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From ammad Izba Mast Borick, and John Collier, ICF Incorporated
Subject review of Cecommissioning Funding Plan and Self-
juarantee/Financial Test Submitt=2d by Dow Chemic

The Dow Chemical Company in Midland, Michigan, submitted a revised

fald

decommissioning cost estimate, along with a self-guarantee/financial test and
-

suppeorting documentat:ion.* The submission addresses financial assurance for
decommissioning costs totalling $20,655,000 for three licenses. The total

decommissioning cost estimate of 518,830,000 addresses only license STB-527
1ssued under 10 CFR Part 40 License 21-002865-06, issued under 10 CFR Part

30, is assured for $825,000, which i1s equal to the sum of twe certification
amounts ($750,000 for unsealed i1sotopes plus 575,000 for sealed sources) .*
License R-.08, which appears to have been 1ssued under 10 CFR Part S0 (see
Other Issue a), :s assured for $1,000,000

Upon review of the submission, ICF recommends that NRC require the
licensee to modity the submission in the following ways:

(1) Submit adaitional detail to support the cost estimate
(Regulacory Suide 3.66, Appendix F);

(2) Revise or ustify the salaries used in the cost estimate
(NUREG/CR-1754, Addendum 1);

(3) Describe the means to be used for adjusting cost estimates
and associated funding levels over the life of the facility

(10 CFR 40.36(d));

(4) Clarify that no credit was taken for salvage value
(Regulatory Guide 3.66, page 1-10);

() If the cost estimate increases, increase the coverage
provided by the self-guarantee (10 CFR 40.36);

(6) Revise the CFO letter and self-guarantee to reference all
applicable NRC regulations;

! ICP reviewed two previous submissions from the licensee and reported
1992.

recommendations to NRC in memoranda dated November 6, 1990, and June 25,

2 ICF assumes that NRC has verified that the certification amounts are

accurate under 10 CFR 30.35. -
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Appendix

These recommendaticns and other 1s5s5ues are discussed below

(1) Submit Additional Detail to Support the ~ost Estimate (Regulatory Guide
3.66, Appendix F)

The four-page decommissioning cost estimate submitted by the licensee
identifies cost subtotals for preparing documentation for regulatory agencies,
submitting a decommissioning plan to NRC, developing work plans, procuring
special equipment, training staff, characterizing facility radiation,
decontaminating and excavating the site, purchasing egquipment and supplies,
and packaging and digsposing of radiocactive waste.’ The cost estimate does
not include sufficient detail, however to allow an adequate evaluation of
these subtotals or of the total cost estimate In particular, the submission
does not include the following information

' Descriptions of the facility, the activities that occur at
the facility, and the levels of contamination that may be
present;

~
. The number and dimensions of the laboratory and facility

components, if any, (e.g., fume hoods, glove boxes,
laboratory benches, ductwork) that need to be

decontaminated;
. Description and dimensions of areas with contaminated soils; and
. A description of planned activities to restore contaminated

areas on facility grounds.

To allow for an adeqguate evaluation of the estimated decommissioning
comts, ICF recommend- tlat NRC require the licensee to revise its cost
estimate to include the information listed above and to increase the level of
detail, especially for decontamination and dismantling activities, to be
consistent with the cost estimating tables in Appendix F of NRC's Regulatory
Guide 3.66 "Standard Format and Content of Financial Assurance Mechanisms
Required for Decommissioning Under 10 CFR Parts 30, 40, 70, and 72," June
1990,

3} ICP assumes that the licensee will not need to perform long-term
surveillance to properly decommission its facility because the licensee does
not identify the need to conduct such activities in its decommissioning
funding plan. »




(2} Revise or Justify the Salaries Used in "¢ 'cs: “stimate (NUREG/CR-1754,

Addendum 1)
e 2e miT i ng 4 rase d.,AYled includs g
ead of 318 perce tnat appear ~ re.at g hose# in Appendix D of
URE = 24 Addendum 1

Submitted alaries from

Salaries NUREG/CR-1754°
Technician $41,400 £53,200
Laborer $37,300 583,200
Clerical $24,800 541,500

Using the salaries from NUREG/CR-1754, which _nclude overhead of 50
percent, ICF estimates that total decommissioning cists would increase by
nearly $260,000 Thus, the decommissicning cost estimate may be substantially
low ICF recommends that NRC require the licensee to revise the salaries used
in the cost estimate or provide justification for the salaries used (including
the source of the data and whether the rates reflect licensee staff, including
overhead, or contractor staff, including contractor profit).

(3) Describe the Means to be Used for Adjusting Cost Estimates and
Associated Punding Levels Over the Life of the Facility (10 CFR
40.36(d)) P 7 e
10 CFR 40.36(d) requires licensees to describe the means they will use

to adjust decommissioning cost estimates and associated funding levels over

the lives of their facilities. The licensee does not provide such a

description in its decommissioning funding plan. ICF recommends that the

licensee use the method described in Regulatory Guide 3.66 for adjusting cost
estimates. Regulatory Guide 3.66 suggests that cost estimates be updated with
current prices for goods and services at che time of license renewal or when
the amounts/types of material at the facility change. Adjustments should be
made to account for inflation, for other changes in prices of goods and
services, for changes in facility conditions, and for changes in expected
decommissioning procedures.

* NUREG/CR-1"54, Addendum 1, Technology, Safety and Costs of

- - .

Current Information, Pacific Northwest Laboratery, October 1989.

 Adjusted annual salaries for owner/operator’'s staff from NUREG/CR-
1754, Addendum 1, Table D.1. Salaries have been adjusted from 1988 dollars to
1995 dollars using an inflation adjustment factor of approximately 1.25
(107.5/86.1, based on GDP implicit pri-e deflators as reported in Economic
Indicators, March 1996) . -



(4) Clarify that No Credit wWas Taken for Salvage Value (Regulatory Guide
1.66, page 1-10)

‘redit has be ane B salvage value that ma e rea.ized witn the sa.e
f potential asse luring decommiss ing f estimated cred: are taxe
for salvage value but are not fully realized at the me 2f decommissioning
the cost estimate may be significantly low To ensure the adeguacy of the
cost estimate, Regulatory Guide 3.66, page 1-10, states that cost estimates
should not incorporate any credi: for salvage value ICF recommends that NR
require the licensee to clarify that 1t has not included in its cost estimate
credit for any salvage value that may be realized with the sale o! ~>tential
assets at the time of decommissioning
(%) If the Cost Estimate Increases, Increase the Coverage Provided by the
Self-Guarantee (10 CPR 40.36)
10 CFR 40.36 requires licensees to obtain financial assurance for the
full cost of decomrassioning their facilities Although the submitted self

guarantee provides adequate financial assurance for the full amount of the
licensee’'s current decommissioning cost estimate, the 1ssues raised above
(1.e., in Recommendations 1 through 4) suggest that the current cost estimate
may be significantly low Therefore, to ensure that the amount of financial
assurance provided 1s adequate, ICF recommends that NRC require the licensee
to increase the financial assurance coverage provided if the cost estimate
increases.

(6) Revise the CFO Letter and Self-Guarantee to Reference All Applicable NRC
Regulations

The chief “inancial officer (CFO) letter and self-guarantee agreement
submitted by the licensee each state that the self-guarantee is intended to
provide financial assurance pursuant to 10 CFR Part 30. However, of the three
licenses covered by the self-guarantee, only license 21-00265-06 was issued
under 10 CFR Part 30. License STB-527 was issued under 10 CFR Part 40, and
license R-108 appears to have been issued under 10 CFR Part 50. To clarify
NRC's authority to draw on the guarantee pursuant to 10 CFR Parts 40 and 50,
ICP recommends that NRC require the licensee to revise the CPO letter and the
self -guarantee to referenre all applicable NRC regulations. Specifically, the
licensee should modify the guarantee so that it is issued pursuant to 10 CFR
Parte 30, 40, and 50.

(7) Revise the CFO Letter to Address the Self-Guarantee Financial Test (10
CFR Part 30, Appendix C)

Section II of Appendix C tc 10 CFR Part 30 lists the financial test ]
provisions for self-guarantees, including the specific financial test criteria
that must be met by all licensees using the self-guarantee mechaniem. Recital
3 of the submitted self-guarantee agreement appropriately states that the
licensee wust comply with these provisions (sec Other Issue c). The financial

test demcnstration submitted with the CPO letter, however, demonstrates that
-
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. Tangible net worth must be at least 10 times the total
urrent decommissiona 1§ cOost e€stimate Or ertification
amount (as opposed to six times in the parent guarantee
test)

. If less 1an 90 percent of the company’'s totil assets are
located i1n the United 5tates, assets in the United States
must be at least 10 cimes the total current decommissioning
cost estimate or certiiication amount (as opposed toO six
times in the parent guarantee test

. = The company's most recent bond 1ssuance must be rated A or
vetter by Standard and Poor’'s (S&P) or Mcidy’'s (as opposed
to BBB by S&P or Baa by Mocdy's in the parent guarantee
test)

. The company must have at least one class of equity

securities registered under the Securities and Exchange Act
of 1934 {The parent guarantee test has no similar
reguirement .)

ICF’'s independent analysis indicates that, at the present time, the
licensee is likely to pass the financial test r¢uired for self-guarantees.
However, because the licensee documented compliance with the wrong financial
test this year, it could easily do so again in the future, even in years when
it is unable to pass the more difficult self-guarantee test. This possibility
could lead to a total lack of financial assurance for any of the three
licenses. To ensure that the licensee remains in compliance with NRC's
requirements for self-guarantees, ICF recommends that NRC require the licensee
to revise the CFO letter to demonstrate its ability to pass the financial test
from Section I1 of Appendix C to 10 CFR Part 30.

Demonstrate the Self-Guarantor’s Ability to Pess the Financial Test for
All Relevant Costs (10 CFR Par. 30, Appendix C)

(8)

Appendix C to 10 CFR Part 30 requires self-guarantors
financial test for costs of "all decommissioning activities
company is :@ eéesponsible as self-guaranuteeing licensee and as
(emphasis added). The CFO letter submitted by the licensee
self-guarantee covers decommissioning costs for "facilities
(emphasis added). As a result,

to pass the

for which the
parent guarantor"
indicates that the

owned by Dow"

the submitted CFO letter and guarantee certify

that the company passes the financial test only for the decommissioning costs
covered by the self-guarantee, and not for the sum of all decommissioning
costs being guaranteed by the company, including costs (if any) being
guaranteed (1) for subsidiary companies through the use of paiant company
guarantees or (2) for facilities operated (but not owned) by the company.



regd I IneL 3 i AN sosts in the
test a “wd 5 I | harxe ippea at i smpany pa 3688 the Test wWhe
it zally does and (i A w a pa double count the same limited
financial strength to pass separate financial tests (e.g e for costs
covered & a self-guarantee, and e for costs covered by a parent company
guarantee To ensure that the lizensee nhas sufficient financ:al strength tO
pass the test for all decommissioning costs being guavanteed, .CF recommends
tha NRC require the licensee to revise 1ts submission to cover all
decommissioning costs being guaranteed by the company, including those covered

by parent company guarantees
Other Isoues

In addition to the 1issues raised above, the following issufs _.ce
noteworthy:

(@) A previous submission from the licensee included a November 11, 1391,
letter from the licensee to NRC ind.cating that license R-108 was 1ssued
under 10 CFR Part S0 Although Part 50 licensees are required to
decommission their facilities, the decommissioning requirements
applicable to Part 50 licensees (including financial assurance
requirements) are distinct from the requirements for licensees under
Parts 30, 40, 70, and 72 ICF has not evaluated the licensee’s
compliance with the requirements of 10 CFR Part 50.

(b) Regulatory Gu.de 3.66 recommends that a contingency factor be included
in the decommissioning cost estimate. NUREG/CR-1754 uses a contingency
factor of 25 percent in its cost estimates for each of six reference
laboratories.® The cost estimate submitted by the licensee, however,
uses a contingency factor of approximately 13 percent. As justification
for this contingency factor, the licensee states the following:

The approximately 11 (sic) percent contingency for
this project is lower than normal due to Dow Chemical
Company’'s experience and confidence from doing a very
similar project in Madison, 1llincis . . . The
mobilization, excavation and decontamination,
verification, and shipping and disposal operations for
this project are basically the same as for the Madison
project.

ICF has not evaluated the licensee’'s claim because the submission did
not include any information on the Madison decommissioning project. NRC
may wish to consider whether the decommissioning of the Madison facility
is sufficiently similar to the decommissioning of the current facility
to warrant the use of a 13 percent contingency factor instead of the

¢ NUREG/CR-1754, Addenduml mmzm._ﬂnn_m_mn_ﬁ

Cntxlns_ln&nxnngxgn Pacitic Northwest Laboratory. October 1989.
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(e)
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ietal. Yegarding e Maad y actlit] 1.8 he final decommn ' wning
plan and cost estimate for the Madison fazility ineluding & usscription
»f the facility and activities conducted at the facility, number and
dimensions of laboratory and facility components, etc
The self-guarantee agreement submitted by the licensee does not
specifically list the financial test provisions from Section II

"Financial Test") of Appendix C to 10 CFR Part 30 Nonetheless, once
Recommendation 7 has been implemented, Recital 3 of the agreement should
bind the licensee to the appropriate financial test requirements because
it states the following:

This Self-Guarantee and the financial test provisions
set forth in Appendix C to Part 30 of 10 CFR shall
remain in effect until the Commission has terminated
the license or until another financial assurance
method acceptable to the Commission has been put 1n
effect by the Company (emphasis added)

Section II11.D of Appendix C to 10 CFR Part 30 states the following
requirement for self-guarantees:

The licensee will promptly forward to the Commission

- all reports
covering the latest fiscal year filed by the licensee
with the Securities and Exchange Commission pursuant
to the requirements of section 13 of the Securities
and Exchange Act of 1934. (emphasis added)

The self-guarantee agreement submitted by the licensee includes this
provision (as Recital 4) but does not include the phrase (underlined
above) "and the licensee’s independent auditor."” The omission of this
phrase may place the self-guarantee in technical non-compliance with NRC
regulations. However, the omission should not diminish the guarantee’'s
protections to NRC because (1) the regulations do not require the
independent auditor to peview such reports even if they are submitted,
and (2) the independent auditor must still, despite the omission,
evaluate the licensee’'s annual CPO letter relative to the latest audited
financial statements.

Although NRC has not published guidance on the standard form and content
of self-guarantee submissions, ICF believes that much of NRC’'s existing
guidance for parent company guarantees (as presented in Regulatory Guide
3.66) could appropriately be applied to self-guarantee submissions to
significantly enhance NRC's certainty that self-guaranteeing licensees
meet the criteria in the self-guarantee financial test. In order to
improve the effectiveness of guarantee agreements, the recommended
wording for parent company guarantees in Regulatory Guide 3.66 adds a
number of provisions to those specifically called for in NRC
regulations: -
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criteria or it 13 disallowed from ptinuln g as a
guaranter for the facilit under License No [inser:
llcense number ) i1z shall estaplish an alternative
financial assurance as specified in 1 CFR Part 30 40

The guarantor as well as 1%s successors and assigns
agree to remain bound jointly and severally under this
guarantee notwithstanding any >r all of the following:
amendment or modification of license or NRC-approved
decommissioning funding plan for that facility, the
extension or reduction of the time of performance of
required activities, or any other modification oOr
alteration of an obligation of the license pursuant to
10 CFR Part 30. (Recital 12)

The guarantor agrees that all bound parties shall be
jointly and severally liable for all litigation costs
incurred by the beneficiary [insert name) in any
successful effort to enforce the agreement against the
guarantor. (Recital 13)

The guarantor expressly waives notice of acceptance of
this guarantee by [insert "NRC" or the name of the
State agency). The guarantor also expressly waives
notice of amendments or modification of the
decommissioning requirements and of amendments or
modifications of the license. (Recital 16)

The licensee’'s submission does not include these provisions.
Consequently, it is less protective of NRC's interests than it would be
if it included the above provisions.

Finally, NRC should ensure that documents submitted by the licensee are
originally signed duplicates, as recommended in Regulatory Guide 3.66. Unless
the documents have been properly signed, NRC cannot be certain that the
financial assurance mechanism is enforceable. Because ICF does not possess
the required submissions, we cannot verify compliance with these requirements.

attachments
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APPENDIX A
CHECKLIST FOR DECOMMISSIONING FIMANCIAL ASSURANCE

NAME OF LICENSEE OR APPLICANT
WATTTNG ATTRESS

4 -

A. Licensee Part (check one of the following):

Part 30 Licensee or Applicant Part 70 Licensee or Applicant
Part 40 Licei..ed or Applicant Part 72 Licensee or App icant
8. Check appropriate item in each category (if applicable) i

1 i(w 3o 199C¢ Date of Financial Assurance Submission

2 - Public Entity
Private Entity

Certification of Financial Assurance bbb L Pree

Wt

Decommissioning Funding Plan Lot tabamots 45, 10 FR 4O
Prepayment Option (See Appendix B) " 4 §ip 000
Trust Fund
—___ Escrow Account & Total decummisima widy
— Certificate of Deposit —
Government Fund
Deposit of Government Securities

(b) x Surety/Insurance/Other Guarantee (See Appendix C)
Surety bond
.. Letter of Credit
Line of Credit »
K Besssvailugmmy Gusrantes/Financial Test 420 57,000
SELF~-
Extarnal Sinking Fund, Sinking Account and Surety/
Insurance (See. ix D)
Trust Fund
Escrow Account
Certificats of Deposit
Government Fund
Deposit of Governmant Securities
Surety Bond
Letter of Credit
Line of Credi.

e § W LIS, oo

(d) Statement of Intent (public entities only)

"May not be used in combination with any other instrusent.

A=




MEMO TO: Louis M. Bykoski, NMSS

FROM: 0GC
RE: REVIEW OF NONSTANDARD SUBMITTALS
DOW CHEMICAL

No comments on the eight items. Under other issues, Item (D), the

excluded wording should be added.



standard If NRC needs additional informatiorn mare “nh1s

de tion, NRC could require “he licenses to subm.' additional
detail regarding the Madison fac.lity (1.e., the final Jecommissioning
plan and cost estimate for the Madison facility including a description
of the facility and activities conducted at the facility, number and

digpensions of laboratory and facilicy components, etc
(e) \K:olbg\u:mtec agreement submitted by the licensee ices not

specifically list the financial test provisions from Section II
(*Pinancial Test") of Appendix C to 10 CPR Part 30. Nonetheless, once
Recommendation 7 has been implemented, Recital 3 of the agreement should

bind the licensee to the appropriate financial test requirem “s because
it states the following:

This Self-Guarantee and the financial fest provisions
get forth in Appendix C to Part 30 of 10 CFR shall

remain in effect until the Commission has terminated
the license or until another financial assurance
method acceptable to the Commission has been put 1in
effect by the Company (emphasis added)

(d) ./ectxon II1.D of Appendix C to 10 CFR Part 30 states the following C
requirement for self-guarantees M. "
to 8 %'9

Q * covering the latest fiscal year filed by the licensee

(@)

The licensee will promptly forward to the Commiseion g\"

J ",
. all reports \4¥\'r\* '!"‘

with the Securities and Exchange Commission pursuant o
to the requirements of section 13 of the Securities ‘_‘ \\'
and Exchange Act of 1934. (emphasis added) Fg §

4 ¢ i
{ ]

The self-guarantee agresment submitied by the licensee anludol\ thioa'“\&‘s‘ g

provision (as Recital 4) but does not include the phrase (unchtun.dsf

above) "and the licensee's indepenient auditor.* The

ot thuh*.‘ ! v
ik

guarantee’s

p?SEochm to NRC because (1) the regulations do not require the

independent auditor to peview such reporte even if they are submitted,
and (2) the independant auditor must still, despite the omission,
evaluate the licensee’'s annual CPO letter relative to the latest auvdited
nancial statements.
Although MRC has not published guidance on the standard form and content
of self-guarantee submissions, ICP believes that much of NRC's existing
guidance for parent company guarantees (as presented in Regulatory Guide
1.66) could appropriately be applied to self-guirantee submissions to
significantly enhance NRC's certainty that self-guarantesing licensees
meet the criteria in the self-guarantee financisl test. In order to
improve the effectiveness of guarantee agreements, the recommended
wording for parent company guarantees in Regulatory Guide 3.66 adds a
numer of provisions to thoee spegifically called for in NRC
regulations:




