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wja
extended the construction permit until the request, which is
still pending before the staff and not under the jurisdiction
of this Board, is acted upon. 10 C.F.R. §2.109.
8. On April 18, 1977, the Commission published in the

Federal Register (42 Fed. Reg. 20203) a notice of the

receipt of an application by the Applicants for a facility
operating license for the Summer facility. 1In response to
that notice, Brett Allen Bursey (hereinafter "Bursey" or
“Intervenor”) filed a "Petition to Intervene" dated May 27,
1977. 1In that "Petition", Intervenor requested hearings.
On July 15, 1977, an Atomic Saf‘ety and Licensing Board
(hereinafter "Board") 2/ issued an Order granting Mr.
Bursey leave to intervene.3/ On March 23, 1978, the Board
issued a Memorandum and Order granting the State of South
Carolina's March 10, 1978 petition to participate as an
interested State pursuant to 10 C.F.R. §2.715(¢).

6. The Board conducted a prehearing conference pursuant to
10 C.F.R. §2.751a (1lst prehearing conference) on March 30,
1978 in Columbia, South Carolina. The Intervenor and the

NRC Staff stipulated that a hearing should be held and that

2/ Pursuant to Notice issued January 9, 1978, the Board
was reconstituted to reflect appointment of Ivan W.
Smith, Esq. to replace former Chairman Fredric J.
Coufal, Esqg. whose schedule did not allow him to
continue in this case. Pursuant to Notice issued
January 17, 1980, the Board was again reconstituted to
reflect appointment of the current Chairman, Herbert
Grossman to replace former Chairman Ivan W. Smith,
Esq., whose schedule did not allow him to continue in
this case.

3/ The intervention was granted over Applicants' objec-

Egggs as to timeliness and failure to submit a con-

ion meet1 ?
£+ g7l ng the requirements of the NRC's regu-
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certain contentions were appropriate as issues in contro-
versy. 4/ Applicants continued to oppose the intervention
and all proposed contentions. On April 24, 1978, the Board
issued a Prehearing Conference Order accepting twelve (12)
contentions as issues in controversy (See n. 4), set a
May 5 - September 15, 1978 discovery period and required
motions for summary disposition to be served on or before
October 3, 1978. £/

T During the course of the second prehearing conference
on August 3, 1978, the Intervenor withdrew contention AS
(integrity of the service water pond dams) 6/.

8. On October 3, 1978 the NRC Staff filed a motion for
summary disposition with respect to contentions A6 (failure
adequately to consider impacts of thermal effluents and
cooling water intake velocities, in the overall cost/benefit
analysis required by NEPA) and A7 (liquid radiocactive
releases to the Broad River). On December 4, 1978 the
Applicants filed a supporting answer and on April 9, 1979
the Board issued its Memorandum and Order Dismissing cont-

entions A6 and A7.

4/ The numbering system designed by the Board for con-
sideration of the stipulated contentions as subse-
gquently modified by the Board (A2(a), A2(b), A3, A4(a),
A4(b), A5, A6, A7, A8, A9, AlO(a), AlCO(b)) was carried
forward in later proceedings. Other contentions
presented solely by Intervenor were denominated con-
tentions Bl, et seg., but were not allowed and conse-
quently not carried forward.

5/ In a Memorandum and Order of August 6, 1979, the Board
extended the time for moving for summary disposition
until 45 days before the time set for hearing.

6/ Tr. 273.



-
9. On May 7, 1981 Applicants filed motions for summary
decision on Intervenor's contentions AlO(a) and AlO(b) (radiation
health effects) and A3 (ATWS), and the NRC Staff filed motions
for summnary decision on contentions A2(a) and A2(b) (financial
qualifications to operate and decommission the Summer plant),
A3(ATWS), and A4(b) (inadequacy of plans for monitoring site
seismicity). By Order issued June 19, 1981, the Board denied all
motions for summary disposition except the motions with respect
to contention A3 (ATWS) 7/.
10. Thus, of the nine originally admitted contentions, only
five remained for consideration in hearings. In addition,

however, the Board sua sponte identified =se-eral other areas of

interest which it requested Applicants to ... ress during the
hearings: management attitude (including the effect bringing in a
co-owner may have on the responsibility SCE&G will be taking on
with respect to completion of construction and proper operation
of the facility (Tr. 321-23), hydrological interaction of the
facility and the Fairfield Pumped Storage Facility (November 25,
1280 Third Prehearing Conference, Id.): Applicants' ALARA

(As Low as Reasonably Achievable) program for minimizing
occupational radiation exposure (Prehearing Conference Order
dated April 24, 1978, pp. 11-12); and health effects from

Radon 222 (November 25, 1980, Third Prehearing Conference,

Tr. 300).

7/ Full explanation of the Board's reasons for granting
summary disposition on this contention was reserved for
the Initial Decision (Memorandum and Order, June 19, 1981,
p.2) and is contained herein. In connection with our ATWS
discussion, we also note the state of the record with regard
to generic safety issues.
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raised by the Board sua sponte . . ., it will be the Board's

responsibility to require their adequate evidentiary explo-
ration." (ALAB-642, p. 25).

12. On June 19, 1981 this Board issued an order denying a June
4, 1981 staff motion to strike, among other things, FUA's May 28,
1981 prefiled testimony. As we stated, we believe that ". .
fairness require[d] that we permit the remaining intervenor

to utilize whatever of FUA's testimony he desire[d]". In

fact, Intervenor called Dr. Ruoff as a financial witness, but
he disclaimed expertise and his prepared testimony was not
received (Tr. 2744). This c_portunity, together with

our own inquiries into these matters during the course of
hearings, has provided "adequate evidentiary exploration" of
thes~ issues.

13. 1In the course of events since the filing of the operating
license application there have been four prehearing conferences,
all conducted in Columbia, South Carolina: March 30, 1978;

August 2-3, 1978 11/: November 25, 1980; and April 7-8, 1981.

10/ (Continued from page 6) time for Commission review of
the Appeal Board decision was extended by Orders of the
Commission of July 9, 1981 and July 15, 1981 to July
20, 1981, and July 29, 1981 respectively. July 29
passed without Commission action to grant the petition
or further extend the time for Commission review.
Thus, by §2.786(b)(5) of the Commission's Regulations,
the petition is deemed to have been denied as of July
29, 1981. This was confirmed in a letter of Ju1¥ 31,
1981 from the Secretary of the Commission to FUA's
designated represencative, Dr. John C. Ruofl.

11/ This conference was conducted in conjunct.on with the taking
of depositions in camera (the transcripts of which were later
made part of the public record; Tr. 1436) ¢f certain of
Intervenor's proposed witnesses on the subjz2ct of deficient

construction and construction practices and was not per se
scheduled as a formal prehearing conference.
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) The health effects of the uranium fuel cycle,
given the release values of the existing Table §-3 of
10 C.F.R. Part 51.

Board sua sponte issues

(1) (a) Management attitudes within the applicant's
organization with respect to completing
and operating the facility:

(b) The effect the existence of a co-owner will
have upon the responsibility SCE&G will be
taking with respect to ccmpletion of con-
struction and proper operation of the facility.

(2) Interaction hydrologically between the
Summer facility and the Fairfield pumped
storage facility. (In part relataed to A4).
(3) Long-term health effects consideration of
Radon 222. (Related to Al0, buc not a part
thereof).
(4) Applicants' ALARA (As low as Reasonably Achievable)
program for minimizing worker exposure to radiation.
(Somewhat related to AlQ0 but not a part thereof).
14. Hearings on these contentions and issues were conducted
on June 22-26, June 30 - July 2, and July 13-17, 1981. These
thirteen (13) days of hearings included several evening sessions.
Seventy-fcur (74) witnesses testified, sixty-three (63) exhibits
were admitted and 3,882 pages of transcript were compiled. The
record was close' on all contentions and issues except for
contentions A4(a) and (b) (seismic) and A8 (emergency planning).
Further hearings on these contentions are tentatively scheduled
for the week of September 21, 1981.
15. This is a partial initial decision as to those contentions
and issues for which the record has been closed: A2(a) and (b)
(financial qualifications to operate and decommission the facil-
ity): A9 (construction deficiencies); AlO(a) and (b) (health

effects of the fuel cycle and plant operation):; the related

board questions on ALARA and radon; management attitudes
including the impact of co-ownership on mii.*gement; and the

Board question on hydrology, eéXxcept to the extent the
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remaining Board questioning of the panel on lowering the
reservoir may be considered a hydrological consideration.
Additional evidence on contentions A4 (seismicity) and A8
(Emergency Plans) remains to be heard. We now turn to our

findings on the iszues decided herein.

Intervenor Contention A2

(a) The Applicant 12/ lacks the financial qualifications
necessary to safely operate and decommission the
Summer Station in compliance with NRC rules and
regulations.

(1). The legal standard

16. Section 182 of the Atomic Energy Act, 42 U.S.C. §2232,
authorizes the Commission to decide whether the applicant
is financially qualified to perform the activities required
under the license:

Each application for a license hereunder
shall specifically state such information as
the Commission, by rule or regulation, may
determine to be necessary to decide such of
the technical and financial qualifications
of the applicant...as the Commission may
deem appropriate for the license. 42 U.S.C.
§2232(a) [emphasis added].

17. Pursuant to §182, the NRC promu) gated §50.33(f) requiring
the applicant to show that it

possesses or has reasonable assurance of

obtaining the funds necessary to cover the
estimated costs of operation for the period
of the license or for 5 years, whichever is

12/ Intervenor presented this contention as if there were a
singular applicant, SCE&G, who is subject to state and
federal ratemaking jurisdiction; hence, his use of the
singular form of "Applicant". 1In fact, SCE&G is joint
applicant with SCPSA, which is not subject to state or
federal ratemaking authority but is a nonprofit-making
agency of the State of South Carolina regulated only by

gzgo;§d of Directors (Tr. 2877, 2884; SER Supplement No. 1



- 1) =

greate: , plus the estimated costs of perma-
nently shutting the facility down and main-
taining it in a safe condition.

In Part 50, Appendix C, the Commi-=sion adds:

[1]t will ordinarily be sufficient to show
at the time of the filing of the application,
availability of resources sufficient to
cover estimated operating costs for each of
the first 5 years of operation plus the
estimated costs of permanent shut-down and
maintenance of the facility in safe condi-
tion. It is also expected that, in most
cases, the applicant's annual financial
statements contained in its published an-
nual reports will enable the Commission to
evaluate the applicant's financial capabil-
ity to satisfy this requirement.

18. The Commission addressed the "reasonable assurance"

requirement of §5°.33 and Appendix C in Public Serivce

Company of New Hampshire, 7 NRC 1 (1978) (Seabrook). There,

the Commission explained that

[i]lt is not enough that the applicant is

a regulated public utility. On the other

hand, given the history of the present rule

and the relatively modest implementing

requirements in Appendix C, a 'reasonable

assurance' does not mean a demonstration

of near certainty tuat an applican* will

never be pressed for funds in thL course

of construction. It does mean that the

applicanrt must have a reasonable financing

plan in the light of relevant circumstances.
While Seabrook involved a construction permit, the standard
established there also applies to the issuance of an operating
license, but the difficulty of establishing financial assurance
for operation is even less than at the construction permit stage,
at least for organizations having revenues from sales to cover
operating costs. This is because during construction the appli
cant usually puts up its own (including investors' and internally
~enerated funds as well as borrowed funds) money for the unit and

does not begin to recover its costs through its rates until the
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unit goes on !ine--that is, after an operating license has
been issued.

19. In sum, under §50.33(f) and Appeadix C, the applicant
ordinarily has to prove that it has a "reasonable

assurance" of obtaining funds (u) to operate the plant for
each of the first five vears of operation, and (b) to decom-
miss‘on the facility permanently and maintain it in a safe
cond‘*ion. In addition, under Seabrook, reasonable assurance
does not mean prov.ng tha. the applicant will never be pressed
for funde. Rather, it means the applicant must have a reason-
able financing plan under the circumstances.

2. The eidence

20. The Applicants presented prefiled financial testimony

of Oscar S. Wooten, Vice President--Finance for SCE&G,

Kenneth R. Ford, Vice President, Finance, cnd Treasurer for

SCPSA and Douglas C. Warner, Manager, Nuclear Fuel Management,
Nuclear Services Department, SCE&G. 13/ Appli‘ants also provided

extensive financial information pursuant tc 10 C.F.R. §50.33(f)

13/ Although bound into the transcript as if re .. .. e prefiled
testimony and statements of professional qua.iticatiocas in
this proceeding were not included in transcript pagination.
They retained their own pagination. Hence, page references to
prefiled testimony or statements of professional qualification
after initial indications as to location in the transcript,
will be to the independent prefiled pagination. ©0.S. Wooten's
prefiled testimony appears following Tr. 2542 and consists of
nir. '9) pages. His statement of professional qualifications
foliows immediately thereafter. The prefiled testimony of

(Footnote continued on next page.)
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and Appendix C to Part 50. See Applicants' Exhibits 16 (SCE&G's
annual report for 1980, Tr. 2547, 2551), 17 (answers to Staff
questions, Tr. 2547, 2551), 18 (SCPSA's annual report for 1980,
Tr. 2554), 19 (exhibits to 0.S. Wooten's prefiled testimony in
the currently ongoing SCE&G rate case before the PSC, Tr. 2637)
(which completes Intervenors' Exhibit 6) and 35 (License applica-
tion, Tr. 3818).

21. The NRC Staff presented as its testimony §20 of Supple-

ment No. 1 to the Safety Evaluation Report, designated NUREG-0717
(staff Exhibit 1(a)). Mr. James C. Petersen, Senior Financial
Analyst in the Office of State Programs, U.S. Nuclear Regulatory
Commission, testified as sponsor of that document.

22. Intervenor offered the testimony of Dr. John Ruoff.

But since Ruoff professed no expertise or special knowledge as

to Applicants' financial condition, the Board granted the

motions to strike of Applicants and Staff and allowed his
testimony only as a limited appearance statement. (Tr. 2744).
Intervenor did offer as an exhibit, however, the prefiled
testimony of Applicants' witness Mr.Wooten in the cur-ent

rate case before the PSC (omitting the tables wha .ormed a

part of the testimony -- these were supplied by Applicants'’

Exhibit 19)(Tr. 2637) which the Board accepted and marked as

(Footnote continued from previous page.)

Kenneth R. Ford appears following Tr. 2553 and consists of
three (3) pages. Douglas C. Warner's prefiled testimony
consists of five (5) pages plus one table and his statement
of professional qualifications, and immediately follows that
of Mr. Wooten.
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Intervenor's Exhibit 6. (Tr. 2577, 2584).

23. The Board discusses below the evidence presented on (a) the
estimated costs of operating the Summer facility, (b) the esti-
mated costs to decommission the facility and (c) the Applicants'
financial plan tc pay for those operating and decommissioning
costs.

A. The estimated costs of operating the
Summer facility

24. The Applicants estimated the annual operating costs 14/ for
the Summer f:~ility for each of the first five years of operation.
Applicants assumed the+ 1983 will be the first full year of
operation, that the facility will have a net peak capacity of 900
MW and that its original cost will be $1,031.9 million (Applicant
exhibit 17). Staff summarized Applicants' estimates in Table

20-1 of Supplement 1 to SER (Staff Exhibit 1l(a)):

ii/ The operating costs include all costs assnciated with the
capital investment and operation and maintenance including
nuclear fuel.
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TABLE 20-1

Estimate of Total Annual Co.t of Operation
cf Virgil C. Summer Nuclear Station, Unit 1

Year
1983 1984 1985 1986 1987
Applicants' Estimate
Plant Capacity
Factor (percent) 70.0 70.0 84.0 70.0 70.0

Annual Cost of
Operation (millions) $264.8 $263.6 $273.5 $267.7 $271.6

25. Although Intervenor offered no evidence as to the
estimated costs of operating the facility, he did raise a
guestion at the hearing regarding whether those estimates
should reflect the steam generator replacement problems
which occurred at the Surrey and Turkey Point facilities.
(Tr. 2603). Applicants' witness Warner testified that no
such problem is expected (Tr. 2603-04). The problem at
Surrey and Turkey Point was caused primarily by chlorides
(salt or brackish water) in their outside coolant water.
(Id.). Applicants will use the low chloride content water
from the Broad River as a coolant. (Tr. 2604). As added
assurance, Applicants have installed demineralizers, similar
to those now installed at Surrey and Turkey Point, to help
keep the chloride level low. (Id.).

26. Both Applicants and Staff concluded that operating
costs will be routinely recovered through rates. See §C
infra.

B. Estimated costs to decommission the
Summer facility

27. The NRC has developed three basic alternatives for

de~ommissioning of nuclear reactors: mothballing, entombment
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and dismantlement. 15/ The Applicants have not at this time
selected a specific decommissioning method. The NRC does not
require a specific method, and it is uncertain which met4od
will be selected and approved. (Wooten Testimony, p 2). The
important point is whether applicants have a reasonable plan
to cover the costs associated with these optional methods.
(SER Supp. 1, § 20.5, Staff Exhibit 1(a)).

28. Applicants presented evidence showing a range of
decommissioning costs from $1 million (plus an annual mainten-
ance charge of $100,000) for the lower level of decommissioning,
to $70 millicn (1978 dollars) for a complete dismantlement
shortly after the useful life of the facility (Wooten
Testimony, p. 3; Warner Testimony, pp. 2-3). 16/ Applicants
expect periodically to adjust their cost estimates to

account for inflation, regulatory changes, technological
improvements and a y other variable which may impact upon

the continued validity of their cost projections. (Warner
Testimony, p. 3)

29. Staff adopted Applicants' $70 million maximum

estimate as a conservative figure fo. use in assessing

15/ Mothballing would encompas. removing the fuel and radio-
active waste and then placing the facility in protective
storage. Entombment consists of sealing the reactor with
concrete or steel after all liquid waste, tuel and surface
contaminated materials have been removed and sent to fuel
storage facilities or burial grounds. Dismantlement involves
the total removal of the facility from the site to radio-
active burial grounds. The land is then restored to its
original condition and released for unrestricted use.

(Wooten Testimony, p. 2).

16/ The underlying bases of these figures are explained in
detail in Mr. Warner's Testimony at pp. 2-3.
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financial qualifications. (Staff Exhibit 1l(a); § 20.4 of

Supplement No. 1 to the SER). Staff explained (Id.):

Under contract for the NRC, the Battelle Pacific
Northwest Laboratory issued its report "Technology,
Safety and Costs of Decommissioning a Reference Pres-
surized Water Reactor Power Station," NUREG/CR-0130
(June 1978). In both this report and its August 1979
Addendum the Battelle Laboratory estimated the costs of
decommissioning various types of reference pressurized
water reactors under various types of decommission-
ing methods. The maximum cost of decommissioning for
the immediate dismantlement method was estimated by
Battelle to cost a total of $39 million. Accordingly,
as an element of conservatism, the applicants' $70
million maximum estimate of decommissioning expenses
has been adopted herein as the basis in evaluating its
ability to finance such amounts.

30. Intervenor offered no evidence challenging the $70 million
estimate for decommissioning the Summer facility. But in his
limited appearance, Dr. John Ruoff contended that the $70 million
estimate should be adjusted for inflation. (Tr. 2746). He
applies inflation rates of 7 percent and 14 percent for a 30-year
period to the $70 million estimate to derive a range between
$723.7 million and $4.9 billion for decommissioning. (Tr. 2746).

rredict

&£

But, as Staff witness Petersen testified, trying to
inflation rates 20 or 30 years from now is "so speculative that

it is not very meaningful." (Tr. 2738). As noted above, Appli-

cants testified that they would periodically adjust their estimates

for inflation, technological changes and other variables.
(Warner Testimony, p. 3; Wooten Testimony, pp. 5-6).

31. We discus:s next the manner in which Applicants plan to
recover the costs of operation and, assuming necessary regula-
tory approvals in the case of SCE&G and Board of Directors

approval in the case of SCPSA, decommissioning.
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C. Applicants' financial plan

32. Both the SCPSA and SCE&G propose to recover the operating
costs for each of the first five years of facility operation, and
the cost to decommission the facility at the end of i*s normel
life, through their rates for sales of power and energy (see FER
Supplement No. 1 §20, Applicants' Exhibit 17, and prepared
testimony of Wooten and Ford). Under the Joint Ownership Agree-
ment, SCE&G and SCPSA will share such costs in proportion to their
ownership interests: 66.667 percent for SCE&G and 33.333 percent
for SCPSA. (Applicants' Exhibit 20, Tr. 2872).

33. PRecovery of such costs for S'PSA is a relatively simple
matter, since SCPSA is subject to neither state nor federal rate
jurisdiction. It has the authority unilaterally to increase its
rates to recover such costs (Ford Testimony, p. 2. Indeed, it
has a legal obligation to do so. 1Its bond indentures and basic
expansion bond resolution require it to establish, maintain and
collect sufficient rates to pay, among other things, any and all
amounts, including operation and maintenance expenses, which it is
obligated to pay by law or contract. (Ford Testimr .7, p. 2).

34. o recover its sh_re of the operating and decommissioning
costs of Summer, SCE&G will file rate changes with the Public
Service Commission ("PSC") of South Carolina, which regulates
its retail rates (comprising about 96 percent of its electric
business), and with the Federal Energy Regulatory Commission

("FERC"), which regulates its wholesale rates (comprising
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about 4 percent of its business). (Wooten Testimony, pp. 2-3).
35. Both SCPSA and SCE&G expect to propose unfunded negative
net salvage as the ratemaking method for funding decommis-
sioning costs. 17/ (Ford Testimony, pp. 1l-2; Wooten Testimony,
p. 4). SCE&G noted that their proposal for negative net
salvage would be subject to the approval of the South

Carolina PSC and the FERC. (Wooten Testimony, p. 4). 18/

36. Under the negative net salvage method, SCPSA will collect
from the ratepayers the annual decommissioning cost through
deferred maintenance expense, whereas SCE&G will recover 1t

through depreciation expense. (Wooten Testimony, p. 7).

£

Applicants will periodically review decommissioning costs to

4

reflect changes in economic conditions and technology.
(Wooten Testimony, pp. 6=7). The unfunded reserve will
additonal capital to build new
is decommissioned at the end of its
the value of the new
issuance of bonds to pay
imony, p. 6). The

iecommissioring are pre-
internal sinl.ir fund depre-
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19/ Applicants also have the option of raising capital through
stock 1ssuances, short term debt or internally generated
funds. (Staff Exhibit 1(a)).
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theory of the method is to have the ratepayers who are
currently using the facility pay their share of the decom-
missioning cost and, at the same time, improve the cash
flow of Applicants, thus reducing Applicants' need to
raise capital at today's high prices for their construc-
tion programs. (Id.)
37. Staff found that the financial plan of SCPSA and SCE&G,
... their plans to meet the estimated operating costs for
each of the first five years of operation and to meet the
estimated cost of decommissioning at the end of the normal
life of the facility, satisfies the reasonable assurance
requirement of §50.33(f) and Appendix C. (Staff Exhibit
1(a)). Gtaff witness Petersen testified SCE&G has consis-
tently obtained adequate rates to cover all its operating
costs and earn a profit (Tr. 2720):

The company has in every one of those years [in the

last two decades] fully recovered all costs of operation

of all their facilities and has in fact in every

one of those periods earned a profit. That shows

to me the rates allowed by the Public Service

Commission were certainly adequate to pay all

operating expenses, and whatever decommissioning

expenses of other types of facilities were neces-

sary during that period.
Further, he testified that South Carovlina PSC has adhered to
the Supreme Court's landmark ratemaking decisions which guarantee
the utility an opportunity to recover all reasonable costs
incurred in providing service:

I also looked at the most recent rate order of the

Public Service Commission, which enunciated . . .

in considerable cetail...their longstanding and con-

tinued commitment to the principles established in

the U.S. Supreme Court landmark decisions in the
Hope and Bluefield cases..."” (Tr. 2720).
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38. Staff found that the historical and present financial strength
of SCPSA and SCE&G reinforced its conclusion that Applicants had
the necessary financial abiiity. (Staff Exhibit 1(a); §20.7 of
Supplement No. 1 to SER). Staff noted that during the past 13 years
SCPSA and SCE&G have completed about $1.2 billion of external
financing. (Id.). They accompl ished these financings with~ut
restrictions during a period of chaotic market conditions with
both entities maintaining their investment quality ratings, "A"
for SCE&G and "Al" and "A+" for SCPSA. 20/ (Id.). staff found of
particular importance the fact that during the last eight years,
1973-80, of this thirteen year period, the twoc companies

have been able to finance the construction of the Summer facility
at an estimated cost to date of $825 million. (Id.). Staff
agreed with Applicants that if they are financially able to raise
$825 million in eight years to construct this plant in addition

to their other construction requirements, there is a reasonable
assurance they will be able to decrommission the nuclear plan<

at the end of its useful life. (Id.).

39. staff also found that as of November 30, 1980, SCE&G had
assets of $1.8 billion, operating revenues of $627.2 million and
retained earnings of $128.0 million, while the SCPSA had assets of
$1.4 Lillion, operating revenues of $178.2 million and retained

earnings of $121.6 million. (Staff Exhibit 1(a): §20.7 of

Zg/ In June 1981, Standard and Poors downgraded SCE&G's bonds
from A to A- (Tr. 2531). Moody's made no change, nor did
Duff & Phelps. (Id.).
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Supplement No. 1 to SER). Annual decommissioning costs will
be less than 0.2 percent of the 1980 revenues of SCE&G and
slightly more than 0.3 percent for the SCPSA. (Id.). Consider-
ing the size of their operations, Staff found SCPSA and SCE&G
clearly should be able to meet their share of the decommis-
sioning costs. (Id.)

40. During the hearing, this Board raised several questions
regarding whether the funded approach for decommissioning
was preferable to the unfunded negative net salvage

method proposed by the Applicants. Staff found that the
unfunded negative net salvage method, which is widely used
for recovering decommissioning costs, was a valid approach
here. (Tr. 2703). Staff noted that the NRC regulations
presently do not require any specific method for funding
decommissioning, but that the Commission is c.rrently
studying the matter. (Tr. 2704). Staft witness Peterson
testified that in his view--speaking generically and not as
to the present case--a funded approach provides greater
financiai assurance than the unfunded approach. (Tr. 2740).
But he [{ound nothing about the circumstances of this case
which would lead him to believe that Applicants especially
need the greater financial assurance of a funded approach.
(Id.). In fact, in view of the South Carolina PSC's
financial and rate regulation of SCE&G, he had no reason to
believe that the funded apprcach would provide greater
security here than the unfunded method. (Tr. 2710).

41. During the hearing, concern was expressed as to whether

future ratepayers at or a.ter the useful life of the facility

would be unfairly burdened by the use of new plant facilities as
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collateral for bonds issued to pay for decommissioning. (See, e.g.,
Tr. 2732). Future ratepayers, however, will not be unfairly
burdened because they benefit from the new facilities and there-
fore should pay the costs of those facilities, including the
capits.l costs reflected by the bond issuance. (Tr. 2733). The
negative net salvage approach has the effect of delaying the
iacurring of those capital costs until the need for decommis-
sioning arises.

42. Concern was also expressed 2s to ~hether there would be
property available for use in issuing bonds for decommissioning.
But this concern was also urfounded, since, as Applicants' wit-
ness Wooten explained, the ¢ :uth Carolina PSC in regulating
SCE&G's financing and rates would insure the availability of
funds for decommissioning. (Tr. 2617-18). Further, Applicants
do not have to rely exclusively on a bond issuance co pay for
decommissioning, but have access to other forms of capital such as
common stock, preferred stock, short term debt and internally
generated cash. (Staff Exhibit 1(a):; §20.7 of Supplement

No. 1 to SER).

43. The question of the tax treatment of negative net salvage
was also raised. Applicants' witness Wooten understood that the
IRS is presently considering the tax treatment of the annual de-
commissioning expense. (Tr. 2568-69). Mr. Wooten said the nega-
tive net salvage approach assumes favorable tax treatment, but

if that assumption turns out to be incorrect, and cannot be
changed, the Company would propose to the federal and state rate

commissions a change in the method for funding decommission-

ing as to obtain a more favorable res: lt, i.e. least costly
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to the ratepayers. (Tr. 2567; see also Tr. 2627-28). 21/
44. T'is Board also raised a number of gquestions at the
hearing regarding whether Applicants could financially
withstand either premature decommissioning or a TMI-2 type
accident. Staff witness Petersen testified that the NRC
regulations do uot require the applicant to show reasonable
assurance of obtaining funds to prematurely decommission the
facility; the regulations' reference to "permanent shutdown"
has consistently been interpreted as shutdown at the end of
the facility's normal life. (Tr. 2724). 1In any event,

Mr. Petersen explained that the Applicants could obtain
funds to prematurely decommission the plant in several ways:
issuance of debt using bondable property acquired to date
under negative net salvage; other issuance of debt, both
long and short term; issuance of common and preferred stock:
use of internally generated cash from depreciation, investment
tax credits, tax normalizaticn and retained earnings. (Tr.
2724-25). Applicants' witness Wooten had noted that rate
increases would be sought for the additional costs related

to the premature decommissioning. (Tr. 2562-63). 1In the past,

It should be noted that if the IRS treats the annual de-
commissioning cost as income and not as a deduction, the
resulting tax expense (hypothetically 46 cents on the dollar)
would be recovered in the rates as an additional expense.
This would be in accordance with standard ratemaking prac-
tice under the Hope line of cases, discussed infra, qguaran-
teeing the utility an opportunity to ezrn all reae- 1able
costs of doing business.

N
[
.
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the PSC of South Carclina has allowed for recovery of

simila. unexpected costs. (Tr. 2562).

45. With respect to a TMI-2 type accident, Mr. Peterson
testified that the ability to withstand it would depend on
the severity of the accident, how much money was needed and how
quickly the money was needed. (Tr. 2721). Aside from a govern-
ment bailout, he said the Applicants could conceivably issue
long term debt; GPU did so within several months of the
accident. (Tr. 2722). 1In addition, he said short term debt
would probably be available to obtain immediate cash to begin
maintaining the plant in a safe condition. (Id.). He

found that Applicants are in better financial condition than
GPU was at the time the TMI-2 accident. (Tr. 2722-23). GPU,
of course, is still functioning despite the accident and its
related costs. (Tr. 2612).

46. On this subject, Mr. Wooten testified that legislation
has been introduced to provide a combination of federal, state
and industry assistance to alleviate the financial impact of

a TMI-2 type accident; that insurance programs to cover this
type of situation are being formulated; and that as a result
of these efforts SCE&G would be in a better position than GPU.
(Tr. 2613).

47. Finally, in his limited appearance statement, Dr. Ruoff
~ontended that Board should seriously examine SCE&G's pro-
posed unfunded decommissioning method, alleging that SCE&G
was in poor finarncial condition. (Tr..:2744-46). He contends

that SCE&G is suffering from, inter alia, an inability to issue
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preferred stock, poor bond coverage, sales of common stock below
book value and continuing erosion in investor confidence, citing
as support Mr. Wooten's prefiled testimcny in the current SCE&G
rate case (Intervenor Exhibit 6). (Id.). But, as Mr. Wooten
pointed out and as is reflected in a reading of all of Mr.
Wooten's prefiled testimony in the current rate case, these
problems would occur only if the South Cac ‘.a PSC failed to
grant rate relief. (Applicants' Exhibit 19 and Tr. 2555-56).

As noted above, the SCPSC has consistently provided SCE&G

with sufficient rate relief.

48. Dr. Ruoff also cites the high reserve margin on SCE&G's
system as evidence that it will not obtain rate base treatment
for Summer. But in the last rate case the South Carolina PSC
found that the reserve margin was reasonable and that Summer was
a prudent investment warranting rate base treatment. South

olina Electric and Gas, PSC Docket Nos. 79-196-E et al. Order

No. 80-375, issued June 30, 1980. We were advised that this

decision was recently upheld on appeal. (Tr. 2621).

3. Findings and Conclusions

49. The Board endorses the Staff's findings and concludes
that in accorda<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>