures the private
cars &s a whole were under-assessed approximately in the amount
of $660,000 or 37%. 1If a "standing" car count had been avéilable
for the year it would probably have altered these figures to
some extent in that ﬁore companies would have shown to be under-
assessed. 1If the consultant's estimate of $200,000 for the
assessed value of standing cars had been included the private
cars as a whole could havé been under-assessed as much as $860,000

or 48%.
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PART IV

EQUITY BETWEEN ASSESSMENTS OF VARIOUS STATE
ASSESSEES

Are the valuation methods and principles and the interstate

allocation methods used by the N.T.C. such as to provide

equity between the various utilities and railroads

By giving consideration to the preceding sample ap-
praisals and the comparisons between the values and methods of
the N.T.C. and the comsultant it should be possible to come to

some conclusions.

large Electric Systems

For the large electric system sampled (Appraisal No. 1)
the N.T.C. and the consultant's final market values are not too
far apart, about 5%. Based on this sample the possibility for

inequity for large electric properties does not seem too great.

Smaller Electric Companies

For the smaller electric company, with gas and water
properties (Appraisal No. 2) the consultant and the N.T.C. have
about a difference of 14% in value for the Nevada electric
properties, 8% for the gas, and are practically in agreement in
the value for water properties. The difference in the value of
the electric portion does indicate a great possibility of in-
equity in assessments for this type of company. Basically, the
fault lies with the method of valuation, that is a poot selection
of the "unit" to be valued, and then the necessary allocation to

the operating units in Nevada.
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zas Svstems

The sample appraisal (Appraisal No. 3) for a gas com~
pany, with lines spreading over & large geographical area and
of comparatively large value, compared with that of N.T.C. does
not show a great difference in system values, in fact, they are
practically in agreement. The difference in allocated values to
Nevada is somewhat greater due to the use by the N.T.C. of a poor
allocation method. While the difference between the allocated
value is only about 5%, it does indicate the possibility of

inequity.

Telephone Companies

For one of thé iwo telephone companies having'the
greatest amount of pfoperty in the state, the appraisals (Appraisal
No. 4) of the N.T.C. and the consultant show a great difference,
over 20%. .This particular appraisal points ﬁp the inadequacy of
the method of capitalization of earnings used by the N.T.C. that
is the capitalization of net operating income., The N.T.C.
appraisal doees indicate inequity between this company's assessed’

vailue and that of other utilities.

Pipe Lines

I effect, the N.T.C. did not meke an appraisal for the
Calnev Pipe Line Company, the company whose properties were se-
lected for Appraisal No. 4. The consultant did make a system
appraisal and allocated this value to Nevada by use of the WSATA
formula. The N.T.C. used the RCNLD of the properties in Nevada
submitted by the assessee as market value. There was nothing

wrong with this if RCNLD is considered to be the ceiling for
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value. The consultant feels that for this type of company that
RCNLD is probably not the celling and determined his market
value accordingly. The consultant's value is 127 greater than
that of the N.T.C. which is great enough to indicate inequity in

assessment.

Railroads

The appraisal of the N.T.C. for the railroad for which
the consultant made an appraisal (Appraisal No. 6) was not fully
adequate. An appreciable portion of the property to be appraised
was left out of two of the indicators of value used. Further, if
a third indicator of value had not been weighted in - cost less
depreciation - which the consultant considers unacceptable unless
some adjustment is made for obsolescence, the market value found
by the N.T.C. would have been greatly less than it was whiéh was
already 16% less than that of the consultant. This assessment
of the N.T.C. did result in inequity in assessment between

utilities,

The alrline assessment of N.T.C. compared with that
derived from the appraisal and allocation used as a sample by the
consultant indicétes a very serious imequiﬁy in assessment. The
N.T.C. arrived at & system value far too high due to an error in
judgment as to future expected life of the property. Then by use
of what the consultant feels was a discriminatory weighting of
elements In the interstate allocation formuia, far too much value

was allocated to Nevada. The assessment of the N.T.C. appreached
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being almost twice that of the consultant.

Private Car Lines

The method of valuation of private car lines by the
N.T.C. results in inequity in assessments between car lines and
other utilities. Even though, obviously, the cars of various
companies may and do vary widely in value, the N.T.C. valued
them all the same by class., The values of the cars were very
low but the average daily mileage used by the N.T.C. in the de=-
termination of the equivalent number of cars to be assessed was
not realistic and resulted in a far too great a number of cars.
However, the over-count of the cars did mot outweigh the low
average assessed value of the cars and the N.T.C. total assessed
vaiue for private cars was less than three~quarters of what the
assessment would have been had the assessment been based on

the consultant's appraisal (Appraisal No. 8).

Summary of Conclusions

Ie summary, the samplivg of the consultant indicates
that for electric an& gas companies the principles and methods
of valuation used by the N.T.C. do not result in too much inequity
in assessments between utilities. However, the interstate allo-
cation methods tend to result in some inequity. On the other
hand, the sampling does indicate for telephone, pipeline, rail-
roads and private car companiés that either or both the methods
and priociples of valuation and the interstate allocétiens of
property used by the N,.T.C. have resulted in inequity in assess-

wents Lo a4 greater or less degree.
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PART V

EQUITY BETWEEN ASSESSMENTS OF STATE AND LOCALLY ASSESSED PROPERTY

1f it could be established that the N.T.C. was de-
termiﬁing utility assessments based on acceptable market va lues
and the local assessors were basing their assessments on current
market value of common properties, and both state and local
agencies were using a common assessment ratio, there would be
no doubt that as far as assessments were concerned, equity existed
between all properties subject to ad valorem assessment in ﬁévada.

As far as state assessed property ls concerned the
question as to whether or not the N.T.C. is basing assessments
on acceptable market values has been discussed im Part IV. It
is not within the scope of this report to investigate local as-
sessment practices but fragmentary information gathered by the
consultant raises doubt if locally assessed property assessments
are based on fully current market values, particularly in the
outlying counties. The reason seems not to be so much & lack
of will to keep appraisals current but a shortage of cowpetent
staff and inadequate budgetary provisions to do the job.

Further, equity is not possible if agricultural lands
are to have their assessed value established on some base other
rhan market value. 1t appears to the consultant that while the
intent of the Nevada statutes; NRS 361.325 subsection 26, is

commendable, the law could be unconstitutibnal.
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There are grave doubts in the consultant's mind that
equity exists between the assessments of common property and
state-assessed property. This condition is certainly not
primarily the fault of the N.T.C. and the County Assessors but

results from statutory law and inadequate budgets,
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PART Vi

EQUITY IN TAXATION OF STATE ASSESSED AND LOCALLY ASSESSED PROPERTY

The second requirement for complete equity in assess-
ment and taxation is that property, state assessed or locally
assessed, having the same situs should be subject to taxation
to the same extent and the same manner.

This means that the assessed vglue of public utilities
and railroads must be allocated to situs in a reasonable propor-
tion to the value of the property-~that is im reasonable propor-
tion to the amount that any sitused property contributes the
value of the whole~--the unitary value. If the allocation of
assessment of state assessed property is unduly low or nogo-
existent the other property having the same situs must take on
the tax burden of the (in effect) underassessed property.

Studies made by the consultant indicate that the as~-
sessments of utilities and railroads are not generally allocated
to situs in a reasomable proportion to their value. The reason
that this 1s so is bécause the laws of Nevada (NRS 361.320
subsection 2) require that utility and railroad unit assessments
be allocated to situs on & mileage basis.

The consultant made a study of the allocations of the
unitary assessed value for the year 1973-74 of the properties
of the Western Union Telegraph Company. A tabulation follows
which Shows the allocation made in accordance with the mileage

direction of the law as interpreted by the N.T.C. to counties
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and cities and by the assessee (at the request of the consultant)
on the basis of actual situs of the property and cost. This
tabulation shows that Clark County has no assessment at all
allocated to it by the N.T.C. but actually is the situs of
property with an original cost of $817,438 and a calculated
allocation of assessed value in proportion to cost of $152,213,
On the other hand, Fureka County has an allocated assessment
made by the N.T.C. of $57,240 and is the situs of no property
owned by the Western Union.

The basis of the allocation made the N.T.C. is micro-
wave mileage and is based on the assumption that while there are
no wires the microwaves transmitting intelligence must go in a
straightlline between two microwave station's antennas. The
N.T.C. felt that the allocation had to be based on this concept
after the Western Union removed the last of their poles and wire
in the state, that is, the last of the tangibie property upon
which allocations were made. This has resulted in a rather
ridiculous situation, an ad valerem taxlbeing levied on tangible
property in a taxing jurisdiction where no tangible property

exists.
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RE-ALLOCATION OF 1973-74 ASSESSMENT OF WESTERN UNION TELEGRAPH CO. ON
SITUS BASIS COMPARED WITH ALLOCATION ON MILEAGE OF MICRO-WAVE LINE

USED BY NEVADA TAX COMMISSION

1

2

Assessment Situs

wave Line
Mileage

Churchhill County
City of Fallon
Outside
Total

Clark County
City of Boulder City
* * Henderson
w * 1las Vegas
" ®* No. Los Vegas

Cutside
Total

Douglas County
Qutside -
Total

£lko County
City of Elko
" ®  Wells
Outside
Total

Esmeralda County
Outside
Total

Eureka County
Qutside
Total

Humboeldt County
City of Winnemucca
Qutside
Total -

Lander C@unty'
Outside
Total

Lyon County
City of Pernly
Cutside
Total

0

116611
116611
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Allocated Investment
On Micro-

16807

Fro%0

1500
28889
78426k
2773
817438

282609
282609

9248

1430

1112%#2
1130420

&

Asgessment Difference
Allocated in in

Proportion Asmsessment

to {col.3=colel)
Investment _

3130 3130

130826 14245

1339 17375

279 279

5381 - 5381

146036 146036

517 517

0 0

152213 1522173

2624 41856

%ﬁ%aﬂ ET@%@

1722 1722

266 . 266

111&2 1

- 20850 ({ 11}
5?52@% (112723)




1 2 3 4
Mineral County
Outside 0 12052 22k 2244
Total 4] 12052 220 ' 220%
Rye County

Outside 0 26799 4991 49061
Total 0 26799 991 G961

Carson City (Ormsby Co.)

Total 437k 19753 3645 (40129)
Pershing County

City of Lovelock hg 6 3724 622 ( 599)
Outside 1731 18241 152 20784
Total 1731 321195 : 153063 (20085)
Washoe County : ' .

City of Reno 2494 738332 137483 134989

* % gSparks 5 0 9%216 181139 (22%32)

Outside % 311 18821 . 3505 0
Total 0805 854560 159127 118322
White Pine County

City of Ely g 1466 278 273
Outside 3] 3922 73 0
Total - 4] 53 1003 1%%3

[

State total 1119000 5009302 1115000
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The consultant made another study in which the allo-
cated assessments of the electric properties of the Sierra
Pacific Power Company in Washoe and Lyon Counties were calculated
on a mileage basis and then compared with the allocation made on.
the basis of the actual situs of the property and its cost. A
tabulation follows which shows this comparison by counties and
within the counties by cities and ocutside. The costs and situs
information was furnished by the assessee.

In this case Lyon County is the site of the 1&rée Fort
Churchill electric generating plant which is one of the main
sources of electric power for the Sierra Pacific system. Refer-
ence to the tabulation shows that Lyon County on the basis of
the actual allocated assessment of the Sierra Pacific is omly
receiving about one-half the assessment base it would if the
allocation was done on a cost basis. In other words, Lyon County
taxpayers are subsidizing the taxpayers on the rest of the Sierra
Pacific system to the amount of about $335,000 assuming a $5.00
tax rate. In as much as Lyon and Washoe counties between them
account for just & little less than onme-half of the total 1973-74
assessment of the Sierra Pacific electric system, Lyon County
probably makes up most of that difference shown in Washoe County
between the present total assessment and the lesser amownt it
would be under a situs cost basis of allocation.

Wbile it would be quite laboricus and time consuming
to make complete studies of the allocation of assessments for
all state-assessed utilities and railroads, the comparisons made

for the two companies show that the tax load of common taxpayers
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RE~-ALLOCATICN OF PORTION OF 1973-74 ASSESSMENT OF THE SIERRA FACIFIC
POWER CO. ELECTRICAL PROPERTIES ON SITUS BASIS COMFARED WITH
ALLOCATION ON WIRE-MILE BASIS USED BY NEVADA TAX COMMISSION

i
Asessment
Allocated

on
Wire-miles

Washoe County
City of Renc 2257118
® " Sparks 761284

OQutside 10126573

Total 13144975
Lyon County _ _

City of Yerington 145784

OQutside 6610673
Total 756457

2
Situs
Investment

9111995
1485456
21410060

32007511

543383
4657762
7121010

Assessment
Allocated in
Proportion
to
Investment

2608761
L25284

6122682
916373

155570

13835166
1349073

4
Difference
in
Assessment
(col.3=-c0l.l)

351643
(336000)

5223688#;
3981241

9786

6724493
734279

RE-ALLOCATION TO LYCN COUNTY EXCLUSIVE OF FT. CHURCHILL ELECTRIC
_ GENERATING PLANT PROPERTY

Lyon County
City of Yerington 145784

Outside 6610673
Total 750457

4338
? 3382
9

%Egozk

155570
3748406
- 390397

9786
286226
%2@52581%
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is being shifted from one jurisdiction to another and one county
to another because of the mileage method of allocation of state-
assessed property. Only complete studies would show accurately
the amount and location of the shift. Considering the character-
istics of utility properties the actual effect of the mileage al-
location of utilicy values is to shift the assessed values to the
rural areas from the suburban and urban areas. While the Eureka
County example is an extreme it is more characteristic than the
shift in assesswent that seems to be indicated from rural Lyon
County to Washoe County. 1t is interesting to note what the re-
sults of the calculation of re-allocation of assessments would
have been for Lyon County if the Ft. Churchilllelectric generating
properties had been constructed in some location outside of the
County. By again referring to the tabulation it is seen that in
this event the allocation on a situs-cost basis would have been
only somewhat more than oné«héif of.that on & wire mileage basgis.
At least from the information shown it is evident that
the homeowners and other property owners im Lyon County and Las
Vegas are helping to pay for the streets, sewers, police, fire
protection, etc., in Eureka and the rural areas of Washoe County.
| In conclusion, as long as utility and rallroad assess-
ments are allocated exclusively on a mileage basis there will be
inequities in taxation between common taxpayers, between common
taxpayers and state-assessed taxpayers, and between state-assessed
taxpayers themselves, all depending upon the location of their

property.
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PART VIIL
CONCLUSIONS AND RECOMMENDATIONS OF THE CONSULTANT

It is the conclusion of the consultant that

First, there is inequity to a greater or lesser degree

between the assessments of utilities and rail-

roads made by the Nevada Tax Commission.

Second, there is inequity in taxation between state-
assessed taxpayers and owners of common property,
and concomitant inequity in taxation between
owners of common property.

and Third, there is inequity between the assessments of

state-assessed property and locally assessed

property.

1. It is recommended that the N.T.C. in making their assess-

ments adhere more closely to generally accepted valuation

procedures and principles.

A review of the reasons for the consultant's belief
that inequities exist between assessments of state assessees in
PART IV, will show that the N.T.C. by more closely adhering to
accepted valuation procedures and principles as outlined in PART
1T and in the WSATA Utility Valuation Report 1971, could erase
most of the inequities in the‘valuationrof the various utilities

and railroads as noted in the first conclusion of the conmsultant.
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2. 1t is recommended that the allocations of assessments of

utitities and rajiroads to Tocal taxing jurisdictions be

changed from a wmileage basis to a situs cost basis.

The inequities in taxation noted in the second con-
clusion is due to the statutory requirement that utility and
railroad assessments be allocated on & mileage basis. The re-
sults of this requirement are discussed in PART VI. The con-
sultant recommends that N.R.S. 361.320 subsections 2, 3, and 4
be repealed and a new statute enacted requiring utility and.raii—
road assessments be allocated to situs in a reasonable proportion
to the amount that the sitused property gontributes to the unitary

value of the property.

3. It is recommended that remedial action be taken to alleviate

the adverse effects of the shifting of the tax base caused

by implemehtation of Recommendation No. 2,

As mentioned in PART VI allocating the assessment of
utilities and railroads to situs on a predbminant]y cost basis
would probably remove some of the tax base to urban areas fraom
rural areas further reducing the quite meager tax base of many of
the rural counties. The consultant suggests that the county
governmental functions of such counties be combined with other
counties until a sufficient tax base is obtained to take care of
governmental functions that are primarily related to property,
such as drainage districts, étreet and road méintenance, lighting,

policing, fire protection, etc.
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Nevada has an excellent system for financing school
costs. It is a combination of support by the state deneral fund,
local 1¢ school support sales tax, and local ad valorem taxation.
The manner in which the amount of state support is determined
would tend to cushion the adverse effects of the shifting of the
tax base. However, the remaining portion of the school support
furnished by ad valorem taxation could still be adversely
effected to a greater or less extent.

The consultant suggests that consideration be given to
the imposition of a state-wide ad valorem tax rate to al}l
property, locally and state assessed, to provide all of some
part of the support presently provided by Tocal ad valorem
taxation. The proceeds could be collected by the counties and
turned oVer to the state for disbursement by the Department of
Education in somewhat the same manner as they do present support,
that is basica??y in relation to student population. In this
way all property would be taxed to the same extent and in the
same manner. Taxation for school purposes.wouid be equitablie and
the distribution of the ad valorenm tax base per student would
tend to be equalized.

The use of a state-wide tax rate wouid make it possible
to distribute to all school districts a portion of the proceeds
of taxation bf targe isolated industrial installations such as
electric power generating facilities at Hoover Dam and Fort
Churchill and possible future-uti11ty and non-utility industrial

installations. (see Appendix No. 2, pg. 79)
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The consultant is well aware that the implementation
of this suggestion would not be simple and that a thorough and
complete study should be made to determine the overall tax yield,
the effect on JTocal tax rates when the state-wide school rate is
included in the five dollar rate limitation, and if there is

sufficient dislocation in the tax base to justify the change.

4. 1t is recommended that certain methods of assessment of agri-

cultural properties be changed and a more active appraisal

program for locally assessed property be initiated to re-

lieve the inequity between assessments of state-assessed

property and locally assessed property.

The inequity in assessments between state-assessed and
common property, as discussed in PART V, is due in part to the
statute (N.R.S. 361.325 subsection 26) that requires agricultural
property to be assessed on an income basis rather than on a market
vatue bésis. In the opinion of the consultant this statute could
be unconstitutional and should be repealed. Another means should
be found to give relief to the agriculturist or rancher from taxes
that are too high to be paid out of the return of the economic
activity that he has chosen to or by.ci%cumstance_has been

required to devote his property.
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The lack of use of current market values by the local as-
sess0r also contributes to the inequity existing between assess-
ment of state-assessed and common property. As the consultant
has noted before that this is not really included in the scope
of his report, he will again venture to give his opinion. The
county assessing officers should be provided sufficient funds
to support a staff of competent appraisers to maintain assess-
ments based on reasonably current market values., The consultant,
after reviewing the "Local Gevernment Red Book' issued by the
N.T.C. is quite aware that some counties do not have a sufficient
tax base to support an adequate appraisal staff. As has been
mentioned above, the answer may be to combine the county govern-
mental functions of several counties until the tax base is

sufficient.

5. It is recommended that the activities of the Utility

Section of the N.T.C. be extended to make possible the

implementation of Recommendations Nos. 1 and 2.

The consultant has advocated tﬁe capitalization of
income before depreciation and taxes which in turn calls for
studies to determipe the composite akpectancy of the properties
of all assessees. This requires that reproduction cost new less
depreciation studies be made either by short-cut wmethods or more
detailed studies by accounts. If these studies are used for allo-
cation of assessment purposes-(see below), in addition individual
determinations of RCNLD must be made for sitused property.

In the situs allocation studles made for this survey

original cost was used. Its use made possible a reasonable
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quantitative comparison between situs and mileage allocation of
value, However, it has been stated that allocation should be

made to situs in a manner that reasonably reflected the amount

the sitused property contributed to the unitary value. There are
costs other than original cost that might better fulfill this
requirement. Some people feel that historical cost less depreci-
ation would be a more adequate base for allocation as it is at
least related to rate base, The writer considers that repro-
duction cost new less depreciation provides the best basis as it
places all property on a common cost level and it, therefore,
measures better the relative quantity of property and hence its
relative contribution to unitary value. The deduction of depreci-
ation of course takes into account the relative future time the
property has to contribute .to the value,.that is it makes possible
to take into account the present worth of the future returns. One
mile of 6" gas main, all other things being equal, contributes_
just as much to the unitary value as another mile of 6" gas main
1f both are required to carry the same amount of gas in a given
period. However, if the first section was built when pipe cost
$10 per ft. laid and the second section was built when pipe cost
$15 per £fr. laid, on an historical basis the allocated value of
the first section would be only two-thirds as much as the second
section {(except for adjustments. for different amounts of depreci-
ation). On a reconstruction cost new basis the allocated assess~
ment would be somewhere near the same for both sections, (again,
except for adjustments for depreciation) which would be more

equitable as they obviously are contributing somewhere near the
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same amount to the unitary value,
| In allocations of assessments, original cost of land
does not adequately represent the relative importance of land,
as land generally appreciates in value as time goes on rather
than depreciates in value as other property. 1f allocation of
assessments are to be made on an RCNLD basis, there is only one
way to find the RCNLD of land which is, of course, market value,
and that is to make a field appraisal. Even if HCLD was used
as an allocation base some adjustment related to market value
would have to bé made as it must be taken into account that land
generally appreclates and that therefor depreciation is negétive.
Also, annual determinations of the RCN and RCNLD of
private car fleets should be made to determine equitable assess~
ments of this type of property. The "standing car” inventories
should be méintained and current average speed of freight trains
on the various railroads of the state should be checked from time

to time.

6. 1t is recommended that the staff of the Utilities Section

of the N.T.C. be augmented tc handle the increased work-

load detailed under Recommendation No. 5.

1f the N.T.C. is to improve its assessment procedures
by more closely following accepted assessment methods and princi-
ples, the Utilities Section must have the guidance and supervision
of a valuation engineer or appraiser that has had adequate ex-
perience and qualifying education im the vaiuation of public
utility and railroad properties.

The staff should consist of three utility valuation
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analysts, with primarily auditing experience to process the
assessees’ property statements, determine capitalization rates,
prepére and process information for the determination of the
indicators of unitary value, make reconstruction cost new and
depreciation studies, calculate private car assessments, prepare
informatidﬁ for presentation to the tax commission for value
determinations, and prepare statements for each county showing
utility and raiircad assessments allocated to situs within the'
county |

Mr. Keith Tierney, a graduate student in the Bépartment
of Economics at the University of Nevada, has adapted an
allocation system used by some other states for use in Névadas
This system is based upon a map for each county upon which have
been delineated all of thé boundaries of the variocus taxiﬂg
jurisdictions.. This resu1tslin showing upon the map geographical
areas in which a common combination of tax rates applies te
p}operty within the area. These areas are givén meaningful
numbers, Property reported by assessees to situs by use of these
maps and numbers would be p%oper}y segregated for taxation |
puUrposes. | | |

If the state assessees were to follow this procedure, it
would very much simpiify the work of the N.T.C. required to
transmit allocated assessments of state assessed property tec the
county officials for use in taxation. 3Sketches of a sample
county map showing the numbering system with an explanation of

the allocation procedure is shown in the appendix.
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In addition to tﬁa super&ising valuation engineer or
appraiser there shou!d.be at least one and preferably two field
property appraisers to appraise all utility land and make all
other necessary field inspection of utility property;

~The above Tisted positions would require necessary
stenographic and clerical support. |

Thé present staff of the Utility Section (consisting of
éniy two people) would make a very good base on which to build the
augmented staff with its more extensive functions and activities.

Presently, the total assessed value of state-assessed
utilities and railroads is approaching $400,000,000. Assuming é
35% assessment ratio this means the market value of tﬁe assessed
pboperties is around $1,150,000,000. The total ad valorem taxes
collected on these properties is nearly $20,000,000.  The staffing
recommended by the consultant would require a annual budget of
approximately $150,000ﬁ This would be about eight»tenths of one
per cent of the tax yield which would certainly not be out of
1iné if it would result in equitable assessments and taxation of

state-assessed property.
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APPENDIX No. 1

GLOSSARY

Allocated Assessed Value -« an arbitrary allocation of a portion
of the assessed value of a unitary property to an indie
vidual item that is a part of the property.

Assessment Ratlo = the ratioc of assgessed value to market value
or full value.

Book Cost = usually original cost less depreciation.

Central Assessing Agency - a state agency that assess property
required by statute to be sssessed by the state, for
example the Nevada Tax Commission.

Common Property =« property assessed locally, that is by the
county assessor.

Continuous Structure - such property as railroad track, gas
maing, electric conductors, telephone wire, ete., that
is generally reported by situs for assessment purposes
by mileage.

Cost Factor - a factor by which the original cost of a property
can be multiplied to arrive at an estimate of the cost
to reproduce the property at current price levels.

Fair Return - an amount that the regulatory agency considers
sufficient to provide adequate service to the consumer
and to attract necessary additional capital.investment.

Fixed Property « property other than continuous structure.
Full Value = market value.
HCLD - historical cost less depreciation

Historical Cost - the actual cost to the person that first devoted
the property to public service.

Leased Properiy = preperty leased to a state assessee and usually
uged in the prlmary business of the assessee, but not
included in the unitary value unless adequate adjust-
ments are made to the indicators of value,

Locally Assessed Property »'property assgessed by the county
BE58essor,

Non-operative Property - property owned by a state assessee that
is not used in the primary business of the assessee,
and in Nevada is usually locally azssessed.
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NeToC. = MNevada Tax Commission

N.T.C, Annual Report « a sworn statement filed annually with the
Nevada Tax Commission by each person owning, claiming,
possessing, using, controlling, or managing any state
asgesged vroperty,

Froperty Statement - same as N.T.C. annual repori.
Original Cogt = in this report a synonym of historical cost.

Rate Base = the amount upon which the owners of the property
subject to governmental regulation are allowed to earn
a fair return.

RCNLD « reproduction cost new less depreclation

Regulatory Agencies = guch public agencieg as the Nevada Public
Service Commission, the Federal Power Commission, the
Fedetal Communications Commission, and the Interstate
{ommerce Commission,

Reproduction Cost - estimated cost to reproduce existing properties
at current price levels.

State Assessed Property - property that is assessed by the Nevada
Tax Commissiorn under the provisions of the Revenue and
Taxation Code, Chapter 361 Zection 320,

Taxing Jurisdiction = (as used in this report) includes every city
and district for which the county officials include
asgessments in the asgsessment rolls and levy taxes thereon,

Uniform System of Accounts -~ system of accounts prescibed by a
regulatory agency. The use of the system of accounts is
mandatory for public utilities and railroads.

Unitary Property = a property valued on & unit basis.

Unit = an integrated property that iz operated as & whole.

Unit Value - value determined on the bagis of an appraisal of an
integrated property as a whole with out any reference
to the value 0f the componet parts,

Unitary Value - unit value, generally used to denote exclusion
of non-operstive properties.

Utility Section - the section of the N.T.C. that performs all the
technical functions concerned with the valuation and
assegsments of state assessed property.



Appendix No. 2

Calculations Showing Effects of a Large Utility Installation

on School District Financing

It appears that several power companies are considering
the conétruction of a large electric generating plant in
Humboldt County. It is the consultant's understanding that
there is concern about the fact that only one school district
would be able to benefit from the tax base created instead of
all school districts in the state. For informational purposes
the following shows the effects that the additional tax base
would have on the state support and ad valorem tax rates for
Humboldt School District alone and an estimate of the amount
of tax yield that would be available at.ceiiing rates for
state-wide school support if a state-wide school tax rated was

used.



“Calculations Based on

1972-73 Humboldt County School District Fipancing

Total County (School district) Assessed Value 34,626,601,

Net Annual Basic Support determined by 1
Department of Education 1,213,664,

Less local funds available
Total A.V. Tax 34,626,601. @ 70¢/%$100 242,386,
1¢ School Support Tax 206,832.1
Total State Apportionment 764 ,446.

Total School Expenditures

A.V. Tax @ 70¢/%$100 242,386.
1¢ School Support Tax 206,832.
Zoptional A.V. Tax @ 80¢/$100 277,013,
2Bond interest and redemp. @ 67.85¢/3100 234,941,
State Apportionment 764,446,
' 1,725,618,

Now, assume that an electric generating plant with a market value
of $150,000,000 has been constructed in the county, then

Total County (School district) Assessed Value is
34,626,601, + 150,000,000. X 35% or 52,500,000,

= 87,126,601,
Then the recalculation of thé Total State Apportionment is as
follows:
Net Annual Basic Support {Unchanged) 1,213,664,
less Local funds available
A.Y. Tax @ 70¢/$100, 87,126,601. X ,007 609,886.
1¢ School Support Tax {unchanged) 206,832.

Total State Apportionment 396,946.
Assuming that total expend{tures are unchanged |

Recap. of Total School Expenditures on new basis:

ALV, Tax @ 70¢/%100 £609,886.
1¢ School Support Tax 206,832,

Optional A.V. Tax (rate = 277,013.7 87,126,601,
or 31.79¢/%$100 . 277,013,

Bond Interest and Redemp.(rate = 234,941.

87,126,601, or 26.96¢/%$100) 234,941,
State Apportionment 396,946,
Total 1,725,618,

$ee copy of Department of Educat1on apportionment sheet following.
2See Local Government Red Book 1972-73 pg. 8. MWith minor
exception all counties use full 80¢ optional rate.



Now, note that:

1) the tax proceeds at the 70¢ rate have increased by
609,886.-242,386. or $367.500

2) the State Apportionment has been reduced by
764,446.-396,946. or $367,500

3) the optional A.V. rate has been reduced from 80¢ to
31.79¢

4) the Bond interest and redemption rate has been reduced
from 67.85¢ to 29,96¢

Total Estimated Tax Obligation of Electric Generating Plant if
Taxed by Humboldt County Only.
A.V. Tax $52,500,000. @ 70¢/%100 367,500,
Optional A.V. Tax $52,500,000. @ 31.79¢/$100 166,897,
Bond Interest and redempt. $52,500,000. @ ,
26.96¢/3100 141,540.
Total 675,937.

Of the total of $675,937. that would be paid in taxes,

$367,500. would be in relief of the State general fund obligation
and the remainder of $308,437. would be in relief of the local
taxpayers obligations.

Total Estimated Tax Obligation of Electric Generating Plant if
taxed using a state-wide rate for support of all school district
financing.

Estimated state-wide rate, using Humboldt County as an
example, that would be possible under the $5:00
tax limitation

70¢ + 80¢ + 67.85¢ = $2.1785

Total tax obligation is $52,500,000.%X .021785 or $1,143,712.
On the basis of using a state-wide tax rate the total tax yield

for school financing would be greater by
$1,143,712.-675,937. or $467,775.
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