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stream of both revenues and operating expenses
directly associated with the production and sale of
electricity at an individual facility. That electricity is
the product that is generated and sold at the site. It
therefore includes elements of business income as

u,ell as income to the real estate (and tangible per-
sonal property, if included in the valuation). There-
fore, any application of Income Capitalization is
likely to represent an overstatement of the Market
Value of the real property of a NPS (and possibly
personal property as well). Nevertheless, this
method of valuation is being widely advocated by
experts in the field.rr

One of the important issues to resolve is the
identification of the approprj.ateCapitalization Rate.
This must reflect both the risk associated with the
ownership and operation of a NPS, and the previ-
ously noted uncertainty (admittedly diminished
since the Calvert CIiffs and Oconee renewals listed
in Table 2) about the Remaining Economic Life of
the facility. In the lncome Capitalization Approach,
the impact of anticipated (and required) future
decommissioning costs and possible on-site radio-
active waste storage costs must also be considered
as a "residual" amount or nefJative reversion. This
negative impact is tempered somewhat by the U.S.
Court of Appeals decision about on-site spent-fuel
storage costs, discussed earlier in this article. (See

Endnote 4.)

4. Sununnry of Valuatiort Methodologtl Issues

In brief, no one of tl.re three potentially appli-
cable "approaches" to valuation is clearly superior
to the others in every NPS valuation assignment.
None alone is likely to reflect fully the detail or
quality of market data that is required, or at least
highly desirable. The important point that emerges
is that an appraiser (or assessor) must spend the
time and effort necessary to accumulate as much
market information as possible, and interview as

many knowledgeable market participants as time
and resources permit. This will help to avoid the
easy assumption that the Cost Approach alone will
necessarily provide the "best" indicator ofthe value
of the real property only, merely because both the
Comparable Sales Approach and the Income Capi-
talization Approach incorporate elements of intan-
gible business assets and their associated incomes
or prices.

IMPLICATIONS FOR NUCLEAR POWER
STATIONS AND THEIR VALUATION
Beginning no Iater than mid-1998, the fortunes and
prospects for nuclear power (and hence NPS) in the

U.S. have improved steadily from the depths of
suspicion, fear, and stigma that characterized its
market status following the Three Mile Island "in-
cident" in 1979, through the Chernobyl meltdown
in 1986, to the early days of deregulation (1992-

1996). This dramatic shift has come about because
of at least 10 market developments and events. The
net result has been a reduction in uncertainty and
perceived risks about the ownership and operation
of NPS among enough operators and potential pur-
chasers to create competitive bidding for NPS and
rising market prices.

The important developments and events, not nec-
essarily in chronological order, have been:

1,. Continuing Increased Demand for Electricity itt Sttp-
ply-Constraitrcd Mnrkets. ln some major market
areas (e.g., California), little or no new generat-
ing capacity of any kind, and little or no new
transmission capacity, has been built since the
early 1990s. Whatever the reasons (which are
many and varied) for this inactivity, the U.S.
electricity system cannot tolerate the loss of
nuclear generating capacity until a massive pro-
gram of replacement is planned, executed and
operational. No such program is reported to be
under way. The U.S. needs as much ofits nuclear
generating capacity as can be reasonably re-
tained.

2. Tlrc Oacrall Quality of the Remairting U.S. Nttclear
Generating Plants Has Improoed. Many of the
least efficient NPS have been closed; a few have
been transferred to more experienced, more
efficient operators. The net result is an overall
increase in average capacity factors, plus an
overall decrease in generating expenses (in-
cluding fuel and O&A).

3. A Competitiue Market for tlrc Sale nnd Purchnse of
NPS Has Emerged. Sales that have occurred since
mid-i998 were anticipated earlier. Competitive
bidding has emerged (see Table 1). In two in-
stances (New York and Vermont), regulators
have rejected proposed negotiated sales prices
on the grounds that they were "not in the public
interest." This translates to "Not High Enough."
In both cases, higher prices were achieved, fol-
lowing mandated competitive bidding.

4. Orrerall,Higher Prices per KWH Haue Beett Realized

Since Competitiue Bidding Took Otter NPS Auctiott
Sales. (See Table 1). Many experts and students of
the market have forecast even higher prices. One

ne of the latest fashions in the popular REIT press is to bash indiscriminately the
management and directors of REITs that seek to remain independent or explore

alternatives in the face of a potential merger or other strategic transaction. A recent
REIT M&A transaction, for example, drew comments from one analyst to the effect
that "it is very rare to be associated n'ith a REIT management team that holds its
responsibilities to shareholders in such high regard" and, in similar vein, a statement
from a different commentator that "doing the right thing for [REIT] shareholders
shouldn't be noteworthy, but it is." Similarly, REITs' adoption of shareholder rights
plans (so-called "poison pills"), common in the rest of corporate America, has
prompted some REIT commentators to argue that the credibility of the REIT industry
is being damaged by the adoption of "unnecessary" and "anti-shareholder" mea-
sures.

These attacks go too far. They are based on a flawed perception that any resistance
to a sale of the company is not in the best interests of shareholders.In reality, the ability
to resist and negotiate can often be advantageous to the shareholders, and a sale - even
at a seemingly attractive price - can mean a less favorable result for shareholders than
pursuing the REIT's long-term strategic objectives.

An analysis ofthe impact ofrights plans is instructive. Rights plans protect against
takeover abuses, give companies and their shareholders and boards of directors
breathing room in which to make decisions on potential takeovers, and strenBthen the
ability of the board of directors of a target to fulfill its fiduciary duties. Studies have
shown, over and over again, that "poison pills .. . are reliably associated with higher
takeover premiums for selling shareholders, both unconditionally and conditional on
a successful takeover ... Antitakeover measures increase the bargaining position of
target firms, but they do not prevent many transactions."r As a result, rights plans
have become a familiar part of the landscape in corporate America, having been
adopted by over 2,300 public companies, including at least 45 percent of the Fortune
500 Companies. But despite the empirical evidence, in the eyes of some popular REIT
commentators, rights plans are still too often viewed as tools to entrench management
and make REITs takeover proof, at the cost of shareholders.

One of the myths that has contributed to the perception that REITs that adopt
rights plans are taking excessive anti-shareholder action is the notion that REITs are
"bullet proof" by virtue of their built-in 9.8 percent (or lower) share ownership
limitations. REITs, the argument goes, are inherently well-fortified, and the adoption
of rights plans on top of their ownership limits makes them far more difficult to take
over than non-REIT public companies. The argument is fundamentally flawed -as we
have long argued, REITs with rights plans are no more "takeover proof" than other
public companies with rights plans. In reality, REITs' share ownership limitations are
largely untested as anti-takeover defenses and may be inherently vulnerable because
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IOUs with nuclear generating capacity, these "prof-
its" have served as a basis to offset stranded costs.
This has enabled the, selling companies to write
down NPS book valuc's substantially, without re-
porting a "loss."

The nominal prices for NPS acquisition havt'
been well bekrw book value, but rising. Still, they
have only recently exceeded l0 percent of book
value. While the sort of competition being re-
ported for NPS in New York State (the NIMO and
NYPA sales) has resulted in increased nominal
SPKW for nuclear facilities, thc prices actuallv
paid for thc real property (and taxable tangible
personal property as well) will likely remain a

fraction of book value.

The actual transactions involving transfers of
NPS are both complex and complicated. First, the
prices commonlv include nuclear fuel available on-
site (or even contracted for). For example, the re-
ported sales price paid by AmcrGen kl GPU for
Thrce Mile Island Unit 'l was $100 million. Only $23
million nas paid for thc plant, horvever; the other
$77 million was the price of the, fuel on-site.

Another example of price inflation or "puffery"
is the assertion by Entergy that it paid "the State of
New York" $"1.42 billion for the Indian Point 3 and
James A. Fitzpatrick NPS owned by the New York
Pou'er Authoritv. The;rrrscrrl zlorl/r of the pavments
offered for the real property and tangible personal
property calculates b $398.2 million plus an addi-
tional $19.4 million, which would be "offset" by a

reduction of 550 million "related to decommission-
i.B "

These examples illustrate thecaution rvith which
reported salcs prices must bc trcated and used.
Whatever is reported most likelv represents the
upper limit to market price, and to markc't value as
well. The necessarv conclusion remains that the
prices paid for NPS in the recent past, and thosc
likely to be paid in the foreseeable future, are and
rvill represent less than book value, lvith an upper
limit in the range suggested by the NYPA and
Northeast Utilities sales.

2. Cost Approtch
The only type of power plant that has been

constructed in anv numbers recently (since 1997 at
least) is a natural gas-fired turbine facilitv, tvpicallv
in combined-cycle format. Moreover, no NPS has
bee,n started in the U.S. since 'l973. This means that
any truly market-based Cost Approach must start

In brief , flo orte of the tfuee potentially
applicable "approaches" to aaluation is

clearly superior to the others in eoery

NPS oaluation assigflrnent. Nonc alone is

likely to reflect fully the detail or quality
of market data that is required, ol at least

highly ilesirable. The iffiportaflt point
that emerges is that an dppraiser (or

assessor) ffiust spend the time and effort
necessary to accumulate as ,nuclt firarket

infonnation as possible, ond interuieTo as

,flanU knoT.uledgeable market participants
as tiffie and resources permit,

u,ith an estimate of Replactment Cost Nen,. Be-

cause of the different technokrgies involved in gas-
fired turbines and NI'S, the most meaningful basis
for any sort of comparison is total generating capac-
ity. This renders anv Cost Ne$' figure less than
"rl,presentative" from the outset. Nevertheless, br'
cause of the difficulties in devcloping "ckan" strles
prices for the real propertv (and sometimes tangiblc
personal property), tht Cost Approach is still widely
advocated by many appraisers and most assessors.

With the recent reneu,als of NPS licenses bv
NRC shown in Tn&/t, 2, and the announccd backkrg
of planned irpplications from over 30 others, there is
sonrervhat more variabilitv associated w,ith the es-
timate of Remaining Economic Life than was the
case. when it was re,gularly assumed that there
would be tlo license renewal or extension. Another
important consideration is that total operating ex-
penses per kilowatt hour (kWH) produced at a gas-
fired turbine plant are. higher than they are at an
NPS, and recentlv have been rising rvith increased
natural gas prices. This means that some adjust-
ment must be made for "negative obsolescence,"
nhen valuing the NPS using Replacement Cost
Nerv based on gas-fired turbines. Thus, there is
greater uncertainty and less stability associated with
application of the Cost Approach to the value of a
NPS than u'as the case in the regulatory market
environment. The Cost Approach is no longer nec-
essarily the cxclusive valuation method of choice.

3. lncont Cnpitnlizathtr Altltrttaclr
Becausc NPS facilities are independent, free-

standing entities in a deregulated markct environ-
ment, it is possible to estimate and forecast the

of their grounding in the tax code. Moreover, the
consequences of violating a typical share ownership
limitation are less draconian than the consequences
of violating rights plans and thev therefore have a

weaker deterrent effect.
Excessive skepticism as to the motives of REIT

executives is unfair and can force a "short term"
mentality on executives that is ultimately harmful to
shareholders and to the IIEIT industry. Certainly,
there are bad apples in the REIT industry, as there
are in other industries, but it is a mistake to cxtrapo-
late kxr quickly and to condemn the entire industry
for taking actions which are in fact in the interests of
shareholders and are entirelv consistent $'ith main-
stream corporate governance practices outside the
REIT area.Rrr,s
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