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NIACARAMOHAWK

C E N E RAT I 0 N
BUSINESS CROUP

B. RALPH SYLVIA
Executive Vice President
Generation Business Group
Chief Nuclear Officer

300 ERIE BOULEVAROWEST, SYRACUSE, NEW YORK 13202/TELEPHONE (315) 4284S83

May 3, 1996
NMP1L 1068

Mr. WilliamT. Russell, Director
Office ofNuclear Reactor Regulation
U. S. Nuclear Regulatory Commission
Washington, DC 20055-0001

RE: Nine MilePoint Unit 1

Docket No. 50-220
Nine MilePoint Unit 2

Docket No. 50-410

Subject: Potential Corporate Structure Changes

Dear Mr. Russell:

By letter dated April4, 1996, you apprised us that it was NRC's understanding that Niagara
Mohawk Power Corporation (Niagara Mohawk) has taken or intends to take action shortly with
respect to restructuring and deregulation that may include significant divesture ofassets,
formation ofa holding company, and/or other new companies, and other initiatives that may
change Niagara Mohawk's status as an "electric utility"or otherwise alter the basis under which
Niagara Mohawk received its operating license for the Nine MilePoint units. In light ofthat
understanding, you requested that Niagara Mohawk submit information relevant to these recent
or impending changes. This letter responds to that request.

On October 6, 1995, Niagara Mohawk filed with the New York State Public Service Commission,
as part ofPhase IIofPSC Case Nos. 94-E-0098 and 94-E-0099, a Multi-YearElectric Rate
Restructuring and Retail Access Proposal. This proposal outlined a corporate restructuring
designed to create an open, competitive electricity market, deregulate electricity generation in
Niagara Mohawk's service territory, and freeze or reduce electricity prices over a five-year
period. Under the terms ofits proposal, Niagara Mohawk would make fundamental changes to
the structure of its business and markets, including separation of its generation assets from the
rest of its business; formation ofan unregulated holding company to own and control the
company's remaining regulated and unregulated businesses;,creation ofa fully-competitive
wholesale market; and phase-in ofdirect access for all customers to a competitive electricity
market.

It is important to understand that this proposal was made in the context ofa contested rate
proceeding before the New York State Public Service Commission involving over twenty active
parties. Under procedures established by the Public Service Commission, the parties began
discussions in October of 1995 with the goal ofachieving a negotiated settlement. These
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negotiations are currently ongoing. In addition, parallel negotiations between Niagara Mohawk
and the independent power producers supplying power to Niagara Mohawk are underway under
the auspices ofthe Governor's office to address matters outside the jurisdiction ofthe Public
Service Commission. The success ofthese negotiations and the development ofan appropriate
restructuring agreement willrequire the cooperation ofall parties. While the Company is hopeful
that such cooperation willbe attained and an appropriate agreement developed, it is far too early
'to speculate on whether such an agreement willbe reached and, ifso, what the time table and

"

precise terms ofthat agreement willbe. It goes without saying that negotiations such as these

may involve substantial compromise on the part ofall parties and, accordingly, it would be

inappropriate to assume that the final settlement willclosely parallel Niagara Mohawk's initial
proposal.

Pending resolution ofthe ongoing negotiations, Niagara Mohawk has implemented an interim
reorganization within its present corporate structure of its business units to create a generation

group, which includes all its power plants; an energy distribution group, which includes both
electricity and natural gas customer service functions; and a separate group for existing and new
business ventures. This interim reorganization does not result in any significant divestiture of
assets, formation ofa holding company, or any change in the entity holding the NRC license. The
interim organization, however, did require certain administrative amendments to the Nine Mile
licenses which were requested from the NRC on October 25, 1995 and approved on February 20,
1996. In the letter requesting the amendment, Niagara Mohawk stated in part:

"On October 6, 1995, Niagara MohawkPower Corporation fileda corporate
restructuring plan with the New YorkState Public Service Commission. In
accordance with Federal and State disclosure requirements, details ofthe plan
were held in strictest confidence and were not made available forpublic or
private consideration until the day offiling. The proposed position title changes
and the reassignment ofresponsibilities withinNiagara Mohawk's nuclear
division, are associatedwith the October 6, 1995 filingand, therefore, could not
be developed until after the filing. The proposed organizational structure
continues to provide the highest level ofmanagement erperlise in the operation of
the Corporation 's nuclear generation facilities. The proposed changes provide
clear management control and effective lines ofauthority and communication
between the organizational units involved in the management, operation, and
technical support for the safe operation ofthe facility. The proposed
organization changes are an important step toward developing the Company's
competitive business structure. "

Because ofthe current status ofnegotiations regarding Niagara Mohawk's proposal, to attempt
to respond to the questions contained in your letter would be premature and highly speculative. It
seems clear, however, that at least some ofthe alternative scenarios under discussion could result
in a "newly formed entity" or in an organization that may not satisfy the current definition of
"electric utility"contained in 10 CFR 50.2. Finally, because no new entities have yet been

formed, the Company has not prepared and submitted information required by the U.S. Securities
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and Exchange Commission relating to the creation ofany new entities. You may be assured,
however, that when such submittals are made, the NRC willbe appropriately copied. Niagara
Mohawk is mindful ofthe NRC's necessary role in the restructuring ofthe Company and has so

apprised the parties to this regulatory proceeding. In that regard, our proposal specifically states
at Page 52:

"Niagara Mohawk currently is licensed by the NRC to own and operate the Nine
MilePoint Unit 1 and Nine MilePoint Unit 2 Nuclear Power Plants. 8%ile the
proposed restructuring plan calls for Genco to own and operate both Nine Mile 1

and Nine Mile 2, Genco, regardless ofthe form restructuring takes, would differ
enough from the current NiagaraMohawk that the NRC likelywould treat Genco
as a new entity. Niagara Mohawk accordingly intends to obtain NRC approval
before the ownership ofand operating authorityfor the nuclear plants are
transferred and new licenses issued.

The NRC's primaryfocus willbe on Genco's financial ability to assure the public
health and safety. Rate-regulated utilities historically have been exempted from
NRCfinancial qualification requirements because regulators could be counted on
to maintain the financial integri ty ofnuclear utilities. Genco, as a participant in
the competitive wholesale power market, would not be subject to rate regulation.
Genco 's ability to pay decommissioning costs and nuclear insurance premium
and to sustain an extended nuclear outage would depend on the establishment of
a revenue source outside ofthe spot market, whether through revenue guarantee
from rate-regulated provider bottleneck services or some other mechanism,

The AtomicEnergy Act also requires the NRC to consider anti-trust issues. Since
restructuring willenhance competition, anti-trust review by the NRC would be
unlikely to present an obstacle to restructuring. "

Niagara Mohawk fullyunderstands the NRC's interest in the changes resulting from the Electric
Utilityindustry's transition from a regulated to a competitive market, and is aware of its
obligations under the Atomic Energy Act and NRC regulations to inform the NRC regarding
potential corporate structural changes (including new entities and significant divestitures) and
obtain advance NRC approval ofsuch changes. In that regard, Niagara Mohawk is cognizant of
NRC industry-wide initiatives regarding restructuring and financial qualification as outlined in its
Action Plan for NRC Response to Electric UtilityIndustry Restructuring and Economic
Deregulation.

To reiterate, there have been to date no significant changes in NMPC's corporate structure, and
none are expected in the near future pending resolution ofthe ongoing negotiations. It has been
and remains Niagara Mohawk's intent to apprise the NRC oforganizational changes and
significant divestitures prior to their implementation and to obtain appropriate approvals from the
NRC regarding such corporate structural changes. Moreover, we recognize that any resolution of
the ongoing negotiations must take into account the need for a high level ofconfidence that
suKcient funding willbe available to assure the ongoing operation and appropriate
decommissioning ofour nuclear units.
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While we have previously provided information to NRC staff regarding our restructuring
proposal, I am enclosing a copy ofour PSC restructuring filing so that it may become part ofthe
docketed record. Ifyou have any additional questions regarding this potential restructuring,
please feel free to contact me.

Very truly yours,

B. Ralph Sylvia
ChiefNuclear Officer

/kap
Enclosure

xc: Mr. T. T. Martin, NRC Regional Administrator
Mr. B. S. Norris, Senior Resident Inspector
Mr. D. S. Hood, Senior Project Manager, NRR
Records Management
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