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universally estimated by lrcndir.g Original Cost ac-
cording to a construction cost index (dc've'loped for
facilities that n ere no longer being constructed)."'
Even in New York state, however, the ultimate
"answers" approximated Net Book Value.

Moreover, prior to the onset of deregulation,
the real property of lOUs was most often valued for
propertv tax purposes on a statelvide basis (usuallv
by a designated state agencv). This is termed the
Unitary Method of valuation. Since all of the oper-
atingassetsof an IOU withina statewere integrate'd
under a single on'nership, the combined total value.
of those assets was estimated. The values of proper-
ties within individual taxing jurisdictions were then
alkrcated bv the designated state agencv in ac-
cordance with state legislation and/or re'gulations.

In New England, the Middle Atlantic states and
some Mid-Western states, hou,ever, "situs valua-
tion" was applied. In that system, all of the assets of
an IOU within a particular taxing jurisdiction (the
torvn in Nert England, or the county elsewhere) are
assessed and taxed by that local jurisdiction. This
mcant that towns or counties that were host com-
munities for electric po\^'er stations (especiatly NPS)
rcaped the fiscal benefits of having a large, high-
cost taxpaying facility within their boundaries.

Impact of Deregulation
With deregulation, and more particularly fol-

krwing divestiture of generating facilities by IOUs,
each power station, 1r'hether nuclear or ncln-nuclear,
is effectivc,lv a stand-alone asset. The transmission
lines and distribution lines over which the electric-
ity flows continue to be owned and operated by
n,hatever IOU or other entity has the local franchise
for transmission and distribution. As noted earlier,
the transmission and distribution functions within
the electric power industrv n,ill continue to be
closely regulated by both Federal (FERC) and State
(e.9., PUC) agencies. In some states or groups of
states, an Independent Service Organization (cre-

ated under the 1992 Federal legislation) will act as

traffic flow manaSer for transmission lines within
that state or region.

For property valuation purposes, however, the
notion of unitary valuation is being replaced gradu-
ally because of the increasing necessity to value
c'ach generating plant (NPS or non-nuclear) as a

separate, free-standing asset.

METHODS OF VALUATION UNDER
DERECULATION

With the emergence of a market for generating
plants, as summarized in Tabft'1, the opportunitv to
utilize variants of the standard Three Approaches
to property valuation has emerged. Publicly re-
ported sales of individual N15 (or groups) provide
a basis for Comparative Sales Analysis. There is an
active construction market for new generating ca-
pacity, virtually all of which consists of gas-fired
turbines. These nerv facilities provide a basis for
estimating Replacement Cost Ne\1,, at least as far as

nuclear generating capacity is concerned.

Finally, industry deregulation has led to competi-
tive markets for wholesale electricity at the generat-
ing plant "gate." This can provide the basis for a

version of the Income Capitalization Approach,
even though generating plants (especially NPS) are
typically not leased, nor is there market evidence
that any speculative construction proiects (non-
nuclear) have been undertaken. (The reported sale
of Duke Energv North America's 78.5 percent share
in the non-nuclear Hidalgo Energyprojcct to Calpine
Corporation might be classified as such.)

The market information available to be applied in
valuations using the Comparative Sales Approach,
Replacement Cost Approach or Income Capitaliza-
tion Approach is less than ideal. Therefore, only
reasonably approximate figures can be produced.
Nevertheless, certain market tendencies have
c'merged, as Tabk 1 indicates.

7. Cttrnltarotit e Sak's Appronch
Ta&L'7 does indicate that substantial market

activity in sales of NPS has been reported through
auctions and negotiated sales since mid-1998. The
10 transactions covered by Tnblc 1 include 16 units
in l3 NPS. A combined total capacity of nearly 9,500
MW has been transferred. While this is only a small
percentage of the total NPS generating capacity in
the U.S., it is reasonably representative of the mar-
ketareas in which divestiture has been mandated or
"encouraged."

Most of the activity in sales transfers (and clos-
ings) of NPS has been concentrated in the North-
eastern U.S. The region is characterized by high-
priced electricity, [arge concentrations of electricity
users within relatively short distances from gener-
ating plants, and a number of older NPS in single-
plant operations.

It has already been noted that, generally spc'ak-
ing, non - u u ckar gene.rating plants have sold at nomi-
nal prices in excess of their book values. For those

I ccording to Smith Tr.]vel Research (STR), U.S. lodging industry Revl'AR (revenue

-f1per available room) grew between 4 and 6 percent for 2000. PricewaterhouseCoo-
pers' (PwC) forecast was 5.5 percent. This strong Browth in RevPAR, the highest since
1996, is supported by a healthy room demand growth of 3.7 percent. With increasing
occupancies, the average daily rate is expected to finish 2000 at 4.9 percent, the fastest
since 1997.

The verv strong performance of the U.S. lodging industry is primarily the result of
the strength in the overall U.S. economy over the first half of 2000. Quarter-over-quarter
annualized U.S. real CDP growth averaged 5.2 percent in this period.

U.S. real CDP growth for 2000 is expectcd to be 5.0 percent according to theJanuary
2001 Macroeconomic Advisers' forecast, the highest since '1994.'The year 2000 is
expected to end with inflation of 3.4 percent, the highest since '1991.

Economic growth already started to slow in the third quarter of 2000 with real GDP
growth of only 2.2 percent. The contribution to growth from fixed investment fell to 0.6
from 1.9 in the second quarter and 2-7 percent in the first quarter. Government
consumption in the third quarter reduced real GDP by 0.2 percentage points, while it
had added 0.9 percentage points in the previous quarter. The ratio of real inventories to
real sales increased in the past two quarters. This implies that inventories have
accumulated and production will have to skrw, placing downward pressure on GDP
growth.

However, there are emerging signs that the U.S. economv u'ill recover beginning in
the third quarter of 2001. Capital expenditures are expected to recover as firms
internalize the interest rate cuts and as excess inventories are depleted. Benign inflation-
ary pressures, excluding energy, will leave room for further Fed rate cuts if necessary
to boost aggregate demand. Moreover, energy prices are expected to decline in the
spring of 2001. Also, the continuing downtrend in the conventional mortgage rate will
help bolster private fixed investment.

Given these, Macroeconomic Advisers forecast CDP grovvth of 2.4 percent in 2001

and 3.7 percent in 2002. Inflation is forecast to remain relatively tame over the next two
years;2.7 percent and 2.3 percent in 2001 and 2002, respectively.

U.S. LODGING INDUSTRY FORECAST
The performance of the U.S. lodging industry for the year 2000 reflected the

remarkable pace of the U.S. economy. As of January 200.1, PwC forecasts room demand
grolvth for 2000 to be 3.7 percent, the highest since 1989. At the same time room supply
growth has declined as construction activity has slowed. I'wC forecasts RevPAR
growth of 5.5 percent for 2000, the strongest since 1996. (Sec Table 1.) Occupancy is
expected to rise in 2000 to 63.5 percent, marking the first gain since 1995.

For the year 2001, PwC forecasts room demand to grow by 2..1 percent. However,
room supply growth is also expected to ease to 2.6 percent. PwC forecasts the avt'rage
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6. lttcraasirrg Cosl of Natural Grc Plants anLl Fuel
In the past few,years, there hasbeen almost total

reliance in the U.S. on gas-fired combined-cycle
turbines for new generating capacity." This has had
two foreseeable (and foreseen) results: the price of
natural gas has increascd (and is not expected to
decline over the long run), and the cost of gas-fired
generating plant construction has increased. While
the average cost per kW ofcapacity over the.l998-99
period was $457,"' the mostrecently reported projects
have had much higher average costs. Despiteecono-
mies of scale for larger plants, Duke Energy North
Amt'rica announct'd the sale of its md joritv interitst
in a nearly-completed 500 MW plant to Calpine
Corpcrration on March 7, 2000, for $599 per kW.
Only tu,o vears previouslv, the "going" construc-
tion cost was widely acknowledged to be $400 per
kw.ll

Since a major competitive advantage of gas-
fired generation has been its relatively Iow capital
cost (as compared to not only nuclear, but also coal,
oil, and hydro), the trend of rising cost per kW of
gas-fired capacity also enhances the relative com-
petitiveness of nuclear power. This is especially the
case when existing NPS can be acquired for mark-
edly less than M00 per kW, and have lower fuel
costs.rl

7. Entt'rgittg Ecorrtnnies of Scale fttr Nrclear Ot'ttership
It is widely acknowledged in the power indus-

try that a critical mass of nuclear-fueled capacity is
necessary in order to achieve sustained operating
profitability over the next l5-20 vears.rr lndecd,
Keut€.r notes that, "According to some analysts on
Wall Street, companies must be willing to own a

portfolio of 15,000 megawatts of nuclear generation
to get the full benefits of being a lar6;e operator."ra
Such companies must therefore be' well-funded
and capable of operating a NPS "fleet" compc-
tently. Keuter notes further that, "The one common
thread that runs through all high-performing plants
is good employees."ri

As a result, consolidation of ownership is evi-
dent, and is expected to continue, in the nuclear
power industry. TaDle 1 indicates that this is hap-
pening already. PECO is a major partner in
Amercen Energy, and has also announced plans
to merge !r,ith Commonwealth Edison (the Iargest
IOU owner-operator of NPS, with six active plants).
Entergv Nuclear will operate' Nine Mile Point I
and 2, for Rochester Gas & Electric, in New York
state, and has purchased the two New York Pon'er
Authority plants (and Vermont Yankee as well).

Historically, the ztaluation of NPS

under the rcgulatory regiffie has beefl

bnseil on o gifial cost less depreciation,

as ,nandated by the Feileral Energy

Re gul at o ry Co mnissi otr (F ERC).

Tlrc result has refle cted Net Book

Value, zohich is an accoutting coficept,

This procedure has also establislred the

Rate Base of each IOU. The result
has been that a hypothetical infonned

purchasel-ifloestor would parl no ,flore

for a property than the present uorth of
the net income that could bc eamed from

operatirrg a NPS. In the rcgulatory
enL)ilonrneflt, that led to airtual certainty

that "Market Value" zuoulcl closely

approxiffiate Net Book Value.

Dominion (Virginia Power) also bid for the NYPA
NIIS, and is purchasing Millstone 2 and 3. Duke
Energy is another potential contender, according to
industry analvsts, as is Constellation. So far, that is
the list of firms actively seeking to acquire and
operate NPS in the U.S. "Competition" has become
oligopsonv in the m.lrket for power plants, and
oligopoly in the sale of nucle,ar-generated powe,r.

IMPACT ON NUCLEAR POWER STATION
VALUATION METHODOLOGY

In some states, notably New York, an alterna-
tive procedure was mandated bv tlre Courts. It was
ostt'nsibly anapplication of Reproduction Cost N er,"

Table 1

CHAIN SCALE SEGMENT FORECASTS
As of Januarv 2001, PnC forecasts demand

growth to decrease across all the five chain scale
segments in the year 2001 compared with 2000, with
the largest percentage point decrease occurring in
the midprice without food and beverage (F&B) se'g-
ment. Crou,th in room supply is also expected to fall
in 2001 across all the segments, again with the sharp-
est decrease. in the midprice rvithout F&B segment.
Therefore, PwC forecasts RevPAR growth in this
segment to improve slightly in 2001 whrle occu-
pancy is expected to be flat. In the other segments,
RevPAR growth is expected to slow or remain flat
for 2001. (Su Tabh 1.) Occupancv 1;ains are onlv
expected in the economy and midprice without F&B
segments as demand growth is expected to outpace
supply growth in 2001.

PwC forecasts the year 2002 to be characterized
by a moderate recovery in demand growth across all
the chain scale segments. Supply growth is e.xpected
to pick up in the upscale and midprice rvithout F&B

segments. In 2002, occupancy gains are forecast for
all segments with the exception of the midprice with
F&B segment. RevPAR gror.r,th is expected to risL. in
all segments following the RevPAll growth slow-
dou,n in 2001.

PERFORMANCE OF THE TOP 25 MARKETS
In the January to October 2000 period, among

the 25 markets followed bySTR, fivt. posted "double-
digit" Rer.PAR gron'th. Three are in California (San
Francisco-San Mateo, Anaheim-Santa Ana, and Los
Angeles-Long Beach) u,hile two are in the Northeast
(Boston ancl New York). (Sec C/rnrl i.) RevPAR growth
in these markets was largelv driven by strong growth
in room rates, ranging from 5.7 percent in Anaheim-
Santa Ana to 1 1.2 percent in San Francisco-San Mateo.

Seven MSAs (Nashville, Atlanta, Philadelphia,
Phoenix, Orlando, and Tampa-St.Petersburg) expe-
rience,d RevPAR growth belorv inflation of 3.2 per-
cent, as of year-to-date October 2000. Nashville is the
onlv market that recorded negative RevPAR growth
C0.6 percent). Most of these markets are character-
ized by relativelv high room supply growth. For
example, Philadc.lphia saw supply grou,th of 8.5
percent while Phoenix and Seattle posted 5.7 and 5.0
percent supplv growth, respectively.

Over the next .12 
months as the U.S. economy

slorvs, the. long-standing business centers are ex-
pected to fare better than the other smaller markets
in general. Based on supply and demand trends, the
outlook appears favorable for the New York, Wash-
ington D.C., San Francisco, Los Angeles, San Dit'go,
and Tampa markets over the period 2001-2002. Most

6

RevPAR Growth
(Percentage Change from Prior Year)

-Soxr.pr Priceh,aterhousdooF€rs L.L.P (2000 to 2002)j 5mith Travel Research ( I999)
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Valuation Under Regrlation
Historicallv, the valuation of NPS under the

regulatorv regime has been based on original cost
less depre'ciation, as mandated by the Federal En-
ergy Regulatory Commission (FERC). The result
has reflected Net Book Value, which is an account-
ing concept. This procedure has also established the
Rate Bast of each IOU. The result has been that a
hypothetical informed purchaser-investor would
pav no more for a property than the present worth
of the net income that could be earned from operat-
ing a NPS. In thc regulatory environment, that led
to virtual certainty that "Market Valuc" would
closely approximate Net Book Value.

I

I

I

daily room rate to rise by 4.0 percent in 200'l . Overall
our forecast calls for a slowdown in RevPAR growth
to 3.1 percent in 2001.

In 2002, Pw{ forecasts growth in room demand
to increase to 2.7 percent and room supply growth is
expected to slow further to 2.3 percent. Therefore,
occupancv is expected to rise close to 0.3 occupancy
points to 63.3 percent. PwC forecasts room rates to
increase by 3.9 percent and RevPAR growth is ex-
pected to regain some of its momentum in 2002 and
reach 4.3 percent.

1999
RevPAR Growth (%)
2000 2001



Top 25 Markets:
RevPAR Crowth vs. Supply Growth

(October 2000 YTD)

EQ
eP<itL->5
dR

18

16

14

12

't0

I

6

4

2

0

-2

-1 0 1 2 34
Supply G.owlh YTO

Oct 2000 (%)

5 6 7 I 9

San Francisco
)

t
a Eoslon

a

a Oahu lsland Washington D.C
i)

San Oiego
l,{inneapolis I O

a Ch cago

Detrorl

Miamr a
Norfolk

US a Houslon
a

Orlandoa

ia

aa
Orleens

aDallas a D€nver
a

a
Sealtle

a
Philadelphra

a
Nashville

Chart 1

of these markets are expected to see modest supplv
growth. With the exception of Los Angeles and
Tampa, all of these markets have posted occupancy
above 75 percent in thc year-b-date ended October
2000.

The U.S. Iodging industrv is poised to finish 2000
at a record-setting rate. The PwC forecast calls for
year-end RevPAR Browth of 5.5 percent. Holvever,
a slowing U.S. economy in the first half of 2001 is
expected to restrain RevPAR gro$,th as room de-
mand growth wanes despite slowing supply growth.
In 2002, RevPAR groh,th is expected to regain some
of its momentum as the U.S. economy improves and
as supply growth continues to decelerate.".,r,

NOTES
1. This fore(ast assumesanother25basis-pointcut of the federal

funds rate target at the January 3G31 FOMC meeting in
addition to theJanuary 3,2001 cut of its target rateby 50 basis
points to 6.0 percent.

ABOUT OUR FEATURED COLUMNIST

Bjorn Hanson, Ph.D., CRE, Ntu) York City, is th. global
hospitnlitv illdustry lendu for Prican oltrlnuscCooptrs. He
is a recognized nuthority u,ilh his yaars ol consulting,
banking antl resctrch erpcrienct. He lnldsTht Corurstlor of
R l Estata CRE); Certified Fraud Exnmincr (CFE); nnd
Food Sen,ice Consulta ts Inttt .ttionnl ( FSCI) ltrofessiLnrul
dt'signaliorrs.

Table 2

generation," the applicable state regulatory com-
missions (however labeled) have ruled that lOUs
are entitled to recol,er most or all of their "prudently
incurred" stranded costs on generating plant in-
vestments. "Stranded costs" are the portions of
plant investments judged by those same state regu-
latory agencies as likely to bc' non-recoverable in a

competitive wholesale price environment. In brief,
"stranded costs" are the excc.ss of Net Book Value
(depreciated original cost) over current Market
Value of generating plants, as determined by the
statL'regulatory a5;ency (or the courts, if necessary).
NPS have particularly high "stranded costs."

The recovery ofthese "stranded costs," in nearly
every state where a determination has been made,
is achieved through a "temporarv" surcharge (usu-

ally called a "transition fee"). This "transition fee"
is typically added to all electricitv bills rvithin the
IOU's franchise area for five - nine years. Whenever
a generating plant (nuclear or non-nuclear) is sold
by an IOU at a pricc above its Book Value, the
"profit" is deducted from the total of "stranded
costs" the IOU is permitted to recover. The practical
effect of such "profits" is to shorten the duration of
the "transition fee," Hence the interest of states to
mandate or "encourage" divestiture of rton nttrlt'nr
generating plants, in particular.

This process has reduced substantially the un-
certainty surrounding the recovery of "stranded
costs," as well as their amount, for any IOU.

5. Ittcreastd U 'rtainty Otttr Conl-Fired Ctnernlion
While coal-{ired electricity Benerdti()n remains

the second least costly method (after hydro), air
quality standards enforcement and control pose a

serious threat to the continued dominance of "king
coal" usage in power plants. New coal plant con-
struction has effectively disappeared, because en-
vironmental permits are virtually impossible to
obtain.

Moreover, on March 3, 2000, the U.S. Court of
Appeals in Washington, DC, upheld EPA's "State
Implementation PIan" (SIP Call). This program re-
quires power plants (and other industries) to com-
plv with stringent nitrous oxide (NO.) emission
limits, beginning with the 2003 "ozone season."
Although some Congressional opposition to the
plan n,as reported on March 16, EPA's continued
lawsuits against coal-fired power plants combine to
add considerable uncertainty to the long-term fu-
ture prospects for major dependence on coal plants
in the U.S. pou'er grid system. This offers additional
competitive opportunities for continued NPS op-
erations and profits.

:]

License Renewal Applications
U.S. Nuclear Power Stations

Source

Notes:

Power OrrLina:214100; Yahoo! Fiqnct: 9114100

(7) U it 7:20 V.nrc ltum 2011 lo 2034

Unit 2: 20 years fron 20115 lo 2036

(2) Unit 1:20 vearc from 2013 to 2033
Units 2 ft 3: 20 yaors t'rcm 2014 to 2034

O* oer Application Date

Constellation Calvert Cliffs April l99E Approved 03i23/00(r)

Duke Energy July 1998 Approved 05/23l00(:)

Entergy Arkansas No. I February 2000 Pending

Georgia Power Co Edwin L Hatch March 2000 Pend ing

Florida P&L TurkeyPoint3&4 September 2000 Pending
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