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Abstract

This repon was prepared 10 assist the Staft in evaluating a Petttion for
Proposed Rulemaking requesting amendments 10 the financial
assurance requirements for decommissioning. The Petition assens
that self-guarantors who satisty a financial test proposed in the
Patiion will provide a degree of assurance superior 1o that provided
by financial assurance mechanisms currently authorized by NRC  In
this repon & measure of *assurace nsk® is provided tor each financial
assurance mechanism currently authorized for use by hicensees. as
well as for the proposed sell-guarantee and several other sell-
guarantee aternatives. The assurance risks are compaced. In
addition, estimates are provided of the number of licensees under 10
CFR Pats 30, 40, 70, and 72 who might be capable of self-
guaraneeing under several atternative financial test provisions

Based on the estimates of availability and assurance nsk, as well as
assumptions CONCArMING AdecomMISSIoning costs and th, costs of
financial assurance mechanisms, estimates are provided of the
potential public and private costs of aternative financial assurance
mechanisms. Finally, methods for implementing self-guarantee
options are evaluated
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Executive Summary

————————————— A ——————— ———————————————— A o S ———————

the results of an analysis of Issues

EXECUTIVE § repon presents
SUMMARY petition for Proposed Rulemaking whose

Federal Register on September 25, 1881 (56 Fed Reg

n )

4844°¢

) receipt was
Patition re Juests a nendmaents 1 bir al assurar
redd pramems 1or ge FTHTUS SIOMNING
Petition asserts that seff-guarantors who satsly
posed in the FPetition will provide a oegres
IDenor t
srrently authorized Dy NRC
The Petition arques, spaciically, that seff.quarantees pr
NRC matenals icensees unger 10 FR Pans 30, 40, 7
an pass the financial test proposed in the Patition will §
deqgree of assurance equal or supernor 10 that achieved by the parent
corporation guarantee currently authorized Dy NRC and 10 the degres
f assurance acheved Dy financial assurance meachanisms proviage |

b

by cerntain banks, savings and loan insttutions, sureties, and

insurance companies that are currently allowed to provige thurd-party

assurances tor NRC licensaes

The key elements of the financial test proposed In the Petition ar

following

e The licensee seeking 1o provide a self-guarantee must Show
tangible net worth of at least $1 billior The hicensee aiso m
show that it is not owned by another firm. In comrast NRC
rrant financial tests for corporate parents of licensees require
the firm providing the guarantae 10 show that it has angible net
worth of at least $10 million. The parent corporation providing the
suarantee also must show that it is the owner of the licenseae
The licensee seeking to proviee a self-guarantee must show it has
tangible net worth at 1east 10 times the currernt gecommissioning
yat estimate. In contrast, NRC's current financial tests for the
orporate parents of icensees require the firm providing the
guarantee to show it has tangible net worth at least © times the

current decommissioning cost estimate

The licensee seeking to provide a self-guarantee must show that

its most recent bond issuance has a current rating ot AAA AA

A from Standard and Poor's or Aaa, Aa, or A from Moody s
ontrast. NRC's curremnt financial test requires a current rating !
the parent corporation's most recent bono Issuance of AAA AA

& or BBR from Standard and Poor's or Aaa, Aa, A, or Baa fron




W

Executive Summary

Moody's. (NRC aiso allows a second financial test option that
substitutes financial ratios for bond ratings. The Petition did not
recommend that an equivalent financial test be 2uthorized for self-
guarantees.)

ICF evaluated three aspects of the proposed amendments to the
financial assurance requirements. First, data on the fallure rates of
firms of differert sizes and on the failure rates of banks, savings and
loans, and other suppliers of financial assurance were used 10
estimate the assurance risk presented by aternative financial
assurance mechanisms Second, a database containing information
about NRC materials licensees was used to estimate the number of
licensees that might be able to use the proposed self-guarantee
Finally, information about the costs of financial assurance and the
estimated size of decommissioning costs was used to prepare cost-
implications estimates of the proposed regulatory amenament.

The analyses indicate that the assurance risks of the financial
assurance mechanisms currently authorized by NRC are substantially
jower than firm failure rates for firms without financial assurance. The
baseline fallure rates range from about 1.563% for small firms to about
0.14% for firms over $1 billion in net worth. The estimated assurance
risk for financial assurance mechanisms provided by third parties are
substantially lower than the baseline failure rate, ranging from about
0.055% (fur letters of credit provided by savings and loans to firms
with net worth below $10 million) to 0.001% (for letters of credit and
insurance provided to firms with net worth greater than $1 billion).
The assurance risks of sureties and insurance supporned by
insurance guarantee funds are at least one orJer of magnitude
smaller still; in contrast, the assurance risk of letters of credit supplied
by savings and loans is substantially higher than for other third-party
financial assurance mechanisms, especially for smaller firms, because
of the recent problems in that industry. The assurance risk for the
current NRC financial test and parent company guarantee, weighted
to reflect the assumption that parent companies are unlikely 1o be
drawn into the financial problems of their subsidiaries, is
approximately equal to the assurance risk of a letter of credit
provided by a savings and lcan. The estimate of assurance risk for
the parent guarantee, however, is sensitive to the assumption
conceming the degree of ‘independence’ of the parent company
from financial problems of its subsidiary. The assurance risk for the
proposed financial test and seff-guarantee, which pertains only 1o
firms with more than $1 billion in net worth, is estimated to be about
0.13%.

xii DRAFT November 1992
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Baseline risk of licensee failure. ICF tirst prepared a paseline for the
estimates of assurance risk by calculating estimated annual failure

rates for different sizes of firms for the period 1984 through 1990.
These estimated failure rates were based on staiistics collected by
the Bureau of the Census for manutacturing firms. Ahnough all
materials licensees are not manutacturers, as indicated by the
Standard Industrial Classification codes for their primary business
activities, a high proportion of materials licensees who might seek 10
sell-guarantee were considered to be manutacturing firms, and thus
accurately described by the Census data. These estimates of firm
tailure rates ware generally consistent with other estimates, when
compared to data on business failure rates collected by Dun and
Bradstreet: to data on failure rates by firms with; different levels of
bond ratings collected by Moody's; to data on failure rates for
Fortune 500 firms: and !0 caiculations performed for the U.S. EPA.

The tailure rates decline as firms increase in size, as measured by
their net worth. The baseline annual tailure rate estimates range from
1.53% for firms with net worth below $10 million to 0.55% for firms
between $400 million and $1 billion in net worth, Calculation of an
estimated annual failure rate fo- firms over $1 billion in net worth is
difficult because of the small number of such firms that have entered
bankruptey. Such calculations are also sensitive 1o the period from
which data are obtained. For the period from 19884 through 1990, the
tallure rate for firms over $1 billion in net worth was estimated as
0.14%. The full ranoodmmwmudhlmmuhpmvidodm
Table ES-1.

Table ES.1  Estimated baseline annual fallure rate

Net Worth
(SMM) Fallure Rate
0-10 1.53%
10 - 20 1.24%
20 - 100 1.02%
100 - 400 0.81%
400 - 1 billion 0.55%
> 1 billion 0.14%

DRAFT November 1992

xiii



Executive Summary

ICF evaluated the assurance risk presented by aternative financial
assurance mechanisms by estimating the combined likelihood that
the licensee would tail (as measured by the baseline failure rate) and
that the financial assurance mechanism would not provide funds
when needed, due to the incapacity of the assurance provider

Assurance risk of prepayment mechanisms. Prepayment
mechanisms (trust funds, escrow accounts, government funds,
cenfficates of deposit, and deposits of government securities) were
evaluated in terms of the investment risk they pose Investment risk
was defined as the likelihood that a licensee would tail, and therefore
be unable 10 add new funds to the financial assurance mecharusm. at
a time when decommissioning was required but the vaiue of the
financial assurance had declined because of a drop in the market ‘or
the type of securities in which the prepayment had been invested.
Two types of securities were considered: low risk securities such as
traasury bitlis and higher risk securities such as common Stocks.

The investment risk of treasury bills was estimated 10 be zero.
Therefore the assurance risk of the prepayment mechanisms with low
risk investments was also estimated to be zero.

The investment risk of commaon stock investments was caiculated by
identifying situations between 1926 and 1986 in which, on an annual
basis, a fully diversified portfolio of common stocks had declined in
value and the percentage of decline that occurrad in each instance.
(The analysis assumed that licensees would remove funds in years
when the portiolio increased in value beyond the amount required to
provide financial assurance.) The mean decline was estimated 1o be
about 3.79%. That is, the analysis assumed that approximately 3.79%
of the value of prepayment mechanisms might have 1o be added by
licensees after the mechanism is set up to accourtt for declines in the
value of investments of the mechanism's funds if decommissioning is
required at a time of such decline. Because falled firms will be
unable to provide such additional funds, that estimated decline In
value was multiplied by the baseline failure rate for each net worth
category to calculate the percentage of prepayment financial
assurance obligations that would be underfunded i decommissioning
was required in a year in which the market declined. The estimated
assurance risk of prepayment mechanisms involving higher risk
securities was calculated to range from 0.058% for firms under $10
million in net worth 1o 0.021% for firms from $400 million to $1 billion
in net worth. The risk for firms over $1 billion in net worth was
estimated at 0.0058%. The full range of estimated assurance risk for

Xiv DRAFT November 1992
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Tabie £5.2 Estimated assurance risk of prepayment
mechanisms

Assurance Risk
Higher Risk
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Net Worth investment
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Assurance risk of surety, INSUrANCE, and guaramnese mechaniss
Financial assurance mechanisms provided by third parties
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licensae would tail and that the third party providing the finan
and therefore could NOt serve as ar
tor firms

assurance would also tal
The baseline failure rates

dependent source of funds
different levels of net worth were used 0 represen the hikelino

tallure of licensees. ICF obtained data from vanous govermnme
private sources, including the Surety Bond Branch of the U.S
Treasury, the Federal Deposn Insurance Corporation, the Offi

na the
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Thrift Supervision, the Resolution Trust Corporation, a
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Executive Summary

nsurance INto account also were considerad 1O represent ‘worst
case' situations

The worst case estimates of assurance risk for financial assurance
mechanisms provided by banks, savings and loans, sureties, and
insurance companies difter from the assurance rsk estimates for
prepayment mechanisms in one Imporant respect. the risk tor
prepayment mechanisms is that the amount set aside will be
insufficient 10 carry out gecommissioning ftully. the nsk for the surety
insurance, and guaranty mechanisms is that no funds will be
provided for decommissioning. The likelinood of such an event
ocourring in no case exceeded 0.055%, atthough, as Table ES-2
indicates, t varies deperding on the type of financial institution
providing the assurance:

Table ES.3  Estimated assurance risk of third-party finuncial
assurance mechanisms

Letter

Letter of of
Net Worth Surety Credht Credit
(SMM) Bond Insurance (Banks) (S&ls)
0-10 0.015% 0.013% 0.017% 0.0585%
10 - 20 0.013% 0.011% 0.013% 0.050%

20 - 100 0.011% 0.009% 0011% 0041%
100 - 400 0.008% 0.007% 0.008%  0.036%
400 - 1 billon  0.006% 0.004% 0.007% 0.024%

> 1 billion 0.002% 0.001% 0.001%  0.002%

ICF aiso estimated the assurance risk of the parent guarantee and
financial test currently authorized by NRC for decommissioning
financial assurance. That assurance risk is composed of the
likelihood that the licensee will tail financially and the Fkelihood that
the licensee's parent corporaton will also fail. Because, in some
cases, events affecting the subsidiary will also affect he solvency of
the subsidiary's parent COrporation, or vice versa, two estimates wee
prepared. The first assumed that the two firms’ financial fates wouid
be independent of each other; the second assumed that the financ.a

xvi 3 DRAFT November ' #52
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tate of one would aftect the other. The assurance risk reponed in
Table ES5-4 is a weighted average of the two estimates, based on a
qualtative evaluation of the available doctrinos in corporation law,
bankruptey, and contracts that could lead 10 disregard of the
separate incorporation of the parent and s subsidiary. The
assurance risk was calculated on the assumption that in up 1o 3% of
the cases the two firms would not be treated as independent

Table ES. 4 Estimated assurance risk of NRC parent guarantee

Parent Parent
Net Worth Guarantee Parent Guarantee  Guarantee
($MM) (Independent)  (Non-Independent) Weighted
10 - 20 0.007% 0.459% 0.021%
20 - 100 0 004% 0.377% 0.015%
100 - 400 0.003% 0.300% 0.012%
400 - 1 billion 0.003% 0.204% 0.009%
> 1 billion 0.001% 0.14% 0.005%

* Based on 97% independent and 3% non-independent.

Finauy.ICFwduaodmommcorbkdmpmpoudm-
guarantee. The financial test underlying the self-guarantee conains
momﬂnmpmm:mac«mmuﬂpmammmh
of more thar $1 billion and the licensee must have a rating on its
most recent bond issuance of AAA, AA, or A from Standard and
Poor's or Aag, Aa, or A from Moody's. As described above, the
baseline failure rate for firms of greater than $1 billion in net worth
was calculated as about 0.14%. Moody's firm failure rates data by
bond rating indicate that firms with bonds rated A or better have
tailed at a rate of approximately 0.13%. In addition, although net
woﬂh&mdﬂnkwtammmmmmmmd
bond ratings, it is not the sole tactor taken into account. ICF
therefore concluded that the assurance risk for the proposed self-
guarantee equalled approximately 0.13%.

DRAFT November 18962
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Executive Summary

A database comaining financial information and bond ratings of many
of the NRC licensees requireéd 10 provide financial assurance for
decommissioning was prepared and used 10 evaluate the availabilty
to NRC licensees of the proposed self-guarantee. as well as
variations of that test recommended by public commenters. Data on
aimost 250 licensees under 10 CFR Pans 30, 40, 70, and 72 were
included in the database, alnng with data on almost 50 licensees
unuer 10 CFR Pant 50. However, 116 universities and about 25 local
governmant licensees were excluded from the analysis because they
are unlikely 1o be able 10 use a seif-guarantee: Several additional
firms also were not included because financial information concerning
them was not available, but they too would be unlikely 1o be able to
use a s alf-guarantee. The database therefore includes most of the
NRC licensees that might quality to use a self-guarantee. Depending
on the size i their decommissioning cost estimates, ICF estimated
that at most be wveen 16 and 22 materials licens~~s under 10 CFR
Parts 30, 40, 70, a1 72 might be able to qui y to use the proposed
self-guarantee.

Estimates were prepared ~ e public and private costs associated
with the current and proposed 1 nancial assurance requirements for
materiale licensees included in the “atabase. The number of licenses
neld by firms in the database was det.-™ined, and each license
under 10 CFR Parts 30, 40, 70, or 72 wax assumed 10 require
decammissioning financial assurance in the Jmount of $750,000.
The private costs of the current financial assura.“ce mechanisms were
defined as the annual fees to obtain the mechanisi~s. Firms were
estimated 10 pay 1.3% of the amount assured annuany 0 obtain a
financial assurance mechanism. All financial assurance mechanisms,
including prepayment, were assumed to cost the same amount. (A
separate analysis was conducted for the parent company guarantee,
which was assumed to have a nominal cost.) The annual private
costs to obtain financial assurance mechanisms for the approximately
250 firms in the database were estimated to be about $3.7 million
(representing the costs if all licensees obtained financial assurence at
an annual cost of 1,5% of the amount of assurance each provided).

The public costs associated with prepayment, surety, insurance, and
guarantee mechanisms (except the parent company guarantee) were
estimated to be the amount of decommissioning financial assurance
that would not be paid in any year because of the failure of the
financial assurance mechanism. Public costs first were estimated
based on the assurnisiion that all firms obtain a letter of credit. The
estimate of public costs was derived by muliplying the cost of

xviil DRAFT November 1992
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’
specitie Appandix A of FR Pannt 30. A parent company
juarantee may t be used ymbination with any other hina
- Wicie | sty the WBCOMMISSICY xl" < A ASSLUINal ¢
) i\ T=lAL
¢ axiernal sink (V! N whict S| Are e at ea
14! ally ipied with a surety atho ) ance u 1181 t
wh nay decrease by the amoum De b+ | nuialeq t
inking fund. An axternal sinking fur a tund estab \¢
naimained by setung aside tunds penogicaly an a Wi
yeqregated from HCensee assets and outsiae tne ce e
.(1"‘('\‘»"':1"»" OMroL o which ths otla 1"1‘;"" M fundgs w Hel De
sufficient 1 pay 2eCOmmissioning COSIS at any ume tern it
peranon 1s expe 1ed An extarnal sinking fungd Mmay be 1hi¢
om ¥ A Irust. escrow af ount, gover w@re tun antficale {

japost, or deposit of govermment Secuie
- gl dase f Federal ale. or 1oCal governy W@t Heanseaes
statement of iment indicating that funds for aecommussioning
will be obtained when necessary.™
With the exception of the financial test component of the paremn
mpany guarantee, the terms and conamions of the vanous hnar \
mechanisms that may be used as proof of financial assurance 101
jecommISSIoning are provided in guicance * The financial tes
reauirements are provided in the regulations, at 10 CFR Pan 3
Appendix A, and are referenced in other pertinen Pans .
The parent company guarantee provided for under the
decommissioning financial assurance rules contains two eiements: a
uaranmee and an undertying financial 1est submission. Under U
mechanism, a corporate paremnt oOf the icensee may subDMt a guarame-
1o NRC .»lﬁertn:':;; that the corporate parent will pay the
jecommissioning costs if the licensee does not pay. For such a
guaramee 1 be acceptable, the corporate paren must demonstrate
that t has adequate financial resources to cover the costs of
© e JA0E me 27 B
Nuciear Reguiatory mmission, Regulatory Guide 3 68 Standard Format o orment of Financial Ass 0
s i 1eq o0 ScOMmmuasion _\ nae FR Pants X 4 4 ! ' '. ine )
e de ) jos O { define ‘paren mpany NRC has provided in Reguistory Guidge 3.66 that i 10
Ay a8 & parem pa a fm mus! demonstrate tha, # has 'maonty contro the licer & 8 volung stock ﬁmj-_j 2 ory
v { ( E 3
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INTRODUCTION

decommissioning activities The corporate parent makes such a
demonstration when it provides specified .  umentation 1 NRC that &
passes & financial test that measures the financial strength = the firm

The financial 1est currently requires a parent corporation to
demonstrate that it possesses tanpible net worth of at least $10 milon,
as well as tangible net worth and net working capital al least six limes
the decommissioning cost estimate. Tangible net worth is defined as
net worth minus goodwill, patents, trademarks, and copyrghts It must
mmnmm:mwumwm”mmmlom
mwwmanuuum«-mmtmtmwmmm
current decommissioning cost estimates being covered by th) test
mwmmwammmmmmmwwunmcm
ratios meet of exceed cenain criena In the aternative the parent
m-mmmmummtmwmuuuw
$10 million, as well as tangible net worth at least Six times
decommissioning costs. It also must show that f pOSSesses assets in
the United States smounting 10 @t least 90 percent of s total assets of
at least six times the sum of the current JeCOMMISSIONING cost
estimates being covered by the test, Finally, t must show that it has a
ommmmwmhrumurwmtborwmumﬁm
one of two Major bond rating organizations. The test must be passed

annually

In March 1990, the General Electric Corporation and the Westinghouse
EqummwMme
mummammmmmmmmmmm

1990, The request for reconsideration was aiso denied by the
Commission. GE and Westinghouse then submitied & Joint Petition for
Rulemaking, which was docketed on July 11, 1891 (Docket No PRM.
30-59).° The Commission has directed the NRC staff to evaluate
potantial self-guarantee criteria. This repont provides the results of
Monoonduaoatommowhmm.

* petition for Rulemaking Under 10 CF R 2802, docketed July 11, 1991
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1.2 Proposed GE and Westinghouse propose oriteria for a sel-guarantes. 10 be
Test for available for any licensee. other than an electric utility icensed 1o
Sell- operate a reactor under 10 CFR Pan 0. The criera, some of which
Guarantee parallel current requirements. are °

1) The self-guarantee may not be used "in any stuation where the
applicant of licensee has a parent company holding majority
comrol of the voting stock of the company *

2) The applicant or licensee must ‘urnish s own guaranee that
funds will be avallable for decommissioning costs. The terms of
this self-guarantee must provide that:

(@

(b)

()

(d

(e)

The self-guarantee will remain in force unless writtun notice of
cancellation is sent 1o NRC. The sell-guaramee however
must remain in foroe for 120 days after NRC receives notice
of cancellation [paraliels current requiremerts|

Alernative financial assurance will be provided within 90 days
ater NRC receives notice of canceliation of the sell-
guarantee |[parallels current requirements|

The self-guarantee and supporting financial test will remain in
fvrce until the Commission has terminated the license o untl
another acceptable financial assurance method has been put
into effect by the ncensee. [parallels current requirements)

The liconsee will provide the Commission with copies of all
repons filed with the Securities and Exchange Commission
under Section 13 of the Securities Exchange Act of 1934

The licer « ..dl provide notice to the Commission within 20
days after (he rating of ts most recent bond issuance ceases
10 be A or above by either Standard and Poor's or Moody s

3) The applicant of licensee demonstrates that it passes a financial
test. Al of the following terms of the test must be satisfied:

(@)

¥ 56 Fad Peg e844d

The company must have a current rating for its most recent
bond issuance of AAA, AA or A, as issued by Standard and
Poor's or Aaa, Aa, or A as iIssued by Moody's.
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INTRODUCTION Section 1

Table 1.1 Comparison of current financial test criteria for parent gua antors of NRC licensees
with proposed set . - ntsu financial test criteria

Current NRC Patent Guarantes . accial Test Criteria Aternative 1.
(A Two of the following three ratios
(1) @& ratio of total labilties to net worth less than 2 0.

(2) @ ratio of the sum of net income plus depreciation. depletion, and amonization 10
total lablities greater than 0.1, and.

(4) & ratio of current assets 10 current liabilities greater than 1.5, and

(B)  Net working capital and tangible net worth each at least six times the sum of currert
decomMISSIOnINg cost estimates being covered by the test, and

(C)  Tangible net worth o at least $10 million; and

(D) Assets in the United States amounting 10 at least 80 percent of total assets or at least six times
the sum of the Current decommiIssioning cost estimates being covered by the test

(A) Acunomramtmm.mwmoondmdm,MA.o’nlunmdby
Standard and Poor's or Aaa, Aa, A, or Baa as iasued by Moody's, and

® ngbbnuwmnummmtm.wdwmwmmmmumm
covered by the test; and

(C)  Tangible net worth of at least $10 milllon; and

(D) Assets in the United States amounting 10 at least 80 percent of total assets or #t least Six imes
the sum of the current decoMMISSIONING Cost estimates being covered by the test.

Proposed Sell-Guarantee Financial Test Criteria.

(A) Acmomrnmhtmmmw\dmdMM.Anmuwwmmamd
Poor's or Aaa, Aa, A as issued by Moody's; and

B) Tmmmm.butmtmmmdwmmmmmmMuwng
covered by the test, and

(C) Tangible net worth of at least $1 billion; and

(D) Assets in the United States amounting to &t least 90 percent of total assets or at least 10 umes
the sum of the current decommissioning cost estimates being covered by the test.
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Section 1
1.3 Issues Raised The issues raised by the petition for rulemaking aiso are presented by
By Petition the NRC in fts Notice of Receipt of Petition 1or Rulemaking”

1)

2)

3)

Under the current rule, parent corporations that are themselves
NRC licensees are unable 10 provide self-guarantees of
decommissioning funding costs.  However, ‘less financially strong
insttutions. such as iINsurance companies. banks and savings and
joan institutions are permitted to guaranee the decommissioning
funding costs of NRC licensees without providing any evidence of
financial strength **

Under the current rule, an NRC licensee that is a parent company
Mwm-gwwutonommuom'mc
licensees. However, the parent company guarantee may be
provided ‘solely because these parent companies ure legal entities
distinct from the subsidiary licenses [sic) whose decommissioning
funding they guarartee **

"The existing rule compels GE and Westinghouse efther to
restructure their licensed activities into less financially secure
licensee-subsidiaries (Tor which the petitioners could then provide
wﬂwﬁm)mtooﬁﬂnﬂﬂmmnamm
umm.umnmutmmummwm
non-recoverable changes) that will be quite significant over the
fives of their licensed activities *'°

GE and Westinghouse are requesting that NRC amend the
mmmmmﬂmmwmmmtomww
pmmmmmummm. They base the
fmonmw.smummmnamaammm
Petition for Rulemaking as follows.

1)

*(W]hatever incremental assurance of funding availabilty may be
Mw;mopmguumnmlbomnhmwby
a licensee's selff-guarantee when the licensee can show that it is

' 56 Fad RMeg 4445, Geptember 25 1981 The Fadetel Register Notios summatizes arguments presented in the petition &!

pp &8

56 Fod Reg 48445

% 56 Fod Reg 48448 Petition for Rulemaking Under 10 CFR 2802 p 4
'© petition for Auiemaking Under 10 CF R 2802 p 7
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1.4 |ssues Raised

Rulemaking

3)

substantially less likely 10 face bankruptcy than a parent guarantor
qualitying under Appendix A 10 10 CFR part 30 "

“The stricter financial test crieria [for self guarantees proposed by
the petitioners) . . - more than offset the benefits derived from
segregating a parent Company's assets in the event of a
bankruptey by the subsidiary licensee *'?

Bund ratings provide an eMective early warming system concerming
changes in a licensee s financial condition

Public comments were received from September 25 10 November 15
1991, on the Notice of Receipt of Petition for Rulemaking The
comments recelved in responee 1o the Notice raised several adadtional
1S5UES.

Selt-guarantees should not be allowed

The possibilty of a takeover and breakup of & sell-guaranteeing
licensee by another company makes self-guarantees an ineftective
financial assurance mechanism. (M| Lewis)

Parent guarantees, while more expensive than self-guarantees.

have been shown by experience 10 provide a higher degree of
assurance. [M.| Lewis)

Seft-guarantees should be allowed.

' 86 Fed Reg abAsR

' 56 Fed Reg 48448

Although self-guarantees should be allowed, the financial test
proposed in the pettion should not be adopted Because a
number of NRC licensees that would otherwise be able 10 qualty
under the proposed self-guarantee test will be unable to do so
becaise they ave tangible net worth less than $1 billion, that
requirament should be revised. A net worth requirement of 10
times the estimated decommissioning costs for a licensee with a
mtm.wandwonhnqwmduwmmbmoh
billion for licensees with muttiple tacilties, depending on the
number of facilities, should be considered instead. [Allied Signai
Incorporated)

B DRAFT November 1992
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If the tinancial test proposed in the petition 18 adopted. it should be
revised 10 make & more fair. An investment grade bond rating not
lower than BBB from Standard and Poor's or Baa from Moody s
should be substituted. Second. the minimum tangible net worh
standard should be reduced from $1 billion to at most §100 million
(Harris Corporation)

The arguments presented by the petition in suppon of allowing
self-guarantees are well reasoned and persuasive However, the
financial test proposed in the petition 18 100 restrictive and will
benefit very few companies. [Cabot Corporation)

The existing criteria for parent company guarantee adequately
ensure that sufficient resources will be availabie 1o properly
decommission licensed sources and should be allowed for self-
guarantees as weil as parent guarantees. [Harris Corporation)

The adequacy of financial assurance provioed by either a parent
9wmuwlm-quumunbuodonmouluodtmw|
securing the decommissioning obligation. If the assets are heid in
twouplrmpoob.mhtoohniodymbyammbm
related company, the level of financial security provided does not
increase In any significant measure. The financial and other
dmdapvﬂmdwbﬂdilrympuwmukﬂymbo
wwmw:m“mmmuwaMnmwm
be interdependent. [Harris Corporation)

The same financial test now applicable to parent guarantors
should be extended to self-guarantors. The current requirements
are sufficiently stringent. These requirements were adopted from
EPA's hazardous waste program, and EPA has a body of
experience with financial assurance matters. [Cabot Corporation)

Because NRC-licensed facilities may be subject to EPA's RCRA
program as mixed waste facilties, the two agencies shouid
maintain consistent requirements for financial assurance. [Cabot
Corporation)

Because NRC-licensed tacilities may be regulated by EPA or EPA-
authorized states because of hazardous chemicals, EPA's
experience with financial assurance should be considered.
[Dundulis)

DRAFT November 1992
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subsequentty Ppas

ibtain alternative fir

e i a seff-qguarantee is allowed, NRC sh
bankruptcy rule needs 10 De amen yedl

uaramees. [Dunduls)

a seff.guaramee is allowed, NR wild consider whether
ynipanies retain habuny tor dabts of whollyv-owned subsidd

JUhiN

issues
Evaluated tt

his repon evaluates some of the issues raised by the petrtionel

Chapters 2 and 3 examine the estimated assurance

At
@ commenears
of the financial assurance mechanisms currertly authorized by the
ymmissioning hinancial ASSUranNce requirements and the aegres {
Jance provided by the proposed financial test shapter
ribeg the methodology used 10 develop the estimates

f
W 1N

urance risk of the financial mechanisms

Chapter 3.0 provides the
esuns

f the analvsis. Estimates of the assurance nsk are provioed tor
(@l assurance mechanisms currently authorized for

decommissioning

’ .
INnant

Estimates are also provided for self-Quarantee an
paremt guarantee alternatives, inclugding aternatives propose 1 Dy
mmenters on the Notice of Petition for Rulemaking. Chapter 4

provides estimates of the NUMDers of materiais licensees that
potentially could makeé use of the proposed financial test and the
financial test currently authorized for paremt guarantors, if allowed 1
sef-guarantee. It aiso provides estimates of the numbers Of NR(

ensees that might be able to use various self-guarantee !

range of gde

nhons
OMMISSIONINGg

cost aternatives. Chapter § presents
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estimates of the costs 10 NRC and 10 iicensees of the aternate current
and proposed financial assurance mechanisms. Chapter 6 examines
the proposed components of the financial test and associated methods

of implementation.
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Section 2

METHODOLOGY

2  METHODOLOGY
FOR
COMPARING
RELATIVE
ASSURANCE
PROVIDED BY
FINANCIAL
ASSURANCE
ALTERNATIVES

This chapter describes the methods ICF used for quantitying the
financial assurance sk provided by the tinancial Mechanisms
currently allowed under NRC regulations and the assurance sk
associated with the set’ guarantee proposed by General Electric and
Westinghouse in their petition for rulemaking The methodology
provides a means for estimating and comparng the assurance
provided by the proposed sefi-guarantee relative 1o each of the
financial mechanisms currently allowed by NRC  in addition, in order
10 most fully evaluate the seff-guarantee proposed by General Electric
and Westinghouse, ICF also evaluated the assurance provided by &
sell.guarantee accompanied by the same financial test used in NRC s
parent company guarantee. a mechanism ngt currently allowed by
NRC

*Assurance’ is a concept closely related to securtty: something given
deposited, of pledged 1o make cenain the perfcrnance ol an
obligation of the payment of a debt, In the case of financial
assurance for decommissioning, licensees are required either 1o
deposit funds in advance of 1o obtain the pledge of another firm that
tunds will be available when needed. The licensee always retains
primary responsibility for performance of the decommissioning
regardiess of the method of assurance used. The issue examined
through the following methodology is the degree of assurance that
each of the financial mechanisms under investigation is likely to
attain Because of the intrinsic differences between deposits and
pmu.amommmmbmmmh
in both cases, the degree of assurance is measured as a probability
that the desired evert - payment of decommissioning costs - will
ocour in the avent the licensee fails to perform decommissioning

In both cases, cenain risks are excluded from the analysis. They
include the following:

. mmmmmammmnmmumm
Intrinsic diafting flaws that will render it ineffective In
general, the text of the financial mechanisms recommended for
use by NRC has been carefully reviewed by a number of
Federal and State agencies and private parties. The analysis
assumes that the mechanisms will not be rendered ineffective
by heretofore undetected errors of OMISSIONS In their terms
and condrions.

- The possibility that the financial mechanism has been
improperly executed Financial mechanisms, otherwise

DRAFT November 1992
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properly drafted. may be rendered ineffective as a result of
IMproper execution (e.g . MISSING signatures) The analysis
assumes that careful review by NRC Regions and
Headquaners will detect any such @rrors or omissions

. The possibliity that the financial mechanism has been
issued by an unauthorized provider In general providers of
fingncial mechanisms are subject 10 supervision and regulation
by a number of different Federal and State agencies. NRC
stipulates in guidance that providers must be regulated The
analysis assumes that the mechanisms will not be rendered
ineffective as a resul of issuance by a provider who is evading
regulatory requirements

« The possibliity of collusion or fraud. The effectiveness of
well drafted and executed financial mechanisms could be
subverted by illegal diversions of funds (e.g.. embezziement by
a trustee). The analysis does not attempt to gquantity the risk
posed by this possibility.

. The possibliity of economic conditions substantially
reducing the effectiveness of financial assurance. The effect
of inflation on the degree «f assurance provided by financial
mechanisms is not included in the analysis. The NRC
decommissioning cost estimating procedures, as well as
periodic adjustments to the certification amounts, are designed
to ensure that the amount of assurance provided is sufficient 10
carry out decommissioning. This analysis concentrates on
whether the assurance will in fact be provided.

In summary, the analysis seeks to quantify and compare the degree
of assurance provided by properly designed ar< executed fir ancial
mechanisms by evaluating the types of systemic failure to which they
may be subjected and the likelihood of those failures. For each
category of financial mechanism, the analysis assumes an inftial
probabilty of 1.0 that the mechanism will function fully effectively 1o
supply the necessary amount of financial assurance when needed
The analysis than develops a final estimated assurance risk that tie
mechanism will not function with full effectiveness.
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Prepayment mechanisms include trust funds, @sCrow accounts
government funds. cenficates of depcsit, and deposits of government
securities Each is described in detall in Chapter 3. Each, by
defintion. INvolves the deposit In advance of cash of iguid assets
sufficient 10 pay decommissioning costs Mo the hanas of a third
party. These mechanisms vary, however, with respect to the identity
of the thitd party, the degree 10 which the funds are kep! separate
from other funds in the control of the third party, and the degree o
which the funds are invested. Funds in a prepayment mechanism are
therefore exposed 10 three categories of risks.

(1)  Risk that funds placed in the hands of the deposnory are
accessible to credrors of the licensee.

(2)  Risk that investment of the prepaid funds will lead 10 & declne
in their value, and

(3  Risk that if the funds in the prepayment mechanism dechne in
value. the licensee will not depost sufficient addtional funds 1o
bring their value back up to the required level

Fouhﬂmcuogovyo'ru.NnChupvmuﬂyanhol
tmmmmmmmmwmmm-uamm
mkmlmnmphoodhtmnmamoupouorymﬂkmonmo
”MMW.MMG!MWMWWMM'
than financial assurance for decommissioning. That assessment s
reported in the description of the mechanisms. The risk is
deiermined 1o be sufficiently small so that it is not quantified in the
calculation uf assurance risk.

For the second category of risk, a two-step process was followed
First, each mechanism was reviewed to determine i ts funds could
be invested by the depository institution. Second, historical materals
were reviewed 10 develop an estimate of the “investment risk*
associated with the categories of investment allowed. Investment sk
ummmmm<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>