UNITED STATES OF AMERICA
NUCLEAR REGULATORY COMMISSION
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In the Maéter of

LOUISIANA FOWER & LIGHT COMPANY

Docket No. 50-382 OL

(Waterford Steam Electric
Station, Unit 3)
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JOINT INTERVENORS' MOTION FOR LEAVE TO FILE
REPLY TO APPLICANT'S ANSWER TO JOINT INTERVENORS'
MOTION FOR LEAVE TO FILE SUPPLEMENTAL MEMORANDUM

AND APPLICANT'S RESPONSE TO SUPPLEMENTAL MEMORANDUM

Joint Intervenors request leave to submit the following
reply to Applicant's Answer to Joint Intervenors' Motion for
Leave to File Supplemental Memorandum and Response to Supplemen-
tal Memorandum.

Leave is sought to correct outright misrepresentations in
Applicant's brief concerning a Middle South Utilities, Inc.
("Middle South") offering statement of December 21, 1984; the
blackout of the City of New Orleans occurring on January 21, 1985;
and the lack of independence of James Cain, and applicant Louisiana
Power & Light Company ("LP&L") from the financial constraints
of its parent and holding company Middle South.

Further, Joint Intervenors have submitted a number of docu-
ments released by the Nuclear Regulatory Commission ("NRC") on
March 1, 1985, pursuant to Freedom of Information Act ("FOIA")
regquests. Many of these documents support Joint Intervenors'

prior arguments cqnecerning LP&L's lack of character and competence

and the NRC Staff's fiilurc to take effective enforcement action
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against the utility. Submission of these documents at this date

is timely since the NRC has refused to release them until eight

to twelve months after the original requests, and then only

pursuant to an order of the Federal District Court. Order,Govern- -

ment Accountability Project v. U.S. Nuclear Regulatory Commission,

C.A. Nos. 84-2554, 84-2555, 84-2556, B84-2557, 84-2558, 84-2559,
84-2560 (D.D.C. Jan. 9, 1985). These documents demonstrate that
both LP&L and the NRC Staff have not been completely forthright
with the Appeal Board in their opposition to Joint Intervenors'
Motion to Reopen.

I. MIDDLE SOUTH'S LATEST SECURITIES OFFERING STATEMENT DID

NOT DISCLOSE THE CITY OF NEW ORLEANS' LEGAL POSITION
THAT THE OFFERING WAS ILLEGAL.

Joint Intervenors argued in their supplemental memorandum
that Middle South failed to disclose in its latest offering
statement that the City of New Orleans claimed the offering was
illegal because New Orleans Public Service, Inc. ("NOPSI") did
not obtain prior approval of the City Council. The motion stated,
further, that "/T/egardless of whether the City or Middle South
succeeds in this litigation," Middle South was under a legal ob-
ligation to make the risk of the City Council's opposition known
to potential investors. Joint Intervenors' Supplemental Memor=-
andum at 2. Joint Intervenors analogized Middle South's failure
to disclose this risk in its offering statement to prior offering
statements filed with the Securities and Exchange Commission ("SEC")
which included misleading and false statements about the progress

of Waterford.



LP&L answered that in fact the City's legal position was
"specifically and directly disclosed in Form U-1," presumably
in Exhibits F-1, F-1l(a' and F-2, attached as Exhibits 1, 2 and 3
to Applicant's Answer. Applicant's Answer at 6-7. However, a
thorough review of these exhibits will find no clear statement of
the City's legal position. Instead these exhibits discuss at length
Middle South's position on the offering, without ever stating the
City's position.

Next, applicant st.tes that NOPSI cannot be charged with
concealing the City's position because it was "thoroughly addres-
sed in a special public proceeding before the SEC" and NOPSI filed
on February 1,1985, a Form 8-K Current Report with the SEC report-
ing the position of the New Orleans City Council on the matter.
Applicants Answer at 7. However, it was not NOPSI, but the City of

New Orleans which catalyzed the proceeding before the SEC. Moreover,

although the SEC did authorize the issuance, at least one Louisiana
state court has issued a temporary restraining order enjoining

their sale. (City of New Orleans v. NOPSI and Cain, No. 85-01562

(Civ. Dist. Ct. Parish New Orleans, filed January 28, 1985).

Althougl NOPSI's Form 8-K,filed on February 1, 1985, may
have disclosed the Council's current position, this occurred after
the Council had sued in louisiana state court on January 28 to enjoin the
issuance of the securities. Therefore, NOPSI did not disclose any in-
formation not generally known within the investment community .

I1. JANUARY 21, 1985 BLACKOUT.

Applicant argues, inter alia, that the fact that individuals




responsible for the blackout were also responsible for the con-
struction of Waterford 3 does not mean that LP&L's current manage-
ment can not operate the plant competently. Applicant's Answer
at 11. .

However, any determination about whether a utility can
operate a plant safely is predictive in nature and must be based

on the company's past performance in constructing the plant. See

generally Houston Lighting & Power Co. (South Texas Project, Units

l and 2), ALAB-799, NRC (Feb. 6, 1985), slip. op. at 16 n. 35.

Certainly if management has failed to construct a safe plant,
that same management cannot be trusted to operate the plant safely
in the future.

Applicant also states that the City Council's investigative
report attached as Exhibit 3 to Joint Intervenors' motion, demon-
strates explicitly that LP&L and NOPSI did not deliberately or
negligently blackout the City of New Orleans. However, this prelim-
inary report states:

The report prepared by the City's investigators is

only a preliminary report and did not reach any final

conclusions regarding the ultimate cause of the fail-

ures of the generating units, the prudency of the

procedures followed by NOPSI/LP&L during the emergency,

or the prudency of policy decisions regarding weatheri-

zation or 'mothballing' of plants.

Exhibit 3 at 5.1/

IV. LP&L'S LACK OF INDEPENDENCE FROM MIDDLE SOUTH UTILITIES.

Joint Intervenors argued that according to the sworn testi=-
mony of LP&L's vice president for corporate control John Chavanne,

Middle South's Chairman and President Floyd Lewis threatened to

1/ The second investigative report is also preliminary in nature
and does not examine the causes for the blackout. See Exhibit 9.



fire James Cain, LP&L and NOPSI President, unless he supported a
plan that he (Cain) felt was against the best interests of his
companies. Joint Intervenors' Supplemental iemorandum at 5-€.

Applicant contends J2int Intervenors mischaracterized a
newspaper account of this deposition and that "/t /he executive's
depocition testimony was tentative and uncertain on the subject,
and represented only the witness' impression." 1In fact, the story
stated the other LP&L officials corroborated Chavanne. See Ex-
hibit 10.

Moreover, Chavanne's complete deposition provides more than
"tentative and uncertain" testimony on the subject. See Deposition

of John Chavanne, 1In re Application for an Increase of its Elec-

trical Rates, La. Pub. Serv. Comm. Docket Nos. U-16091 and U-16092

(Jan. 23, 1985), attached and incorporated herein as Exhibit 1.
1he following excerpts from Chavanne's deposition illustrate Joint

Intervenors' argument persuasively:

l) At an executive staff meeting on January 2, 1985,
Cain informed his exescutive staff that a special LP&L
board meeting would be held on January 3, 1985 to
discuss an offer of settlement concerning Middle South
subsidiari:s' allocation of power from .,rand Gulf.
Cain stated at the meeting that Lewis may ask him to
resign. He became visibly upset. Cain stated further
that Lewis expected him to have the Board of Direc-
tors of both LP&L and NOPSI approve the offer of settle~
ment. Id. at 56-61.

2) Although Cain did not want to urge the Board of
Directors to accept the settlement offer, he said
"he was torn by the feeling that if he did not have
the offer of settlement accepted at the board meeting,
that he may be asked to resign." 1d. at 68; 80.

3) Vice-President Mike Leddick advised Cain that he
should "follow his conscience, that he owed the board
the responsibility of giving...his frank opinion."
Cain's frank opinion was that the offer should be
rejected. 1d. at 70-71; 80.



wile

4) Chavanne stated to Cain that in his opinion "what
Mr. Leddick had advised him was the best advice anyone
could give him, and that if he were forced to resign
for giving his frank opinion, and for standing on what
he felt was a proper principal in this matter, that I
vould be very proud to be fired, or to resign with him,
for standing on principals."” 1d. at 71-72.

5) éain told his executive staff that Lewis had
forbidden him from contacting board members to
oppose the offer. 1I1d. at 72-73.
Cain told his staff that Lewis could terminate any of
Cain's staff who made calls to the Board of Directors of
LP&L and NOPSI to urge rejection of the offer. 1Id. at 73-74.
It is clear that Applicant has greater access than Joint
Intervenors to the facts concerning LP&L's reversal of position re-
garding allocation of power from Grand Gulf. Therefore, Appli-
cant's statements that Chavanne's deposition testimony is "tenta-
tive and uncertain" and that only one witness recounted this ver-
sion of the January 2, 1985 meeting are both deliberate misstate-
ments.
This Appeal Board should find LP&L management and LP&L
attorneys' willingness to make false statements in filings before
it is further evidence of a basic lack of corporate character and
competernce.
V. DOCUMENTS RELEASED TO JOINT INTERVENORS PURSUANT TO

COURT ORDER PROVIDE FURTHER SUPPORT FOR PROPOSED
CONTENTIONS.

The NRC Staff has argued that the problems at Waterfora do
not appiroach the seriousness of the guality assurance breakdown
at the troubled Zimmer and Midland nuclear power plants, and there-
fore less stringent reform programs are permissible. NRC Staff's
Further Response (Feb. 28, 1985), Harrison Aff., at 13-14. However,

a draft of the Staff's June 13, 1984 Letter to LP&L demonstrates



that in fact the NRC Staff at that time considered the guality
assurance breakdown as serious. Moreover, some members of the
Staff were prepared tc recommend that LP&L hire an independent
third party_to carry out "an objective and comprehensive assess-
ment." Joﬂn J. Harrison, head of the Task Force's Quality Assur-
ance Team, drafted this letter. See Draft Letter to LP&L, attached
and incorporated herein as Exhibit 2.

The NRC Staff has also told this Appeal Board that inzc-
curate statements in applicant's April 27, 1984 letter to the NRC
Staff in response to CAT Team findings were not of concern and
understandable given the "very general nature of the Staff's letter
of April 2, 1984..." Crutchfield Affidavit of December 21, 1984,
at 4. However, it appears that the NRC Staff discussed on August
1, 1984 whether to investigate and/or take enforcement action against
LP&L for material false statements made in that letter. See Meeting
Agenda, attached and incorporated herein as Exhibit 3, at 11. The
NRC Staff did not inform the Board of its earlier concern concerning
false statements in that letter, even though they believed LP&L's
false statements were significant.

Joint Intervenors obtained under the FOIA draft sections of
the SSER 7, which indicate that the NRC Staff verified many of
the 350 allegations, but "watered down" or eliminated a number of
their most critical findings and conclusions. Moreover, these
drafts indicate that statements made in the various NRC Staff re-

sponses to Joint Intervenors' Motion to Reopen are not accurate.



For example, the NRC Staff has stated that it did not re-
quire 100 percent reinspection of the work of unqualified QC in-
spectors because it obtained adequate confidence in the quality
of the hardware they inspected by "alternative methods". Harrison -
Affidavit at 15-16. However, earlier drafts of the section concern-
ing unqualified Mercury QC and QA personnel reveal that the NRC
Staff originally intended that 100 percent of the work of unguali-
fied Mercury QC inspectors was to be reinspected prior to fuel
load. See 5/23/84 Draft of Allegation A-0l, attached and incorpor-
ated herein as Exhibit 4.

Further, the NRC Staff stated the following in their initial
response to Joint Intervenors' claim that LP&L had failed to up-
grade its staff after repeated warnings by the NRC:

This allegation is without support. As noted in the

Crutchfield Affidavit at 9Y6B, Applicant commenced

a recruiting effort in 1981 and significantly increas-

ed staffing levels. The Staff has tracked and acknow-

ledged the improvement in Applicant's staffing in sev-

eral SER Supplements. The Staff has also concluded

that staffing levels and staff qualifications are ade-

quate for operation of Waterford 3.

NRC Staff Response to Joint Intervenors' Motion to Reopen, at 15.

However, both the draft and final versions of the NRC Staff's
analysis of allegation A-48 indicates that in fact LP&L had re-
peated warnings about inadequate technical and QA staff which it
ignored. For example, SSER 7, at 100, states:

The long held policy of LP&L has been to conduct their

business related to engineering, construction, and op-

eration of power plants by utilizing a very 'lean' in-

house organization with almost total reliance on the

Architect-Engineer (AE) constructor for engineering

and construction. This policy of 'lean-ness' and al-
most total reliance on the AE/constructor is one of the



problems associated with Waterford 3. This problem
was previously identified by outside consultants but
was not acted on.

The draft version of the SSER 7 section is even stronger:

The NRC staff reviewed portions of evaluations made

by MAC of LP&L management at Waterford 3 in 1977,

1979 and 1980. The "Executive Summary" of the 1979

MAC Report outlined many problems which "can criti-
cally impact the Waterford 3 Project." The particular
concern was stated as follows: (1) "The long-held
policy of Louisiana Power and Light has been to conduct
their business related to engineering, construction,
and operation of power plants by utilizing a very
'lean' in-house organization with almost total reliance
on the Architect-Engineer (AE) for engineering and con-
struction...

The 1979 MAC Report to LP&L states, in part, "The QA
group overall is strong...but few in number...it is MAC's
reccmmendation that additional manpower be obtained.

LP&L should monitor, audit and watch all of the crit-
ical activities...as they are accomplished at the site
.-..Additional QA manpower should be applied to ensure
contractor QA records are in auditable and buyable

order.

The 1980 MAC Report deals mainly with startup and op-
eration; however, the theme of under-experienced and

inadequate staff is a recurring theme and should be
evaluated by NRC Staff who are responsible for oper-

ational startup, testing, etc.

See 5/30/84 Draft, attached and incorporated herein as Ex-
hibit 5,6 at 23-25.

Certainly both the draft and final Staff analyses supports
Joint Intervenors' basic contention that LP&L failed to upgrade
its operational and QA staff adequately despite warnings that it was
adversely impacting the quality of construction of Waterford 2.

Further, a comparison of the final version of the NRC Staff's
analysis of allegation A-48 with the draft version contained in

Exhibit 5 discloses the NRC Staff's failure to reveal in SSER 7
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the true extent of the QA breakdown at Waterford. The follow-

ing portions of the draft section on allegation A-48 were omit-

ted from SSER 7:

Exhibit 5

1)

2)

Assessment of Allegation: The implied significance
of this allegation is that a "complete" QA breakdown
occurred. That is,quality control inspectors did
not do adequate inspections; Mercury personnel did
not have the freedom to write nonconformance reports
(NCRs) and obtain effective corrective action; EBASCO
and Mercury did not follew any procedure; QA records
did not adequately document QA activities; and the
licensee and contractors audit program, which is the
last defense for identifying QA/QC problems were not
adequately implemented. This breakdown also extends
to Louisiana Power & Light (LP&L) because as appli-
cant for the license and the holder of the construc-
tion permit they have QA overall responsibility for
all work at the site.

at 1-20

Interviews and Evaluation of Mercury Management.

The Hercury Company was plagued by poor and discon-
tinuous management. For example, ther: were six pro-
duct superintendents, six product engineers and six
QA site supervisors from mid 1978 thru mid 1983...

There was a high turnover among QC inspectors.

EBASCO management was aware of these problems short-
ly after Mercury came on site. More than one source
stated that LP&L and EBASCO did not properly control
and assure that Mercury QA records were retained on-
site but allowed Mercury to "haul" away Waterford
Project records that should have remained on site.
NRC Staff members also found that LP&L was still un-
sure as to exactly what records were on site and
what records should be on site. EBASCO and LP&L man-
agement became fully aware of serious Mercury prob-
lems in 1981 and 1982, almost three years after Mer-
Cury came on site and almost 80% of the work was done.
At this time EBASCO management supplemented Mercury
management to complete the work, because they ap-
parently assumed that it was too late to obtain cor-
rective action or else /that/ was an impossible task.
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3) Nonconformanc: ~nd Corrective Action S stem Breakdown.
The breakdown i1 the corrective action system between
Mercury and FRASCO management is evident i: the in-
ability of either Company to obtain corrective actions.
Both companies a;parently failed to review, recognize
or take action - . ‘rends which should have been appar-
ent shortly aft.r Mercury implemented their site QA
program. T: also appears that the Mercury nonconfor-
mance system impeded the freedom to initiate NCR's
which could have been upgraded to CARs as a result of
EBASCO managemert involvement.

Id at 15.
4) 1In conclusion the NRC Staff found considerable evi-

dence indicating there was a significant breakdown
in the QA program both at EBASCO and Mercury, and be-
tween EBASCO and Mercury, to the point that EBASCO
management was used to supplement Mercury management.
Also a breakdown of the QA program was evidenced in
that LP&L did not thoroughly evaluate, determine all
the causes, and identify the entire extent of the QA
breakdown at the Mercury Company, even after receiv-
ing a civil penalty violation on December 6, 1982.

Id at 23.

The NRC Staff moderated its conclusion in SSER 7 to state
merely that "there was a breakdown of the LP&L QA programs at
EBASCO and Mercury. Also, a breakdown of the LP&L QA program was
indicated..."” SSER 7, at 100. Moreover, the NRC Staff's current
position is that there was only a "partial” QA breakdown, rather
than a complete QA breakdown, as stated in its original analysis.
See Harrison Affidavit at 12.

The NRC Staff has also failed in SSER 7 to disclose the ex-
tent of corrective action it has required of LP&L. For example,
in a draft of the NRC Staff's analysis of allegation A-1284 it
was stated that in most cases rewelds were inspected and found

adequate. See Draft of al.egation A-128d, attached and incorpor-

ated herein as Exhibit 6 at 1. ("In most cases the rewelds were



=l Do

reinspected and found adequate.") However, the Staff's analysis
in SSER 7 suggests that all rewelds were inspected. SSER 7 at
137. ("The rewelds were reinspected by LP&L and found adequate.")

Moreover, the draft sections of the staff's analysis of
Allegation A-141 indicate the significance of the allegation. It
is not resolved in either SSER 7, at 149, or SSER 9, at 90-94. The
NRC Staff fails to explain how 70 concrete packages disappeared
for over a year and were found only in August 1984 in EBASCO's
vault. The Staff also ignores the fact that these concrete pack-
ages or Deficiency Reports noted deficiencies which LP&L's re-
view of the records did not. As Joint Intervenors ergued, the
fact that a 1982 QAIRG document review uncovered document defi-
ciencies which LP&L's 100 percent documentation re¢review did not,
reveals LP&L's inability or unwillingness to carry out adequate
corrective action, even unde- intense NRC Staff scrutiny. See
generally, Drafts of analysis of allegation A-141, attached and
incorporated herein as Exhibit 7.

The abovecited drafts of SSER 7 and SSER 9 demonstrate the
weaknesses in the NRC Staff's analysis of the QA and construction
deficiencies at Waterford and the NRC Staff's downplaying of ser-
ious safety problems of the same magnitude as those detected at
the Zimmer and Midland nuclear power plants. Moreover, these
draft analyses in some cases indicate that the NRC Staff's re-
sponses to Joint Intervenors' Motion to Reopen have been misleading.

IV. CONCLUSION.

In conclusion, Joint Intervenors request that the Appeal



Boaid grant leave for filing of this Reply to Applicant's Answer

to Joint Intervenors' Supplemental Memorandum, and further, in
consideration of the recnrd before it, that it grant Joint Inter-
venors' Motion to Reopen the Record for Litigation of Quality

Assurance and Character and Competence Contentiors.

Respectfully Submitted,

nhe Bernabei
ernment Accountability Project
555 Connecticut Avenue, N.W.
Washington, D.C. 20036
(202) 232-8550

Attorney for Joint Intervenors
Dated: March 12, 1985
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STATE OF LOUISIANA
PUBLIC SERVICE COMMISSION
DOCKET NO. U-16091
Louisiana Power & Light

Company (New Orleans, Louisiana), Ex
parte, In Re:

Application for an Increase

of ivs Electrical Rates,

DCCKET NGCG. U-16092

New Orleans Public Service,
Inc. (New Orleans, Louisiana), &x Parte.

In re:

Application for an Increase

of its Electrical Rates.

TESTIMONY OF JOHN H. CHAVANNE, taken

before Mary Virginia Hughes, Certified
Shorthand Reporter, in the Law Offices

vt Stone, Pigman, wWalther, Wittmann &

Hutchinson, 546 Carondelet Street, New
Crleans, Louisiana 70130, taken on the

23rd day of January, 1985,
APFEAKANCES:

hepresenting Louisiana Power & Lignt
Company, New Orleans Public Service,
Ince:

MONROE & LEMANN

Attornsys at Law

BY: J. WAYNE ANDERSCON, ES5Q.
Whitney Building

New Orleans, Louisiana 70130

Representing Louisiana Public Service
Commission:

STONE, PICMAN, WALTHER, WITTMANN
HUTCHINSON

Attorneys at Law

BY: MICHAEL R, FONTHAM, ESQ.

&

hUGHES & ASSOCIATES, INC.

b RSN W I eem—— . N 1. . oliBan L - e S e



1 PAUL L. ZIMMERING, ESQ.
NOEL J. DARCE, BSQ.
2 546 Carondelet Street
New Orleans, Louisiana 70130
3
Representing the State of Louisiana:
4
OFFICE OF THE ATTORNEY GENERAL:
5 BY: R. m, TROY, ESQ.
Suite 700
6 2-3-4 Loyola Avenue
New Orleans, Louisiana 70112
-
Representing the City of New Orleans:
8
VERNER, LIIPFERT, BERNHARD,
S MCPHERSON & HAND
Attorneys at Law
10 BY: GLEN L. ORTMAN, ESQ.
culte 1000
11 1660 L Street, N.W,
Washingten, D. C. 20036
12
Representing Occidental Chemical
13 Corporation:
14 SUTHERLAND, ASBILL & BRANNAN
Attorneys at Law
5 BY: ROBERT W, MORROwW, ESCQ.
Suite B80C
16 1666 K Street, N.W,
washington, D. C, 20006
17
kepresenting Louisiana Energy Users
18 Croup, Intecrvenor:
1% R. GORDCN KEAN JUk., ESg.
Baton Rouge, Louisiana
20
Videotape Operators:
21
JANET DENSMORE
22 LECLARE RATTERREE
23 REPORTED BY:
24 MARY VIRGINIA HUGHES
Certified Shorthancd Reporter
25 In and for the State of Louisiana

nUGhES & ASSCCIATES, INC,
1619 Coliseum Square, New COrleans, Louisiana 70130
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JOHNM H. CHAVANNE,
Vice President, Corporate Control and
Assistant Secretary, P. O. Box 60340,
317 Baronne Street, New Orleans,
Louisiana 70160, having been first duly
sworn, was examined and testified under
oath as follcws:

EXAnINATION

MR. FONTHAM:

Let the record show
that this is a deposition of Mr. John
Chavanne, being taken pursuant to a
notice of deposition and a deposition
subpoena issuved by the Louisiana Public
Service Comnission,

My name is Michael FfFontham.
I am special counsel for tne Louisiana
Public Service Commission; and I will
be the initlal counsel asking questions
of Mmr. Chavanne in this deposition.

There are a number of other
lawyers present representing various

parties. .n order to help in

1619 Coliseum Squar2?2, New (Crleans, Louisiana 70130

HUGHES & /SSOCIATES, INC.




1 identifying the people asking questions,
2 when they do ask questions for the

3 videotape, I recquest that these lawyers
4 now identify themselves for the record.
5 MR. MORROW:

6 My name {is Robert

7 Morrow with the firm of Sutherland,

8 Asbill &« Brannan, representing

9 Cccidental Chemical Corporation,

10 MR. TROY:

11 Richard Troy,

12 Louisiana Department of Justice,

13 representing the State of Louisiana,

14 MR. DARCE:

15 Noel Darce of the law
16 firm of Stone, Pigman, Walther,

17 Wittmann & Hutchinson, special counsel
18 for the Louisiana Public Se-vice

19 Commission,

20 MR. ORTMAN:

21 Glen Ortman of the

22 firm of Verner, Liilpfert, Bernhard,

3 McPherson & Hard, and I represent the
24 City of New Orleans,

25 MR. KEAN:

HUGHES & ASSOCIATES, INC.
1619 Coliseum Square, New Orleans, Louisifiana 70130
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I am R. Gordon Kean
Jr., attorney for the intervenor,
Louisiana Energy Users Group.
MR. ANDERSON:
hayne Anderson of the
firm of Monroe & Lemann representing
Louisiana Power & Light Company and New
Orleans Public Service.
MR. FONTHAM:
I believe the camera
is now focused on the witness,
I have a few other
preliminary comments to make., I
believe that, at least it Is my
uncerstanding that this deposition is
being taken pursuant to the rules of
the Louisiana Public Scrvice Commission,
which would permit the use of the
ceposition for any purpose permitted
under Loulisiana civil practice,
Counsel, it iIs also my
understanding that there is an
objection you wish to reserve to the
use of the videotape; is rhat correct?

MR. ANDERCON:

HUCHES & ASSOCIATES, INC,

1619 Coliseum Square, New Orleans, Louisiana 70130



1 That is correct, wWe
2 would like to make that objection

3 continuing with respect to all

4 depositions at which the videotape is

5 made, And we would like to reserve all
6 of our objections, except those as to

7 the form of the question, until such

8 time as tne deposition may be sought to
9 be used, either through transcript or
10 the vicdeotape,

11 MR, FONTHAM:

12 That's satisfactory.
13 That's my understanding of your

14 privilege.,

29 Mke ANCERSON:

16 We also woulc like to
17 reserve our right to read anc¢ sign the
18 transcript; and we would like to make
19 that just 4 general stipulation,
20 applicable to all of the depositions
21 that tne Commission has noticed in

22 cecnnection with these two proceedings.
23 MK. FONTHAM:

24 That is agreeable

25 with me, Is there a2any objection from

HUGHES & ASSCCIATES, INC,
1619 Colliseum Sgquare, New COCrleans, Louisiana 70130



1 any other party?

2 In view of the fact that

3 each of these are gcing to be

4 separately videotaped, I will try to

5 remember to have that put on the record
6 at the beginning of each videotape; but
7 it Is satisfactory to me for you to

8 : make that a general reservation of your
9 right.,

10 MRe ANDERSON:

11 Thank you.

12 MRk, FONTHAM:

13 At this time, I

14 request that the court reporter swear
15 the witness.

16 ( Witness sworn by the

17 court reporter. ).

18 mMR. FONTHAM:

19 Are we ready to

20 proceed?

21 BY MR, FONTHAM:
22 Q. Would you state your name,
23 please?
24 A John Chavanne,.

3 Qe What is your address, Mr.

HUGHES & ASSOCIATES, INC,
161 Coliseum Syuare New Orlean n 7




1 Chavanne?

2 A, My business address is 317
3 Baronne Street, New COrleans, Louisiana.
4 Q. wWhat s your nome acdress?
5 A, My home address Is 2257 New
6 York Street, New Orleans, Louisiana.

7 Ce wWhat is your current

3 occupation?

o A I am vice president

10 corporate control of both Louisiana

11 Power & Lignt Company, and New (rleans
12 Public Service.

13 Ce What is the vice president
14 corporate control?

15 A The responsibilities uncer
16 my area include auditing, financial

17 planning, MIS modeling and load

18 research and corporate performance.,

19 In eddition to that, I work
20 @a considerable amount in rate case
21 matters,
22 Qe Would you tell me what
23 educational degrees you hold?
24 A, 1 hoeld a law cdegree, a
25 Masters degree, a CPA certificate, and

HUGHES & ASSUOUCIATES, INC,
1619 Collseum Sqyuare, New Orleans, Louisiana 7¢clicC
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1 @ Bachelor of Business Administration
2 aegree.,

3 Q. Tick them one at a time.

E Would you tell me the year and the

5 college from which you received your

6 law degree?

7 A. 1971, from Loyola

8 University of New Orleans; 1967, the

9 »BA; 1960 =~

10 Ce Where did you get the MBA?
11 A, All the degrees were from
12 Loyola University.

13 Q. Give me the years?

14 A MBA 1967, the BBA, 1963.
15 Q. When did you receive your
16 CPA certification?

17 A. I think it was

18 eapproximately 1974; in that time frame.
19 Q. What course of study, if
20 ey, di1d you pursue to obtain the CPA?
21 A, The standard courses that
22 one must take, some 27 to 30 hours of
23 al]l levels of accounting and business
24 law,

25 Qe Wwas this at Loyola?

HUCHES & ASSOCIATES, INC,.
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1 A, No . Most of that was at

2 Tulane University.,

3 Qe Your law degree, was that

4 received in connectien with pursuit of

5 é course of study in tue day school or

6 the night school at Loyola?

7 Ao That was in the evening

8 division of Loyola.

9 Ce wWwnen did you first become
10 employed with any company in the Middle
11 South Utilities group of companies?

12 A, In April of 1966, I was

13 employed at New Orleans Public Service.
14 Ce Would you describe your

15 woOrk history since the time you were

16 employed at NOPSI? -=- and I will refer
17 to NOPS5I as an acronym for New Crleans
18 Public Service in this deposition; I

19 will refer to LP&L as an acronym for

20 Louisiana Power & Light Compaeny, and I
21 may refer to the Middle South Uctilities
22 hoelding company, or the group of

r companies as Middle South

24 interchangeably.

25 A. I was hired as a data

HUCHES & ASSOCIATES, INC,
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1 processing analyst in the methods and
2 procedures department in April of 1966,
3 and worked there for approximately a

4 year and a half or so, in which case 1
S was transferred to what was then the

6 budget and statistical department, and
7 worked in a number of positions,

8 including supervisor and manager in

9 that area.

10 I then was promoted, as I
11 recall, to assistant to the vice

) president of finance; then to the

13 controller position =--

14 Ce wWwhat would you, as you go
18 through this history, would you tell me
15 about when each of these promotions

17 occurred; and take your time and =--

18 A. From ==

19 Q. -=- just give me a general
20 idea,

21 A, Ceneralliy speaking, 1

22 worked in the budget and statistical
213 department probaebly from sometime in
24 1967 till sometime in the early 1970s.
25 I worked as assistant to the vice
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1 president of finance for a few years in

2 the mid seventies, I was named

3 controller, probably sometime in the

L) late 1970s; and in the assistant to

S vice president of finance, and in the

6 controller I had increasing

7 responsibilities in rate case matters,

€ primarily.

9 I was named vice president
10 of finance, as I recall, I believe in
1 November 1980, and had the =-- the
12 normal functions of a person in that
33 position of autnority, including the
14 treasurer functions.

15 C. Lo you nold éeny position
16 with Louisiana Power & Light Comgpany?
17 A, Yes, Commencing, as 1I

18 recall, in August of 1983, I was named
19 @ vice president of corporate control
20 of Louisiana Power & Light Company.

21 Qe Would you describe the rate
22 case duties that you referred to a few
23 a.inutes ago.

24 A For a number of years, I
25 have participated directly angd

HUCHES & ASSOCIATES, INC.
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1 substantially in the preparation of the
2 president's testimony in electric, gas,
3 and back then transit rate matters

< before the New Orleans City Council; I
5 also assisted substantially in the

6 preparation of the financial vice

7 president's testimony.

g When I assumed that

S position, of course, I wrote my own

1¢C testimony, and substantially assisted
11 in the preparation of data respcnses to
12 all intervenors date of request in rate
13 cases, and ﬁestified myself in a number
14 of gas, electric, and transit matters,
15 before the New Orleans City Council,

16 anag before the Louisiana Public Service
17 Commission.

18 Q. Would your -~ did your rate
19 case resgponsibility before the New

20 Crleans City Council involve any

21 revenue requirements?

i2 | A Yes.
23 Qs -=- duties?

24 A. Yes, it did.
2% e Is there any difference

HUGHES & ASSOCIATES, INC.
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1 between your rate case responsibilities
2 beginning in the early 1980s, or the

3 late 1970s, whenever you said, and your
4 rate case responsibilities now.

S A, They are essentially of the
6 same magnitude; the dollars are greater,
7 but the preparation and the work during
8 the course of it is approximately the

9 same.

1¢C Q. In connection with your

11 duties In, as a person dealing with

12 revenue requirements and financial

13 affalrs of these two companies, have

14 you had occasion to perform any duties
15 or be a member of any committees that
16 are so=-called system committees for the
Middle South System.

18 A, Yes. 1, for several years,
19 served as representative for Public

20 Service on the Middle South Utilities
21 financial officers committee, for some
22 three to four years, I have served as
23 Public Service representative on the

24 Middle South Utilities retirement

25 committee; for a couple of years 1 have

LUGHES & ASSOCIATES, INC.,
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1 been both Public Service and LP&L's

2 representative on MSU employe stock

3 ownership plan committee.

B Q. Let me just back up for a

S second and ask you this: what is your

€ understanding of the relationship of

7 New Orleans Public Service and LP&L to

8 Middle South Utilities, Inc.?

9 A, We are an operating company
i0 subsidiary of Middle South Utilities
11 under the Public Utility Holding
12 Company Act of 1935, and Middle Lfouth
13 Utilities, in that regard, owns one
14 nundred percent of the common stock of
15 beth companies.

16 Q. Are you familiar with a

17 company known as Middle South Services,
18 Inc.?

19 A. Yes, I anm.,

20 Q. Wwhat is your understanding
21 of the relationship of that company to
22 Middle South Utilities, Inc. and to

23 LP&L and NOPSI?

24 A, mMiddle South Services is a
25 service company subsigdiary of MmMiddle

HUGHES & ASSOCIATES, INC,
1619 Coliseum Square, New Orleans, Loulsiana 70130



— S——

16

10

11

12

14

15

16

17

23

24

25

South Utilities that provides a2 number
of areas of expertise to the operating
companies and to other entities within
the Middle South System that provides a
more efficlent basis for these services
being provided than by the companies
duplicating such areas of expertise.

Qe Loes Middle South Services
perform any tasks for any of these
committees, these system committees
that you mentioned, that you have had a
gFart on?

A, Yes, they do.

Qe what sort of things woulgd
riddle South Services do for, for
instance, the financial officers
committee?

Ao Depencing on the aacjenda
item, during tax season, the vice
Fresident of tax services would provide
various schedules showing the tax
li1ability for each company in the
System, based on budgetary matters, the
tinancial planning department of Middle

South Services would provide the

1619 Coliseum Square, New Orleans, Loulisiana 7013
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outputs generated primarily from the
inputs provided by the operating
companies that make up the annual
budget and the several-year forecast,

In essence, they are
responsible, of course, for
consolidating the financial results for
each of the companies in the system to
provide consolidated accounting
expertise,

Q. Who are members of the
financial officers committee?

A There have been some
changes recently, but {in essence, as 1
recall, Ed Lupberger is chairman of the
committee, Ed is senior vice presidentc
and chief financial officer of Middle
South Services and president of Electec.

Q. Why don't you, before you
go on, you said tne worl Electec; what
is that?

A, Electec is a for-profit
subsidiary of Middle South Utilities;
it was formed within the last, I think

18 or so months,

HUGHES & AESOCIATES, INC,
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Mr. Frank York, the
financial vice president of Mississippi
Power & Light is a member; Mr. John
Harton, the financial vice president of
Arkansas Power & Light i{s a member.

Mal McLetchie, the senior vice
president of finance and treasurer of
both LP&L and NOPSI, is a member.

In addition to these
members, typically a number of other
individuals, both for Middle South
Services, and one or two individuals
usually from each of the operating
companies attends the meetings, and
based on the subject metter being
discussed, participates in the adjenda
items,

Q. hhat, during what time
period were you a member of the
financial officers committee?

A, From the date of the time
of Mr, Brodtman, which as I recall, I
believe was November of 198G, until Mal
McLetchie coming over in November of

1984, in that time frame, I served as

HUGHES & ASSOCIATES, INC.,
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representative for Public Service,

Qe You say Mal McLlLetchie

coming over.
where did Mr. MclLetchie
come from?

A He was vice president of
tax for Middle South Services.

Qe Is he now the chief
financial officer of LP&L and NOPSI?

A. Yes.

Qe Wwhat would, in your
experience with the financial officers
committee, aid that committee have
cccasion to review computer projections
of revenue requirements of the
operating companies under various
alternative scenarios?

A To tne best of my
recollection, I never recall a revenue
requirement printout, 1f you will,
being distributed and/or discussed at 2
tinancial officers meeting.

Qe Po you recall seeing
printouts of wutility kilowatt hour

costs at financial officers meetings,

1619 Coliseum Square, New Orleans, Louisiana 70130
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projected kilowatt hour costs for the =--

A, To the best of my
recollection, no. I could stand
corrected, but as of this moment, I
don't ever recall that being discussed.

There are a number of other
committees within the mMiddle South
System, such as the operating committee,
and the rate committee, which perhaps
more properly by thelr cdefinition may
have seen such. But I don't recall
such being an adjenda item and
wuistributed and discussed at financial
ofticers meetings.

Qe Did the financial officers
discuss the ability of a given company
to finance generating units that the
operating committee may have proposed
that these companies construct?

A. I don't recall any specific
ciscussion along those lines in recent
years, Going back, probably as much as
approximately ten years ago when I
accompanied Mr. A, J. Brodtman, who was

the -~ my predecessor, vice president

1619 Coliseum Square, New Orleans, Louisiana 70130
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1 of finance at New Orleans Public

2 Service, I do recall some discussions,
3 problems assocliated with operating

4 companies being able to finance Grand

5 Gulf I and Grand Gulf II.

6 As I recall from almost a

7 cecade ago, I know there were some

g8 serious discussions at the financial

9 officers level there, where it was
10 qyuite obvious to the representatives

11 for Public Service and for Mississippi
12 Power & Light, that those companies
13 could not finance the construction of a
14 nuclear power plant.

18 But beyond that, I don't

16 recall in recent years any serious

17 Giscussion, or eny discussion at all of
18 those matters.

19 Ce in fact, when you
20 accompanied the NOPSI representative to
21 the financial ofticers committee, did
& that committee take any action, or make
23 any recommendations with respect to the
24 Jifficulty in financing Grand Guif?
25 A mMrg. Fontham, I truthfully

HUGHES & ASSOCIATEZ, INC,
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1 don't recall what happened a decade ago.
2 I would hope that there would be some

3 minutes that could more accurately

“ reflect than my memory can of ten years
5 ago.

6 I do know there were

7 serious discussions, as I mentioned

8 earlier, I do know that Mr. Brodtman

9 and the vice president of finance at

10 mississippi Power & Light at that time
11 were quite frank in indicating that

12 tney would not, thelr companies, would
13 net be able to finance those units,

14 beyond that, I can't recall
15 discussion of ten years ago.

16 Qe Loes the financial officers
17 committee, based on your experience,

18 make decisions as to the timing of

19 securities offerings by the various

20 companies in the Middle South System?
21 A. The finance committee does
22 Nty Nno, Bit .,
23 Q. hhat does it do?
24 A, In my interpretation, the
25 finance committee convenes to discuss

hUGHES & ASSOCIATES, INC,
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1 matters of common interest of a

2 financial nature throughout the system,

3 to be brought up to date on matters

4 from personnel to Middle South Services

5 and Middle South Utilities of 21 common

6 interest, and to advise the CECOs for

7 ~hom we report issues discussed at

8 those meetings,

9 “e To your knowledge, has the
10 financial officers committee mude any
11 decisions since 1980 or so? ~-= made
12 any decisions that in essence were
13 recommendations to someone?

14 A, Sir, I am sure the finance
15 committee hes made some decisions.

16 Again, I == I would think the minutes
17 could far more accurately than |

18 reflect specifically what decisions;
19 but I would consider the finance

20 committee, like most committees,

21 primaerily an advisory group to the

48 respective CEOs of the operating

23 companies.,

24 Go To your knowledge, do you
25 have personal knowledge of any

hUGHES & ASSOCIATES, INC.
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1 recommendation being transmitted by the
2 finance committee to anyone?

3 A I am sure that the

4 individual representatives of the

5 operating companies have returned to

6 their respective companies and made

7 recommendations to the CEOs, as to

8 specific items discussed, for the CEO
P to discuss at a subsequent CEOC meeting
10 or Middle South Services meeting.

11 Q. Eut other than that, I am
12 asking you for any, say a written

13 recommendation by the financial

14 officers committee; do you know of any
15 of those?

16 Ae I don't re2call any written
17 recommendation per se.

18 Q. Are you familiar with the
19 board of directors of Middle South

20 Services?

<1 A, Yes, sir.

22 Coe Who comprises the board of
23 directors at Middle South Services?

24 A, It is my understanding that
25 the CECs of each of the operating

HUCKRhES & ASSOCIATES, INC.
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companies, the CEOQO of Middle South
Services, the CEO of Middle South
Utilities, as well as the CEO of System
Fuels, Incorporated, comprise the board
of Middle South Services,

Q. Is it your understanding
that there is any effort to coordinate
securities placements among the Midcle
“outh companies, the timing of
securicties placements?

b e I think certainly with
regard to the placement of common stock,
thet there is a coordinated effort, It
is obviously there has to be a
coordination of Middle Louth Utilities
having the funds available in a time
frame when the operating companies
require the funds.

S0 Certainly to the extent
of common stock funding, there is
definitely a coordinated effort,

I think witn regard to debpt
and preferred stock issuances, I think
generaily speaking, the operating

COmpany nas substantial attitude 2s to

HUCHES & ASSOCIATES, INC.
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1 +hen (it goes to the market for such

2 issuances.

3 Q. Does Mr. Lupberger

4 participate in the decision with an

5 cperating company as to when to go to

6 the market with an issuance?

7 A I am sure he coes, and I am
8 sure Mr. Drake Keith, who is a vice

9 tresident at Middle South Services,

10 also I think is quite possibly even

11 more 1nvolved now than Mr. Lupberger {is
12 in assisting the company in fincncials.
13 Q. well, in your experience

14 with NOPSI and LP&L, have you had

15 occasion to be in charge of a debt

16 issuance?

17 A, Yes, But not in recent

18 years, because New Crleans Public

19 Service has had very, very few external
20 financings within, frankly, the last 17
21 years, since our last major

22 construction program.

<3 So 1t's been several years
24 since I have been directly involved in
2% the financing issue.

HUGHES & ALSOCIATES, INC.
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1 Q. What {is your understanding
2 of the position of LP&L -~ well, let me
3 back up.

4 Are you familiar with

5 middle South Energy, Inc.?

6 A Yes, sir.,

 ; Q. Would you describe that

8 comgpany to me?

9 A, Middle South Energy, Inc.
10 is a subsidiary of Middle South

11 Utilities, that was formed, 1 believe
12 in the early 19708, in recognition of
13 the need for the development of an

14 innovative financing mecharism for

15 obtaining substantial sources of funds,
16 which perhags otherwise would not be

17 attainable in connection with

18 construction of Grand Gulf Unit I andg
19 II.

20 Q. How 1s that unit being

21 financed; how are those funds being

22 ocbtained?

23 A. There have been various
24 debt issuvuances of various types, I
25 believe fncluding the venture bonds, 1

HUGHES & ASSOCIATES, INC,
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1 believe some mortgage bonds,

2 substantlial amounts of bank loans,

3 including some Euro-dollar bank loans,
4 and, of course, a substantial amount of
5 common stcck equicy.

6 Q. What (s your understanding
7 of who makes the ultimate decision

8 concerning whether equity is invested

9 in an operating company or in Middle

10 South Energy?

11 A, I would say, sir, that

12 initially, it is a coordinated type

13 +f£fort, in that there are certain

14 strateglic planning capitalizaticn

15 ratios that the Middle South System has
16 for several years established, and that
17 we 31re moving toward, in an effort to
18 improve our security rating. And as a
19 company needs external funds, whenever
20 possible, the operating companies want
21 to issue additional common stock equity
22 to get the debt ratio and preferred
21 ratio down, the common equity ratio up.
24 Obviously after the initial
25 coordinated effort, another factor that

HUGhHES & ASSOCIATES, INC.
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deserves serlous consideration is the
ability of Middle South Utilities teo
ralse the common equity that the
operating company needs to finance its
ongoing construction program and for
other corporate needs.

Qe So who makes the ultimate
decision?

A I don't think, sir, that
there can be a simplistic decision, or
answer to the question,

I would say that certainly
1f certalin factors e¢xisted, where, for
example, Middle South Utilities didn't
have the wherewithall to come up with
the funds, they couldn't provide the
funds.,

I am not sure that 1is
Middle South Utilities denying the
company the funds, so much as simply

saying we can't raise it at this point

in time, or the market, perhaps, is not

advéntageous for us to ralse it at this

point in time.

Another i1ssue which is a

1619 Coliseum Square, New Orleans, Louisiana 7013¢C
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1 separate factor is, in the case of

2 Public Service, is a dispute between

3 the company and the counsel that sit in
4 New COrleans, as to whether Public

5 Service can issue additional common

6 stock legally as a result of certain

7 provisions in the settlement ordinance
8 which the city attorney interprets as
9 saying would prohibit the issuance of
10 additione]l securities, and which

8 company attorneys feel is no longer of
12 any legal significance.

13 So it is not just the

14 middle South prohibition in that case;
15 it also is a legal interpretation of
16 the settlement ordinance.

17 Q. Uncderstanding that all
18 kinds of factors may influence the

19 decision, who makes the ultimate
20 decislion in your understanding?
21 A, I would say that ultimately,
22 Middle South Utilities has the final
23 responsibility in decidipg whether or
24 not it has the ability to provide the
25 funds the operating company needs;

HUGHES & ASSOCIATES, INC.
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and/or whether the operating company
deserves an additlional infusion of
common stcck from Middle South
Utilities,

Qe Are you familiar with two
proceedings panding at the FERC, and by
that 1 meen the Federal Energy
Regulatory Commission, involving the
allocation of Grand Gulf, the Grand
Culf nuclzar unit owned by Middle South
Energy and the proper division of
generating costs on the Midale South
system?

A Yes, sir. [ am far more
familiar with the unit power sales
agreement of the Crand Gulf case than 1
am with the system agreement; but I am
certainly generally familiar with both.

Q. What 1s your understanuing
of the position of NOPSI and LPsL,
prior to January of 19684, in those
cases?

A My recollection that gprior
to January 1, 1984, LP&L and NOPSI

supported the MSE fillea allocation of

. 1419 Coliseum Souare . New Orlasans. Lauls
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the Grand Gulf Power and the unit power
sales agreement, and supported the
filing of the system ogreement case as
proposed in the initial documents.

Q. Are you familiar with a
change of position by LP&L and NOPSI
that occurred sometime early in 19847

A. Yes, sir.

Ce Wwnat iIs your understanding
of the position that LP&L and NOPSI
adoptead In early 19847

A It 1s my understanding that
LP&L and NOPSI agreed to support the
Louisiana Public Service position in
both cases, namely on the allocation
1ssue, and the unit power sales
agreement case, and on the equalization
of production cost issue in the system
agreement case,

G In your opinion, did the
original filings of middle South Energy,
and middle South Services, lead to
results, projected resul!ts, that would
be unfalr and unjust to NOPSI and LP&L

and theilr customers?

HUCHES & ASSOCIATES, INC.
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A, Mr. Fontham, at the time
the documents were filed, I was not
involved in any of the decision-making
sessions leading up to the filing of
those documents, To the best of my
recollection, I was not provided any
financial or rate data upon which I
could have formulated an opinion.

[ I am not asking you what
your opinion wos back then, I am
«uSking you, based on what you know now,
what operating results you have seen up
to the present, were the original
filings to be acdopted by the FERC, do
you belleve that those orliginal filings
would lead to results that are just and
ressonable to LP&L and NUPSI and their
rate payers, or unjust and unreasonable?

A Mr., ktontham, in my opinion,
Your question asks me about the filled
documentation; and I cannot divorce
myself from how I, or any reasonable
person, would have viewed thne
resonableness of that at the time the

dyocuments were filed.

HUCHES & ASSUOCIATES, INC,.
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1 I think it can be

2 unreasonable for anyone, a few years

3 later, after substantial facts have

. changed, to say how they would have

5 viewed the filing documents today.

6 I certainly acknowledge

7 that today a reasonable person could

) draw considerably different conclusions
o than that same reasonable person wnula
10 have concluded, perhaps, at the time of
11 the filing.

12 Qe Given the fact that you

13 don't know what you would say at the

14 time of the filing, 1If you had the

15 results, and you certainly sympathize
16 with the people who made their

17 decisions at the time of the filings, I
18 am only asking one question, xnowing

19 what you know today, {f today the

20 original ms5S filing was adopted by the
21 FERC, tne original MSE filing was

<2 adopted Ly the FERC, knowing what you
23 know today, after conditions in your
24 view have changed, would the results be
25 resasonable or unreasonable?

HUGHES & ASSOCIATES, INC.,
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A. In my opinion, frem a LP&L
Public Service pe2respective, I could not
Ssupport the document as originally
filed with the information that [ know
today.

(7 Is that -- may I interpret
that as a judgment on your part that
the results would be unreasonable?

A, I think, sir, that
unreasonable is a relative term that
everyone in this room could have a
uifferent interpretation on.

but from my perspective,
Dased on what [ know today, I would not
recommend that the LP&L-NCPSI
management support the original filed
allocation of the Grand Gulf case, I
am far less fomillar with the system
agreement case, but as I stated ecarlier,
LP&L-NUPSI management supported the
equallization of power production costs
from I think the first quarter o. 1984
on; and I think that was a wise course
of action.

MR. ANDERSUN;

HUCHES & ASSOCIATES, INC.
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Let me interrupt just
for a moment., I noticed Mr, Chavanne
used an abbreviated term Public Service
that he obviously interchanges with
NOPSI and New Orleans Public Service;y
is that correct? S0 the record will be
plain, when you are referring to Public
Service, you are referring to New
Urleans Public Ctervice?

THE WITNESS:

That is correct,
BY MR, FONTHAM:

Qe All right, Mr. Chavanne, we
Cun beat tnuis vll morning, but I am
really just asking you for your bellef,
~hen you sald you woulan't recommend
the adoption of these original fillings
today, iIs that because you believe (¢t
would produce unreasonable results for
LP&L and NOPSI?

A, Based on the Information I
have today, Mr. Fontham, yes, I think
I should gpoint out to this group that 1
do not have present access to all of

the most recent cata upon which some

HUGHES & ASSOCIATEE, INC,

I o ® e




37

10

11l

12

13

14

15

16

17

18

19

20

¢l

22

21

24

25

recent decisions have been made,

Q. Now are you familiar with
the events that led to the change of
position by LP&L and NOPSI in early
19847

A, I think that it was a
combination of factors which obviously
mr, Cain, the CEO of both companlies,
could far better address than I could,

It was my understanding
that it was a combination of & number
of factors, probably including the
administrative law judge's initial
decision, which substantially changed
the proposed allocation of the power
irom that unit from the initially filed
amounts to substantially different
amounts,

I think that as additional
information was brought to his
attention, and probably to the board of
directors' attention, that there was a
complete review of the entire matter,

I don't think it was any

one factor; I think (t was a

HUGHES & ASSOCIATES, INC.
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combination of factors,

Q. Have you ever had occasion
te hear Mr., Cain describe the meeting
of the chief executive officers, or a
meeting of the chief executive officers
of the system companies, in which it
was oetermined that LP&L and NOPSI
could assert, or would assert a
different position than middle South
Energy and middle South Services,

A mr. kontham, I am sure that
Mr. Cailn brought that to the attention
of his staff at that time, I don't
recollect, you know, the specifics of
the discussion, other than in a general
maenner such as you described them.

T“hat 1s I recall that Mr. Cain

indicated that the operating companies
had the authority to present their own
individual respective views before the
Federal Energy Kegulatory Commission.

e Was It your Impression,
based on your discussions with Mr., Caliln,
or what you heard Mmr, Cain say, that

the authority gained by LP&L and NOPSI

HUGHES & ASSOCIATES, INC.

»




1 to assert their own positions, was a

2 change of circumstances in the sense

3 that LP&L and NOPSI did not have that

4 authority prior to that meeting? !
S A, It is my understanding,

6 subject to Mr. Cain's correction,

7 because he was there and I was not,

8 that the authority had not been

9 provided him before to take an

10 individual operating company position;
11 but that was granted for the number of
12 factors, some of which I mentioned in
13 response to your previous gquestion,
14 Qe Was it your impression that
15 the authority thot we are talking about
16 is authority flowing from the chief
17 executive officer sitting as a group,
18 or Middle South as the parent, or Floya
19 Lewis as the chairman?
20 A It is my recollection,
21 agein subject to correction from Mr.

22 Caln, that the authority came from Mr.
<3 Lewis,
24 I could stand corrected on
25 that, but to the best of my

HUGHES & ASSOCIATES, INC.
1619 Coliseum Sgquare, New Orleans., Louisiana 70120
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recollection, I believe that was the
way it was presented.

Q. Are you familiar with a
change of position acopted by LP&L and
NOPSI in those cases recently?

A Yes, sir, I am.

Ce. Would you briefly describe
what you understand to be the LP&L and
NOPSI action that changed that gosition.

A I think the action that
changed the position from a legal
corporate viewgpoint was the board of
directors' action of both companies,
wnich was held on January 3rd, 1985,
which directed Mr. Cain and the company,
0r authoriced, to support the recently
filed offer of settlement with the
Federal Energy Regulatory Commission.

Q. who filed an offer of
settlement with the Federal Energy
Regulatory Commission, to your
knowledge., Who were parties to that
offer?

A, To my understanding, each

of the Middle South System operating

1619 Coliseum SqQuare, New Orleans. Louisfiana 7201310
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companies In the unit power system

agreement case, Middle South Energy was
a party, and Middle South Services was
a party to the system agreement case.

Q. Is your understanding that
this offer of settlement has been filed
in both of those cases?

A. Yes, sir.

Ce would you brilefly cescribe
what your understanding is of the terms
of that offer of settlement?

Ao Yes, but I should, at the
outset, indicate that my involvement 4{in
the preparation was nonexistent, for
all practical purposes, My review of
the document has been of a very general
nature.,

But my understanding, in
essence, 1s that the allocation of
Grand Gulf Unit No. 1 was allocated
17.1 percent to Arkansas Power & Light;
19 percent to Mississippi Power & Light,
17 percent to New (Crleans Public
bervice, 14 percent to Louisiana Power

& Light, which I believe adds up to

- 12819 Caliseunm CScauvuara. New Orilsaneg . 'launitiscstitana 201230 02
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67.1 percent allocation, which is
referred to in the document, I believe,
as the initial entitlement amounts,
which, in essence, would remain in
effect, assuming the Federal Energy
Regqulatory Commission accepts the
cdocument as filed, without any
modifxcations.

Upoen the Commission
accepting that document, there woula be
additional entltlement percentages to
become effective in 1991, for each of
the four companies in varying
percentages, which [ don't recall from
memory, but in essence, New Orleans
Public Service's goes up approximately
three and a quarter percentage points
to slightly over 20 percent in 1961,
Louisiana Power & Light's goes up 14
percent to I believe in the
neighborhood of 26 to 27 percent; so
approximately the sum of the two
companies Is about 48 percent,

Arkansas Power & Light's

goes up I believe about ten fpercent to

HUGHES & ASSOCIATES, INC,.
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a total in the neighborhood of 27

percent, and the balance is an
increased responsibil.ity of Mississippi
Power & Light,

The document provides, in
essence, that Middle South Energy would,
Uup through the years 1991, receive one
hundred percent reimbursement of all
the ONM z2xpenses, taxes other than
income, taxes and decommissioning
expu«nse on the pro rata percentages of
the initial entitlement divided by the
6#7.1 gpercent,

The Middle South Utilities
Shareholder would not receive a full
return on tne 32,9 percent inventoried
amount e¢f Grand Gulf revenue
requirements to the extent of
approximately $50,000,000.00 a year
tnrough, a8 I recall, 1991. The total
revenue requirements, I have been
informed, would be reduced
sapproximately $200,000,000.00 a year
from the commercial operation date to

about 19961,

. Y"21686 Caliltlsaum Lousnras . NMaw Brlaamasm . tawulatasasa 2V
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In connection with the
System agreement case, {t was decided
that in the offer of settlement, one of
the terms be that each of the companies
would agree to support the initially
filed system agreement.,

Ce Is it your understanding
that these two aspects of the offer of
settlement are connected in the sense
that the offer requires tnat both be
accepted before the offer iIs complete?

A In accordance with my
understanding of the terms of the
agreement, the entire document, in toto,
as flled with FEKC, must be acceptable
in orcder for the offer to stand.

Mr. Fontnam, could «e¢ take
a five minute break, please?

Q. Sure, I was going to
Suggest the same thlnq.‘

(Brief recess.,)
BY MR, FONTHAM:

Q. Let the record show that we

are now reconvening the deposition of

mre John Chavanne,

HUGHES & AGSOCIATES,
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Mr. Chavanne, what was your,

the first that you learned -- before I
get into that, I want to ask you a
couple of other gquestions,.

Do you know what the
average fuel cost is on the NOPSI
system at this time?

A, Sir, I would really be
yuessing, 1 think it is in the
neighborhood of three to three and a
quarter cents., It may be a little
higher.

Q. Lo you know what the
highest cost fuel that NOPSI uses in
Its generators that gets burned a fair
amount of time {s?

A NOo, sir., It would be a
pure guess on my part.,

Q. Vo you know why the mMiddle
South people, In explaining the impact
of the offer of settlement, used two
and a half cents as the avoided cost
that would be paild to Midale South
Energy for system fuel that would be

replaced with tnat 312 percent?

HUGHES & ASSOCIATES, INC.




1 A. No, sir.

2 Q. Do you consider that

3 realistic?

4 A, It is beyond my lev<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>