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_P _R _O _C _E _E _D _I _N G_ _S

2 JUDGE BECHHOEFER: Good morning, ladies and

3 gentlemen. We are on the record now.

4 As a preliminary matter, I would like to

5j note that there is an error in the numbering in the
n .

y 6 I transcript from yesterday. There are three hundred
R
b 7 numbers missing. It goes from page 3600 to page 4000.
M

] 8 Anything in between doesn't exist.
4 !
* 9
2.

I don't think we will have to have it
0

~

4 10
'g redone. I was going to ask for other preliminary matters.

,

=
! II info'med by theMR. CONNER: We also were r
3
" 12i reporter that they stopped strike that.--

-

3
135 We were informed that they quit reproducing

-
i

3 14 I? what they had taken after 5:00. So, contrary to what
Ej 15 this indicates, that this is a complete set for yes-
=

j 16 terday, it only goes.to about 5:00 p.m. and the balance
s

$" 17 ! will have to be furnished later.
'

E

$ IO j JUDGE BECHHOEFER: I understand that. That's
#

II . part of-the Commission's contract, and we can't dog

20 much about that.
:

21 ! Are there any other preliminary matters?

22 Did Dr. Fankhauser or Mr. Woliver request
4

3] the Applicant outline the areas he wants to-continue

24 i
! with in' testimony?

25 4 MR. WETTERHAHN: Yes, Mr. Woliver called
6

<

i
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1 me about 10:30 last night and outlined rather specificj

!
2 and limited subjects for cross examination today.

3 JUDGE BECHHOEFER: Could'either you or Dr.

4 Fankhauser tell us what,they are?

5g MR. WETTERHAHN: Certainly, certainly.
9
j 6i The first item was a discussion of AFUC

7|
E
d by the three companies.
3 -

| 8 The second related to a question on bond
d
c; 9 rating for the companies other than Columbus and
z

10 Southern Ohio Electric. I believe Columbus and
z
= |

@ 11 Southern answered that question yesterday.
* ,

f I2 The third item involved the earnings
c
"
5 13 to get interest ratios, and those are Mr. Woliver's
s
x

I'4| words.
kj 15 The fourth item was other plants that is--

a

j 16 fossil plants that have been delayed by these--

w

h I7 | Applicants for the 1980's.
5 18 . !3 The fifth area as I have taken it down re-
A
"

19g lates to nuclear plants that have been delayed once
"

i

20 i construction work har been started on them.

2I - Those are the five areas indicated by Mr.
I

22 I Woliver last night.

23 : JUDGE BECHHOEFER: Mr. Woliver, are you

24 prepared to proceed?

0 MR. CONNER: If the Board please, we object
,

i
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1 for the reasons stated yesterday -- having two inter-

2 rogators for a single intervenor. '

3 We would also note that the areas indicated

4 by Mr. Woliver to Mr. Wetterhahn were matters that

5g c o u l d h a v e e a s-i l y b e e n raised yesterday.
n
3 6 MR. FANKHAUSER: Does that warrant a response?
R
R 7 JUDGE BECHHOEFER: The objection is noted.
M

| 8 Dr. Fankhauser, referring to any specific
d
q 9 portions of this six inches, please let us know --
2
0

$ 10 give us enough time to find it.
5
$ II MR. FANKHAUSER: Some of my questions at the
3

I_
12 beginning may be answerable by reference to this tome.

3
5 13 I think it may be understandable that I haven't read
= !

I| 14 it page for page, and perhaps the gentlemen can refer
$
g 15 me to some particular page where I c2n find it.
= |

j . 16 | I would like first to refer to a line of
^

|

{ 17 | questioning that was begun yesterday, apparently
5
3 18 with Columbus and Southern Ohio,.and I am curious
A"

19g about the transit bond rating in the utility industry
n

20 as a whole, and particularly in the three companies

21 that constitute the Applicant, and I would like to

22 first' direct my question to the representative of
I

23| Dayton power and Light, and I believe that is Mr.
i

24| Anderson, is that-correct?

25 MR. ANDERSON: Yes..

i
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I-4 4151 I

l

I MR. FANKHAUSER: Could you give us an overview
.

2 of the bond ratings -- Scandard and Poor's bond

3 ratings of Dayton Power and Light over the last five

4 years?

e 5 Do you have that information?
A

0 MR.-CONNER: We would object to this. It
G
$ 7 does not relate to the specific issue financial--

n
| 8 issues to operate the facility. The same objection
d
$ 9 we made yesterday.
3
@ 10-

JUDGE BECHHOEFER: We will overrule that.1
II MR. ANDERSON: Our bond ratina

3 - from Standard
d '12E and Poor was "A" from 1975 through mid-1980, and at
= ,

" I3 I
j ; that time we were rated-triple B plus, which is our
= I4| rating from. Standard and Poor today.
kj 15 MR. FANKHAUSER: And durina that same period
z

j 16 nas the utility industry as a whole undergone thiss
* 17
y same kind of decline in rating, or is th.s a unique thing.

;

18 |
=

'

to Dayton?
N

19
j MR. CONNER: Objection, that is irrelevant. 1,

0 JUDGE BECHHOEFER: I think that's relevant.

2I That can be answered.

22 MR. ANDERSON: In.my opinion the bond ratingsj
,

3 for the utility industry as a whole have-declined over
4

24 !
l that same ceriod.

25 MR. FANKHAUSER: Would you care to speculate

t
,

I
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.

1 on the reasans for that decline?

2 MR. CONNER: If the Board please, now we do

3 object to this. This is wandering in econo =ics, and
i

4 some of this was gone into yesterday. There is

e 5 no reason to rehash and go into speculation re---

n
M

j 6 quested speculation -- in the answer to talk about what
R
$ 7 economic conditions might be.
A
j 8 The plant has been basically built and paid
d

?,
for. We are talking only about operating costs, and9

) 10 I think it should be limited to that,
z_
-

p 11 JUDGE BECHHOEFER: I think we will overrule
t

Y 12 the objection to the extent the witness knows --

=
-

E 13 the industry as a whole --

=_ ,

m

5 l'4 MR. FANKHAUSER: Certainly I wouldn't ask
u
'

z
2 15 him to cive
x -

information he doesn't know.
,

m
1

16 MR. ANDERSON: Well, I think the question i
.

-i !e

$ 17 was for u, opinion. In my opinion the reason for that
!*

= ;

* 18 is the i m o. a c t of inflation on a verv. cacital-intensive -
-

_
-

1

: >

k I

e I9 , industry such as a public utility industry.
5

20 ' MR. FANKHAUSER: Do you forsee any alteration
'I
I21 , in this decline in bond ratine for D. P. & L.'
,

!

22 MR.. ANDERSON: Yes. |
;
'

.

23 MR. FANKHAUSER: What reasons would you cite
3

.j
24 for that upturn?

..

25| MR. . ANDER5 Cti: Well, in our case the reasons
$'<

$ i
i

} ALDERSON REPORTING COMPANY. INC. |



|

|

I-6 !

4153 ,

l' that were given for the down rating from "A" to " Triple

2 B+" were primarily the size of our construction program

3 and the amount of that program which needs to be raised

4 in the capital markets.

5g We anticipate that our construction program
9
j 6 | in the next five years will decline substantially

'a
d 7 from the levels it is today. On that basis we will not
M

| 8 have the need to raise large amounts of funds in the
d

} 9 capital markets. As a result, once the plants go in
E

@ 10 service and become operational, and we will be provided
E

'

h II rat'es to improve the amount of the cash that we
*

I I2 generate internally, as a result this would be looked
=
3
g

13 at favorably by the rating services and our ratings
.m
E I'4j would improve.

'

Ej 15 MR. FANKHAUSER: In other words, the ratings
=

j 16 felt that perhaps D. P. & L. had over-committed their
* !-

N 37 resources to construction?
3
x I

{ 18 MR. ANDERSON: I didn't say that.
c
h 19 a MR. FANKHAUSER: Is that a fair statement --

20 is that a paraphrase of what you are saying?

2I MR. ANDERSON: No.

II MR..FANKHAUSER: Perhaps they can explain
!

'23 ' little more about the relationship between the amounta

24 of construction that has been committed to by D. P. & L.
I

D and how-that relates to the decline in bond ratings.

!
: ALDERSON REPORTING COMPANY, INC.



i

4154
I-7

|
I MR. ANDERSON: Well, I thought I just did that.

2 The rating > services look at the size of the construction

3 program in our case, and said that in view of its size

4 and the amount of funds which we were generating inter-

5
3 nally, that we could not be supported as a single "A"
9 ;

6 rating.

5 7 As a result of that, we were given a " Triple B+"-

;
-

| 8 rating, which is still a good rating, but simply a lower
d
" 9~. rate, and as I indicated that our construction program2
o
* 10
g is forecasted to decline we will anticipate that
=
5 II rating improving.
3
# 12E

.
I should also point out another rating service,

4 l
| 13 | Moody's, we are still rated single "A".

W MR. FINKHAUSERf In the Moody rating has
=
0
I 15 | D. P. & L. undergone any changes in the last five years?
= -

~
- 16* i MR. ANDERSON: No.
2 i

' JUDGE BECHHOEFER: Pardon me, " Triple B+" is
=
$ 18- Standard and Poor's?-

E
19 |"

! MR. ANDERSON: Yes.2
5

20
MR. FINKHAUSER: Pernaps for the information

21'i'

of the Board and the rest of the parties, you could

22 just tell us roughly what those various stages of

23 ratings are so we could --,

24 j MR. CONNER: Objection. Your Honor, this is

25 a matter of public record, and certainly has nothing-

i
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I to do with the issues. It is not a educational process

2 which I find myself inevitably saying when Dr. Fankhauser

3 is asking questions.

4 JUDGE BECHHOEFER: That one we will sustain.

5y I think they are a matter of public record.
"

! 0
| MR. FANKHAUSER: Mr. Anderson, it is your

R
7 opinion that-perhaps D. P. & L. May have committed somewhat

n

0 more of its resources to construction than the power
d
j 9 demands would have borne out in the past five or ten
z
O

10"
'

j years?
=
'! II MR. CONNER: Objection. Your Honor, this is
S
4 12E another need for power question, not pertaining to
9

'

the issue. It is also irrelevant to the cost of operating

14
. the plant.

kj 15 MR. FANKHAUSER: If the Board please, I
Iz

j 16 believe that we are looking to the financial qualifi-
M
C
3 17 f cations of these plants -- of these utilities to--

'

5 .

w- 18 operate this plant, and I believe that the financial-

s
"

19
3 health is directly related to the questions that I
n

20 am asking.

2I JUDGE BECHHOEFER: That objection we will

22 overrule. You may answer.

MR. ANDERSON: No.

4 MR. FANKHAUSER: Finally, Mr. Anderson, how

crucial do you feel the opening _and the operation of

I

I

i ALDERSON REPORTING COMPANY. INC.
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I Zimmer will be in order to meet the demands of your
2 constituents as it were --

3 I
MR. CONNER: Objection.

4 MR. FANKHAUSER: In the next ten years.{
l

$ 5
'

MR. CONNER: Objection.
9
j 6 JUDGE BECHHOEFER: I think that one we,

R
$ 7 will sustain. That is a need for power question.
M

| 8 MR. FANKHAUSER: Let me rephrase the question
d
=} 9 then, Mr. Anderson. To what extent do you feel thatz
O

_ h
IO the financial health of your company is dependent upon

,

=
$ II the opening and operations of the Zimmer station?
m

N II MR. ANDERSON: I believe that the financial
=

13 health of our company will be improved immeasurably once

.f 14 f the Zimmer plant goes in service and is allowed in che
'c= i

g 15 i rate-making process by the Ohio Public Utilities Commission.
-

E I6 | MR. FANKHAUSER: And if it were not oranted an
x . -

C 17 'g operating license, what impact would that have upon
,

= |

5
18 | the financial health of your company?_

c
8 I9f MR. CONNER: ' Objection. This was gone into
n

0 several different ways yesterday by Mr. Woliver when

II Dr. Fankhauser wasn't here.as to the ability of the

22- company to withstand-various problems, and this is

23 ' one problem of those questions. and I don't think it's

24 ! proper since it has already been covered generally.

JUDGE BECHHOEFER: Dr. Fankhauser, could you

. i
; ALDERSON REPORTING COMPANY,INC.
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1
explain what the purpose of this is? In theory at

2
least, we are looking at the ability of the company

3
to finance the operation and decommissioning the

4
plant, at least this is the theory. If we don't grant

o 5
y a license we don't have to worry about that.

|I
3 6* MR. FANKHAUSER: If I am not mistaken, che,

n
R 7
! non-granting of a license at this point would not
n
2 8

] necessarily preclude the granting of a license in five
d 9
i years after additioani modifications of the plant may
o
a 10
E have been made to satisfy the Board, and I am trying
E 11

$ to explore the possibility of extended postponment of
d 12 '
@ the opening of the plant on financial health of tha
m
5 13
E ' company.

,

E 14
$ MR. CONNER: Your Honor, that is wholly
-

2 15
iy j objectionable. That would be a wholly separate pro-

? 16 I
$ ceeding from this one, and would have nothing to do
y

1:7 |( with this one.g
$ 18

'

| 3 So, that kind of speculation is clearly
|

C 19 1
3 outside the jurisdiction of this Board.

| 20
| JUDGE BECHHOEFER: I think you have to--

21
keep it within the' license that is being granted now. '

22 1
! If we don't orant the license, we theoretically don't

23 '
;

,

to worry about financial health. So, we willhave

24 |
| -sustain that last objection..

25
MR. FANKHAUSER: All.right. Mr. Ar.d e r s on , let

:
F
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1 me just clarify one point as it related specifically to

2 the bond rating. You stated that in '75 you had a

3 rating of "A", and that it's currently a rating of

4 " Triple B+." Could you tell me at what time it was

e 5 lowered from "A" to " Triple B+"?
9
3 6 MR. CONNER: Objection. Asked and answered.
R
b 7 JUDGE BECHHOEFER: He answered that.
E

] 8 MR. FANKHAUSER: Well, my notes indicate that
d
o; 9 for that period it was "A" and it is currently atz
O
g 10 " Triple B+."
3

$ ll MR. CONNER: If the Board please, I ask that
3

y 12 the interrogator be instructed that until the Board
5
y 13 rules he not be allowed to continue to argue.
= i
m.

5 I4 JUDGE BECHHOEFER: Mr. Fankhauser, my notes
$
2 15 have a date. We have 1980. That's what I think heg
z

d 16 , said, but he has answered the question.
W i

r

b. 17 : MR. FANKHAUSER: Thank you.
$ I
- \

3 18 Mr. Zimmer, are you the individual that
,

19a would have the information on the bond ratings for
M i

i 20 | Cincinnati Gas and Electric Company?
I

2I MR. ZIMMER: Yes, sir.

22 DR. FANKHAUSER: Could you tell me the

I23 changes that C. G. & E.'s rating -- bond rating -- may

24| have' undergone in the last five years?

25 , MR. ZIMMER: In the last five years we have
4

i
; ALDERSON REPORTING COMPANY, INC.
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.

I been rated " Double A" by Moody's, likewise Standard and|

|

2 Poor's rated our bonds " Double A" until 1979, at which

3 time they put a minus on it. Standard and Poor's

4 explains it's still " Double A," but at the lower'

5g end of that rating.
9
,

2 0 JUDGE BECHHOEFER: When was that changed?'

R !

b 7 that'sMR. ZIMMER: That changed in 1979 --

M
j 8! not a change in rating, it's just an indication of
d i.e 9~. a weakening position in the Double A.
2
e
$ 10 MR. FANKHAUSER: And to what do you attribute
3
_

! II that weakenina. cosition in the rate?, -

# 12E MR. ZIMMER: I would have to attribute it to
9
g 13 the delay in the Zimmer plant.
,

3
@ 14 | MR. FANKHAUSER: Do you feel it has any
M ij 15 relation to a possible over commitment of funds to
=

j 16 construction?
w

h
II MR. ZIMMER: No.

E.

$ 18|!| MR. FANKHAUSER: Do you think it has any i

I +

"g 19 over commitement of funds particularly in. reference to

20 | an over estimation of nec'essary capacity?
|

I' MR. ZIMMER: In my opinion, no.

22 MR. FANKHAUS2R: Do you feel that inflation
|
!

23 '
i has. played a role in that?

24 MR. ZIMMER: I think in the earlier years,

25 - certainly it did, but the Public Utilities Commission
d

i
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1 is beginning to catch up with the inflation impact now,

2 and we will see that reversing.

3 MR. FANKHAUSER: Do you feel that the in-

4 dustry as a whole the health of the industry as a--

e 5 whole has declined in the past five years economically?
h
3 0 MR. ZIMMER: The decline in the industry in;

R '

d 7 my opinion occurred earlier than that, as the inflation
3
j 8 rate began to accelerate. Subsequent to that, as
d
c 9
z,

the Commission's responded to the impact of inflation,
O
g 10 they have begun to catch up with the rate increases, and
E_

@ II I think the health of the industry generally is im-
3

$ 12 . proving from what it was five years ago.
=

.13n MR. FANKHAUSER: Did I understand you to say
=
=
5 14 that you feel that the health of the industry declined
a

$
g 15 previously to five years ago?
z

y 16 | MR. ZIMMER: Yes, in the early stages of the
e

d 17 accelerated inflation rate, but now the Commission has
5
m

3 18 responded'to that, and are beginning to come along with !
c !

*s
e 19 ; the rate increases that are needed to bring the financial
.4

20 health of-the industry back.

21 MR. FANKHAUSER: Mr. Emery, there was some

22 . discussion about the decline in ratings of Columbus

23 | Southern Ohio. To what would you attribute your

24| company's decline?
;

15.) MR. EMERY: I think.the very same factors
i
s

i ALDERSON REPORTING COMPANY. INC.
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i

I
. that both Mr. Zimmer and Mr. Anderson have pointed out.

2 MR. FANKHAUSER: Do you feel that over

3 commitmant of funds to construction may have played a

4 role in that decline?

5g MR. EMERY: No.
9

3 0 MR. FANKHAUSER: There are analysts in
R
b 7 your industry that feel that that may be the case, though.
A

| 8 Would you agree? ^

d
" 9~. MR. EMERY: Thcre could be. They are entitled
2
o

h
10 *

to their opinion.
= , .

! II MR. FANKHAUSER: You are an expert in this
3

f II area, are you not?
=

5 I MR. C O..N E R : We will stipulate to that.
=

i

14 MR. FANKHAUSER: So that if there were
k
9 15
2 experts in your field that felt that there had
=

g 16 been a massive over output of funds for construction,i

* I
'

| you would know about that? Would that be the case?
E

18||- MR. EMERY: I might, and I might not. I
w
=
N

19 so-called experts -- whog don't read all the experts --

20 publish their materials.

21 MR. FANKHAUSER: Mr. Emery, has your company

22 postponed or cancelled plans for construction of
n

23 h additional generating capacity over the past five years?
,

24 i
i MR. CONNER: Objection. This line of ques-
r

25 tioning has nothing to do with the financial qualifi-
i

!
: ALDERSON REPORTING COMPANY, INC.
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.

I cations to operate the Zimmer station, and moreover,
2 there is no foundation for any financial points

3 relating to Zimmer operating cost.

4 ;1R . FANKHAUSER: Before the Board rules,

; 5 and Mr. Conner is a strict teacher.of learning,.but before
8
3 6 the Board rules, I would like to explain that line of
R
E 7 questioning.
E
j 8 JUDGE BECHHOEFER: All right.
d

=} 9 MR. FANKHAUSER: It is my understanding that
2
o
@ 10 the continued economic health of these companies is
3_
j 11 going to be of great importance to their ability to
3

y 12 operate the Zimmer station, and I believe that in
5 i

| 13 f examining their track record over the past five years
-

m .

Im

$ l'4 | or so will clearly indicate whether or not they can be
$ I

j 15 i expected to have the resources to handle that, and I
=

j 16 think that particularly if there are indications that
w

d 17 ! they have made incorrect calculations as it relates
5 !

{ 18 t o *.h e necessary capacity,that we may then draw in-
? c
| h

19 ferences that perhaps the mechanisms of managerial

20 decision making have not been as precise as they

21- should have been in the past, and this would bear

22 directly on what we may expect in the future.

'23 MR. CONNER: Obviously this makes it r' elate

24| to the need for power contention.

D MR. FANKHAUSER: I think we all.would acree '

!
,

i ALDERSON REPORTING COMPANY. INC.

.



I-16 416'3

I that there is an interrelationship between the need

2 for power and the economic health of the utilities,

3 and I think that these cannot be dissected apart,

4 entirely.

5j JUDGE BECHHOEFER: Well, in this particular
9

$ 0 contention we
R

'

are allowing examination of just the,

b 7 financial effect -- not the need for power.-- not
-3
j 8 whether they need it or not, but in addition, we are
d

I allow this line of questioning, but I must say, you
o-
$ 10 do have to set a foundation better.
3

h II ' Ask the witness whether'there has been a
m

y 12 need for construction. Some of them testified to
5

h I3 that yesterday.
-

,

E 14
N MR. FANKHAUSER: I believe I tried to ask
E
9

15| that question -- if there had been construction-G
x

j 16 delays or delays for the past five ye rs, and Mr.
2
C 17

.d Conner objected and I never got an answer to that:

5 0|[ j question.
$i

g Perhaps I can reask that question.

2 JUDGE BECHHOEFER: As a foundation for

21 this other line only.

.MR. FANKHAUSER: Mr. Emery, as a foundation

- to get.some. feeling for the economic strength of your
.

24 !
I comoany and the acuity of its decision making process,

!

! could-you tell us whether there have been any pl' ants
F

-!
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I cancelled or delayed in the last five years?

2 MR. EMERY: We have had continuing delays at

3 Zimmer for one, and we have had delays in other plants,

4 and as I pointed out yesterday, as of last May, we

5y -were acquired by American Electric Power Company --
n
3 6 it's one of the two or three largest power companies
R
b 7 in the country in the size and type of generating units
Mj. 8 that best fit into the scheme of things in planning
d
". 9 a. big system like that, and they are different~

z
o

h
10 than a system of our kind. Now, we have pretty much

=

5 II decided to cancel two units that we were going to
3
d 12j build because they were too small relative to the
3

13j size of the system.
2

5
'' MR. FANKHAUSER: Could you give us the

y. -

15g .generr.cing capacity of those?
=

E I0 MR. EMERY: They were at least 375 megawatts.
W

f I7 |, JUDGE HOOPER: Could I ask a question here?
=

b IO In relation to your last answer, does the new company
C i

19 |' actually feed power to your utility?
"
R
M

20
| In ather words, what you said was, as I

21 understood it, was that you changed the size of the

2
; generating unit because you needed larger ones because
t .

3
.

you were part of a larger utility system. Does that

24 mean you are going to furnish power to the rest of
;

25{ the system?

i
i
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I '

MR. EMERY: We are part of the power pool. I

2 think Mr. Borgmann could probably speak to this better

3 than I could. We are part of the pool. We both

4 take energy in and take energy out.
I

5 '

j JUDGE HOOPER: But that relationship didn't
n
3 6e ; exist before you acquired this new facility, is that
R
R 7
7 correct?
a

MR. EMERY; Right, we were interconnected,
d
* 9~

7- but we were not a part of that power pool, and the
=
b 10y dispatching of all the power from the entire system
=

was centralized in Canton, Ohio.

d 12z JUDGE HOOPER: So, this change made it
=
d 13
g necessary for you to now furnish power?;

E 14-
d MR. BORGMANN: Perhaps I could help a little.
M
P 15
G American Electric Power, being a larger system, can
x
*

16j tolerate larger units on this system. They have a
" 17
3 ' number of generating companies, and-they decide in.which,

5 !
w 18 ' ~

-

= company.they place the.large unit.
9"

19
j So, what Mr. Emery is saying is they are

20
putting units of'the' size of 1500 megawatts, and they

21
may or may not put that unit in Columbus's territory.

22
They may put itt in Indiana, Michigan, or some other

company, and then the grid feeds the pond into each

24 !
| area.and.then they account for it to the parent

25-
! company,

f
,

! ALDERSON REPORTING COMPANY, INC.

L



"

.

I-19 4166

|
I So, the units may or may not be put into

2 |
"

Columbus's territory.

3 JUDGE HOOPER: Assuming there was a large

4 unit put into Columbus's territory, then you would be

5 exporting out of the area, is that correct?

8 6 Ie ! MR. BORGMANN: That's correct.
'R

R 7 JUDGE HOOPER: All .right, thank you.-

K
2 8a MR. FANKHAUSER: Mr. Emery, could we get a
d
" 9~. better feeling for these delays? Could you tell usz
o

h
10 what the generating capacity was planned for construction

=
E 11
g five years ago, and how much -- what percent of that

d 12
2 has been delayed or cancelled?
o
: 13
g MR. EMERY: The only delays or cancellations

have been the delay in Zimmer -- our share of which is
E 15 |r
E 226 megawatts, which is about eight percent of our
x
'

16| generating capacity; the two 375 megawatt units that

I mentioned.
E |
w 18 1

| We were also considering a peaking unit of=
9
"

19
j about 250 as I reall, megawatts, but this is again --

20|! now that we are a part.of the much larger system, it's

21 !
I been cancelled.
|

22 |!
-

FANKHAUSER: So, there has been no
'

MR.

23 '
--addition to your - generating plant in the-last five years?,

24 |
[ MR. EMERY: Yes, I forget when the last

25
unit came on. I think the-last unit was the last

!
3 ALDERSON REPORTING COMPANY. INC.
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1
Stewart unit, wasn't it? I believe that was the last|

2
unit that came in the system. Yes, it was.

3
MR. BORGMANN: In '74.

4
MR. EMERY: '74, yes. So, we really haven't

e 5 i

A i any additions.
a

i3 6* MR. FANKHAUSER: So, that's about, by my rough_
n
R 7
! calculations a total of about a thousand megawatts that
nj 8

you were initially planning about five years ago that
d
= 9 '

g you have decided not to go ahead and build?
o
N 10
i MR. CONNER: Objection, Your Honor. The
E 11
j record speaks for itself. That question mistates the
d 12
i record.
-

d- 13
'

5 MR. EMERY: I wanted to correct my answer --
E 14 |
#

'

-I wanted to-check my figures here. The Stewart
I

@ 15 |
r

unit is not the last. We did add two units at our Cones-
-

T 16
$ ville station in 1976,,and 1978. They were each
y 17
a 370 megawatt units.
E i
w 18
= JUDGE SECHHOEFER: I think on the last
#

19-

A i objection we have all the megawatt figures except for
20

that figure for the peaking. If we had that, we

21 .

'could add them up. Maybe.you could fill that one in.
j

22 I
MR. EMERY: As I'said, that was my recollection

23 '
that that plant was planned to be a 240 or 250 megawatt

24 :
i plant, so if you-had two 375's and 250 I guess that adds

25
up to a thousand megawatts.

5

h
A ALDERSON REPORTING COMPANY. INC. I



fI-21 4168
|

|

1 MR. FANKHAUSER: Thank you.

2 Mr. Anderson, I would like to pursue

3 somewhat of the same line of questioning with you.

4 Has your company in the past five years can-

5g celled or delayed construction of additional generating
9 i

| capacity?j 6

R
b 7 MR. CONNER: I would like to renew the ob-
M
j 8 jection on the grounds that the demonstrated scope of
d '

c; 9 this line of questioning is irrelevant to the issues
$

h
10 whether or not some units may or may not have been

=

$ II planned, or may or may not have been delayed.
3

g 12 This has no relevancy to the issue, which is
3
g 13 money to operate the plant.

. 14 JUDGE BECHHOEFER: We will keep to our earlier
= 1j 15 i ruling. This does relate to the financial health of
x

d I0 the company, so the question may be answered.
A

." 17
3 MR. AND3RSON: The units that we were con-

.5 !

$
IO structing were done in conjunction with the Cincinnati

N I9
g company, and perhapsEMr. Borgmann could give you a

20 better answer than I could, if you don't mind.

2I MR. FANKHAUSER: So, th e r e '.ie r e no units

22 .that were planned that were outside of the joint

23 | venture of C. G. & E?

24| MR. ANDERSON: That is correct.

25; MR. BORGMANN: That's correct.
i

.
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1 MR. FANKHAUSER: Mr. Zimmer, perhaps --

24 would you like me to repeat the question, or --

3
MR. ZIMMER: Mr. Borgmann will answer.

4
MR. FANKHAUSER: All right.

e 5
3 MR. BORGMANN: Within the last five years we
a

N 6 have delayed two 600 megawatt units by one year each.*
n
2 7
; We have delayed,a second 600 megawatt unit by three years,
"
,

N and we've cancelled a 600 mecawatt unit.
'

d
~

d 9
That's joint. Now, that's a total of 600g

6 10
each unit.E for the two companies --

=
E 11
j MR. FANKHAUSER. What was the total number

'i 12
2 of megawatts generating capacity that you added during
,
= 13 i
@ the last five years?

;

E 14 I .

d MR. BORGMANN: In the last five years, we
k
9 15 I
@ put a 500 megawatt unit on in 1978, and we are putting
,

? 16 '
$ on the line right at this moment a 700 megawatt unit.

~ f 17
w MR. FANKHAUSER: Is this a usual -- I mean
Ea 18 ' '

is.this phenomenon observed in the industry as a-

s
19

.4 ,
whole at this time in our history, or is this unique?-

i

MR.'BORGMANN: You mean good planning? Yes.

21 1 I presume it wouldMR. FANKHAUSER: I am not' --

: ZZ
| be better if you call that good planning to cancel
I

23 |
plans for additional generating capacity?

24!
MR. BORGMANN: We continually try to optimize.

- 25 , We have.an obligation to serve the public as we see
h
,
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1
it, and we are in a ragion now where even to build a

2
fossil plant,- it :akes seven or eight years of leadtime.

3
So, we do forecasting as accurately as we

4
can, and as conditions change, we adjust accordingly.

= 5

h
j 6

R
Q 7

3
| 8

d
n 9
i
o
f: 10
i
:::

j 11

a
. p 12

s
d 13
5

E' 14
:a

$
2 '15
$
g 16
as

!;[ 17

5
I 18i

U
C 19
x
A

|
20

21

22
i
!

23 |
24 !

!

25 ;
:

I
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1 1 DR. FANKHAUSER: Are you aware of any members of the

2| utility community that have canceled or intentionally delayed
3 a nuclear power plant in the last five years?

4 MR. CONNER: Objection, Your Honor. This is truly

y 5 outside the scope. Look it up in the book and find out the
0
j 6' regulatory rule, because there is delays in all nuclear plants,

,g
$ 7 but it has nothing to do with the issue before us here.
%
j 8;

DR. FANKRAUSER: If Mr. Conner were listeninc to the
d
y 9 question, I think he vould have heard that I asked if there were
?
@ 10 any intentional delays or cancellations, te their knowl' edge,
5
! II within the industry.
3

5 I2 CHAIRMAN BECRROEFTR: How does the relation of the
5
g 13 ' financial health of Cincinnati Gas and Electric acoly?=
x
5 I4 DR. FANKHAUSER: To the extent that the health of the
E Ij 15
. Cincinnati Gas and Electric Cemoany and their co-acolicants,
= ;

j 16 that I believe it will show cerhao.s that there is -- that the.

"
17 <

3 entire industry, itself, is beginnine not to have -- it's
!

18 beginning to have second thoughts about being able to construct +

I9 |l
#

and operate nuclear oower clants in the event that we do see this-2
n

20
shrinkage or this drawing back from additional caoacity of

21 I soecifically neclear cacacity.
I '

22 "HAIRMAN BECHHOEFER: This is not olannine and new
2

23 ;' plants now, this is their financial health to run this plant
,

24
and have it orecared for decommissioning? How would that relate-

25 to that scoce? uow would that fall within that scoce?
4
4

!
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2 1 MR. FANKHAUSER: If there is experience that other

: 2 utilities have had in the plannine of their capacity and
3 particularly as it relates to nuclear power and if there are
4 utilities that have canceled clans for nuclear plants or have

g 5 halted construction because of a lack of health of their
S

] 6 ! financial status, I think that that would shine a direct
R
@, 7 implication on these hearings.
3
| 8 |iR . KARMEN: .Mr. Chairman, before you rule, Judge
d
d 9 Bechhoefer, I know that the Board is making every possible sten,

z

h 10 to understand that Dr. Fankhauser, being a lay interrogator, may2

h 11 not be conversent with some of the legal niceties in considera-
3

f12 tion, and I am sura the Board is doing everything possible to
i

5 13 see that his examination is conducted in a manner befitting what=

| 14
'

we are encountering here. However, I feel we are going beyond$
15 the very basic precept which brought us to this hearing, that we

j 16 are to interrogate as to the financial health of the applicantsA

h I7 , to operate and decommission the Zimmer plant. I think we are
e !
3 18 going far afield when we start asking cuestions about all of the
E

I' ' other nuclear plants which may or may not have been canceled ore
M

20 proposed. I think the Board at this time has to insist that
21 Dr. Fankhauser stay within the confines of what we are here to do, l

22 otherwise this can go on interminably.
23

CHAIRMAN BECHNOEFER: The Board had already decided
24 that we would allow that objection. That is coina bevond the
25

i scene of this croceedina. Whatever the other comoanies have done
i

i
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3
with nuclear olants is not really relevant to whether thin1

2 ; company can technically coerate a decommission. So that
i

3 objection is sustained. !

!
4 DR. FAMKHAUSER: All right. Mr. Anderson, could v,ou

'

U
give us an idea of what the earnings-to-debt. interest ratio ofo 5

i

the Dayton Power and Light was five years ago and what it is at3 6 !
e '

M'
2 7 this particular point?
,~
M

g 8 MR. CONMER: We would make the same objection, since it
d
d 9 is not related to the soecific issue.
b
b 10 DR. FANKHAUSER: I believe that the earnings-to-debti !

= !

j 11 i ratio is one that is a commonly used indices of economic health3
d 12 in this industry, and I think it is particularly germane to thisz

j 13 question.
m 4

| 14 j CHAIRMAN BFCdHOEFER: That objection is overruled. Youa !
2 15 ' may answer.
*
=

y 16 You better make sure they understand, that you and theW !

p 17 ' witnesses are on the same wavelength when you talk earnings-to-
4 \

E 18 debt interest ratios..
~

#i

19
X

DR. FANKHAUSFR: The economic health of any corporation
20 is measured, in part, by how much money they are taking in and how
21<

much they are having to pay out in interest for what they have
22 borrowed.

!
23 ' CHAIRMAN BECHROEFER: Now, make sure the witness

,

24
understands what you mean by that ratio when you ask the question.

25 DR. FANKHAUSFR: All right, 'tr. Anderson, do you
4

{
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o

h

4 I
. understand what I mean by " ratio of earnines-to-debt interest"?

2 MR. ANDERSON: Yes.
!

3 DR. FANKHAUSER: Is that an index that is often used
'

4 to judge the health of a corporation -- may that be used as an
3 5

| index of health of a corporation?
E !

j 6 ! MR. ANDERSON: I wouldn't use it in that broad a sense,
#
b 7 but it is an index that is commonly used, I will give you that;
j 8 | much.
d
q 9 DR. PANKHAUSER: All right. Could you give us the,

3
10 information, then, about what that ratio -- and if I may, I will

=

! II refer to it as a ratio and not scell it out everv time -- what3 -

f I2 that ratio was for your company five years ago and what it is
; !
g 13! today?
,

| 14 | MR. ANDERSON: There are several ways i* can be
t

} 15 comeuted. If you have a carticular way in mind --
*

!

y 6| DR. FANKHAUSER: I am certain that there are -- I arn^ \
C
. 17|' interested in the one that is most commonly used in evaluatinc3
5

0
$ the economic health of industry. Iw

I' i I.g

S i MR. ANDERSON: I am not sure which one -- each ratingM

20
; service, each investment advisory firm has their own ways of

I
.

21 |
doing it. I am not sure that anyone necessarily any better than

!

f22
-

the others, ercent through the eyes of the one who is doine it.

DR. FANKHAUSER: Well, how about the one that may be

24 i
i used by the Edison Electric Institute?

25
g MR. ANDERSON: If you can tell me -- I don't know
$

ALDERSON REPORTING COMPANY. INC.
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5 I exactly which way that Edison Electric Institute uses it.
I DR. FANKHAUSER: Mr. Anderson, what was the total

3 interest that was paid in 1975 on the debt for your company?
.

4 I am after the earnines-to-debt-interest ratio. If you want to

Ij give it to me straight, you can just do the calculations.

0
MR. ANDERSON: S28,000,000.

n'

fI DR. FANKHAUSER : And what were the earnings for your
n

] 8
comoany in that year?

d
'

MR. ANDERSON: Net income?.

$
h 10
g DR. FANKHAUSER: Yes.
=
! MR. ANDERSON: $41,000,000.3

DR. FANKHAUSER: And in 1980, do you have the
S

| corresconding figures?

E 14 '
$ MR. ANDERSON: Can I give you 1979's?
M
0 15
Q DR. PANKHAUSER: All right.m

7 16
g MR. ANDERSON: S46,000,000 for interest, $61,000,000

-f 17 i
a : for net income.
= |

E 18 '
= DR. FANKHAUSER: 46 to 61?

19| MR. ANDERSON: Yes.

20
DR. FANKHAUSER: Would you care, from your exoertise,

21
to tell us what you think a desirable or healthy earnings-to-

22 | debt-interest ratio would be for use at this time?
23

MR. ANDERSON: In general? Any utility?

14|
| RDR. FANKHAUSER: Yeah.

25
' MR. ANDERSON: Fo, because I can't ceneralize it. If

!
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I

6 1 a company.has, for example, no construction crocram or no need to
1 .

2 borrow significant amounts of debt, maybe it's not relevant what

3 their interest ratio is if they don't need to go cut and borrow

4 additional money.

e 5 DR. FANKHAUSER: Could you give us a threshold, then,
9
j 6 : below which you would deem it unwise for a company of your type

'R
R 7 to descend?
A

! 8 MR. ANDERSON: How do you mean " unwise"?
d
d 9
3,

DR. FANKHAUSER: (Laughing.) Let me ask you this,

@ 10 then. Do you think that a company micht be on thin economic ice
E

'

5 II if it were earning only twice what it took in as what it was
3

y 12 ; paying out as interest en its debt, in other words, the ratio of
5 |a
5 13 '. two7
=

| 14 ! MR. ANDERSON: Wnat that would mean, if that company
E !j 15 had an indenture such as ours would be that it could not issue
.

,

i 16 <! additional first-mortgage bonds. However, other forms of debt
m J

h
I7 could be available to it.

* I

h IO ' DR. FANKHAUSER: Mr. Emery, do you have the figures for
C
&

IIE earnings-to-debt-interest ratio for the year 1975 for your !M ,

20 company?

2If MR. EMERY: Depends on how you commute it. Which way I

i

12 do you want this computed?

23 ' DR FANKHAUSER: I'd like to divide the earninos for

24 | the year by the interest.

25 MR. EMERY: Which earnings? How would you define

k
3 ALDERSON REPORTING COMPANY. INC.
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7 I " earnings"?

2 DR. FANKHAUSER: How would you define " earnings"?

3 MR. EMERY: I can't answer your cuestion unless you tell
4 me how you define " earnings," because there are many ways of

i
e 5: doing it.
U

j 6 DR. FANKHAUSER: What was the net income for your
R
$ 7 company in 1975?
A
j 8 MR. EMERY: In 1975? Net income for our comoany was
J
0; 9 S42,422,000.
K

@ 10 DR. FANKHAUSER: And how much interest was oaid in that
a -

! II year on that?
m

N I2 MR. EMERY: S35,334,000.
=

5 13 | DR. FANKHAUSER: And do you have the figures for 1980?;
-

i

| 14 ' MR. EMERY: Yes, I think I do. The net income in 1990
E
.j 15 ' was $68,952,000.
z

E I0 DR. FANKHAUSER: And do you have the amount of interest
A

h
I7 that was paid?

=

f
IO MR. EMERY: We oaid, in that year, S73,692,000.

H I"
192 DR. FANKHAUSER: It's not a very bia margin, is it,,

M

20 above the --

2I MR. CONNER: Objection. Argument.

DR. FANKHAUSER: I am asking the coinion of the extert
,

!

3| witness of whether that was --

# ?tR . EMERY: The relationshio of those two fiaures is

25 totally irrelevant from a financial analvst's standooint.

|
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8 I DR. FANKHAUSER: There are exoerts in your field that
1

2 would think that those are highly significant figures. Would you

3 agree?

4 MR. EMERY: I don't think you would find any excerti

I
5j that I know in the field of finance that would relate those two

2' 6 I
: figures.

R
b DR. FANKHAUSER: Mr. Zimmer --
M

| 8 CHAIRMAN BECHHOEFER: Could you, by any chance, ask him
d i

c 9 the '79; figures, as well as the '91s?,

E

h
10 DR. FANKHAUSER: Certainly.

E !

4 II
I CHAIRMAN BECFHOEFER: So we could get consistency

3

g 12 between the three numbers.
3
5 I DR. FANKHAUSER: Mr. Emery, you gave me the 1980 --

,

| I4 |'m

MR. EMERY: The 1979 figures for net income was
=

{ 15
$59,977,000, and the interest charge was $60,134,000.

m
6

DR. FANKHAUSER: Mr. Zimmer, could you tell us about

F 17 '
d what the Cincinnati Gas and Electric Comoany's earnines-to-debt-
z : .

interest ratio were for the year 19 --
5

'Ij MR. ZIMMER: I'd have to receat the cuestion back to

20
; you, Dr. Fankhauser. These are computed earnines to debenture

21|
interest. And I would ask you to define 'earnines" and d* fine

22
" interest." Each method has a different technicue.

23 '
DR. FANKHAUSER: Is there a' standard accroach that is

24 ;I more commonly used than others for calculatine this?

25 i MR. ZIMMER: No, not necessarily. Fach rating agency,
4 ,

t
'
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9 I each regulatory agency computes it in its own manner. I could

2 give you comparable fieures to what you have already got.
3 CHAIRMAN BECHMOEFER: Mr. Zimmer, could you give the

4
figures, using the same criteria for the figures as the other

5
~

two witnesses had?

5 0 MR. ZIMMER: I can, but, as Mr. Pnery coints out, there
~
n

I is absolutely no financial relationshin between those two

O figures. Those are not the two fiaures, in any case, that are
d
$ 9 ever used to compute this ratio.
z
%

10j DR. FAMKHAUSER: If I am not mistaken, I asked for that
=
5 II ratio, and I am led to believe I haven't been oiven a correct
3
d 12z answer.
=
"

13
@ MR. ZIMMER: You said specifically what net income and
-

I

total interest charge.g
=

!9 15s MR. EMERY: That is right, you do. We answered thez

j 16
question exactly as you asked it.

A
' 17 \
d MR. ZIMMER: I will be glad to give you those figures,,

x i

E 18
but they are a meaningless relationshio, sir.-

H" 19 (
3 CHAIRMAN BECHMOEFER: Just to comolete the record,
n

20
maybe then, we could -- if you could --,

21 ! MR. ZIMM2R: We had two elements of interest in 1975,

22
both long-term debt and other interest. Lona-term debt was

i

23 '
$38,320,000; other interest was S1,887,000.

24|i And now do you want net income before oreferred

25
dividends or income earnings on common shares?*

s

|
'
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10 ) CHAIRMAN SECHHOEFER: Whatever the other two gave.

2 MR. ZIMMER: I don't know. I used net income before
3 preferred. That is how we defined " net income. "

4 MR. ZIMMER: In that case it was $49,738,000 in 1975.

g 5 In 1979 interest on long-term debt was $61,052,000. Other
E i

j 6 | interest charges, $2,977,000, and net income before preferred
R
& 7 dividends was 585,748,000.
M

| 8 DR. FANKHAUSER: You say that these two figures have
d '

d 9 no relationship to each other in terms of analyzine financial
i

h 10 health in the industry?
$
g 11 | MR. ZIMMER: No, sir.
3

- :y 12 DR. FANKHAUSER: Would you say that the electric
-

c
y 13 utilities becan this decade earning three times what it had

I'

| 14 | owed in interest?
$ i

2 15 I MR. ZIMMER: Not in the context of those figures, no,
N
j 16 , sir.

I'd
i

; y 17 | DR. FANKHAUSER: Do you think that the ratio of
! $ l

! 5 18 ' earnings to what is owed in interest has declined over the cast-
Fe
C 19 decade?
R

20 - MR. ZIMMER: I can't tell you in relation to those
i ,

21 I figures. Those are meaninaless relationshins. I don't have any

; 22 idea what they did in the industry.
:

23 ' DR. FANKHAUSER: You would agree that the health of an

; 24 industry does depend oretty much uoon the earnings, e somewhat
i

25 , higher -- some given ratio above what it oays out in interest?
3

|
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1 Would you agree with that?

2 MR. ZDWER: Again, it depends on your designation.
3 Earnings are defined in different ways by different agencies,
4 different regulatory bodies. Likewise, the interest components

g 5 which goes into the ratio are defined in different manners by
9
5 4 different groups.

n '

E 7 CHAIRMAN BECFHOEFER: What application -- is anyone
a
| 8 on the canel familiar with how the Gas and Electric Institute
d
d 9 comoutes its ratio?
$
g 10 MR. ZIMMER: I don't know that the Edison Institute
!
j 11 I computes theirs.
* I

I 12 MR. EMERY: I don't think they do. They take ratios
(
g 13 that are furnished them and cublished statistics, but they don't: i

| 14 I do ratios.
s I

{ 15 { CHAIPNAN BECHROEFER: There was some reference to that
z I

i[ I6 earlier, and I judge --
* ;

I7 MR. ZU!MER: Dr. Fankhauser referred to that, and I am

5 O' not familiar with any ratio they ccmoute like that.
|

_

C
I

$ 19 DR. FANKHAUSER: I could cive the Board a reference fro $n

| January 30th, 1981, issue of Science Macazine, article called,20

2I " Utilities Lose Power On Wall Street," and that is Page 461
22 through 464. And this article soecifically refers to figures

23 ! recently calculated by the Edison Electric Institute, and

24
i perhaps these exoerts are not aware of this.
1

25 MR. CONNER: If the Board please, we object. If he
.

|
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I12 wants to disolay an exhibit to the witnesses and ask them about

2 it, tnen he should do that, and not simply say somethina out of
3 thin air. There is no foundation that has anything to do with

4 the EEI.

5g CHAIRMAN BECHHOEFER: If you want to show it to
9

5 0
i counsel --

R
b DR. FANKHAUSER: Here (handing to Chairman
A
9 8M Bechhoefer). I have an extra copy.
d

'
CHAIRMAN BECHROEFER: Show it to counsel.

E

h
10

DP. FANKHAUSER: Perhaps Mr. Emery could keen that, so
=

we can -- Mr. Emery, for the record, on Pace 462, this is from

d 12
3 the Science article that I just referenced -- cauld you read that
3
j last paragrao.h on the left-hand column, startino with, "Many
E 14 |

*

g companies ignored ...
_-
9 15
Q ! MR. EMERY: "Many companies ignored the oublic'sm

T 16
y attitude in the 1970's. They tried to finance growth as usual
" 17
d i by borrowing money and using new accountine technicues to give
5 !
w 18
= balance sheets a healthier look. The results are reflected in
s
"

19| two figures recently calculated by EEI, one dealina with debt and

20
the other with economy. The healthy comoany, obviously, takes

21 |
| in more income than it pays out in interest, and as a rule, a

22
company selling long-term bonds must earn at least what it cays

23 '
in ir _ 3 rest. The electric utility industry becan the decade

t

24 i
i earning three times what it owed in interest. "ow the industrv,

25
is slipping again toward the low coint hit in the Recession of j

i
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13 I of 1974 when it earned only 2.4 times what was owed. " l
1

2 DR. FANKHAUSER: Mr. Emery, did you understand that

3 paragraph?

4 MR. EMERY: I don't understand which method of

5 calculation they are using, because the caragraoh is totally

$ 6 silent on that. And I also don't agree with what they say.
R
$ 7 There is no indication as to who wrote this or what the
;
j 8 authority was, and this is as far as I can determine, and when
d
d 9 they say, "EEI calculates," I don't believe that it true.

10 DR. FANKHAUSER: Perhans what you could do for us,
=
! II then, is calculate that ratio in all of the different ways that
3
# 12
i you know that financial evaluating companies do those calcula-
4

| 13 tions, if there is some problem with which ones you think are

14 aporopriate.
in

15 MR. CONNER: If the Board clease, we move that the

I0 most recent collocuy that relates to this be stricken from the

C
$ 17 | record as totally of no probative value. As indicated, there is

18 no showing that the EEI calculated anythina relating to
-
"

19
g Dr. Fankhauser's alleged relationship of ratio as he called this.

There is nothing in that article that demonstrates the EEI nethode

In fact, there is nothing in there to reflect other than the

22 i
j author's pen, what is stated, so we think this absolutely has

23 ! no probative value, and we ask that the whole matter be stricken

so we can get on, hopefully, to other matters.

$
; CHAIRMAN BECHMOEFER: I have overruled him now. It is

i

I
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14 1 relevant to the financial health of the cocoanies, or maybe

2 relevant, I should say.

3 MR. KARMEN: I think -- pardon me, sir. This article --

4 CHAIRMAN BECFHOEFER: Well, as a basis for --

g 5 MR. KARMEN: What is the foundation for this article?
N

] 6 CHAIRMAN BECHHOEFER: Well, we are not introducing the
'R

& 7 article, but the article isn't to be introduced, the article is

s
] 8 to be used as a basis for cross-examination.
d
o 9 CHAIRMAN BECHHOEFFR: And the witnesses' -- while we
i

h 10 are or, it, only witnesses' opinion cf that ooinion of that

!

@ 11 article may stay in the record.
3

| 12 MR. KARMEN: Do we have that objection, or has that
=
3
g 13 been overruled?
: i

h 14 ! CHAIRMAN BECHHOEFER: I overruled the objection.
$

15 MR. CONNER: If the Board clease, there is no pending

j 16 | question that I am aware of.
! 2 i

| ; 17 ; CHAIRMAN BECHHOEFER: Oh, I see. Well, what I did isj
= !

|
5 18 overruled your reauest to have the last cuestion and answer
_

! Ao
g 19 , stricken. ,

.

M|

| 20 MR. CONNER: I understand, and I think that is in

21 error, but if that is, so be it.

|
22 | DR. FANKHAUSER: Would you instruct Mr. Conner not to

|

23 I argue with the decision of the Board once it's been issued?

24 MR. CONNER: When you do, I hooe you will.

25 CHAIRMAN BECHHOEFER: You may oroceed. Repeat the

"
i
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I15 question.

2 DR. FANKHAUSER: The question relates to -- what

3 Mr. Emery has said, apparently there are several different ways
4

in which this ratio which would denote the economic health of the
g 5
a

| utility could be calculated, and I have asked him, since he was

If6 uncertain about which way to do that calculation, that perhaos
n
R 7
; he could give us the number of dif ferent calculations that is

8
usually used for calculating.i

O

]".
9

MR. CONNER: Now, Your Honor, we object to this. Sir,
o
P 10
j again, the time for discovery is over. If the intervenor had
=

| II | wanted to get into this issue, they should have done this a long
d 12
g time ago. But to sit here now and say that something the
m
: 13
g witnesses have already said are not necessarily meaningful, the
E 14 !
y ; way Dr. Fankhauser is using them, and now wantina us to indulge

15 |
2
9

I2 in an arithmetical exercise on an undefined basis, we think it=
~

j-
16

is the worst kind of floundering in this tyce of an issue and
C 17
d that this whole line should be terminated so that ve can get on,

b 18 I '

= to more important matters. We certainly object to that kind of j

# 1
19j question.

20
DR. FANKHAUSER: I was my understanding that it was ;

21 | in cross-examination that these types of cuestions are

22
appropriate.

23
CHAIRMAN BECHHOEFFR: I think your current question is

24|
| too broad. I don't think they should have to come un with

25 1
every calculation. j

!
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16 1 DR. FANKHAUSER: The question was not to come up with
2 every calculation, but apparently Mr. Emery is aware of several
3 ways of calculating this ratio, and I asked for the ones --

4 asked him to do those calculations to produce ratios that are

g 5 commonly used in the evaluation of the health of the corporation.
a
j 6 CHAIRMAN BECHHOEFFR: I think they testified thati

O
6 7 there wasn't any ratio that was commonly used. Can you pick a
A

J 8 specific ratio to ask him about, or at least ask him to use one
d
k 9 of the ways that -- if they know. If they know.,I 1o '

$ 10 DR. FANKHAUSER: Yes, perhaos, Mr. Emery, you could
N
N II | calculate that way that is most commonly used in your industrya

f II for calculating these ratios.
A
y 13s

MR. CONNER: Objection. The witness has already stated=
=
5 I4 that there is many different ways of doing it, and there is no
b
s

15g " commonly" way of doing it. That question has been asked and
*

i

g
16 f answered.

w

| h
I7 CHAIRMAN BEC3HOEFER: I will sustain that. Why don't

1 e
3 18'

you ask him to do a usual method or a nethod that is used, .

P I'o
II

g something along that line, some specific method.

20
DR. FANKHAUSER: Mr. Emery, would you do this --

I
construct this ratio in a nethod that is usuallv. o.erformed or

;

is --
!

! 23 '
| MR. EMERY: I think I said before that there are a
;

' 24 |'f

number of wavs, and I don't know which one vou want, that youi

'say " usual," because each one of them has a different connotation

4

3 ALDERSON REPORTING COMPANY. INC.
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I17 and a different meaning and usually is done for a different
2 puroose.

3
DR. FANKHAUSER: If you were evaluating -- if you were

4
interested in buying some bonds and you were evaluatina a utility

5
j as to whether or not it was a healthy utility and you were

3 6 ;' looking at a ratio of their earnings to their -- what they caide
n n

A 7
'

; in debt, what ratio would you look to?
N

3 8a MR. EMERY: I am not sure I would cay a great deal ofd

]". attention to that figure. Wherever I might find it cublished, I
9

o
b 10y might look at it.
-

.

DR. PANKHAUSER: How would you find what published?
d 12
g MR. EMERY: That ratio or any ratio, decending on which
E 13 ig way a particular -- the investment house that I was dealine with

E 14
y had a release. They may have calculated it one way, and I would
=

\9

15|: probably look at it the way they had calculated it at that time,E
*

.

? 16 !
g and I probably wouldn't even know, because different analysts1

d" 17 : tnink different things are imcortant, and they add, or in= 1

E 18
g determination of the two elements, interest in earnings, they --
t 19
g some conclude certain things and some don't, and unless you know-

20 ,

the two elements, you can, with a sound ratio.'

21
DR. FANKHAUSER: And you would look at this information

22 i
! and not know how it was calculated, and that would tell you

23 '
something about the health of the comeany?.

24 i
MR. EMERY: I would assume, if I were dealing with a-

25
| reputable financial institution, that the crofessionals in that

'
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I18 i nstitution had a sound and consistent way of calculating it.i

!

2 l But I might be dealing with two different institutions, and each
3 one would have calculated it a different way. Probably the

4
. differences would be fairly small, but I would probably acceot
I5j j the calculations of the one with which I was dealing.

3 6
3 DR. FANKHAUSER: But you would not pursue how that

'

n
3 7j ratio was calculated?

r MR. EMERY: I might not even be able to. I might askd
o 9
j the question how it was calculated, yes, if I thought it was that
h 10

important.z
E !

f_ DR. FANKHAUSER: Do you have any idea how Standard &

k Poor might calculate that?
9

fI
'

MR. EMERY: I'd have to go look at Standard & Poor's

A 14
g manual, because they have detailed descriotions and methods, and
=
9 15c ! I'd have to look at Moody's and might even probably discuss it3 |

T 16 i
3 with Fitch's.

| H 17 ;
E : DR; FANKHAUSER: And you have not calculated these

! E 18 '
! g ratios, yourself?

I 19 i!

! g MR. EMERY: I have calculated many ratios.'

20
DR. FANKHAUSER: Perhaps you could show us how you could,

i

21 !
! calculate' ratios.

22
MR. EMERY: We calculate several, and my question to vou'

23 I
is, which one do you want?

24 ;
; DR. FANKHAUSER: I'd like to know what the several ones

25
3 are that you do calculate, and we will --
,a

i
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19 1 MR. EMERY: Do you want it before taxes or after taaes?

2 DR. FANKHAUSER: Bo th .
-

3 MR. EMERY: Well, we publish -- we publish ratios,

4 statistical reports. We come out in prospectuses, and if you

g 5 look at them, they differ by small amounts, I suceose the one
?
@ 6, which I don't really like is the one that the SFC requires, and
R
d 7 I could not calculate that for you if I had all day, because I'd
N

| 8 have to go back to Columbus to get a lot of detailed oictures,
d
o[ 9 because they do it differently than anybody else does.
?
@ 10 In the --

'$
j 11 DR. FANKHAUSER: Would you tell us where you are
3

y 12 ' looking?
o
3
3 13 MR. EMERY: I am lockinc at the crosoectus dated

14 October 1, 1980, for the sale of $80,000,000 of Columbus and
E

{ 15 Southern Ohio Electric Comoany first-mortgage bonds, 13-58
I

g 16 I percent, series due 1990.
2

6 17 DR. FANKEAUSER: About how many inches are vou there?
8
u i

3 18 MR. EMERY: And I look on Page -- let's look at the ;
~

!-

g" I9 ! second prospectus, the 345 series preferred stock, $25 car value,

20
! and on Page 10 you will see at the bottem of that page --
'i t

2I DR. FANKHAUSER: Is this the cage that is titled,

22 | " Columbus and Southern Ohio Electric and subsidiary Comoanies'

23 ! Consolidated Statement of Interest"?

24| !!R . EMERY: Yes, sir.

25 ,! DR1 FANKHAUSER: Thank you.
i
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20 I
MR. EMERY: 'You 'will see on the bottom of this nac.e it-

2 goes back to 1975, and the ratio was 2.46 ratio of earnings to
3 fixed charges, 2.44, 2.29, 1.70, 1.29 and 2.22. And that's the,

4 SEC method of calculation.
g 5 DR. FANKHAUSER: Thank you, Mr. Fmery.
R ,

j 6 I Mr. Anderson, you have jnst seen - you have just heard
R
b 7 these ratios for Columbus and Southern Ohio. Could you give us;
j 8 the similar ratios for Dayton Power and Light?
d
q 9 MR. ANDERSON: 2.7.
I

h10 DR. FANKHAUSER: And if you could, tell us where vou
.:

5 II are reading from so that we can read with you.3

f II
MR. ANDERSON: Looking in our 1979 Annual Report to

e
5 13

: Shareholders, on Page 14 --
-

i
x
5 I4

DR. FANKHAUSER: 1979 Annual Reoort, is that?
$

$~ 15 | MR. ANDERSON: Yes.m

I0 |I
-

p DR. FANKHAUSER: Page 9?
| *

i

II f MR. ANDERSON: Page 14.
| E !

$ IO
DR. FANKHAUSER: 14. " Summary of neerations and

E

g" 19
Financial Statistics"?

20
MR. ANDERSON: Yes.

|

2I
DR. FANKHAUSER: Thank you.

MR. ANDERSON: Section at the bottom of that called

j " Coverage Ratio," second item in thsc section is entitled
'

24| "The SEC Method Ratios from 1975 to 1979,"2.88, 2.78, 2.22, 2.49,
25

2.58.
4
.

i
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I21
, CHAIRMAN BECHROEFER: Mr. Anderson, would you hacoen

2 to know what the difference is in methods of comoutation of the
3 SEC indenture method --
4

MR. ANDERSON: Yes.,

5
3 CHAIRMAN BECHROEFER: -- which accears on the line
n

5 0 above the SEC method which you just read off?
n'
R 7
; MR. ANDERSON: I will give it to you in general.
n

k 0
j CHAIRMAN BECHHOEFER: Tnat's how I want it.

d
* 9
]. MR. ANDERSON: The SEC method includes all interest
o
b 10
g and some components for rents and other tyces of fixed charges
=
E 11
g as the denominator, and the numerator essentially includes all
" 12I earnings before taxes and before the fixed charges.
e
o 13
g Our indenture computations, which ccmes out of our

E 14 !
$ i mortcage, includes only first-mortgage bond interest, and earnings
* i9 15 .
g { is as defined in the mortgace and, in general, is a before-tax
_

? 16
j earnings number, but includes only a portion of nonoceratinci

'
d 17 | income, instead of the full amount of nonoperatine income as is
= | .

E 18 '
[ = included in the SEC comcutation, and that ir: generally why the !
\ h

~

19-

g ratio is lower, because not all the income is included.'

20'

! ; .
DR. FANKHAUSER: We see a decline in that ratio. Would

' 21 |,

you care to tell us what that decline mcy be due to? i

| 22
! MR. ANDERSON: It's due to earnines. -- excuse me.
!

23 !
Which ratio are you referring to?<

24 1
! DR. FANKHAUSER: Well, both of them decline. The,

| 1
!

25] indenture is the one that perhaos -- it coes fron 2.79 in '75 to

!
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I22 2.06 in 1979.
2

MR. ANDERSON: Yes, the crimary reason for that

decline is two-fold. One, we sold a large first-mortgage boad
4

issue in December, 1979, and as a result, all of the interst on
5

} that issue is included in the ratio, and the ratio takes sort of
b 0

a stair-step effect. When you sell bonds, of course, it dropeR
R 7
; considerably, and as earnings come in, it builds back up untiln

k you sell another bond issue. It's sort of a saw-tooth aporoach.d

{"- So in '79 it was low, because we had just sold S65,000,000 bond
9 I

issue. Other than that, of course, another reason for the=
E 11
g decline would be that the numerator is increasino at a slower
" 12
5 rate than the denominator over this time period.
3
5 DR. FANKHAUSER: I would say that is erobably my-

:
x

! definition.
M
P 15
g Mr. Zimmer, would you provide the comparable figures

T 16
i g i for Cincinnati Gas and Electric Company?
i

i 17 !'

w MR. ZIMMER: It also is in the record, Dr. Fankhauser,,

5 I

w 18
in the prosoectus of Cincinnati Gas and Electric, dated May 29,=

i 19 ,

| | 1980.'

20
; DR. FANKHAUSER: All right, and what page?

21
MR. ZIMMER: Page 3.

22
DR. FANKEAUSER: That is about one-third of an inchi

1

23|' into the book. Page 3.

24 |
! MR. ZIMMER: Page 3 under the Summary Information.,

25; Beginning with the year 1975 and reading throuch '79, the actual
.

I
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23 I computation was 2.52, 2.60, 3.34, 3.09, 2.65.
I DJ'. FANKHAUSER: What does that cro forma 2.08, what

3 does that --

4 MR. ZIMMER: That is the full impact of the $100,000,000

g 5 of bonds at the 12 o.ercent interest rate on that earninas level.-

3 6 . As explained before on a pro forma basis, you are always going to'R
b 7

show a lower rate until such time as the earnings coverage begin
M

] 8
to come in on it.,

d I
$ II DR. FANKHAUSER: So it is 2.74 before the offering ofz i

10 these bonds, 2.08 after?
=
k II MR. ZIMMER: That is the stub oeriod for March, 1980,3 -

" 12i not '79. The actual for '~9 was 2.65.
9

| 13 , DR. FANKHAUSER: Nould you say that the health of your
.

3 14 |
@ affiliates may be reflected -- that ill health may be reflectedi

k
ij 15

in a decline of that ratio?
* 3

!

E I0
MR. ZIMMER: No, I wouldn't say that. That's only one i*

h
I7

of many factors involved. That is one indicator of several.
5 i

$ DR. FANKHAUSER: But if all other aspects were relativel.y
i

-
"

19
g the same, that would reflect less strong financial standinc?

20
MR. CONNER: Objection. That hycothetical question,

21 i
j leaves out the other. Dr. Fankhauser should identify what he

2
means by "all of the other," what he is talking about.

CHAIRMAN BECHROEFER: Why don't you rechrase the

24 i
! question?

25
DR. FANKHAUSER: If you were looking over these data

U

i
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24 I that we just looked at, based upon these data and you see a
2 relatively steady decline in this ratio, would you interoret that
3 as being an eroding of the financial strength of a coreany?
4 MR. ZIM'tER : It would be an indicator to ne to look at

e, 5 j some other elements of their financial health. That 's only one.n |

! I can't take that in one set of context with everything else.@ 6
'

R
b 7 DR. FANKHAUSER: Mr. Zimmer, I am looking at resoonses
M
2 8a ! to the three questions raised by the staff on December 19th,
d !
a >

~. 9i 1980, and this is -- actually, it's signed by !fr. Borgman. He is
o

h
10

perhaps the individual I should address this cuestion to.
=
k II MR. ZIMMER: What date was that, Dr. Fankhauser?
3

Y II DR. FANKHAUSER: These are responses to cuestions~

=}
13 . raised by the staff in'the enclosure to the 7ecember 19th, 1999,

-
i

w |

$ | letter from Mr. R. L. Tedesco. And the date on the cover letter
k ij 15 from Borgman says January 2, 1991.
z

d MR. CONNER: This is acclicant's Fxhibit 3.A
\' 17 1

@ . DR. FANKHAUSER: Thank you.
-

E i

$ On Page -- ha ha, no pace numbers. Item 2, and the
:-
"

19 4

j j middle of the page, " Costs identified , " and" Item No . 1 reeresentsi

! 20 l e;;penditures of exclusive allowance for funds used during the,

i

21
construction, AFUDC will be shared in the same ratio as the

22 |
j applicant's ownershio in potential of Zimmer."

h Will you explain to us what AFUDC, what does that

24 i
i involve?

25
MR. CONNER: If the Court clease, we vill object to

i
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25 1 this. It is a croper matter for discovery. It is a matter

2 already identified, and it is in the record, and it is not time

3 now to start a fundamental course in economics.
4 CHAIRMAN BECHHOEFER: We will overrule that one. I

5 By the way, there is an Acpeal Board decision that

j 6i says just because you didn't ask something on discovery doesn't
; ,

d 7 mean you can't ask it on cross-examination. I believe that was
R
$ 0 a Clinton decision several years ago.
4o 9
z, MR. CONNER: I think that is a matter, though, for the
o
,$ Board's discretion. That discovery process has not been followed.10
-

$ II It shouldn't be allowed to crolong decisions. !3e have spent half
3 ,

3 12
1 the morning already getting three lines that are already in the

4
g 13 i record.a-
a
g 14 ' DR. FANKEAUSER: Perhaos Mr. Emerv could cass the same
E

~

j 15 ' science article over to Mr. Zimmer. There is a reference to thez

j 16 | use of allowance for equity funds used durine construction, and,
d

i,

h
I7 Mr. Zimmer, starting at the bottom of Page 462, with, "Meanwhile,

i E
i

$
IO ' an accounting gimmick" - perhaps you could read that caragraoh j

I'
into the record, and that will provide the foundation from which '

i

! M |

'O 1
! i we can --

-

| i

2I MR. CONNER: If the Court clease, we think -the

22'

! aperopriate thing would be, rather than to force the witness to
f i'

23 '
. read it, to lat the interrogator read it so the witness could be
i

24 ! free to answer, not be associated with this article for whichJ

25
3

there is no foundation, indeed, not even a name connected with it.
2
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1 DR. FANKHAUSER: Oh, yes, there in a name, sir. That
2 is incorrect. If you will look at the end of the article, it's
3 by Elliott Marshal.

4 JUDGE HOOPER: Mould you olease cive us the author, his;

e 5 name, his title and affiliation?
2 l

j 6 DR. FANKHAUSER: Yes. This is an article by Elliott
e7
a 7 Marshal, and he is a reporter with Science Maeazine and it is the
M

] 8 article that was previously referenced.
d

9 I would be willine to read it.
~3i

~ I thoucht that cerhaos

$ 10 comprehension would be increased if Mr. Zimmer read it.z
= |

j 11 MR. ZIMMER: My comorehension ended when they referreda
g 12 to it as a " gimmick", because this is not a gimmick.
i
j 13 Am I to read it, sir, or Dr. Fankhauser?
a

y 14 CHAIRMAN BECHHOEFER: Dr. Fankhauser, why don't you
$ i

2 15 | read it, so that the record will reflect what that "qimmick" is.
E !
g' 16 | DR. PANKHAUSER: "Meanwhile, an accounting gimmick
*

\
p 17 called ' allowance for eeuity funds during construction,' AFUDC
$w
3 18|i has become enormously occular. It allows a comoany to count as
C

$ 19 |lcurrent income cash which will not be available until later whenM i

20 l a plant has been comoleted and begins producing a marketable
2I creduct. AFUDC is a bookkeepine fiction, ' funny money' as one
22 industry critic calls it. It is safe to use the gimmick,

23 ! provided the eeuionent it caid for his built and brinos in the

24 i promised cash. It is not safe if the olant is canceled, for then

25 -the_ utility must oay off its construction debts, without being
.
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27 I able to use the new plant as an income producer. According to

2 EEI" -- and that is Edison Elcetric Institute - "the volume

0 of AFUCC funds in industry accounts has doubled since 1970. In

4
| fact, more than half of the total earnings of the electric

5j utility industry are now AFUDC soeculative dollars. Furthermore,

3 6 if AFUDC dollars are eliminated from the account, the industry is
n

%' 7 just barely earning enough to pay twice its interest costs each
2
[ 8-

year."
d
d 9
}. Mr. Zimmer, would you care to tell us how Cincinnati
o

h
10

Gas and Elictric'Comeany makes use of AFUDC in accounting?
-

$ MR. CONNER: Objection, Your Honor. Fe move that the3
d 12I crevious section whereby Dr. Fankhauser from the magazine be
C

3 stricken, since it obviously has no relationshic to the cending
E 14 |
$ i question.
M
9 15
2 Dr. Fankhauser is attempting to testify from hearsaya

? 16
g information, something that has somethine of the stature of a
C 17
d Cactain Marvel comic. To cet it in the record, that is the
f

18 },'w
= gimmick, I guess. The cresent question has nothing to do with

19
j what he read, other than the us,e of the term.

20
DR. FANKRAUSER: I believe it's abundantly clear that

21
this is eminently germane to the question at hand, and what we

'

22
are trying to do here is to look at the role that these utilities

'

23 ;
have used in terms of AFUDC to see whether or not, in fact, their

24
apparent financial health nay be built uoon verv shaky ground,

25 '
which is the cuestion that we are examinina in this staae of the

,

j
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28 1 hearing. '

2 CHAIRMAN BECHHOEFER: The objection is overruled. You

3 may answer. ! .

t

4 MR. ZIMMER: May I have the qt.estion again, clease?

s 5 DR. FANKHAUSER: Could you read the cuestion?
E

3 6 (whereucon, the cending cuestion was
g read by the court reoorter.)

. $ I

; MR. ZIMMER: We follow the uniform system of accountsj s

e crescribed by the Federal Fnergy Regulatory Cc= mission.
= 9

I DR. FANKHAUSER: Has the volume of AFUDC funds beine
@ 10

'

$ used in Cincinnati Gas and Electric Comeany increased over the
j 11

2 last decade?
d 12z
( MR. ZIMMER: Certainly.
5 13
_

= DR. FANKHASUER: By what factor?
g 14

Q MR. ZIMMER: I can't give you the last decade, but,
f 15 ,
u

' again, it will be in the record. And I micht ceint out that the=

j 16
* I author of this article obviously doesn't understand allowance
i 17

% for funds. He is referrine only to the allowance for funds for
E 18 '

3 equity funds, and that is only one coeconent. An allowance for i,

E 19 iT f
M other funds, which is the reference to equity funds in here, has |

20 < j
increased from 1975 to 1F13 from $5.5 million to S19.2 million,

|21 ,:
,

I and I would like to define " allowance for funds." It is accreved I
22|

by Federal Energy Regulatory Commission, it is ce?.cuted in
,

accordance with a formula sucolied by the Federal ?egularory

t Commission, and they define allowance for funds used during

)

i
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I29 construction as including the net cost for the ceriod of
,

2
construction of borrowed funds used for construction purcoses

3
and a reasonable rate on other funds when so used. This amount

of AFUDC constitutes an actual cost of construction under
5 established regulatory rate procedures. Return on and recovery

3 6
of such costs has been permitted in determinine the rate charge,

E 7g for utility services.

I
DR. FANKHAUSER: How does allowance for other fundsd

o 9
j differ from AFUDC?
c

h MR. ZIMMER: Allowance for other funds is only one=
5 11
g component of AFUDC.

d 12
2 DR. FANKHAUSER: What other comoonents can be included?
S

j MR. ZIMMER: Also allowance for borrowed funds, also.

DR. FANKHAUSER: Borrowed funds?$
9 15
2 MR. ZIMMER: Allowance for borrowed funds.a:
*

16
g CHAIRMAN BECHHOEFER: Dr. Fankhauser, at some point we

d 17 r
would like to take a break, and --g ,

E 18 '
= DR. FANKHAUSER: We could break now. I will want to

19
j j come back to the use of those funds, and I am willing to break

20
right now, if you wish.

21 |
CHAIRMAN BECHHOEFER: 0.K., let's have a 15-minute

22
break.

!23
(whereucon, a short recess was

y; taken at 10:45 a.m., to reconvene
I at 11:00 a.n.)

15 :
i
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1 ,

CHAIRMAN BECHHOEFER: Doctor Fankhauser,|
2

proceed.

3
MR. FANKHAUSER: Yes. Mr. Anderson, could you

4
| tell us the amount of AFUDC funds and D.P.&L.'s books

$ that were used in 1975 and also in 1980?"
<

3 6!* i MR. ANDERSON: Nine million dollars in 1975, 33
n
R 7
; million in 1979.

. n
8 8" MR. FANKHAUSER: And about what percent of thed
6 9
y earnings does that 33 million dollars represent for 1980?
o
g 10
z MR. ANDE RS ON : Fifty-five percent.
-

5 11 i
j j MR. FANKHAUSER: Fifty-five percent? Mr.
d 12 |
} | Emery, I would like to ask you the same question.
d 13 |
5 ; CHAIRMAN BECHHOEFER: Before you go, what's the

'E
y.14 percentage for '75?

2 15 '
g MR. ANDERSON: Twenty-two.
I 16

$ MR. FANKHAUSER; Thank you. Mr. Emery, could

P] 17 |iy you give us the amount of funds in 1975 that were AFUDC
-

E 18
= funds for-Columbus, Ohio?

19| MR. EMERY: It'sS14,554,000 and that was 40
20

! percent of earings.

21|
MR. FANKHAUSER: Forty percent? And the 1980-

22
; figure?

23 :
MR. EMERY: $17,772,000 and that was 33 years

! of earnings.
25

MR. FANKHAUSER: And to complete this table,,

t
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I
2 let me go back to Mr. Zimmer.

2
Could you tell us what percent of the

3
earnings in 1975 were AFUDC funds?

4
MR. ZIMMER: Twenty-five percent.

m 5
j MR. FANKHAUSER: That's the 1971 figure?
8 6* '

MR. ZIMMER: That's right.-
n
R 7
,~ MR. FANKHAUSER: For 1980?m

j 8
'

MR. ZIMMER: I don't have 1980. In the Record,d
d 9
y you have 11 months end of June 30, 1980.

$ 10
z MR. FANKHAUSER: And what percent?
-

E 11

$ MR. ZIMMER: If you want that figure, it's
'd 12
$ 65.1. It's in the Record.v
E 13
E ! MR. FANKHAUSER: 65.17
E 14
$ MR. ZIMMER: Point 1.
-

2 15 ,

y MR. FANKHAUSER: One percent? No further
~

$-
16

|
questions.

s 17 !
E i CHAIRMAN BECHHOEFER: I guess Mr. Dennison?
5" 18 il *

!g MR. DENNISON: I believe Mr. Fisse wished to
"

19R
M go next, Your Honor.

20
MR. FISSE: If you have an order, Your Honor?

21
'CHAIRMAN BECHHOEFER: I don't have any

22
particular order. Just do it counter-clockwise.

i MR. FISSE: Mr. Borgmann, you testified
24 1

-| yesterday in response to Mr. . Woliver's questions concerning
25

Exhibit 8, Item 1, Group 2.,

!
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3 I MR. BORGMANN: Right.
1

2| MR. FISSE: That certain portion of those
1

1

3i emergency planning costs concerned preparation of the
4 plan and the providing of hardware?

I

g 5i MR. BORGMANN: Yes.
9 !

2 6|'
+

MR. FISSE: And you estimated -- or another you
5
*
E 7 stated approximately two million dollars of that was
Rj 8

d
~

needed for that, correct?
" 9~. MR. BORGMANN: Correct.z
h 10
j MR. FISSE: And you also stated that the
=
! II i remainder, I think, was an estimate because you hadn't !
3
d

s
12

entered into any concrete figeres in negotiations with
= 1

13 Cleremont County; is'that correct?

14 I3
2 . MR. BORGMANN: Not only Cleremont but the
$ !

j 15| Kentucky counties as well.
= a

1-

16.W I MR. FISSE: Okay. So, in other words, the twoA
C 17'

d j million dollars is a known expense at this time?
E i

$ I0 i MR. BORGMANN: Approximately, yes.

19|i
-"

j_ MR. FISSE: And the.2.6 million then is an

20| estimated expense?
:

21 |' MR. BORGMANN: That's correct.
t

22
MR. FISSE: You also indicated that the 4.6

23
million estimated was -- would be considered a one-time

24 I
| capital cost?

25
MR. BORGMANN: That's right.

.
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;

4 MR. FISSE: And the balance would be incorporated
2

into operating costs?

3
MR. BORGMANN: I didn't say that. I said the

4
balance of any operating or continuing costs would be

e 5
y estimated in the operating costs, that's correct.
M 6*

MR. FISSE: Okay. Do you anticipate any continualn
R 7
,~ expenditures for maintenance of the equipment or updatingn
3 8" ' f the equipment? Should more refined technology becomed
d 9
z available?-
o
@ 10
z MR. BORGMANN: Yes.= !

E 11

$ MR. FISSE: Do you know what that figure might
d 12
$ be?
d 13
E MR. BORGMANN: I can't give you an exact number;

~

$ 14'
# but there will be some maintenance costs obviously, and=
2 15
y they're incorporated in the numbers in Exhibit 8 down at
~

16
$ the bottom. If'you wanted a breakdown, I'd have to go
* 7 !d l'
5 j back and got some ad;itional information. I don't have
5 18 '
E the breakdown.
E 19 ;
= 4

a MR. FISSE: Okay. Well, that's okay. You also
20

21 I.
stated that a portion of the costs would be born by the
Government. I think your words were some -- very little;

22 [ is that . correct?
23 ;

MR. B O RGM.T.NN : - No, that wasn't the question.
24 i

| _The' question was asked, when we made the estimate, did we
'25 ,

!

!
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5 j assume that any others would be born by Governmental

2 bodies, and I said in the estimate there was very little

3 in the estimate that was planned on being born by the

4 Government involved.

5 MR. FISSE: Okay. So, if the County Government=
E

8"
1

6i in Cleremont County would provide no contribution, that -

e
R'

R 7 would have no effect on your ability to finance?
-

M
j 8 MR. BORGMANN: No appreciable effect.

d
c 9 MR. FISSE: Okay. What is your anticipated
i

h 10 method for raising those figures or would that be more
3
5 11 directed to Mr. Zimmer?
$
d 12 MR. BORGMANN: Mr. Zimmer can answer that.
3
=

$ 13 MR. ZIMMER: This would be part of our overall
*

i

| 14 | construction program, which over the next five years,
E
2 15 totals aver a billion dollars; and it's a relatively,

s- I

16,| small portion of that and it's raised from securities and'

j
d

I

d 17 { retained earnings.
E
5 18' MR. FISSE: Okay. Any of that absorbed in the-

,

5 '

$ ~19 rate base?
M

20 MR. ZIMMER: It would be included in the rate

21 base if we own it.
|

22 I MR. FISSE: Mr. Emery, are any portions of the

23 costs incurred for these emergency preparedness plans in

24j providing equipment? Are any of those costs-- Are you
I

25 , responsible for any of those costs?

i

i
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I6 MR. EMERY: I don't understand what you mean by
2 my-- You mean company?

3
MR. FISSE: Well, your company.

4
MR. EMERY: Not that I know of.

$ MR. BORGMANN: Ownership.n

3 6 !* 1 MR. EMERY: Our ownership share because as far as_

E"
; the company is being responsible for meeting those costs and
n

I8 8'a I think it's spelled out.
d
d 9
g MR. FISSE: And the same goes for Dayton Power
o
@ 10
z Light as well?
=
5 11
g | MR. ANDERSON: Yes.
d 12
2 MR. FISSE: This would probably be directed to
E 13
g Mr. Chitkara I believe. As far as decommissioning, is there

,

E 14
y . safety threat after the plan has been decommissioned that

15 |
=
9
g would be reflected in the emergency preparedness plan?
~

16 |
|- MR. CHITKARA: No.

g 1:7 !
g j MR. FISSE: And so, there is no safety threat
E 18 I
= or it's not relfected in the plan?w

I 19
'

j MR. CHITKARA: The plan that you are talking
| 20 ;

about is for the use of the life of Zimmer Station.
21

Decommissioning begins after the useful life has expired.
22-

. So, I don't see any relationship between the two.
23!

MR. FISSE: Right. Okay. I have no further
24 i

| questions at this point.
25 -

CHAIRMAN BECHHOEFER: Mr. Dennison?. Pardon me.

:: ALDERSON REPORTING COMPANY. INC.
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I7 Mr. Reder?

2
MR. REDER: I have very few questions that I

3 would like to direct primarily to Mr. Zimmer or any
4

gentlemen from the Cincinnati = Gas and Electric.
Ie 5 i

; i Do you agree that there is a cause andn
3 6 i

| effect relationship between the amount of electricity that*
n
R 7
; you sell and the revenues that you receive from the sale
n
E 8" of the electricity and therefore for the financial health
d
c 9
g of the company?
-

E 10
''

3 MR. ZIMMER: We derive our revenues from the
-

E 11
g j sale of electricity, yes.
d 12
E MR. REDER: And that's directly related to the

Id
@ 13;i counties in Ohio?
E 14
d MR. ZIMMER: Sure.
k
9 15
j MR. RE DE R: Back in the late Sixties when we

T 16
j were first contemplating construction of Zimmer, did you

6 17
y have any projections of demands for electricity and
_

$ 18
revenues from the sale of the electricity for the Seventieso-

r i

E 19 I
j MR. CONNER: Objection. That's a clearly leading

20
power question, and also something that is over and done

21
with. It's all considered at the construction permit stage.

22
I CHAIRMAN BECHHOEFER: Do you have an estimate
I23

that you want to make or where are you going with that?
24. !

I The need for power as such is not is no longer an issue.--

25 ,
3

MR. REDER: I think we've established that the
t

|
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7 1 company developed revenues from the sale of electricity
2 and that's directly related to the financial health of the

3 company; and if it has developed it, if there were pro-
4 jections and these projections were not met, that there

g 5 is a close re-lationship between that and the company, and
E

] 6 ! I intend to go further and ask if there are projections
#
$ 7

now for the 33 years life of the plant? I'd like to aska
j 8 some questions, if I may, apon the factors used in the
a
d 9
z. competition of these projections.
o
F 10
g CHAIRMAN BECHHOEFER: Well, we're go'ing to allow
_

$ II this question but we don't want to get into a n e ,. . i for3
" 12i power as such. So, that formulate your questions in--

3
a

13j terms of --
m

| MR. REDER: Yes, I understand that. I try to
-%
g 15 avoid de power. I want to get directly to financial

:

=

f
16 qualifications.

=

! $"
17 i

CHAIRMAN BECHHOEFER: Well, as long as the
r = !

questions.are related to it, you may ask them. So, i
9

that objection is overruls
n

20
, MR. ZIMMER: I'm sorry. I've lost the question-l

'
in this.

CHAIRMAN BECHHOEFER: Maybe it better be repeated'.
;

23 '
It was pretty long.

| MR. REDER: Back in the late Sixties when you were
25 -first contemplating the construction of the Zimmer plant,

1
-

f
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I

8 i did you make any projections for the decade of the

2 Seventies for demand for electricity and for anticpated

3 ravenues from the sale of electricity?

4 MR. ZIMMER: I do not project the demand for,

j

I

e 5 | electricity but the people within my area use demands
U !

8- 6 || formulated by other people in our company that annually=
G
& 7 prepare budgets. Those budgets are rcviewed every year
M

] 8 and our adjustments are made accordingly, but we never
d '

d 9 project rate increases in those cases.
Y

@ 10 In many cases, we take the revenue derived
3
5 11 from the sale of electricity, ths. level projected, the
$
d 12 rates then in axistence and use that to determine at such3
n
$ 13 points when ths rates are required.
E

y *14 MR. RE DER: It says such projections were made
5
2 15 at that time?
$
y 1-6 MR. ZIMMER: They're made every year.
W

Q~ 17 i MR. REDER: Do you have any knowledge of generally
5 i

5 18 the content of those projections as to a perhaps a yearly
=
P

19 increase as a percent over the previous year?
R

20 MR. ZIMMER: I can only tell you our current

21 projection for the next five years.

22 MR. REDER: Well, I'm back in 1968 right now.

23 MR. ZIMME R: I'm sorry. I can't recall what

24 they were. They're higher than they are right now, if

25 that's what you're getting to.

h ALDERSON REPORTING COMPANY, INC.
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MR. REDER: Yes. Do any of the other gentlemeny

9

2 have these projections?

3 MR. BORGMANN: Yes. They're on the order of

4 67 percent annually.

= 5 MR. ZIMMER: Compounded.
,

M \
n :

d 6 <| MR. BORGMANN: Compounded.
e

IR
g 7 MR. REDER: And there were projections for
M
j 8 revenues also?

I

d i

d 9 MR. ZIMMERr We use those kilowatt hours, sales
z

h 10 projections apply, the rates that were then in effect to
*

i

i 11 -| determine the revenue.
<

|*
Id 12 i MR. REDER: And not allowing for any increases?

3
=
d 13 MR. ZIMMER: Not allowing for any rate increases.
= ;

E 14 | MR. RE DER: Could you tell us some of the factors
du

]2 15 used in computing those projections?
=
g 16 MR. ZIMME R: What projections?
*
j 17 i MR. CONNER: Excuse me, Your Honor. Now, we're
Y l

! 5 18 | getting into the work of the Public Utilities Commission -

5 ! |,

$ 19 | and it's a matter it's in the Record. It's too late now(
n i

20 | to start into something that should have been looked into
i

21 long before and start this all over again. We're just

22 , going to go on in definitely. The history of what may have

; 23 ! happened on this has-little or nothing to do with the
L !

24 ] financial amount to meet the' responsibilities to operate

; 25 , the-plant.

| |-

i
i ALDERSON REPORTING COMPANY, INC.



42D9'

10 MR. REDER: Your Honor, I'm not going to
2

contest those factors. I just wanted to know generally
3

what they were.

4 ,

CHAIRMAN BECHHOEFER: As a foundation, I think!

I
e 5 i

g j that's permissible. Objection overruled. You may answer.
3 6 |* i MR. ZIMMER: Are we talking the sales forecast,n
R 7
! revenue forecast,the demand forecast? I'm not sure.
8 8| '
n

"
MR. REDER: Let's talk first about demandd

6 9
i forecast, and then revenue.

b 10'
E i MR. BORGMANN: Well, in demand forecast you look
_

11E
j' at the number things, you look at the population, you look
d 12j at the state of the economy, you look at the new industry7

d 13 |
E in the area and you look -- use a lot of new judgments
E 144

y based on the past and all those factors allow you to make
2 15 !
y I a projection.

T 16
$ MR. REDER: And by judgment?
f 17 '

1 5 ; MR. BORGMANN: Sure. There has to be judgment-
,

E 18
i

; 3 based on what you've seen in the past.'

, t' 19
$ ; MR. REDER: You mean based on history?

| 20
MR. BORGMANN: Right.

21
MR. REDER: Of the previous five-years, ten years ,

22
twenty years?

,

23 '
. MR. BORGMANN:- All of those factors are into it
!

24
I but you look ahead, and the population growth, you look at

25
i industry and the whole demographic situation; and there

i

.: ALDERSON REPORTING COMPANY,INC.
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11 1 are very complicated computer models. We put all these

2 factors into a program and look at it.

'3 MR. REDER: Then did I understand correctly that

4 these projections were run in the area of about six percent

g 5 per year approximately?
8
3 6 MR. BORGMANN: Approximately, yes.
R
R 7 MR. REDER: How about the revenue projections
M
j 8 to some of the -- generally, the factors used?
d
c} 9 MR. RANDOLPH: Well, we do in daily revenue
z
O
g 10 projections, the sales forecasts are broken down by
!
j 11 customer classification. We know what the average rate is
3

y 12 by customer classification on the present rates. If we
'

5
13 find that there is a change in the sales volumes that

j 14 requires to do so,you'll have a change in the effective
$

15 rates. We try to interpellate that the change in the

g 16 | effective rate, and then we price these sales out by the --
A

I7 at the average rate, at the current rate. We don't project
=

{ 18 any rate increases in pricing these sales.
c
s I9a Now, that's the factor for pricing base
M

20 rates. With respect to the fuel adjustment rates, we do

.21 factor in-there based on what the production part of the

22 . fuel costs are, projected fuel costs for the future.
,
;

23 MR. REDER: By customers classifiustion, I
:

24j suppose you mean residential, commercial, industrial?

25
i MR. RANDOLPH: Yes.

:
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|

1
MR. REDER: Mr. Zimmer or Mr. Borgmann, whoever

2
wants to answer, have these demand projections generally

3
proven valid now during the Seventies since we are passed

4
the Seventies?

|

$ MR. BORGMANN: No, they've fallen off somewhat.
9
3 6 ;
1 In other words, the low growth has been less than

E 7
; anticipated back in 1969 if that's the question.
n

j 8
MR. REDER: By about how much?

o,
d 9
j MR. BORGMANN: Oh, on a year to year basis, it's
c
H 10
$ pretty hard to tell. Instead of six percent it might have
= -

E 11
g averaged maybe four and a half. I don't know. I'd have to
d 12
3 go back and look at the numbers.
3 13
@ MR. REDER: Well, over ten years before?
E 14
y | MR. BORGMANN: Yes.

15 |
x
9
g MR. REDER: Isn't it true that during at least

~

16| | two years of that decade that the average increase was

i d 1:7
i

; g less than one percent for the previous year?

h 18 I

= MR. BORGMANN: It may be. I don't recall the
s
C 19 !
j exact numbers but I know that after the oil embargo there'

20
was quite a drop in consumption but you get preservations

21 |
in any part of that.

22-
'

MR. REDER: And specifically, do you have any
23 '

| knowledge that might be true for the past five or six
'

24 a
j years that there were a couple of years in there that

25
demanded increase was less than one percent?,

i
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I MR. BORGMANN: I don't recall the last five or

2 six years.

3 MR. REDER: Did the revenue projections or did

4 the reality fall short of the projections as far as

$ 5 revenue does?
9
5 0 MR. ZIMMER: To the extent that the sales
4

.

& 7 slowed down, they did, but you have to also take into
;
j 8 consideration that in that period of time, we also obtained
d
" 9"

5.
rate increases so that they were picking up some of the

h
10 shortfall of the sales.

=
k II MR. REDER: At present, are there similar
3

g 12 projections for sales and revenue or demand in revenue if
a
g" 13 ! you wish, for the next 35 years or so or over the life
-

x
5 I4 of the Zimmer?
5

} 15 | MR. BORGMANN: No, for the life, but we bought=

E I0 about 10.
A

N I7 ! MR. REDER: Sir?/
IO MR. BORGMANN: We go on absut 10 or 11 years on

P

g" 19 trying to calculate demand.

20
MR. REDER: But for the full lack, you have no

II complete projections?

MR. BORGMANN: No.

MR. REDER: Do you have projections complete up
24

to 1990 or 19 --

5
MR. BORGMANN: Yes.

>

!
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1 MR. REDER: Generally, what might then these

2 projections as to yearly increases of percent over the

3 previous year?

4 MR. CONNER: This is a totally different

g 5 contention, one that was granted summary disposition. The
@
j 6 fact that how the plant operating costs would be paid for
R
$ 7 has been fully covered, not only in the evidence but in
3
j 8 the cross-examination. This is clearly talking about the
d 1

0; 9) power
?
E 10
g MR. REDER: If the demand for electricity falls
=
! II to zero suddenly for some reason and continues for a year
3

' f I2 or so, I think we've heard that the company would be in
=
g 13 bad shape financially.
= !

f"
I4 I MR. CONNER: We'll stipulate to that.

8j 15 |i MR. REDER: Now, if we assume that the company
z -|

y 16 is reasonably healthy financially at the present time,
w

h
I7

. j then we have some point in between zero demand and the
E I

'
.

18'

| present demand for the company's failing.
5

19
j CHAIRMAN BECHHOEFER: No, not necessarily but --

0 MR. CONNER: If the Board please, let me add
i i

21 1 this. The present demand fot Zimmer has already been
|

-

22 |
! established at the construction permit stage, the forecast
i

'

demand would relate to new units. The witness has already

24 ;| testified that Zimmer would operate as a base load plan

25 3 because it would be cheaper-than other plants. This has
i
I

; - ALDERSON REPORTING COMPANY. INC. |;
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|

|
1 all been gone over, but to go through it again in terms of '

2 demand in the ten year projections really has nothing to do
3 with this issue. I

4 MR. REDER: Sir, I'm not talking about demands

e 5 on Zimmer. I'm talking about demands on the company.
9
3 6 CHAIRMAN BECHHOEFER: The witnesses have already
C
& 7 testified that they would adjust their demand calculations
;

@ 8 yearly, and their new growth projections would be based on
d
o; 9 calculating the demand. I think the las t objection we'll
$
$ 10 sustain.
E
j 11 MR. REDER: Did I understand correctly then that
3

$ 12 the projections for the next ten years on the order of ten
5 I

g 13 | percent per year?
= l

5 14 |;
z

MR. CONNER: Objection. Same attempt to ask
t_:

'

j 15 the question.
=
g 16 MR. REDER: I just want to clarify my under-
s

d 1:7I standing of it.
5- !

$ 18 | CHAIRMAN BECHHOEFER: I think that's the same= |

- 1: I
| 19 ig question essentially.

n |
20 MR. REDER: Did you use the same factors in these

21 I most recent projections that you used in the projections

22 in.the late Sixties?i
f

|

23| MR. CONNER:. Same objection and to such a line
:

24 of questioning.

25 , CHAIRMAN BECHHOEFER: I think that question is
!

l
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1 a little different. He may answer that.

2 They're current forecasts certainly?

3 MR. BORGMANN: Pretty much so. I think the only

4 difference is that the computer monitoring is a lot less

n 5 sophisticated now than it was 10 years ago,.but we're
9
3 6 still under the same thing looking at population growth,
3
& 7 looking at recent history, looking at industry coming into
N

[ 8 the area, making a judgment on the economic health and
d
d 9 putting all those factors into equasions.
z

h 10 MR. REDER: When you say recent history, just
8
y 11 about how far back in general terms?
3

y 12 MR. BORGMANN: We go all the way back but we

13 wait obviously the year term, and the last two or three
a
g 1-4 years more than g, y back tsenty-five. year ~s ago, but;there
$j 15 is an overall trend, a near trend and all those are looked
=
j 16 at in trying to come up with a forecast for the next five

Iz
r

- b. 17 to ten years.
'

$ '

5 18 MR. REDER: I have no more questions._

P

h 19 CHAIRMAN BECHHOEFER: Finally, we get to Mr.
n

20
|- Dennison.
\

' 2I - MR. DENNISON: Thank you, Your Honor.

22 Mr. Emery, on behalf of your utility, is

23 there any requirement in.the Seventies or the calendar

24 year 1980 that you go to the Public Utilities Commission

25 , for the purposes of obtaining an emergency rate increase?
t

! -
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I MR. EME RY : No, there is not.

2 MR. DENNISON: Mr. Anderson, during the 1970's,

3 did your utility bring any reactors from construction

4 stage to generating stage?

j 5|| MR. ANDERSON: Reactors, nuclear reactors?
n t

4 0|2 MR. DENNISON: Generators, I beg to qualify it,

R
b 7 in that manner.
N
j~ 8 MR. ANDERSON: Did we bring any power plants on
d
k 9 line in the Seventies? Yes.
2
o
g 10 MR. DENNISON: How many?3
- II MR. ANDE RS ON : Four, to the best of my knowledge.3

f MR. BORGMANN: More than that. You got stored
4

h units at Miami Fort. In other words, the three of us are
-

i

z !

! joint owners in the Stewart Station.At Dayton, construction
k
9 15g operates and then Cincinnati and Dayton Power and Light
=

E I0 Company for two more weeks. At Dayton Power and Light
w

d" 17 |iCompany'your interest just sits there.
'

2 I

$ MR. DENNISON: Six more Dayton Power and Light? *

I-
"

19
j MR. ANDERSON: Six more ownership.'

MR. DENNISON: Now, Mr. Emery, on each occasion

21
| that your three plants 'the one in '74, the one in '77 and--

! I

22
the one in '78 -- commenced generating power, you were able

23 :' to increase your rates relative to that generation of power ,

24 i
; were j'ou not?

25 -
MR. EME RY : . When those plants went into service,

t

! ALDERSON REPORTING COMPANY, INC.
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1

| they became a part of the rate base. We were able to
2

apply for rate increases including those rates on the
3

rate base and thereby covering the costs of capital and
4

the cost of operating the plant,
e 5 !

y | MR. DENNISON: Okay. So, in 1974, there was an
3 6 |
h increase in the rate base for the plant which was brought
R 7
g on line at that time?

y( 8.
I MR. EMERY: I forget which one. I believe the

9|c

g | last Stewart Unit, I believe, it was standard and went in
@ 10
2 in 1974 and that would have been added. I'd have to look,

2 11

$ at the history of the rate increases. It's in the

_f 12

3 Record, I believe. Yes, we obtained rate inc.reases and
5 13 ,
E ; we obtained a system-wide rate increase in 1974.

$ 14
y ; MR. DENNISON: And again, you would have
2 15 |$ obtained such a rate increase in '77?
j 16

'

w i MR. EME RY : We have one also in '75 and the rate
6 17 |
y increase in '76. I'm talking about-- These are the
$ 18

5 | significant system-wide increases and one in '78, and
0 19 I,=

I. M what is your first question to me? Did you-- I may be
20

I misinterpreted it. It's about the emergency rates whether
21

we had any in the-Seventies?
22

MR. DENNISON: hor in 1980?
23 ;

MR. EMERY: We had none in 1980. We did have
i
! an emergency rate increase that did increcse in 1979, and

25

i
,

|
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II I believe I think that's the only one; and we had cr;.e

2 year back in 1975.

3 MR. DENNISON: Now, the rate increases that you

4 have referenced previous to your qualifications of '79

5g and '75 and '78 is an emergency rate increase.
n

| ] 6
! Now, does your answer still stand that the '

R
$ 7 other rate increases previously referenced would be as a
3
| 8 result of that application of the Public Utilities Commissian
d
* 9". after having brought on line a new generating plant forz
o
y 10 purposes of covering the cost of that generation of
$ !

,

! Il electricity?
3
"
E 12 | MR. EMERY: I would think that's probably the
3 !

5 13 ! case. I can't remember now exactly how we timed thea L
w i

E I4 application for the rate increase relative to the in-service|

! Ej 15 date of the plaat, and in that interim, the Ohio Law has
= ,

j 16 ' changed and the Ohio ratemaking process has changed,
e

h
I7

i MR. DENNISON: Now, Mr. Emery, 1978-- Following
=
M 18 '

| these respective rate increases and one. emergency rate_

#
2 | increase, you characterize the' Columbus Utility as
6 |

20 l
i possessing a lack of financial integrity, did you not?

l' 21
MR. EMERY: ~We had a pe -iod in 1978 where our

22 i
! financial condition was severely impacted largely because
!

23 '
of the nation-wide coalminer's strike.,

24 I
; MR. DENNISON: Also, Mr. Emery, this lack of

| 25
financial integrity that you had a duration on the decade,

;. .

! !
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1 did it not?

2 MR. EMERY: Had a what?

3 MR. DENNISON: Had a duration of the decade of

4 1970's?

g 5 MR. EMERY: No, not necessarily. We had a
0
3 6 period in 1974 and '75 where -- because we hadn't any
R
d 7 rate relief for, I think, about two and a half years or
nj 8 two years at least, we had to obtain the emergency increase s
d
c; 9 at a time when they were following the oil embargo in thez
O i

g 10 '

Fall of '73 and all the assoclated problems there with it.
E
5 II MR. DENNISON: Well, Mr. Emery, if I understand
3

f I2
correctly the supposition of the utilities proposition for

=
g 13
a ,

standpoint of paying, for the operational expenses ofa
I=

5 I4 the Zimmer Plant, these are to be paid by rate increases;
$
y 15 do you understand that supposition?
x

E I0 MR. EMERY: Say that again. I didn't
A
C
g 17 { understand your question.
5 IO |$ ' MR. DENNISON: From the standpoint of your
E

- g" 19 | reasonable assurance that you're financially capable of

20
operating-the Zimmer Power Plant, I understand that your

21 [ credit for-that is the degeneration from the rate base of
~

-

I

22 ) customers' paying the' cost of that operation?

MR. EMERY: Well, we'll have to obtain from the

|
24'l customers the revenues to cover the cost of the operation

25 ' and to cover the capital costs of Zimmer just as if we
t

~
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I were putting in a new fossil fuel plant at revenue interest.

2 MR. DENNISON: That's a predicate on which it

3 rests in 1983, am I correct'?

4 MR. EMERY: Ask that-- We were asked to

g 5

| commence?R

$ 6
i

MR. DENNISON: No. The predicate upon which
e7

d 7 your financial assurance rests commences in 1983. Is
a
j 8 that the operational costs for operating Zimmer -- willi

d
d 9
z, he paid through a rate increase?
o
" 10'
j MR. EMERY: We will have to seek rate increases
=
$ II in the future, that's right; and we'll have to seek
3

"E 12 undoubtedly a rate increase at the time or thereabouts
3
5 I that Zimmer built into service.2 :

w !
14 Today in our last rate case, we were

=
15 settled in December of 1979, and I believe it had a date

E I0 set of June of that year as far as the rate base was
W

h I7 ! concerned. We were allowed to include 50 percent of the
: I

IO construction work in progress at Zimmer in the rate base
C I9
g at that time. So, we are already collecting rates in

I 20 terms of capital costs on a portion of the Zimmer Units.
i :

MR. DENNISON: Now, would I be correct, Mr.

22
Emery, that should you fail in the obtainment of a rate

23
increase for-the operation of Zimmer, you would be,

' 24 |
| financially procluded from the operation that is paying-
,

25
for the operation; is that not correct?

i
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1
MR. EMERY : Well, we had an obligatica to pay

2
for that rate increase -- the operation of Zimmer. We

3
will be utilizing the power at Zimmer and it's part of

4
our contractural obligation and share of Zimmer, and we

5e

g will be seeking, undoubtedly seeking, a rate increase to
3 6* i include the entire Zimmer costs in the rate base; and I
n
2 7
; have no reason to believe that the Commission will be --
n
8 8" MR. DENNISON: Mr. Emery, my question does notd ,

d 9
i concern itself with the contractural obligation of thec
h 10
E utilities. My question simply put to you, sir, is this;
_

E 11
j that if you do know how to achieve a rate base increase
J- 12 i
|- after Zimmer commences operation, you are procluded
d 13 )
E financially for paying for that operation, are you not?
E 14
s MR. EMERY: No, not necessarily; not necessarily.z
2 15
g MR. DENNISON: What reasonable assurances can
I 16

.$ you give us that you have the requisite funds when, in

G 17
1978, '79, you categorize your utility as lackingg ;

5 18
financial integrity?-

~

19-

A MR. EMERY: We have, as I think I testified
20 l

| yesterday, those situations in 1978 was a very unique and
21 I

|
'

unusual situation primarily related to the coal strike,
;

22
| the coalminer's strike; and we have since obtained a major

23
rate increase and we have restored our financial integrity;'

24 ,
i .and in fact, because we have no other plants unde-

25
L construction now, we are in a stronger. position and we
1
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have been for sometime.j

MR. DENNISON: That emergency rate increase2

3 that you obtained in '75 and '79, that again was predicated

the necessity to present - prevent rather injury ton4

a 5 the interest of the public or to your interest a Public
3

h 6 Utility; is that not correct?
e '

7 MR. EMERY: That's true.
%
! 8; MR. DENNISON: So, that these are extraordinaryn -

0
= 9 reasons for a temporary rate increase; is that correct?
i

10 MR. EMERY: The circumstances in each case we
z
_

I 11 were able to establish, and we did need emergency which<
3
d 12 , takes less time than an ordinary rate case and we obtained
z i

: I

3 13 | that.
E

,

y j4 ! MR. DENNISON: Well, you were very honest ina i

H

- ! 15 your presentation before the Public Utilities Commission
*
z

.- 16 that you were, in fact, involved in an emergency?m
M

d 17 MR. EMERY: That is true.
N
M 18 MR. DENNISON: You were not doing this for j
3 i
I 19 , expediency to the detriment of truth, were you? |
A

20 MR. EMERY: We certainly were not.

21 | MR._DENNISON: All right. So, that these

22 emergencies in '74 and in '79 would indicate that you

23 Possessed at that time no reasonable assurance from your

24 i own financial capabilities of carrying on the services
i

25 of utility and to the extent of being bailed out by the

I
!

ALDERSON REPORTING COMPANY. INC.'

1.



4223

.

I Public Utilities Commission?

2 MR. EMERY: I think the utility such as ours or

3 any other utilitics which is subject to regulations of

4 its rates in times of inflation, in times of stress must --

1

; 5
'

is dependent on a large part on obtaining the necessary
aj 6j relief in order that we are now free to raise our prices

'R
d 7 as other types of businesses are.
M
j 8 MR. DENNISON: All right. Now, your current
d
o; 9 unit price per kilowatt hour is $5.04?
z
o

h
10 MR. EMERY: No. I said 5.4 cents.

=

5 Il MR. DENNISON: 5.04 cents?
3

N II MR. EMERY: Per kilowatt hours.
5
g 13 MR. DENNISON: Okay. And you have a pending*

i
a i

5 I4 ' rate increase?
$

{ 15 MR. EMERY: No, we do not.
-

E I0 MR. DENNISON: You will, however, be seeking- i
C 17 '
3

1 one somewhere at or near the time that Zimmer goes on,

| 5 !

$ 0 line?;

'9 i

g" 19 ' MR. EMERY: I would expect it sometime.

20 MR. DENNISON: Okay. Now, . you indicated that

2I Zimmer' possesses-or provides to your utility 10 percent?

22
~

MR. EMERY: Plus eight percent of the capacity
i

23 ' that we presently have in the place.

24| MR. DENNISON: All right. Your previous
! 25

: . question to - posed by'one of the other intervenors of
t

i
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1 10 percent was incorrect? It was actually 8 percent?.

2i MR. EMERY: It's about 8 percent. I think our--

3 Let's see. Our peak or capacity today is around 2,705

4 megawatts and Zimmer is-- Our share of Zimmer is 226

5y megawatts and thau comes out to 8.35 percent.
,-y

3 6'
| MR. DENNISON: Now, of this rough 8 percentages
,;

7 in the event of outage at the Zimmer Station, you rely as

j 8 Cincinnati relies upon its own generating plants to
d
c; 9 substitute their absence of 7 percent or must - u purchase/
I

10 electrical power out elsewhere at an 8 percent?
=
j 'll MR. EME RY : In our case, today we have sufficient
3
.: 31E capacity. Our peak load last year was about-- Let me
-

3 13 '
@ see if I can find it exactly here. If my recollection was--
_

=

$ I4 ) 'It was about 2,100 megawatts out of the 1,705 megawatt
= i

h 15 |' capacity; and so, that with the addition and peak loads are
0

z

/
16 growing not quite as rapidly as they use to but still

*
C 17

i growing but then.we also have the capability now as part of;
E 18 !

the'American Electrical System-- We have the availability i_

C { 1
! * 19 i

5 j through that system of capacities in the order of over
o

20 20,000 megawatts, not 2,000.
i

! 21 j MR. DENNISON: If I could have a response to my
|o

22 question? It's simply this. In the event of an outage at
i

3| Zinner, are you able to compensate for that outage internally

24 |I- or must you go externally to purchase replacement power?
i 25

MR. EMERY:. We would, in the most part, generate

i
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the power internally without Zimmer.

MR. DENNISON: Well, how about the part that you

g externally?
3

!MR. EMERY: I don't think we would go externally |,

todav at all. I
5 -e

2
MR. DENNISON: Is this a speculation on your8 6<.

part, Mr. Emery, or do you have some reasonable degree of7
,

a! 8I
"# * "*Y

3 MR. EMERY: I'm not an engineer. I'm not in9-

î

E 10 the generating area of our business, but to the best of
E
j jj my knowledge, the system which provides the capacity and
<
a

'

ur4 12 wa capacity today alone would take care of this for
3
-

5 13 several years out.
E

E 14 MR. DE NISON: That is of your knowledge or is
a
b

!. . 15 this something that you need to rely upon?
,

E |
,- 16 MR. EMERY: That's to the best of my knowledge. {*
w I

g j7 MR. DENNISON: All right. To the best of my |
5 I

b' 18 knowledge then, sir, what is the degree of external energy
- '

| { j9 ' that you would have to purchase in the event of an outage
I

d

20 at.Zimmer?That was my original question.
I

21 i MR. EMERY : I don't think we would have-to f
'
t

22 purchasecanything.
|

1

23j MR. DENNISON: You don't think so but you don't
I

2d4{ know?
-4

25 MR. EMERY: I don't believe we will. That's my

k
o i

.i- ' ALDERSON REPORTING COMPANY. INC. i
.



I 4226

1 opinion.

2 | MR. DENNISON: Now, have you made any investi-
|

3 i gation relative to any of the responses prepared on your
4 behalf or submission to this tribunal or in preparation

g 5 for your test during this period of the presence of this
9 I

j 6 | tribunal in which you have ascertained within a reasonable
R
g 7 assurance that you can oftenly tell this group that in
M

] 8 the event of accident or outage at Zimmer, you will not be
d
d 9 required to purchase external power?
$
$ 10 MR. CONNER: Objection. Asked and answered.
8
g 11 MR. DENNISON: The form of the question is
3

( 12 different than that which is previously put.
5

13 CHAIRMAN BECHHOEFER: I'll sustain that. He

$ 14 answered that yesterday at least once.
$
2 15- MR. DENN7"'"t Now, Mr. Anderson, what is the
f
g' 16 | percentage of gene eting power that Zimmer will produce
e i

i 17 I to your conglomerative utility?
!
$ 18 MR. ANDERSON: Approximately nine percent.

'

-;
E 19 j MR. DENNISON: Nine percent? All right.
R

20 In the event _of a power outage at the

'21 I Zimmer S tation , can you compensate for that outage

22 internally or must you seek external means to compensate
!

|23 ' 'that-loss of poweri

24 MR. ANDERSON: I don't know.

15 ,_ MR. DENNISON: So, that the Dayton Power and

l
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1 Light participating here in the sum of 31.5 percent can
2 give no reasonable assurance in the event an accident or
3 extended outage of the finance required to produce that
4 missing power or the means with which those finances will
5 be obtainable, am I correct?e

h
3 6 MR. ANDERSON: No.
%
& 7 MR. DENNISON: All right. Then give an answer
2
| 8 to the question.
d
q 9 'MR . ANDERSON: Would you ask the question again?
$
$ 10 MR. DENNISON: The question is, again, the event
E
$ II of a longstanding outage at the Zimmer S tation to replacea

g 12 the lost 9 percent of generating power, is it required
s
5 13 that you go to an external source?
8

l

| 14 ! "

MR. ANDERSON: My answer before was I don't
$

15 know. That's still my answer. I can tell you why I don't

j 16 know that answer if that would help.
w

h
I7 i MR. DENNISON: Now, in your don't know response,

x
5 18 my next following question was that if you do not know, you
E

19e cannot put yourself in a position of giving a reasonable
a

20
assurance to this tribunal of the manner in which in the

21 event of accident or outage at Zimmer that there would be

22 a cost and yet the cost - and if so - how much of financing

23! would that obtain?

24 MR. CONNER: If the Board please, we'll object

25 to this as'having gone on in it yesterday, while having

i
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I
I enjoyed the jury-still questions. This was gone into

2
thoroughly as to how to meet the hypothetical loss of the

3
Zimmer Plants for a period of time and.how it would be

4
done. I refrain from -- okay, f 7;om the preliminary

'j questions but obviously this is the same material that
N 6* i we covered yesterday; und we object on that basis.
m
2 7
; MR. DENNISON: I have no recall of it beingn

[ 8
| covered yesterday or else I would not be back in the area.d

6 9
g I might add an editorial. I'm quite pleased that we
E 10
E intervenors are beginning to entertain Mr. Conner.
= |

E 11
j MR. CONNER: Please start.
'4 12
$ ; CHAIRMAN BECHHOEFER: I think we will overrule" l: 13 '
5 that objection. We're not precisely certain whether the
E 14
# |
x ' exact question was asked and answered yesterday. So, that

2 15
g will be the end of that.

T 16| f MR. DENNISON: Thank you, Mr. Anderson.

d 17 |
y . Do you recall the question, Mr. Anderson?

IE 18 '

3 MR. ANDERSON: No, I don't.
b

19| MR. DENNISON: Would you read the question back,
20i

i please?
21!

| (FROM THE RECORD ABOVE, THE
22 i

! COURT REPORTER READ BACK THE
23 '

PRECEDING QUESTION OF MR.
24|

' DENNISON.)
25

:
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1 MR. ANDE RS ON : The answer to that is no. I can

2 give that assurance, and I think if you'd like me tc try
3 to be helpful, the reason is that regardless of whether

4 the replacement power-- Well, perhaps I could take it two

y 5 ways. If the replacement power comes from our own system,
a
j 6; which might occur in periods of low demand, whereby our
C
R 7 genarating units would be able to fill in the void created
n
[ 8 by Zimmer, that obviously there is no additional finance
d
c; 9 required other than perhaps the coal cost which we mightz

h 10 otherwise not spend. Those finances would not be a
E
$ 11 problem.
3

g 12 If the power were to be required outside
3

13 of our system through a purchase power from another

| 14 utility, then under the provisions of the present fuel
5 l

15 clause of the Ohio Public Utilities Commission those costs
j 16 or at least the energy part of it would be passed to the
w

( 17 ; customers. So, I don't think financing would be a
x

$ I8 concern for replacement power on either option.
:

g" 19
Also, there is an assurance arrangement

20 . hereby part of the costs of the replacement power can bew

21 provided through insurance. It's our belief at this point

22 that we would be coming a participant in that insurance

23 I program. So, a remaining portion of the power of the
I

24
purchase cost would be covered through that.

25 | MR. DENNISON: Now, Mr. Anderson, you indicated
9

!
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|

|
.

1 in your testimony yesterday that twice in the calendar
2 year 1980 it was necessary for your utility to come before
3 the Public Utilities Commission for the purposes of
4 obtaining emergency rate increases.

e 5 Did I unders tand your tes timony to be that?

f 6 MR. ANDERSON: Yes.

7 MR. DENNISON: The predicate upor. which those
n
[ 8 funds were permitted to your utility through rate hike on
d
q 9 both a temporary and emergency basis was because there was
$
g 10 a direct influence to either the good of the public or
!

$ 11 the good of the Public Utility, am I not correct?
3

y 12 MR. ANDERSON: Yes.
=
3
g 13

.
MR. DENNISON: You'have heard the testimony of

I| 14 ' Mr. Emery'to the questions that I had put to him comparable
5

15 to the questions that I have put to you, have you not?
E I6 MR. ANDERSON: Yes.
2 i

f 17 MR. DENNISON: All right. You and Columbus
x
y 18

together have 60 percent of the financial obligationc
$ 19 for this utility, am I not correct?

i n |

20 MR. ANDERSON: For this power plant?

II MR. DENNISON: For Zimmer.

22 MR. ANDERS ON : Yes.
I

23 ! MR. DENNISON: And in '79 and in '80 twice for you,

24 once in '79 for Columbus, emergency rate hikes were required;
25 is that correct?-

!

|
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1 MR. ANDERSON: Yes,

I

2 MR. DENNISON: That was because you were

3 financially instable at that point in time unless under a

4 temporary basis there would be a rate increase, am I

g 5 correct?
9
3 6 MR. ANDERSON: Yes.
I '

S 7 MR. DENNISON: And this had occurred over a
3
) 8 period of a decade in which your utility had been involved
d
; 9 in rate hikes and involving six plants coming on line and

$ I
$ 10 the Columbus utility being involved with three plants coming
$
j 11- on line for which there were rate increases; is that
3

( 12 correct?
=
0 13 MR. ANDERSON: Yes.
E '

h 14 MR. DENNISON: And it's this historic financial
E

15 background that you two utility possessing 60 percent of

g 16 the financial obligation for Zimmer are telling us that
w

d 17 you can give a reasonable assurance that you are financial 1[$
$ 18 capable or to the contrary that you do not lack an absence

-E I

g 19 | of financial integrity?
5

20 MR. ANDERSON: Yes,'because the Public Utilities

21 Commission has acted in each of the cases we've brought |
|

22 before them and seen the need for great relief on an

23 accelerated basis.

24 | MR. DENNISON: Right now you had a normal

25 , application for rate-relief in 1979 before~the Public

i
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I Utilities Commission?

2 MR. ANDERSON: Is that a question?

3 MR. DENNISON: That's a question.

4 MR. ANDERSOT: Yes?
1

g 5i MR. DENNISON: Yes.
8
3 0 MR. ANDERSON: Yes.

7 MR. DENNISON: All right. Now, if I follow your
M

| 8 progression here, Mr. Anderson, that rate increase would
d
o; 9 then just without violating your financial integrity that
E

h
10 you would h' ave the requisite financial ability to continue

=
$ II in operation? Does that proposition--
a

g 12 Is that proposition a sound one?
S
5 13 MR. ANDERS ON : I don't understand your question.m

i

m

$
I4 MR. DENNISON: Okay. The question is this,

k |

15 | If I follow your last response, it is that

j 16 the Public Utilities Commission will increase the rate sos

h II | that the revenue then justifies the operating expense.
= 1 I

f 18 Can you tell me this is the way it works? I

(w

I' ' MR. ANDERSON: We put on a case before the f
,

20 Commission for a rate increase and then they make a decision
i

2I
|based on that case. They don't always give us the amount

22 we asked for.

3| MR. DENNISON: All right. Now, in '79 you put
I* on such a case; is that correct?

25
: MR. ANDERSON:_ Yes.
I
;
,
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1 MR. DENNISON: All right. If I understand the,

|
2 way this process works, that should have then justified

3 revenue to operating expense, am I correct?

4 MR. ANDERSON: Well, I'm not sure what you mean

a 5 by your-terms but we're given a certain level of revenues
h |

@ 6 | based on the evidence that we filed.
R
R 7 MR. DENNISON: It's operating expense, is it not?
X
j 8I MR. ANDERSON: Well, there are other things,
d
d 9 MR. DENNISON: And as I understand it, the Public
!
0 10 Utilities commission has the jurisdiction to make this
E
g 11 sort of decision?
*

y 12 MR. ANDERSON: Yes.
E
j 13 MR. DENNISON: Right. However, you ceme back
= i

! 14 | twice in 1980 on an emergency basis, did you not?
E 1

2 15 MR. ANDERSON: Yes.
5
y 16 MR. DENNISON: Now, if I understand the
w

d 17 . proposition that is being presented in these exhibits and
5 |
$ 18 | the testimony of you on direct here, is that the operating jc |

i

$ -19 ' '
costs for the Zimmer Plant that will be born by revenues

n
20' received from rate hikes or rate increases; am I correct?

I

|21 MR. ANDERSON: That's correct. I

22 MR. DENNISON: _Yet, historically or at least

23 ! let me put it this way, Mr. Anderson.

24| In 1979 and 1980, this did not become the
l'

25 reality of the matter, did it?

i
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I MR. ANDERS ON : I wouldn't agree with that.

2 MR. DENNISON: You would not?

3
MR. ANDERSON: No, because the emergency cases

4
that we filed here to recover the operating costs among

g 5
other costs, capital costs, and so on. So, by filing an9

3 6e ; emergency case, we were allowed to put rates into effect
n .

4 7g on an accelerated basis to recover the costs quicker than
a

j 8
if we had waited for the normal process to take place.d

6 9
This is an acceptable procedure under the Ohio law, andj

o

h we were just taking -- making use of that procedure.
--

! II
MR. DENNISON: And now, did you or Dayton Powera

d 12z and Light involve themselves in any manner in the projectione

!3 of the decommissioning costs for Zimmer in arriving at a
E 14g 6.5 percent factor for inflation?
k
9 15s MR. ANDERSON: Those computations were made byx

T 16
y personnel at Cincinnati Gas and Electric Company.
" 17 '
d' MR. DENNISON: In which Dayton Power and Li ght
5 !
w 18

took no position in other than to incur in the results; is=
s"

?9e

! j that a fair statement?
"

20
MR. ANDERSON: We were involved in the process

21
which-lead up to those-results.

22
| MR. DENNISON: Now, if that factor of 6.5 percent

23 '
1 is.an error and 8 percent would be the correct factor, this

24
woul'd increase the

.

financial obligation by about 10 million

25|! dollars, would it not?
i

'
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I MR. ANDERSON: I don't know how you got your 10

2 million dollars.

3 MR. DENNISON: Beg pardon?

4 MR. ANDERSON: I don't know how you came up with

g 5 10 million dollars.
9 i

3 0
| MR. DENNISON: 6.5 percent for the 33 year,

a

f7 anticipated life of this utility would be 3,500 pardon--

n
2 8 !N me, 3,500,000 roughly, would it not?
0

}".
9 MR. ANDERSON: Yes.

c

h
10

MR. DENNISON: If rather than using 6.5 percent
E I

4 II | you use 8 percent, it becomes 13 million just short of 14* I
" 12 Ii i million?
E !

| 13
MR. ANDERSON: I really think you'd be more

E 14 Iw : productive if you 9.ddress those questions to someone from
$

15
Cincinnati who participated in that. I can't answer those

g 16|I questions.
17 '"

d ! MR. DENNISON: You have no response or you feel
'

5 !

$ f incapable at this juncture of responding?
;s i *

"n 19 1 '

: MR. ANDERSON: Yes.-M i

20 !
! MR. DENNISON: Now, is your understanding that

21 1
! Zimmer is to commence operation in 1983?
I

22 | MR. ANDE RS ON : No, mid '82.

23 '
MR. DENNISON: Mid '82? And at that point, it

i
-

.

I would go in the rate base in '83?

MR. ANDERSON: Well, that would be dependent upon

! ALDERSON REPORTING COMPANY. INC.
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I when each of the companies filed rate cases but to the

2 extent, it's already a rate case.

3 MR. DENNISON: The addition of Zimmer based upon
4 the operating expenses wnich have been previously prepared,

g 5| how would that influence the unit price per kilowatt hours
N

!

3 6' it would apply to Dayton Power and Light?as
R
$ 7 MR. CONNER: Objection, Your Honor. It's been
X

] 8 asked and answered, even if it's relevant.
d
[ 9 | MR. DENNISON: I'll take the answer from Mr.

$
g 10 Conner, if he has it.z
5 II |4 1 MR. CONNER: I'm afraid it's in part of.the3 |

j 12 transcript that was asked yesterday.
5
5 13 MR. DENNISON: In exclusion of the witnes, maya
* i

5 I4 ! I have an answer then, Your Honor?
'

$

! 15 CHAIRMAN BECHHOEFER: If it can be answered~

j 16 very briefly, then repeat it. I.think it's been probablys
17

asked but it might speed things along if you answer it
~

C
3 18 | .

again,
c
8 I9
E MR. DENNISON: Once an application is made andM |

20 improved by the Public Utilities Commissionfor the operation
2I|l

-

of the Zimmer Plant, what would be your per hour unit that

22
is per kilowatt hour unit price at that stage?

23 MR. ANDERSON: I don't know. I think Mr. Borgmann
24

i testified yesterday-that the costs, the operating costs, of

25 the nuclear plant would be less than that of the plant --

t
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1I would be less than that of a fossil plant but I can't tell

2 you that precisely.

3 MR. DENNISON: Now, the estimated costs as a

4 result of the TMI.related requirements under group or Item

e 5 Number 2, it's been indicated, Mr. Borgmann, that the
6

3 6 j expense there would be S4,600,000.
R '

b 7 MR. BORGMANN: That's an estimate. That's right.
7a

N O MR. DENNISON: And is that total estimate or is
d
5 9 any percentage of it?
?

10 MR. BORGMANN: That's the total.
= |

! II | MR. DENNISON: Be actually hashed out?
a

f I2 MR. BORGMANN: You mean the date?
S
5 13 MR. DENNISON: Yes.

I4 MR. BORGMANN: I can't give you the exact number
E |

|butj 15 I suspect we spent probably a half million dollars
=

\

g 16
thus far in preparation of the emergency plans. It might

i

s
C
h 1:7 | be a little more than that. It's of that magnitude.
= i

I0
MR. DENNISON: Now, of the S4,600,000, S2,600,000

E !

g" 19 '
of that includes hardware; and by hardware, I presume that

0
you meant this would be the related equipment monitoring

2I devices, vehicles, whathave you?

22 MR. BORGMANN: That's right.

23! MR. DENNISON: Is that an estimated figure or

24
is that a firm figure which if-you purchased these items

25
. tomorrow, the reactivation facilities would be fully

i
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,

I equipped and that would be the price?'

MR. BORGMANN: It's an estimate.

MR. DENNISON: Now, is there any dispute between
4

you and the respective sovereigns that are involved as to
5e

g the amount of hardware necessary from whence this estimateda

$ figure of $2,600,000 is derived?_
n
R 7
; MR. BORGMANN: Well, I don't know how to determinen
8 8

dispute.a

d
d 9
g MR. DENNISON: Well, is there some disagreement
F lo
j between, generally between you and the sovereigns?=
5 11
g MR. BORGMANN: Well, let me tell you this. We
d 12
g have not come to a meeting of minds completely.
m
: 13
s MR. DENNISON: And so that we can get some
$ 14
# appreciation of estimates, were you to meet totally thez
9 15
j mind of the Governmental bodies involved what would that

T 16
$ figure of S2,600,000 actually be?

. i 17 '
! g j MR. BORGMANN: That's really a difficult question

E 18 i
g to answer because if I could answer it based on what we've*

19| seen to date and that could possibly, if we gave the
20

Governmental bodies everything, that they have brought up
21

to date, we could conceivably add one to $2 million to this,
22 I

j but in certain areas we come to. pretty good agreement; and
23 ,

I think that this estimate is fairly accurate based on
^

24 1
' where we're headed from our discussions.

25
g I couldn't give you an answer on anything

i

ALDERSON REPORTING COMPANY, INC.

,__ - _ .



.

4239

*1 that might come up because at some point in time, there

2 has to be a fine-eyed closure to this thing. I mean you I

3 can't get into negotiations forever and give people

4 everything they want.

e 5 MR. DENNISON: Now, the second part of this
h

L k 0 estimation, the S2 million for clients, is that a fairly
C
$ 7 stable estimation or maybe it has some fluctuation as
3
) 8 some counterpart? The hardware fluctuates from S2.6 to
d
; 9 S4.6.
E

h
10 MR. BORGMANN: No, that number is much firmer.

=
$ II MR. DENNISON: Do the Governmental bodies in
3

g 12 any way interplay in that figure?
3

13y MR. BORGMANN: Somewhat, but not to as large an
- a

'A
'

5 I4 | extent. We, in effect, are providing consulting services
$

15 to the Governmental bodies to write the rilans.
E I0 | MR. DENNISON: So, now does this include all thes

| .h
II Governmental bodies involved that this service is being

i F

$ . IO| sponsored by Cincinnati Gas and Electric?
l
'

j MR. BORGMANN: It's sponsored by the three compan:.es

' 20
i by the plants. It applies to C.G.&E. It applies to as far

I as I know to-the three counties, east in Kentucky in the

22 State of Kentucky,as well as Cleremont County. It does not

23 |
j apply to the State of Ohio since it already has a plan

24|! in connection with the Davis-Besse Plan.

25
MR. DENNISON: What about the City of Mentor

:

f
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|

I who is an intervenor in this procecding? You admitted
'

2 them.

3 MR. BORGMANN: Well, we've been interfacing with,

4 as we understand it -- as I understand it, we've been

g 5 interfacing in the State of Kentucky with the disaster
S
j 6 ; service people down in Frankfort; and we've been working
&
$ 7 with whomever they've told us to work with, and I think
a
j 8 there has been contacts made with the various Governmental
d
*[ 9 bodies in Kentucky. In other words, you representatives

^

z

10 have called on everybody as far as I know.
$
$ II MR. DENNISON: All right. Now, of the $2 million
3

g 12 for the planning aspect of this, adding to that the a r.e a s
6
5 13 of some disagreement between the utilities and thez

14 | Governmental bodies as we applied it in'the avenue of
k

{ 15 hardware,to what figure would you inflat that amount to
x

j 16 | cover totally a respectable figure without the disputed
i

$"
17 I as to the planning aspect?

z

b IO MR. BORGMANN: Well, as I say, I would not addc

g" 19 anything to the S2 million. I think that's a pretty

20
generous number, and it's based primarily on the time

21|' period on manhours involved in that time period; and we've

22
established target dates which most of the people have

23
agreed upon; and that meeting had bee.n with the various,

24
Governmental agencies involved. So, I feel that $2 million

is a pretty good number. There is a normal contingency in
e

i
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I there about 5 percent. So, I think it's pretty good.

MR. DENNISON: So, now you say this meeting that

3
you discussed and this target date, is this the target

4
date originally proposed by the utilities of April 1<

{ which you subsequently recast to July?

% 6* MR. BORGMANN: No. The meeting I'm talking,

n
R 7

about is a meeting where we had the various people there-

M

$ ''

along with the other regions and along with the NRC and
d
= 9
j we've established a target date of July the 22nd or 23rd,

h 10
whatever it was, for test exercise.g

= 1

5 11
g MR. DENNISON: However, as I understand it,

d 12
j the course of that meeting April 1, was the date which
3 13
i was suggested by the utility, am I correct?

#
14 |E

MR. BORGMANN: No; originally?
|z

C 15
j MR. DENNISON: Originally, certainly.

~

16
$ MR. BORGMANN: I'm talking about the meeting of

i 17 ! a couple weeks ago. At that time, we went into thatg ,

$ 18 '
g meeting with a June date but originally when this thing
* 19 ,,

| | started we were looking at an April 1 date. Well, an

20
; April date. I don't know if it was April 1 or not.

21
MR. DENNISON: Now, does this interplay at all

22
this test date with the financial circumstances that are

i

23 I
i present or let me put the question this way, Mr. Borgmann.
!24

Was it suggested at this meeting that the

25| test drill for emergency. planning be undertaken absent the

I
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1 ! hardware, the radio and the other things in which there

2 would be simulation rather than the realities of the

3 equipment in the mechanics because of some financial

4 considerations on the part of the utilities?

$ 5 MR. CONNER: Objection, Your Honor. We're now
S

! getting into the emergency planning and contingent and3 6

7 beyond the nature. While this will be thoroughly gone
3
| 8 into in due course, I don't think it should be gone into
d i

q 9 here.
E

h
10 MR. DENNISON: I'm not intereste'd in those

=
$ II plans, Your Honor. I'm interested in the financial aspect3

g 12 of those plans, which I believe is one of the questions
S
g 13 which this Board has put to the utilities to respond to;

, 14
and which they have -- submitted only limitedly responded

15
, I to; and I think it's in our cross-examination to explore

j 16 into these.
-s

h
I7 CHAIRMAN BECHHOEFER: I think we'll overrule

z
I0 that. I think the question is-- Are you knowledgeable

5
g'I9|! whether they plan to do the test before they reach the

i

20 i financial arrangements with the Governmental agency?
!

MR. DENNISON: No, no. That's not my question

22
at all. I'm sorry if I mislead the Board or if perhaps

23
Mr. Borgmann or his counsel, Mr. Conner.,

' 24 ' |
! My question is directed simply to this.

25 '
Is this expediency to have a test drill prior to any

i

)
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1 equipment in some manner related to the financial

2 capabilities of this utility to go forward witr this

3 particular plan?

4 CHAIRMAN BECHHOETER: I see.

o 5 MR. BORGMANN: Absolutely not.4

!
j 6 | MR. DENNISON: So, that they know the test

'R
R 7 drill can await at least from financial considerations
Mj 8 such a time in the future in which all the hardware is
d
= 9 in place of the drili that can be run as to each of its
i <

h 10 { avenues?
z 1

= i

j 11 MR. BORGMANN: That's not so.
3 i

g 12 ' MR. DENNISON: All right. Then is the reason
=

13 that this is not so very -- bearing upon the financial

*| 14 ' condition s of the utilities?
E
2 15 MR. BORGMANN: Not directly.
N ,

j 16 f MR. DENNISON: All right. Therefore, it has
A

y 17 indirectly-- I assume the converse. naturally follows?
$
G 18 MR. BORGMANN: .Right, but let me-- I think

{=

$ 19 ; 'you're mischaracterizing' the meeting because what was
5 i

20 ! stated at the meeting was that the successful drill has

21 to be undertaken before they go into the hearings and I1

!

22{ obviously we have to go into~ the emergency plan hearings

23 ' before we can operate with a license, and obviously the_hearig

'24| license is put of. The more it costs us by virtue of the

.25 fact.that the cost of the plant keeps building up. So,
.

?

?
!
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1 therefore, the longer the plant is sitting there idle

2 before it's allowed to operate obviously the more the plant
~

3 is costing. It's not only coating us, it's costing the

4 consumer. So, therefore, we would like to have the drill

e 5 run and it's quite common; and it's normal to run an
h
j 6 exercise to show your capabilities, and there is no way
R
R 7 we can have all of the hardware in place before we run a
N
j 8 drill; and the NRC made a statement at the same meeting
d
d 9 that they would not
i

-
allow the plant to go into operation

.-

h 10
'

until these facilities are in place. That does not mean
=
j 11 1 you cannot have an exercise. So, there is some of the mis-
a

. j( 12 characterization'there about what you're alerting to..

E
y 13 MR. DENNISON: I have one question coming from
=

i
m

i l4 the response, Mr. Dorgmann, and that is simply this.
Ej 15 How does this cost the consumer when the
z
*

16 rate base is static at the moment for Zimmer?g
w

g 17 MR. BORGMANN: That's an artificial situation.
,

=
5 18 | Whether Zimmer is in the rate base or whether Zimmer is not

i P
L 0 19 in the rate base, there is a certain amount of money that

R

20 the utility has to have.in order to operate, and as time
! I

21k goes on and it's costs increase, you're going to get a rate
22 increase whether Zimmer is in the rate base or whether

23 ' Zimmer is not in the rate base. The cost of the consumer

24 because whether Zimmer gets on the line, the cost, as I

25 , indicated yesterday, the cost of the generation coming
!

:
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I
j from Zimmer is going to be lower and the generation from

2
the other units. So, therefore, the overall operation, the

3 overall costs of kilowatt hours will be reduced whether
4

Zimmer gets into service and if Zimmer is not on the rate

3
3 base; and you still have to have the rates accordingly, andn

3 6 |
3 if you want to get into ratemaking, I'll turn you over to
n
4 7
j Jack Randolph here but the consumer-- Let's put it this
n
2 8 '

a
, way,

d 1

9|
]". When Zimmer goes into operation, the rate of

$ 10
g increase would be less than if they did not have a nuclear
:
E 11 ,
g ; plant.

4 12Z MR. DENNISON: Now, in your response to Unit
E 13
i Number 3 or Group Number 3, you indicated a figure of
E 14 |
g j S8,400,000 for the construction of onsite and offsite
=
9 15,

G buildings, offices and other things which relate to thez

y' 16-

emergency aspects.
C 17
d j .You had indicated an estimated figure of
= .

5
18 |'

- I

S2,500,000 for the offsite emergency operation facility.
.i

-

w
* To
j However, you had not selected the site?

20
MR. BORGMANN: That's right.,

21|
MR. DENNISON: Have you selected the plants?

22 <
MR. BORGMANN: Ir. general terms. We know what

23 ,
has to go into an. EOF and the estimate was made based on a |<

24
! typical arrangement of what we think has to go into the

25
; emergency operation facility.

.i
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.

1 MR. DENNISON: Now, is this estimate of S2,500,00 0-q
2 What one would characterize as a rough estimate?

3 MR. BORGMANN: I would characterize it had a

4 budget estimate. It's the same type of estimate that we

5 would make in order to decide to go ahead or not go ahead
9 1

3 6! with the project; typical engineering estimate.
R
& 7 MR. DENNISON: So, that I will straight ao
M

] 8 historically back in the late Sixties, early Seventies you
d
c; 9 estimated this plant,Zimmer, itself had about $244 million!
z
9
5 10 yet ita. construction cost is a billion? It's the samez
= 1

] 11 ' application applied here to this offsite emergency operatioh
n

( 12 facility?
z <

3 !

g 13 | MR. BORGMANN: No. I'd like to think we do a= !

| 14 little bit better in our day to day estimate on a six
$j 15 month to a year term basis of an office building. I think

j 16 we're better than that.
A

6 17 MR. DENNISON: Now, this offsite emergency
5 i

{ 18 operating facility, might that be some refurbishing of
c

19 the Moscow Elementary School?

20 MR. BORGMANN: That's one of the possibilities

2I being considered. I

i
22 MR. DENNISON: All right. Now, that would

i
23 require, I believe, as part of your expenses that that

24| building or structure be less shielded?

25 ; MR. BORGMANN. Not less shielded but shielded
t,

i
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1

to the concrete.

2
MR. DENNISON: Okay. Now, were you to take that

3
facility or are you still talking about S2,500,007

4
MR. BORGMANN: We may or may not be. That is an

a 5
g alternative that would have to be looked at, and this
8 6,
*

! estimate was based on the -- a new facility so obviouslyn
R 7

{ we would not spend any more than we had to.

| 8
MR. DENNISON: To the converse, have you beend

d 9
i given any reliable information from the architects or
k 10
i | others trained in that discipline relative to whether or
I 11

'

{ not you would be adding a figure of $2,500,000 where you'd
d 12-j j undertake the Moscow Elementary School as the emergency
: 13 i
3 operation facility?

'

E 14
y MR. BORGMANN: That investigation is under way
2 15
y ! right now. I can't give you a definite answer on that

T 16
$ point.

( 17 !
y i MR. DENNISON: Okay. So, that this figure isI

5 18 !
5 | apt to fluctuate either downward or upward depending upon
I 19
A what you are explained or told by those individuals giving

20
.

you cost estimates for the necessary requisite remodeling
'21 i

of the elementary school?
22 !

| MR..BORGMANN: .That's correct. This is a
23 '

representative number I feel we can do the~ job for.,

24 i
! .MR. DEFNISON: Okay.- Now, as a part of this

25
$2',500,000, do you.take into consideration-the cost.of the

1
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1 land or is this purely the construction costs?

2 MR. BORGMANN: We have a very nominal figure in

3 there for the land. I forget what the number was but it's

4 very nominal because we have some property which we owned
a 5 and we have other facilities in the area, even over at
E

@ 6 Batavia. So, the costs of the land is very nominal.
R
R 7 MR. DENNISON: Okay. Now, could you give me some
Aj 8 appreciation in this nominal land cost as to its size?
d
o 9 MR. BORGMANN: Size of the land?
$
@ 10 MR. DENNISON: Yes.
$
@ li MR. BORGMANN: No. I'd have to go back and look
'

s

y 12 at our notes but we're a growing-- It's about something
5

{ 13 that the average lot size for a home, for example.

| 14 | MR. DENNISON: You're not talking about anything
e i

]r 15 ! having the financial capabilities of the value of the
z

j 16 -land upon which Zimmer citizens would know it's
s

y 17 decommissioned?
=

y 18 MR. BORGMANN: Oh, nothing like that. j
F 6"

19s i MR. DENNISON: Now, as a part of the expenses in '
n

20 Item Number 3, is also an onsite facility which is required

2I to be constructed?
,

22 | MR. BORGMANN: That's right.
i

23 * MR. DENNISON: You have formalized plans as to

24 that construction?

~ 15 , MR. BORGMANN: We hav6 more than formalized

i
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1 plans with this under construction.

2 MR. DENNISON: It's under construction at this

3 point?

4 MR. BORGMANN: It's under construction at this

e 5 point.
h
] 6 MR. DENNISON: Then your figure of $5,200,000

.

,

K '

R 7 for the construction of that, I take it, that that is a
3
j 8 firm figure based upon a construction contract?
d
; 9 MR. BORGMANN: Based upon contracts and based

$
$ 10 upon good engineering drawings that are just pretty solid.
$
$ 11 MR. DENNISON: Now, Number 4 involves itself
3

y 12 with monitoring facilities?
=
3
5 13 MR. BORGMANN: Right.
m
a
i I-4L MR. DENNISON: And this figure of S9,400,000,
$

15 is this governed and is it covered by hardware only or |

/ 10 is there some maintenance, labor and others involved in
t

d 17 it?
= !
5 18 MR. 80RGMANN: The figure 39 million is capital_

e
i"

19 costs only. Ia 4

a
i

20
{

i ;_ __ _ _ _ _ __

21 ;
i

!

22
>

23 |
.

25
'

I
!

i I
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I
MR. DENNISON: This would be the capital

2 cost for the purchase of the hardware and the

3
installation as well?

MR. BORGMAUN: Yes.

f' MR. DENNISON: Has this monitoring facility
3 6
i been purchased as yet?
n
2 7
; MR. BORGMANN: Part of them have and part
E 88 of them have not. We have ordered computers.
d ~

We

d 9
g have ordered the in-plant radiation monitor equipment.

$ 10
y When we get into the instrumentaion mandated
-

2 11
g by 1.97, I would have to go down the list, and

J 12'

E I don't have that with me. There is a lot of detail --
3
- 13
@ some has and some has not been purchased. It's all

,

E 144

g on the road to being purchased.
7 15.j MR. DENNISON: Now, turn to the decommissioning

T 16
j | costs, and this is a question which you may wish to

d 17 |
| g pass over or respond to as the case may be.i

*

5 18
g My understanding.that the figure of
* 19 ij S3,000,551 was derived from using a 6.5 annual

20
inflation percent over a period of thirty-three years.

21|
Am_I understanding that correct?

22
MR. BORGMANN: That's correct.

MR. DENNISON: Now, if a percentage of

24 i
j eight is used, that figure of $3 million increases

25
to $15,900.000.-)

,

i
-
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1 MR. BORGMANN: No, I don't agree with that
*

2 number.

3 MR. DENNISON: Well, I have noted the --

4 for instance, the number of computers. I think it

a 5 would be, if you don't mind, Mr. Borgmann, an easy!
@ 6, matter to compute with a computer based upon an

,

R
$ 7 eight percent rataer than 6.5 and then to indicate --
X

$ 8 MR. CONNER: We object to the premise in
d
':; 91 the question that would necessarily relate to eight per-
3
@ 10 cent. It's a hypothetical number -- or any otherz
= 1

$ 11 ' number. We aware of Dr. Estes' findings, of course,
a
y 12 but there is no foundation for this.
x
3

13g The question does not include all of the
-

a i

E I'4 parts of the equation that should be included in
E ,j 15 i such a hypothetical question.
= -

g 16 MR. KARMAN: Mr. Chairman, it seems to me --
* i

-h
I7 MR. DENNISON: I will withdraw the question.

,

!E R

'e 18 MR. KARMAN: Your Honor, it seems to me we
C

"m 19
i have been over this yesterday. It seems we are just

a
20 going over grounds that have been tried before,

i

II l MR. DENNISON: Let me approach the matter
I

22 | this way, Mr. Borgmann. Have you had the opportunity
i

23 ; to review the direct examination of Dr. Estes?

24 MR. BORGMANN: I went over it briefly, yes.

25 , MR. DENNISON: Then, so that we might speed

)
:
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1 along, you noted in that review that he used a --

2 I would you to accept this -- it's a hypothetical

3 question, but based upon his review usinc a six

4 percent inflation for 1975 through 1979, and 6.5

= 5 thereafter, one arrives at a cost of $3,000,551 which is
Mn

j 6 essentially what you have done in your estimation of
R'

2 7 decommissioning costs, is that correct?
X

| 8 MR. BORGMANN: Yes,

d
d 9 MR. DENNISON: You use those same factors
Y

@ 10 of 6% and 6.5?
E

h Il MR. BORGMANN: Yes.
3

'd 12 MR. DENNISON: Now, what I would like for

): 13 you to assume is Dr. Estes is correct in using an
=

! 14 actual 6.5% rate of inflation for the years 1975 through
7
g 15 1979, and thereafter 8%,and in so using, he would achieve
z o

j 16 u sum of 513,000,901'for 1978.
A

N 17 You recognize that from Dr. Estes -- whether
a
E 3

3 IO - it is legitimate or not, you recognize that he takes |
5 !

,

g" 19 ; that position? -i

20 MR. .KARMAN: May I interrupt at this time?

21 | The figure you gave I think was not accurate. You were

22- saying S3,000,551. Is that what I understood you to say?

23 MR. DENNISON: 'S3,551,610 to be exact. These

24| . figures get so long as you get toward the end, you know.

|25f. Using the eight percent'under this same ,

4 1
i i
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I scheme, and 6.5 for 1975 through 1979 would raise this,
2 if Dr. Estes is correct, to S13,991,278. Is that

3 correct?

4 MR. BORGMANN: I recognize his position.

g 5 MR. DENNISON: Okay. Now, should his position
A

j 6 i be correct, or should this be borne out in the realities
'R

6 7 of the latter, is thera any reasonable assurance that
X

| 8 the financial stability of the utilities involved
d
$ 9 accept that sum, and you discharge accordingly withoutz

10 financial chaos?
=
! II MR. BORGMANN: Well, why would we accept a
3

g 12 sum that we don't agree to?
3
j IO | MR. DENNISON: I say if this is the reality

- of the latter. That's what the dollar and cents come to.
k

15
. MR. BORGMANN: I guess you could ask thea

j 16 question what if a plant costs S10 billion. I don't
w

.h.
I7 like to respond to a question that's hypothetical.

.,

18 MR. DENNISON: I request that the Board

'

direct the witness to respond.

20 MR. CONNER: If the Board please, we object

21 > again on the grounds stated that the fundamental error

22 in Dr. Estes' calculations and implicit in the question,

23 | is the fact-that it makes no allowance for the increase

24I
i in the interest rate corresponding to.the increase

25 from inflation rates, and accordingly, in our review the<

!
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I number is spurious.

2
Now, this has been gone into yescerday on

3 page 4048 of the transcript where thin was in fact
4 laid out, and I don't see any point in going through

I
e 5 it again, because .t's purely hypothetical.Uj 6

i It's like saying assume that the interest
R '

$ 7 rate remains constant and the inflation rate goes to 18%,2
] 8 won't that be an awful lot of money? The answer woulde
o; 9 be of course, it would. So, that's why the witness

10 properly refuses to accept the premise.
--
-

k II I JUDGE BECUHOEFER: I think Mr. Borgmann could3 1

j 12
answer the question, but it could be qualified in the

3
13j manner Mr. Conner has said, and I might add the Board

,'A 14 | =would be interested in knowing what the financial
s

15 effects of including the figure the way you have it
j 16

written down $4,766,000 -- which apparently does--

W

17 |G
3 ! take into account a difference in earnings.

l*

}.18 MR. RANDOLPH: I could respond with respectC
I'

g to that. We took upon ourselves in the rate department
20 to check Dr. Estes' calculations,merely arithmetic that
21

he used, and we accept his assumption of an eight percent
22- increase inflation rate and a six percent tax income,

3
we wo21d come up with $13,900,000, and we didn't hit

24
his number precisely, we hit S13,939,000, but the

25
difference would be,using not quite as powerfuli

i
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I a computer as Dr. Estes, it's around it, and when I

2 yesterday testified, there was certainly an apparent

3 relationship between an inflation rate and an interest

4 rate.

5 So, we used Dr. Estes -- made che same

j 6 calculations using an eight percent inflation rate,
a
b 7 and.7.4% interest rate, and that's where this S4,766,000
X
j 8 came from. We calculated again.
d

JUDGE BECHHOEFER: Perhaps Mr. Dennison's
I

h10 question could be answered using both figures?
=

hII MR. DENNISON: The essense to the question,
d

5 '12 if in reality the amount required is $13 million rather
3

I
j than three or four million, do these utilities have a

E 14
d reasonable assurance they can respond financially to
k
9 15
m that kind of.a cost?
z

MR. RANDOLPH: Well, I would presume that over

.h
I7 '

the --

E iw ,18
MR. CONNER: Did the Board rule on our ob--

C
"

j - 19 | jection? It's the same problem -- the elements of the

20
hypothetical are missing. .I think you_said the

21
witness could answer h: terms of adding the additional

22
elements, but that is'not the question that was just

23 ' ' asked.. ,

- -JUDGE BECHHOEFER: I'said. he could add with
25

the qualification. The way I understand it -- what

i
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I would be the effect on th'e company if those figures
2 were --

3 MR. KARMAN: Unless I am misunderstanding it,

4 either the tone I get from the witness table they--

5y don't consider the S3 million figure to be a possible
n
3 6 figure,e

,

a
R 7
; JUDGE BECHHOEFER: Well, they can say that.

8 The witness may say that.
d
6 9

MR. KARMAN: Well if that's the case, whyj

h 10
,

j pursue that any further, Mr. Chairman? How can you
=

,!
I

work from a premise from something that is considered

d 12z .to be impossible?
3

| JUDGE BECHHOEFER: Because this witness
x

$
I#

thinks it's impossible, but every witness may or may
E ir 15
E not.
*

MR. KARMAN: But they are testifying.
M

L .d 17 ' '
'

MR. CONNER: Yes. They will put in theira
.!*

E 18 '
own evidence. !

.

-

A i"
19 '

j JUDGE BECHHOEFER: Well, they have done that,

-20
but. I think the witness can testify to that figure --

21
~ effects - whether the conditions could coverwhat the --

22
that figure.

23
MR. CONNER: Why not go on to the next one,

;

24 i
j then -- 10% on his calculations would be S132 million.

'

25
MR. DENNISON: That's fine.

!

I
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I

I ! JUDGE BECHHOEFER: What we are really in-

2 terested in is the formula.

3 MR. KA RMAN : I think we are cluttering the

4 record with figures which are not going to serve a
|

5 useful purpose in the future, Mr. Chairman.

! O JUDGE BECHHOEFER: I think the witness may
R
b I answer.
M
j 8 MR. RANDOLPH: With the qualifications of
d
". 9"

anyone we have been discussing, S13 million per yearz
O

g 10 is completely irrelevant here. It's not likely to ever get
=
! II to that extent. We think the calculation that we madem
#

g 12 i is more reasonable, because we are looking at an
4

f 13 inflation rate over a long period of time -- 104 years
=
E I'4 and we don't think we are going to experience an--

sj 15 inflation rate for that period of time, but the answer:

I*

j 16 | to that question is we would not sit there for^
\

d

.$ 17|- thirty-three years while it became accummulated, and
5 IO'!
$ accummulated at the rate of $3.5 million a year when it's
%

'
g obvious it was going to be some other number.

20|' This number must be reviewed periodically and
t

21 I
j adjusted accordingly, and at the time it's adjusted, it

22 I
i would'become mv responsibility to go before the Public
I23 ' . Utilities Commission of Ohio and adjust the rate for

| decommissioning, which would be-part of our decommis-

25 ' sioning-rate,.and that would be ref]ected in rates.>

!

l.
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I I would assume that the other two companies

2 would have that same sort of responsibility and they

3 would do the same thing.

4 MR. DENNISON: I assume that your response

5,e | would remain constant, or the same, for the S132
e i

5 0 | million figure?
'R

b 7 MR. RANDOLPH: That would be a bigger problem
M
j 8 a bigger hypothetical, but yes.--

d

k I MR. DENNISON: And if that should be the
z
o
,$ 10 case, that steps could be taken with reasonable as-,
=
5 II surance at this juncture of the proceedings that steps
3

f II taken in the future would be responsive and could
3

13
j satisfy this indebtedness without financial chaos
x

$
I4 to any of the utilities or to all utilities?

g$ 15 MR. RANDOLPH: Ithink the reasonable as-
=

0 ' sumptions in calculating that rate, that we have

h II |
. reasonable assurance of being able to remain responsive.
=

b IO MR. DENNISON: Now,while --
~

"
19

; g JUDGE BECHHOEFER: Mr. Dennison, at some

20 point we would like to take a lunch break. So, when

21! you come to a convenient --

22 MR. DENNISON: We have arrived at a spot,

23 ;. Your Honor.

24 JUDGE BECHHOEFER: Let's break for an hour
i

25
! .and fifteen minutes for lunch at this time.
i

!

l
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1

(Whereupon, the hearing in the above-entitled
2

cause recessed at 12:45 to reconvene later this same i
i

3 '

day.)

4
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1 AE1EEE2SE EEE11EE

2 (2:00)

3 JUDGE BECHHOEFER: Back on the record.

4 Mr. Dennison, are you ready to proceed?

;i MR. DENNISON: Yes, Your Honor,e 5

el

8 6 As you' recall,-Mr. Randolph was about to
e

'
R
g 7 respond to a question. The question is this: whatever

A 't
the rate base may be as authorized by the Publicj 8|

d i
= _9 ' Utilities Commission, your income can fluctuate based
i
o
n 10 upon the consumer's consumption, whether it is ex-
E_

i 11 horbitant, or on the contrary if he is conservative,
<
3
J 12 is that not true?
E !

=
i 13 MR. RANDOLPH Yes.

,

E

E 14 MR. DENNISON: And in a situation or cir-
N ,

= 1

2 15 | cumstance in which consumers would become conservative,
w
x

l <6 - ) .this would influence your ability to discharge the'

j
d -I

i 17 | debts which you are undertaking after the rate base
$ i

$ 18 , goes into effect as itLrelates to the Zimmer plant, is
= i

C 19 | that not true?
*

1= i

M I

20 | MR. RANDOLPH: It could if we did nothing about
|

21| it, but assuming that we took proper actions, we would

22 go back in again and adjust the rates.
!

23 MR. DENNISON: That is increase the rate to

24 |
sortLof. counter the action of the consumer in reducing:

i
25- his monthly payments to the respective utilities?

i
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I MR. RANDOLPH: With respect to the format'

|

2 that I understood you to present, that there was a

3 decrease in sales volumes or something like that,

4 then of course we are not predicting decreases in

5j sales, we are predicting lesser increases.
n
! 6 MR. DENNISON: You are predicting what?
5
b 7 MR. RANDOLPH: Lesser increases.
M

| 8 MR. DENNISON: In sales?
d
k I| MR. RANDOLPH: Yes.2
0
$ 10 MR. DENNISON: Now, I am not sure I understand
$
5 II the semantics of the matter -- you are talking about
3
d 12E sales, or are you talking about sales to new customers
6

13
j or are you talking about increased consumption to existing,

customers.
E

MR. RANDOLPH: It would be an element of both.
=

E 0 MR. DENNISON: All right. Now you had indi-
w

h II | cated your expertise with the Public Utilities Commission,
5 i

, $ and as part of,the obligation
'

putting it another way,--

t a
"

19
j the responsibility of that Commission to respect the

,

20; rights of the public itself is that not correct?--

I ;M R . RANDOLPH: That's correct, that's one

22 | of their responsibilities.
:

'23 |I MR. DENNISON: And would you say that the

24 principal or primary responsibility of that Commission

25~
j is to the public and to the utility secondary?

1
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1

{ MR. RANDOLPH: I don'w know that it can be
2 divided.

3
MR. DENNISON: Now, you have remarked in

4
your testimony yesterday concerning some sort of

e 5
g experiment which was conducted, either by your utility"

.

3 6'

or by yourself, concerning a test group of consumers who*
_

E
a 7
; were asked to conserve.
n

8 8a MR. RANDOLPH: Well, that's not a properd
6 9
g statement of what we actually did. We did run an'
o
P 10
@ experiment involving a tc tal of 150 customers, but
-
_

g ~11
E

we had fifty customers on one time of day rate
d 12
y schedule; fifty customers on another time of day
-

.

: 13 i
j schedule, with a bigger peak differential; and then;

^

$ 14 !
# fifty customers as a control group.
m
9 15
G What we actually did was bill those cus-z ,

7 16
[j tomers the time of day customers on the time of day--

,

17-|"
d and what we were trying to find out is how

i

, ratei --

5 I
w 18 -
p acceptable this type of rate form would be to those
P

19 |-

j customers.

20'
'

Whether they thought this was a good --

21 ~

if,they change their-consumption standards if this--

22
was acceptable to them or not, and we also wanted to

23 !
| find out, because the peak differentials were used,

24| 'f we could get some kind of response to price, andi|

25
-that.ran for about a year and we, as I exp3,ained earlier,

, ,

't
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I we didn't feel that we got very good summer data off

2 of that experiment because the summer was abnormally

3 cool.

4 So, we asked the customers to continue for

5j another year, we wanted to collect another year's
9
3 0| data, and eighty-seven percent of them said they wanted

7 no part of the rate structure, and take the experimental
;
j 8' meters out, and they_didn't want to continue.
d

9 MR. DENNISON: Now, here recently your
e

h
10 utility has experienced a great deal of inquiry from

,

= i

! II its customers concerning its rates that is the--

3
d 12z customer rates.

-o
3 MR. RANDOLPH: Yes.

E 14g MR. DENNISON: To such a degree that you were
e

I required to run advertisements by television explainings

7 16 ~-that switchboards were overloaded and that this was3
w

d 17 | due to unseasonable weather.x
E j -

!
$ MR. RANDOLPH: Yes, that's right.'

9
"

1

|

. MR. DENNISON: Now, from that representation,8 i

-n

20|! has this winter been more severe thanEthe winter of

21|l '77 '78 and '79?

22 I
i MR. RANDOLPH: It was colder for heating

23 ' '

; purposes than last year, and we measure these things

by heating degree days, and we have had more heating

25 - degree days this year than previously.
.,

-!

'
I -

ALDERSON REPORTING COMPANY, INC. |.

_ - - _-



IV-15 4264

I Now, that doesn't mean the same severity of

2 winter, but the actual heating requirements were greater.

3 MR. DENNISON: Now, were these consumers also

4 advised that there had been a rate increase made appli-

5y cable to their bill in the same ceriod in which
"

t' '

2 6
! they were lodging inquiries to your utility?
'R

b 7 MR. RANDOLPH: Are you talking -- what are.you
3j 8 talking about when you are speaking about a rate in-
d '

}".
9 crease? Are you talking about the increase granted by

10 the PUCO on February 15 of 1980?
=
! II MR. DENNISON: This would be now -- on current
3
" 12E billing?
3
j

13 MR. RANDOLPH: Well, that has been on billings

4 as of February 15 of 1980. It's not a recent increase.
$_

b MR. DENNISON: And is there any additional;
*

i

g 16 | rates since that which ha.= been placed to the billing
^

i

of customers of C.G. & E.?
E !

$ | MR. RANDOLPH: The change in the fuel adjustment
9

g"~19 cost, that's in there.

O MR. DENNISON: That would also accelerate --

i

21 i or escalate, pardon me -- the rate, or the dollar the

j consumer pays'to you?

3' MR. RANDOLPH: 'Yes, he would experience a

24 | higher bill.

25 MR. DENNISON: All right. Now in response to
-i.

!
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|

I the four questions posed to you -- rather to the

2 utility, but responded as to, I believe two or more of

3 you yesterday concerning your expertise with the

4 Public Utilities Commission of Ohio as to what would be
i

5j the circumstance of the influence of the shutdown over*
;
n !

3' 6! an extended period -- I think the period elected was
R
b 7 the nineteen months by your response if I' recall

| 8 correctly.
d
[ 9 MR. RANDOLPH: That particular response was
2

10 not my response. It was perhaps the company's response,
3
-

5 II but I was not part of the drafter of that response.
3

f I2 MR. DENNISON: You responded then to three
-

3
13

@ and four of that inquiry?,
_

w

$ 'I4 MR. RANDOLPH: Yes.
kj 15 MR. DENNISON: In response to number three,
x

j 16 j you stated that there was, I believe, and correct me if
w ;

$" 17 , am wrong I am bearing somewhat on recollectionI --

E |

0
$ aof notes that there would be nothing by virtue of--

w
h

8 Public Utility Commission of Ohio regulation as it
n

20 would pertain to the time out of service to remove
,

1

21 ! your rate.

22 Did I understand that response correctly,

23 ;1 and if I didn't, go ahead and enlarge upon it.
i

| _MR. RANDOLPH: That's not -- what I intended

25 to do, and/I believe I did say to the best of my

,
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I recollection I don't know of anything in the statutes o r-

2 the rules and regulations of the Public Utility Commission

3 that addresses the question of the time that a plant

4 would be out of service, but it's going to be taken

5j out of the rate base.
-7

5 0 MR. DENNISON: All right. This does not say
R
$ 7 _that it would be taken out of the rate base at any
3
| 8 point in time pursuant to a determination of the Public
d
"
~. 9 Utilities Commission based upon appropriate notice andz
o

10 hearing to rescind the prior order.
_

$ II Basically you did not mean to say that, did you?
m

N 'MR . RANDOLPH: No.
E
a -

E' MR. DENNISON: You are aware that this Zimmer
=

E 14 ! plant,. hypothetically, will experience a TMI relatedw
$
0 15 I

-g accident on its fourth month of. operation, and there-
-

'

? 153 after it would be appropriately removed from the rate
*

\
p 17 ! -

base by the Public Utility Commission, is that correct. ;,

5 ! l
I

$ -- by-statute?
|-

"
19

j MR. RANDOLPH: Not appropriately, I wouldn't
,

!

20 think. We can get argumentative on it, and I don't
[ ..

21 I
j intend to do that,.but all the Commission decisions to

22 I
'

i date -- I mean all of them that I am aware of, and

23 | these are the current ones -- have allowed the utility
a

24 i
,

to retain the plant in its rate base and have made

25 ' what's' called a normalization adjustment, which means
g
Fi

!
,

! ALDERSON REPORTING COMPANY, INC.
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1
that they have reflected the expenses of the utility

2'
company for the test period as if the unit in question

3
had beenEin service for the entire period -- as it had

4
been expected to be for the entire period, and whatever

3 availability factor is appropriate,
a

3'6
i MR. DENNISON: And did any of these involve
n
R 7
; a nuclear reactor?
a

- MR. RANDOLPH: Yes.
d
c 9
g- MR. DENNISON: And did that nuclear reactor go
ze 10
j out of service in any wise of the same degree of accident
-

5 11
g experienced at Three Mile Island?

d 12 <

-2 MR. RANDOLPH: No.
R
: 13
j MR. D E N-N I S O N : Would this be such things as,

'

2 14
'

d have been experienced at Davis-Besse from the stand-
-T
r 15
2 point'that it is shutdown because of circumstances
x
'

16| having to do with the operation of the reactor itself

d"
17

as opposed to accident?-
z-
5 18 '

; MR. CONNER: Objection. That was all gone
'' 19 i .

. +'j into at length yesterday --the basis for this so--

20
we can't go over it again.-.

21
-JUDGE BECHHOEFER: I think that c, articular

question was answered.

23!
MR. DENNISON: I am sorry. I didn't recall

- 24 i'

! it, so I apologize to the Court for the redundancy.
25 ,

Now, you are aware, are you not, Mr. Randolph,

!

11 ALDERSON REPORTING COMPANY, INC.
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I
that pursuant to Ohio statute any person, or the

!

2 I

utility -- and I presume any person would include an '

:

3 individual such as the Intervenor -- may cause
4 a hearing to be conducted before the Public Utilities

e 5 Commission of Ohio for purposes of rescinding a prior9
4

| rate and for proper finding,g 6
that rate may be re-

C
b 7 scinded.
3 i

k 0 MR. RANDOLPH: Yes, I think that it would
d
". 9~

have to be qualified, though. The person, I believe,2
O
P 10
g would have to be a customer of the company, but other
_

= II 'E than that, yes, I would agree.
3
" 12

Some customer of Cleveland probably couldn't
:

13
do this in our service area.

E 14
g MR. DENNISON: What you are saying is it
k

{ 15
would have to be a customer within the Zimmer scheme?z

g' 16-

MR. RANDOLPH: Yes, they can bring a cause

6 17 !
w .

for complaint, yes.
=- '

iE 18
MR. DENNISON: So, you don't quibble with

'

=
.9
"

19j. the power of the Public Utility Commission by way of i

20
authorization to remove your grant of a rate base

I i21 I ' :should you have a TMI' accident much in the same manner
i
.

22 ' as it was removed in-Pennsylvania from their rate

23 ' '. base?

24 i
MR. RANDOLPH: No, I wouldn't.

25
MR. DENNISON: Under that' set of circumstances,

i
: ALDERSON REPORTING COMPANY, INC.
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1 what.sor.t of financial circumstance would this place

2 all three utilities?

3 MR. RANDOLPH: , Well, since the unit is about

4 seven percent of the total, and we are talking about a

5g company with a total gross sales volumes of approxi-
?

@ 6 mately S2 billion, and assets of somewhere in the
'

R
R 7 neighborhood.of $4 billion for each of the companies,
N

| 8 I don't think that that would be a catastrophic type
T
y 9 of occurrence as it was at Three Mile Island, although
3
@ 10 of course, it would be a financial dif'ficulty for us for
z
= !

$ II a while.
3

N II MR. DENNISON: Now, I take it that you address
=
3
5 13 that adjustment basically a seven percent usage
m

I4 where you are' concerned, nine to Dayton, eight to
$

{ 15 Columbus, as opposed to twenty-four percent usage in
a
j 16 | Pennsylvania?
*

i

( 17 i MR. RANDOLPH: Basically, yes.
l=

5 18 MR. DENNISON: All right. In your cost -

|P

g" 19
j analysis here, have you contemplated like for like

20 year from the standpoint of having the requisite

2I capital for a clean up of the magnitude of Three Mile

22 Island in which you would be required to spend funds
,

i

23 from-the three utilities in the amount exceeding

24| $11 billion?
;

25 ' MR. CONNER: Your Honor, we object to this.
i

ALDERSON REPORTING COMPANY, INC.
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1 This has been gone over. In yesterday's transcript,

2 starting at 4092, the previous question, and this

3 business about the clean up has all been gone into.

4 JUDGE BECHHOEFER: I think we had that line --

g 5 there was hypothetical clean up costs, and the
8 :

3 6-| question was could they afford it. I think that line
'

R
d 7 was gone into pretty thoroughly.
3
j 8; MR. DENNISON: I thank the Court for it's
d

-q 9 indulgence. That concludes my questions.
2
o
g 10 JUDGE BECHHOEFER: Mr. Heile?
3.

k_ II MR. HEILE: Yes, thank you, Your Honor.
3

N I2 I will address my first question to Mr.
,=

={ 13 ! Randolph.
_

'

| 14 Mr. Randolph, in the computations that were
E Ij 15- done by the company as to the operational expense of the
=

E I6 Zimmer plant, I believe it's for first five years,
A

-

I7 ! in response to Question 1-A in your testimony at the
=

} 18 'bottom there is a return -- rate of return in each--

A

g" 19 ! of those' instances.

20 I believe in each one of the examples the rate

21 of return is 10.52?

'11,| MR. RANDOLPH: Yes.
I

MR. HEILE: Do you have the source of that

24 projected rate of return of 10.52?

25
! MR. RANDOLPH: Yes, it's'a weighted average

!

ALDERSON REPORTING COMPANY, INC.'
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I of the three companies of the actual rates which

2 were granted by the Public Utilities Commission of

3 Ohio in our last rate cases

4 MR. HEILE: So, i t ' r. an overall rate return

5j to the return of equity, is that right?
9

@ 6 |

MR. RANDOLPH: That's correct.
# |

|!
3 7b MR. HEILE: Now, are you projecting then
A i

'S 8N that the conditions would hold to an overall
d
"
~. 9

rate of return of 10.52 in the first five years of

10 {i
o
6
j operation?
=
k II MR. RANDOLPH: No.
3
# 12E. MR. HEILE: So, I can assume that the figure
c
a
g 13 of 10.52 in the fifth year would actually be more
~

<

I4
'

likely higher than that, am I correct?
m
0 15
h MR. RANDOLPH: I would hope so.
z-

2 16
g j MR. HEILE: So, to the extent that you are

I-e j7
3 applying the figure of 10.52 in'the fifth year of,

E
IS |!2 -

operation, taking for example the instance of fifty-two=
9 1

19 I"

j percent plant factor, and then sixty-three in the

20 i
'

j second; seventy-six on the third; seventy-four on the

21 |I fourth, and seventy-eight on the fifth -- do you know
I

22 '
j which document I am referring to?
i

23 ;' MR. RANDOLPH: Yes

24 I
i MR._ HEILE: .I would assume that that figure

25 -dhen-is based upon your estimates'of future rate of

.

: ALDERSON REPORTING COMPANY. INC.
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1

j return areas is weighted for the three companies is

2 slightly low, isn't it?

3-

MR. RANDOLPH: I would think so, yes.

4
MR. HEILE: Do you have any estimates on what

e 5
the projection of the actual amount of that figure

3 6I
| * i might be?
, n

R 7'

; MR. RANDOLPH: No, we are waitihg for an
n

order by the Commission now that will give us a new
d
6 9
j number, and I don't know what that will be

b'

10
5 Mr. Zimmer has pointed out that it depends on
=
5 11-j the cost of capital, on the relative merits of the
d 12
j' testimony of:all witnesses in rate cases, and all
3

$-
13

. that sort of thing.
E 14 |
d 1 MR. HEILE: Speaking of cost of. capital, have
k I

2 15 j
g you or your company, or anyone on the panel, made any

.' 16
) effort to determine the effect on cost o f common

6 17
@ ! equity capital of a -- that is the perception of risk
c I

w -18
| . ;= viewed by the investor by the companies that may
| 5

$
19

be*in the construction phase of a nuclear plant,

20
l- and whether that in fact may increase the cost of,

21
capital?

.

22
.

MR.-RANDOLPH: No, we haven't made any
|

23 1
. specific calculations to quantify that, although we

24 i
j are aware of written analysis by other -- by securities

25
and lists who would indicate that utilities who are

:
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| .

I in a construction or operating phase would have a

2 higher risk.

3 MR. HEILE: Do you know how that quantifies

4 in terms of raising equity capital in the market?

5y MR. RANDOLPH: No.
n
j 6 MR. HEILE: Do you know if there was testimony
R
R 7 'n the most recent rate case from any of the witnesses-

.

2
j 8 that the investor perceives a higher risk, and
d
". 9~

therefore the cost of capital is greater to those
o
H 10
g companica?
=
! II MR. RANDOLPH: I don't recall the specific
3

g 12 ' testimony, but I think that there was testimony.to that
c

! 13 effect.
- ,

g 14 !E
MR. HEILE: Now, I assume perhaps you would

k.

b be the right person to ask, Mr. Randolph. Do you
x

I0 know why the Applicant has submitted the testimony

d"
17 ' of Dr. Melnick who was the rate of return witness in,

E .!
w 18 the most recent Cincinnati Gas and Electric rate case,=
#

'

j and has been in other previous cases.

20 Do you know why that particular. testimony

21
; . has been placed into evidence in this case?

22 I am aware of the fact that
i

23 |> 'the Commission has asked certain questions. However,
.

24 '
f I am not certain that' the intLat was to put it into

25
this case. Were you responsible forfthat decision?

_

l
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I MR. CONNER: Objection. I think perhaps'

2 i Mr. Heile waEn't here yesterday when we went into this,

3 but we pointed out this information was submitted in
i
i

4 | response to the questions asked by the regulatory
g 5 Staff and submitted in November of 1980, and that's
R

j 6 all it was offered for. - Just to make the record
;-

7 complete it was part of the application, and it was
sj 8 tendered as such, and I explained that yesterday.
d,

" 9~. MR. HEILE: Your Honor, I am assuming from
z
O

$ 10 Mr. Conner's response that the thought of the Applicant
_3

! 'II to submit into evidence responses to those questions,
3
d 12f albeit, not necessarily to prove the financial cap-
= |

5 13 | ability of the company.
a

-
i

= i

$
I'4 Is that a fair characterization?

=
C
h 15 | MR. CONNER: More or less. As I explained this
=

E I0 at some length yesterday, since it's part of the
iA :

"
$ 17 | application, we felt the obligation to present it

$
IO |2

| to the Board, but y>u probably weren't here.
N |

3 | We struck one piece of testimony because
r-

20 l it really doesn't matter that much as far as we are;

"I concerned.~

MR. HEILE: Perhaps I wasn't present, was
;

| the -- excuse me.-
|

| Was the testimony of Dr. Melnick stricken?

25 'i . MR . CONNER: No, it was not.

ALDERSON REPORTING COMPANY. INC.
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1

MR. HEILE: May I inquire, is it the

2
Applicant's intent to set forth Dr. Melnick's testimony

3
for the truth of the statements contained therein?

4
MR. CONNER: No, if you would like to strike

5e
it, we will strike it, too.-

n s

8 6 |
*

- l MR. HEILE: I am presently inquiring as to_
"

!8 7
; its function. Actually, I don't know if I want it
n
* 88 stricken, but I am trying to apprise myself of the
d
6 9
i purpose of the presentation, and I would like to
O
b 10
E know if it is the presenentation for the truth.
= !

MR. CONNER: No, it is not.
d 12
3 MR. HEILE: Mr. Randolph, do you know in thea
N 13
5 ; most recent rate case if the witness whose testimony
E 14
y is appearing in response to these questions categorize
9 15
j the Cincinnati Gas and Electric Company in an analogy

T 16
@ as a sick company?

d 17 !

E 18 ).
MR. RANDOLPH: I don't recall that statementa

w
|

'

.g a. sick company. Can you direct me?--

" 19 i I

$ MR. HEILE:- In cross examination, the analogy !

20
would have been along the lines of " don't take

21
| numbers from a sick company to try-to make a company

22
well." |

23
| HMR . RANDOLPH: Well, the analogy that I

-24 I
i remember is close to that. I think Dr. Melnick was

25
g talking about the electric utility-industry in total,

:

3 ALDERSON REPORTING COMPANY. INC. |
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I and he was talking about comparative analysis. Was

2 that not correct?

3 MR. HEILE: I am asking you. I don't know.

4 MR. RANDOLPH: As I recall he was talking

5j about a comparative analysis that we thought will be

I 3
6|' made by another witness, I believe.' e

,

n
! R 7 MR. HEILE: In any event, you certainly would' -

M
8 8

j not agree that Cincinnait Gas and Electric Company isa
d !

= 9- a sick campany in those terms?y
o
P 10
j MR. RANDOLPH: No, I wouldn't characterize it
=

!" as sick. I think we've got some problems in rate
3
6 12
3 relief, and we are doing the best we can to get
*
a

13
j that, but I don't think we would characterize it as a

,

~ I4 sick company.
k
g 5 33, 33133, 3,,, 1,es, ,,,, ,, ,,,, ,,11,g,
m
~
- 16

g Mr. Randolph, isn't it a fact that the company,
I..

h notwithstanding rate increases, has been lagging
;'

E 18 '
2

behind the authorized rate of return that's been |-

H I

E 19 . recent rate case?g g -granted in the most

Q I
! MR. RANDOLPH: Absolutely.
;

21 I
| MR.- HEILE : 'Was that because of inflation
,

-22 ~I or because of construction program? Do you have any

23 '
opinion?

~ 24 i
! MR. RANDOLPH: Yes. Primarily because of

- inflation and because in Ohio our test period for this
4

i
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:
i

I last rate case was for the twelve months ended October,

2 and here it is March, and we haven't received a rate

3 relief yet.

4 So, we are that far behind where we should

5j have been on the rate of return, and by the time
n
@ 6 i these rates are put into effect, the full effect of
R
b 7 the rate increase won't be felt for a full year.
2
j 8 ' So, there is that lag, even though under
c
d
~. 9 the new law we are not quite as far behind as we usedz

10 to be, we are still at least a year'behind.
$
! II MR. HEILE: Now, in the computation ofa
d 12i decommissioning costs, there was reference to a 6% tax
c

f 13 free interest rate.

I4
Perhaps, Mr. Randolph, you may be the

zj 15 appropriate witness to address this. If you are not,
*

i

j 16 | please direct me to any member of the board that is.^* i
# 17 '
3 : Is that a net tax or after tax, or statutory?
=

IO
MR. ZIMMER: That was a tax free rate

-
"

19
8 -MR. HEILE: So, my assumption is it would

l20
be addressed in some kind of a tax-free bond?

MR. ZIMMER: That's correct that's under--

22 i
! the present circumstances. You understand that there
f

23
are some requests pending for different tax agreements

i

24 ,
! that could change the' type of investment?

25
MR. HEILE: Yes. There certainly has been

I

i
,

; ALDERSON REPORTING COMPANY, INC.
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1 no legislative conclusions as to that?

2 MR. ZIMMER: Not at this time. That's why

3 we use the tax free rate.

4 MR. HEILE: The assumption would be to

g 5 invest the money in the tax free rate -- whatever
A

@ 6 ' that might be at the time?
W I

2 7 MR. ZIMMER: That's right.
A

| 8i MR. HEILE: And you are ';suming then,
d !
C[ 9I also, the tax-free rate to be approximately 6% over the
I

h 10 thirty-three year period?
'E
_

j 11 MR. ZIMMER: I assume that, and I will grant
3 .

I 12 you that it will change. It will go up, or it will
3
g 13 go down, I don't know where. It's lower at the moment,
8 i
m I

$ 14 but it changes in concert with the inflation rate, and
5j 15 there are a lot of questions asked earlier today
3 i

j 16 | - about the 6.5% inflation rate.
'

2 i
i

$. 17 i Obviously that will change. If we use the
' N

18 6 1/2% inflation rate and applied it to a quarter

#
'

a 19 j candy bar, over the next 137 years you are going [M i !

20| -to have a $13 or $14 hundred candy bar.

21 ! MR. HEILE: Perhaps you would be the person
h-

12| to' answer this. Who would the trustee of these funds I

23 | be?
:

24 -| MR. CONNER: Objection. That has nothing
:

' 1I to.do with the financial qualifications of the Applicant.
,

d' ALDERSON REPORTING COMPANY. INC. |
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1

i MR. HEILE: Your Honor, my perception
2

is whoever the trustee would be would invest the
3

money in a prudent fashion, and I am just trying to
4

ascertain --

;

e 5 i

j | JUDGE BECHHOEFER: Objection overruled.
8 6 !
1 MR. ZIMMER: No trustee has been selected yet.
N

R- 7

{ This is pending before the Ohio Commission at the

}{
8

present time. Final determination of whether there
d 9
z will be an external fund or an internal fund will beo
b 10.

E determined in our application now pending before the_

E 11

$ PUCO.
'J 12*
g MR. HEILE: So, my assumption is it's not

~d 13 |
E been' determined whether or not there will be an
E 14
j independent trustee?

j

E 15
y MR. ZIMMER: If our request is granted

T 16
.! there will be an independent trustee.!

6 17 '
y MR. HEILE: And that would be in the nature

i

5 18 : j
l

E of an independent some type of financial ----

h 19
M MR. ZIMMER: Well, along the lines of a

20
j local | bank, or New York bank, or some other responsible

21 i
establishment.-

22
MR. HEILE: We. spoke earlier about insurance

~23 '
and there was some questions,

.

casualty insurance-- --

24 I
and my recollection ~is there is currently property

25
I~am talking about_non-liability propertyinsurance --

:

; ALDERSON REPORTING COMPANY. INC.
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I in the amount of $300,000,000, I believe.

2 Is that currently being financed out of

3 the rates collected for the Cincinnati Gas and
4 Electric?

5g MR. CONNER: Objection. The question-- is it
v
! O currently?
R
b 7 MR. HEILE: That's the question.
A
k 0 MR. CONNER: Witnesses yesterday answered
d

I some questions about what will be,
o
H 10
j MR. HEILE: My question today is is it
=
! II currently being financed out of the rates.
E

f I2 MR. ZIMMER: As I understand it, at the
=
m

13g present time that premium is being capitalized, and,

a I4 !| will be recovered over the life of the plan.
a

$I MR. HEILE: Perhaps you could be a little
=

f 16 I more descriptive.
A

d" ,
MR. ZIMMER: It's being charged to the cost of

17
'

'

= i

E 18 the plant the plant not in operation.---

s
"

19
j MR. HEILE: I see. It's presently going in

20
the-cost of the plant.to the extent that a portion of

21
the cost of the plant may be in the rate base may be

22 | an expense to the rate . payer currently?
h

23
MR. RANDOLPH: No, the only thing that was

/
24 I

I charged to the rate payer was the return of,the plant
3

-

' 25 '
investment. None'of the operating costs have everi

r

3

-[
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1, been included ir, any rate of the company.
I

2 To the extent that that insurance cost

3 has been capitalized, it would have increased the amount

4 of return applied to rate base. So, you are only

; 5 talking about the cost of money.
N ,

$ 6! MR. HEILE: Thank you.
- ,

a f

6 7 Now, with respect to -- once again, the
3
j 8 projected operational costs for the first five
d

". 9'j years of operation, I see there is an amount given-

2 i

O i

g 10 here for nuclear fuel expense a plant factor.--

z
= i

! II | Is that commensurate with the current cost
3

y 12 of nuclear fuel?
,=

g 13 MR. CHITKARA: We answered some of it=
=
g -14 !. yesterday, but I can summarize it real briefly.
E i
2 15 i The nuclear fuel assembly for the initial3

I*

E I6 ' core have already been bought and paid for and they are
w

I7 at the Zimmer station. So, for the first two
=
E

18 | years these numbers are exact numbers. For the other !
i

-
1-

2 39 | three years some are estimate numbers, some are exact !

.

3 |
20 | . numbers.

2I i MR. HEILE: Thank you.

22 Getting back.to the testimony once again that

23 was provided by Dr. Melnick.in this -- and Mr. Randolph,

24 | you may be able to answer this quest ion.,

25 It's a fact that the Commission in its
!
i.

ALDERSON REPORTING COMPANY, INC.
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- I order, which is also 2nnexed to this filing, did not'

2 accept Dr. Meinick's overall representation on the

3 return on equity or the return on overall return, is

4 that correct?
i

5 MR. CONNER: Objection. Yoar Honor, sinceg |n
j 6 we have now said we-are not going to rely on the
R '

=
S 7 testimony for any purposes here relevant, I see no
N

| 8 . profit in wandering around it.
d
( 9, MR. HEILE: Your Honor, it's still in the
$ !

$ 10 record. I was only' inquiring whether it was offered
3
-

! Il for truth of content. I am simply trying to demonstrate
3

f II any inconsistencies that-might exist between the
4
g 13 testimony on the one hand, and the filing on the

14 cther.
zj- 15 MR. CONNER: It would be irrelevant in any
.=

d I0 event.^
\

c g7 I

d JUDGE BECHHOEFER: Objection overruled.
'=

,

!

f 18.| MR. CONNER: Then we request that the witness ,

'N |I9
g ' display the particular part of tt.is order. I mean

20| dispity the particular part of this order that he is
!

I
.

talking about so this witness can respond directly.

22 ' JUDGE 3ECHHOEFER: Yes, please do that --

23
.

tell us so we know.
!

| MR. HEILE: On page twenty-five of the

' opinion and order of'the rublic Utilities Commission of

I
i ALDERSON REPORTING COMPANY, INC. | .,

1
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.

I Ohio in case No. 79-ll-EL-AIR, underscost of equity

2 in the first paragraph:

3 "Ccepany witness Melnick recommended a range

4 of 14.8 to 16.5% cost of equity, while Mr. Wathen.

5p found the cost of equity to be in the range of 12.93
5 i,-

g 6 i; to 13.78.
R
$ 7 " Consumer's counsel, Witness Parcell, con-
X ,

k 8| cluded the cost of equity was in the range of 12.0
d !

~. 9!"
to 13.0% based primarily on his capital earningn

z
o

h
10 approach."

=
k II | Then, if we drop down to the second to the
3
d 12i last paragraph, in the middle of the paragraph, the
=

f13 Commission states:
m

Y
I4 "Whereas Dr. Melnick does not use any

Ej 15 empirical data in calculating his f eld range, and Mr.i
x

16B Parcell seems to ignore recent changes in dividend.
-s

$" 17 j yields, Mr. Wathen has used market data for the twelve
2 i-x 19 ' ,

month period November, 1978, through october, 1979 for i=
9

g" 19-

! C. G. & E. arriving at his dividend yield of 10.09%."

20- I will now go the following page -- the third

21 | paragraph:

22 " Adding the estimated growth rate of 2.44

23 percent-to the dividend yield of 10.65 percent, the

24 Commission concludes that the base line cost of equity

25 is 13.09 percent."
,

d - ALDERSON REPORTING COMPANY, INC.
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I That tells me, and correct me if I am wrong --

2 that tells me that the Commission does not agree with

3 Dr. Melnick's recommendations for the base lira ecst of

4
J equity in that case. Is that correct? |

5-g MR. RANDOLPH: Well, you haven't gone far
a
+

|i enough. The Commission actually found the cost ofg 6

R i

3 7
'

equity was 14.39%
3
a On MR. HEILC: Which Dr. Melnick -- the high
d
s 9~

z. part of his range was considerably over that, am I
c
h 10 correct?
Z
_

! II MR. RANDOLPH: Yes, that's true, and to clearly
3
# 12E characterize that they didn't take into consideration

O

.f I Dr. Melnick's testimony is not correct either, be-

I4 cause they did go to the upper end of the Staff's
k
7 15g range.
m

j 16 | So, Dr. Melnick may have had some influence
w
" 17 '

-h in tilrecting them to the upper end of the Staff's range,
=

f IO | but they did not find Dr. Melnick's return of equity
s
"

199 as being appropriate return.

20''

MR. HEILE: I assume they did not agree.with

21 Dr.. M61 nick's overall 12-turn percent -- if you recall?

MR. RANDOLPH: No, the same would apply. The
i,

23 ' fact that Dr. Melnick may have had'some influence in'

24; directing the Commission'to'go to the upper end of |

25
4 the rance,
f. '~

:
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1
MR. HEILE: All right.

2
Now, Mr. Borgmann, let's get into the issue

3'
I believe you testified that Zimmer would be providing--

eight percent of the Cincinnati Gas and Electric,

e 5
Company's total power?-

"
i

3 6ie
| MR. BCRGMANN: I think I said about seven.,
-n

2 7*
; MR. HEILE: About seven percent, okay,
n
8-8

that is assuming Mr. Borgmann, that other plants area

d
= 9

not down for maintenance and operations during the
|

g
@ 10
$ fall season -- that's an average, is it?
-

E 11
g MR. BORGMANN: Yes, that's right.
d 12
3 MR. HEILE: Does it take into consideration de-c
: 13'!
s grading for maintenance?
E 14 |
p MR. BORGMANN: Well, basically it does. We
-I
e 15

'

g are saying that with. respect to the capacity of the
~
- 16

g system it would supply about seven percent, and we nor-
p 17 i
y ; mally carry at least twenty percent reserve.
m" 18

So, either with the seven percent out, we-

H
E 19
j | would still have more than our load requirements. So,

20
-depending on the type of load that we have -- whether

21
it be our peak load or somewhere in the spring or fall,

22
.-[. you would have more and more excess at other times, but

23 |
basically you would always have excess that you can

.24 I ' carry,
25 .

i j .: Now, obviously if everthing were out of

et a ALDERSON REPORTING COMPANY. INC. |
t
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1 service then you could have a problem, but basically,

2 even wich a thirteen or fifteen percent reserve,

3 you ought to be able to carry your load just about

4 at-all times,

e 5
3
n

j 6

R
E 7

K
j 8

d
d 9
I'

f 10

_E
j 11

a
d 12z
=
-

.5 13
E

E. 14
i'l
=
2 15 <
w i

-

g 16
:d

[ 17
:.:

E . ,w so.. .

=
iI: i

19,
-5

20

s ,.

21 | |
1.

.

1

: 22 |
l i

23} I'

!
$

:
24;_l -

25 -

i

: ALDERSON REPORTING COMPANY, INC.
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13/3 MR. HEILE: So I assume that your answer is that the !-

)
12 seven percent figure does, in fact, account for the cradient
!.

3
.

3 for maintenance?

_
4 MR. BCRGMAN: Yes, it det ,

i

s 5 MR. HEILE: And I am also easumine the seven cercent
'

M
M
-

g 6 figure is based upon 100 percent cacacity creration of the '
i

-
M

2 7 Zi=mer Plant?
,
M

j 8 MR. LORGMAN: Yes, if we have 320 necavatts. So if it
d
y 9 were operating at 320 megawatts, that would re= resent sevenz
-

5 10 ! percent. '
iz

- 1

>-'

11
Q MR. EEILE: So it doesn't have to operate at its full
3 j

Y I2 capacity, sene 790 =ecawatts?
=
-

= 13
-

:MR. 30RGMAN: No, but, as I said yesterday, if having=
-

=
5 I4 1the lowest operating cost, it would be always leaded as high as i

,

-
, ,

,

>

j 15 ) it could carrv, because it would be the icwest kilevatt hours
I,e o -

=
.

16i creduced on the system. *

| t '

N I7 MR. HEILE: Mr. 3crenan, vou also rentioned the sun; x s -

!=

, { 18 of approximately S2,000,000 that you anticicated it migb* * = '< e t o
h.

-
-

"
19a satisfy, I think all they were characterized as severeien acenciesa

1

20 in terms of emergency ce==unication funding eendine, richt?
2I MR. 20RGMAN: I think a question was asked if I would: |

L .
-

22 | or if the three concanies would give the= everything they wanted,
I

IU i

. what number could they cossibly be excanded to, and I said !
I

24 i
. possible'ene or two million dollars.

|1-
*

.

25j 33, ggy,33: one or two7 {-i !*
, .

$
I

3' ALDERSON REPORTING COMPANY. INC. I
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2 MR. BORGMAN: Right.

2
MR. HEILE: Two beine a very generous figure?

3| MR. BORGMAN: Very generous. |
|

isnotcartofthefigurethatyoulMR. HEILE*. But that g
e 5
g ! used in your consideration by Mr. Dennison with resoect to it.
n

.

6 |I You related additional monitoring and communications, is that
3
*

S
a 7
; right?
n
3 8" i MR. BORGMAN: He was questioning Groun No. 2 in
d I

o 9
y emergency plans, and that's when I said he was asking if we
-

E 10
5 increased the S2.6 million that I indicated that we had in
E I

11|z
j there to whatever was requested, how high could the number go?

d 12
3 And I said one to two million more, possibly.
4
o 13
@ MR. HEILE: Now, in that Grouc 2 figure, did you

E 14 I
'

# . include any budget for -- and we are soeaking of sovereigne, so
= \
9 15 i

E_ we are considering devices being sought by the City o# '

T 16
$ Cincinnati iT these proceedings?

F 17 '
$ MR. BORGMAN: There is some communications commitment ;
-

.

5 18 : '

g in that number, monitorina eculoment in Grouc 4. |
i

I 19 I i

j MR. HEILE: Grouc 4, there is monitorina eculement?
;

20 !
I MR. BORGMAN: There is some, yes, in Group 4. ,

i

21 ' i

'
MR. HEILE: Can you modify that?

22 !
| MR. BORGMAN: Not exact. '4y recollection is there is

23 I
i 100,000 in sampling of monitorir; ecuioment, but I have to go

24 |
| back-and get some materials on these particular itemc. ,

25 I
'

MR. HEILE: Would ycq he willing to orovide --

!
ALDERSON REPORTING COMPANY. INC.*
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3 I MR. CONNER: Objection, Your Honor. We can be

2 providing things from the records for everything. As I said,

3 the time for discovery is over, time for negotiations is ovar,

4 and Mr. Heile represents the City and he ought to know what they
5y want. So I don't think we should allow this to be used for

9

! 0 negotiating purposes.
RI

b 7 MR. HEILE: Your Honor, we are not able to test the
3
j 8 reasonableness of the equioment that we are setting forth in
d
o; 9 here, unless we have some concept of whether, in fact, they have

h
10 | crojected some instruction.

=

$ II MR. CONNER: Mr. Borgman represented $100,000 out of
3

g 12 S30,000,000. That is pretty fine tuning.,

9

f 13 CHAIRMAN BECHHOEFER: Me will overrule the objection.
x,

5 I4! MR. BORGMAN: You are asking for a detailed number?
Eo j 15 MR. HEILE: Yes.
x

( E I0 MR. BORGMAN: I'd have to go back --
A
" 17
$ MR. HEILE: I asked if you would crovide it for the

,

E !
..

3 18 record.
C
"

19
8 MR. BORGMAN: Yes.
n

20 |
| MR. HEILE: Thank you. That's all, Your Honor.

|

, -

21|~

JUDGE HOOPER: Mr. Heile, what is the status of your
;

negotiations with the utilities about the matters-that you just

j 3-| referred to, the equiement?

I 24
| | MR. HEILE: I suppose, if the affiliate has no
; r

25 - objection, I can characterize that we have entered into
i

I

! i ALDERSON REPORTING COMPANY. INC.
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4 I negotiations for water and air monitorina. That necotiation is

2 I at a standstill. I imagine we can go into other neactiations

3 corresponding to utilities with other local governments, as well

4 I as other intervenors in the case. Currently, there is certainly

5y no resolution.
m

5 0
Did you want a more detailed -- I will be glad to --

R
b 7 JUDGE HOOPER: I was concerned about the role of thisa
j 8

hearing, in carryina the role of those negotiations.
d

". 9~

MR. HEILE: I don't think this hearing has a role in
?

h10 the. negotiations. I think ultimately, if the City does go to
.

=

5 II hearina on communication, that monitoring device, I am trying to3 -

" 12E ascertain whether or not the company, in its present plan for
4

cost of operation, has, in fact, concluded what might be
.3 14

@ j reasonably given b'; this Board and that requests for national
k |
0 15 i

j j l qualification of the comoany in terms of operating excenses.

! d I0
CHAIRMAN BECHHOEFER: Thank you.*

i

F 17
d Mr. Karmen?
=

-

| MR. KJ:RMEN: Judge Bechhoefer and members of the ft
-
-
" '

19
! Board, in view of the exhaustive cross-examination that has been
.n j

'

20 i
going on here for the east day and a half, the stuff has no

21 |
| additional questions of-the applicant at this time which it feels;

'
l

22 |
| would beneficially enhance the record at this time.

!23
I'do have one question that I_was not auite sure I got

:

24 i
| the answer to yesterday afternoon --

25
CHAIRMAN BECHHOEFER: Mr. Karmen, am I suecosed to

t

0 ALDERSON REPORTING COMPANY. INC.
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|

5 I I assume that this question won't beneficially enhance the record?
2 Ycu can ask it.

3 MR. KARMEN: I micht possibly submit that.

4 In the response yesterday, either Mr. Zimmer or

g 5 Mr. Randolph, I don't remember, you indicated that your last
R .

f acclication to the Public Utilities Commission of Ohio was notj 6

i R '

*
S 7 fully granted and that you will have to go back or have gone back
aj 8 again. What percentare of that recuest was granted?
d
k 9 MR. RANDOLPH: The increase that was eranted in? ~

@ 10 February of 1980, we received 43 percent.z
= !

! II | MR. KARMEN: 43, and you have gone back now?
E i

"
E 12 | MR. RANDOLPH: We have one pending now for $55,800,000
E I" 13 'i5 increase, which we excect the order now in the next couole of
- 4

b I4'

weeks.
~

!c
=
g 15 |! MR. KARMEN: I have no further questions.
= !

g 16 | CHAIRMAN BECHHOEFER: The Board, we have just a few
d

i

f I7 I questions. Mr. Bright will lead off.
? E

18 i ,

[ MR.. BRIGHT: All I want to do is clarify the record {t s t' "

3 19 | jt.st a bit. I think it was a question asked this morning by
'

.7

20
; Mr. Fisse, I think, of you, Mr. Chitkara. I an not very good

21 | en names. You will excuse ne. He asked about the excense, or

! 22
; his question was looking at the exoense of the emercency plan,
i

3
and he asked about-after decommissioning, and, as I recall, the

|
,

24| entirety of your answer was, "No." And I would like for you to |

25j tell'me a little merc about why a security clan of the magnitude
J

.

; ALDERSON REPORTING COMPANY. INC.;
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I6 that will be in place when the clant is in coeration will not be

2 needed when the olant is finally taken out of operation.

3 MR. CHITKARA: I think the cuestion that was asked

4
i in the morning was, "Did you have an emergency clan," tb we

5j were talking about $30,000,000, "Would there be any cart oa
N

j 6 | this after we go into the decommissioning mold?" ;

R
* 7 The answer was, "No," and I exclained by saying, "There"

3
2 8n is no relationshio between this $30,000,000 type of emergency

-d

]"- plan, portions of that. I think Mr. Borgman answered that there9
_

was no relationshio between the emergency clan during the life
=

!I of-the plan and the decommissioning mold. That was my answer, '

3
6 12z and I can discuss it a little bit further now, and in the
^
--

:
_

13 ; decommissioning, if you recall, we have four different:

E 14 ;
y j components in the decommissioning camoaign.

,

, = .

9 15 '
E ! In the third one, we have surveillance for the
x

T 16

| [ 104 years. Now, I was making a distinction between the

*
y

17 surveillance going on for 104 years and the emergency clannine
-

f
E 18 activities going on during the 32 years of the Zimmer life, and=
.-

E 19
( |

we do have cost estimates on the surveillance and on the
20 j

decommissioning.
,

! i I21 i
I MR. BRIGHT: Maybe I can clarify what I was tryina to i

.

|l'

22 | get at just a little hit. When the plant is finally shut down
i

'23| )- ' for the final time, it's not going to run again, is there any
I

'24 4

conceivable accident that could hacoen to that clant that could!

| 25 -

require the kind of emergency. plan that is necessary durine the
i
i

ALDERSON REPORTING COMPANY. INC.
.~



4293

7 1 plant's operation?

2 MR. CHITKARA: After the plant is put in a decommis-

3 sioning mold?

4 ! JUDGE BRIGHT: Yeah, after you quit running for the last
e 5 time, or never again.
E I

3 6 I MR. CHITKARA: After the plant is deconmissioned, thene :

'R
2 7 we have not taken into account any of the facilities that may be
a
j 8 available in our cost estimates.

'd
o 9 JUDGE BRIGHT: I am still not coming through, I don't
I
5 10 think. Does the plant, when it shuts down for the final time
!
j 11 and whatever, does it present any risk to tne health and safety
3

y 12 of the public bay.ond the immediate environment of the clant,
-

-

E 13 i itself?
E

i

| 14 MR. CHITKARA: No, it does not, because, as we are
*

t:
_

2 15 identified in the decommissioning mold, we have taken all the
5
g 16 radioactive wastes, spent nuclear fuel, away frem the reactor
*

I
d 17 site, so I don't see any accident or any other situation thatx
=

| } 18 would have any imoact uoan the public safety.
' c

( 19 | JUDGE BRIGHT: So, therefore, thera would be no need !
M

20 for this elaborate emergency system?

21 . MR. CHITKARA: That is right. i
'

I

| 22 JUDGE BRIGHT: Thank you.

- 23 ! JUDGE HOODER: I have one clarifyine cuestion of
'

.'

24 Mr. Borgman. Yestarday we were talking about situations with an.

..

25 , accident where there could be a long down tire, and I believe that
i

e

!! ALDERSON REPORTING COMPANY. INC.
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8 I you said that Cincinnati Gas and Electric could absorb the load

2, at little or no cost and without any outages because of the
3 -

relatively small fraction of power you had in '76 with this plant,
4 |What other resources would be used in that situation, Mr. Boraman?
5j What other cower resources would you be substitutina?

n ;

6 MR. BORGMAN: I don't think I said "at no cost. " I
R
b 7 said we could suoply it within our system, and as I indicated
A

-| 8 in conversation with Mr. Heile, ncrmally we build a generating
d

}". system with on the order of 20 percent reserve over peak load.9

o
H 10
g So even at the ceak period of a year, he'd have 20 percent
=
!.II reserve, and in the seven percent, you will subtract 20 percent,3
# 12E' and theoretically you still have 13 percent reserved, even at
: l

s] 13 | peak times.
,

14 |
I

Now, th re are other ceriods of the year where your
1 3

C 15
i load would be les. but you schedule machines for outages. If=
j 16

the accident would occur in those eeriods of time, you couldx -,

# 17
; d conceivably, keep equiement running for a year or maybe 18 months
| 2
i w 18

i to carry you through that period of time, because you do have the'| =

19 {
| s

"

j built-in reserves, monitoring facility system in the system.

20
| j JUDGE HOOPER: I understand you have these reserve
i i
' 21 |
! factors in the facility, but I'd like to know what they are.

j MR. BORGMAN: It would be a combination of older coal-
!23

| fired unitt and some gas turbines. We have a combination of

! 24 -
500 megawatts combustible turbines we use in the summer, we have'

i

25
two 40 year-old coal-fired, converted boilers which we bring in

,

! ALDERSON REPORTING COMPANY. INC.'
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I
9 j for peak periods of time. Then we have some late 1940 coal-

2 fired units which right now are intermediate-ty=e units. They

3 are not used continuously, so that would be the tyee of

4
; equipment that would come on. There would be sore incremental

5e
i cost differences in the kilowatt hours, but it would not outace
n

~

3' 6 ie oowers.
R

'

R 7
JUDGE HOOPER: It would be a fuel difference?-

~
.

3 8a MR. BORGMAN: That is richt.
d
* 9

JUDGE HOOPER: Let me ask you this, then. Are theseg
o -

" 10
j resources such that they would -- how lonc could they continue?
=
5 11
g That is the question. Are they so old that you would be able to

d 12
y use them a short tir.e, or could you use them indefinitely?
,
= 13
E MR.-9ORGMAN: Well, I think it would be a combination.
-

s

E
14 |I I think cart of therc you could use indefinitely. The gasd

2 ;

9 15 ''2 turbines, if you get over 1500 hours on them, you are going to
=

? 16 again,thatwould|$ get some maintenance on the gas turbines, but,
6 .17 |

G get you through your ceak ceriods, because the 20 cercent |
= t

$' 18 i

reserve is based on a very narrow band in the surmertime, and |=
N e

" I

! -j 19 |
'

we have decreased ~ reserves. So it would be a combination. Part

20 i
!. of the coal-fired equipment could run uretty continuously, and

i

21 I !

I some of this gas turbine ecuiorent could not run for more than
i

22 ', 2,000 hours at a time. ,

i23
JUDGE HOOPER: There would still be a ecod deal of

24 i
j reliability in the reserve system, then?

25-

MR. BORGMAM: Yes.
4

I
: ALDERSON REPORTING COMPANY. INC.
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1
|

.

10 1 JUDGE HCOPER: I have another cuestion. I am not really

2| sure where it was in the record. I tried to look it un this

3 morning, but I heard somethina yesterday that I didn't cuite

4 understand, and I think it had something to do with a Suoreme
!

; 5 Court decision in Ohio relative to the cenalty cost of an

8 i

j 6 i accident was going to be charged. I didn't nuite understand thia

R
g 7 yesterday. Did the Suoreme Court decision say that cost of any

K
3 8 such accident had to be charged to the stockholdets, or if there
n

.d
d 9 was.something said resulting in stockholders versus base rates?
z
e
$ 10 am not sure how you handled that. I think it vus Mr. Randoloh.
3
5 11 MR. RANDOLPH: If I recall, it was the decision -- it
<
3

y 12 | was in cross-examination by Mr. Woliver, and he said the
=
5 13 Supreme Court de<;ision in Toledo-Edison involved outace use.
E .

1

| 14 | That decision was not an accident, but Toledo-Edison had changed
,

E. |
~2 15 ' its colicy af putting plants in a rate plan. Ordinarily we
E

j 16 don't put' a plant in a rate case untti it becomes a commercial
w

y 17 ; operation. They put this Davis-teece unit, and I am talking

N i

I about Toledo-Edison's Besse unit in the rate Fase olant and f5 18
= j
H

3 19 , service. At the time the unit was first synchronized to the |

j 5 :

! 20 system, which is a new concent.

21 | T'.at was accealed to the Suorene Cottrt, and the

!

22 i Suoreme Court decision ruled acainst Tcledo-Edison, and they

| '

23 ' said that because -- and I think the languace was something

24 like "new innovative technology." This unit should have gone

25; through some sort of a testing crocedure before we out the olant
i

ALDERSON REPORTING COMPANY. INC. |
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11 I into service and charged the customer.
2 JUDGE HOOPER: That is everythinc?

3 MR BORGMAN: It was not dealing with accidents but

4
rather when putting tir.e in service for rate ourcoses.

5p
i The significance of this thing is that under Ohio lat-

0 i

5 * $ * ou can only include 20 percent of the rate base before you addj
R
*
E 7 the construction work in progress. And Toledo-Fdison -- and I;

A3 8 would characterize it as a relatively small utility in Ohio, and
d
"

9| they have a small rate amount of Davis-Besse they could include,~.,

E
'

E 10g as construction work in progress was a pretty small number. So
.:

5 II

it meant cuite a bit of difference to them to cut it in clants3 -

# 12E and service where they could out the whole of Davis-Besse in
{

f 13 ; plants and service and then add the fixed cost associated with
3 14
g that plant.
s :

15 '-

b JUDGE HOOPER: My r eal question I am tryinc to get to;
=

|

f 16 is this: Was there anything in that decision which could:^
\

@" 17 | preclude the commission from making some awards to you, and in
'

<

|

= <

$ 18 !
case .nere was some effort to recover from rasources from some '_

w
*

19
!, ; sort of an accident, or you said yesterday that you couldn't

,

| 20 ;
j pay interest on it.

21 1
MR. RANDOLPH: Well, the --

| JUDGE HOOPER: You did not think you could pay it.n

'

i -

!= there arfthing in that that precludes you from recovering

24|| money from an accident?

25
j MR.~RA'!DOLPH: As I indicated, I am not an attorney,

3

$
'

s ALDERSON REPORTING COMPANY. INC.
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12 1, and starting to interpret what they can use in Sucreme Court

2 decisions, then, I am not on firm ground. But in my opinion,

3 that was an entirely different circumstance. The olan had not,

4 been subjected to an" accident, had never been devoted to utility
:
I

5' service before, this was the first time. And I, in my own
e
3' 6 decision, I would rely on prior Commission orders that have not

; a
b 7 been decided by the Supreme Court, and in all those orders that
M

',

j 8 I cited, the Commiss' ion did allow the company to include in the,

,

d,

" 9~. elant and the rate base and the normalized coeration which means'

?
E
g 10 that the comoany, some part of the demand cost of ourchase
E !

E II
! -power, the comoany might not be able to recover, but it is only

3
" 12 '

E that portion that they woeld not be able to recover. That would
=

f 13 be relatively insignificant in the magnitude that you are talkine-
'

13 j4-
2 about.
-
-

N
15g The other decision we were talking about was the Ohio-

=

j 16 | Edison decision where the comoany was allowed to amortize sone
* I

h
I7 $87,000,000 oof cost it had incurred in clanninc a new nuclear

|=
,

f 18 j generating unit with the CAPCC system. The comoany decided to j
'

* I

19 '"

j j cancel that unit, and they were allowed to anortize those costs
"

l

20 1 over a 10-vear ceriod. Now, they were' no. allowed to add those
|

: .

21 costs into the rate base so they could earn a return on that |
|

22 i
|

basis, all they were allowed to -recover was dollar-for-dollar

23 ''
. cost. So the effect of that is that the shareholder -- that the

*
company -- let ne see, the common shareholder would have to stand

15 the capital cost of about that $87,000,000 investment until it: ,

d !.

-1 ALDERSON REPORTING COMPANY. INC. i
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13 1 is fully amortized with no return being returned on that menev
2 over the 10 year amortization period, but they would receive the !

'

3 $87,000,000 back in their rates.

4 JUDGE HOOPER: Then it would be your contention there

$ 5 is nothing in the Supreme Court decision that would mean that
N ,

$ 6 | you couldn't cet some recovery in terms of amortizing some of,

^
e,

d 7 those losses?
%

) | 8 MR. RANDOLPH: It would be my coinion that is
d
c; 9 distinguishable, and that would be one o' our arguments, that
I
h 10 there is nothing.
$
$ ll CHAIRMAN BFCHHOEFER: The' s was a series of cuestions3

Y I2 yesterday on accounting for costs of spent fuel, disposition of
~

c
g 13 spent fuel. And there was testimony that a certain exoansion of=

| 14 ' the spent fuel txmol was already included in the capital costs
5
g 15 aof the company. Is that correct?
m

E I6 MR. CHITKARA: Yes, sir.
I d

h I7 . MR. CONNER: Mr. Chairman, can you sceak to? I can
E 18 | -

3 hardly hear.i

i

I9
. CHAIRMAN BECHHOEFER: I am sorry. There was testimony

|

t 20 I yesterday, that certain costs for exoansion of this scent-fuel
i

21
pool were already included in the canital costs of the comeany?

P

22
|. My first.queution was, am I accurate? Is my imoression

( 23 ' accurate?,

,

24 | MR. CHITKARA: Yes.
i

25 CRAIRMAN BECHROEFER: There was testimony to that

t .

! ALDERSON REPORTING COMPANY, INC.
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14 I effect. Does that amount to, in effect, a rerackino?

2 MR. CHITKARA: Yes.

3
CHAIRMAN BECHHOEFER: To what decree, how great an

4 e <pansion does that contemolate? In "ther words, for how many

5y years could the olant continue to operate under the exoansion
n

3' 6I which you had in mind and wh3ch you said was already includedi
-
n

b 7 in the capital costs?
E
$ 0

MR. CHITKARA: 0.K. Fir 3t of all, the storage
d
" 9~. capacity that we have right now is adecuate for the first five
1 -

'

j ; years of operat .on of Zimmer, and there has been storage for
= !

$ II
1120 fuel assemblies. We can expand it to anywhere from 22 to3

d 12
2500 storage capacity, which I think would be sufficient forz

=
"

13
| maybe 13, 14 years of ooeration of Zimmer, total coerat ion.

~

-
,

z i

$
I#

CHAIRMAN BECHHOEFER: In terms of what you included as
e
0 15 I
g your finance charge, costs for that are already factored into the

i

-

T 163 i capital costs of the olant?
* !

(F , MR. CHITKARA: Yes. In the five year cost of
17 i

: i
. G 18 :
| operation, we have already accounted for a croject which would be'=
! y

"

| j 19 | built-for reracking of the spent fuel assemblies, with the fuel
'

20
pool and with the exoanded scent fuel cool, we have-the exoanded

21
storage for that.

| 22
L CHAIRMAN BECHHOEFER: In terms of decommissioning costs,
,

L vhen is it contemplated that the last spent fuel that is used at

24 i
| the plant will be removed from the site, or is that concluded to

25
he decommissionina costs, . or would that be' included in the cost

i
.| ' ALDERSON REPORTING COMPANY. INC.
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15 I of operation?

2 MR. CHITKARA: The cost of takina our scent fuel
3 assemblies and sending them to a base recository that is cart
4 of the nuclear fuel exnense that is shown on the annual cost of

y 5j operation, and it is not a part of the deccmmissioning cost
N |

@ 6| estimates.
E i
2 7 CHAIRMAN 3ECHHOEFER: So even the removal of the last
M ,

j 8

d
'

fuel that was used during the life of the facility, that would be
=} 9 an operating fuel ex=ense, rather than a decommissionina expense?Z
o
g 10

j MR. CHITKARA: That's correct.
H

:

! Il CHAIRMAN BECHHOEFER: Now, the remaining of the
3

g 12 -decommissioning, I would like a little more clarification of the
:
~
.a

135 inflation rate that was used. I think we used 1975 to 1979, a:
i

~j 14 ! lower rate was used. My question is, how was that used? Nas
Ej 15 that only used to ucdate the AIF figures and brina it uo to 1993,
..

f.16 or was that used in the other wav?
M -

N I7 , MR. C9ITKARA: I think, like you have stated, therew 4

.= i

j 18 ! was six percent rate of inflation from '75 to '79 and then 6.5
E

,

i"
19 I

M ?
~ '79 to '83'was used only for the curnose of bringing2 i ~ oercent from

.

20
un to 1983~the decommissioning costs of 1983 dollars. In other

i,

21 I words, Zimmer number in '75 dollars. t'e brought them forth to

22 -1983 dollars by escalating the '75 data, and.that is_the basis
23 ~

of information cresented in Table 1 in response to Questions 2

:D 24 |
4 and 3.

25
-; 2 CHAIRMAN BECHROEFER: Now, between 1975 and 1979, what
i
}'
3. ALDERSON REPORTING COMPANY, INC.
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16 I was the actual inflation rate, if there was an averagd?
2 MR. CHITKARA: I think Mr. Zimmer can address that.
3 j MR. ZIMMER: Using the consumer price index, my figures
4

are eight percent, from '75 to '79.

% j CHAIRMAN BECHHOEFER: In terms of arriving at 1983a I

3 6 !g dollars, why would not actual expenses be used, at least for the
n
R 7
; period of -- at least for the period of where the inflation rate
m
8 8

j was determinable in, say, '75 to '80, why would not that aseecta
d

]". of updating be based on actual experience?9

-

M 10
j MR. CHITKARA: At the time when we uodated this
.:-

! II I information in resconse to Staff Ouestions 2 and 3, we were also3
" 12
@ looking back at the previous submittals. In the creviousa
"

13
j submittals, six cercent was an estimated number, but for some of

! I4 |:
m

the other areas. And I think we essentially stayed with the sameu
9 15
g number from '75 to '79 to stay consistent with our orevious

1 16
y submittals to the NRC, and then we looked at '79 to '83, because
C 17 i
d , in the meantime-Zimmer facility had been delayed from our hearinez 1

si 18 '
= in January of '81, and we decided to go for the higher inflation
w

E 19,

-g rate.'

20
; So, I guess, in summary, what I can say is we have

21
tried to stay consistent with the previous subnittal in terms

12
! of using six percent from '75 to '79 and then an estimate of
i

23 ' -

- '83. It was done merely for the sake. 6.5 percent from '73 to
-

1

24 i
| of maintaining-consistent the previous submittal to the NRC.

-

. 25
i CHAIRMAN BECHHOEFER: Well, if you take your Table 1 as

!

: ALDERSON REPORTING COMPANY. INC.
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17 I your responses to Questions 2 and 3 of the staff, if you take
2

Table 1, if that were figured on the basis of actual inflation

3 rates from 1975 through 1980, if you have it, then an assumed
4

rate thereaf ter, have you comeuted the dif ference? If not, could

5g j you? And I'd be interested in finding out, not only based on
n i

*
2 0 I the actual rates for the past, if you could use your 6.5i

n'
b 7 . percent for the future. But I'd also like to know what it wouldA
k 0

| be at eight percent for the future.
N
~. 9 MR. ZIMMER: If we use the eight cercent for the
E i

E 10g future, may I ask what earnings rate we'd use?
,

= !

! II
CHAIRMAN BECHHOEFER: The 7.4.3

" 12E MR. ZIMMER: I think --
^
-e

f 13
CHAIRMAN BECHHOEFER: Is that Willouchby testified to

I4
, a that?

-

l $
|

Y.R. ZIMMER: As a ratio?

E CHAIRMAN BECHHOEFER: Yes.A
" 17
d' f MR. CHITKARA: Yes, that could be done.i

'

E l

$ CHAIRMAN BECHHOEFER: I assune vou could be here
P '

"
19

j tenorrow to give that, if you haven't eiven it yet?l

MR. CHITRARA: Yes. Right. Would you want Table 1
| 21'

reproduced, or would you want both Tables 1 and 2 reareduced?
,

I 22'

CHAIRMAN BECHHOEFER: Yes, I think Tables 1 and 2

i 23 ''

would be useful with , that calculation in mind.

r 24 |'

! MR. CHITKARA: 0.K.

25
CHAIRMAN BECHHOEFER: In terms of the answer -- the

,

|

|- ! ALDERSON REPORTING COMPANY, INC.

-
_ ___ _. _ _ _ _ _



.

4304

18 1 answer to one of our questions, I believe -- and I haven't
2 looked it up yet, but, accarently, two plants were shut down for
3 repairs for repairs for 18-month ceriods, I guess Surry and
4 Brown's Ferry.,

e 5 MR. CHITKARA: Yes.
R '

i j 6
CHAIRMAN BECHROEFER: I realize this is a differenti R \

! R 7' state, but did Surry recuest a rate base durine that period?
A

| 8 MR. ZIMMER: I don't know.
d

.

y 9'
CHAIRMAN BECRHOEFEP: Brown's Ferry, I am not sure3

f10 TVA has it. I don't think TVA is into this. That is not the=
@ 11 same setup here.
m

j 12
In termslof the accident scenario that we were talking

N
g 13 |! about earlier, if the -- I think your answers nrobably -- I=
x
5 I4 could construct this.from your answers already, but if you haveb

$ IS that accident scenario, if, assuming, now, that the plant was=

g 16 taken out of the rate base as a result, would any of the comoanies
! *

.

| I7
at least for that reason alone and assumine financial status

E. ?

3 18 approximately at the cresent, other than this accident, vouldc
-

e I9
3 that lead to insolvency or. bankruptcy?e. '

20 MR. ZIM'!ER: No.
!'

*]9[ ; CHAIRMAN 3ECHHOEFER: In any of the three concanies?'

I
22

MR. ANDERSON: I don't think so.

23| MR.. EMERY: (Shaking head negatively. )

| 24 | CHAIRMAN 3ECHHOEFER: In terms of the -- if I can findi *

23 i it -- contract which apoears in the early nart of Exhibit 7 --
!

~

. ALDERSON REPORTING COMPANY. INC..
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.

I19 I can't locate it -- Page 9. If a defaulting carty were to

2 ibe denied a share of the output as provided in this caragraoh, i

3 i
i

would that leave that share of the out=ut available to be either
f

4 I
used or sold by the other contracting carties? i. .

\ i
>

e it i'

M MR. BORGMAN: (Scffing affirmatively.) In a default, !?
:: 6 i

it would, yes.* i '

n
R 7

{ CHAIRMAN BFCHFOEFEP: Yes, that is the situation
|

<

! 8
'

.- covered on the too. carac.rach on Pac.e 9.
d 9
i MR. 30".GMAN: Yes.
=
b 10
E CHAIRMAN BECHROEFER: So that if that hac7ened, the= ,

5 11 $
j earning cacacity of that electrical cacacity would still be in
d 12
E existence?
4
E 13
3 MR. BORGMAN: Like the croceeds from the third-carty
E 14 !
# share would be used to offset their cortion of the exeenses if |z , ;9 15 '
E ! they defaulted.z

f'

16 I
$ CHAIRMAN BECHHCEFER: Is it always salable, or would !
h' 17 !
E it be salable? |z
E 18 '

g MR. BORGMAN: I would think so. You say "alvavs,

E 19 | '

j | salable "? -

20 i
CHAIRMAN 3ECREOF"To- veah. In the event of this need

, .

21 i
fall, the other carty, assuming they didn't need it themselves,

22
i

could make it available to your ocwer pool, or could you sell it?;i

23
'iR . BORGMAN: Of-course, it would always be available-

24
t

j to the pcwer pool and, dependine ucon what crice you wanted to j
25 i ,

i

l sell it for, I am sure you certainly crild get rid of it at cost |
: 3

2

! ALDERSON REPORTING COMPANY. INC. .
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I s mep'.a e else if y u had to sell it cheap. It would all decend20

2 on how much you want for energy.

3 CHAIRMAN BECHHOEFER: If you sold it as secondary

4 cower?

g 5 MR. BORGMAN: Yes, if you want to sell it off, there
0
3 6 is average sale and unit sale. If you sold it unit sale, I know|

R
R 7 you could sell it.

'

A
j 8, CHAIRMAN BECFHOEFER: To clarify some of the earlier --
d
d 9 going to a different s.aject -- the earlier testimony about the
~;

6 10 use of AFUDC, I assume that that accounting technique is used
E
j 11 only for the portion of the clant which is not covered by
a
p 12 j construction work in orogress, is that correct?
5 i

i _ 13 | MR. ZIMMER: That c. art which is non rate based..

! 14 | MR. EMERY: That which is in construction work in
5 '

'

{ 15 progress is subject to AFUDC.
m

y 16 MR. RANDOLPH: There is a mix-uo in terminoloay.
,

w'

s' 17 Excuse me for buttinc in. The denartment allowed in the rate
N |u

3 18 j case your rate must reflect the caoitalized oortion of that
:

{ 19 construction at the clant. In the last rate case we had
a

20 | S109,000,000, and the 79-11 case decided their $109,000,000 may
I !
. i

i 21 I go.in the Zimmer Plant. And the S109,000,000 we have to stoo

!
i

72 | cacitalization on that oortion of the clan. All the rest we

23 _ continued capitalizing the funds.

24 | CHAIRMAN BECHHOEFFR:- There was testirony to the

3

25 , .effect that eventually.the allowance for. funds would disaocear.
E

il ALDERSON REPORTING COMPANY. INC.
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21 I The implication was that the earnings reeresented by what
2

someone referred to as choney earnings or "funnv money" or some
3 term of the like disanceared. What I am trying to find out is

4 when that hacoens, it would be replaced, I take it, hv leaitimate
g 5 j earnings. (Laughter.) I will out that in cuotes.8 i

6 ;I
3

MR. RANDOLPH: What happens is when the olant acese
_
n

1 R 7
i L into commercial coeration, the allowance for funds fora *

8 8 construction calculation and begin to calculate the crecisiona

d

]".
9

expense. Now, deoending upon the time of rate amplication filings ,
c
H 10y these earnings can become good earnings if we get in fast enouah
= >

for a rate increase, yes.

d 12 i
E | CHAIRMAN BECHHOEFER: So that it is not really a9 'lo 13 i question of source of earnings disappearina?o
-

,

E 14 !
d j MR. ZIMMER: No, not at all.
e
9 15
G MR. BORGMAN: It becomes cart of the rate base.= !
~
- 163 MR. RANDOLPH: On the funds that were capitalized becomeW

i F 17
i d part of the excense for future years, and.you recover those,

E I
| w 18 |
| i dollars in depreciation expense over the life of the olant.

!
=

! H |" 19 I
j i CHAIRMAM BECMHOEFER: There was a discussion this

20
morning'concerning the ecuiement used for emercency plannina,

i 21
what it'actually would consist of. I assume that what we are

22
j talking about and what you are crepared to finance or whatever,

23 '
; the equipment that the 'IPC refers to is the kind it has

24 I;

crescribed or is likely to prescribe, or is the ecuiement youi

i 25
| were talking about something else?
3

t'

i ALDERSON REPORTING COMPANY. INC.
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22 1 MR. BORGMAN: Fo, I don't think the NRC is exactly

2 describing equionent oer se. They are crescribine a time linit,
3 a 15-minute warning and notification. What we are talking about

i

t
4i is combination of sirens, tonal radio and some communication, and

!

I

e 5 it would meet the criteria, but there is no exactly history of
h
j 6 equipment that the NRC has mandated. In other vords, this would

ig
R 7 be an early-warning system, sirens, tonal radio and communica-
X
| 8 tions, dedicated radio systems. And then in the other
d

i @ 9 category I had monitoring equioment, some monitoring equioment.Z
_

h 10 CHAIRMAN BECHHOEFER: So that the discussions arez
_

I 11 really what is necessary to meet the criteria that the Commission
a
j 12 would allow?

,

E !

g 13 ! MR..BORGMAN: It goes 'aeyond the criteria of the=
~

h 14 | Commission in some cases, because we are negotiatina withw ,

2 15!'
'

=

government bodies, and we have to negotiate with them, becauseje t

j 16 it's not simply a case of meetina an absolute set of criteria. We2 :

N 17 . are negotiatine to satisfy the government bodies and satisfy thew ,

= I

} 18 ' NRC, so we have another necotiating costure. That's the mode ve
'

.s
-

e
19g are in, give and take with the. people within a 10-mile radius in,n

20 the State of Kentucky.
|

2I
' CHAIRMAN 'BECHHOEFER: The last question I have may

22
o . require you to prepare some material. I don't know if you can

l
'

23| answer it offhand. I'd like to know, for the last five years,
~

2" | what rate increases each comoany has received and what the --L

L 25 , ,either the cercentage or the relative dollar values are, what you

! ALDERSCN REPORTING COMPANY, INC. !
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.

I23
| asked for. And I would also like to know -- some of these figures

2
are in the record, and some may not be. I'd also like to know

3

whett.ar each company has been authorized to receive, what dollar
4

amount you have been authorized to earn in the last five yeers
e 5 i

g and what amounts you have actually earned. There are figuresc?

3 6 |

*
i for isolated years. I don't think there is a comolete five-n .

R 7
; year coverage. You could put this in tomorrow, if you can'tn
i 8"

I calculate it now. Either way, if vou have it available.a i *

9|=
g MR. ZIMMER: We will out it in tomorrow.o
h 10
E MR. RANDOLPH: I have everythine, actual earned returns.
E '

= 11 !
@ 1 CHAIRMAN BECHHOEFER: Actually, the Board would crefer
o 12
j it if you could put a combined -- a table in. It would be useful,
E
5 13 | I think. It might get tocether some isolated answers in various
$ 14 |
# portions of the transcriot which the Board may want to cut somez
2 15
E order into.,
~

I-
- 16 .

$ | MR. EMERY: We would have to co back to Columbus or
| Y 17

$ ; call Columbus and get it. I do not have all that information with-

E 18 ' '

# !
I could tell you exact anounts of the rate increases that !

= ' ,ne.

19 i t-

A i! were granted, of what the total recuested was and what the
i

20 :

| percentage was available.

21 i
CHAIRMAN BECHHOEFER: Mell, by "cercentage" I was

22
. referring to the relationship E3 tween the armunt you received andi

I23
the amount you asked for. I didn't mean any - you could do that

24 i

! in either dollars or some other comoarative figure.
25

MR. RANDOLPH: Another'croblen. I think we can
:

; ALDERSON REPORTING COMPANY, INC.
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1

24 ' pro,bably answer cuestions. Ne are going to provide the return

{ of common equitia actually earned, but in order to make a

3 cale lation of what the actual earned return was on a rate basis_

4
| compared to what was in a jurisdictional rate case involves a

5e
g very involved calculation. We first have to calculate the raten
] 6

base and then allocate the actual earnings to a jurisdictional_
a
R 7
; area. And that is something that can't be done very easily.
n
5 88 But we can tell you the return that the Cormission authori=ed
d
d 9
g us to earn in common equity and then what was actually earned
o
h 10
g on equity, and that wou?.dn't be such a difficult calculation.
_

E 11
j CHAIRMAN BECF'iORFER: Yes, that will satisfy for the

d 12
g purpose I think we need it for. That would be satisfactory.
E 13
5 | That's all th" cuestions the Board has.

E 14
d Are your witnesses going to want to give any redirect?
k
9 15j- MR. CONNER: May I have just a noment?

? 16
j CHAIRMAN BECRHOEFER: Do anv of the carties wish to,

! i ,

d 17 i'

| g cross-examine on any of the questions we asked at this eine?

$ '18
= Those tables will come in later, but --

| 19
$ MR. i:E?LE: The City has no more questions.I '

20
; MR. DENNISONt I have nothing further.

21|.
.

I have two questions or three cuestions.MR. FELDMAN:|

22 I
I CHAIRMAN BECHHOEFER: Yhy don't you ask those at this

23 |
time.-

24
MR. FELDMAN: I am not sure these exactly have to do

25
-- these didn't grow out of your examination, but of other

i

i- ALDERSON REPORTING COMPANY. INC. |,
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I25 j people's cross-examination.

2
MR. CO?CTER: Objection. Thir should be limited ce:lv

to questions asked by the Board under the ground rules we have

c1tablished.

[- I CHAIRMAN BECHHOEFER: It should be on the Board'se 4

3 6 !
e : questions.|
e.

: R 7
MR. FELCMAN: I don't have anythine.

-

A

k MR. FISSE: I have no questions.
r

'
). MR. KARMEN: No questions.
o
t- 10
j CHAIRMAN BECHMOEFER: If you have redirect, you could=

j 11
__

J 12
3., MR. CONNER: Let me take a minute..

S 13
g CHAIRMAN BECHHOEFER: Why don't you take a short,

E 14 ; -

d ! break?
h:

2 15
w MR. CONNER: A short break is all richt, if you wish.z

-

T 16
j j CHAIRMAN BECMHOEFER: ife will take a 15 . minute break.
p

17 <! (At 3 :45 o.m. , a short recess was taken, to rece.Jenea
= i

t~ IS !
at 4:00 p.m. of the same day.)= 1

19 |
| 5 |

9
,

2I !

22 ,
1

23 '

24 |
l

25 . ;
.

ALDERSON REPORTING COMPANY. INC.
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'
1 CHAIRMAN BJCHHOEFER: Mr. Conner, I take it you

2
do not wish to present redirect?

-3
i MR. CONNER: We have fled.

4
CHAIRMAN BECHHOEFER: Mr. Feldman?

e 5
g MR. FELDMAN: Your Honor, I'd like to call my ;

3 6* | witness, Dr. Ralph Estes, to testify.
n
A 7
! Would you take the stand?
nj 8'

d
n 9

'i RALPH ESTES,
$ 10
i : called as a witness herein, having been first duly
I 11
g sworn, was examined upon oral interrogatories and
d 12
i testified as follows:
E 13
s
E l<4 i
O DIRECT EXAMINATIONz
2 15
g. BY: MR. FELDMAN
j 16.

i
w 1

i G 17 |
g MR. FELDMAN: Doctor, would you please state

}
.

5 18

3.. your name for the Record?
I

E 19 1
| A- THE WITNESS: Ralph Estes.

i
j

20! j
i MR. FELDMAN: Q And your address?

21[i A 3926 East First Street, Wichita, Kansas. |
22

Q I want to show you what"s captioned,
23 |

" Direct Testimony of Ralph Estes, Regarding Contention
,

. 14 | |'

13 In( Applicants' Financial Qualifications." i

' M ), i
j Would you take a look?

|
!
i ALDERSON REPORTING COMPANY. INC.
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L

1 Is this your testimony?

2 I A Yes, it is.

3 0 And does this vita which is attached,

4 Exhibit A, does it fairly and accurately describe your

e 5 qualifications as an expert?
H

fj 6 A Yes, it does.
' R

2 7 Q And is this testimony true and accurate

) 8 as you believe?
d
c; 9 A Yes, it is.
!
g 10 Q Your Honor, I would move to incorporate thar
3
k 11 testimony into the Record as the direct testimony for
3

f 12 Miami Valley Power Project.
-

5 :

j- 13 ) MR. CONNER: Subject to Motion to strike. We
s
= ;

i 1-4! will not object.
Ej 15 MR. KARMAN: No objection.
x
*

16g MR. DENNISON: No objection, Your Honor.
2

d I7 MR. HEILE: Your Honor, sill that be itemized
5 i
-
-

$ 18 |, as an exhibit number so and so for the Record? fc !

b 19 | CHAIRMAN BECHHOEFER: I anticipate it will be-r
' n

|
20 bound into the transcript as if read. It will be a.

21| portion of the. transcript. The testimony will be admitted|

I
i

22 ' at this point and bound into the transcript.

23 MR. FELDMAN: Your Honor, I didn't make enough,

24| . copies at this point. I was wondering if I-- How many

'D
i copies we need?
A

|~
;l ALDERSON REPORTING COMPANY. INC.
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1 MR. CONNER: If the Board please, we woulc ask
3

2 that you follow the practice of physically binding in the
3 prepared copies so that we don't have to proof read them

4 over again and errors might be in there. I think the

3 5 reporter indicated only by saying one copy, that she
$
j 6 I intended to recopy it. We've already noted mistakes in
R
2 7 the transcript and I think we'd be better off to stick
X

| 8 to the practice cf putting in Xerox copies rather than
u
[ 9 retranscribed copies.
2
%
g 10 CHAIRMAN BECHHOEFER: Isn't that your usual
i
j 11 ' practice?
3

y 12 MS, REPORTER: Yes, it is.
=

5 13 i CHAIRMAN BECHHOEFER: Off the Record.5 i

j 14 i (Discussion had off the
5
2 15 Record.)/
*

16g MR. FELDMAN: I have no further questions on
n i

N 17 I the direct, and therefore, the parties may cross-examine.a

g 18|\
E

CHAIRMAN BECHHOEFER: Mr. Conner?
c |
h

19
R (WHEREUPON, the direct, typed-

20 testimony of Mr. Ralph Estes

21
was admitted.into the Record

22
as if read.)i

23

24
i

n

15 ,
.

3 ALDERSON REPORTING COMPANY. INC.
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UNITED STATES OF AM::RfCA
NUCLEAR REGULATORY C0!OiISSION

BEFORE THE ATOMIC SAFETY LICC; SING BOARD

In the Matter of )
) Docket No. 50-358

CINCINNAT1 CAS AND ELECTRIC COMPANY )
)

(Wm. H. Zic=er Nuclear Power Plant) )

,

DIRECT TEST 1 MONY OF RALPH ESTES RECARDING CONTENTION 13
APPLICANTS ' FINANCIAL QUALIFICATIONS

TESTI!ONY CN BEHAIE OF MIAMI VALLEY PCHER Plc. TEX 2

State of Kansas )
) ss.

County of Sedgwick )

Ralph Estes, having first been duly sworn, hereby states as follows: I am

employed by Wichita S tate University as professor and chairperson of the

Department of Accouncing, although 1 am nor representing nor speaking in

behalf of Wichita State University in this testimony. My further qualifica-

tions are fully delineated in my curriculum vita which is attached hereto

and made a part hereof as " Exhibit A."

The Miami Valley Power Project has raised the following Contention:

Contention Number 13, Applicants' Financial Qualifications

The equipment used in the construction and operation of the
plant will be excessively costly and, in effect, beyond the
financial capability of Applicants. Applicants are financially
unqualified to operate the plant because of escalating costs.

My testir.ony addresses this concention:

A'lthough construction and operation of a nuclear power plant involves =any

factors that may have a financial impact, one of these factors -- decocaissioning

costs -- has generally received little attention in past analyses. Pres umab ly

this is because decommissioning _ is expected to occur. years in the future, and

-
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becausu nonnuclear plants have not involved substantial decommissioning

cost- '..y testimony focuses on the potential financial ef fects on the

applicants of decommissioning the proposed Zimmer Nuclear Power Plant.

In their responses to questions 2 and 3 to Miani Valley Power Project's

request for additional financial information, applicants projected data

from a study by the Atomic Industrial Forum to arrive at an estimate of

total decoumissioning costs of $35,882,146 in 1983 dollars, and further

projected that these costs could be met th ough annual deposits of

$3,551,610 to a sinking fund for a 33-year period. Applicants' estimates

are too low because of' inadequate allowance for cost escalation, and are

unreliable because of problems inherent in using the Atomic Industrial

Fo rum data.

First, with respect to allowance for cost escalation, applicants assumed a

6 per cent annual inflat' ion rate from 1975 through 1979 and a 6.5 per cent

rate for all years af ter 1979 (i.e., from 1980 through the year 2120, when

they project that final dismantling and removal will occur) . The term

! " inflation" is usually used to refer to increases in the Consumer Price

Index (since 1978 two CPIs have been calculated, with the CPI for all wage

earners and clerical workers most commonly referenced). According to the;

|

| U. S. Department of Commerce the Consumer Prica Index increased at an

average rate of 7.8 per cent from 19 75 to 1979, and increased by 12.4 per
,

|
' cent during 1980 (ccmpared to 11.5 per cent in 19 79) . Business Week

(February 2,1981, p. -38) projects an ' increase of 12 to 14 'per cent for

1981. - A more conservative index, of ten used by industrial firms, is the

Gross National Produce Implicit Price Deflator. This index, according to

the Department of. Commerce, increased at the rate of .6.5 por cent from 1975

|
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to 1979. My 1981 estimate based on preliminary Depart =ent of Commerce

figures is 8.1 per cent. The pattern of change in this inder is informative:

Change from
previous year

1915 + 5.3"

1977 + 5.8%

1978 + 7.3%
.

19 79 + 7.5%

1980 + 8.1"

Because of escalator clauses in many union cor.rracts and the indexation of

social security and other retirement benefits to the Consumer Price Index, we

now have factors built-in that will prevent the rate of inflation f rom falling

to the historical levels exparienced prior to the 1970s.

These general price indexes may not adequately reflect cost inflation

associated with construction, operation, and decommissioning of a nuclear
,

power plant. Philadelphia Electric Company projected, in June 1978, capital

cost estimates for coal and nuclear plants in 1988 by escalatin. current

costs at approximately 12 per cent per vear (per " Electric Power Generation

! Economics" by Vincent S. Boyer, Vice President-Engineering and Research,

' Philadelphia Electric Company, Jane 1978) . And cost estimates for the Zi=mer,

1

plant have escalated much more rapidly chan the general price indexes:

the estimated cost of the facility has grown fro = S288,000,000 in September,

19 72 to $1,067,320,000 in November 'J80, a rate of cost inflation of

approx 1=ately 18 r er cent per sear; while the esti= ate of annual operating

costs has increased f rom S53,000,000 (including deco =missioning) in 1977

L
. _ _ - _ _ - _ _ -
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to $259,915,200 (not including decommissioning) in 1980, an average annual

increase of over 70 per c(1c ser vear.

The uncertainty and risks s - rounding future decommissiening of nuclear

power plants , includ t questions of federal, state, and local restrictions

and regulations, availability of permanent burial sites, possible disallowance

of entombment or mothballing, security issues, and the possibility of more

stringent safety requirements, combine to make extreme cost inflation more

than a mere possibility. My calculations are therefore based on two annual

rates for decommissioning c,ost increates for 1980 and beyond: 8 per cent-,

reflecting what I believe to be a reasonable projection of industrial cost

increases into the future taking into acccunt the cost escalation built into

labor contracts; and 10 per cent, reflecetag what I believe is a more realistic

assessment of - the risk and past experience of cost escalation for nuclear power.

Applicants' decommissioning cost estimates =ay now be recalculated using the

actual increasein the Gross National Product Implicic Price Deflator f rom

1975 to 1979 of 6.5 per cent, and the two rates of 8 per cent and 10 per cent,

just discussed, for succeeding years:

|

Net total annual decommissioning fund deposit required over assumed

,
33 year operating lifetime:

, .

Per applicants, based on 6.0 per cent inflation
1975-1979 and 6.5 per cent for succeeding years S 3,551,610

Based on actual 6.5 per cent rate of inflation
1975-1979, and 8 per cent, for succeeding years 13,991,278

Based on tetual 6.5 per cent rate of -inflation
19 75-19 79, and 10 per cent for succeeding years 132,352,407

The fo egoing projections ara not based on a facility-specific analysis by

applicants of decom=issioning costs for Zimmer Unit 1; they are derived

:

_ _ _ _ -
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instead trom estimates published in 1975 by the Atomic Indur: rial Forum

(AIF). AIF estimated the cost of several decocaissioning alternatives for

a reference 1176 MWe boiling water reactor, and also estimated a percentage

reduction f actor for a 550 MWe WR. Applicants have stated that they

. interpolated between these two capacities to obtain initial estimates, in

19 75 dollars , for the Zimmer plant, and these were then escalated to 1983

dollars at the rates previously c; el In other words, applicants' estimates

of decommissioning costs are based entirely on estimates developed by

another organization it 1976, without reference either to the specific

characteristics of Zimmer Unit 1 or to any knowledge or experience concerning

decommissioning costs that may have been gained since 1976.

Besides the possibility that the AIF estimates may be outdated, they may
< ,

have been too low in the first place. The project manager noted that reviewers

had expressed concern that the costs appeared to be underestimated, and he

further noted that the cost estimates in the study do not include a contingency

factor, " typically on the order of 25%" ("An Engineering Evaluation of Nuclear

Power Reactor Decommissioning Alternatives - Summary Report," National

Environmental Studies Project, Atomic Industrial Forum, Inc. , November 19 76,

p. iv.). When consultant John S. Ferguson applied the decommissioning cost

estimates f rom the AIF report, he fa:tored in an allowance for contingencies

at 25 per cent (John S. Ferguson, "The Capital Re<.overy i;pects of Decom-

missioning Power Reactors ," Public Utilities Fortnigh tly, Septed er 25, 1980,

pp. 34-42).

In light of these questions over the original estimates on which applicants'

decommissioning cost projections are based, it would seem prudent to consider

other approaches to estimating decommissioning costs. I understand that

Connecticut's Public Utility Control Authe-ity has approved a 10 per cent

t . __ - _
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negative salvage charge to consumers to provide 'for decommissioning costs of

Northeast Utilities' Millstone Nuclear Power Station at Waterford. And

Nuclear Engineeg International (June 1979, p. 38) recently reported,

"The general consensus is that the cost of dismantling a nuclear station
-

will be about 10 to 15 per cent of the original capital cost, er alated to
,

the time of decommissioning." Applying a 10 per cent factor to the November

1980 estimate of $1,067,320,000 for Zi:mner provides a deconnissioning cost

estimate of $106,732,000 in 198G dollars. Assuming a 33-year plant life,

6 per cent tax f ree return on the decommissioning fund (as used by applicants),

and an 8 per cent annual rate of cost escalation, this would require an annual

fund deposit of S17,508,316 in 1983 ds11ars. 'At a 10 per cent rate of cost
,

- escalacion the required annual fund deposit, in 1983 dollars, would be

$33,894,236.

In summarv, we can evaluate the potential impact of applicants' underestimation

'of decommissioning costs on shareholders, ratepayers, and the applicants

chemselves. The latest data available to me indicates that cc= mon shares

outstanding, earnings per share, and percentage participation in the Zimmer

plant for the three participating companies were as follows:
.

Common shares Earnings Per cent
outs tanding per share of Zimmer;

(12/31/79) (1979)
|

Cincinnati Gas & Electric 27,233,399 S2.59 40"

Columbus & Southern Ohio
Electric Company 16,345,951 S2J4 28.5%

Daycon Powdr & Light 23,835,462' $2.01 31.5%

. - - . .. .. - _ - -
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Consumption by an average size residential consumer is assumed to be 7000

kilowatt hours per year (actual consumption by applicants' customers is

not known but snould be reasonably close to this cstimate). An average plant

capacity factor of 65 per cent will be assumed, in accordance with the

.

U. S. General Accounting Office's sugges tion C' Analysis of Es timated Cost

for Three Pacific Northwest Nuclear Power Plants," U. S. General Accounting

Office, July 30,1979, p. 4 of cover letter to Congressman Weaver). Since

- it is not clear at this time as to who will bear the cost of deceamissioning,

and especially the excess cost due to underestimation and underprovision by

applicac*' companies , these data will be used to project the impact on the

different decommissioning cost estimates on each group (all ar.ounts are in

1983 dollars):

Cost to shareholders Charge per year to
CGSE C&SOEC DP&L average residential

cus tomer for de,com-
missioning cost

'1. AIF data, 3 per cent cost
escalation ($13,991,278

'

annual deposit) S 21.50

Cost ~ per share $0.21 S0.24 S0.18
Per cent of 1979 EPS 8% 8% 9%

2. AIF data,10 per cent cost
escalation ($132,352,407
annual deposit) S203. 39

Cost per share
.

$1.94 $2.31 S1.75
Per cent of 1979 EPS 75% 81% 87

3. 10 per cent of facility
cost, 8 per cent cost
escalation (S17,508,316
annual deposir) S 26.9 1

Cost per share $0.26 -SO.31 $0.23
Per cent of 1979 EPS 10% 11% 11%

t, . 10 per cent of f acility cost,
10 per cent cost escalation
( $ 33,894,2 36 annual deposit) S 52.09

- Cos t per share 50.50 S0.59 50.45
Pe r' cent of 19 79 EPS -19% 21% 22%
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The preceding calculations show the amounce that will have to be either

collected from an average residential customer each year, or absorbed by

each share of stock annually, to provide for required annual decommissioning

fund contributions under each cost estimate.

Applicants have indicated that they believe an annual deposit of S3,551,610

.11 be sufficient to provide for all possible future decommissioning costs.

What will ber the financial impact on applicants if oney do deposit only

this amount annually? The following tabulation shows the shortfall or

fund deficit in the year 2016 (at the anticipated shutdeva date with a

33-year life beginning in 1983), in both 2016 and 1983 dollars, under the

four cost estimabes developed herein:

'

Fund
Fund balance provided by

required applicancs' Deficit Deficit
(year 2016) estimate (2016 dollars) (1983 dollars)

1. AIF data, 8 per
cent cost
escalation S 1,361,955,283 S345,724,958 S 1,016,230,325 S 80,169,324

2. AIF daca, 10 per
cent cost

i es cala tion 12,883,602,200 345,724,958 12,537,377,242 5 39,840, A26

3. 10 per cent of
facility cost,
8 per cent cost
escalation 1,704,314,394 345,724,958 1,358,589,936 107,177,707

4. 10 per cent of

L facility cost,
10 per cent cost
escalation 3,299,372,209 345,724,958 2,953,647,251 127,174,494

|

'
,

L.
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I have taken an essentially conservative approach :o estimating the financial

impact of deconmiissioning costs on applicants. I have no' allowed for possible

property ta>.es charged during a possible 104-year entombmeric period. I have nor

consider 6d the tremendo us financial impact of premature shutdown. I have not

dwelt on the dif ficulties of obtaining access to permanent burf sites nor the

ponible charges for such sites. I have based my calculations on the assumption

that the funds collccted from ratepayers to provide a decommissioning fund will

be exempt from income taxes, although I understand this is not currently the

position of the Internal Revenue Service. The cost escalacion races I have used

do not reflect the much higher escalation rates experienced in recent years fcr

nuclear facilities generally. My purpose has not been to exaggerate the

potential financial impact of decommissioning costs, but to provide csiculations

that show the potential impacts on applicants and their ratepayers and/or

shareholders from very reasonable alternative possibilities.

h.WS ca'cQ
Ralph Es(tes

i Subscribed and Sworn to before

me this // day of Februcry 1981.

.b Au*

. Notary Publi,c- /

My Commission expires: 4 _J5-8d-

DOROTHY L RICHTER
NOTARY PUBLIC

STATE OF KANSAS
MY APPT. EXP. 4 - 3 s' lf w

.- . .. .



Exhibit A

MLPH ESTES
?rofessor of I.ccountsnq Curr ~ulun Vt aWithita State Univernity

-
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EDUCAT!t)t1

D.D.A., Italiana Univer::ity (19(i7)
M.B.A., Universit/ of X,ntiseky (1963)
t!.S. , Universit y of Kentucky (1959;

ACADEMIC EXPERIENCE

k'ichita State University, Professor (1973-present)
University of Texas at Arlington --

Professor (1971 ,1973)
Associate Professor (1968-1971)
Assistant Professor (1966-1968)

Northeastern University, Visiting Professor (Summer 1M9)
Indiana University, Teaching Associate (1953-1965)
University of Kentucky, Instructor (1962-19u D

BUSINESS EXPERIENCE

Acco'unt.ing and management, connult.ing ( 19t,6-pr enen t. )
Federal Election Commission (on public irpact of camp.ilgn audit ptv-

cedures arul financial s eiert.ing requi t ement s, a l no to mon i to r , a t the
FEC's , request, a review by Arthur Arulert,en t. Cw. of FEC procedurcs,
t.o insure f ree.lom f rom bi.is)

Environmental Proe:ction Aucocy (on economic value of noncompliatice with
pollution control requirements)

Arthur Anderson & Co. (on corporace social accounting)
State Senate of Tsnsas (on the state budqct)
Kansas' Department of Planning and Kesearch (on cost determination)
Volunteer consulting to numcrous minority-owned businesses, public interes-

groups, and anti-poverty organizat. ions,. cionerally on systens and
p rc,cedure s

Practicing CPA (1963-1965)

Staff accountant, Owens Owens & Ifisle, Lexinuton, Ky. (19G2-1963)
Staff accountant, Arthur Anderscn & Co. , St. Louis and Chicaco (1959-1962)
Acministrative clerk, United States Air Force (1953-1956)

PROFESSION *.L ACTIVITIES AND F.EMMERS!!IPS

Certified Public' Accountant
Accountants for the Public-Interest --

President.(1970- 1

Vice Prenident ( l'.57il- 197 9 )
Executive Committee-(1977- )

lloard of Directurn (1977- ).
Chair, Executive Direct.or-Search Committee (1979)
Chair, Membership _ Committee (1978-1979)

' Chair, Cammittee on Relat. ions with Collecen and St': dents (1977-1973)
Long-Range Plannin9 Committec (1978)

E
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PPO?ESSICNAL ACTIVITIES AND MD"BERSitIPS (continued)

American Ins itute of CertiCled Public Accountantsr

American Accounting Association --

Committee to Nominate Outstandinry Contributions to Accounting
Literature (1978-1979)

Research Editorial Scard (15f6-1977?
Committee on Accounting for Social Performance (1974-1975)
Editorial Board, The Accounting Review (1973-1974)
Accounting Ed cator Award Committec (1972-1973, l'; ' s-19 7 4 )
Intarnational Accounting Committee (1971-1972)
Committee on Application of Learning and Communication Theory to

Accounting Instruction (1970-1971)
Committee on International Aspects of Accounting Teaching and Research

(1968-1969, 1969-1970)

Research Corsittee on International AccLunting (1966-1967)
Research Project Consulting Committee (Simmons & Barrett project)
AAA Delegate to Ninth Iraernational Congress of Accountants. Pa-, s (1967)

American Institute for Decision Sciences
Financial Executives Institute (1970-1973) --

Chair, Dallas Chapter Cducatian Committec
Creater Wichita Area Chamber of Commerec --
Community Livability Committee
Legislat'.ve Committee

Chair, Education and Culture Committec

PUBLICATICNS

Books and Monographs

Dictionary of Accountino (Cambridge: The MIT Press, forthcoming), cloth
and paperback editions.

~

Corocrate , Social Acenunting (New York: John Wiley & Sons, 1976), 166 pages.
Japanese edition published by Chuo Kei si Co. , Ltd., 1979: translated by
Kiyoshi Aoyagi and Takatsugu . Jato. Taiv; edition prublished by Mcdcen nook.

Co., Taipci, 1977.

Accounting and Society (Los Angeles: Melville Div. vf John Wiley & Sons,
| 1973), 411 pages: cloth and paperback editions.

An In:roduction to Financial Control and Reportino a Multinational
Enterprises (Austin- Dureau of Busintsn I<escarch, me U'iversity of Texas,
1973), 89 pages. Coauthored.

Accountinn for Execllenec: An 1:valuatio'n of the l' elative Quality el
l>rocrams g Accounting (_New York: Laventhol Ktekstein !!crwath & ito rva tn.
1970), 20 pages.

-

~ .. . --
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PUDLICATIONS (continued),

Journal Articles:

"The Profession's Changing Ilorizons: A Sur'ecy of Practitioners on the
Present and Future Importance of sci:cted Knowledge and Skills," The
Interna tional Journal cd[ Accounting F.ducation and Rencarch. Spring 1979,
P7

" Accounting and Public Service " The Accountino Review, April 1979, pp.
402-408. With Corald 7.cisal.

"An Experimental Study of the Different.Aal Lifect of Standard and
Qualified Auditors' Opinions on Investors' Price Decisions," Accounting
and Business Research. Spring 1979, pp. 157-1G2. With Marvin Reimer.

"On the Present and Future Importance of Accounting History," The
Accounting Historians Journal Fall 1978, pp. 63-65.

" Achieving Practical Relevance in Accounting Education: A Survey of.
Public Accountants on the Prcsont and Future Importance of Curricular
Arcas," The Woman CPA, October 1978, pp. 7-12.

" Social Accounting in a Manufacturing Company: An Action Roccarch
Study," The Journal g Contemporary Business, Jinter 1978, pp. 33-43.
With Nicolo Zenz.

. .

~

" Social Accounting in Ja san," Accountinu: Kinyo Kaikoi (Japan), April
1978, pp. 45-50. With Hiroshi Yoshida.

" Corporate Social Accounting," Accounting: Kicyo Kaikci (Japan), January
-1978, pp. 65-69. With fliroshi Yoshida.

" Improving Executive Decisions by Formalizing Dissent: The Corporate
| Cevil's Advocate," The Academy cj[ Manaccment Review, October 1977, pp.
l' 662-667. With Theodore licrbert.
I

"A Study of'the Effect oi Qualified Auditors' Opinions on Bankers'
j Lending Decisions," Accounting and Business Research- Autumn 1977,

pp. 250-259. Wl;h Marvin Reimer.

| " Standards for Corporate Social Reporting," Management Accountino,
l November 1976, pp. 19-22,26.
1

"A Comprehensive Corporate Social Reportinu Model," The Federa' Accountant,

|. December 1916, pp. 9-19.

, " Caveat Exsecutor: - A Warning on the Misusc 'of Linear !tegresnion,"
( . Managerial Planning, January-February.1974, pp. 29-34. Coauthored.

- The Joint Probability Approach and Reorder Point Determination,""

| Production and Inventory ttanacomect,, 2nd Quarter 1973, pp. 50-56.
i

I

. -
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Journal Articles (continued):

"Socio-Economic Accounting and External Disect,nenies," The Accountinn
gReview, Auril 1972, pp. 204-290.

" Application of Communication Theory to Accounting Instruction," in
Repor'. of the Committce on Application of 1.carninq and Corv .*ication
Theoric.s c.o Accounting Instruction, The Accounting Review, Supplement
to Vol. T'.NII (1972), pp. 26n-275.

"A Ranking of Accounting Programs," The Journal of Accountancy, July
1970, pp. 86-90.

"The Accountant's Social Posponsib;11ty," The Journal o' Accountancy,
January 1970, pp. 40-43.

s "An R.sessment of the usefulness of Current Cost and Pricc-Level Infor-'

mation by Financial Ftatement Users," The Journal o' Accounting Research.
Autumn 1968, pp. 200-207,

"Professict.tl Education for the Mature Accountant," Canadian Chartered
(now Cel, March 1968. pp. 193-195. *Accountant l

" Comparability and Flexibility: A Proposed Solution to the Uniformity
Dilemma," The Pinanc.al Analysts Journal, May-June 1966, pp. G5-60. With
Homer Brown. *

Other Articles:

" Social Reporting in Japan," in The Status of Social Reportina in

Selected Countries (Center for International Education and Research in
Accounting, The University of Illinois, 1978), pp. 73-80.

"The Corporatr. Social Accounting nodel: An Information System for
Evaluating the Impact of Corporations on Crowth, Resourec Use, and,

' Specific Constituent Groups Within Socicty," in Accountinc and Corocrate
Social Responsibility (The University 1.f Kansas, 1978), pp. 103-109

" Social Accounting -- Wherc Arc ke and Where Anu We Gneing?" 1976-1977
Distinguished Speaker Series (The University of Kentucky, 1977), pp.
15-28.

" Evaluation of a Proposed Social Reporting Model,' in Accountancy in the
1900s - Some Issucs (Roston: The Council of Arthur Young Professors,
1977), pp. 159-167

"The Inefficient Markets Theorem, or Why There Will Always bc a Need for
' Social Accounting," in Bridoino the Cap, Cary John Previts, editor (The
University of Alabama, 197G), pp. 153-162.

" Social Measurement in the Accounting Curriculum -- Where and Why?" in
Researching the Accountino Cut r.culum: Stratcqics for Chanac, William L.
Terrara, editor (Educatien Series No. 2, American Accounting Associatban.
1975), pp. 203-217.
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Other Articles (continued):

"A Compechen-ive Social Accounting Model for Cot'purations and OtherEntities," Proceedings o' the Southwest Regional Meeting of _the AmericanAccounting Association (llouston, 1975), pp. 238-2%2.

"A Compechensive Corporate Social Reporting Model,' in Social Accountingby Lee J. Seidler and Lynn L. Seidler (Los Angeles: Melville Div ofJohn Wiley & Sons, 1975), pp. 185-204.

" Social Accounting," Wichita State University "acazine, Winter 1975pp. 4-7 ,

" Advanced Principlus of Auditing," in Accountino Trends VIII, Thomas J.Burns, editor (New York: McGraw-liill , 1974 ) , pp. 38-40.

"What's All This About Social Accounting -- or Can I Make It to Retirement
Without Having to Learn 7" Elmer Fox & Cow.pany '74, pp. 10-11. -

" Education for the Mature Professional " Proceedings of the Second
International Conference on accounting Education ,

( London , 1970) , pp.27-33.

"The Decision Scientist:
of the American Institute for C7 cision Sciences 1984," Proceedings of the First Annual Meeting

(New Orleans, 1970),pp. 281-293. With Lee Smith.

Book Reviews:

Trevor Gambling, Societal Accountino (Iondon: George t.11en & Unwin Ltd.,
1974): in The Accountino Re iew, April 1976, pp. 457-458.

,

J.
E. Smyth, The Ac, counting Model (Teronto: The Ryceson Press, 1970);

in The Accounting Review, Octobcr 197], p. 836.
|

_I'"'!ITED PAPERS AND PROGRAM APPEARANCES

National / International Meetings:
-

"An Experimental Study of the nehavioral Impact of the Auditor's Standard
opinion,* TJ.nual Maeting of the American Instituto for Decision Sciences.New Orleans, November 1979.

" Fads, Foibles and the Future: Social Accounting in the Twenty-First
. Century," Annual Conference of the Order of Chartered Accountants of
Quebec, Pointe-au-Pic, June 1979.

"The Profession's Changing ifori: ens: A Curvey of Practitioners on the
Present and Future Importance of Selected Knowledge and Skills," Annual
Meeting of the American Accounting Association, .? nver, Aunustt 1978.

-
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flational/ International Muutings (continued):

" Monetary Measures of Performance," Annual Conference of Accountants for
the Public Interest, Miami, tiovember 1977.

"16ccounting in the 'I%cnty-First Century: The Road to Cnomologica "
Annual Meeting of the American Accuunting Annociation. Portland, Auqust
1377.

( "The liow and Future Accountant's Need for Occision Sciences," Annual
'

Meeting of the American Institute for Decision Sciences, San Francisco,
November 197G.

I

Panel discussant, "How Can We Utilize Student Volunteers More Effectively?"
Annual Conference of Accountants for the Public Interest, San Francisco,
November 1976.,

.

"A Model for Measuring and Evaluating the Social Impact of Multinational
corporations," XXIInd International Meeting of The Institute of Management
Sciences. Kyoto, July ).975.

Session chair, "The Measurement of the Social Impact of Multinational
Corporations on Host Countrics," XXIInd International Meeting of The
Institute of Management Sciences, Kyoto, July 1975.

Session chair, " Social Accounting: Cases in Social Measurement," Annual
, Meeting of the American Institute for Decision Sciences, Atlanta, Octobcr
1974.

" Social and Environmental Accounting," Twenty-Third Annual Symposium of
the Federal Griernment Accountants Association, Dallas, June 1974

" Social Accounting and Accounting Education " American Accounting Associa-
tion Symposium on Accounting Education, Chicago, May 1974

.

l

"A Comprehensive Corporate Social Reporting Model," XXth International
Meeting of The Institute-of Management Sciences. Tcl Aviv. June 1973.

" Application of Communication Theory to Accounting Instruction," Annual
Meeting of the American Accounting Association, I.exington, August 1971.

" Accounting for Social Costs," Annual Meeting of the American Accounting
Association, University of Maryland, August 1970.

"The Decision Scientist: 1984," Aanual Meeting of the American Institute
for Decision Sciences, New Orleans, October 1969. With I,ee Smith.

" Education for the Mature Professional," Second International Conference
on Accounting Education, 1,ondon, August 1967

Other Meetings:

"Public Interest: Accounting: Putting the 'I'* in CPA." Wichita State
University Chapt 9e of Ucts Alpha Psi, October 1979.
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Other Meetings (continued):

"The Present and Futurc Inportance of Selectu l Knowledtju and Skills,"
Second Annual F.ancas Cociety of CPA8 Accountini Educar.rarn Conferetice,
Manhattan, March 1979.

"The Value o f Va rtuo: Can Corporate Morality bc Measured?" Unive rs ity
of Notre Dame, 2nvited lecture sponsored by the Joint University Comnittee
on Business. Tncology and Philosophy, April 197H.

Discussant , "The Role of Fact and Interpretation in the Evolution of the
Auditing Method," by Florence Sneed, Annual Mucting of the Ac.orican
- Accounting Association Southwest Region, Dallas, March 1978.

"The Corporate Social Accounting Model: An Information System for
Evaluating the !.5 pact of Corporations on Growth, Resource Use, and
Specific Constitutent Groups Within Society," Social Accounting Symposium
sponsored by Arthur Andersen & Co. and the University of Kansas, Lawrenc e ,
May 1977.

Pancl Discussant, " Corporate Sociti Responsibility and Social Accounting,"
on Market Placc.,public television program produced for national syndica-
tion, Kansas City, My 1977

" Social Accounting -- Stato of the Art and the Futurc Outlook," University
of Kentucky Distinguisnod Speaker Scrics, October 1976.

" Total Performance Accounting: A New Tool for Evaluating Your Social
Performance," Wichita State University Community Lcaders' Luncheon,
Wichita,' September 1976.

" Social Accounting in the Curriculum now Much, hhcre , Why?" Annual
Meeting, Coordinating Council of Accounting Educators of Minnesota, winona.
April 1976.

" Evaluation of a Corporate Social Reporting Model," The Arthur Young
Prof essors ' Roundtable, University of Illinois, Urbana, Ma rch 1976.

" Social and Environmental Accounting," Robert Morris Associates, St. Louis
Chapter, February 1976.

"The Inof ficient Markets Theorem, or Why There Will Always be a Need for
Social Accounting," University of Alabama Accounting Research Convocation,
November 1976. Also served as a member of the convocation faculty.

" Social Accounting," AICPA's Faculty Summer Seminar for Representativos of
Accounting Departments in the Traditionally nlark Colleges and Universitics,
Florida A & M University, Tallahassee, June 1978

"Mcasuring the Unmeasurable: Social Accounting for Social Responsibility,"
~ Cmporia Kansas State University Annual Accounting Club Danquet; Emporia,
. April 1975.
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other Meetings (continued) :

" Integrating Economic and Social Ef fcets in a Cer prehensive Corporate
Reporting Model,* American Accounting Association southwest Regtonal
Meeting, Houston, March 1975.

"A Proposed Corporate Social Reporting Model," The University of rtinnesota.
invited lecture for faculty, Ph.D. candidates,.and area business executives.
Minneapolis, February 1975.

"A Corporate Social Reporting Model," The University of California, invited
lecture for faculty and Ph.D. candidatos Scene,9y, November 1974

" Social Accounting: Progress and' Prospects," U. S. Civil Service Co~ mission
Seminar for Financial Executives, Osllas, October 1974

" Social Accounting,"' Annual Meeting of the Kansas Society of Certified Public
Accountants, Dodge City, September 1974

" Social Accounting and the CPA," Wichita Chapter of Kansas Society of CPAs,
Wichita, ~ January 1974 .

" Innovation in Accounting instruction," State Convention of Community
Colleges in Kansas, Wichita, January 1974

" Corporate Social Accounting," Wichita State University Accounting Club.
Wichita, January 1974

" Corporate Social Accounting," Annual Professienal Danquet of the Universt ty
of Houston Chapter of Beta Alpha Psi, October 1073.

" Accounting in the Executive Suite," Colden Triangle Chapter of the 1:ational
Secretaries Association, Arlington, August 1973.

" Social Accounting," three-day seminar for Arthur Andersen r. Co. partners.
Chicago, May 1973. Directud by R. .cc Ur.: met.

" Quantitative Systems for Social Perfo:rance Evaluation," Seminar en
Mcasurement of Corporate Social Performenec ri=>nsored by the California
CPA Foundation for Education and Research and the University of Southern
California, Monterey, April 1973.

'":he future of Accounting Education," Sc=tnar on Accounting Education,
jointly sponsored by American : Institute of Certified Public Acc0cntants,
American. Accounting- Association, and North . Texas State Univcesity. Conton.

'Novenber 1972.1

'" Mathematical Cocununication 3cory: arid Accounting," Annual Mocting cf the
American Accounting Association Southcast Region, Baton Rouge, May 1972.

~

. . ..
. . .

.

"Public Interest Accounting,* Texas Christian Untversity Chapter of Beta
: Alpha Psi; Fort Worth - Oecember 1971.

.

** w -- e- % -. - i- -
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-

Other Meetings (con tinued) :

*Information Theory," Dallan Chaptcr of the Institute <>f Internal Auditors.
Dallas, October 1971.

" Arc Accountants Helevant?" Annual Meeting of the l'orf. Worth Chapter, Tex an
Society of CPAs, Fort Worth, Jancary 1971.

Discussan t, "Fcasibility of Obtaining Ct.crent Cost Dota: A Case Study."
Annual Meeting of the American Accountisig Associatinn Southwest o.egion,
Dallas, March 1970;

" Business and Social Changc," Southwestern Dell Telephone Company Colleqc
Faculty Conference, Arlington, Nover.ber 19GB.

" International Financial Reporting," Annual Mccting of the American
Accounting 1;3sociation Southwest Region, Dallas, March 1967

C'!HER RESEARCH COMPLETED

"A Discriminant Analysis of Career Choice Deci: iuns Among Accountants,
Attorneys Engineers, and Physicians," research report submitted to The
Accounting Review.

"An Investigation of Intergenerational Sociocconomic Status Change A:nong
Four Professions," research report submitted to The Accounting Review.

A series of controlled experiments, extending over a five-year period,
to investigate the effects of dif ferent audit opinion forms on stock-
holders, financial analysts, institutional inventors, and business
persons in general; will be prepared for publication as a research
monograph.

" Accounting Probicms of the Multinational Enterprisc," for the A:.crican
Accounting Association's International Accounting Comnittee, 1971-1972.

" Resources for Rescarch in International Accounting," for the American
Accounting Association's Cosmiittee on International A:mects of

i Accounting Teaching and Research, 1968-1970.
L

" International Accounting and the AAA Basic : standards," for the Merican
Accounting Association's Research Committee on Intctnational Accounting,
1966-1967: results published in The Accounting Review, Supplement to Vol.
XLVIII (1968), pp. 3-14.

International Accountino: With Particular Reforcuce to Anulication of
Price-Level Adjus tment and Future Service Valuation Concepts (Dcctor of
Business Administratton dissertation, Indiana University, :4ay 1967) .

..- . , .-. .-
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llCNORS AND AWARDS

lionored by student and alumni groups (Omicrcn Delta Lappa, Mortar Doard,
and Student-Alumni Ansociation) for N adership in Scrvice to Wichita
State University," February 1979.

Listed in outstanding Educators in America, i970 and 1974-1975.

Listed in American Men and Women of Science.

Seta Alpha Psi, accounting professional and honorary organization.'

Bets Gamma Sigma, business honorary.

Phi Alpha Theta, history honorary.

Earhart Fellow, 1962, 1963, and 1964.

UNIVCRSITY SERVICE

Chair, University Committcc on Credit for Experience
Moderatur and me:nber of Planniny Committee, WSU Annual Accounting / Auditing

Conference
Faculty advisor to several student organizations, including Deta Alpha Psi

- Elected member, University Graduate Assembly
University Curriculum Coemsttee-
University Computer Board
University Coals Cormnittee
University llumanitics Cctmnittee
University Human Research Review Committee
University DELTA Project Advisory Committcc
College Graduate Studics Committcc
College Doctoral Program Committee

.

College Tenure and Prumotion Corraittec
College Research Committee
College Retrencracnt Committec
College Management Science Comittec
College lioners Committec

Chair, College Computer Requirements Co unittec
College Dean Evaluation Comittcc
College MSA Accreditation Committee
College Dean Search Committee
Chair, Depart:nent Chairperson Scarch Corcittee

Developed following new courses:
Management Accounting for Public Admin.stration (graduate)
Advanced Public Accounting Practice (graduate)
-It' Mr-.a tion Systems Analysis (graduate)
Susiness and Society (graduatc)
Accounting Research Seminar ' graduate)
Interna +.ional Accounting and Financial Analysis (graduate)
Cicetronic tota Processing ( undergradua te)
Electronic Uus ness Systems (undergraduate)

1-
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COMMUNITY SERVICE

Community service has included service as of ficer or board mcmber of
numerous community and public interest organizationn: volunteer
consulting to Federal Election Commission. Environmental Protection
Agency, State Senate of Kansas, and numerous other <Jeivernment agencies,
minority-owned busincries, public interest groups, and anti-poverty
organizations: over one hundred addresses to communtty, educationa l,
and religious organizations: and service as f anance chairperson for
a Kansas gubernatorial candidate.

OrtlER INFORMATION

Date of birth: August 13, l'3 35.

Married to Sue Ellen liorn: no children.

Personal and professional goals is.clude continued efforts to advance
knowledge through personal scholarly activitics and by stimultting
other scholars including Ph.D. candidates and younescr professors;
and of forts to serve the public interest through the application of
accounting and economic skills and knowlcoge.
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UNITED STATES OF AMERICA
NUCLEAR REGULATORY CCMMISSION

ATOMIC SAFETY AND LICENSING BOAR _D

Charles Bechhoefer, Chairman
Dr. Frank F. Hooper, Member
Glenn O. Bright, Member

In the Matter of :
:

CINCINNATI GAS AND ELECTRIC :
COMPANY, ET AL, : DOCKET No. 50-358(William H. Zimmer Nuclear : APPLICATION FORPower Station) : OPERATING LICENSE.

r _ _' . . :: 2._
CERTIFICATE OF SERVICE

I hereby certify that copies of %. nie ww.cnv of
palch Estes Pecardina Centen*4m 13, Aop14mnts' Firmial Osa14 fications

in the above-captioned proceed-__

ing have been served on the following persons by posting the same
in the U.S. Mails, postage prepaid, this 1, day of Fetem

1981
,

Charles Bechhoefer, Esq., Chairman Mr. Glenn O. BrightAtomic Gafety and Licensing B, card Atomic Safety and Licensing BoardPanel Panel
U.S. Nuclear Regulatory Commission U.S. Nuclear Regulatory Cor missionWashington, D.C. 20555 Washingten, D.C. 20555

# * *nk A "zwdr Troy B. Conner, Esq.
Sti:h t v: 'cr:1.LvLc es Conner, Moore & Corber'

t*ff'i W i-2 7 % -5d 7GW 1747 Pennsylvania Avenue, N.W.JuL. F,roer,*Mrigar._m ;;,49- Washington, D.C. 20006
ry -- Q " -fir --Esq. John D. Woliver, Esq.

-

rw ' ^msel P.O. Box 47CFgti-cu -.51ectric-Co. 550 Kilgore Streetm?m-yg Batavia. Ohio 45103g ip M Thic- C ; ^rl
ChairmanW. Peter Heile, Esq.

Assistant City Solicitor Atomic Safety and Licensing Appeal
Board

Room 214, City Hall U.S. Nuclear Regulatory CommissionCincinnati, Ohio 45220 Washington, D.C. 20555

__ _ _ _ _ _ _ - - _ - _ - _ - - - -
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~~ ' Cho los A. Enrth, Ecq. Chcirman
U.S. Nuclocr Ragulatory Co:-mission Atomic Safety and Licensing Board
Roon MNBB 9604 Panol
7735 Old Georgetown Road U.S. :iuclear Regulatory ComissioE
Bethesda, Maryland 20014 Washington, ).C. 20555

Chase Stephens Mary Reder
Docketing and Service Section Box 270
office of the Secretary Route 2
U.S. Nuclear Regulatory Commission California, Kentucky 41007
washington, D.C. 20555'

David K. Martin, Esq.
Richard S. Sal man, Esq. Assistant Attorney General
Chairman Division of Enviromental Law
Atomic Safety & icensing Appeal Attorney General for the Co=onwes

..

! Board of Kentucky
U.S. Nuclear Regulatory Commission 209 St. Clair Street

; Washington, D.C. 20555 Frankfort, hentucky 40601

Lawrence Quarles Andrew 3. Dennison
Atomic Safety & Licensi..g Appeal 200 Main Street

r7ard Batavia, Ohio 45103
U. . Nuclear Regulatory Commission

- -

Washington, D.C. 20555
. .

Michael C. Farrar, Esq.'

Atomic Safety & Licensing Appeal Robert Jones
Scard Prosecuting Attorney

U.S. Nuclear Regulatory Commission Clermont County
Washington, D.C. 20555 154 Main dtreet.

Batavia, Ohio 45103

Dr. Frank Hoeper
Apartment 204
105 Inn Iane
Cak Ridge, LN 37836

I further certify that I have served a copy of the foregoing en Mr. Wil'ia9
J. .tran, CG&E, by persecally delive.rbs it to his office this 13 day of1

i February,.1981.
! ' d)4"Y<

//{ '. .,.M U /'
James H. Felchan, Jr. g
AttcIney for W FP
216 East Ninth Street-

dinci.vati, CH 45202
' (513) 621-6151

.
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l 1 CROS S -E XAMIh' ATION
'S

2 BY: MR. CONNER

3 ;

!
l

4 Q Doctor Estes, in making -- in directing

; e 5 your attention to Page 3 of your testimony, are you
! N

j 6! there?
'R

d 7 A Yes.
A
j 8 Q You indicate that the table appearing at the -

d
n; 9 top of the Page 3 is taken from the Gross National Product

'
z.
O 1!

$ 10 ! Implicit Price Deflator, and you give the rate of inflation ,

3_
j 11 .1 a change from the previous year, in that table; is that
a
y 12 correcc?
=
,

g 13 A Yes.
- .

m
|

* g 14 O Doctor, did you make any efford to compare
'

$
2 15:| that with the earnings rates for those same years forw i= '

| j 16 investment grade tax-free municipal bonds?
A i

$~ 17 'A No.
w
=

y ' 18 Q Have you loc',ced at Moody's,for example, ;
: c
! b

19g on the particular point?-
5 \

20! A- I believe there is on one point.

21 Q On the point of the-average earnings rate

22 for-the five years?;

i 13 | A For tax-free municipal bonds?

24 ; -Q Correct.

.[, 25 i A No.
$

fl
. ALDERSON REPORTING COMPANY. INC. .

s
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5 1 O You have, I believe, testified in your

2 . deposition that you do not consider yourself an e:: pert on i

3 economic cycles; is that correct?

4 A No.

e 5 0 Well, excuse me, Doctor. Directing your
2
j 6, attention to the transcript of your deposition, I asked yod
R
& 7 the Lques tion , "Do you consider yourself knowledgeable or
;

j 8 an expert in economic cycles?" Answer, "I'm not. I

d
9 would-- I'm comfortable in saying I'm not an expert in4

i
a
g _ 10 economic cycles. I do not occupy my time studying or
3_
j 11 doctoring any economic cycles. I study economic cycles
3

g 12 ' in the course of my extensive studies of economics."
5
j -13 Is that your testimony?
-

E 14 A Yes, it is.
2

^

.

= !

j 15 ' Q Now, are you changing your testimony now?
z

g 16 A I don't mean to be. I understood your
w

( 17 question a moment ago presently to be asked much more in
4~ i=

1

$ 18 the negntive sense such that in the affirmative answer, I |_

C is
19 | indicated:I'm nott an.. economist.-'Perhaps I misunderstood |g

-n |

20 ; . your present question.

2I CHAIRMAN BECHHOEFER: Doctor Estes, would you

f
22 ; speak up, please?

~ 23 ' THE WITNESS: Yes, sir.

'24L| MR. CONNER: Q Are you changing your testimony
i

D- 'from your depositicn "I'm not an expert in economic,

ALDERSON REPORTING COMP ANY, INC.

. .
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6 1 cycles."

2 A I'm not changing my testimony from the

3 full response I gave at the deposition.

4 Q Do you or do you not consider yourself an

e 5 expert on economic cycles?
E
9 i

j 6i A As I stated in the deposition, I don't
R'
2 7 consider myself to be an expert on economic cycles although
3 .

] 8! I'm not completely unfamiliar with them.
d
=; 9, O All right. Then to make an economic
! I

g 10 J projection of decommissioned costs subject to your
N
g 11 testimony, would it not have been proper and important
S

i

y 12 | for you to have related any inflation rates is the rate
E i

j 13 | of -- retire the interest rates for the same periods.of time?
= ;

,.E 1<4 I A Would you please repeat the question?
$
2 15 ' O As you follow proper accounting procedures
E
g 16 to escalate -- '

| A

y ' 17 CHAIRMAN BECHHOEFER: I could not hear the last
-$ ! -

, E 18 | answer.
= |

'

e
i { 19 THE WITNESS. I said, "Would you please repeat

n.
20 | the question?"

21 MR. CONNER: I'll start all over again,,

.tt

'l

22 ! Q- As an accountant, wouldn't it be. proper in
i ,-

23 ' attempting to make a long-range projection of inflation

.2] rates?. Wouldn't it also be necessary to make corresponding

:M

4

' adjustments by showing the interest rates to calculate the

i

1 ALDERSON REPORTING COMPANY. INC.-
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I7 overall cost of the decommission?

2 A The question, sir, is over-simplified, and

3 it's not one that can be really answered yes or no. If

4 you'd like, I'll elaborate.
,

5
Q Do you agree that there is a definite

6I
{'

'

'

correlation between inflation rates and interest rates?
! n
l 4 7

j A Sir, in the term correlation, it refers to
n
8 8

a number that ranges from minus one to plus one all thea
d
6 9
j way through zero, and then the correlation can be
o
H 10
j interpreted to mean .01, .001, .99. I don't consider
:
E 11'

g it to be a strong correlation between the rates of inflation|

d 12
E rates, but there is a correlation.

: 13
g ; O Doctor, would you agree, 'for example, that
E 14

| d the interest in inflation rates moved enroute to --
:
9 15
@ MR. FELDMAN: Objection, unless a specific time
-

i 16,

| j period is introduced.
C 17 i
$

' MR. CONNER: All the questions relate to my

E 18 I

g- original premise of long-range projections such as Dr. 1t

I 19
g Estes has madefin his testimony for decommission.

THE WITNESS: I would agree with what you're
i 21

saying.

n| MR. CONNER: If the Board please ,- I' m just

L looking'at NUREG CR -14 81, dated July 1980, at'Page --

24 |
| Roman-Numeral IV-VIII; and I would request the Board take

25 '
judicial notice of that document in-findings made by the

i

i
1 ALDERSON REPORTING COMPANY, INC.

i
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8 1 Staff on that point.

2 Q Well, Doctor, if this is true that they do

3 move in harmony, isn't your analysis in your testimony
!

4 unfair to escalate the interest rate to, say, 8 percent

5 or to 10 percent as you did without making a correspondingg
h

; 3 6 adjustment for the interest rate?,

1 I
'

! k7 A I'm having some difficulty with the term
A

| 8 unfair since I use the interest rates that the Applicants
d
c 9
z, used in their analysis, but I'm quite willing to agree on
o
$ 10 that the most accurate projection could be made by the
z i

= r

j 11 parking then from the procedure used by the Applicants in
3

y 12 their response and indeed relating the return on an
E
d 13 ' assumed decommission fund to the. rate of inflation.
E
m
j I'4 Q Then Doctor, as I understand your answer,
5
g_15- interest rates increases should have been a concluded in
x

g' 16 the analysis that you did f r the inflation rate increase;
^

l

N 17 : is that_ correct?
I 5 !

uy 18 A I didn't assume inflation rates increasing. |
C

i
19 I assumed cost inflaticn rates increasing. I

| 20 Q I'm sorry. I direct your attention to

21 Page 81of-your' testimony.

f 22 You did not, there, increase the' inflation
-I

23! ' rate to 8 percent on Item 1, and-on Item 2, increase it
o

24 .to 10 percent without makin~g any corresponding increase in

: 15 the interest rate?j

!

i

: ALDERSON REPORTING COMPANY, INC.
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9 I A Sir, when you referred to increasing

2 inflation rates, I assume you're referring to the inflation

3 rate assumptions embodied in my calculations in comparison

4 .to inflation rate assumption: to be used by the Applicants

5j but your question about increasing the inflation rate and
n
! 0 concurrently increasing the interest. rate implies,at
R
R I least to me, that you're talking about a period of time-

A
9 8 !M and increasing the interest rate over that period of time;

d
" 9~. and.likewise increasing the interect rate as I responded, .

O 10'
j when I use 8 percent, I used 8 percent cost to be

* 5
E II throughout the life of the plant and assumed the Commission
3
6 12
3 without changing it and likewise'with the 10 percent rate.
4

13
9 Q But you did not change the earnings rate
- .

E 14
g correspondingly, did you?
k
9 15s A That is correct. As I stated with the 6
x . .

g-
16 I

~

j percent, I believe it was that the Applicants used in
| c 17 ;

'

d -their analysis.
=
5 18

1 .= Q And had you adjusted che earnings rate to
.

j
#, 19 ,! i

j ! be in-harmony with your assumed ',ncrease inflation rate,

20-
the so-called deficits that you have referred to on Page 8;

would be much smaller numbers; is that correct?
,
.

I 22

|
- A I don't think so, sir,

i 23 '
Q If you were to increase the earnings' rate'

' 2/ I .

7.4 percent as it has.been done.here today, fot', .by, say,

example,'.27.4 would not be so-called deficit, would noti beT; '

i
l ALDERSON REPORTING COMPANY. INC.
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'

.

;

i

I.I significantly reduced?
'l

2 A That is correct, if I would do that but I !

3 :

wouldn't agree with you on i*,

i

i
4

Q Have you made any studies of any of the

5j NRC documents that have been published concerning the
,

,e,

| 3 6 cost of the decommissioning and the assumptions for;^

b7 financial inforation?,

K
2 85 A Yes,
d

'

?.
Q Have you, for example, examined NUREG 0584,

1 10y Revision 2 entitled, " Sharing The Availability of Funds
-

k' For Decommissions, Nuclear Facilities," dated October 1930?m
" 12i A I can't be cer*ain that I have or not, but
-?
: 13': 7 don't kno.w that I have. I don't nave it here for sure._

E 14
g Q Doctor, Mr. Wetterhahn is handing you the
_m -

9 -15'
2_ copy of the docu=ent. Turn to Page 26 and look at thez
~

16
5 footnote ~there. The footnote states, for the benefit of=

I d- '17
! $ those who do not have the document, "With respect to the

?
E- 18 i

1

' longer _ term relationship between the interest rate and ;.=
'w

s 39 ' i

| E inflation rate,. studies have found that the real interest
i M

'

20~
= rate, i.e. the~ annual yield on investments over and above ,!

, 21 4

!the. inflation is averaged from approximately 1.5 percent, j

22 ' !
j 2.2 percent has indicated a NUREG CR 0570,"For the period i

i
23 |

:-1961 to 1976,-the average real_ return relative to the
I h

t'

'2M<|First1 National Product >

Deflator on a three to five versus i).
I15-j.
} 1

.c ,

,

,| ' ALDERSON REPORTING COMPANY. INC. I

'
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|
t

I
1

j 11 Government securities is 1.42 percent. For the period'

2
1963 to 1976, the average real return on Triple A

i ' 3
j corporate bonds was 1.95 percent. The average expected
- 4
| real return on nine to twelve month issues relative to!
) e 5

j inspected inflation rates for the period 1953 to 1975 --

8 6*
about 23.2 percent."

n

R. 7
g Two percent thus appears to be a reasonable

'

8 8*
assumption for a real rate of return, and then it makes

; 6 9
i the citr. tion there.,

;g~
,

10
z Doctor, have you examined this paragraphI 5 11'

$ now?
*J 12*

: = A Just now, yes.
| d .13 I

i Q Do you agree with the conclusion recened
~
=

E 14
U in that NRC document?,

! =
2 15

.y A Let me read the last sentence in tne~

16
$ | paragraph, Counselor. The real rate of return discussed
6 17'i
5 here is before income taxes. Now, while I haven't done a,

! -
j

! 5 18

E personal study on these returns, I'm prepared to accept
I 19'
2 the figures given in this paragraph, and in fact, I made

20 ,

i calculations based on these figures for the decommissioning;

21 '!
costs of Zimmer.

22
! Q I'm sorry. You have made calculations,

i !23
having this two percent increase in the I mean'the--

i 24 ;

l real. return of two percent?
25 ,

i

f

ALDERSON REPORTING COMPANY. INC.
-
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f

12 1 A yes, sir, I have those here.
\

|

2 Q But in your testimony, you didn't include

3 that; is that correct?

4 A That's correct. I had not had access, at

that time, to NRC 6072 entitled, " Technology Safety and5|e
3

| h i
! 3 6i Costs of Defin! * ions of Boiling Reactor Power S tation. "* I

R
R 7 That has cause that would be much more valid because it's
M

| 8 much more up-to-date and more detail than those used by
I d

d 9 the Applicant

f -

g 10 0 Sir, isn't it a fact that your table on
E
j 11 Page 8 would be significantly different if you had
3

j 12 included the real rate of return in correlation to your
-
-

$ 13 assumed cost escalations and inflation escalation? These
z
g 14 numbers would be quite different. In fact, they would.

4
15 actually show a profit.

_ f 16 | A I don't think so, sir. Those numbers
*

I

d' 17 i are all based on the original numbers at the bottom of
x
5 i

3 18 ! Page 4 and while I haven't carried my new calculations
-
!

[ ' 19 , out to show the de!icit that would result as originally-

a

| 20 shown on Paga e, I do have comparable numbers for the

21 assumptions given on Page 4. As you noticed on Page 4,

22 I-cite the_ Applicants' estimate of the annual fund deposit

23 ! requirement based on a certain assumption. Roughly th rqp , -

24| thiee and a half million; and on that page I'm assuming 8
|

25 , percent: rate of inflation. My estimate is approximately

I
: ALDERSON REPORTING COMPANY. INC.
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i payers each year.

2 Q Now, Doctor. I'm sorry.

: 3 You were presumably not here today when
f

4 you heard testimony that in the event the rates were to

i g 5 change anyway, there would be - constant review of
R

$ 6 supervision and periodic evaluation of this fund which,
R i
8 7 of course, would bs adjusted depending on whether the
;
j 8 rates went up or down on a continuing basis over the
d
d 9 life of this fund. I think your counsel will verify
i
O
g 10 that this testimony did, in fact, come forth today.
N
j 11 So, you do understand that the fur.d of
a
y 12 the annual fund decommission would be adjusted to reflect
5
g 13 increases or decreases in the rates of the inflation
=

| 14 | and/or earnings?
Y |
2 15 i A No, si . I'm not prepared to understand
5 j
j 16 j that. That's what the Applicants have in mind since
w 1

p 17 i they have previously responded to a three and a half
$
5 18 i million dollar fund, or rather annual contribution to |c i

19 |"
the fund would be adequate; and at that rate with theseg

n

20 data, I think it's inadequate and the results, and I

21-! think it's a very large deficit. I have not calculated
1

- 12 I .it out but it would be.quite large.

23 ' Q Directing your attention to Page 7 of

24 | your testimony, I would ask you how you assumed-- Did

25 you assume that all of the power from Z'immer Plants would

i

ALDERSON REPORTING COMPANY, INC..
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1 be paid for.by residential customers?

2 A No.

3 Q Can you show me here where you show the

-4 percentages paid by commercial or industrial customers?

5| A I didn't make that assumption.g
9 t
@ 6' Q Would you tell me how you arrived then at,.

3
2 7 the figure $21.50 as the code charge per year to average

~
M
j 8* residential customers for inflation costs?
d
d 9 A Yes, sir. You have to give me a moment.
i
O

$ 10 Based on the estimate of the tctal
!

11 kilowatt hours to be produced by the plant, maximum

y 12 capacity multiplied by assumed factors of 65 percent
-
-

"
13 with the result'then divided into the annual charge to

h I'4 get a charge per kilowatt hour. This is strictly an
5
2 15 average linear charge, and that in terms multiplied by
s
j ._16 , 7,000 as my assumed average consumer resident per year
w <

I

u. 17 i to obtain the figures on the right-hand column of that
! 5 | }

$ 18 1 year, but I would conclude, sir, that those figures are
5 Ii

. $ 19 | based on the under estimates that are reported on Page
M

'

20 , 4 and do not reflect the data that I think is more
!

21 | reliable for purposes of. increasing and decreasing

22 | Zimmer; and it's based on more study and less than

23 : understate than the figures _you'd produced by the

24 ~ Applicants.

25 Q Did you take your number from Page 4,

1.
d ALDERSON REPORTING COMPANY, INC.
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.

i| S13,991,278 and divide it by 800,000 per kilowatts, times

2 8,760-hours per year times 65 percent capacity factor and

3 get a number of .00307 per kilowatt hours in the Zimmer

4 Plant?

g 5 A That sounds right but it can be possible.
R '

|3 6 Q Well, and is that-- If you take theI

k7 number .00307 times 7,000 that would give you your first
X
i 8 number of 2,150; is that correct?n

d
= 9 A That does calculate.
i
O
y 10 0 Well, I'm asking you how you calculated
3_
E 11- it, how you figured it? '

<
3

y 12 |
'

A What you said sounded right, but I couldn't
m
j 13 be sure without sitting down and recnalyzing it but the
:

$ 14 real'7,000 times 7,000 does produce 49,000.
$
2 15 < Q Well, Doctor, if you~ collated it somew
x

g_ 16 other way because this is the only way --
t

6 17 MR. FELDMAN: I'm going to object. It's beenw
1: i

-

m 18 ; asked and answered. i
! t

-

6
I 19 MR. CONNER: If the Board please, if that

M

20 i completes.the answer, I move that-the Page 7 of the j

!
21 ' ; -witness's testimony be stricken on the grounds of no

22 foundation for the basis of calculations as having ber:n
1

23 -sustained by the witness.

24 h CHAIRMAN BECHHOEFERs We'll deny the motion to

25 . strike but thefwitness may answer the question as-to how

$

- ALDERSON REPORTING COMPANY. INC.
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i he calculated the figure.

2 MR. CONNER: He said he doesn't know after he
3' did it.

4 CHAIRMAN BECHHOEFER: Well, I didn't understand

g 5 you to say he didn't know. May I have a morant?
N.

!
j j 6, THE WITNESS: Your Honor, I'm prepared to state
| R I

-2 7' that the calculation was as Counsel described it.
X
j 8 MR. CONNER: Q You say you're p- 2 red to do
d i

= 9 this?
I

$ 10 A He accepted your statement,
z
= i

E 11 i O Oh, I'm sorry.<
a
j 12 Doctor, why do you assume that every
=

h 13 residential customer is going to take 7,000 kilowatt1

.=

| 1-4i -hours per year average from Zimmer?
O |

'! 15 i MR. FELDMAN: I'm going to object to that,a i

=

y 16 That makes no sense -- every customer? It doesn't mean
s
6 17 every customer. It means an average of customers. So,4

a
=
5 18 therefore, the question makes no sense.

;
5 . t

$ 19 ,| CHAIRMAN BECHHOEFER: Was your question every |M- i>

,

_ 20| customer or was it just how do you --
-- '!

21 | MR. CONNER: Let me try it to get a little '

I iJ

22 | f aster here.-

s

23 -Q . Doctor, as to your first sentence on Page

24 7, " Consumption by an average size residential consumer is

3 assumed to be 7,000 kilowatt. hours per year."
-i-
1

d !
d ALDERSON REPORTING COMPANY. INC. |
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1 Does it say that?

2 A The sentence also concludes, " actual

3 consumption by Applicants customers is not known but
i

4 should be reasonably close to this estimate."

5 )I Q But what happened to you to make yourg
N !

$ 6fcalculations that each of these customers takes,the 7,000
R
R 7 kilowatt hours from Zimmer?
3
j 8 A No. You're misinterpreting the use of
d
n 9 -the habit there, sir. It's not an assumption that this
Y
-j 10 be the amount that was used by each customer, but it's
3

) 11 an average calculated for illustory purposes.
3-

f 12 Q All right. Doctor, isn't it a fact that
*

%
@ 13 the customer is who will use the Zimmer Plant, and also

i
T

14 the customers of the three companies system and with the| g
$j 15 amount of electricity they would get from Zimmer would
=

j 16 f only - be . about 8 percent of the total electricity in the
* |

@ 17 i system?
y !

i

} 18 ' IA I don't know the amount of electricity
C
s
a 19 | they would get from Zimmer.,

' a j

20 Q I think your Counsel will again advise you

21 I that this is, in fact, has been stated at the hearing

22 , that 8 percent represents the contribution that Zimmer
!

'23 ' wil1 make-to the total system for the three companies,
~

24 ;' Will you accept that?
1

25 , A~ Certainly.
4- :

R'
-d ALDERSON REPORTING COMPANY, INC.
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1 Q And if this was so, shouldn't the numbers

2 that you have calculated here such as the 21.50..

3 multiplied by 8 percent to get the actual amount;that

4 under your theory the individual residential customer,

5 the average residential customer, would --e

N
! d 6 A I'm not sure I follow you, sir, but an
: e
| =

| E 7 easier way of getting it would simply to be to divide
,

S 8 the number of customers by the amount of the annual
a

d
d 9 charge that is necessary, and I would state, if you
i

@ 10 remember, that my estimate of the annual charge is an
3
-5 11 understatement of the amount that would have to be<
m
d 12 charged to the customers for two reasons.
3
e
s 13 i First, --

E |

| 14 0 Can you atsw?.r my question first, that
Y .

2 15 if Zimmer represents only 8 percent, shouldn't this
a i=

j 16 number be spread evenly among all of the customers?
A

's 17 j Therefore, shouldn't this 21.50be multiplied by the
x

Ii i8 percent: in order to deflect the true value - not value -

e

-{ 19 ; 'true charge under your theory?-
M i

20| A I'm not sure I follow your question, sir,
1

.

21 I but let'me answer.this way and see if it doesn't clarify

22 it. Based on those anderstated statements that you're,

l

'23 holdingil through the back and Rage 4, this $21.50-figure-

~24 lus -well as the S233 and 10 percent cost escalation would

25 be the charge for every 7,000 kilowatt hours used from
>

i

: ALDERSON REPORTING CCMPANY, INC.
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1 Zimmer.

2 Q And should that not have been spread over

3 all of .ne customers of the three companies, including

4 residential, industrial and commercial customers?

e 5, A Should the charge for decommissioning
3 i
n !

j 6, Zimmer be spread over all those classes of customers?
R

f a 7 .O To make your calculation.
M
i 8; A Well, a charge to be spread along then
J l

d
9 <i class of the customers, I'm sure the Utilities Commission

.

3 i
E 10 can decide that. It seems reasonable to me, and in
i
= !

E 11 making the calculation, it would also be reasonable to<
N I

Ld 12 base that on -- you have all the different classes so I.3
=j 13 j would reiterate that since I'm not prepared to make
: ij 14 | 'those calculations because I don't know the percentage
E !

j 15 of|uses by the different classes of customers, we can
= - i

j 16 | simply say that every 7,000-of kilowatt hours you buy
s
y 17- from Zimmer, it's going to cost $102.03 if we can, with
IE !! !

'

5 16 I those lower figures, but beside those.
.

E !

$ 19 ; Q But you don ' t .cnow how these costs would :

5
, |

20 ) actually be spread among all the customers of the three
{

| i

=21 | companies? i

-l |22 | A No, sir. That would depend on the rate r

!
. I23 ' ofLthe ~ return structure of these three companies.

>

24 j
.

'MR. HOOPER: Can I ask a question here? I'm

25 . confused by the questions so far.

3'
s 8

!} ALDERSON REPORTING COMPANY. INC. |
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i Are you now saying that you're heading for

2 this table where 21.50 is listed and should no longer
3 have charges per year to have to the average residential--

4i customer? Are you saying-- Your testimony now says it

e 5 should be per anyone using 7,000 hours. Spell it out.
R
3 6: THE WITNESS: Sir, I think that would be ae
E
R 7 alear heading saying the charge per 7,000 hours of usage.
% 4

2 8| MR. HOOPER: Okay. That's quite a differentM
d i

d 9j heading you have here.
?.

E 10 THE WITNESS: Yes.
5 't
=
E- 11 MR. HOOPER: Okay. So, you're changing your<
3
i 12 testimcny?
Z
_

9
E 13 THE WITNESS: Well, yes.~
=

j 14 MR. FELDMAN: I think he is testifying that
w

.

z- i

2 15 | 7,000 kilowatt hours is used by the average residential
w.
z-

g 16 . customer. Now, you're saying he's changing the
A
i 17 testinony.
a
=
G- 18 ; MR. HOOPER: I would like this clarified. I

?

G' | Ii

{ 19 ; Would this be-- Is this charge per year to average
M i

20| residential customers for~ decommissioning costs? Now,

'

21 ; does this mean1that the' bill of every customer in their
;

i
12-| service district, residential, would be increased 2.50 to

[. 23 ' _ pay for the decommissioning costs of Zimmer? Is that
!

i 24 [ nhat your - testimony is now, regardless if they use 7,000?

15'[_Ifthey'use7,000 kilowatt hours.of power per year -- if
I !o i t

'$. ALDERSON REPORTING COMFANY.- INC. I
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i that's there.what they're being billed for, that amount

2 of power, If their increase due to the decommissioning--

3 costs would be $21.30, is that still your testimony?
4 THE WITNESS: I think I agree, sir, but it

e 5 might be helpful if I just repeat my understanding of
a
8 6 what you're saying when lau stated for each 7,000 hourse
R

l 2 7 " sed from Zimmer that there is going to be a cost?
N
8 3 MR. HOOPER: Excuse Oe. Can I interrupt?Nithouta
d
d 9 not taking all that power from them so the bill they get
i

h 10 at the end of the year would not..be increas'ed by $21.50?
z
: 1

E 11 THE WITNESS: Sir, I'm not in a position to
$

i g 12 answer that because I don't know the way the customers
1
j 13 use the power. I don't know where it's going to be
=

i

| j 14 I distributed. So, that's why I'm trying to clarify this
! $
f 2 15 and to help the Board by emphasizing that it's for each

M

16 7,000 hours used by Zimmer there will be an additional|- g
'

w g

i 17- ! cost of 10 percent rate of inflation of S203 based on
5
$ 18 these figures that I've noticed are not the best figures !

'

5
} 19 we should be working with here. They are out of date.

.

5
20 . MR. HOOPER: Then this table would be much

21 more appropriate if it said per 7,000 kilowatt hours used

22 from Zimmer?
,-

23 , THE WITNESS: N.o, sir. The tab.',e would be
!

24 . wrong'for another reason. '

!>

'

25 , MR. HOOPER: .Is this reason. involved in what
i

3 ALDENSON REPORTING COMPANY. INC.

.
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1 <

I the examina. ion of this is so far similarities?--

2
THE. WIT 1tESS: I believe so. I believe it's

3
involved.

4
MR. HOOPER: Okay. Let's go with the procedure,

5!e

3 | I want to see if I understand things so far.
+

MR. CONNER: Q Doctor Este s ,if I told you thatj
R 7
~

g there are approximately a million and a half residential

} 8
'

customers from -- in the service areas between thed
d 9
y companies and the residential areas, would you accept
$ 10
g that?,

E 11 |
$ A Yes, sir.

'

,

y 12

3 Q And would you say that under your
i 13 |
E i calculations that each of those million and a half
$ 14a
g

.
customers would have to pay $21.50 in your first example

2 15 !
$ ! for the year ' rom Zimmer?f

j 16
W

, A No, sir. I won't make such a concrete
d 17 i ,

y statement. The table on Page 7 is designed to give the
$ 18

5 impact or to illustrate the impact under certain morals.
"

19a-
M I'm not sure I would say arbitrary assumption's but the

20

| -assumptions that I certainly have any authority on, and
21 i

that is not the testimony that I am-- I'm obviously not
22 ,

i. { competent to testify on the structure of the usage among
.

the various utilities. Where my testimony _can be'most,

24
useful-is on the absolute cost estimate per year and the

25 ,

i

I
'
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1

I annual fund deposit per year.
2

MR. CONNER: No further questions.
3

CHAIRMAN BECHHOEFER: I don't know what order
4

the other intervenors want to cross-examine.
5e

| | MR. KARMAN: Might I get a few questions? I
3 6I
} believe I'm on this witness now and that we should go

'

i

R 7
~

g first unless there is some strong objection. I really
j 8|
3 | don't anticipate that the intervenors will mind and I
d 9
i don't have that many myself.
E 10
E
=
E 11<
3 CROSS-EXAMINATION
z"i 12 !
= BY: MR.,KARMAN
3 13
s a

h I4 !

E'15|
y Q Doctor Este s,on Page 2 of your testimony

.

j

5 l in the first full paragraph you indicate"in your response
j 16
- to Questions 2 and 3 to Miami Valley Power Project's; A

' p 17 ,

L y
. request for additional financial information,"'could you

.

'

5 18 | j
| 5 give me the date of that request?

4
E 19
X
a

. A Well, I have a Xerox copy that is undated.,

20 |
| I'm sure that counsel could get --

' 21 I
Q Is this a request from the intervenor

! to the applicant?
23

i MR. FELDMAN: No. I think Dr. Estes' mixed up
24 i

t .

with_the request by the NRC.:

25 ,
'

I
!

!. ALDERSON REPORTING COMPANY, INC.
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1

MR. KARMAN: Oh, the NRC request?
2

THE WITNESS: I'm sorry. The document is not
3

headed up. It says --

4
.

MR. FELDMAN: It says, " Cincinnati Gas and
i

e 5
'

f Electric Company, William H. Zimmer Nuclear Power Plant."
8 6
1 MR. KARMAN: Q So, this would say Staff requestn
R 7
! other than intervenor?n

j 81
A Well, it doesn't say anything.d

d 9
i MR. FELDMAN: Well, I can say that it's ac
g 10
z request of Questions 2 and 3 which are in exhibits.
-

E 11

$ MR. KARMAN: Q Doctor Estes,the heading of
*

;

id 12*
your testimony, direct testimony of Ralph Estes,

E 13
E i Regarding Contention 13, Applicants' Financial Qualifications-
5

h 14|I Is this your entire testimony with respect
2

15|-y to Contention 137
g 16 -|
w ; A As I noted earlier, sir, there is some
y 17 |

| j | -information that's come to my attention from the study
5 ~ 18 |

!

E | that I've cited earlier that would require some changes !
19 |' *

k in-the data.
'

|

|

20
; -Q With respect to matters other than

21|
|
,

'

decommissioning, is this your-entire testimony with
22 ,

{ respect to Contention 137
23

A I'm offerning no testimony on matters
24 !

'

other' than'the decommissioning costs and the facts you
25

4 have from the Applicants.

;- ALDERSON REPORTING COMPANY, INC.
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.

I Q So, this is fully decommissioning

2 testimony with respect to Contention 13? Perhaps Dr.

3 i Estes you will explain to me once again, my not having
4

understood how the figures on Page 8 would remain the

5j same or increase by taking into consideration the rate
n
4 |

2 6
of return as well as the inflationary costs?

2
b 7 A They would increase for a variety -- for
M
i 8N actually several interacting factors. May I address
d
" 9~

those in a complete answer?j
o
* 10
g Q No. The basic thrust of the question is,
-
_

g 11
| y,.have these figures as listed in tables on Page 8, and3

" 12E .you have indicated that you did not include therein any
9
:' 13 of the interests,-costs or. return costs to the Applicant.-

i

3- 14 I
'@ | -Is that not so?
= |

15 ! .
-

b
'

A No, sir, that's not correct. It included [

!

|
1

E 0f a return of 60 percent after taxes as done in theA
-

\

3" ' ~ 17 original calculation.
=

!w

3 18 ,

j Q- .You did not increase that return?1:
E. 19 |
g ; A These figures I did not, sir.
- <

. 20 )
j Q But you did increase the inflation costs?
I

21 I i
i 'A In these calculations, the entire inflation i

22 i- -

-

[ rates than those used by the Applicants.- |

23 '
Q That is correct. And if I'm not mistaken,

i

24 i
( you. testified that taking into' consideration increased
3

25 '
the' return, the' interest'of. return, the rate of return

-

.I ALDERSON REPORTING COMPANY, INC.
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i that these figures would not be diminished?

2 A' That's what I said a moment ago, sir, taking
3 . into accosnt..an' increased return using the two percent

!
4 i excess of return over the rate of inflation and also

1 '

e 5 ) using the cost estimates in NUREG CR 0672 and projecting
0 !
3 6 <i those under two different alternative or rather undere
R
R 7 similar alternatives. I didn't do earlier in the

j- 8 testimony that figure for an 8 percent rate of inflation
d
d 9 do increase and a figure for a 10 percent rate of
?..

E 10 inflation -- bear with me just a moment. It does
'z

= |

j 11 | decrease. It's fairly a dramatic increase for 8 percent,
n |

( 12 ; from roughly 14 million as I indicate there, annual-fund
5 !

d 13 | for or per costs to require an annual fund at 33.725.
= n

$14 Q You didn't use those figures in this?
_D <

2 15 ! A No, sir.
5 |

1-

g 16 Q Would you give us the figures? i
m.

$ 17 i A This was in NUREG CR 050.
5 { I

{ 18 i C What I'm trying to get into is on this
j-

-
I

$ 19 table on Page 8, using the figures that you did use, had I

n ;

20 | you_ incorporated into those figures an increase, a

21 | concomitant increase.with the rate return along with the ,'

--22| increase inflation. Hcw'would that have affected --
i

l23 A I'm not certain because it wasn't .

24 | calculated out but I think that the figures for the 8

25 , percent.of'the rate of inflation would not change and ;

>.
L !
s
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j that the figures for the 10 percent rate of inflation

2 would change.

3 0 how could they not change?

4, A Because when I used the 8 percent inflation,

e 5 I allowed for 6 percent after tax return but when you
A \a

i

3 6; take an 8 percent and allow for a pretax of two, which ise !

'R
3 7 two percent over, and then figure that's going to be
M
j 8 taxed at an average rate of 40 percent, that leaves the
d
d 9 Applicant with a_6 percent return which is exactly what
I
@ 10 I used in it to begin with.
3
-

7 11 | Q Doctor Estes, are you aware of the present
5 !

( 12 day yield on municipal bonds, the rate on municipal bonds?
= - iw 1

: 13- | A I'm not really aware of them, sir. I;
m- ,

Ij 14 checked them personally as a mat'ter of potential invest- '

5
2 15 ments, but I have not followed closely,
w i

= :

g 16 Q You have no idea what the rate would be at
o e j

17 ' .the present time?

- 18 ! A- I wouldn't want to answer that. fC

$ 19 Q- If I said they were 10 percent, would that
A

i
20_i strike you as being 10 percent?,

i'

21 j A- 'I would assume that.
22 Q And those are tax-free?

!

23 A_ Ten percent tax-free yeild. I assume it

24 -' would be high.

25 MR. KARMAN: I have no further questions.
.s-
N
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1 MR. FELDMAN: I have no questions.

2 MR. FISSE: I have no questions.

1

3 MR. REDER: I have no Iuestions. |

|

4 MR. DENNISON: A few, Your Honor,

e 5 Doctor Estes, you've been indicating
4n
3 6 though it's not been quite developed here that since the
i ,

E 7 preparation of the written direct testimony you've
Mj 8 come upon additional material, and with that additional
d
d 9 material you have made other computations.
i
C
g 10 How do these newer computations alter from
$
g 11 the direct testimony as consists in Page 1 through 9?
*

g 12 MR. CONNER:. Objection, Your Honor; two points.
I
f 13 One, the prepared testimony of every
3

,

j 14 witness to be presented in the proceeding was to be
$-
2 15 submitted by January 15th. Point 2 is that in this case
2
j 16 before we have seen several times where what one interveaor
s
y 11 j forgot to put in his witness's testimony is attempting to
E <

!-
.

5 18 ' be brought out by another intervenor on the guy's
{
$ 19 cross-examination. I submit that is what we are faced

! 5
20 here with, _and I object to any questions that attempt to,

21 recross Dr. Estes' testimony beyond that which he submitted

22 14: accordance with the Board's orders and the Commi s sion ' s
23 rules, and I think anything else would be totally improper.

24 MR. KARMAN: Well,'I have a great problem with

25 'that'too, Your Honor. We this this prefiled testimony.
,

I

'
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1 We have an opportunity to examine it and prepare what we

2 deem to be proper cross-examination. If there are new

3 facts and books and records that are going to be coming

4 in, I find it greatly difficult to attempt ti assimulate

e 5 I that in five minutes' notice, especially with an esoteric
M i-n

'

3 6 subject such as rates and mathematics and accounting,e
| R
! R 7 speaking for myself.

M
3 8
N

g - - = - --...

6 9

$
E 10

_5 !

m
J 12-

z
3 !

# 13 !
'

=
E 1-4
C
E f

= 15 !
w
2

16
* i

d 1:7i ,

5 | |
5 18 ' :

E |
t 19 |
X

20 !
t

21 !
i
i i

22 ! j
! <

23 ' [
,

I I
24 1 #

i !

I
'

25 j
-.:i,
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I MR. FELDMAN: Mr. Conner himself opened up

2 this area when he asked the witness whether or not he

3 had made any new computations based upon the

4 assumptions that --

|

5.g | MR. CONNER: I couldn't hear you, would you
n

2 0 |*
repeat what you said?

R
3 7L MR. FELDMAN: I said Mr. Conner opened up
M

| 8 this area himself earlier when he asked a similar cuestion
d
". 9~

of the witness.

10 MR. CONNER: No, sir, I asked the witness
=
! II what he had considered in making his calculations
a
d 12
E. in his evidence. I don't want any voluntary new
9
,5 information.
2

#
L N MR. FELDMAN: In addition he asked him do
L. E
| 9 15 I don't know Ig you make any computations assuming --

z
*

16j would have'to go back to the record to find hisi

'

d . 17
'c

j exact words, but he set up a similar set of facts.
L 5 18|-' z MR. CONNER: I am confident the record will j-

-s- i"
19

j ' reflect that I said in calculating these-numbers did

20 you make any such assumptions,.and-the answer was no..

I

21 JUDGE BECHHOEFER: I think it isn't proper

! 22 for Dr. Estes to talk about new calculations based on

23 '
, new information, except those relating to the cal-
!

24 |
i culations-he talked about with a varied interest

25 ~ return on deposited funds, which was raised by Mr. Conner.:

|
; ALDERSON REPORTING COMPANY. INC.
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1
The rest of it wasn't, and that calculation would have|

2i
to be on the funds deposited in accordance with the

3
decommissioning costs appearing in the testimony

4
where the AIF figures are updated. i

.

e 5 |
g So, to the extent he new calculations
8 6* are based upon purely the calculationa using a different
a i

2 7i
; | interest return, I think those were fairly raised
Mj 8|

by questions, but I don't think the other things were.
d
: 9
i To the extent you are asking about new cal-

6 10
i culations -- they have to be limited to that.
_

E 11
j MR. DENNISON: It would be my understanding,
d 12

ij if I follow the Court, it was in the area of page four
,

3
= 13
3 that'Mr. Conner was making.-- or rather posing
E 14
y questions at least my notes indicate that the--

E 15 !
i

j second and third responses were corrected following the
T 16
j indented paragraph net total annual decommission
y l'/ <
y deposits' required, etc. ;-

w 18
I would inquire-into that area, as well as !-

ug.
19..

A j 'page seven, which would be my understanding of the

20 | areas previously inquired into by preceding counsel.
,

'

21 ,1
'

! JUDGE BECHHOEFER: It was my understanding |

22 ' ;

i
those were-different calculations based on assuming the i

(' - 23 '
two percent -- I wouldn't say profit, but differential.

24~| . .

spells'out, and I understood Dr. EstesThe NRC guide'

25 i

|had made calculations of applying the NRC's --

A: 1

4 1
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1 the factor appearing in the NRC guide that was

2 referred -- the two percent factor, and I understood

3 Dr. Estes to have made calculations based on the eight

4 percent, or based on the ten percent return -- inflation
i

e 5 | rate, I am sorry -- but using, I guess, ten percent
U. !.
] 6 and twelve percent tax 3ble return.

R
R 7 The question may be asked about those because
M
j 8 I thought those were in response to Mr. Conner's
d.
d 9 question.
i

h 10 ! MR. CONNER: Sir, that wtaldn't be cross
s :
= i

j 11 examination. Just so che record is clear on this, we
m

y 12 asked Dr. Estes if he included the increase in earnings

4
5 13 in his calculations, and the answer to that was "No,"
E .

*

,

| 14 | he did not, and we said i f he did then he would not

$
2 15 have deficits the size that he indicated, and that
$
g 16 was really where it went. Then you got to the
w

g 17 : question shouldn't you have correlated the earnings
s
5 18 | rate in the inflation. rate, and I think the record will ,

'
5 |
[ 19 j show^the answer to that gener&lly was yes.
M !

20 ! I think that's as far as it went. I do
-|

.21 not say there are new calculations from anybody on this.

'22 > JUDGE BECHHOEFER: Well, I had thought
I
:

23 t that Dr. Estes came up with two different numbers --

that was raised24 < instead of the thirteen and the 132 --

i

25 and one was lower, and'I thought those are legitimate
m

I
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I subject of questioning.

2 MR. CONNER; Well, I would object if Mr.

3 Dennison is giving Dr. Estes a chance to change his

4 testimony,i

e 5 JUDGE BECHHOEFER: Well, I think in terms
5

3 6 i of clarification he answered those questions, and he
R

7 may answer further questions along that subject.

8 I don't think - going to the other side, I
d
5 9 do not think that he properly presented calculationsz

10 | based on the decommissiong cost in NUREG 0672 --

=

$ II whatever * hey may be. I don't think those are properly
*

{ 12 beform the parties, and I do not think that cross
4
g 13 . examination on that subject is permissible.

\-

m
- I4| So, that's where we try to draw the line.
~xj 15 ' I hope I am clear. Maybe my notes aren't as good as
a

j 16 | they should be.
*

i

II f MR. KARMAN: I thought that was the

E 18
|predicate for Mr. Dennison's question -- the citation

5
2 39 , to these other documents.
M

20 JUDGE BECHHOEFER: Well, I thought the

II ; question was general. The ones I am including that

22 are proper.are the ones based on interest.
;

25 I )!R . DENNISON: Perhaps to clarify this

24 :
I

| momentarily, my original question which created the

23 great debate shall we say,-was as Staff Counsel has

a

ALDERSON REPORTING COMPANY. INC.
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'' indicated, Mr. Karman is correct, my original question

2 which no longer seems to be pertinent was my

3 understanding that he had indicated that he had some

4 corrections to make, and I was inquiring into those

a 5
g corrections.

i 6f Since that time, I have come to realize in*
i

a
R 7
; my pensive moments here that that question was
a

j 8
perhaps illegitimate for being j-at too general.

d
n 9
g Let me simply withdraw it and start afresh,
o '

h 10
E a.4d we wil' take up the ground work as we come to it.
= i

g 11 1
BY MR. DENNISON:g

'J 12
i G Dr. Estes, on page seven, the table that
3 13
5 is contained there, is that table presented purely

E 14 !
d for illustrative purposes?
k
2 15 <
g i A Yes.

I 16 I] G And the illustrative purposes simply present

h 17 |j in a hypothetical illustrative manner, assuming a 700

5 18 '
g or 7,000 kilowatt-hour per year circumstance, and given :

I 19 !
i j the difference eight percent, ten percent, and what j

20! i

have you as set forth in paragraphs one through four, |

this merely reflects how those different percentiles

22
| would give different' costs.

23 '
Is that the object of this table?

24 | A Yes, sir.

25 '
O You1 don't;present that' table for purposes

,

k
3 - ALDERSON REPORTING COMPANY. INC.
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I of attempting to say that is a matter of exactitude

2 7,000 kilowatt hours per year will cause a residential

3 customer to pay S21.50 extra as a matter of fact as

4 it is contained in paragraoh one?

5 Would I be correct in that understanding?

f 6| A Uunder the combination of assumptions that
a i

b 7 are. indicated in the preceding paragraph, 7,000 hours of
X
j 8 usage from the Zimmer plant, would mathematically inpose
d
" 9~

this additional cost -- the cost in the righthand,.
10 column.

$

fII G Now, there was some questions posed to you
d 12
5 i by Judge Hooper pertaining to perhaps changing the

I
|

category heading of charge per year to average resi-'

4 dential customer to per 7,000 kilowatt hours per
k
9 15s year, and you responded that that was one area of
z
: 16

g _ correction, and you started to explain a second area

17 !C
$ that you wished to clarify in this table.
5 18 Iw

You didn't have the opportunity to so i-

s I

L j clarify; I would Like that clarification now.
- 20
! A Yes, yes, there was an error h the transition

Ifrom page.four to page seven.

22
0 .And in what manner is that error of transition?

3! A On page four-I show under the specified

24 ) assumptions in using what I considered to be the

25- forumidata, as I noted earlier, the annual fund deposit

.
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1
that would be required to provide the funds necessary

2
to pay the decommissioning costs as they were to become

3
due, and then I was undertaking to relate that to

4
the charge to consumers, and in the process I neglected

,

a 5
g to take into account the fact that the revenue ob-

! 8 6| tained by the utilities from the consumer would be subjecta'

n
1 2 7'

; to a tax rate.
a

j 8
So, consequently, the charges to consumers

d
n 9
g !

would be increased by a factor of roughly 1.67.

b 10 I
E i So, what I am saying is that my illustrative
= i

E 11
j calculations for the effect on consumers were under-
d 12
y stated, even given the low figures back on page four.
m
: 13
i 4 All right. Now, turn yoc attention to
E l-4
# page four, the indented paragraph commencing with
=
9 15
j net total, and decommissioning funds, etc. The

? 16
y first category there is per applicant based on 6%

i 17
inflation from the year.'75 through '79 and 6.5% fory ,

,

c i
w 18 i

g succeeding years for a total cost of S3,551,610. j
E 19 | 1

-g Is that your understanding of the utilities
8

20 ,
| cost for decommissioning?

'

21 1 !'A Yes sir, my understanding of their cal-

22 |
~ culations of the annual fund deposit required.

23 '
O Are you in agreement, or do you concur-in4

24 i
' that utilities determination here of their 6% in-

25' |
flation for '75 through '79 and their 6.5% for ;

!

. i |
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I succeeding years to come to that total of $3,551,000

2 plus?

3 '

A I am not sure I understand the question.

4
G Do you agree with the figure?

5y A With the use that the use of those in---

a
,

a" 6 '

flation rates would be proper rates?
R
R 7

G That's correct.-

M
c g -

A- A No, sir, I do not.
J.n 9
j G In what way?
o
H 10
j MR. CONNER: Objection. The withoss has in-
=

.!II dicated he is not an expert in this area, so he should,
" 12
5 . not be permitted to give opinion testimony on such
: !

1g 13 basis.
-

E 14 |
I MR. DENNISON: Your Honor, I am not all that$

*

15|I9
familiar with the practices of this tribunal. However,g

8 |

j 16 | it's my. understanding that the capabilities and the
w

I
expertise of this witness has been previously es-

E>

z 18 ,'

1 tablished and not objected to on any voire dire.-

19
j Otherwise, the -- as set forth in Exhibit A-- I.

,

20
was rather impressed by the man's credentials.

21
MR. CONNER: If the Board please, I would

22
note that on cross examination Dr. Estes agreed with

23
ne as to the correctness of his earlier statement --

24 i
| deposition -- on page 61, and he said: "I am not, I
.

'

would -- I'm comfortable saying I am not an expert

t
t
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1 in the economic cycles." I believe that's where the

2
record stands.

3
The question he is being asked, a.sked him

4
to give his opinion as an expert as to the selected

5=
g values for inflation rates, and rates on that economic
-7 .

cycle basis. It calls for a conclusion, and since

E 7
; this witness is not testifying as an expert on this
nj 8

topic by his own statement, should not be permitted to
a
d~ 9
g answer,
o
k 10
3 JUDGE BECHHOEFER: We will overrule the
=
E 11
g objection. The witness said although not an expert,
d 12

Ij he was familiar with the subject, and this all goes to
5 13
@ ; the weight that we will give to the testimony in
E 14
s general.
m
9 15
g So, we will overrule the objection.

~
- 16 || BY MR. DENNISON: (Resuming)

N I:7'
g j G We were about to explore your disagreement

$ 18 '
= with the utilities conclusions of S3,551,000r. Add-their

-

19| 1 use of the respective percantiles.

20
i A Yes, sir. In the first instance they have
I

21- -

used -- the Applicants have used -- a 6% rate of in-

22
flation for 1975 to 1979, and in the short time I

23 | have sat in tne court here, it has been fairly evident

24|
!. that the term inflation has been'used synonymously

25
with the change in the consumer price index, which

I
d . ALDERSON REPORTING COMPANY. INC.
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I I would note by way of elaboration, is by no means
'

.

2 the same thing as economic cycle, business cycle.

3 Inflation is quite a different matter from that,

4 and the consumer price index has been rising at a

5 considerably faster rate.per year than 6%.

8 6 |
e ! Now, ia my written testimony I used what
a
R 7
7 would be a more conservative figure, or ratner a
=
* 8N figure that would produce a lower cost estimate with
d

]".
9 respect to the Applicants by selecting what I considered

h 10 to be a more appropriate rate to apply in this case,z
=

and that's the gross national product and fiscal

! price inflator.
4

f We need to understand that we are not
,

E 14 trying to forecast the consumer price index here. Wew
$
9 15.c are not trying to forecast a general rate of inflation.
=
*

16| We are trying to forecast the rate at which the costs

y 17
.a .

of decommissioning this particular plant are going to
\F

E 18 change, and those costs are going to change at a rate=
a
h

I to
f different from the way costs change throughout the |[ g

20
; economy. They are going to change at a rate different

21 i
j than'the rate wheat prices change, and rent changes,

! 22 | - and so forth.
l

23 ' I am no expert on decommissioning,.but.it's

24 i
; my. understanding.that the majority of the costs are

'j ' labor ~ costs. Labor costs rise fairly. rapidly because'

b
.i
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I there are costs of living, escalated costs in the union

2 contracts, and it is primarily for that reason that I

3 think a somewhat higher rate would be in order, and

4 based on the experiences with respect to the costs on

5 the Zimmer plant in the past to add to that, I would

k 0 choose the most likely rate as being ten percent
,

a

b 7 throughout the life of the plant.
X

| 8 MR. CONNER: I move that answer be stricken
d

}".
9

i as going beyond the depth -- or beyond the scope of
=

h
10 the direct examination and adding new information,

=
@ II much of which is obviously heresay and without
3

{ 12 foundation, and on the further grounds that capital
3

13g costs have nothing to do with the cost of operating
i-

I4 | and decommissioning.
$ I

15 JUDGE BECHHOEFER: I will overrule this. I

think the gist of what the answer was appears in the
, ..

I 5 II i testimony, and this is an explanation of how he
E I

g 18 ~ 'reached his ten percent figure.
i C

j So, there are.one or two statements that

20 do go beyond the depth, but I think they are

21 explanatory in nature.

22
i So, the objection is overruled.
I

23 .f BY MR. DENNISON: (Resuming)

24 | 0, -Now, Dr..Estes, you indicated --

25 JUDGE BECHHOEFER: O_, rather, motion to
|

!

| ALDERSON REPORTING COMPANY, INC.
,



4352 i

i
l

I .

strike is denied.

2 i

BY MR. DENNISON: (Resuming)

3
G Dr. Estes, you indicated that in your opinion

4 i

I the appropriate percentage to be used here would be
e 5
g that of ten percent.
3 6

'

*
: A Yes, sir.

n
lR 7

; C Likewise, do you agree with the Applicant's
a
2 8

] usage of 6% as the inflationary for 1975 through '79
d 9
g as opposed to 6.5%?

6 10
i A No, sir, I calculated the rise '75 to '79 in

E 11
j gross national product and fiscal price deflator at
d 12 '

i 6.5%, not 6%, and also calculated the rise in the

h 13
5 consumer price index,which seems to be the index most

,

E l<4 |
y j preferred in general testimony here, during that

i 15
g same period, '75 through '?9, at 7.8% cer year on the

? 16 .
3 ! average.

y 17
G So, that I trust it is obviously lower, you5 :

E 18 - . !

"

= have looked to historical data rather than opining
|

19 .
$ |

future data as to the years '75 through '79?

20 !
i A That's correct, technically the Department

,
8 i

21 1 :

j of Commerce statistics.

22 ||

1 G All right, then using the inflation rate

23'
of 6.5% as you have indicated in your opinion based

24 |
upon historical date for '75 through '79,.and then,

25
applying in your opinion a 10% for the succeeding,

,
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1

1
'

years what would be the total funds or costs involved
i

2 utilizing those standard methods of accounting necessary
I3 to arrive and achieve the funds necessary as the de- !

4
commissionir.g funds.

e 5g A Under the assumptions that we are commonly I
" !

3' 6 working with here, that is a thirty-three year plant
,

n
2 7
; life beginning -- with operation beginning in 1983
m

j 8 -- a form of what is being called here entombment'

d
= 9
g for a period of 104 years, and as you have indicated

6 10
g a rate of 6.5% cost esclation from 1975 through 1979
=
3 11

'

g and 10% for the period succeeding that, the annual

i 12
3 fund. deposit required based on the Atomic Industrial
=
= 13 i' '

Forum data would be the figure given.at the bottomj
.x

z l<4 I
y of page four, S132,352,000 approximately, and

. x >

9 15 ' !

E that would be required over the thirty-three year
x
*

M-
16

life of the olant.-x

F 17
d JUDGE BECHHOEFER: That is with a 6% tax
= <

s 18
= return.-- tax rate return of the fund? ,

* )
' 7 19 4 i

g | THE WITNESS: Yes, si.. ,

: ;

20 ; !

BY MR. DENNISON: (Resuming)

21 ;

: G Now, in achieving that determination based '

i

22 I
[ upon a 6.5 rate of' inflation for 1975 through 1979,

23
and~10% for the succeeding years, did you utilize any

-
,

*4 !'
nuclear. regulatory guide material in your computations?

i
'

A In the one I just gave I-did not. I relied |
,

i

.P
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1
only on the information that was available to me at

2
the time, which was the Applicants' responses to the

3
questions, and their integration of the Atomic

4
Industrial Forum figures.

I
e 5i
M : G Did you use these same computations or
n
3 6

figures and apply an NRC guide and achieve a determination*
a
R 7

of the cost factor involved?*

N
j 8

MR. CONNER: Objection, Your Honor, that's
d

9| beyond
6

the direct examination. There is nothing likeg
E 10
i that in there.
E I

= 11
j JUDGE BECHHOEFER: I think I will overrule
d 12z that. How he developed any part of this testimony.
,

5 13
E MR. KARMAN: I thought he said he had

3

yE 14 |! not'used these by the time he gave this testimony. ~ I
E 15 '
j thought that came out clearly.
T' 16

$ MR. CONNER: He said he used only the

y 17
information he got from the Applicants' informationg ;

5 18
,= given to him by his counsel.
I 19 ! '

s ! MR. KARMAN: Testimony that is not before us.'

20|,

_| JUDGE BECHHOEFER: Wel_, then --

21 I
MR. KARMAN: What Mr.-Dannison is trying to

'!'

22
; do now is what he backed off doing at the very be-.

- 23 '
,

ginning of the question, Your Honor. He himself

24 !
| backed off by predicating his_ question with respect

25
to'the' NUREG document when he sensed that the Board

ALDERSON N' PORTING COMPANY. INC.2.
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.

I was not going to go along with that. He backed off

2 of that, and now he is coming through the side door.

3 JUDGE BECHHOEFER: Well, he can answer

4
whether he used these calculations.

g .5 MR. CONNER: He has answered. The previous
"
, '

a 6 I answer was the answer to that. He said he did not'R
4 7 use them in preparing the testimony.g
n
S 8M ! JUDGE BECHHOEFER: That's not what he said.
d
"
~. 9

He was referring to the figures on page four.

$j 10 '

Let's get the answer to this question --
= |

5 II
if he ese' the document --

3
d 12z

! MR. CONNER: I would like to hear the answer
o I

f to.the last question then, because I am not sure this

E 14 fg i is correct, and the next question I think opens up .

k l9
15 | a new ballgame.- c

z
~
- 16

g JUDGE BECHHOEFERi Let's hear his last

i 17 ;
a answer, because he I thought he did not answer-- --

,

E
18 'Ia

MR. CONNER: I would like to have the answer i-

C
|"

19j j read. I think this is too critical. Too much in
i

20 |
-

these cases do the Intervenors get away with murder
,

21 1
j seven times over, and I don't.think they should be

22 '
given any more rights than --

23
MR. FELDMAN: I would move that that be

~ 24 i
! stricken the reference to murder. If anyone gets--

-

i

25
away with murder, it's the-Applicants.i

3
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l

I MR. CONNER: I will change that to larceny.

2 MR. DENNISON: May we have the last answer

3 read back?

4
JUDGE BECHHOEFER: He may answer that ,

i

e 5 I
g question. j
" !

-3 6' I* MR. CONNER: We understand that it relates -

R
2 7
; only to documents used to prepare the existing testimony,
n
E 8
- and does not go beyond that, is that correct?9

d
9

MR. DENNISON: It does not ask for newj
n

F 10
j calculations beyond those given in the direct testimony.
=
3 11< JUDGE SECHHOEFER: That's correct. Well,
3
d 12
3 the question is whether he used some guide in preparing
4
: 13

- E this document.
-

I l-4
*

d MR. CONNER: That's right. He is limited
,

k -

9 15
g to this document.

,

-
,

T- 16 '
'3 JUDGE BECHHOEFER: He hasn't answered that.
M-

h 17 '

'O He answered onl/ for the three figures on pace four.
= 1

'
5 ~ 18

JUDGE HOOPER: I think we want his answer, ;=
H I
"

') '19 | and then you can object.
|
?

20 i

JUDGE SECHHOEFER: Then you can object to }
t

21 !

further questions. !
i

1G !
JUDGE HOOPER: But he hasn't answered the !

:D !.
!
!

question'yet, that's the problem. He may answer and |
24 ! I

i then you can. object.- !
!

25- };JUDGE SECHHOEFER: Then you can object to~'
3

i !

-1

ALDERSON REPORTING COMPANY. INC.

s.
,



4357

1

) further questions. |

2
JUDGE HOOPER: But, he hasn't answered the

3
question yet, that's the problem. He may answer if

4
he can remember it,

i
e 5 i
g THE WITNESS: Would I be in a lot of trouble

5 6
if I told you I don't remember it?_ ;

n
R 7
; MR. DENNISON: Could we please have ir read
n

] 8
i back?

d
6 9
i (Answer read)
9
5 10
z BY MR..DENNISON: (Resuming)
=
2 11
g I hate to make -- after hearing the witness's

'J 12
i response by the reporter I am going to withdraw. He

3 13
s j did respond to he question previous. So, it nullifies

E 14 |
g the question that have had all the harangue about.

2 15
g Let's p r v.. 'd on.

7 16
.) | Q- Now, Dr. Estes you indicated in your

i 17 |
g testimony that you used a 2% 4.fferential and that is'

c
w 18

| the part that I am not particula..; ,2 ear on. What-
-

19 '"

$ do you mean when you say you used a 2% differential?'

20
A I think that came out earlier when I was

21 '
asked by Mr.. Conner if I had made I am sure I--

22 , .

corrected if I get'this wrong, but if I had-
-

| will be

23 :
made any further calculations from my written testimony

24| 2% differential that
'7

by allowing or providing for the ,
'25 '

- was discussed in the document .that he handed to me

i
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I earlier, and my response to that was that I had

2 made additional calculations based on that 2%.

3 4 All right. Now, I think that's the area

4 that we have come to. What,are your calculations based

5 upon that use of the 2% differential that Mr. Conner

3 0 had posed to you?,

R !

I MR. CONNER: Objection. We asked if he

| 8 should not have considered using such a 2% differential
d
". 9~

in preparing his testimony, not what would happen, or
e

h
10 why didn't he, or would he make a new calculation.'

=

$ II There is a distinction there, and the point is that
3

.g 12 Dr. Estes simply took half of an equation -- the
3
g

13 part that suits his position, and usec it, without
2
- I4j having to,have that interest put in, but we do not
m' .j 15 want to cpen up new testimony in that guide.
=
j 16 If he didn't use it, if he didn't use the
d

I

hI. i balancing 2% more real rate of raturn, that's it on

$.I8
a

'

his testimony. He should not r.ow be allowed to
C

I'
j inject new t e s timo ny . -

JUDGE BECHHOEFER: He gave ~ two figures, and

II I would-like to know how those figures are computed.

22
! He gave a figure of about thirty, and a figure of
I23 .something less.
t

24 | MR. CONNER: That has nothing to do with

25 | any-new calculations by adding -- he didn't use any
y

I

!
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.

I increase.

'2 JUDGE BECHHOEFER: I disaaree with you. You

3 can check the transcript, but he ghve two figures --

4 if the Staff's basic assumption were used, he said he

e 5 calculated them and then rejected them, but he was
3
j 6 asked if they were, and I want to find out how they
G
$ 7 were computed.
3
| 8 MR. CONNER: But that has nothing to do
d
* 9
2.

with this point of what we asked him about about--

10 the failure to use an increased rate of interest.
s 1
4 II JUDGE BECHHOEFER: Well, you asked him in
R

{ 12
j the following series of questions.

S
g 13 MR. CONNER: No.

1

a

$
I4- JUDGE BECHHOEFER: What would happen if

&
15 ' he had used them, and he gave some answers.

E I0 MR. CONNER: He said had he used them it
* I

.h
I7 ' would be different, and he didn't give a clear answer

E
3 18

,

'on that, but that does not allow new calculations.
Eo

39
g ,

JUDBE BECHHOEFER: But he did, and I am

20 interested in --

'2I MR CONNER: But the fact, Sir, that you
I

22 are interested in seeing it doesn't allow us to go

23 ' beyond the rules of adding new testimony now, beyond

24 | - that submitted on January 15.

25'
_ _ _

o
a
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1

CHAIRMAN BECHHOEFER: He was asked on cross-
?

examination and he gave an answer, and I'd like to have
3

it clarified. You yourself said it wasn't clear, and I
4

agreed with you. It wasn't objected to at that point.
g 5

N Don't_you remember that?
3 6e
g JUDGE HOOPER: I think it's true that, at tha-
b 7
g time, there was no objection to that -- to his givingj 8

some calculates he made since this testimony was prepared,3 ;
.

d 9
i and in fact, it seems to me that that got into the Record
g 10
z and you should have objected at that time before he put,

j 11

m this information in.
'J 12z
3 Now, it's in the Record.
d 13
I l MR. CONNER: No, sir. The mere factthat he| 14 '

,

y j volunteered an answer still does not allow him to start a
2 15
E whole new bunch of testimony. I think it's a matter fory 16 |
* the discretion..of the Board. I'll ask fer exception on
b1 17
$ it to be done.,

$ 18
..

: CHAIRMAN BECHHOEFER: I think thus far the
$ 19
M

! questions are permissible. I can't remember what your
20 !

I last one was but I think the line of questioning is :

21 | l,
j permissible as long as it goes to the computation based

22 :
I on the Staff's two_ percent differential, which I would like

23 '
some clarification ~about.<

24 I

MR. DZNNISON:- Your Honor, I could make a request.
25 . '

h

.I
I
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2
,

,

I for the consideration of the Board. It's 'uarter to 6:00.

2 Insofar as I understand they like us to be out of the

3 building by 6:00 and I further understand that we do have

4 access to copy, perhaps we should resume with the printed

g 5 copy of the direct examination of Dr. Estes in the morning,
a
j 6 and get away from all of this "he said, I remember, I
R
& 7 recall" and so on because I've got a sneaking feeling tnat
K

| 8 from here until 6:15 we're going to be . faced with this
d
d 9 constant problem.
i

.k 10 CHAIRMAN BECHHOEFER: We think we'll run to about
i
_j 11 6:00 but you can skip this current line and pick this up
3

g 12 tomorrow. The Board, or at least I am interested in the
3
$ 13 details of the calculation which Dr. Estes did and from
E I

| 14 ' my understanding, rejected but he did it prev 5ously using
$
2 15 the Staff's footnotes saying that the fund could carn two
N
j 16 percent more than the inflation rate in terms of taxable
A

i 17 returns; and I believe that Dr. Estes came forward with
#
5 18 two different figures based on that calculation; one for,

t
19 the 8 percent this succeeding. year - this six and a half

20 percent from 1979 - and 8 percent the succeeding year and

21 one based on six and a half percent from 1979 and 10
,

22 percent for succeeding years; and from my recollection,

23 was that the latter figure that was lower and the second

' 24] figure was-higher? I'm interested in how those calculations

25 were made and what produced those calculations. So, to.

i
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i

|
'

.

I that extent, I would encourage-- Well, I would encourage
3

2 those questions, but I'= interested in finding cut the
4

:

3 details of those calculations, and the only way we can
1

4 figure it out is if it's in the Record.

e 5 MR. DENNISON: Ihat was the entirety of nv..
n
a

j 6 inquiry to Dr. Estes, and I've got so=e notes here and I
t-

n
12 7 can try and -- before the boat is in dock, but if I'= >

,- i
en

. 'j 8 going to get hit with objections as what was said en i
d I
2 9 direct, then I don't want to be accused of going in the I

E,

@ 10 back door and getting out of here early this evening for
z
=

43 11 another reason, but I can ge either wav. -

< -

3 !

j 12 CHAIRMAN BECHHOEFER: Do you have seven =inutes -

=

| 13 of questions that are not likely ec be controversial? |.:
x t
* 14 MR. CONNER: Can I =ake a very s i = o. l v. s ce. T e s tio n ?!~
e t.a
z ;'

.

g 15 Mr. Chair =an, I canno: tell frc= the '

.
z
*

16~ chairman's rulings whether he's going to allow in newg
.

t

$ 17 calculations or not, but I wculd say for you := ask the *

s
= tw .

7- 18 witness how he did whatever it is vou want ec knew; and
*n ,

e+ . .

19 it might si=plify it for everybody. ;.g
.= .

20- MR. DENNISON: I'=, you know |--

:

2I CHAIRMAN 3ECHEOEFER: Can you answer that?
,

t

f .

22 THE WITNESS: Yes.
s

5

23 . CHAIRMAN BECHHOEFER: -3ecause I think the Recordj
t-

I '

24j is very confusing on that at the =o=ent, and I'd really j
e :

b k. like. fto know.

t i

. i.
:
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I
| THE WITNESS: Do you mind if I stand? It's just

2
a little :aore comfortable.

3 The two percent figure that came to my
4 ; attention this morning from Mr. Conner had actually come ;

5
$ to my attention prior to this date, and a statement in
M

3 6 Volume 2 of NUREG CR C672 that I referred to earlier,a '

a
R 7g the title " Technology, Safety and Costs of Dec0mmissioning
n
2 84

I' a Referenced Boiling Water Reactor Power Station;" and this
d
d 9
j is in the appendix where is says, " effective rate on return
o
N 10
g of capital entity inflating. economy is the difference
:
E 11
g 'between the obtainable interest rate and the indication
*J 12
j rate; and in recent times the interest rates on, say, the
E 13 '
.i survey investments is generally exceeding the inflation
E 14 |
# i rate by about two percent per year. Sc, I wasn't really

15|i
M
1

j basing it on the information that 's given to us tnis
: 16

$ morning but on:the information af this dccument.
p 17 '
F ! Now, using that and factoring in the tax

|
u

E 18
= effect assumed to be 40 percent on the average for thew

I 19
A j Applicants and further using the c en t figures obtained

20
by-Batelle and recorded in NUREG CR 0672 and adjusting i

21 I
! those cost figures for the plant size, using an 8 percent |

.

122 '
l rate of inflation over an assumed 33 year life of the

23 !
plant and assuming further that it would go on line in

24
i 1983; and it would be decommissioned at the end of 33 years

25:
and .then would be in a safe storage situation for 100

i
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5 1i years; and I note that's the departure from 104 years
i

2 because in their study they said after 100 years, you're
3 not gaining that much more. So, it's better to go ahead

4 and dispose of it at that time,

g 5 Products acquire an annual charge to rate
5
j 6j payers when a 10 percaat cost escalation figure is used
R
R 7 of $165,.265,000. That will permit then an annual fund
M

| 8 deposit of $98,961,000 which is che annual fund deposit
d f

n 9 calculated to be required to provide for the decommissioned
i

10 costs under the assumptions just given with 10 percent
=
j 11 rate of inflation and a 12 percent pre-tax return on the
a
y 12 fund.- At an 8 percent rate of inflation and at 10 rercent
-

! 13 pre-tax rate of return on the fund, the annual charge to
=

,

w
g 14 rate payers must be SS6,320 -- Let me say roughly
E

15 320,000 which, in turn, after taxes are produced as an

j 16 i amount available for deposit; and I think decommissioned
2 i

6 17 | fund of $33,725,000 and that is the annual deposit in 1983
5 !

{ 18 dollars that would be required to be the decommissioned
-

!-

$ _ 19 costs; and again, an 8 percent rate of inflation and a 10|

M 4

20 percent pre-tax return.
i

21 Now, I must emphasize that all of these

22 numbers that I just read or 1983 dollars and likewiseL

23 ' all the numbers used throughout the hearing, at least

24 | since I've been here, is 1983 dollars.
t

Ib CHAIRMAN BECHHOEFER: Now, they are based on--
.

I
.
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I6 j Now, they are based on other decommissioning expense

2
figures that you used in your direct testimony; is that

3
correct?,

4
THE WITNESS: That's right. They are based

a 5
g on the -- what I have to take to be more accurate figures

5 6
than those in the Atomic Industrial Forum study since the,

a
R 7

AIF study has been criticized by some sources including --
*

g

{ 8
I won 't say outright - criticizing this study, but they-

d
d 9
y did observe that the AIF escimaces were considerably
6 10
i below those produced here.
_

E 11

$ CHAIRMAN BECHHOEFER: Now, if you took the AIF
d 12
$ estimates and used the return and interest factor --
! 13 |
E i inflation and return factors that you just spelled out,
E 14
y how would the results or would they how would they--

2 15 j
y differ frcm the figures that appear at the bottom of
f 16

$ Page 4?
G 17

s ! THE WITNESS: I can't answer that immediately,
5 18 !
E Your Honor, since I haven't made those calculations. There
I 19 i

'

N | is an old saying, if you'll forgive me, the computer work
20

will garbage in and garbage out; and !! we're using
21I

unreliable figures at the front end, what we'll have at
22 !

i

the other end will also be unreliable. So, I d idn ' t use
I23

thos e in this calculation.
24 I

i

CHAIRMAN ~ BECHHOEFER: Wr:11. c ould you, by the-

25

I
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7 1 ti=e you come back to=crrow, give us Onese figures?

2 THE WITNESS: I could, Your Honor. I could

3 characterize the= as being meaningles: figures.

4 CHAIRMAN 3ECHHOEFER: Well, I realize that you

e 5 claim that other figures are more appropriate f or tne
n
N

3 6; dec ==issioning policy, but there is sc=e testi=cny in ne
a <i-

{ 7 Record which supports the AIF fidures.
Xj 8 What I'm interested in is if you applied
J
=; 9 the inflation and earning factor, which you 've just
I

@ 10 described, how would that come cut?
z
=
$ 11 THE WITNESS: Yes, sir, I would be happy to
a

p 12 do that.
z

135 CEAIRMAN 3ECHHOEFER : And I ask the Applic antsz
2 '

E I4 tc do slightly different calcualtiens if they're going to
-

ẑ

6 15 ' be c0=ing in with s =e new figures ::=crrow morning tec.
x

g 16 THE WITNESS: I would be happy :: dc that, sir,
w
#

$ '' 7 but c ould I .just reiterate my statement in my Original !

z :~

II~ l
~

$ testimony that the Applicants' estimates are too low ;

y \ !

19 'j because of an adequate loss escalation and are unreliable< '

20
; because of problems inherent in using the At0=ic Industrial.

21 i
Forum data. So, I have =ade that statement already. !

i

22 | CHAIRMAN 3ECHHOEFER : I rec gnize that, but I'= |
;
,

' 23 '
really now focusing on the-first part of your criticism -- |

24| the_ cost of escalation price.
I
*

25
'THE WITNESS: Yes, sir?

s
5
| A
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1 MR. CONNER: For the Record, I move to strike

2 the questions and answers started with your first the--

3 Judge's first question to Dr. Estes as clearly beyond the

4 scope of the direct examination and contrary to the rules

s 5 f or submitting prepared testimony.;

'9

3 6 ; CHAIRMAN BECHHOEFER: Well, it's denied. "aving
R
& 7 gotten to 6: 00 o' clock, which is the time when the building
g
j 8 would appreciate, at least, if we were out, I think we'll
a
=, 9 adjourn f or the day beginning agai at 9:00 A.M.
?
$ 10 Cne question for Mr. Karman.
3

h 11 MR. KARMAN : I wonder if Y:ur Honor could give
m

y 12 us some idea as to how we're going to be moving along
,

j 13 i tomorrow if it's at all possible on the timing? We'rea

. ! 14 ! from out of town, and I'd just like to wonder wnether we
w i

15| should cancel reservations.
z i
*

16g CHAIRMAN BECHHOEFER: A good portion of the
s

k 17 time will be spent with your witness, but I can't really
i
s 18 say the degree of cross-examination. So, it's difficul: j
E !+

19m for me to answer.
n

20 MR. KARMAN : Is there any feeling as to the time
1

.$2! l- involved?

22 MR. FELDMAN: I'm not certain hcw long the Board
i

23 !
wishes to cross-examine the. witness.

1

~ 24 '
j -MR. KARMAN : I'm talking about Mr. Karlowico,

25:$~ MR.-FELDMAN: I don 't think fcr myself more
Y '

I i
!
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|

9 I than several hours. A lot of it depends on how many
2 objections there are.

3 CHAIRMAN BECHHOEFER : I'm afraid we can't give

4 you too much guidance.

5
? KARMAU : It's about as definit e a s every thing..

5 6 else in here.
9
$ 7 MR. CONNER: If the Court please, we've had
X
g 8

two witnesses here from Dayton and Columbus whereas all
d

'
. through this hearing so far -- Mr. Emery and Mr. Anderson.

o a

h
10 We will submit the inf ormation the Board requested from

:
'I

those two companies on the Record tomorrow, but I will
d 12z ask that they be excused so that they can get back too
d 13 I
j their respective homes, unless the Board has some questions'

L| 14
for them?

k

CHAIRMAN 3ECHHOEFER : Well, as far as the Board
T 16

g is concerned, I think it will be all right but the tables,

d 17 !
w ; the figures will be subject to cross-examination and jx i

$ 18 ' '

g they did include some inf ormation from Dayton Power and '

E 19 I
. .g Light, rate increases and that type of thing.!

'

.20
MR. CONNER: We will have a recap of what has;

21
been gone over for the last two days.

22
CHAIRMAN BECHHOEFER: Well, I think that's

23
correct.

24
MR. CONNER: May we put Mr. Emery on right now toq

25 | read these into the- Record because we were -going to type
| '
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,

1

|

1 them up and submit them as unified exhibits as to the

2 information and he would like to get out of here; and can
3 I put him or and read it into the Record right now?
4

CEAIRMA!I BECHHOEFER: That's all right. I am

g 5 hoping tomorrow you will introduce everything as an
R

] 6 exhibit.
3
b 7

MR. EMERY: This is in response to Judge
M

[ 8' Sechhoefer's request for information en the rate requests
d
"
~. 9 granted over the five year, 1975 to 1980 by the Publiez
9

0
h Utilities Commission of Ohio. By the turn of where
:-

5 11
g applicable in those great machines and the actual return
" 12
5 on e'quity earned for each of those years. Actually,4

i= 13 <
j when you go from 75 to 86 years of return, and we've
E 14 i

*

$ | also indicated the type of a writ case and the date of thek

15|i
9
E- rater..*

t*

)-
16 !

j The f irst such rater was an emergency
y 17 ,
w . . case. The order was dated March 1975, and the amountx i

M 18 i '

,

= I requested was $27,123,000 and the amount granted was !# I

19 j-

i j 21 million. There was no authorized return on equity
20 I

'

because the Ohio Commission does not consider return en
21!

| equity in- an emergency rate . inc reas e . I'll read the ratea

22 |
uof return for each year after I.give you the cases.i

23 '
The next cas e was a regular rate cas e. The,

-24 I
! order was dated September 1976. The a=ount granted was

25 4'
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1_1
I $23,100,000. The total a: cunt, which was added : the j

>

2 21 =illion already granted in the inmediate previcus
.

3 |emergency case. So, the :Otal, includ ing the e=ergency .
.

4 I

was $hh,100,000 as Oc= cared witn the 00:al recues: Of !
!

5 je

i 550,700,000. The nex; case was a regular raze case, and ,n ;
.g r

s 6 -* the Order was =ade in 1070 and the a= cunt requested was-.-
n
R 7
; $h6,050,000. The a= cunt granted was $23,6Sc,000. The return
n
i 8n

n o c.u' * '. -.) *n ~."a. ~~ee das ' o . , C, p *. ~ ~ a. . . ~. , a .. A "" '^* .=.. ~. - -o . . . oc -- . - . .
.J-

d 9
.g- back up-and say that in that Setpember 1C76 Order, ne
.c. :10

_E case was based en the previous Chic rate law, which did ;

5 11' !

J- not require a return on c ==cn equity determination; and
4 12
i also, this case was settled by a stipulation of :ne
-

: 13
y-..<,- e...= ... .

=
x 14x
g So, the return of equity was not involved '

.

I. 'r 15_

. , n. w - .n. ,. a. sn ,n . a. .a
. . - .] .e n h a s. ,, _, ,_ .aw.

m. . . . . . .. _ .=
T 16 :

$ The next case was March Of 1979, date Of !

: h.' ' 17
5 Lthe crder was e=scgency. ,

- >

=_ .18
A sxcuse me.

- ;- ,n. n _L- : -

A, ay - interrup: ,cr. - .

.; ;

I 19 )
E

. a. . "u "*. ^. a. c.". * "; ..".e. I; x. g u .e *. ~ a .' a .* * .# * * a *. .* - * *. ""=. ha.* .a-
d ". -. .. v. . . . . .. .. .

,

20 ' |
'

i
ycu give~. -iasL hat earned cr was Onat --*

.

,

21 J -
.

. .h _= . =."u_ ,

~

,

,.

d
- .y,q . r..u.r o.v. m. y.n. .e . _ . . ,t' " a . u r.". e.

22 g
. . . _. . .

I). . .

t o- ,c c- - . c, o, . - . w. ... .v. ..w... ,i, ;1 3.on+.d 4. .w. as.. - .d u. .< .m . . . . . . .. .

. gg - ;'

emergency we r, quested 363,600,000.. We were granted
24-

y'448,hCC,0CO. 1;'
ss 4 !-i . ,

. t-
--

g

4 - V

k I
4 t
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1 As I said before, there is no return on

2
equity in emergency cases.

3
The last enr was a regula r case . The order

4
was handed d own in December of 1979 The amount granted

e 5
M was $33,e20,000 and when added to the previous e=ergency
n ,

3 6 !* case, which is a part of the current case, now it brings
a
R 7
! us out to a total of $72,020,000 compared with a total
n

*

8 8
application of 126 million. The rate of the return"

O
= 9
y granted in that case was 14.77 percent. The rates have

a w
h 10
$ returned -- earned en economic equity for each of these

l=
= 11

$ years. These are the calendar years 1975, 15.6 percent;
d 12
$ 1976 is 14.9 percent; 1977 was 11.4 percent; 1978 was
3
= 13
5 5.6 percent; 1979 was 10.9 percent, and 1980 was 12.1
E 14a
y percent. That constitutes my exh ib it .

2 15

s ! CHAIRMAN 3ECRHCEFER: Do any part ie s have any
~

-3-
16

questions?e i

g '17
y

.
sMR . KARMA N: N questions frem the Staff.

5 18 '
E MR. FELDMAU: No questions fr:m Mia=1 Valley.
I, 19

.

M MR. CONNER: It's all a matter of the Record.
20|

| CHAIRMAN 3ECHHOEFER : I only have one question.
21|

*

Is there any reason why you were' much more
-22

! relatively successful in getting what you asked for in the
23 '

Learly days.than in the later days relatively?
3

24 i
MR. EMERY: I think in one case we stipulated

,

.25

P

.

.i. ALDERSON REPORTING COMi' ANY. INC.



4382

.

I
13 in the early case we were under the old Chio rate law,

2 and that rate law was much more favorable in ny opinion

3 to the companies to the treasury, and we were coming off

4 of an emergency in '75; and we had tc sell a lot of

a 5
g cenmon stock and we had to-- In order to finance the
n

3 6
! treasury program and all those things had their beariag.*

n
R 7
! MR. FELDMAN: I have One question based on
n

j- 8|
! your question.

d
o 9
i- So, what you're saying is that the
o
b 10
E historical ability of your company to get rate increases
_
= 11 ;

$ | .really has no bearing On the future ability to get rate
d 12
5 increases?-
3

13-

E MR. EMERY: No, I'm not saying that at all.
=
M 144

y I'm just :saying the situadon was different back in 1975

2 15 j
'

and '76 when the old rate law was there.#
? 16m
w MR. FE LDMAN : But it's to your detriment?

6 17 ,
y MR. EMERY: What?

*

$ 18 '
E MR. FELDMAN : To your detriment?
I 19 . .
X 1

a ; MR. EMERY: Nc, not really.
20 - |

1 MR. FELDMAU : Didn't ycu just testify to --
21' i

MR. EMERY: The new rate law has other changes
-22.

- ! in there, and the-changes taking place with a big
23|

= advantage in thc,old rate law. It uses a reproduction
24 a

i .

new-less permeation rate base. Now, in that
.

-cost,
- 25 ,

s

i

k ALDERSON REPORTING COMPANY. INC.

.
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I14 generally covered construction of the progress. Today,
|

'

2 we're using-- We had much lower rate return. Today,

3
we're getting much higher rate return, and in the last

4
case, the Commission allowed a large I forget the amount;--

Ie 5g the large amount of the construction representing 50
a

3 6* percent of our investment in the consumer plant at that
n
R 7
; time.
e
2 83 MR. FELDMAN: You just testified though that thed
6 9
i new law was favorable to your company; d id you testify to
e
$ 10
z that?
=
E 11

$ MR. EMERY: No, I didn't say that. I didn 't
d 12
$ say that.
3
= 13
E- MR. FELDMAN : Did you describe thcugh the new
.E 144,

b. | rate law as being -- the old rate law as being more
! -15 i
s ! favorable?

i

? 16'13
s MR. EMERY: In one respect, it was favorable --

;

p 1:7 :
'

j' . in more eccnomic factors, but the today's Commission has
5 18

E- changed and they have a deadline for time in-getting out
,

$ .19
M rates; and they are now including as we demonstrated the

.

20 '
facts including construction with the progress on a

21 ' i
'rate base.and they'have raised the rates of internal

:22
substantially which is obvious.

23|
! -MR. .FELDMAN: Well, if the law isn't less

24 |
favorable tc ycu now, why'have ycu been less successful

25

i

!

ALDERSON REPORTING COMPANY, INC.a

a
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l
15 in getting the rate increases?

2
MR. EMERY: I don't think we have been less

3
successful. Cne of the reasons, and I c an state one

4
reascn.In the two of those later cases we asked for full,

e 5
g n o rmaliz at ion in the appreciation, and the Commission

3 6I* ' has nothing with full normalization. So, that that's
n
R 7
! an accounting complicated matter, and the Commission we
n
i 8" asked for but the Commis sion d idn 't get it; and so, the
d 9

amount requested deductible from both sides of theg
h 10
E equasion would be the amount that we requested. We

E 11
j didn't get in that and that was a fairly sizable amount
d 12

$ and that was in the last case,

d 13
E MR.~FELDMAN: So, ,you got le million dollars

| 14
y less than you requested?
2 15 ,
$_ | MR. EMERY: No, I didn 't say that at all.
j 16 |
2 j MR. FELDMAN: What did you say?
p 17 :

i y MR. EMERY: These matters are all a matter of
5 18

5 historical record. .This is all Just factual material,

$ 19 j
M .and I can speculate and speculate all night why the

.

20
! Commission did or did not give.usj --

21{r

MR. FELDMAN: I'm not asking you to speculate.
22

| MR. EMERY: And I don't know all the answers as-
23

to why:the Commission gave us more:or less in any one
;
' case as versus another.

25 ,
. !} -

l.
3- - ALDERSON REPORTING COMPANY. INC.

..i .

,
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I16 MR. FELDMAN: Okay. Thank you.

2 MR. CONNER: May Mr. Emery be excuse?

3
CHAIRMAN BECHHOEFER: Yes.

4
MR. CONNER: And I would speak to Mr. Anderson

a 5
g that we submit a similar exhibit to this One tomorrowa

3 6* and that he be excused subject to recall in the event
a
R 7
~ there are any important questions anybody might want tog
j 8

ask him. We 'll bring him bac k f rom Dayton .
d
6 9
z CHAIRMAN BECHHOEFER : We'll do that for Mr.
o
$ 10
z Anderson. You're excused.
_

11E

i With that proceeding, we'll be adjourned
d 12

_j for the day.

d 13
E (The hearing en the above-entitled
E 14
y cause was adjourned until
2 15 i

March 4, 1980, 9: 00 o 'c loc k A .M. i).y 1

j ' 16
,. - - - - - - - - -

N 17 i
'N I

5 18 '
~

5"
19

X

20
l

21

- ZZ

i

23 !

24|
4

25

'

'a ALDERSON REPORTING COMPANY. INC.
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