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SUBJECT: COASULTART REPCKT OF “UTILITY FINAMCIAL INSTABILITY
ANL THE AVAILAEILITY OF FUKDS FOR DECOMMISSIORING®

br. J. Stece), Assoctlate Professor at the wWhartun Scheol, University of

Pennsy lvania, has coupleted the enclosed report for RES/CEEK entitled

*Ut1i1ty Financia)l Instability anc the Avatlability of Funos for Decome is-
stoning,” The purpose of Dr. Stegel's report 1s to analyze whether the
internal reserve funding methoc as persitiec by the proposed decows 1ssioning
rules provides reasonable assurance of the avatlabiiity of funds for decos-
missioning 1n 1ight of the current financial instabiiity of some nuclear
vtilities. An earlier report by Robert Wood of the Office of State Prograes
of NKC ("Assuring the Avatlability of Funos for Decormissioning Muclear
Facilities, Draft 3," March 1963) indicated that, in general, use of any of
the four wethods of funding (prepaynent, externsl sinking funds, interne)
reserve, and insurance) coula provide reasonable assurance of the availability
of funds anc hence could be termec acceptable methods of funding, HMowever,
recent developments 1n the utility industry iIncdicate a potential weakness in
the firancial stability of certain vtilities, Hence this report was under-
taken to answer the question of whether all of these methods should continue
to be ranked as acceptable, The report addresses the question of“whether
financial problems such as bankruptcy of a wtility or other financial weak-
nesses pose & serious enouch probler to elirinate the use of any of the funaine
methods, in particular the internal reserve method,

In the report, Dr, Stege! analyzes specific case sitvations of five wtilities
which have experienced sforificant financial distress. These Include Long
Islanc Lighting Cospany, Public Service Corpary of Inciana, Public Service
Company of New Hampushire, Philacelphia Electric Company, and Washington
Public Power Supply Syster, In Section A of the report, Dr, Stegel analyzes
the reasons for the financial aifficulties, potentfal bankruptcy scenarios,
and irpairrent of wtility essets, Sections B and C of the report contain

an analysis of the esset values of vtilities and how these could be used for
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financial coverace of decormissioning during periods of financial distress. ,Zi?éi
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Section ( alsc oiscusses scenarios that ccule aftect the avatlability of funos
for oecomrissioning,

Ir Sectior D of the report Ur, Stecel concludes fror his arnalysts Lhat tne
sarket value of utilities, even those in extreme financie)l crisis, 1s

sti11] far 1p excess ¢t decorrissioning costs anc that the net value of their
rereininG assets 15 pore than soecuate to cover projectec deconmisstioning
costs, EBaseo or this he Incicates that fror a financial stancpoint, the
furcino rethoos 2llowec in the rule, Incluoing internal reserve, are
accejtatle ancd cor provice excellent assurence of the averlatility of funas
for decorwissioninc,

Easec or Pis arelysis ir Sectien C.¢, Dr, Stecel does ceutior that 2 wtilit)
covlc atterpt to sell 1ts proouctive assets to another corporation, leaving
the tnactive, but nct yet decors 1ssi0ned, reactor in 2 shell corporation with
no other assets, although he Inofcates the possibility of this 1s very swall,
ke tnaicates that by doirc this the wtility coule seek to rio 1tself of the
financial obltcations of decorrissioninc. Basec on this, Dr. Stecel indicates
thet the NEC ray wish tc strencther the lancuage of provisions specitying the
fire lecal oblioation of the utility anc of any successor organizations to
undertake decorrissioning anc pay decons issionino expenses, He also
inoicates Nk( mey wish to seek prior approval of any corperate chance of
structures or ownership involving a substentiel portiorn of the vtility's
assets because such @ change coulo potentially threater the avatlabiitty

of ogecorrissionirce funcs,

e have reviewed these concerns ano suocestions with CELL anc the (ffice of
State Procrars. In particular, we reviewec with UELL these reauiresents of
the Atonic Energy Act, anc of PEL's extstingc anc proposec rules whicn coule
serve to aodress these concerns ano sugcestions., Basec on tris review, we
corcluoed that 1f the Nil's existirg requlations were amencec &S projposec,
ARC woulo have aceguate lega) authority to take any regulatory action
necessary to prevent occurrence ¢f the situation cescribec by Lr, Stegel,
Specifically:

(1) Sectior 50,54(pt )(3) of the preposec rule inoicetes that as a concityon
of license a licensee will be recuirea to provice a reasonatle level
of assurance that funds will be available wher neecec to cover the
costs of cecomrisstonine, Proposec sections 50,672 (a) anc (b) recuire
2 Ncensee to subi 1t @ proposec gecorrissioning plar that, asone other
things, incicates how cdeconrissioninc will be carriec out to protect
public health anc safety anc includes a glan for assurire tre avarlability
of adecuate funcs to corplete decore 1ssioning; Section 5L,.b7(e) states
thet upon approval of this plan the Corrission will 1ssue an orcer
authorizing the cecorwissioning, CELL tnoicateo that these proposeo
secticns frpose a firr lecal otlrgattor on the utilities to provice
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funds for decormissioning anc tou carry out the odecormisstoning activities
safely, Efforts on the part of a licensee to create & corporation with
no assets for gecorwissioning or to ric ftself of financral ot lrgations
would be 4 violation of proposed Sections o(.54(bb)(3) ano Bl.82(c).

1

(¢) Extsting section s(.b] of the regulations, which 1s besed on Section b4
of the Atoric Eneroy Act of 1954, as esenced, states that any crecitor
1s subject to the same requirements and restrictions as woule auply te
tre licensee pursuant to provisions of the license anc the Come "ssfon's
regulations, A crecitor, &5 oefinec in sectior SU.E1(d)(7), incluges
the trustee under any wmortcace, plecoe or Vien on & facility., Accordino
to OLLD, Section 184 of tre Bct, which recuires prior approval ot @
transter subject to reasonable conditions, to protect public hea'th anc
sefety, anc this trplerentinc regulation provice 8 sounc legal besis
tor reauirinc any successor organizations that wight be createc following
financial crisis of a vtility to provioe cecorw issioning funos and carry
out decomrissioning activities,

(2) with sections &0,54(bt)(3), SL.8, enc 50,¢1 in place there 15
no need Lo adc acoitionsl requirenents concerning approval of
cerporate charges which threaten availatihity of decoreissiorire
funds since the availability of these funds is reauirec by these
regulations,

me have reviewec the text of the proposed rules 11 the ight of the con-
clusions reached in the previous discussion, narel, that: (1) yt111ty essets
are sutficiently larce that use of an internal rescrve funoing rethece
provides reasonable assurance of funas for gecorrissioning; (2) the
possibility of everis occuring that would unoer e tnis assurance 1s

ssall; and (3) even in this situation, provisfons containeo in the

proposec rule and the NiC's existing rules woulc oive KkC adecuate legal
authority to take any needed action. Based on this review, it 1s the
consfoerec conclusion of PLS/CEbk, ELD anc OSP statf that the decorrissioning
rules as currently being proposed in the package to be sent to the Cosm issior
provioe & reascrable level of assurance that funcs will be avatlaLle for de-
cornissioning, The staft 1s of the opinton that Dr. Siegel's stucy supports
the conclusion thet the internal reserve fundino method 1s aoecuate, To the
extent thet Dr. Siecel’'s study recognizes the irportance of placing cecon-
risstoninc funoinc on & fire leca) basis, 1t shoulc give adoitional Vxpetus
tc pronuloation of these rules.

Urigiual sigoed by & W Blager

keith ¢, Ste r, Chiet
Cheuical knc ering Eranch
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