ASSET VALUATION POLICY GUIDELINES
FOR PSALM/NPC GENERATION ASSETS



Asset Valuation for Generation Assets

INTRODUCTION

14

GENERAL

The purpose of this Asset Valuation Guidelines (“Guidelines”) is
to provide practical guidance for the valuation of Power Sector
Assets and Liabilites Management Corporation (PSALM)/
National Power Corporation (NPC) generation assets. The
Guidelines describe a consistent and transparent approach to
generation asset valuation based on generally accepted
valuation principles, using the trending/indexing cost approach.
The Guidelines will be used by NPC/PSALM in the re-valuation
of its generating assets to establish the applicable rate base
necessary in the determination of Basic Generation Charges
(BGC) for filing with the Energy Regulatory Commission (ERC).
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Asset Valuation for Generation Assets

GENERAL PRINCIPLES

2.1.

2.1.1.

INTRODUCTION

The purpose of this Guidelines is to provide practical guidance on
the use of trending/indexing methodology for the valuation of
PSALM/NPC generation assets as part of the determination of its
BGC.

BACKGROUND

PSALM is a government-owned and controlled corporation
created by virtue of Republic Act No. 9136 or the “Electric Power
Industry Reform Act of 2001” (EPIRA). PSALM is the transferee,
owner and administrator of the generating assets of NPC
pursuant to Section 49 of the EPIRA.

NPC was mandated under its Revised Charter (R.A. No. 6395) to
undertake the development of hydroelectric power generation
and the production of electricity from nuclear, geothermal and
other sources of energy in order to attain, among others, the
objective of providing an adequate supply of electric power
nationwide at a reasonable price.

Section 5(a)(i) of the Implementing Rules and Regulations (IRR)
of the EPIRA explicitly provides that, “for purposes of determining
the rate base, the TRANSCO or its Buyer or Concessionaire or
any Distribution Utility may be allowed to revalue its eligible
assets not more than once every three (3) years by an
independent appraisal company...”. However, the EPIRA is non-
specific with regard to the revaluation of the generation assets.

The last external appraisal of the generation assets was done by
Resource Management International, Inc. (RMII) in 1996. The
last recorded revaluations on the generation assets were done in
1997 and 1998 applying a six percent (6%) and eight percent
(8%) trending factors, respectively. The trending factors for the
said period were derived using the methodology discussed in
Sections 3 and 4 of this Guidelines.

NPC’'s independent appraiser in 1992, Beca International
Consultants Ltd. (BICL), recommended the wuse of
trending/indexing methodology to be employed in updating the
revaluation in the years between external appraisals. The same
methodology was prescribed by NPC’s external appraiser in
1996, Resource Management International, Inc. (RMII), for NPC’s
interim revaluation.
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