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9:00 a.m.

JUDGE WOLFE: All right. The hearing is in
session.

In attendance this morning are Messrs. Copeland
and Culp representing Applicant; Messrs. Black and Dewey
representing the Staff; and Mr. Doherty. Mr. Scott is
not present.

MR. DOHERTY: I fully expect him today. I
talked to him after the ... you Xnow ==

JUDGE WOLFE: We had been with the cross-
examination by -- or we had recessed the hearing last
night as Mr. Scott was proceeding with cross-examination
of Mr. Mercurio. He's not here.

We will now proceed with any redirect by M:r.
Sulip,

MR. CULP: I have no redirect.

JUDGE WOLFE: Are there Board gquestions?
Whereupon,

WILLIAM F. MERCURIO
the witness on the stand at the time of adjournment,
resumed the stand and, having been previously duly
sworn, was examined and testified further as follows:

JUDGE LINENBERGER: Only one guestion, Mr.

Mercurio, I think.

ALDERSON REPORTING COMPANY, INC.
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BOARD EXAMINATION
BY JUDGE LINENBERGER:

Q Will the causeway that we were discussing
yesterday afternoon be a -- will there be any measures
taken to stabilize it; and if so, what?

A Yes, the causeway will be constructed of com-
pacted clay and sard materials, which will be gquality
controlled to the best possible standards, using ASTM
testing procedures.

The outside of the slope will be protected from
waves and winds by soil cement.

Q What about the top of it, which I gather might
perhaps have a roadbed of some sort on it?

A Yes. I don't recall the -- 1It's probably
going to =-=- The roads are asphalt down there. I would l
guess it would be an asphalt roadbed, but I don't recall

gxactly. If it's notc asphalt, the :op will certainly have

a layer of soil cement.

It's possible that that provides the roadbed.

I don't recall whether we've put an additional layer of
asphalt on that or not.

Q And what is soil cement?

A, Soil cement is a mixture of sand and portland
cement, water mixed together, when compacted it provides
an extremely strong material, resistant to erosion and |

outside weather so that the slopes will not weather in

|
‘ i ALDERSON REPORTING COMPANY. INC. 5



300 7TH STREZET, SW. | REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10

1"

12

13

14

15

16

17 |

18
19
20
21

23
24

25

1

RTINS

any size, shape or fashion.
Q Is it something that's poured the way one con-

ventionally pours concrete or ==

{
. i , : i
A Neo, it's placed in the manner in which one pla:eq

soil, mixed in a pug mill or kind of a batch plant,
carefully spread in layers. Everything, again, is con-
trolled and tested according to ASTM standards, placed in
layers, nine inches if [ recall correctly) and compacted
by means of different -- either rubber -- the final com=-
paction would be a rubber-tired roller compacted to 95
percen*+ of standard property value, I Dbelieve.

JUDGE LINENBERGER: Okay, that's all I have.

JUDGE WOLFE: 1Is there cross on Board guestioning,

M:*. Dewey?

MR. DEWEY: Staff has no cross-examination,
Your Honor.

JUDGE WOLFE: Mr. Dohertwv?

MR. DOHERTY: No gquestions, Your Honor.

JUDGE WOLFE: Any redirect?

MR. CULP: No, sir.

JUDGE WOLFE: Is the witness to be excused?

MR. CULP: Mr. Chairman, Mr. Mercurio has a
short piece of testimony responding to a Board guestion
of soil mechanics. And although the schedule that we

filed has a Staff witness on blockage of int e canal

ALDERSON REPORTING COMPANY, INC.




|
o

300 7TH STREET, SW. | Ri'PORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554 2345

10
11
12
13
14

15

16

17
18

19

2]

23

24

25

R —

ERTAL #
19852

scheduled next, we were wondering if it would be okay to
take Mr. Mercurio now on that Board guestion before the
Staff witness.

I have consulted with Mr., Black, and he has no
problems with doing that.

JUDGE WOLFE: Any objection?

MR. DOHERTY: N #3rs

JUDGE WOLFE: All right. We'll proceed to hear

Mr. Mercurio testify on the Board question on soil mechanici.

FURTHER DIRECT EXAMINATION
BY MR. CULP:

Q. Mr. Mercurio, d¢ you have before you a document
entitled "Testimony of William F. Mercurio on Behalf of
Houston Lighting & Power Company on Board Question 8
Pelating to ACNGS Reactor Building Subsurface Soil
Mechanics"?

A, Yes, I do.

Does that document consist of four pages?
A Yes.
Q And dces the document state that a statement of

your professional qualifications is attached to your

testimony cn Bishop Contentions 5, 7, 9 and 10?

A Yes.
o Did you prepare this testimony?
A Yes, I did.

ALDERSON REPORTING COMPANY, INC.
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Q Do you have any correcticons or additions to
make to it?

& None.

Q Is the testimony true and correct, to the best
of your knowledge and belief?

A Yes, it is.

Q Do you adopt this as your testimony in this pro-
ceeding?

A, I certainly do.

MR. CULP: Mr. Chairman, 2% this time I move
that the testimony just identified by Mr. Mercurio be
incorporated into the record as if read.

JUDGE WOLFE: Any objection?

MR. DEWEY: No objections, Your Honor.

MR. DOHERTY: 1I'd like a couple of questions on
voir dire, Your Honor.

MR. CULP: Mr. Chairman, could I inguire of Mr.
Doherty if he intends to challenge the gualifications of
this witness on this Boa.d guestion? Mr. Mercurio has
testified to his qualifications twice in this proceeding.
He's an expert in soil mechanics.

And I'm just wondering if Mr. Doherty intends
to challenge the witness' qualifications. And if not,
what is the purpose of voir dire?

MR. DOHERTY: Well, the purpose of -~ No, 1
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don't think I have to answer that. I think he's attempting
to inflate his witness a little further. I think I have a
right to voir dire :he witness, regardless of what he
has been on before.

He hasn't talked about this before, so I don't
think I have to -- I don't see why I have to answer that.
I think I have a right to ask him questions on voir dire,
and he has the right to object if he doesn't think the
questions are appropriate, and can object as asked and
answered 1f they were asked previously.

He's suitably protected. I don't think =-

JUDGE WOLFE: Well, the point is, Mr. Doherty.
that Mr. Mercurio's qualifications have been subjiect to
rather exhaustive cross-examination.

Are you ed going to ask these several
questions, once again, attempting to challenge his com-
petence? I take it your answer is vyes,.

MR. DOHERTY: Yes. It has to be.

JUDGE WOLFE: All right. I would suggest to all
parties that voir dire is a very important procedure. All
parties shouid recognize, however, that it's a technique
not to be employed at all times. There are times when an
expert's qualifications are such that it's a useless exer-
cise.

This is not directed to you, Mr. Doherty, but to

ALDERSON REPORTING COMPANY, INC.
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all parties. SO you just have to make up your mind whether

his written gqualifications are so substantial that there's

no point

.n challenging them on voir dire.
All right, Mr. Doherty.

MR. DOHERTY: Well, I am a party, and I have

done that. I mean, I feel included by what yo''ve said.

parties,

JUDGs WOQLFE: Yas, it's a direction 0 all

but not direction to jyou specifically or ex-

c.usively.

All right.

MR. DOHERTY: It's sort of iroric that he has

brought this up. I only had one question anyway.

VOIR DIRE

BY MR. DOHERTY:

Q

A

Did you write this testimony?
Yes.

MR. DOHERTY: That's all I had in mind. Thank

you. No further questions.

JUPGE WOLFE: Any objection == Mr. Baker has

just appeare, it now being 9:11 in the morning. We're

proceeding to hear the di:rect testimony of Mr. Mercurio.

Are you here to cross-examine Mr. Mercurio?

MR. BAKER: No, sir.
JUDCE WOLFE: All right.

If there are no objections then, the testimony

ALDERSON REPORTING COMPANY, INC.
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July 20, 1981

UNITED STATES OF AMERICA
NUCLEAR REGULATORY COMMISSION
.4 BEFORE THE ATOMIC SAFETY AND LICENSING BOARD

S

{{ In the matter of )

| )
¢ HOUSTON LIGHTING & POWER COMPANY ) Docket No. 50-466
o )
’ (Allens Creek Nuclear Generating )
g Station, Unit No. 1) )

)
9
TESTIMONY OF WILLIAM F. MERCURIO ON BEHALF OF
10_ HOUSTON LIGHTING & POWER COMPANY ON BOARD QUESTION
8 RELATING TO ACNGS REACTOR BUILDING SUBSURFACE

11l SOIL MECHANICS
12 _

! Q. Mr. Mercurio, please state your name and

- |
. business address and describe ¢ nur educational and
14 . :
professional experience.

1e
. A. My name is William F. Mercurio, and my business
16 address is Tbascc Sarvices, Inc., 2 World Trade Center,
17 i New York. N.Y. I have previously discussed by nosition
13 and background in connect.on with my testimony on

13 Biship Contentions 5, 7, 9 and 10.

20 || A. The purpose of this testimony i3 to address

Board Question 8 which requests evidence regarding the

ability of subsurface soil to support the ACNGS reactor

building. Soil mechanics rather than subsidence is of

concern here with respect to avoiding unacceptable

S ——

settling of heavy structures.
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Q. wWhat types of analyses verify the settling
characteristics of soil with respect to sc:.l mechanics?

A. Static settiement analyses are used to estimate
the anticipated relative vertical displacements of
structures suppcrted by soil. Soil mechanic theoretical
calculations coupled with actual scil property test
data verify the soil settling characteristics.

Q. Would you briefly describe how the underlying
materials at the ACNGS site were cbcerved?

A. Geophysical surveys and borings were used to
obtain field Aata for the development of subsurface
cross-sections. The locations of all borings, geophysical
surveys, observation wells and proposed excavations, as
well as plant structures, are shown on PSAR Figures
2.5.4-52, SB and 5C. PSAR Section 2.5.4 provides a
detailed discussion of data collecticn and observations.

Q. Would you describe what information the field
data provided?

A. A detailed .lesci.iption of the subsurface
material which was obtained from field exploration was
presented in PSAR Section 2.5.4.3. The bDasic formations
of the subsurface materials were identified as Beaum .nt,

Montgomery, Goliad, and Fleming formation. The undisturbed
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samples extracted from these formations were subjected

to laboratory static and dynamic tests to investigate
their strength characteristics, compressibility under
heavy load and dynamic properties. The results of the
laboratory tests, along with engineering interpretations,
were presented in PSAR Section 2.5.6 and indicate hich
shear strengths and lov compressibility. This data
confirms that ACNGS is founded on soils which are more
than capable of sustaining the locads to be imposed.

Q. Please describe the basic subsurface soil
characteristics and analyses performed for the reactor
building foundation.

A. The Reactor building mat foundation will rest
on the Montgomery formation of predominately very dense
and highly compact granular sand material with occasional
overconsolidated clay layers appe:sring at the lower
portion of the format- on.

The mat foundation is to be placed on the
very der ;e and highly compact Montgomery sand formation
round elevation 104, which is about 28 feet below
established plant grade. The maximum allcwable bearing
pressure for the reactor mat foundation design is 10
kips per square foot (ksf) under the static lcading

conditions. The mat foundaticn has a safety factor




greater than 20. Normally a safety factor of 1.5 is
considered acceptable. A discussion of the method used
and the design parameters for the analysis have been
presented in PSAR Section 2.5.4.10.1.

Most of the settlement resulting from the consolida-
tion of the granular material under loads will take
place during the construction of the reactor building.
Based upon consolidation test results and the effective
imposed building load, the total settlement was calculated
to be on the order of cne (1) inch or less.

Q. What are your conclusions concerning this
Boaru Question?

A. The Appiicant has evaluated the subsurface
soil conditions. On the basis of detailed test borings,
geophysical exploration and extensive laboratory testing
programs in conjunction with the structural requirements
imposed by the buildings, the reactor buildlng may be
safely constructed on an earth-supported, reinforced

concrete mat foundaticn.
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MR. CULP: The witness is available for cross-
examination, Mr. Chairman.

JUDGE WOLFE: All right. Mr. Dewey?

MR. DEWEY: Staff has no cross-examination.

JUDGE WOLFE: Mr. Doherty.

CROSS-EXAMINATION
BY MR. DOHERTY:

Q Would you describe a static settlement analysis
which you mention on Page 2? What was that?

A Okay. Somewhat similar to the testimony I pro-
vided yesterday, we investigate the site, both by walking
over it, taking a look at it, taking soil samples from
the ground either through the test borings or by test fit
procedure.

Again, those samples are taken to the laboratory,
and we can run one-dimensional consolidation tests on
them. That confines it in the lateral direction and al-
lows the sample to move in a vertical direction.

So by applying various loads and knowing cor-
relations between the labhoratory condition and the field
condition, we can calculate the total movement of the soil
under the loading.

So we get the laboratory sampie, and from that
then we can take the loading of any building, tank ...

whatever it is that we're interested in -- and we can

ALDERSON REPORTING COMPANY, INC.




A0 TTH STREET, SW., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 5542345

10
n
12
13
14
15
16

17

2]

22

24

25

13808

calculate the se*+lement. That was done, according to
regular procedures, for the Allens Creek plant.

Q You say you correlate lab conditions with field
conditions. What does that =- You take some histories
of buildings or some types of measurements that indicated
a certain amount of compaction occurred, and compare it
with == kind of miniaturize it in the lab?

A. Wwell, it is kind of miniaturized in the lab, and
that's more or less the correlation, taking 1t from the
lab and trying to make it for the big building site. We're
only testing a small sample as we identified yesterday,
although we do take the samples with depth and with
lateral extent beneath any particular building.

But you develop a curve that one must tnen aprly
some amount of expertise iu interpreting and readiny off
the values.

Q& These tests have been done then; is that right?

These tests have bien done al:zady?

A Oh, yes.
Q And you did them?
n, They were done at the testing laboratory that

was hired by Houston Lighting & Power.
Q Who were they?
A That was Dames and Moore, +Houston, Texas.

How do you determine how far apart to take these

L]

ALDERSON REPORTING COMPANY, INC.
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becrings?

A, There are standard rules of thumb. Even the
Staff has a Reyg Guide that has some suggestions in it. |
I don't recail the number offhand of that Reg Guide.

But aside from that, virtually every soils text-
book that you have has some rules of thumb for determining
the depths and lateral extent of the borings.

But more important than that is your own personal
experience, working over a number of years in different
kinds of material. Jne would space the borings at dif-
ferent extents.

For a nuclear power plant though, the beorings are
rather closely spaced and rather deep. It's ocne of the

most =-- in fact, it has helped to advance the state of the

art, because of the extensiveness of the investigations
and techniques employed by the nuclear power plant

1
|
industry. }

Q Would 15 or 20 feet apart be about average?
A That would be %oo close. For a nuclear power

plant, they could be arywhere from -- if you were concerned
about some soft zones, they could be 50 feet apart, to
as much as 500 feet apart.

Q Are there any soft zones around -- located ==

A, Not on this site.

b=l

None. Does the site at this moment require any

ALDERSON REPORTING COMPANY, INC. |
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compaction to provide assurance against the building set~-
tling a- this time, to your knowledge?

A, No.

Q Were you able to look at any heavy structures
on the Montgome:ry formation?

A Yes, we specifically looked at heavy structures
since the containment building and many of the other =--

I call them plant island buildings, those buildings
immediately around the containment -- will be founded on
the Montgomery formation.

Q. So you've found some structures that did exist,
or were you kind of like -- 1Is this going to re the first
really heavy structure on the Montgomery formation?

A, Oh, I thought your question was with regard to'
did we investigate something on the Montgomery formation.
I'm sure there are other structures on the Montgomery
formation elsewhere in that area of Texas. I 4did not in-
vestigate them, no.

Q Now, I think you described the containment and
the mat bit. DPoes the weight of the containment shell
sit -- Is that weight distributed to the mat, and then
that weight rests on the earth, or does the shell sit
on the earth and the mat sort of sits inside the shell
on the earth?

A No, the weight fr:m the shell and any components

ALDERSON REPORTING COMPANY, INC.




AR S AR

1-13
1 | inside the shell is distributed evenly through the mat, ?
I
‘ 2 | and then from the mat to the subsoils. i
3| Q Now, you describe a gruup <f tests on Page 3, lab%-
|
. 4' ratory static and dynamic tests. I have a little trouble |
3 5 understanding what that would be like.
5 6 i You described earlier some vertical == I'd call
g 7 : them pressure tests as a layman =-- but these don't sound
s 8 like that. What are these like?
3 |
§ 9 g A. Some of these tests are those same pressure
g 10 tests, and that's a reasonable term to use. The dynamic
§ n test would consist of, &gain, a small soil sample. This
=
g 12 time it would be put in a triaxial chamber, and we would
. g 13 | subject a sample to dynamic movements.
!
g 14 r sind then from thrst, again, we take the readings
é 15 ; on the sample and we can see how the subsoils would
; 16 g sattle with regard to the effects of an earthguake, or ;
7 ‘ .
S 17 | even vibrations of equipment. '
; 18 f 0 And a static test sounds like you just set the
E .|
§ ‘9§ sample there and look at it?
i

2°ﬂ A Well, it's more than that because we incre=-

2'? mentally load the sample. We start off =-- We take the

|

‘ 22 | sample from the ground. 1t's very carefully handied,
|
|

23 f carefully trimmed and set up in the laboratory, in what

@ | |
2‘1? we call a consolidometer, which is nothing more than a
25 | brass ring that contains a sample in *the lateral direction.,

| ALDERSON REPORTING COMPA =Y, INC,
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We then incrementally apply vertical loads on
that, starting from loads as small as an eighth == it
could be smaller than that, if soils were softer. 5L | A -
believe on this site, we probably scarted off with an
eighth of a ton per sguare foot.

And the standard procedure has you doubling
that load ev:ry increment. So we then go to a guarter,

a half, one ton per square foot.

We then unload the sample, put a cycle on it,
SO we can see the e“fect of disturbance on the sample, if
any:; and then we reload the sample up agair. And this
time, I believe these samples may have gone as high as
32 or possibly even 64 tons per square foot, which is
until we can develop a3 straight line portion of the curve,
that tells us then that we are out of any zones of
disturbance and we¢ have the sample back to its natural
state in the ground.

We couid then take the slopes of those =-- the
lines from the void ratio, log pressure curve, and that's
how we proceed to calculate the settlement.

Q You indicated that, apparently, tha samples =--
looking at Line 7 on Page 3 =-- exhibit low compressibi-
lity. Would that conclusion be arrived at by putting
a high loading in a static test?

A Yes, it would. And then noting that there was

ALDERSON REPORTING COMPANY, INC.
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1 | very little vertical movement to the sample.
. 2 Q What is shear strength?
3 | A Shear strength is == That's the strength of |
L |
‘ |
4 ; the soil.
& 5 Q Do y2u attempt to sort of subject it to an un-
5 6 | even load to see how it =--
g 7 A We attempt to -- |
3 |
§ 8 0 -- just load it part -- or one area of it, !
< _ .
a8 9 and leave another part ... is that what you do? 1
g 10 I A. No. We take the soil and we kind of make it
z i
§ n think it's back in the ground again. We put it in what we
=
g 12 call a triaxial chamber. And that chamber can exert
®: .
g 13 ﬁ uniform pressure around the sample similar to what it has
- ;
g 14 | seen in the past in the ground.
: )
g 15 i And then we can apply an incremental loading
= f |
. : . . . !
3 16 | in the vertical direction to that sample and cause it to {
7 : '
. ' |
£ 17| fail and shear. When it fails and shears, we can take ‘
= |
2 , I
7 18 i those test results, again plot them on many samples at
£ |
= R . E
: 19 | different depths, at different lateral distances, and ;
20; determine the shear strength ... similar to concrete
| {
2': shear strerath or even steel.
1 :
‘ 22 Q Okay. You give toward the foot of 3 the maximum ‘
i
|
23 | allowable bearing pressure. How is that determined?
. 24 A By == We take -- The shear strength of the |
25 ? 80%.1 is used in that calculation. We also use the size of

ALDERSON REPORTING COMPANY, INC.



1-16 HeRA
" the mat, the depth of embedment of the mat, the unit i
‘ 2‘ weight of the surrounaing snil, the shear strength of
B g the soil (I think I may have mentioned that); and we go }
|
. 4 : through a standard egquation, the Tsogi Bearing Capacity
5 Equation, applying corrections as may be required, based l
!
6 j on other investigators' works.
7 ‘ Q Is the bearing eguation giveu by a regulatory

8 guide?

A, Not 3z far as I know, but it's a well accepted

R S

10 equation, well cdocumented and used throughout the in-

1" dustry.

300 TTH STREET, SW. | REPORTERS BUILDIN{, WASHINGTON, D.C. 20024 (202) 554 2345

12 2 Does depth of embedment just mean how deep
. 13 L the cellar is kind of -~
14 1 A Yes. The bottom elevation of the mat. [
lsé Q SO0 you made that determination -- Ebascc made
|
lbg that determination? g
17? A Yes, 1 d4did. !
18 Q And is that figure a very =-=- Would you give me |
19 | an idea of how varialle that figure is at the site, or is E
20%] it a quite consistent figure? E
2!? A No, it's quite consistent. Soils are fairly
. 22 ‘ uniform at the site, very dense, stiff where it's clay
23 E material, and very capable of supporting the building. |
‘ 24 Q You have =-- unless I'm mistaken, and I think |
25 ? I'm right about this =-- there is to be a cooling lake, :

ALDERSON REPORTING COMPANY, INC.
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19 get in the bathtub, you weigh slightly less in the bath-

1 | and then there's to be a stream or creek kind of on the
‘ 2 i other side of the =-- In other words, you could stand
3 at this plant and look one direction and see the lake, :
|
' 4 turn 180° and see the stream,
g 5 Now, will that stream tend to alter any of the
§ 6 characteristics of the soil through, say, a 40-year
- |
|
8 7| period, or will that =--
1 ) .
§ 8 A No. The rise and fall of “he water table could
3
a Q affect the calculation of bearing capacity or settlement;
é 10 but we took into account the most conservative water levels
z
§ 11 that could occur.
= |
g 12 Q Now, the water table =-- you say that could l
= |
. g 13| alter things? What alterations in the water table would
= |
= f
g f : ;
g 14 | cause those changes you had in mind?
E |
g 15 | A. A rise or fall in the watar level.
- ' |
i 16 | Q What would happen if the w~ater table fell?
. ,

» ! |
g 17 | A, We would be safer since we now go t: total unit
=
= |

|
% 18 weights, which is a higher number. I.'s like when you
B
-
=
=

20” tub than you -- if you'd put a scale underneatn yourself,
l
2‘} you'd weigh less.
i |
' 22 The same effect is true with the soils. So we ?
|
23‘ then can use, instead of half the weight of the soil,

. 24 ! we can use the full weight of the soil.

| . |
25 And the equaticns that we use then would increase| -
I

i ALDERSON REPORTING COMPANY. INC.
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in fact, probably -- it's a linear relation, since it

appears in -=- It should be a linear relationship.
So if the soil has doubled in unit weight, the

bearing cavacity would double.

Q Well, then, are you saying that you're taking a
less dense material (water) out of the soil; therefore,
the soil density increases?

No.

e
¢

Q -- and you plug that into an equation? 1Is that
what you're saying?
A The density of the soil is the same, but the

effect of density of the soil cnanges.

ALDERSON REPORTING COMPANY, INC.
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BY MR. DOHERTY:

2

effective density of the soil, that goes into an

eguation,

Q

You said

actual experience, this scems to be borne out?

A

one relationship can be gquestioned.

0

A

industry would use the number, if it was a dry soil,

we'd use one number. If it's a wet scil, we use another

number.

"from the equation," and I'm wondering if in

Well, it's more than a trend. I mean we in the

And that would be =~ So if you change the

I think it's ==~

Yes, it does.

And that actually brincs a more stable appearing

From the point -~ from the equation it does

And is it generally =-- Do you know of any =--

Yes, 1t does. But I mean whether it's a one-on-

There's a trend then, but not a correlation?

%

So ou've used a wet soil number; is that

Yes, which wouald be the most conse.vative. |
I see. Okay. !

Have you ever addressed these problem: in any

cther type of project in the immediate area?

ALDERSCN REPORTING COMPANY, INC.
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A, OCh, yes.
Q I, Texas?
A, In Texas. As I mentioned yesterday, 1've

worked on almost all of HL&P's plants at one time or
another,.

Q. Were there =-- Did you find -~ Well, in that
work, that experience that you've had with HLsP's other
plants (we might as well use those, obviously it could
be anything ... any kind of a plant). Were there
problems even though this type of approach was used? Did
problems emerge later on or =--

A NO ==

MR. CULP: Wait.

Your Honor, I'm going to obhject to any further

i

questions along these lines. I think we're here to discuss|

the soils at Allens Creek and not cther plants in Texas.

It seems Lc me that Mr. Doherty's gquestions are

getting beyond the scope of this witness' testimony.
(Bench conference.)

JUDGE WOLFE: The objection is overruled. We
think that this sort of testimony is relevant and a help
to the Board in making .ts decision on the gquestion of
solil mechanics.

You may procced.

ALDERSON REPORTING COMPANY, INC.
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BY MR. DOHERTY:

e Did you answer "no" a minute ago?

A Yes.

Q Was ther2 anything else you wanted to add to
that?

A Just that the soils by far at Allens Creek are

better than any of the other plant sites that HI&P has.
Q Well, are any of those sites on the Montgomery
formatioan, to your knowledge?
A Yes. The depth of the Montgomery formation
would be below some of the plants. Generally the upper
scils for nmost of the other plants are the Beaumont

clays, which is just a thin covering over our site.

2 So the other plants have a thicker Beaumont
clay?

A Yes.

Q -= in your experience?

A. Either Beaumont clay or recent aliluvium

that may have been derosited from stream =-- deposi.s
from streims =--

Q Okay. Now, you spoke of safety factors at the
bottom here of Page 3. Can you tell me what =-- Is that
a ratio of something to something, or what is that?

A Okay. That's a ratio of the actual bearing

applied by the weigat of the building and any dead or

ALDERSON REPORTING COMPANY, INC.
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live loads to the strength that the soil exhibits.

And in our case w2 had a safety factor greater
than 20, so the soil could support 20 times more load
than we're presently putting on it,

Q Did you participate in the original selection
of the placement of the plant?

A, Yes, I did.

) In the event of any flooding, would you say
there would be any possibility of this situation changing
such that the bearing capacity of the earth changed?

A No. We would consider such a thing in the cal-
culations, but the permeability of the soil is such that

flooding over any reasonable period of time, the water

could not get into the soil to materially affect anything.

It would just birely be seeping in there at
such a slow rate that for calculaticon purposes, we con-
sider a higher water tabie. But in actuality, it could
never exist at tiis site.

Q I neglected to ask yuu what the dis=~2nce of
embedment is from the surface of the carth, how far down
is the mat into the earth?

A. The ground surface, I think, is going to be one
Grade 142, and the bottom elevation of the reactor mat
is Elevation 104.

It's a 38-feet embedment, I believe.
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MR. DOHERTY: Okay. I don't think I have
other questions, Your Honor.
Thank you very much, Mr. Mercurio.
JUDGE WOLFE: Redirect, Mr. Culp?
MR. CULP: N>, sir.
5
3 JUDGE WOLFE: Board gquestions?
2 6
g BOARD EXAMINATION
7
BY JUDGE CHEATUM:
-
J Q At the boitom of Page 3, M.. Mercurio, you
2 9
§ say, "The maximum allowable bearing pressure for the re-
10
g actor mat foundation design is 10 kips per square foot
11
=z under the static loading conditions."
g 12
‘ § f When you say maximum allowable bearing pres-
s 13 |
g | sure for the reactor building, is that what ycu've cal=-
14
g culated to be the outside weicht that could be supported? !
15 '
= !
? i I don't gquite understand this sentence. |
3 16 | ;
- | A I think what we're try' ng -- what I tried to \
gE 17 i
E 8 f say in that sentence there is that the maximum loading
404 I !J |
g 9 ! we s2e from the building is 10 kips per square foot under i
§ | static loading.
2 | |
i
Q Okay. !
21 |
‘ 22 1 A Perhaps removing the word "allowable" might make ‘
I
| it better.
23 |
. 24 ! 0 That is what I was wondering about. .
] |
25 A Yes. Sometimes reading these =-- writing them and|

=y

ALDERSON REPORTING COMPANY INC.
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reading them over and over, Yyou may leave an extra word

in,
Q On page 4 you use the term "effective imposed
building load," just what is the load? Ten kips ==
A, Ten kips per sgquare foot.
Q Okay. I just wondered whether it referred back

to that 10 kips.

A, Yes, it does.

Q Okay.

JUDGE CHEATUM: I have no more gquestions.
BOARD EXAMINATION
BY JUDGE LINENBERGER:

Q. As a matter of curiosity, you irdicated that
Dames and Moore did the tests on the bore samples. Were
they also responsible for tests on the samples asz.ciasted
with the intake c2nal/causeway structure?

A ¥Yes, they were.

Q When you talk about a bore zample being tested
under conditions of lateral confinement, I presume inat
that sort of test is not capable of giving any informa=-

tion about shear strength; is that correct?

A There's probably in the literature some correla-

tion between some of the parameters that we can give out

of the consolidation tests and shear strength, bu. it isn't/|

ordinarily used for that.

ALDERSON REPORTING COMPANY, INC.
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Q The shear strength results then would come

from the triaxial -- measurements in the triaxial geo-

metry?
A Yes. Either triaxial, or I didn't mention
direct shear test. That's another type of test. 3%

kind of a split box, and we can move the soil hori-
zontally and cause it to fail along a particular plane,

either one of those two tests.

0 Were both tests uvsed in this instance?
A, Yes, they are -~ were.
Q You indiccted that the analysis that you per-

formed assumed the soil was wet. Were any of the tests
performed on soil samples that were first tested dry and
then tested with water added to them?

A The procedure is -- because you get =- although
the wate:r isn't supposed to materially affect the
strength parameters, the procedure is always to test the
samples in the wet.

Well, I take that back. It could affect the
clay strength slightly, but generally not the sand
samples.

But the procedure always calls for saturating
the samples.

Q Naively, I would think that there's a pos-

sibility that moisture in the sample could provide perhaps

ALDERSON REPORTING COMPANY, iNC.
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some type of lubrication that would affect shear strength.
Does this kind of thing happen?

A Not in the sand materials., And even in the clay
materials, it's not supposed to affect it. It afrects it
because the sample will probably swell a little bit, ard
then it makes it slightly less dense.

The shear strength is unaffected by the water
table -- or water content.

Q. If I understood you correctly earlier, I thought
you defined safety factor in terms of a ratio of applied
load to the strength of the soil. Now, by strength of the
soil do you mean some value just below that which would
briang akout shear failure, for example?

What is meant by strength of the soil?

A. The shear strength of the soil =-- the strength
of the soil refers to the shear strengch of the soil.

The sample is tested at various strains, either in the
triaxial or the direct shear test.

And you begin to get some movement under all
conditions, or some straining of the soil. At one
particular point the scil starts to rapidly lose strength,
so that's the peak strain; and that's the strength that
is then used.

Strength beyond that, the soil would materially

move.
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Q Is this sort of analogous to a deviation from
Hooks' Law, if you're pulling a metallic filament, for

example =~ the proportionality relatiocnship up to some

point and then a break away?

A Along those lines, ves.

Q What's a kip?

A It's a unit of loading. It's a thousand pounds.
Q So 10 kips is 10,000 pounds?

A, Yes, it is.

2 How does the 10 kips which you say rerresents

the effective imposed building load at Allens Creek, how
does that compare with what you might experience with,
say, a 50-story office building?

A It's not an easy =-- If you don't work with
50-story office buildings all the time, it's not an easy
analogy to make. But I == It would probably be greater
than that imposed by 31 50-story office building.

But since I don't work on them all of the time,
I won't say that I'm an expert in that.

Q Okay. But at any rate, aprlying the 10 kips
as the =-- accepting the 10 kuips as the effective imposed
builadaing load anda the mat foundation safety factor of
20, am I correct in concluding that that says tnat the
mat foundation i: capable of sustaining a load of 200

kips?
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A Yes. By wvhe egquation it is. I wouldn't apply
that great a load.

Q Is that because you are not confident of the 20
or ==

A Reasonably, I would look for a rock site to
apply that kind of loading. That's ... that's big.

Q What is the basis for your concluding that if
there is settlement, most of it will occur during con-
struction as opposed to a more gradual settlement over a
period of a few years, say?

A Since the soils at Allens Creek within the
depth of influence -- and generally we us2 a number any-
where from one time the diameter of a building or one
time the dimension of a building to two times the dimension
within that depth, so if the reacteor mat is 140 feet in
diameter, we would look 200 =-- somewhere between 140 feet
and 280 feet in the ground at those soils as being the
compressib.e soils.

Below that depth, the influence of the lcading
that you've put on the soil is negligible. We know that
the soils within the depth of influence of the Allens
Creek site are sand macerials.

We also know recorded throughout the literature
.ccepted by the profession, that the sands exhibit im-

mediate s~c..ement. You put the loading on and wvirtually

ALDERSON REPORTING COMPANY, INC.
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it's instanteous.

Now, with depth, of course, there is joing to be
some time effect; and that's why I say that over the life
of the plant, the initial settiement will be the Jreatest.

We have measured on many plants and building
foundations -~ it's a common thing to do, to measure the
settlements. And on sands it comes out very rapidly.

Q Having placed an upper limit, as you seem to
have here, of one inch or less for settlement, is that
value so far as you know factored in somehow to design
considerations of the structures or is it assumed that
all significant set<ler»ut will have occurred before
any critically dimensioned structures are placed on the
foundation?

A There's two thirngs to be concerned about. One
would be the structures themselves, the mats and the
walls, those struccures as opposed to, say, a turbine
redestal or piping connections.

So the first consideration, there is no ==
because the movements are so small, there's no need to
take that into account in the stresses in the concrete
and the steel. They wouldn't add anything or require
any additional reinforcing or thickness of concrete.

With regard to the structural comvonents,

Piping and electrical lines, those on Allens Creek will be

ALDERSON REPORTING COMPANY, INC.
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few years down the road. And the settlement
-~ 4 | o 2 ) -
lateriall stopped. But we have imposed a
ileration n those items as an additi 11l con-
|
T ) |
nd we say that -- I believe the number that We {

for is half an inch differential after

of the building, bef

("

re ary majer piping

made.
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0. Are you aware of whether there will be any
monitoring of settlement at the Allens Creek site?
A There will definitely be monitoring at the site.

This system that I've had extensive innut in the design of

will measure the settlements.

0 Can you just at least conceptually explain how
ithis monitoring is accomplished?
A. Yes. It's rather simple, but simple is sure

somatimes.

i
|
|
| . ] :

It's survey readings on various mat foundations

to a wall or some piece of steel that's permanently fixed.

[
|
|
i
| So initially, we would probably take readings
on a monthly basis at four points on a reactor nuilding,
probably about four or eight poiuts (I forget exactly how

|

:we've got it designed) for the different buildings on a
monthly basis until the settlement -- we see a very --
;There a distinct trend in settlcment.

It's always a curvilinear relationship initially
with time, and then eventually it flattens out, no .matter
what the soil may consist of. In the sands it flattans
out rather fast; but as you add additional load, you'll
get additional settlement.

So we'll keep the monitoring up until we

completely construct the plant and they're reaay fo

(23]

"
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MR. DEWEY: Your Honor, Staff wishes to cali

A3 its witness Dr. "erome Pearring, who will testify
concerning blockage cf intake canal.
Before we becin with this, Mr. Black would like

to talk zbout some s~chedule changes.

MR. BLACK: 1I'd like to note some minor
schedule changes that the Staff has come up with.

If people could refer to Mr. Sohinki's letter
to the Board of September 2nd, 1981, I think that would
be the best reference point that we can discuss these
minor schedule changes.

Startirg September 1l6th we have Bishop
Contention 17 on TNT detonation and Bishop Contention 6
on pipeline rupture LPG.

The first schedule change that Staff would like
to suggest is that we switch those two and start off with
the pipeline rupture, Contention 6, first, and meve to
TNT detonation.

The reason that we're requesting that is that

our Witness Camp has combined Contention 17, TNT detonation,

with chlorine monitoring. So we would like to present
those two together.

Moving over to the next page on the schedule,
October 6, in the p.m., we have Doherty Contenticn 38B,

ard we have indicated =-- which is cold shutdown 24 hours.
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We have indicated Staff Witness Hodges. We

neglected to put inrn Applicant witness on that particular
issue as well, and he or she -- I forget who the

icant's witness is, but he or she would appear at that

(=

APD
timeframe.

MR. COPELAND: It shculd ke Mdr. MclIntyre. :

MR. BLACK: Mr. McIntyre.

MR. COPELAND: I'm sorry, Mitchell.

MR. BLACK: Mitchell.

Then on Octcober 7th we have indicated Board
Questions 2 and 7 to be presented by the project manager,
Mr. Moon.

He has already prefiled those tes‘imonies.
This is testimony that we have been shuffling back and back
and back, just because we didn't wan% to have Mr. Moon
come down here to mak: an extraneous trip; but in any
event, Mr. Moon is also going to be testifying on stud
bolts maybe at that time, too, but the stud bolt .ssue
is tied to the ATWS issue, and the Commission 1is hopefullyi
going to be issuing a statement of policy consideration
with respect to the ATWS issue sometime soon.

Depending on what that statement of policy
consideration says with respect to ATWS, we may or may aot

at time on stud bolts, or we may

= o

want to present Moon at t

or may not want to substitute Moon with somebody else that
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may know a little bit more about the issue than Mr. Moon.

So that is still a gquestion mark in Staff's

mind with respect to stud bolts.

With respect to Board Questions 2 and 7, we

would like to substitute Mr. toffer instead of Mr. Moon

on thcse Board guestions.

Mr

input to Mr.

2

Soffer criginally had the input =-- gave the

Moor on those »r:s2stions, ard since Mr. Soffer

#1ll be here on 3ishop Contention 1 on population, we

thougnt that he wvould be the best witness to present

testimony on thos2 twe questians.

One Pcard guestion has to do with whether

Wasn 1400 was

used in Stafi calculations.

Ancther question has to do with EPA jurisdiction

on site for some type of radiocactive release; and I'm

not certain.

It's been a while since I remember thase

Board guestions, but they have to do with siting analysis,

and Mr. Soffer is the section leader in the Siting Analysis

Branch and we thought that he would hest present that

testimony.

With the Board's permission, we'd like to r ike

that substitution.

The next switch is that we would like to

switch the TexPirg Additicnal Contentio=n 31 with Bishop

Contention

ALDERSON REPORTING COMPANY, INC. |
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In other words, present the populaticn density
contentions with Soffer and Farrell before we get into the
technical gqualifications issue. \

JUDGE WOLFE: We'll schedule Bishop Contention 1,
then, for Octcber 8th; is that what you're saying?

MR. BLACK: Yes, or however that falls into the
schedule at c(hat time. ;

TUDGE WOLFE: Yos.

MR. BLACK: Also, I should indicate, toco, that
cn QOctober 6th we have Doherty Contention 41, which is
reactor water level indicators.

We have prefiled testimony by Huang on that

|
issue, and as the schedule notes that Hodges will be jc;:iné
Huang on that particular issue, in Staff's mind we felt
that that would aid the Board and parties in its
deliberations and consideration of that issue.

Mr. Hodges is intimately familiar with reactor
water level indicacors, and we felt that he might be able
to present a clearer picture on certain guestions than
Huang could. So we have added him to that panel -- or as
a panel member, I should say.

JUDGE CHEATUM: I don't understand. Huang i3
already con vour list.

MR. BLACK: Yes.

JUDGE CHEATUM: And then you also have Hodges.

ALDERSON REPCRTING COMPANY, INC.
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the record.

MR. BLACK: Yes.

MR. DOHERTY: Will Mr. Soffer adopt Mr. Moon's
testimony wich regard to Board Questions 2 and 72

MR. BLACK: Yes.

MR. DOHERTY: I think you said there was some
advantage in having Mr. Moon testify later due to somethinq;
that related to ATWS and that that related to stud bLolts;
and yet I don't =-- May we anticipate or do you think you
might want to do the same thing with Mr. Hodges, since the |
topic of ATWS is coming up apparently before that. |

Do you follow my guestion?

MR. BLACK: We are hoping the statement of
policy consideration precedes Mr. Hodges' and Mr. Minners' |
testimony on ATWS, but we don't think it's totally
necessary at the time to have that statement on policy out.

I guess what 1'm saying is that we're just not
certain how that statement will apply to the stud bol*
aspect of the ATWS guestion.

I'm just indicating at this time that we may
wish to delay Mr. Moon's presentation on that or we may
wish to treat it some other way, depending on how that
statement comes out and what it says.

MR. DOHERTY: Thank you.

JUDGE WOLFE: Would vou bring me in again on

ALDERSON REPORTING COMPANY, INC.
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Mr. Minners. You've brought his name up.

It strikes a bell, but I....

4R. BLACK: Yes. Mr. Hodges had presented
Staff testimony on the ATWS issue previously, and my
understanding (I wasn‘t here at the time) that Mr. Sohinki
said that he -- because Mr. Hodges did not know some of
the answers to some of the guestions that were asked,
Mr. Sohinki indicated that he would present another
witness that might have known some of the ATWS procedures
better than Mr. Hodges did, and Mr. Minners is that person.

We will be filing his testimony this Fridav and
we'll present him October 5Sth with Mr. Hodges on the ATWS
issue.

JUDGE CHEATUM: How do you spell his name,
Mr. Minners?

MR. BLACK: I believe it's M-i-n-n-e-r-s.

JUDGE WOLFE: Anc this is with regard to
Doherty Contention 8?

MR. BLACK: Doherty Contention 8.

JUDGE WOLFE: Any objection to this realignment
in the scheduling?

MR. COPELAND: No, sir.

MR. DOHERTY: No, Your Honor, no objection.

JUDGE WOLFE: All right. Mr. Dewey.

MR. DEWEY: Yes, sir. At this time we submit

ALDERSCN REPORTING COMPANY, INC.
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1 Dr. Pearring to be taken under oath and testify. |
2 JUDGE WOLFE: Would you stand, please, and |
3 raise your right hand. 1
4 Whereupon,
5 JEROME R. PEARRING
¢ was called as a witness and, having been first duly sworn
7 to testify the truth, the whole truth and nothing but the
8 | truth, testified on his oath as follnws:
9 DIRECT EXAMINATION
10 | BY MR. DEWEY:
“j 0. Dr. Pearring, do you have before you a copy of
i
‘2i your testimony in this proceeding entitled, "Testimony of
13 | Jerome R. Pearring"?
'4‘ A. X B0;
15 Q Does this document also inciude your prcfessional
16 gualifications?
17 A, It does.
‘8: Q vas this document prepared by you?
19 A Yes, it was, sir.
20 0 Do you have any changes yocu'd like to make at
2] this time?
22 A “o, sir, I have none.
a Q Is the testimony that you prepared true and
" accurate to the best of your knowledge and belief?
25

A It 38, BlirX.

ALDERSON REPORTING COMPANY, INC,
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Q Do you adopt it as your sworn testimony in this
proceeding?
A 1 do; B3ir.

MR. DEWEY: Your Honor, at this time tne Staff
r2quests that the testimony of Dr. Pearring be admitted
as eovidence in this proceeding and be copied into the
record as if read.

JUDGE WOLFE: Any objection?

MR. CULP: Applicant has no objection.

MR. DOHERTY: I'd like to take the witness on
voir dire, Your Honor.

JUDGE WOLFE: All right.

VOIR DIRE EXAMINATION
BY MR. DOHERTY:
Q Dr. Pearring, I'm going to ask you some
guestions about your professional gqualifications.

You list a publication down here, and then it
says at the conclusion _f the title, "AFWL-TR," and 1
don't know what that means.

A Air Force Weapons Laborato. Technical
Report, sir.

Okay. From looking at your background, I had

X

a gquestion. Did you leave the Air Force to go to Texas
A&M on two occasions, like there were two departures from

the Air Force?

ALCERSON REPORTING COMPANY, INC.
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A No, sir, I did not leave the Air Force. The

Air Force sponsored my graduate study both times.

Q Okay. Did you authur any of the sections of
the SER for the Allens Creek ulant?
A No, sir, I did not. My employment commenced on

the 28th of April of 1980 with NCR.
o Have you reviewed the PSAR for Allens C_eek

with regard t¢ this issue?

A Yes, I have, sir. |
Q. You list here being "Chief Geotechnical Engineer!
Missile Siting Programs." I don't know much about

missile sites, but what kind of problems do you encounter
there that are related to this issue? Can you give me
any idea?

A, Yes, sir, very much so. The missile program
that I was associated with was the Hardrock Silo Siting
Program for the United States Air Force.

It involved the selection of sites by means of
vploratory drilling, soils testing, rock testing and
analysis throughout the United States and the northern
portion of the United States.

The soil mechanics efforts associated with this
is very much akin to the soil mechanics efforts that are
associated with siting any major structure.

0. Now, was any of your work involved in siting,

ALDERSON REPORTING COMPANY, INC. i
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did it involve siting where water -- where large bodies »of
water were a significant factor in the site itself.
For instance, and just for instance, locating,
say, a missile platform on a seacoast?
i
A Yes, sir. We did considerable amount of work in|
the Wisconsin area and the Minnesota area where we were
very close to lakes.
The moisture that was encountered, the water
that was encountered, was at the naturel water table level,

and it was encountered at just about every boring that

was made. !

So water is a definite parameter associated
with the siting of any type of structure. :

JUDGE WOLFE: Would you bring the microphone
close to the edge of the table. Is it turned on?

THE WITNESS: Yes, it is. I'm sorry.
BY MR. DOHERTY:

Q Did it actually involve creation of underwate.
structures, as well, some of this?

A, Of course, some of the portions of the silo
would be placed beneath the water table, and because of
that it would involve considering the water parameters
associated with the soil mechanics aspect.

Q Did 1t include estimates of slope stability?

A. Oh, yes, absolutely.

ALDERSON REPORTING COMPANY, INC.
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In addition to just the silo itself, there are

auxiliary facilities that are required to support a missile

program; and, of course, the construction of that would be

O

aboveground and it would reguire slope considerations and
stability considerations.

MR. DCHERTY: Okay, I'm sorry, Your Honor. I
don't think I have any other gquestions.

JUDGE WOLFE: Any objection?

MR. DCHERTY: No, sir.

JUDGE WOLFE: All right. The testimcny of
Dr. Pearring, inc¢luding his resume, will be incorporated
into the recnrd as if read, relating to Doherty Contention
29.

(See attached pages.)
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HOUSTON LIGHTING & POWER COMPANY

(Allens Creek Nuclear Generating
Station, Unit 1)
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UNITED STATES UF AMERICA
U. S. NUCLCAR REGULATORY COMMISSION

BEFORE THE ATUMIC SAFETY AND LICENSING BOARD

(Doherty Contention 29)

Docket No. 50-466

-t S S i st N’

TESTIMONY OF JEROME R, PEARRING, PH.D., P.E.

Please state your name and present position with the NRC.

My name is Jerome Pearring. [ am employed as a Geotechnical Engineer,
Hydrologic and Grotechnical Engineering Branch, Division of Engineering,
U. S. Nuclear Regulatory Commission, Washington, D.C. 20555. My

work involves the application of Guotechnical Engineering principles

in the Safety Evaluation review of nuclear power plant sites and
structures.

Please describe your educational background and prev.ous positions
held.

A resume of my educational background and employment experience is
attached.

Please state the nature of the responsibilities that you have had wi‘h
respect to the review of Houston LIghting and Power Company sut nittals
concerning the Allens Creek Nuclear Generating Station Unit 1 ultimate
neat sink structure.

My involvement with the Allens Creek Nuclear Power Generating Station
project began in June 1980. At that time | was assigned review
responsibilities for Geotechnical Engineering matters associated with

that project. In familiarizing myself with this project [ reviewed

the applicant's past submittals of Geotechnical Engineering data



including results of subsurface investigations, results of laborator,
' tests, and estimates of soil properties determined by the applicants

concultants, which relate to the ultimate heat sink and causeway

soils. 1 also reviewed cross sections of the ultimate heat sink slopes

and the results of the applicant's analysis of the stability of the

proposed slopes as presented. I have also evaluated the applicants

recent modifications to the previous submittals which were submitted

as a part of Amendment 58 to the PSAR in May 1981.

Q4. What is the purpose of your testimony?

A4. The purpose of my testimony is to respond to Dcherty Contention 29 which
alleges that there is insufficient assurances that postulated failures
of ultimate heat sink structures will not lead to unacceptable blockage

. of the submerged intake caral. These insufficiencies allegedly would
present a risk of meitiown of core if residual heat removal system water
is insufficient after a core damaging accident, Doherty's cor..wntien 29
appears to be based upon information contained in subsection 2.5.4 of
Supplement No. 2 to the Allens Creek Nuclear Generating Station, Unit 1
Safety Evaluation Report dated Mavch 1979. That report concluded that,
at that time, there was nsufficient assurance that postulated slope
failure would not lead to unaccepiable blockage of the submerged intake
Canal.
05. What has the applicant done to remedy this?
AS. Since NRC issuance of Supplement No. 2 *o the Safety Evaluation Report
| the applicant has performed additional study of the causeway slope
stability features. Its analysis, as described in Amendment No. 58, to the
. PSAR, resulted in an estimate of causeway slope soil movement of less than

4 inches under seismic loading conditions. [ have independent ly




Q6.

AB .

Q7.

¥

reviewsd the potential for slumping of the 1 :. =ont causeway
slopes under SSE and OSE earthquake loadir . ~.d ~Joncur with the finding
of the applicant that expected slope defci mation would be minor.

Has the applicant dune anything else to increase confidence that the
alleged problem will not occur?

Yes. In order to positively restrict potential causeway and/or ultimate
heat sink slope soil movement into the intake canal, the applicant has
comnitted to the construction of a concrate retaining wing wall structiire
at the intake forebay, lakefront area, to provide cortainment of the
causeway ultimate heat sink slopes. The presence of such a retaining
structure, which can be readily constructed using standard enginzering
design and construction principles and procedures, would provide very
hich confidence that the flow of cooling water into the intake structure
from the lake would not be adversely affected by a postulated failure of
the Ultimate Heat Sink causeway slopes.

is it therefore your engineering judgement that the commitment of the
appiicant to construct a concrete retaining wing wall structure at the
concourse of the ultimate heat sink causeway and submerged intake

canal is acceptable assurance that postulated failures of soil slopes
would not lead to unacceptable blockage of the intake canal?

Yes. Of course it will be necessary before actual construction to

review the final design of the retaining wall structure and its interface
with the causeway at the ultimate heat sink ¢orebay canal before final
acceptance can be made, I would not expect problems, however, as the

design of such structures is a straight forward relatively common engineering

procedure.
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(703) 941-7438

B.S. Civil Enginerring - Loyola Universsty, 'os Aujcles, CA (1045)
Master Civil Engineering - Tuxos AMM University (1763)
Ph.D. Civil! Engincaring - Texas A&M University (10c8)

Hork Experience (Major/Significant Fmployuent):
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1976 - 1920

1956 - 1376

1955 - 1556
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®rogram Manager - Prosidont's Fconomic Adjustrent
Comnittee Consuliant to Director on Engincciing
Fattcrs - DOD

Civil Fngincering Officer = U.S. Air Torce

Ass ignisents cuconpassed plarning, develeping and vanaging
projocts and prograns associated with Civil Mjincoring
Rescarch and Doveloprwent (RAD) and construction * reabili-
tation of Air Force Dperational ficilities, Major
assignronts included:  Program manager - Air Trorce Civil
Ergireering Rescarch & Coevelopuenis Proyram Yruager Air
Force PAD Technical Tacility Modernization p:oyrams

Joint Scrvice Command fombat Civil Engincer Dulies - Vielnum;
Chief feotechnical Engincer Missile Siting Piograms; and
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JUDGE WOLPFE: Is there cross-examination,

Mr. Culp?
MR. CULP: No, sir.
JUDGE WOLFE: Mr. Doherty?
MR. DOHERTY: Yes, Your Honor.
CROES-EXAMINATION
BY MR. DOHERTY:
Q Is this the first project that you've ever
been involved in which involved a sort ot pond under a
pond arrangement?
A Yes, it is, sir.

Q Have you reviewed or in your graduate work

perhars read about this type of arrangement of a pon. under

a poend and what it =--

A Yes, sir. Both within my graduate work and
at the time I was teaching soil meachni~cs courses at the
Air Force Institute of Technology, I did concern myself
with slope stability analysis for reservoirs and for all
tvpes of slopes.

As far as the slope is concerned, its function

is not kKnown to it. It has to respond tc the same laws
of physics whether it be within a pond under a pond or

whether it be exposed to the open air surface.

So in that regard I have considerable experience

in this type of effort.

ALDERSON REPORTING COMPANY, INC.
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Q Did you read the testimony of Mr. Mercurio?
A, I did, sir.

Do you have any criticisms of that?

e

A, No, sir, I have no criticism, but there is one
point that I would just like to bring cut, and that is the
acceptance of the principle of a retaining wing wall

structure is accepted, the principle, by the NKC Staff.

The actual review and acceptance of the specific
designed wing wall has not as yet been accepted, because it
has not been submitted, and I wanted to make that clear.

Q So that at the moment you don't have any idea
of how deeply they will excavate to set that wall up, or
even if they will: is that right?

A, We have the commitment that it will he a
Category I seismic structure, yes, sir, and that is the
commitment that ‘hey have made, that it will be sufficient‘
in terms of its size, in its dimension, and its cxpabiiityf
to withstand seismic loading associated with the SEE.

Q Is the prime concern the SSE at this point?

A Right now, sir, the SSE is the only loadingy
factor that wonld cause the slopes to even come close to
failing for a very small displacement.

4§ what's an OBE?

A Operating basis is an earthgquake that is

expected to be encounterad over the lifetime of a plant,

ALDERSON REPORTING COMPANY, INC.
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and it is designated at exactly one-half of the SSE, safe

shutdown earthguake.

L]

Now, when you say that, that's not a regulation,
is i1t? That's the situation for Allens Creek that's
expected to be one-half the SSE?

A That's the parameter that is used throughout
the entire program, whethe® it be for Allens Creek or
others.

The OBE has a horizontal acceleration of one-

half the SSE. |

> What is the acceleration of the SSE here; do |

you know?

A, ity BAE. @
o Just .17 |
A W |
Q Now, on the top of 3 you stated that you have

independently reviewed the potential for slumping of the
lakefront causeway under those earthquake loadings.

When you review, do you independently check
calculations?

A I reviewed the information which was presented
in the PSAR and utilizing that information as I interpret
it, I then proceeded to perform a displacement analysis
using the standard accepted procedures, civil engineering

procedures, for doing so, and arrived at a conclusion

ALDERSON REPORTING COMPANY, INC.
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Q Was it the same analysis as they did in terms

of the equation, only you just looked away and did it

your == you know what I mean, you might well come out

with the same answers, so it's like a check?

A It is a standardé procedure, Newmark's procedure,|
|
yes, sir. That is the standard procedure, but it isn't
just a guestion of looking away. It's a question of

analyzing the =-- As an example =-=-
Q It is a checking, though?

A Oh, yes, absolutely, sir. .

o

So you would actually have a high probability
of coming cut with the same answers at some point and then

you could actually look to see =-- .

A Not necessarily.

Q No, not necessarily, but some probability of
that?

A That's right. In my estimation, if their

procedures were correct, we would have a very high
probability of coming out with the same answer.
Q I think Mr. Mercurio stated they used two
calculations on the possibilities of slope slippage.
One was a split circle method, I think, and
the other was -- Do you recall the other one, by any

chance?

ALDERSON REPORTING COMPANY, INC.
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A Yes, sir. One of them, the latter one that you
are referring to is the wedge analysis.

0 All right. Now, are those =--

A Wedge analysis. The other one is is the
simplified Bishop eglip circle.

0 Bishop slip circle. ©Now, those two =-- I think
you stated both of them produced answers that were
conservative to the -- in other words, that in doing both
calculations they came out with answers that were well
within a criteria that they had to meet. 1Is that what you
discovered as well? ;

A Yes, sir, but my analycsis went farther than
that. You nave to perform those two analyses as inputs
into the Newmark procedure ir order to arrive at a
potential for displacement.

Those two analyses provide you with a safety
factor that can be used, then, to input into the Newmark
procedure for the solution we were looking for.

Yes, it is true tha* those iwo procedures when
using soil parameters which are adequately conservative
will give you a factor of safety which is adequately
conservative.

Q Now, I think in Answer 7 at the i1oot of page 3,
this discussion of the retaining wall structure, is that

the same as the wing wall? 1Is that just a different term

ALDERSON REPORTING COMPANY, INC. |
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A Well, the wing wall is an extensi of the
retaining wall, and it in fact is a retai ng wall in
itself

Q Do you have any of the PSAR with you, by any
chance?

A Yeah, I have portions of it, sir.

Q Do you have Figure M-1?

A I don't have it with me, but I remember what it
looked like, sir. I think I might be able to do this

from memory.

Q Well, let's try it. Okay.

Figure M-1 is a bird's-eye view of

neat sink, and it shows slopes of the earthen

It shows two slopes.

One 1is marked 20:1 and then there's a

apparentl the deeper one, the more central one,

8:1.
Do you know why there are two slopes?
A Yes, sir.
Q I'd be glad to show you this, if it's
A, That's all right, no.

Sp
heat sink its

the causeway.

ecifically, we're referring to the

21lf and not to the causeway or the

ALDERSON REPORTING COMPANY, I'vC.
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The ultimate heat sink slopes were designed
originally on the basis of an 8:1, but because there
was a concern on the part of the Applicant and on the
part of the Corps of Engineers previously that there may
be some sediment which would in fact deposit itself in
the area of the slopes, on the slopes of the ultimate
heat sink; and the slope then being relatively flat would
provide for a flow under earthquake loading of this
sediment into the ultimate heat sink, and then eliminate
cr, if you will, take up some of the storage capability ofﬁ
the ultimate heat sink.

To avoid the potential for this, for the upper |
portion of the ultimate heat sink, the Appiicant redesiqned
the top foot to provide for a 20:1 slope.

Q So then that's only =» one-foct-by-twenty-foot
slope. Actually, it's just a tiny drop and then the main
drop is at EB:0.

A That precludes the flow of soil from the
remaining four hundred and =-- I believe it's 4,800 acre
from the remaining part flowing into the ultimate heat
sink.

Q The idea that that material would tend to catch
on the low slope, which is very broad.

A That is correct.

Q I see, and =-- okay.

ALDERSON REPORTING COMPANY, INC.
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Well. at the area of the causeway, is that same
20:1 slope alsc present throughout? It looks like thers
are some 3:1 slopes there. Do you want to look at ==
A, The causeway slope itself is a 3:1 and where

it enters the ultimate heat sink, it breaks from a 3:1
to an 8:1 slcpe.

The actual wacter intake canal leading from
the lead edge of the ultimate heat sink back intc the
water intake structure is sloped on approximately a 23:1
slope. So that the forward bay, if you will, of the waterE
intake structure and the canal does maintain that 20-plus
to one slope. ;
0 Well -- |

A, Actually, if you will, sir, it does provide ==

it goes from an elevation of 92 feet all the way down to
an elevation of 86 feet, or a drop of 6 feet over a
distance, I believe, of 139 or 169 feet.

So there's a considerakble distance of this
23:1 sloupe.

MR. DOHERTY: Your Honor, I'd like to ask him
to point this ou’” on this. I'm reaching pretty close co
the end of this questioning, but I would like to ask him
because I can't see that on here, and I know the Board

can't get much out of that.

THE WITNESS: I believe you'll find that on

ALDERSON REPORTING COMPANY, INC.
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Orawing M-1 -- or M-2, tre upper cross-section.

It's also listed in Section 9.2, as I recall,

-

of the PSAR. don't recall the exact page, but it's
spelled out ian detail in that section.
MR. DOWERTY: All right.
You are right. There is definitely some marking
of that at Section DD ¢f Figure M-2.
I dor't think I have any further qu2stions,
Your Honor. Thank you.
JUDCE WOLFF: Is there redirect, Mr. Dewey?
MR. DEWEY: No, sir.
JUDGE WOLFE: Board guestion~?
JUDGE CHEATUM: I have none.
BOARD EXAMINATION
BY JUDGE LINENBERGER:
Q Dr. Pearring, these figures that you'wve just
been discussing are from what document?
A The portions of the PSAR, Section 2.5 and
Section 9.2 and in addition, Appendix M.
I don't have the specific drawing numbers, but
in Appendix M to 2.5 it would be M-1, M-2 and M-2(a),
I believe, are the numbers.
Q Yesterday when one or both of these figures

were being discussed, I thought T heard reference made to

an Amendment No. 58; 1is that --

ALDERSON REPORTING COMPANY, INC.
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of such a structure such as the wing wall, the retaining

wall.

With the commitment o

rh

the Applicant now,
assuming the construction permit would be authorized,
the excavation for the causeway, for all of the other
facets of the ultimate heat sink, woul”d be allowed to
proceed.

J''DGE LINENBERGER: That's all I have.

JUDGE WOLFE: Cross-examination on the Board
gquestions, Mr. Culp?

MR. CULP: No, sir.

JUDGE WOLFE: Mr. Doherty?

MR. DOHERTY: No, sir.

JUDGE WOLFE: All right. Is the witness to
be excused?

MR. CULP: Yes, sir, the witness 1is to be
excused.

JUDGE WOLFE: Permanently?

MR. CULP: Permanently.

JUDGE WOLFE: All right. The witness is so
excused.

(The witness was excused.)

JUDGZ WOLFE: Before the next witness is calle
we'll recess now until 10 of 11:72.

(Recess taken.)

ALDERSON REPORTING COMPANY, INC.
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MR. COPELAND: Mr. Chaiiman, before we prcceed
with our next witness, I'd like to bring a matter up to |
the Board while it's fresh on everybody's mind.

This relates to Mr. Scott's conduct last even-

[S)

5 ing. I know that every Intervenor in this proceeding has
6| a rioht to cross-examine, and I don't gquestion t.at. I 3

don't challenge that.

N, D.C. 20024 (202) 654-23456
~

8 | But I think we have a right to be protected

9 against abuse of the right of cross-examination; and I ;

10 think his conduct last night was clearly an abuse. He é
! .

11 was obviously not prepared for cross-examination -- :

12 MR. DOHERTY: Your Honor =--

. 13 i MR. COPELAND: =-- I tkink that was apparent to
'45 everybody who was here. He spent the entire time tha* he |
15 | cross-examined Mr. Mercurio seeking information that was |

16 | in the PSAR, and that he could have found if he had gone

300 7TH STREET, SW. | REPORTERS BUILDING, WASHING

‘7f there, unlike Mr. Doherty who did come here prepared. |
18 é He had figures out of the PSAR and was prepared to examine
‘9E on those figures and so on.

il
2°;t Finally, after all of that, he admitted that he
21 [ |

didn't even agree with the contention, that he thought =-=-

that he agreed with the Applicant's position in the

S
8

23 | matter that the wing walls were unnecessary, which to me
. 2 . . : . : |
« means that the entire liie of cross-examination that he
| |
25

was pursuing was pointless from the outset and a complete

:l ALDERSON REPORTING COMPANY, INC.
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waste of time.
When asked how much more cross-examination he

had, the Board will recall that he said he had three more

Now, that to me just cannot be a truthful state-
ment, for a man to say that he has got thre: more hours
to crouss-examine a witness on a contention that he doesn't
even acree with.

The end result was, of course, that Mr. Scott
didn't bother to now back up here again this morning.
The witness was required to be held over. And it's clear
frorm what happened this morning that we could have
finished with him last night.

As a result, he has missed most of the day of
a seminar that he was supposed to attend --

MR. DOHERTY: Your Honor =--

MR. COPELAND: -- which he testified on the
record yesterday he was going to attend today.

And what happens with Mr. Scott? Nothing.
Absolutely nothing.

He comes in here and says he has got thr~he
houvs of cross-examination; the witness has to be heid
over at great expense anrd personal inconvenienc:. Mr.
Scott walks <ff scot-free, to use a pun.

The Board has previously warned Mr. Scott, at

ALDERSON REPORTING COMPANY, INC.
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Page 6299 of the transcraipt, that if he continued to come |

-

red for cross=-examination, that

V]

into the proceeding unprep
they were going to limit his cross-examination rights to
an hour.

My suggestion, Your Honor, would be that Mr.
Scott be put on notice that at any time in the future that

he intends to cross-examine, that before he begins his

cross-exanination he be reguired to explain in considerable

detail -- not just in outline form -- the exXact points that

it is that h» is going to pursu® on cross-examination,
anrd then explain the relevance of those points tn the

Board.

And I think at that point the Board should deter-

mine whether those points are matters that are relevant,

ard l.mit him strictly to those points. And if he can't |

satisfactorily meet that burden, then I think his righr

of cross-examination cught to be limited to half an hour. {
And I would ask at this time that Mr. tcott

be put on notice of something along those lines. I

think we have reached the point where we just have to have

some protection, and that we're entitled to scme pro-

tection.

MR. DOHERTY: I object to this. This whole
thing is fabricated on Mr. Copeland's believing that Mr. |

Scott was unprepared. He has no proof of that.

ALDERSON REPORTING COMPANY, INC.
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Mr. Scott came here

had some preparation. He may

the heights that Mr. Copeland
he was prepared.

I don't think there'

This is old land.

He refers to being warned in

appears to be somewhere back

have charged.

We've also gone over the idea ¢f giving materials

to the Board,
questions; and the Board

so that that's cf no use.

He staces that he couldn't possibly have =-

I get this right ==

Well,

That seems to be precluding ==

the statement

that the contention is taken ca: e

necessarily true.
Mz .
any difference, won't stop
have any number of ideas.
“hings along that line at

of

reasonable and not much gnod

ALDERSON REPORTING COMPANY, INC.

We've been cver

in March or April.

It's now September.

have the Board look it over before they ask

has noted defects in that idea,

I don't see how anybody could know that.

the situation.

this point I think is not

for us to do.

(NS I

I saw his notes. He t

not have been prepared to

|
|
|
But I think |

had in mind.

s anything to that at all.

it hefore.

the transcript, it

Times !

if

several hours of cross-examination.

He states that ..

that the wing wall isn't necessary means

of. Well, that's not

Scott may feel that the wing wall won't make

Mr. Scott may

And to entertain a whole 1lot
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Perhaps if it's a matter of expedition, Mr.

i

Copeland should be nleased that Mr. cott did not appear

Q.

since =-- did not dc¢ what he considers is merely a slow-
down oi{ the process.

B3ut I think to carry on this kind of thing with
Mr. Scott not present is not good practice. But I think in
general the whole discussion was simply unnecessary, the
kKind of thing that I think the Board has indicated from
time to time that it doesn't really pay - whole lot of
attention to.

Ard I would hope that the Board would continue

to feel that way. There may be many ways that we can thinki

of to improve various counsels here at tbhis hearina, and
various Intervenors, too. But I simply think the kind of
proposal that he made at the end of his presentation there
is not justified.

JUDGE WOLFE: Anything else?

MR. BLACK: Well, a few comments I suppose from

Staff are warranted.

(‘D

Mr. Dcherty is right that this ground has been
covered before. But that, indeed, is unfortunate .n
Staff's mind that this problem has crept up on numerous

occasions.

I certainly do sympathize with Mr. Copeland. &

it were my witness that was held over on an attornev's

ALDERSON REPORTING COMPANY, INC.
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representation that he had several more hours of cross-

examination and, ia fact, didn't show up the next morning

T S SN T A R

2
3 §f to cocntinue that cross-examination, I would have been
‘
4 Q equally as irritated as Mr. Copeland appears to be.
i
M 5 j But I think that it's not the right time
7 . | . .
§ 6 1 probably to discuss this type of motion, i° it indeed is
§ 7 i a motion, in the absence of Mr. Scott. I think he has a
- Tl |
P i right to defend himself.
s
B
J | But I, as Mr. Copeland, wish to place the Board
!
= 104 ©n notice that we will be seeking orders from the Board
<]
z |
2 17 | to terminate Mr. Jcott's cross-examination, or any other
= : ; .
< 12 Intervenor's cross-examination on very short notice, if,
z fi
a | .. = i . . :
= 13{ in fact, the sStaff perceives that the examination is ==
B
2 141 has no direction, is serving no purpose and in lact is
- i
Z s | merely dilatory and an abuse of the right of cross=-
2 |
= ‘
T 16| examination.
3 i
~ ;
E V2 We have gone over this before. And it's a very
- |
8 18| hard thing to do, to place a prospective limitation on
E- l
>~ 191 anybody's right of cross-examination because it really
=
= |
20! has to be done on an .ssue-by-issue situation.
21 But I, like Mr. Copeland, just wisi toc note for

the recurd that we will probably be seeking the Board's

@
-

23 | relief on this “ype of matter in the future from Mr. Scott
. 24 | or any other Iantervenor that we feel has abused his right
25  of cross-examination.

il

i

b ' ALDERSON REPORTING COMPANY, INC.
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MR. COPELAND: Well, Mr. Chairman, I guess what |
1
' | I'm trying to say here is that I recognize the problems !
2 |
with terminating cross-examination in advance, but I must ’
3
. say that the Board itself has previously warned Mr. Scott |
< |
that we were going to do that.
5
§ . : And what I'm suggesting in my own mind is some-
g y | thing less severe than that; and that is, to put him on
g " notice that when he comes in here, he's going to have to
g 9 have something in mind that he's trying to prove and to
§ 10 show this Board that it's relevant before he even starts.
S
zZ ; s ! G
= " And if he can't do that, then place a time limit !
2 |
» |
? on him. :
g ‘2|. i
. 5 13 (Bench conference.) .
B | |
2 145 JUDGE WOLFE: All right. If indeed Mr. Copeland's
= ! {
= | request was in the form of a motion that we take the ?
;% i5 ;
- 16 % requ>sted action, such a motion we deny.
= |
7 ; ! : ‘
" 17‘ At all times the Board is aware of what goes ;
g | |
E 18 on. We, ' _.Xe the parties here, were surprised when Mr.
= |
£ 19 | Scott last evening said he had two or three nore hours of i
3 é? i, | | ; |
20‘2 cross-exa2mination and then didn't appear this morning to :
| |
ZIi resume his cross-examination.
I ]

That, indeed, was sirprising; if indeed he ..ad |

additional cross-examination, he certainly waived his

(]

right to continue that cross-examination.

L
N

25 i We will keep a very close watch, as we do, on .

f ALDERSON REPORTING COMPANY, INC. |
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the attitudes and behavior of counsel and the parties.

e
-t
o

Upon timely objection as to a certain que_.ion being pre-

sented or as to a line of gquestioning, when objections are

made, we will rule prcmptly.

And as 1n the past, if it's clear that the
questioner is spinning wheels and really has no gocd
specific gquestions, we will, as ve aave in the past,
terminate the right of cross-examination.

I think the record here speaks for itself.

Scott is building his own record vn his performince,

it will follow the record. And whatever action we may have

to take, once again, will be bolstered by this record.

All right. Proceed with your witness.

ALDERSON REPORTING COMPANY, INC.
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MR. ROZZEL%: Your Honor, at this time we would
call Mr. Hollis R. Dean to the stand and ask that he be
sworn.

JUDGE WCLFE: Would you rise, please, and raise
your right hand.

Whereupon,

HOLLIS R. DEAN
was called as a witness and, having been first duly sworn,
was examined and testified as follows:

JUDGE WOLFE: Please be seated.

DIRECT EXAMINATION
BY MR. ROZZELL:

Q Mr. Dean, do you have before yor the "Direct
Testimony of Hollis R. Dean on Baker Contention 1,
Financial Qualifications"?

A Yes, I do.

Q And does that testimony consist of ten pages
of questions and answers and a two-page attachment
labelled "HRD-1"?

A Yes, it does.

Q Was this testimony and this attachment prepared
by you or under your supervision and contrcl?

A Yes, it was.

Q Do you have any corrections to the testimony at

this time?

ALDENRSON REPORTING COMPANY, INC.
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A, No, I do not.

Q Is the testimony true and correct to the best of
your knowled-e, information and belief?

A Yes, it is.

Q And do you adop: it as your sworn testimony in
this proceec.ng?

A tes, I do.

MR. ROZZELL: You~ Honor, at this time we would
request that the direct testimony oI Hollis F. Dean on
Baker Contention 1, Financial Qualifications, along with
a two-page attachment thereto, be copied into the record
as if read.

JUDGE WOLFE: Any objection from the 3taff?

MR. BLACK: ©No objection.

JUDGE WOLFE: Mr. Baker?

MR. BAKER: I'd like to take this witness on
voir dire.

JUDGE WOLFE: All right.

MR. BAKER: == if that's appropriate.

VOIR DIRE
BY MR. BAKEK:
Q I have a few questions concerning your exact

knowledge of certain issues in this case and your role

in preparing certain financial information for the company.

The fi.st guestion is: What part did you play

ALDERSON REPORTING COMPANY, INC.
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in preparing or reviewing the cost of construction esti=-
mates for Allens Creek Nuclear Station?

A, I did not take an active part in the preparation
of those. I looked them over, and I looked at more the

finance

r
0

financial side of it than the -- being able
than I did the cost preparation.

Q Okay. Are you prepared to answer guestions on
what the cost of construction has been in the past and
yoir projections for what it might be in the future?

A, I can tell you what has been reported as being
the estimated cost based upon the in-service dates. But
to go into the details of the cost preparation, no.

Q What part did you play in preparing answers
to the NRC's request for updated financia. information?
That was this packet that was dated October 12th and had
a cover letter from Mr. Goldberg.

A That document was prepared under my supervision,
and I reviewed it prior to it being released to Mr. Gold-
berg for submittal.

Q And what part have you played in preparing or
reviewing the construction cost estimates for the various
coal an lignite plants which are to be constructed over
the next decade?

A, So far as the actual in-depth look at the costs,

0. We have the engineers who are responsible Ior that.

ALDERSON REPORTING COMPANY, INC.
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We look at the overall costs. We look a2t how much it is
on a XKW installea basis. But that's it.

Q Are you in communication with the people who do
prepare the documents? Do you attempt at least to Sucisfy
yourself that their projections are accurate?

A Yes. Based upon conversation with them, we
do attempt to satisfy ourselves that to the best of their
knowledge and belief, based 1ipon the facts they have in
hand at the time, that those are reasonable and fair esti-
mates. And that has been done.

Q Okay. Now, what part did you play in preparing
the =-- or reviewing the construction cost estimates for
the South Texas Project near Bay City?

A It has been along the same basis, Mr. Baker.

Q I see. How closely have you followed the
financial troubles at .he South Texas Project, the cost
overruns that have beern reported widely and =--

MR. ROZZELL: You~ Honor, I object to the form
of that guesti~n, specifically the use of the term
"troubles."

MR. BAKER: Okay, I understand.

BY MR. BAKER:

Q You're aware, of course, that there have been

numerous reports of financial overruns at the South Texas

Project, are you not?

ALDERSON REPORTING COMPANY, INC.
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A I have been aware of that.

Q And how closely have you been involved in con-
sulting with other officers  # the company with regard
to these cost overruns and other financial issues?

A Certainly we have discussed them and have been
cocncerned. It's my understanding that the appropricte
people have taken the sters that they thought would miti-
gate those.

But I have not had a real =-- I do not really
get involved in pceparation of cost estimates, Mr. Baker.

Q Well, have you been involved in any way in con-
sulting with your engineers and the contractor on the
South Texas Project with regard to holding down costs
and k.eping this project basically on track with regard

to the final cost of constructi.n?

A With the contractor, no. Yes, we have talked
with our own officers, ves.

Q And just roughly, how often would you say do you
discuss the jouth Texas Project with other offices with
regard to the financial aspects of it?

A It's periodically, but I can't say what kind of
schedule that we might have.

Q Once a month or twice a year? ;

A Well, certainly it would be more tkan twice a

year. I cannot give you an exact schedule. It's

ALDERSON REPORTING COMPANY, INC.
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discussed periodically, as it appears that it would be
necessary.

MR. BAKER: That concludes my voir dire.

JUDGE WOLFE: dr. Doherty.

MR. DOHERTY: Yes, I have scme also, Your
Honor.

VOIR DIRE

BY MR. DOHERTY:

Q Do you regard yourself as having knowledge of
typvical rates for residential customers of tnae company?

A I have knowledge of the residential rates.

Q Do you also regard yourself as someone who has
knowledje of the rates of the companies =-- or the
utilities that gerve residential customers surrounding
your service area?

A I have seen those. I'm not as familiar with

those certainly as I am with the lighting companies.

Q You mentioned a firm named Duff and Phelps in your

testimony. Do you know how long this -- whatever it is =
has been rating "ut" securities?

A Duff and Phelps has been publicly rating
securities for about the last year. Previous to that for
many vears for their own individual clients, they had
been making private ratings, which those clients paid

tor.,

ALDERSON REPORTING COMPANY, iNC.
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Q Did you perform the study results =-- or did you
do the study which Producec the results which are on
Page 6 of your testimony?

A That was done unde: my supervision.

Q All right. Have you ever testified before the
Texas Public Utilities Commission in any of the rate re-
quests that you mentioned on Page 7 and Page 8 of your
testimony?

A Yes, I have.

Q Are you familiar with company constr.ction work
ln progress requests prior to your time =-- prior to the
time of your testimony; that is, prior to the time -=-
the years you give in your testimony? I think ycu started
in 1978.

A That was the first rate filing that we nad
before the Texas Public Utility Commission.

o) You mention what you call “orecasted rate
increases. Did you bring those with you today? Do you
have them with you?

A Would you point out to me in the testimony
where we made that reference, Mr. Doherty?

Q At the top of Page 9, Mr. Dean, you speak about
HL&P's opinion of forecasted rate increases.

MR. ROZZELL: Mr. Doherty =-- excuse me =-- what

ALDERSON REPORTING COMPANY, INC.
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was your guestion again?

BY MR. DOHERTY:

Q Did you brirg studies of that? @

MR. ROZZELL: Your Honor, I would object to that |
question as being beyond the permissible scope of voir
dire.

MR. DOHERTY: Well, I think part of a person's
preparation is what he brings to his =-- to the hearing.
And I'm just asking if he brought it to the hearing.

JUDGE WOLFE: Objection sustained. You may go
into that at some subseqguent time, but not on voir
dire.

MR. DCHERTY: All right.

BY MR. DOHERTY:

Q Did you prepare =-- Have you preparecd the

forecasted rate increases fcr the company? Is that one

of your responsibilities?

A Under my jurisdiction they have been prepared, F
yes. |
|
Q You supervised that? i
|
A Yes.
Q. And in doing that, do you familiarize yourself
with other utilities in order to make forecast rate {

increases? /

A The forecasted rate increases that we have made

ALDERSON REPORTING COMPANY, INC.
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were on the basis of what has been allowed this compauy
previous == in prev.ous rate cares by the PUC. Cer-
tainly, you have to look at what has been done in this
company's position and also you are aware of what has
happened in other areas.

But you utilize what has been done for your

own company.

Q Okay. That's what you d4id?
A That's what we did.
Q How do you familiarize yourself, sir, with

those other comparies?

A, We have access to the rate orders from the
PUC.

Q Okay. Are there any other sources you use?

A For what?

Q For familiarizing yourself with the rates of

other utilities that y>u might use in forecasting your
own.

A I'm not guite sure what you might be asking,
af tc what others you would use because basically it

has to do with what the Public Utility Commission allows.

Q You con't use any other sources, is that --
A, T don't know what other sources you might be
referring to, sir. If you would explain to me, I might

could answer the guestion.

ALDERSON REPORTING COMPANY, INC.
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1 f Q Well, the NDepartment of Energy does some of this,
® |
2 { too. Do you use any of their publications?
3 MR. ROZZELL: Your Honcr, I hate to interject

4 myself again here, but I'm going to object to that
5 question and further questions along this line as, once

4 again, beyond the permissible scope of voir dire.

y ; I think this is clearly cross-examination.
8 JUDGE WOLFE: No, 1 cui.ink not. ¥ €hink- it s
¢ clearly an area that -- guestioning that goes to his |
10 | expertise and competence .. what other matters he uses

| |
11 for comparative evaluations or for his own evaluations |

12 of his own company's desired rate increases.

13 Objection overruled.

14 THE WITNESS: We use basically the Public Utility
15 Commission of Texas Rate Orders.

16 | BY MR. DOHERTY:

300 TTH STREET, SW. | REPORTLRS BUILDING, WASHINGTON, D.C. 20024 (202) 554 2345

17 Q You don't use anything else? |
i %

18 ! A I do not, no. ;
f l

'9f. Q Are you familiar with Moody's Announcements |
;

20*! of its Derating of the Companies, 2l-series of Publicly

Helc First Mortgages from A to A -- small a?

x

}
® - =
2 | A Yes. f
’ .

23 | Q Are you familiar with Houston Industries? 5

) |

‘.’ 24 | A Yes. ;
i |

25 i o Are ycu an officer of Houston Industries? l

i ALDERSON REPORTING COMPANY, INC.
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BY MR. DOHERTY:

Q Are you an officer?

A Yes.

Q hich office do you hold?
A Vice President

MR. DOHERTY: No further guestions, Your Honor.
Thank you, Mr. Dean.

JUCGE WOLFE: All richt. If there are no
objections, the written testimony of Mr. Dean on
Baker Contention 1, inclusive of the (wo-page attachment,
are incorporated into the record as if read.

(See attached pages.)

ALDERSON REPOPRTING COMPANY, INC.
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UNITED STATES OF AMURICA
NUCLEAR REGULATORY COMMISSION

BEFORE THE ATOMIC SAFETY AND LICENSING BOARD

In the Mat:er of

HOUSTON LIGHTING & POWER COMPANY Docket No. 50-466

(Allens Creek Nuclear Generating
Station, Unit 1)

ooy

DIRECT TESTIMONY OF HOLLIS R. DEAN ON
BAKER CONTENTION 1, FINANCIAL QUALIFICATTIONS:

Q. Mr. Dean, would you please state your full name,
your position, and describe your educational background
and business experience?

A. My name is Hollis R. Dean. I am an Executive Vice
President of Houston Lighting & Poyer Company (HL&P) and the
Chief Financial Officer of ihe Company. I have ultimate
responsibility for the Accounting, Computer Services, Corporate
Development, Internal and Operations Auditing, Rate and
Corporate Planning, and Treasury Departments. I sm also a
Director of the Company .

I received a Bachelor of Science Degree in
Accounting from Bowling Green Colleye of Commerce,
Bowling Green, Kentucky, in 1946 and jeined the Accounting
Department of Houston Lighting & Power Company that scme
year. I became Comptroller in 1966, Vice President in 1970,

Group Vice President in 1973 and Executive Vice President in




April, 1981. In April, 1977, I was elected a Director of

the Company. I am a Certified Public Acccantant and a
member of the American Institute of Certified Public Account-
ants, the Texas Society of Certified Public Accountants, the
Financial Executives Institute and the Finance Committee of
the Edison Electric Institute.

Q. Mr. Dean, what is the purpose of your testimony?

A. The purpose »f my testimony is to address Baker
Contention No. 1 which essentially alleges that HL&P does not
have "rezsc ‘able assurance" of obtaining the funds needed to
construct Allens Creek.

Q. Mr. Dean, what is the current cost estimate for
2llens Creek Nuclear {anerating Station, Unit 1?

A. Our estimate for ACNGS as of March, 198l is
$2,090 million, excluding the allowance for funds used during
construction.

Q. Will HL&P have to finance all of the cost of ACNGS
in the future?

A. No. Through June 30, 1981 we had already spent
approximately 13% of this amount, Or some $782 millicn,
excluding the allowance for funds used during constsuction.

Q. What sources of funds will you be relying upon to
finance your future expenditures on ACNGS?

A. The projected sources of funds are shown on Attach-

ment HRD-1l. As shown on this attachment, we will be relying
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upon a combination of inteénally generated funds and external
funds in the form of debt and/or eqﬁity securities. This has
been ouyr traditional method of financing all of our power
plant projects.

Q. Mr. Baker alleges, in effect, that HL&P is too weak
financially to construct Allens Creek. Do you agree?

& No. HL&P is a financially sound utility and has a
service area that is one of the healthiest in the United
States. As ot December 31, 1980, HL&P had invested capital
of $3,283 million consisting of 4&% long-term debt, 7%
preferre stock, and 45% common eguity. For the year ended
December 31, 1980, HL&P had operating revenues of $2,124
million and a net income of $197 million. We have had a sub-
stantial growth in total assets in the last ten years, and
we have bzen able to finance that growth. We expect that, over
the time frame in which ACNGS is being built, the percentage
of construction expenditures attributable to internally
Jenerated funds will approximate our past experience. Finally,
we feel coafident that based upon HL&P's forecasted earnings,
return on equity and coverage ratios, a market will be
maintained for the Company's stocks and bcuds which must be
sold in order to raise the necassary external fund- to
finance construction.

Q. Would you please describe the growth of the Company's

assets in the last 1l years and compare that with the growth
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anticipated f:r the next li years?

A. During the period from Jaﬁuary 1, 1970 to December
31, 19%:) censtruction expenditures totaled $3,574 millior,
of which $2,095 million were financed externally. During
this time, total assets of the Company grew from $873 million
to $4,151 million. This represents an increase in company
assets by a factor of 4.8. Total capitalization during
this same period grew from $773 million to $3,283 million,
an increase of 4.2 times.

During the period 1981 to 1991 construction expendi-
tures of $13,120 million and net external financing of $t,065
million are projected. During this time, total assets are
forecasted to increase to $15,657 million and total capitaliza-
tion is expected to increase to $12,355 million. These figures
represent increases by a factor of 3.8. Therefore, on a
relative basis, the growth in assets and in capitalization
during the period 1981 to 1991 will be less than that
experienced by the Company from 1970 through 1980.

Q. How du the projections for generation of internal
funds during 1981 to 1991 compare with the last 1l years?

A. During the ll-year period ending December 31, 1980,
internal funds averaged 41% of the Company's total con-
struction expenditures. The ll-year forecast for the con-
struction period of ACNGS indicates that internal furds will

average approximately 39% of the Company's total construction




This means that the Company's ability to rely or

unds should remain unchanged during the next 1l

You stated earlier that you believed there would
market for external financing. Would you
please explain why you believe l.at to be true?
A. A major determinant of the Company's ability to
centers around the ratings of securities as established

Standard and Poor's Corporation aud Duff and

o

s first mortgage bonds and preferred stock are
A" or equivalent by Standard and Poor
nd by Duff and Phelps and "A" or equivalent by Moody's
Investors Service, Inc. The criteria for the determination
of ratings are difficult to state with precision. No fixed
mathemaiical formula automatically produces any particular
rating. Many subjective factors play an important role.
However, these financial organizations place special emphasis
on such ratios as interest coverages, return on equity, and
debt-equity ratios. Based upon statistics for the twelve
months ended December 30, 1980, the range in interest
coverage, return on equity, and debt-equity ratios for A
& 7

rated utilities was as follows:

Bonds which are rated A are considered "upper medium grade
obligations" by Moody's.
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3 Rauge Median_
Interest coverage (pre-tax) 1.5-3.7 X 2.6 X
Return on Equity 8.5-14.6% 11.0%
Capitalization:
Long Term Debt 44-59% 52%
Preferred Stock 6-16% 13%
Common Stock 30-45% 35%

In comparison, HL&P's forecast indicates that interest
coverage, return on eguity, aud debt-equity ratios for the
construction period 1981 to 1991 are expected to fall within

the following range:

Range Median
Interest Coverage (pre-tax) 3.3-4.0 X 3.6 X
Return on Equity 13.3-17.2% 15.0%
Capitalization: g
Long Term Debt 47-49% 49%
Preferred Stock 7-10% 10%
Common Stock ‘1-45% 42%

HL&P's projected performance is considerably higher than the
median for single A rated utilities. For this reason we
believe that the Company will have the financial strength to
undertake the ACNGS construction program.

Q. How does HL&P compare in assets with the nther
electric utilities in the U.", that are constructing nuclear

plants?
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A. HL&P compares ve;y favorably. Of the 61 companies'
which have nuclear plants under desige*or construction, only 15
companies have more assets than HL&P._—/

Q. How does HL&P's securities rating compare with other
electric utilities in the U.S. that are construc ing nuclaar
plants?

A. Of the 61 companies referenced above, Moody's rated
four of these companies' securities triple A, 15 double A,

23 single A (including HL&P) and 19 BAA or below as of
December 31, 1980.

Q. Turning to the specific allegations in Mr. Baker's
contention, he alleges that without 100% of Construction Work
in Progress (CWIP) included in its rates HL&P would be
unable to finance ACNGS. Would you please comment on this?

A. The amount of CWIP to be included in rate base in
determining electric rates is that amount necessary to maintain
e financial integrity of the Company. In the Company's 1979
rate case, Docket 2776, the Company requested 100% of CWIP in

rate base. However, in the last two rate requests, Dockets
3320 and 3955, the Company has requested only 85% and 73%,

respectively, of CWIP in rate base. The Public Utility

**/ Companies with nuclear plants under design or construction
were identified in a January 1981 issue of Electrical
World.
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Commission has allowed 60\'and 69% CWIP in rate base in
Dockets 2676 and 3320, respectively;

While the Company believes that these rate increases
have been insufficient, it is convinced that the Utility
Commissic : recognizes the necessity of CWIP in rate base to
alJlow a utility to maintain its financial integrity. This is
evidenced by the increase in the amount of CWIP allowed in rate
base from Docket 2676 to Docket 3320. The principal difference
between the Utility Commission's amount of CWIP and the
Company's is primarily one of a difference in professicnal
judgmer.t as to the amount of CWIP necessary to maintain finan-
cial integricty. In any event, it is not correct tc make the
blanket statement that 100% of CWIP always has to be included
in rate base for a utility to be financially sound. The
amount of CWIP included in rate base must be based on the funds
deemed necessary to maintain financial integrity during the
time frame the rates will be in effect.

Q. Much of the forecasted internal cash position,
earnings, rate of return on common eguity, and coverage ratios
depends upor receiving adegyuate and timely rate relief from
the Public Utility Commission of Texas. Do you believe that
the rate relief necessary to maintain the Company's financial
integrity will be granted by the appropriate regulatory
authority?

A. Clearly, an important assumption that underlies the




financing plan is one of obtaining adequate rate relief. It.

1
2 is HL&P's opinion that forecasted rate increases, both retail
3 and wholesale, will be shown to be necessary and reasoné&ble
4 and will be granted by the appropriate regulatory authority.
P : The Company's financial forecasis are based upon the assumption
6 of a targeted return on equity oi 15.8%. This return, which is
= .2% below that granted in a neighboring utility's most recent
l case, was granted by the Utility Commission to HL&P in its
. most recent order. We believe that regulatory authoritizs
’ will act responsibily and will provide adequate and timely
10 rate relief and that the Company will be able to obtain the
- capital funds necessary to finance the power plant projects
12 that we have to build in order to serve our customers.
1. Q. Have you recently applied for a new rate increase?
14 A. Yes we have. A new rate filing was made in July
15 and hearings will begin in September. We expect to be
16 requesting rate relief on an annual basis <ver the next ten
17 years in order to maintain an adequate return on equity,
18 interest coverage ratios and internal cash generation so that
19 external funds necessary to finance our construction program
can be obtained.

20

Q. Have you stretched the const-uction schedule for
> ACNGS and several of your other new power plants because of
2% financial constraints?
i3 A. Ye¢s, we have. In March 1981 we determined to delay
b
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the inservice dates of the'fo:r lignite-fired units and ACNGS
which were scheduled for the period'l985 <hrough 1991. These
delays were necessitated by constraints on our ability to
finance the numerous new plants that we must construct to
meet increased demands for electricity. This revised
construction program has enabled HL&P to reduce its projected

expenditures during 1981 to 1983 from $3.3 billion to $2.4

billion.
Q. Does that conclude your testimony?
A. Yes.

-




APPL I CANT HLAP NUCLEAR P1 A)'. ALLENS CREEK UNIT : '

PROFORMA SOURCES OF FUNDS FOR SYSTEM WIDE CONSTRUCTION EXPENDITURES ARD CAPLTAI TRUC TURI
DURING PERIOD OF CONSTRUCTION OF SUBJECT NUCLEAR POWER PLANT
(MILLIONS OF DOLLARS)

19684 1985 1986

xternal Financing

Comeon Stock 214 $ 116 $ 242
Preferved StLock 50 110 110
Long Term Debt 300 300 650
Nules i'.),.JlAlc fU)) 11 54
Contribution From Parent

Total External Funds a67 537 3 { 1,056

Internally Generated
Net Incone 613 109

Less
86 94

411} 454
134 161
12 73

Preterred Dividends
Common Dividends
Retained tarmings
Deferred Yaxes
Investment Tax Credit
Deferved Net 105 83
Depreciation and Amo 250 298

Chinge in Working Capital 37 57
AFOC (/ (130) (40)
4')1‘{ 6’('

Less
Tlota' Interna) Fund

$1,418  §$1,345

Total hunds

-QdH LI9IHX3
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1981 1962 1983 19:4 1985 1966 1987 1964 1919 1990 1991

Construction txperditures:

Nuclear Power Plants $ 151 $ 198 $ 260 $ 295 § 327 § ¢ 255 3 212 $ 148 0§ 109 $ 39
Other 558 585 101 _814 1,044 1,168 1,123 LY 1,058 1,141 1,430

Total Const. Exp.'s 709 783 964 1,169 1,345 1,507 1,378 1,345 1,206 1,250 1,469
Subject Power Plant 65 17 189 218 259 245 49 212 148 109

Other Copital Requivements.

Redeaption of Maturing

Bonds 20 70 30 40 55 125
Acquis Lion of Bonds for

Sinxing Funds
Miscellaneous Requirements

Total Capital Requirements . 729 % 783 $ _964 §1,169  $1,415 $1,532 $1,418  §’,345 $ 1,260 % L,220 0§ 1,5%

Capital Structure (§ 8 %) 1981 1262 1983 1984 1985 1986 1947 1988 1989 1952 1991
Long Terw Debt $1467 4B% $2167 471 $2467 <7% $2992 463 $3572 49% $4142 49% $45;2 49% $5002 49% $5397 491 $5672 49t §5997 48%
Preferred Stock 294 7 404 9 514 \o 604 10 734 1o 824 10 914 10 961 10 109 10 1054 9 1194 10
Commor Lquity 1750 45 1987 44 2302 2645 42 3017 3469 41 3851 41 42 41 4.} 41 aRe9 42 5164 42

fotal 411 1007 4558 1001 5283 1991 6245 100t 7303 1291 8435 100z 9317 100% '%.27 1002 11034 100z 1635 90z )2355 1003

Z abeg

T-0dH LIEIHXH
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MR. ROZZELL: At this time, Your Honor, we would

t' nder Mr. Dean for cross-examination.

s

JUDGE WOLFE: Stafi?
MR. BLACK: Yes, we Lhave a few guestions.
CROSS-CLXAMINATION
BY MR. BLACK:

9) Mr. Dean, in the NRC Staff's review of the
financial qualifications of a construction permit appli-
cant, the Staff usually looks at several things. One of
those things we look at =-- the Staff looks at -- is the
company's stock and bond rating.

On Page 5 of your testimony you indicate what
the HL&P's kond/stock rating is, indicating it's a
"double A" from Standard and Poor and Duff and Phelps and
an "A" by Moody's.

Going back to the Standard anda Poor "double A"

rating, has that rating by Standard and Poor of HL&P

changed recently?

A No, sir.

Q Has the "A" rating by Mocdy‘'s changed recently?
A It was changed last November.

Q. And what was the reason or caus of that change;

do you know?
A, It was as a resu’t of a visitation with Moody's

relative to an upcoming bond issue, and then discussing

ALDERSON REPORTING COMPANY, INC.
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the then-current prcgram feor construction and adding
facilities.

And at the same time -- or within a day or

two, similar type discussions were held both with Standard

and Poor and Duff and Phelps. It was indicated that we
had just completed the construction program estimate
for 1981 and the projections had been made from that
point for the other years, and that we would have to come
back and review that and make appropriate changes.
Moody's elected not to wait until such changes
might have been made in that program and did, for th=zir
own reasons, sace fit to dowrgrade the company from a
"double A" rating to the "A".
Standard and Pocr and Duff and Phelps took a
situation of wait and see what we would do.

Q. Has Standard and Poor indicated to you that
they may change the "double A" rating in any foreseeable
time in the future?

A. After we did, in fact, make the change in the
construction program, I went back and I visited with all
of the agencies. Standard and Poor indicated that they
thought that the new program that we had was one that if
we could maintain it, and -- would be one which would
continue, all other things being equal -- the current

"double A" rating.

ALDERSON REPORTING COMPANY, INC.
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Q So HL&P at this time does not have any indication

from Standard and Poor that they will change the rating?

A We do nr

o] Is it alsc your testimony that all cf these
rating servic< do the ratings more subjectively than on
an objective basis?

A I would think possibly so.

Q What is the significance of being rated "A"
by Moody's, let's say, and "double A" by Standard and
Poor?

A Well, certainly, it is not as good a rating
as if you had "double A" ratings by both agencies. ) &
indicates here that one agency sees more risk than the
other does, and that if the investor is =-- would also
perceive that there is more risk since you do not have
the "double A" rated security.

However, the Mocody's rating =-- the "A" rating
is an investment-grade rating. But it is certainly one
notch below the "double A".

Q The fact that one rating =-- one agency rates
you "double A" and the other "A", will that, in fact =--
Well, how do you perceive that will affect any investors'
potential to buy the bond or stock in guestion?

A Well, certainly he would prefer to have an

investment .in one that has the "double A" rating. And if,

ALDERSON REPCRTING COMPANY, INC..
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in fact, he is going to put his money in one that has

what he perceives as somewhat more risk, then he'll want

a little higher return on his investment for the additional
risk that he perceives. So it could increase the cost

of the funds to you.

Q Is there any indication that Moody's will come
back and change its rating?

A, Well, certainly, Moody's has not indicated to
me that they are going to do that. They would not ever,
I don't believe, based upon my dealings with them iadicate
"Yes, we are goinag to do thus and so in the future."

Certainly, I did go back fter the changed
program and talk to them about it. They were much im-
pressed with the changes that we had made and the
modifications that we had made in the yearly fir .ci: 1
requirements.

And no change will be made by any o° "a:
rating agencies uiless we go back and visit with them in
conjunction with a new issue of securities, which we will
ask them to rate.

If the interest rates are sucn tha* during the
latter part of this year that we would want to do a
first mortgage bond issue, we would, after filing a
registration statement, make arrangements to visit with

all of the agencies and review the company's posi:ion and

ALDERSON REPORTING COMPANY, INC.
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situativn at that time, and that would be at the time that

we could expect a change in the bond ratings.
Q When was the last time that HL&P went to the

bond market? |

A February 1981.
Q 1981. And what was the resul:t of that?
A We sold $125 million of first mortage Jonds at

slightly over 14 percent cost to the company.

Q Was there any problem in selling those bonds?
A, No.
Q When is the next time that HL&P foresees that

it will go to the bond market?

A. As I indicated, if interest rates are at such a

position, we would like to do that later on in this
year, before year-end.

Q When was the last major stock offering =--
equity stock offering?

A It was in March of this year. That was in

Houston Indvstries, of course.

Q And what was the result of that offering?
|
A It was also ... of course, as you are aware,
utility stocks are depressed because of -- they sell mostly

on a yield basis.
Q And it's my understanding that HL&P will have

to sell some Tommon -- equity common stock in the nex*
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ten years as well; is that true:

A. Well, Houston Lighting & Power Company will
probably sell -- not Houston Light.ng & Power, excuse
me =~ Houston Industries will probably sell common stock
each year during the next ten vears.

In fact, that's the proj=ction that we have.

And we anticipate that we will sell some more common stock
from Houston Industries for investment in Houston Lighting

Power Company this year.

Q Houston Industries is what? A holding company?
A It is a holding company; that is correct.

Q What else does it hold besidesz HL&P?

A It holds Primary Fuels, which is an o0il and gas

exploration company, and it holds Utility Fuels, which is
2 fuel suprly company.

THE REPORTER: I'm sorry, I can't hear you.

THE WITNESS: Houston Industries is a holding
company. It holds Houston Lighting & Power Company. it
holds Utility Fuels, which is a fuel supply company; and
it holds Primary Fuels, which is an o0il and gas explora-
tion company.

BY MR. BLACK:
Q Are you aware of the expverience of other major

utilities across the country with respect to their rating

by the respective rating agencies in a general sense?

ALDERSON REPORTING COMPANY, INC.
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A In a general sense we are cognizant of those
that -- as they are either uprated or downrated. But it's
a matier of general knowledge.

Q With respect to utilities that have nuclear
facilities or nuclear facilities under construction, is
there a general trend of derating at this particular peoint
in time?

A Not just because tha*t they would ha.e nuclear
facilit. .s under construction, it would be on the other
things that the rating agency would take into considera-
tion.

Q Would one of the primary things under considera-
tion by a rating agency be the construction program over

the next ten years?

A, It would be the size of the construction program,|

the strength of the company's financial position currently,|

the regulatory climate, the area which it serves. It's
many different things.
0 With respect to the regulatory climate, what

‘s the reolatory climate in the State of Texas at this

time?

A, It is considered to be one of the top in the
country.

Q Considered by ~hom?

2. Duff and Phelps, which is a rating agency, and a

ALDERSON REPORTING COMPANY, INC.
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number of the investment banking houses also rate the

regulatory climate in the various states.

And it ranks at the top on all of those.

Q Is there any indication that that regulatory |

climate is in the process of change or will change in the
next ten years?

A Well, certainly, to say what is going to happen

to the climate in the next ten yea:s is very difficult. l

But currently I see no change in the climate. l

Q Is it the Texas Regulatory Utility Commission?
A Texas Public Utility Commission. |
Q That is a commission -- a politically appointed

commission?

A, It is appointed by the Governor. ;

Q Is there any permanent membker of that Commission?
;

A The terms are for six years. é

Q Which is the term of the Governor as well?

A, I believe the Governor has a four-year term |

Q So the Commission may transcend a Governor's

term then?

A. Yes.

Q When you talk about construction work in progresd
being added to the rate base, and you indicate that the
last two rate requests that HL&P requested 85 and 73 !

percent respectively of CWIP in rate base, and the |

ALDERSON REPORTING COMPANY, INC. '
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Public Utility Commission allowd 60 and 69 percent

respectively of CWIP in the rate base.

Is there any indication or =- any indication of
a trend of the Commission in zllowing CWIP in the rate
base of any utility in the state?

A Well, the provisions for the inclusicn of CWIP
in the rate base is for the Commission in its own mi‘:d to
allow whatever amount of CWIP it thinks is necessary to
maintain financial viability of the company.

And I believe in each case that has been brought
before the Commission, since its inception, it has allowed
a percentage of CWIP in the rate base.

Q When you testified previocusly that the Texas

Utility Commission was rated one of the better commis-

sions acros: the country, is that rated on some objective
standard, like return of -- well, what do they call it -=-

the amount necessary to maintain the financial integrity

of the company percentagewise or what have you?

Is there an objective standard that it's

rated as, or is it again subjective?

A I think it's probably -~ and I will surmise

here =-- rated on the basis of return on common equity,
overall return on investment, internal cash generation
allowed anu the coverages that are allowed to be earned

on the senior securities and the timeliness of the rate

ALDERSON REPORTING COMPANY, INC.
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decisions themselves.
There are many things that I would surmise
would go into that rating.

Q And, obviously -~ I shouldn't say "obviously."
If a Public Utility Commission would allow higher r2turn
of equity, would that necessarily mean that a utility

culd sell its common stock better?

A Well, certainly, the better return =-- Cer-
tainly, a utility with a better return has a better l.keli=-
hood of selling its stock at a higher price than one that
has a lesser return because the investor wants to be
compensated for the risk he perceives he's taking.

And that's where his money is going to go,
so he'll pay a higner price for a higher return.

Q You indicate on Page 9 of your testimony that
"The Company's financial forecasts are based upon the
assumption of a targeted return on egquity of 15.8%."

Has that targeted return changed in recent
vears?

A Well, that targeted return that we used in
that projection was based upon what was allowed by the
Public Utility Commission in its last rate order.

Q Has that return of egquity been increasing or

decreasing in recent years?

A So far as the allowable it has been increasing.

ALDERSON REFORTING COMPANY, INC.
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Q In light of the most recent high interest rates
ir. the Lond market, has HL&P changed its financing forecasts
to reflect those higher interest rates?

A Certainly we have run .nto our forecasts what
we perceive to be the cates that might have to be paid to
sell the securities. '

o On nage 4 of your testimony you show a comparisoé
of construction expansions from the time period 1970 to
1980, and then show a comparison of 1981 to 1991.

Obviously, the period 1981 to 1991 construction |
expansions are projected.

My gquestion is simple, that when ou made ‘
projections in 1970, how did ycur actual expenditures
compare to the projections in 1970 for the 1970-1980
time period. Are you aware cf those?

A I don't recall. I cannot give you an answer
right at the moment cn how they compared with the actuals.

Q Could you explain to us wrhat AFDC is?

A It's allowance for funds used during
construction, and that is the cost of the money that you
have committed to the construction program or the balance

in construction work in progress.

It's a carrying charge. It's made up of both

an equity ccst component as well as a debt cost

component.

ALDERSON REPORTING COMPANY, INC. |
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o} And so your table where you show interaally
generated funds less AFDC, that AFDC component =--
MR. DOHERTY: Excuse me, Counsel. Where are

rou?

MR. BLACK: His Exhibit 1 attached to his
testimony.

MR. DOHERTY: Thank you.
BY MR. BLACK:

o The AFDC component is simply the carrying
charges of debt and equity; is that basically what that
stands for?

A Of the funds that are invested in construction.

Q So 1if you have simply like a construction loan
or something like that, it's a carryiny charge on that?

A Well, you have an amount invested and,
certainly, you are having to pay a return to someone for
the use of their morey on those funds; and during the
period of time that it is not actually in service and
earning, but during the construction program, you make a
charge in there as to what the funds that you have invested
in the construction are costing you.

The reason 1t's deducted on that statement is
that we have on that statement net income and allowance
for funds used during construction is a credit on the

income statement and would serve tc add to the net income

ALDERSON REZCRT/NG COMPANY. INC. i
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and to get to what your cash net income was you have to
deduct the AFUDC or AFDC.

o Now, we've heard testimony previcusly in this
proceeding with respect to the completion deferral date
of the Allens Creek Project.

Could you explain why Allens Creek was =-- why
the construction period was stretched out for Allens
Creek, insofar as the cash construction funds?

A Well. it was a means of adjusting the
construction expenditures for that timeframe to one which |
could be financed during the timeframe that the
construction was being perrormed.

Not only did we delay or stretch out the
completion date of Allens Creek, we also stretched out
the completion dates of the Limestone plant and the Site X
plant

Q Okay. To the extent that you delay completion
cof Limestone or Allens Creek, you in fact have to make
purchases of power during thoie periocds of stretch=-out.

How does the purchase of power and the funds
that you would be using for that purchase of power compare
to the funds that you may be using to ~omplete or stretch
out the construction project?

A Well, the funds that would Fre usel to pay for

the purchased power would be recovered througa rates as

ALDERSON REPORTING COMPANY, INC.
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you are pay.ng for them.

The demand charge would be included in the cost
of service and would recover the other costs, the energy
costs, as you bill your customers.

Q But isn't it in fact true to a limited extent
tanat you are also recoverying the cost of construction
through rates?

A If you are in fact putting your construction
work in progress or a portion of your construction work in |
progress in rate base, yes, you are.

However, the thing that we need at that poin: in
|

time that we are purchasing other power is the capacity and

I
|

the ability to purchase the pcwer is one that we can
accomplish during that timeframe as opposed to trying to
secure sufficlient funds to get all of the plants that would
be regquired in service within the time frame to furnish
that power.

Q I guess the thing that I'm somewha: confused
at and I don't remember the exact figures, but let's say
that in the year 1990 vou for needed capacity had to
purchase power from the City of Pustin or from the City of
San Antonio.

That purchase of power to make up needed

capacity would cost you X amount of dollars. DO you

remember what that X amouat of dollars was?

ALDZRSON REPORTING COMPANY, INC. i
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A No, I do not.

p My question sir.ly would be when you compare that
pur-hase of power at X amount of dollars, wouldn't it in
fact cost you less to put that money in Allens Creek
ccastruction so that you can complete it by 1989 so that
you wouldn't have to purchase X amount of dollars of power |
in 1990?

Lo you understand where I'm coming from?

It's confusing in my mind. 1I'm probably not relaying it
too well as a guestion to you, but I dc not understand how;
you can say that =-- let's say if you had to purchase

$4C9) million worth of{ power in 1990, why you couldn't

front load that into a construction to complete Allens
Creek by 1989 so that you wouldn't have to purchase power
in 19907?

A Well, certainly, we would prefer to build a
plant to serve, but it gets to be a point of whether or not
you can pay for the cost of the plant during the timeframe
that you would have to to get it on line to preclude you
paying for the purchased power.

So purchased power is a good interim step to take
so that you can orderly do your construction and orderly do
your financing.

Q So in other words, you are saying that assuming

as a hypothetical that basically for fne time period, let'sy

ALDERSON REPORTING COMPANTY, INC.
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say 1985 through 1988, HL&P's funds were saturated during
that time so that you couldn't in fact put more money into
Allens Creek or any other project to complete it more
expeditiously? 1Is that a fair statement?

A Well, we did take a look at the other program
and determined that the needs were more than could be
financed during that time period and the optimum
conservation was to buy jurchased power, and it's my
recollection that the purchased power, even though I can't'
give you the exact figures, is one that if you look at
what the d2mand charge is, is very reasonable so far as g
what the plant investment would be and tne carrying charge |
on that plant investment. |

So I think that what we can say here is that
the purchased power is one which is a reasonable way of
correcting a situation that needed to be corrected, and
cne wnich will be advantageocus to our ratepavers.

Q If situations would change in the mid-1980's
whereby HL&P would have moure money internally available,
would it seck ts expedite the construction program
schedule or w~uld it seek to play a little bit more
conservative rule with respect to its construction programs,
or would it be a comkination of looking at what your
demand is and looking at what your purchase agreements

were and balancing everything?

ALDERSON REPORTING COMPANY, INC. |
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A Well, I'm not quite sure that I underst :nd what
vyou mean about a more conservative role in its construction
program.

Q I mean keeping things on the program as set up
right now with completion by 1991, as opposed to tryving to
expedite a program and put Allens Creek on line as
originally scheduled, in 1989, let's sav.

A If it could be accnlerated and, certainly, if
the cash generation was such that it could, it =would be
to the advantage of all concerned to expedite that
construction programn.

MR. BLACK: Tha+'s all the gquestinns I have.
JUDGE WOLFE: Mr. Baker.

CROSS~-EXAMINATION

BY MR. BAKER:

W

Q On page 2 of your testimcny you refer tn

construction cost estimate of 2.09 »illion, excluding

AFUDC.
A Yes.
Q Does that figure include cost of transmission,

or what does that figure include, just purely the
construction of the plant itself?

A That is the cost of the plant, the structures,
the reactor and turbine and all related components.

0 So that that's exclusive of transmission costs,

ALDERSON REPORTING COMPANY, INC.
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transmission network costs, rather, and nuclear fueling
process?

A That is the =- That is exclusive of nuclear
fueling process, that is right.

0 Could you tell us -- that estimate was made
when, at what date?

A That estimate was ma '2 and completed in March
of this year.

o When was the last previous estimate of
construction costs made?

A It would have been made in late 1980, around

November.

Q So November 1980, to your best recollection?
A Yes.
Q And do you recall what that estimate of

construction costs was?

think it was a billion eight hundred million

(]

A,

or in that area.

Q 1.87
A Yes.
Q What was the comparable figure, say, for 1976

when this plant was proposed or was actually reactivated
as a single reactor unit?

A. I don't recall.

Q Was it in the neignborhood of a billion dollars?

ALDERSCN REPORTING COMPANY, {INC.
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A Since I don't recall, I don't know.

Q Are you familiar with the figure that was
published in the SER, the NRC Report, for construction
costs on this facility?

A What is the SER?

Q Safety Evaluation Report. That's where the
financial qualifications =--

A I was familiar with it at *ne time, but I do

not recollect what it was.

o Does the figure 1.05° billion ring a bell?
A If that's the figur=s that's in there,
Mr. Baker, I will accept that. I don't recall.
Q I think the people that read the SER here and

are familiar with it will be knowledgeable of that.

MR. ROZZELL: Your Honor, I'd ask that that
comment of Counsel be stricken from the record.

JUDGE WOLFE: I'll s+t~ike that, Mr. Baker. I
would suggest that if you have the SER and the paragraph
or paragjraphs you're referring to to show to the witness
to refresh his recollection, I think that's the way to
go about it.

MR. BAKER: All right. Thank you, sir.

I didn't bring the SER with me. I did not
anticipate that there would be a lapse of memcry as to

what the plant cost several years ago.

ALDERSON REPORTING COMPANY, INC
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JUDGE WOLFE:

parties have a copy of

MR. DOHERTY:

Mr

. <hairman.

MR. BAKER:

JUDGE WOLFE:

showing to him and the
MR. BAKER:
Report prepared by the

Houston Lighting & Power.

All right. Do other Counsel or
the SER?

I'm trying to £ind it righ* now,
Do I need to show it to iim?

Just identify what you are

date of it, please.

Okay. This is a Safety Evaluation
NRC based on da*a provided by

It's dated March 1979.

Construction cost estimates here =-=-

JUDGE WOLFE:

and have him =--
MR. BAKER:

BY MR. BAKER:
Q Would you
Cost Estimates, down

(Document

read here,

Well, show it to the witness now

All right.

Section 20.2, Construction

through there.

handed to witness.)

A (Witness complied by reading the document.)

Yes,

Q Is that figure an accurate representation

the construction cost estimates as of March 1979, to

that figure was in there.

best 0of your knowledge?

A As of that

date, to the best of my knowledge it

would have been an accurate figure.

ALDERSON REPORTING COMPANY, INC.
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Q Tha* represents == The di:ference between
1.05 billion and 2.09 billion, which represents a rough

doubling of costs in that period from March 1979 to

7]
(t
O
[ 1
[
"
1]

March 1981, is that a figure th happy with or
that your comvany likes to see in its construction projects?

A Certainly we are not happy with a figure that
large, but that is our best estimate, and it also takes
into consideration a two-year change in the completion date
of that facility.

0 What would you say is the major factor in the
increase over that period? 1Is it simply the deferral of
construction or are there other factors involved? .

A From the 1.8 billion to the 2.090, it is
escalation cost. I cannot tell you whact the major
component of cost is from the 1.05 to the 1.8.

At the tim2 that the == say, in March 1980 when

-

Ko
v

the figure was 1.8 billion, was it brought to your
attention then or were you aware that that was rather a
large increase over a one-year period, from March 1979 to
March 19807?

A Yes, we knew that it was a large increase,
Mr. Baker.

Q But you're not prepared now to tell us where

£

tha+ $800 million roughly came from?

A some of it was escalation, and I believe there

ALDERSON REPORTING COMPANY, INC.
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was more engineering that had been done on that project, and

they had a better definitive estimate.

0 What i1s the status of the engineering that's
been done on the project now, how much is complete?

A I believe about 60 percent of that is complete,
or wi ~ the last time that I talked with the construction
pec>le.

Q And what percentage had heen completed in

March of '79?

a, I do not know that.

Q Are you fairly confident in this 2.09 billion

figure, that that will not rise over the course of the

construction?

A We think that based upon what we know now that

that is a reasonable figure for completion.

Q Did you think in 1979 that 1.05 billion was

a reasonable figure, to use your words?

A So far as I know, based upon what we knew then,

Q Do you think it is possible that over the

next decade that this 2.09 billion estimate could also

La |

A I think it could escalate.

Q Would you care to place an upper limit on how

it might es~alate?

ALDERSON REPORTING COMPANY, INC.
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A, It's my understanding there's a new costing

s
)

© vou have any information as to, roughly,

what that figur~e might be?
A, I do not.

Q Are you aware of a report in a newspaper
attributed to the Mayor of San Antonio to the effect that
that figure was going to be roughly 3.5 billion?

MR. ROZZELL: Objection, Your honor.
I don't see how the witness' familiarity with

reports in the newspaper are material or relevant to this

ingquiry.

ALDERSON REPORTING COMPANY, INC.
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MR. BAKER: Well, the City of San Antonrio is
a partner in that project and the Mayor is fairly well
informed on the subject.

I'm assuming that if he knows what the cost
projection is likely to be that the chief financial
officer of HL&P might also have an inkling of it.

MR. RCZZELL: Your Honor, the witness has
just testified that hLe didn't know what that estimate would,
be. |

JUDGE WOLFE: I think I'1ll allow the guestion
in the form of are you aware of what the Mayor -~

MR. BAKER: I just asked if he read the
article or was familiar with that estimate.

JUDGE WOLFE: Yes. Are you aware of that
article and of the alleged estimate by the Mayor of
San Antonio as reflected in the newspaper?

THE WITNESS: I'm aware that there was an
article published in the San Antone newspaper that had a
figure of the cost of the plant, yes; but where the figure
came from, whether that's the Mayor's figure, or whatever,
I have no knowlgdge.

BY MR. BAKER:

Q As a hypothetical matter, if the South Texas
Project cost estimates were to increase to that figure,

how would that affect your financing plan for Allens Creek?

ALDERSON REPORTING COMPANY, INC.
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Have you suffered the sare escalati~n in fossil fuel plant
costs as you have in Allens Creek and South Texas Project?

-

Well, we've suffered escalation. I have not

b &

related the percentages back, Mr. Baker, but I can tell
you that they have escalated.

Q Do you know of any fcssil fuel plants that have
undergone a tripling of estimated final costs over the

course of construction?

A No.

Q Do you knc'' of any that have sufferei doubling |
even?

A I do not re-all that there are any. |

Q So that a hundred percent escalation of a fossil

|

fuel plant would be about the maximum you could expect
cver the construction period?

A Well, it depends upon how good your estimate is.
However, I would like to say that the cost of building a
fossil fuel coal-fired unit has just about tripled on a
kw basis.

We're building one right now at $600 a kw. We
exyect the Site X to come in somewhere around $1800 a kw.

4} But what I was getting at =-- well, never mind.

Again on page 2, you say that 13 percent of the
estimate $2.09 billion has already l2en spent and, therefore,

won't have to be spent in the tuture.

ALDERSON REPORTING COMPANY, INC.




&
1
[

400 7T STREET, SW. | REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554 2345

10 ¢

1]

12

14

15

16

17

18

19

20

21

22

23

24

25

- - -
' Qe
™ Vo

Could you g3ive me a comparable figure for last
year based on last year's cost estimate and how much had
been spent last year?

In other words, in March of 1980 how much had
been spent on Allens Creek?

A Through the year 1980 I believe there was about
$250 million spent, and backing away from that, it would
have probably been somewhere around 225 million.

I do not have the actual figure.

Q Having referred to PC testimony, that's roughly
correct. Would that be roughly twelve~-and-a-half p~rcent
that had been spent as of Marcn 19807?

A I do not know. You evidently made tie
calculation and I will accept your calculation.

Q All right.

Over the course of the last year while the
construction cost has gone up from 1.8 to 2.09, the
expenditures have gone up from roughly 225 million (that's
your figure) to =-=- this is through June =-- to $282 million.

You have spent $50 million and you've only

gone up half a percent on the total cost; is that correct?

A We've changed the basis, have we not?
o) What do you mean by that?
A Didn't we increase the base from March of 1980,

the total completed cost?

ALDERSON REPORTING COMPANY, INC.
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Q Right. Yes, the total completed cost. Yes.
That's my point here. It looks to me like,
just without figuring it all up, that you have more left
to spend now than you did a year ago, having spent $50
million?

A But did we not extend the length of time for
the completion of the unit, whiclh increased the cost
through escalation.

Q Okay. Let's go back to March of 1979, since
there's a =-- How much had you spent on Allens Creek in

March of 1979?

A I do not know. I do no' recall.
Q Something less tlan 200 million?
A If I don't recall, I cannot really speculate

with you as to what it might be.
Q I believe my main point is that as you make
expenditures on Allens Creek, every year you make

expenditures the estimated final cost gces up, also. Is

that correct?

A Not necessarily, no.

o When you say "not necessarily," would that be
no, or are you saying you don't know?

A No, it does not go up every year. It went up

from March 1980 to March '8l because of the two-year

stretch-out on the completion date.

ALDERSON REPORTING COMPANY, INC.
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Q Now, wait a minute. Okay.
I see now why I'm somewhat confused. You just
testified that the estimated construction costs for

Allens Creek in March of 1980 was $1.8 bi’.ion?

A I believe that's correct.

Q Do you know Mr. R. S. Lethetter?

A Yes. é
Q Is he an employee of Houston Lighting & Power?

A, He 1is.

Q What is his position? |
A Vice President - Controller.

Q Okay. Has he been assigned some responsibility |

for responding to discovery in this proceeding? ;
A Yes.
Q Did he respond cn May 22nd to a set of
interrogatories from myself in this proceeding?
A I'm sure he did.
MR. BAKER: Shovld I show this to the witness?
JUDGE WOLFE: You may read what you think is
important into the record, if the:re's no objection.
MR. BAKER: All right.
BY MR. BAKER:
Q Referring to Interrogatory No. 2, the
gquestion is, "What is the most current estimate of the

final construction cost of Allens Creek Nuclear Generating

ALDERSON REPORTING COMPANY, INC.
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Station?”
The answer is, "The mo' t current estimate of
:he final construction cost of Allens Creek Nuclear
Generating Station, exclusive of AFUDC is $1.484 billion."
Does that jive with your 1.8 billion figure?

A Well, I was taking my 1.860 from the February
3rd, 1981, prospectus that we filed. So eviiently there |
was an 2st:imate made subseguent to that cne, Mr. Baker.

C Okay. So would you like to change your

previous testimony on the final construction cost projected?
|

A, The final projected construction cost =--
o} Projected cost of March 1980 -~ 3
A I will say that the figure that I was talking ‘

about is one that I took from the February 1981
prospectus that was filed, in coajunction with a bond
offer of $125 million, and say that that is the date, and
not go back and say that it relates to March of 1980.

Q. So in February of this year the estimate was
1.8 billion; is that correct?

A That was prior to going in and woing the :tretch-
out on the construction program, which inclucded the four
lignite units and the Allens Creek unit.

& Okay. Then from March of 1980 to February of

1981, prior to the stretch-out, there was an increase from

1.5 billion, roughly, to 1.8 billion.

ALDERSON REPORTING COMPANY, INC.
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A Yes.

Q Do you know what the reason was for that
increase?

A No.

JUDGE WCLFE: So that the record is clear,

Mr. Baker, the date of the Letbetter written interrogatory

was what, again, please?

MR. BAKER: I was reading May 22nd from the
cover letter, but let me see when Mr. Letbec+tter swore to
it.

He swore on the 28th day of May that this
information was true and correct.

JUDGE WOLFE: May of what year?

MR. BAKER: 1980.

JUDLE WOLFE: All right.

BY MR. BAKER:

Q Referring .ow to page 3 of your testimony,

about line 19, you say ¢that, "A market will be maintained

for the company's stocks 2nd bonds which must be sold

in order to raise the necessary external funds to finance

construction." Is that correct?
A That is correct.
0 I'd like to discuss the external financing.

Did AL&P attempt to sell 30-year first mortg

bonds in Decembeir of 19807?

ALUERSON REPORTING COMPANY, INC.
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We did.
Did you sell those 30-year bonds then?
We did not.

Why not?

P4

We didn't like the interest rate so we deferred

i

Did you sellthose as 30-year bonds a3t any point |

future?

No, we did not. We did not like the interest

rate on 30-year bonds. We could get a better rate on

l0-year bonds so we sold 1l0-year bonds instead.

Q

When you say a "better rate," 1 assume you're

speaking =--

a
b

G

Q

At a lower rate.
-=- in relative terms.
What was the rate?

It was slightly over 14 percent.

How does this compare to other bond issues

that you've issued in the past?

I noticed here just the other day that Texas Power & Light

A

It's somewhat higher than the others.

However,

sold some 30-year bonds at a better than seventeen-and-a-

half

percent rate.

Q.

A.

Those are 30-year bonds?

Thirty-year bonds.

ALDERSON REPORTING COMPANY, INC.



, REPORTERS BUILDING, WASHINGTON, ) C. 20024 (202) 55423456

300 TTH STREET, S W.

10

11

12

13

14

15

16

17

18

19

20 |

21

22

23

24

25

Poram——y
.

Q Okay, but these others are ten-year bonds?
A Ten~-year bonds, that's right.

Is that like comparing pples and oranges in

o

a sense?

A Well, I'm trying to give you a judgment here to

make =-- or a basis for making a judgment why we elected to

go with the short-term rate as opposed to the longer rate

on term.

Q Was in fact those ten-year bonds at 14 percent,

was that the most expensive issue that HL&P has ever had
in fact?
A Well, in modern-day times. I will not say

1

that that's the highest rate bonds were ever sold.

Q Okay, but since you've been at the company?
A Presently outstanding.
0 Wha't had been the trend in the interest rates

on first mortgage bonds issued by HL&P over, say, the
last 1ix issues?
A It's been increasing.

Increasing every time?

L)

A Yes.
In fact we can go all the way back to the mid-
sixties and say that it has been increasing.
Q Do you expect this trend to continue?

e

A. Hopefully, we would think that interest rates

ALDERSON REPORTING COMPANY, INC.
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would become more reascnable, and if inflation can in
fact be brought under control, we would expect that to be
done.

Q I'm sure we al]l] hope that, but do vou have any
assurance that it will go down?

A No, I do not, Mr. Baker.

i
|

0 So it's possible that you will be issuing bonds;
in the future at continually increasing rates, based on
histcrical performance?

A It's very possible, but not just based on
historica. performance; but based on what the economic
conditions are. ‘
|
|

0 All right. I'd refer you to these responses to
|

requests for additional financial information filed by
Mr. Goldberg August 1l2th.
You previously said thet this was prepared unden
your direction. |
There's a projection here for -- there's no
page number, but Question 3A, the Answer 3A, the
assumption of the point on which the source of fund

statement is based.

Number three, long and short term interest

rates on first mortgage bLonds. Have you found that yet?
A, Yes.
Q All right, I just now found it myself.

ALDERSON REPORTING COMPANY. INC.
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percent.

30-year bon
A
Q.

1981 intere
A

O

Q.
say 1982, 1

thrrough 199

be.
Q.
update info

in interest

o

instead of

When you say "first mortgage bonds,'

are those

ds or l1l0-year bkonds?

It could be either.

It could be either. So you are projecting for
st rates of 13.5 percent.

That's wha: we were projecting, yes.

How does that compare tc¢ your last bond issue?
It's slightly lower.

All right. Well, without belaboring it, you

t will go down to 12.7; 1983, 11.8; 1984

l, it will be at 11 percent.

Are those figures accurate or =--

They are our best estimates of what rates may

So you are projecting in your financial
rmation a, I should say, instantaneous downturn
rates; is that correct?

We are projecting a decline in interest rates.
Okay. I1f the figures, say, went up from =--

going down a percent and a half, went up a

percent and a half, what effect roughly would that have on

your financial update in terms of ability to finance

throcugh external funding?

A

Assuming that the PUC was responsive to let us

ALDERSON REPORTING COMPANY, INC.
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recover the cost, it would incresase the amount of billings
that would be necessary to recover the increased rates, so
that we could continue to finance the program.

0 Does that mean you would be switching over from
external funding to internal fuading?

A, No. It means that we would still be doing
external funding because we don't have the bases for
switchover, as you say, but we would have to be allowed to
recover the cost of those funds.

Q Okay. When you say that the PUC would be =-=-
you would expect them to grant rate relief?

A, I said if they were responsive, as they have
been.

Q All right. Did HL&P plan a new issue of

preferred stock in December of 19807?

A It did.

Q What were the details of that proposed issue?
A It was to .2 a perpetual preferred issue.

Q And what specifically does that mean?

A, It means that to issue the security and it

remains outstandirg for the life of the company.

Q Was that preferred stock sold?
A It was not.

Q Why not?

A There was not a market for it.

ALDERSON REPCRTING COMPANY, INC.
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o ‘Then you say there was no market for it, what
do you mean by that?

A I mean that the investor did not want to put
his funds in a perpetual preferred.

Q Are you saying no one would buy it at any cost
or no one would buy it at the cost you projected?

A Well, at a reasonable cos:, let's say that. f
If you pay a sufficient price, Mr. Baker, I'm sure that

you can sell anything.
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ROZZELL: Your Honor, might this be an

appropriate time to break for lunch? might we

have a two-minute break?
JUDGE WOLFE: We will recess until

(Whereupon, at 12:30 p.m., the hearing was

recessed. to reconvene at 1:45 the same day.)
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AFTERNOON SESSION

1:45 p.m.
JUDGE WOLFE: All right. Mr. Baker.
BY MR. BAKER:
Q I would like to backtrack just a little bit

here, to Page 2 of your testimony. You state on Lines 18
through 20 that "Through June 30, 1981 we had already
spent approximately 13%" of the total construction
cost.

A Yes.

Q Now, when I was cross-examining you ibout that,
I was somewhat confused by the $1.8 biilienr as opposed
to the $1.485, so I'd like to repeat some of my guestions.

First of all, what is the meaning of =-=-

What is the point of saying, " ... we had already spent
approximately 13% of this amount ..."?

Is that an attempt on your part to show that
there 1s -- that that total cost does not Lave to be
financed; and, therefore, you're gaining ground on the
projact?

A The point is to show that of the total estimated
costs we've already incurred or paid for $282 million.

Q Okay. I've had a chance over the break to
run through the figures. As of March 1980, at that time

you say that HL&P had spent (pproximately $225 million.

ALD=RSON REPORTING COMPANY, INC.
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A, I said that if 7 backt:racked, I thought it would

be in that area, I believe.

Q I believe $215 million is probably closer.
That was os,ovided to the PUC. But I won't quibole over
:hat ==

A I'll accept it =--

Q -- paltry $10 million.

Now, we established, I believe, that at March
30th, 1980 your construction estimate was $1.485 billion?

A That is the figure that you have there, ves.

Q Well, that is the figure that Mr. Letbetter
provided to me.

A. He provided that to you in May, was it not?

Q Right. But his discovery =-- Say, second part of
that interrogatory wazs =-- when was that figure prepared.
He testified it was March.

MR. ROZZELL: Your Honor, rather than making
an objection, perhaps I can make a suggestion here because
I have no guarrel with Mr. Baker's statement. But I
think for the purposes of clarifying the record, that the
interrogatory that he referred to might best be read
into the record, so that we don't have testimony of the
party for that particular point.

TUDGE WOLFE: I thought Mr. Baker had read a

portion at least of that interrogatory =--

ALDERSON REPORTINC, COMPANY, INC.
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MR. ROZZELL: He has read a poxtion of it. I
didn't believe that the portion that he refer:ed to as
to the date of the estimate had been read into the
record.

You may ==

JUDGE WOLFE: All right. Why don't you do
that? That's an objection on your part. Certainly you
have -- You're entitled to read any other pertinent or
relevant part of that interrogatory into the record, Mr.
Rozzell.

MR. ROZZELL: Okay. Mr. Baker, I don't have that
in front of me; can I borrow your copy a second?

MR. BAKER: Certainly.

(Document given to Mr. Rozzell.)

MR. ROZZELL: Your Honor, I'd like to read into
the recordi, if I may now, an answer to an interrogatory
propounded by Mr. Brvan Baker. The answer was prepared
by Mr. Letbetter of Houston Lighting & Power.

Previously Mr. Baker has read into the record
an answer in which Mr. Letbetter gave a current estimate
of the final construction costs of the Allens Creek
project, that estimate being $1,484,783,000.

At Page 3, Paragraph (b) of those answers to the
‘i ..errogatory appears the following statement: "The

most current estimate was prepared in January 1980 by

ALDERSON REPORTING COMPANY, INC.
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employees of the Project Management Department of the
Applicant under the direction of the Project Manager,
Paul Horn."

MR. BAKER: I appreciate counsel helping me over
that difficult pass I was in there.
BY MR. BAKER:

Q Now, that January 1980 figure, 1 assume that
was the figure that was current in March of 1980 also,
so we're comparing the same month to month, right?

A (Nods head.)

Q Will the record show that he nodded in the
affirmative?

A I didn't realize that was a guesticn.

Q Yes. That January 1980 figure of $1.485,
that is the figure that was current in March of 1980°?

A Do you want to say was it not, or are you
making a statement? I'm trying to find out, sir?

Q I m asking =--

JUDGE CHEATUM: Was that a gquestion?
MR. BAKER: Yes.
BY MR. BAKER:

Q Was that not the figure that was current in
March of 1980 also?

A I'm sure that it was.

Q All right. Thank you.

ALDERSON REPORTING COMPANY, INC.
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I've just run that off on my calculator here.
And would ycu argue =-- Would you agree that $225 million
is approximately 14.5% of $1.485 billion?

A I would accept your calculation.

Q Okay. So that last March you had already spent
something over 14% of the total construction costs esti-
mated at that time. And as of June 1980 -- June 1981,
pardon me =-- vou testified you're standing at 133 of
the total estimated construction cost; is that correct?

A, That is what I testified, yes.

Q Okay. Would you agree that it sounds like you';e'
losing ground with regard to this project, in terms of
being able to pay for it?

MR. ROZZELL: Your Honor, I object to that parti-

cular gquestion. I believe that Mr. Baker has established

the facts necessary for him to make whatever arguments he

deems appropriate in his brief.

I think that that gquestion is not only argumenta=-|

tive, but irrelevant.

MR. BAKER: I'm not sure I'm familiar with the
legal definition of being argumentative. I'm trying not
to be. But =-- I'm just trying to find out what the mean-
ing of this 13% figure is, if it means that they've
already -- that they're getting somewhere.

In other wazds, it sounds like that they already

ALDERSON REPORTING COMPANY, INC.
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have a good part of the project financed. What I'm trying
to establish is whether or not in fact they're losing
ground.

MR. ROZZELL: Mr. Baker, the witness has told
you th~. his testimony is directed toward the point that
the entire cost of the Allens Creek project will not have
to be financed in the future because some amount of that
cost has already been incurred and has, in fact, been
paid by the Applicant.

You have brought out through your cross-
examination that different amounts that have been spent
compare =-- or provide various percentages of the total
estimate -- varying total estimated costs of tie pro-
ject.

Now, what you do with those figures, what con-
clusions you draw from those figures, I think is best
left to the presentation of your position and shou’'d not
be the subject of argumentative gquestioning of this wit-
ness.

And it's on that basis that I'm objecting.

MR. BAKER: Am I not allowed to ask the witness
to draw a conclusion fro.1 those figures?

MR. ROZZELL: We'll let the Chairman rule on

that.

(Bench conference.)

ALDERSON REPORTING COMPANY, INC.
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JUDGE WOLFE: I think the witness' earlier
response to your gquestionin - has already indicated a
basis or reasons for that dif{ference between what the =--
the 13% and the l4-some percentage.

So that being on the recori, posing that question
to him I think is being argumentative.
BY MR. BAKER:

Q Well, to get away from percentages he-e =-=-

JUDGE WOLFE: And I will sustain the objection.
MR. BAKER: Certainly. 1I'll move on.
3Y MR. BAKER:

Q Getting away from the percentages, I'a like to
just talk about the gross amount left to be spent. We
may have cuvered + .- sufficiently, but my cal~ulations
show that at March 1980, with a $1.485 billion final
cost projected and $225 million expended, roughly,
that would leave you with $1.27 billion left to raise
for this project; is that roughly correct?

A, That sounds like the subtraction. It would be
reasonable.

Q Okay. And at March of 1981, with a -- something
over $250 million spent =-- I don't think that exact figure
is in the record =-- and a projected cost of $2.09 billion,
you had at that time $1.81 billion left to spend. 1Is

that roughly correct?

ALDERSON REPORTING COMPANY, INC.




w
|
o

300 TTH STREET, SW. | REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10
11

12
13
14
15

16

17 |

18 |

19
20

2]

23
24

25

P—

B A .{“

A, That is roughly correct, as a result of a two-

year stretchout in the completion of that proiect.

Q Okay. It's your position that that $600 million

difference between the two figures =-- I should say
$550 million difference -- that's between the S$1.27
billion left and the $1.81 billion left =-- that's
completely a result of the two-year construction period
stretchout?

A I1'm suggesting it is primarily a result
of that, yes, sir.

Q. Okay, I'll move on then.

I believe when we recessed, we were discussing

the HL&P issue of preferred stock in December of 1980.
You testified that there was no market for that stock;

is that correct, at that time?

A For the perpetual preferred stock, that is
correct.

0. All right.

A And I might add that when you have no market,

that means at a reasonable cost.
Q Okay. How do you determine what is or is not
a reasonable cost for stocks that you issue?

A You compare it with what has been the cost

rn

of the typical kind of security previously as opposad to

whac the investor demands now.

ALDERSOM REPORTING COMP™ANY, INC.
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g Okay. Do you expect to be issuing any preferreu
stcck in the near future or, say, within the next year?

A Over the next 12 months? We would hope that we
would be akle to, ves.

Q Has the marxet improved from last December to
now sufficiently that you could issue preferred stocks,
say, this month or next month?

A There is still not a very good market for
perpetual preferred stock. Your investor now is looking
for a preferred stock that has a sinking fund, which
means that it has a terminal life instead of one that
is indeterminable.

Q Are you prepared to venture a guess as to
when conditions might improve sufficiently to allow you
to issue new stock?

A No, sir.

Q Possibly you will not be able to issue any
stock over the per.cd of construction of this plant,
say until 199172

A Well, I don't think I would go that far.

Q Well, I don't think the guestion was =-- I
merely asked if it was possible that you wculd not be

able to.

A, I wouldn't go that far, tc agree that it is

possible.

ALDERSON REPORTING COMPANY, INC.
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Q Okay. Were the situation with preferrefd stock
to continue over the construction period, how would tha*
affect your financing plan as outlined?
Well, we're talking about types of preferred.
- 5 | And one is that we're unable to issue the perpetual pre-
§ 6 | ferred, which is the thing that we prefer to do.
S ! ’
2 y If the perpetual preferred market is not there
< r
g 8 | and we need the preferred stock, we will certainly seriouslx
| |
- 9 consider -- and probawly issue a preferred that has a |
z !
§ 10 sinking fund attached to it so that it would be refund-
g |
g 1 able, just as is a dead issue.
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. company to, essentially, hold nothing but HL&P == or very
|
. 7 | little besides [{L&P?
3 MR. ROZZELL: Your Honor, I'm going to object

™

i to that question. First of all, it's not relevant as to ’
5 : this particular contention, which is the assurances that
6 HL&P has to =-- that it can adequately finance the Allens
7 | Creek Project.

8 But I also have a second ground, and I think

9 “hat that calls for a legal c.nclusion on the part of the

10 witness.

n MR. BAKER: I would think that the financial
12 | health of Houston Industries is very relevant to the
6 132 '1 financial health of HL&P.
14 MR. ROZZELL: Well, I don't believe that was
5 ; your ~uestion, Mr. Baker. Your guesticn was: Why was it '

16 | that a holding company was established to hold the assets |

17 of HL&P?

18 (Bench conference.)

19 JUDGE WOLFE: I'll sustain that objection.

300 TTel STREET, SW. | REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 55642345

ZO!i However, if ycu wish to plumb or prob2 more closely what

2ll you're trying tc get at, I think that line of gquestioning

V
!
|
|
|
|
|

22 | would be =--
23; MR. BAKER: I don't intend to give up. 213 ;
‘ 24 ; try to rephrase the question in ar acceptable way. :
: |
25 JUDGE WOLFE: All right. |

| |
i |
i ALDERSON REPORTING COMPANY INC. |
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BY MR. BAKER:

Q Would youv say that the financial health of
Houston Industries would be crucial to the financial health
of HL&P, or that it would be closely related to the
financial health of HL&P?

A. Certainly, Houston Industries must sell common
stock if it's going to provide the equity funds that will
ne required for Houston Lighting.

And it goes withcut saying that its health =--
financial health has got to be good.

Q I'm curious about =-- I've looked through your
testimony briefly, and I find no reference in it to
Houston Industries. And I'm curious why that is, if the
issuance of common stcck by Houston Industries is so
crucial, why in your testimony you don't refer to Houston
Industries or its financial condition in your testimony.

A What is the guestion?

Q My ~uestion is: Why =-- Given what you've
just testified to, that the issuance of common stock
by Houston Industries is imrortant to the financial hezalth
of HL&P, why the finances of Houston Industries are not ==
in fact, the very name of Houston Industries is not men-
tioned in your testimony.

It seems like somewhat of an oversight in trying

to out iine the financial picture £f<r HL&P. I'm curious

ALDERSON REPORTING COMPANY, iNC.
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why it was left out.

A Well, we were talking about the financial cap~-
ability of Houston Liagdhting. And I think that we have
covered the financial ca; ability cf Houston Lighting.

Q But you just said that part of the financial
cavabilities of ~- I mean, that the financial health of
HL&P depends upcn the issuance of common stock by Houston
Industries; is that not correct?

A, To put the equity portion of the funds in,
yes. And its ability to sell the commun sto. k.

Q Is there any way that Houston Industries could
cause financial problems for HL&P?

MR. ROZZELL: Your Honor, 1I'm going to object
to the form of that guestion as being impermissibly vague.
Perhaps Mr. Baker could be a little bit more specific
as to the sorts of prol>lems he has in mind.

MR. BAKER: We've been discussing issuance of
common stock Ly Hougston Industries, which he has tousti-
fied that it's important to Houston Lighting & Power.

JUDGE WOLFE: The objaction is as to the form
of the guestion, that it's too vague.

I'll sustain that. If you could be more
specific as to your question.

BY MR. BAKER:

(o} If in the future Houston Industries has

ALCERSON REPORTING COMPANY, INC.
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difficulty in the issuance of common stock and the sale
of common stock, would that cause financial problems for
Fouston L.ghting & Power?

A ~ssuming those conditions, yes, that you could
not sell the stock.

Q Okay. Has Houston Industries == Well, when
was the last issue of common stock by Houston Industries?

A March of 1981.

o What was the price per share of tha‘ stock?

Do you recall?

A It was arouitd $22 or $23 at that time, I
believe.

Q How ==

A. I beg your pardon. That was before the split.
I don't recall offhand.

Q Would the -- Am I permitted to refresh =-=-
Would the figure $24.39 a share be ==

A, That is the ccrract figure, yes.

Q How does that compare to common stock values
over the last five years?

A, We have been selling it somewhere in the area
about 75 to 90 percent of book over the last several
years. Only one time out v:Z =-- and I believe that was
in 1976 -- did we sell stock wherein the price of the

stock was nver a hundred per~cent of book value.

ALDERSON REPORTING COMPANY, INC.
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Q This latest issue, what was the market to book

ratio of that issue?

A, I believe it was about 75 or 76 percent,

Q Is it possible that it was more like 70 per=-
cen:?

A It was in that area, Mr. Baker.

Q Was that, in fact, the lowest price for an HI

common stock sale since 1976?

A I think that's correct.

Q. Okay. Now, what has been the trend as far as
price per share over the last six sales of common stock
by Houston Industries? Has it been upward, downward,
steady?

A, Oh, it has been sort ¢f£ up and down. Some
we've scld at a little higher price than others. This
last one happened to be at a point in time, considering
the yield and the interest rate and all, that it was
less than what we had gotten in earlier sales.

However, I might add that it was still above
tne average so far if you look at all of the utility
stocks. It was sell:ng at a higher than the average of
all of the others on a price =-- market price ger

book ratio.

Q I believe you said on voir dire that you had

testified recently in the Public Utility Commission, HL&P

|

ALDERSON REPOR™ING COMPANY, INC. - l
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rate increase, I believe ic's Docket 3950, PUC docket.

I may bfe wrong about that.

Is that correct, that you had submitted testimony

in July?
A I have.
Q And did you testify at that time that your latest

issue of common stock by Hcuston Industries was the sixth

c. 'secutive common stock sale below book wvalue?

A what page are you on?

Q I'm reading that from Page 5 of your PUC testi-
mony.

A That is correct.

Q And did you also testify that the price re-

ceived at each of the six previous stocck sales had been
less than -- excuse me.

Did you testify that the price received at each
of the six stock sales had been less than that received
at the previous sale?

A. That is correct.
Q@ So I'11 rep=at: my guestion: What has been
the tren® in stock prices of Houston Industries over the

last six stock sales?

A It has been downward.
Q Would you consider this trend alarming?
A. I consider the trend one that we are attempting

ALDERSON REPORTING COMPANY, INC.
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to correct. And th#t is the reason tirat we have been be-
fore the PUC as freguently as we have, looking for ad-
ditional rate increases.

I might add that at the present time that the
price of the stock on the market compared with book is
somewhere near 80%.

Q Did you testify before the Public Utility Com-
mission that this trend was alarming?

A, You have my testimony here.

o I'll refer you ¢to the ¢top of Page 6, the
PUC testimony now?

A, Well, what we have said here is that if it
continrues that what we have a p-oblem with is the con-

tinued dilutiorn of the shareholders' equity.

AL DERSCN REPORTING COMPA™Y, INC.




BY MR. BAKER:

!
590 21 Q Did you testify that if this trend is not re-
3 versed, you may be unsuccessful in raising the capital
. 4£ required to suppcrt the large construction program? ;
5 A We did.
6 Q Wrat 2re the implications of selling Houston
7 Industries' ~ommon stock below book value?
8 A It's the runt.nuad dilution of the existing

9 shareholders' equity, and as the potential investor
10 continues to perceive that that is going to occur, he is
1 iess likely to want to invest. And if he does, he wants

12 a higher return on his money.

300 TTH STREET, SW. , REPORTERS BUILDING, WASHINCTON, 7» C. 20024 (202) 5564 2345

13 | Q Does that dilution have an eifect on your
14 i ab lity to raise funds from institutional investors?
t
l%l A It has. i
lbg Q What has that effect been? !
|7f A They have ned less interest in buying the ;
|
18 shares. i
19 Q Would you guantify that, say, compare =-- |
20% How do the -- the percentage of institutional buyers buying
21 you: stock in the last issue compare with previous .scues, i
|

‘ 22 | say the 1973 issue?

23 | A It's down substantially. |
! |
. 24 Q Is it dova from 70% to 30%>? '
| |
25 ; A Something on that order. I might alsc add that

:1 ALDERSON REPORTING COMPANY, INC.
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the book/price ratio was better then 200% of the == the
market to book was better than 200% at that particular
point in 1973. The earnings were much better on the
company.

Q So that that situation, as far as market to

book, has significantly deteriorated?

A Ch, it has.

Q -=- from 200% to 70%?

A It deteriorated very rapidly after 13973.

Q Do you look =-- Are you concerned that in=-

dividuals -- retail investors migh. follow the lead of
institutional investors and resist sales of -- resist
buying your stock”?

A I think that the retail purchaser is interested
in a return. And I might also say that the yield =-- cash
vield on our stock is substantially less than the general
utility market as a whole. And certainly as we would be
in a position to increase dividends and continue the
payout raising that yield, there would be a greater demand
for that stock, so that there would be a market for it.

Also, I wculd have to say that we are one of the
lowest on our pa -nut of dividends to earnirgs of the
companies. And there “as been a gcod market fcr that
stock on those bases.

But if we paid 13 or better percent yield, as a

A _DERSON REPORTING COMPANY, INC.
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number of the utilities dc¢, and it being a tax-free

dividend in a number of instances, because of return

O
re

capital, there would be 2n improvement.
But they, too, are selling below book.

Q You say if you were able to pay a 1?: dividend.
Can you pay such a dividend and still maintain the con=-
struction program?

A, I said if we paid that. I didn't say if we were
or if we could. I just said if we did, as the others
did.
Q But my gu2stion is: Are you able to pay that

kind of dividend?

4 T -
Q -=- and still maintzin your construction program?
A If we got adequate earnings, certainly we could

pay that. Only earnings slightly better than 13%, only
invested capital, no.
And the invested capital being common equity.

Q Let me ask you -- I believe you may have testi-
fied under cross-examination by Mr. Black, but I'd ask
again: Which came first, the downgrading of bonds by
Moody's or the deferral of construction programs?

The downgrading by Moody's.

e &1
&

Q S0 ==

A. If we're talking about the extension of the

|
ALDERSON REPORTI!NG COMPANY, INC. |
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completion dates of the four lignite units and the Allens
Creek unit.

Q Would 1t £E2 fair to say that the deferral of the
construction program then was a direct result of the
derating of your bonds by Moody's?

A I would say that that was one of the bases
for making that determination. Another basis was that
when we had an opportunity to look at the size of the
outside financing requirements, we would have made that
change without Moody's.

This is one of the things that I talked with
the Moody's agency abcut at the time that I was there,
that we were going to have to review that program and
make changes in it.

I believe I testified to that earlier this
morning.

Q Yes, I just wanted to clarify it in my mind.

Do you know a Mr. Myer, who 72 an investment

banker with kK:itter-Peabody?

A Gene Myer?

Q Yes.

A Yes, I know {3ene.

0. Has he tescified in all of HL&?P's rate cases

bofore the Public Utility Commission?

A He has testified in a number of them, yes.

ALDERSON REPORTING COMPANY, INC.
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Q Pid he testify in Docket No. 26767

A He did.

JUDGE WOLFE: That's the what, Mr. Baker?
MR. BAKER: PUC Jocket No. 2676, the 1979,
I believe, rate case for HL&P,
JUDGCE WOLFE: All right.
BY MR. BAKER:

Q Lo you recall =-- Did he testify there that
Hoaston Lighting & Power w2s one of the top five utilities
in the country, in terms of inflexibility of its financing
program?

A I'm sure that he probably did. But I do not
have his testimony, so ...

Q You say you're sure that he probabl’y did. Do
you agree with that assessment?

A If you have the testimony there, I would like
for you to read it.

Q Certainly. I'm reading from Page 53f cf the
cross-examination of Gene Myer by the PUC staff.

MR. ROZZELL: Wait a second, excuse me. Is
this a transcript page or a page from the direct testi-
mony? Exactly what document is it tnat you're reading
from, Mr. Baker?

MR. BAKER: I'm rceading from the transcript of

the hearing before the Public Utility Commission in

ALDERSOMN REFORTING COMPANY, INC.
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Docket No. 2676.

MR. ROZZELL: Docket 2676. Okay.

Are you going to ask the witness to == Well,
go ahead. Proceed.

MR. BAKER: I was going to ask the witness
gquestions about some 0f the stuff -- He asked me to
read him the testimony, and I will, if that's permis-
sible.

JUDGE WOLFE: Go ahead.

BY MR. BAKER:

Q The guestion he's answering is =-- The question
is from a member of the PUC staff. It says, "You're not
implying to us that HL&P is completely inflexible in ‘ts
firancing plans, are you?"

Answer from Mr. Myer: "I would rank HL&P in the
top five in this country in the utility industry so far
as inflexibility as to future financing requirements. And
this stems primarily from the enoirmous, absolute amount
of dollars that this company needs to iaise as it goes
into the next one, twoc and thre: years. Thus, I place it
easily in whe top five in the least amount of flexibility.
It's hard to imagine a month going by over the next two
years that this company will not either be selling some
form of security or ccmpleting the preparation for the

next month's sale of rhem."

ALDERSON REPORTING COMPANY, INC.
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Would you agree with Mr. Myer's assessment at

that point in -ime?

A Well, ctha” was Mr. Myer's assessment. We
have not had a sale or completed the sale of a security
in practically each and every month since that time. So,
that was Mr. Myer's opinion.

And he believed it, or else he wouldn't have
answered that. We did have some flexibility, evidently.
But he says inflexibility or ... one ... with the least
amount of flexibility ... or whatever.

But there is still some left, Mr. Baker.

Q Let me clarify. When you and Mr. Myer speak of

flexibility, what exactly do you mean?

A Let me speak for mysz2lf.
Q Certainly.
A, That fl=xibility here gives us the ability to

extend the completion dates of 2 project €0 that you can
space out the financing needs of the company in a much
better position than you could, if you were locked into a

particular situation.

And this is what we have done with the re-

structuring of that program ... is (> gec some flexibility

in our ability and to finance and do the constructicn.

Q Well, would you say that with the deferral of

construction that you are now pretty fra2e, in terms of your

ALDERSON REPORTING COMPANY, INC.
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flexibility and financing then? Or are you still right
there at the edge?
A, There ==~
MR. ROZZELL: Your Honor, I object once again to
the form of that question as being impermissibly vague.
I certainly don't know what "reasonably free" means.

MR. BAKER: I don't think it's any more vague

than the term "flexibility," but maybe ~- maybe I could jusf

say "reasonably flexible" then, instead of "reasonably
free."

I'll rephrase the guestion that way, if that
will deal with the objection.

MR. ROZZELL: Well, I have an objection to
that -- to the gquestion that has been asked. If ,ou want
to state a new gquestion, I'll reserve judgment until I hear
&

JUDGE WOLFE: Well, do you wish to restate or
du you wish the Board to rule on your original guestion?

MR. BAKER: I don't mind just restating it
and making --

JUDGE WOLFE: Fine, go ahead.
BY MR. BAKER:

Q Would you say that the deferral of construction

has put you in a con=iderably more flexible position with

regard to financing than you were in in 19792

ALDERSON REPORTING COMPANY, INC.
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A, Well, now, we got into a discussion about the
meaning of "flexible," and I gave you mine. If you're
u.ing the word in the same context and meaning that I
was, I can answer your question.

Q I'm trying to use it in the same ccntext you
are.

A Yes, w2 do have more flexibility in the financing
that we don't have to go, as Mr. Myer had indicated in
his particular opinion, every munth or completing one
every month.

T have not been ba~* *0o the financial market
since last March. So I think that we do have flexibility
or timing, the type of securitv that we can issue, and
we're in a much more favorable position, y2s.

Q Even with the lowered bond rating in the interim
from 1979 to the present, your posi“.ion is still more
flexible than it was then?

A Than if we were locked into that program that ==
and we could not change it, yes.

Q Do you reca2zll Mr. Myer testifying in that
case that -- again under cross-examination =-- tha. "I'll
have to warn you, there's a first-class chance this
company will not raise all the capital it needs with
either an A rating through the markets that I see in

the next two or three years ahcad. I think that is one

ALDERSON REPORTING COMPANY, INC.
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first-class gamble, to gamble that this company can get
the job done with an A rating."

Do you recall that testimony?
MR. ROZZELL: Your Honor, I object to that
question. Let me tell you why: Mr. Baker is reading

now from a portion of the transcript of a regulatory pro-

ceeding before the Texas Publis Utilities Commission. This

transcript is not a part of the reccrd in this proceeding,
nor has any effort been macde to authenticate that or to
indicate that it is a true and correct copy of the
transcript.

And, in fact, Mr. Baker is asking the witness
to agre¢e to testimony, supposedly appearing or allegedly
appearing at that transcript page, without showing it to

the witness.

And I would object to both the failure tg¢
by Mr. Baker tc authenticate that transcript and to his

fa.lure to shcw the statement to the witness before

asking him to agrees or disagree that that statenunt vas in

fact made.

JUDGE WOLFE: I can give the parties five
minutes to look at th: transcript to decermine whether
it‘s a true and accurate copy, if that's possible. And
if it is a true and accurate copy, then you anay show

the portion of the transcript that you wish to have him

ALDERSON REPORTING COMPANY, INC.
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JUDGE WOLFE: Has the.> been any agreerent S TO” |
on the transcript in PUC Rate Case Docket 2676, that it
i1s accurate? Has it been verified?

MR. ROZZELL: Your Honwr, 1 think that we have
an agreement as to how to proceed, and let me see 1f I can
state this jointly for Mr. Baker and myself and let lam
add whatever he feels is 2ppropriate.

We do not currently have a way to verify
whether the transcript that we're using here is a
corrected copy of the transcript of the proceedings
before the PUC.

However =-- and I might also point out that
we've discussed this with Mr. Dean, and he was not
present for the entire examination of Mr. Mever. f

However, we have indicated to Mr. Baker, and I
believe that he is agreeable in proceeding along the
basis whereby we would not object to his readine¢ o:
showing to the witness portions of tnis transcript so
long as any questions that result from thact are propounded
to the witness after he has had a chance to review the
poitions of the transcript from which Mr. Baser is taking
his guestions.

JUDGE WOLFE: All right.

MR. ROZZELL: Have I accurately stated that,

Mr. Baker?

MR, BAKER: VYes. I would just add that this

ALDERSON REPORTING COMPANY, INC.
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is the copy of the transcript, whether corrected or
uncorrected, that was provided me by Baker & Botts during
discovery, and that it was provided to me some six months
or more after the final order was filed in that case.

JUDGE WOLFE: Well, ther='s no problem anyway.
You've agreed upon the procedure.

I would like to interpose for a moment.

Mr. Dean, you have stated who Mr. Meyer is
once before; but once again, who is he and what is ais
relationship to HL&P?

THE WITNESS: Gene Meyver is a vice president
of the investment banking firm of Ketter Peabody located
in New York.

Ketter Peabody is one of our investment
bankers.

JUDGE WOLFE: I see. All right.

All right, Mr. Baker, back to you.

BY MR. BAKER:

Q Do you need to see this particular one?
A I would like to see it.
Q All right. I would iike to ask Mr. Dean to

just read this portion of the testimony at page 618, line

12, 1f you all choose.

A, May I read the gquestion and then may I read

the whole answer?

ALDERSON REPORTING COMPANY, INC.
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JUDGE CHEATUM: Certainly.

THE WITNESS: The whole guestion is not there.
See, you go from page 603 to page 620.

JUDGE WOLFE: Well, without more, we can't hear
that answer or any testimony by Mr. Dean on that answer,
absent the gquestion.

The answer in and of itself doesn't mean anythi&g.

MR. BAKER: I think the answer stands on its
own, but I'm not sure what the ruleg of evidence are on
this.

JUDGE WOLFE: Well, I've ruled.

MR. BAKER: Okay. That settles that.

BY MR. BAKER: |

Q Getting back now to your own testimony before |
the Public Utilities Commission in the current docket,
you were testifying as to the downgrading of securities
by Moody. I'm reading from page 8, line 6.

Did you state there that, "Every downgrading
eliminates a portion of the market for our securities"?

A Yes, I did.

Q Did you further testify that, "Any further
deterioration in HL&P's credit standing would jeopardize
the company's ability to finance its construction program"?

A I did.

Q Are you prepared to state now that there will

ALDERSON REPORTING COMPANY. INC. |
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6-4 ) abcolutely be no further downgrading of L L&P securities?
. 2 A Absolutely not, but we are going to certainly
3 do all in our power to keep there from being any
. 4 downgrading, and we think that with the prcgram that we
5 ' have at the present time as it is now structured, that
6 there's a good possibility that Moody's may reconsider and
7 change their rating upward again.
8 Q What has happened that leads you to believe
9 | that that might be the future course of your bond rating?
10 A Well, Mr. Baker, as we have talked earlier

1 today relative to the visitation with Moody's and ,

REPORTERS BUILDING, WASHINGTON, DC. 20021 (202) 5542345

12 Standard and Poor, Duff and Phelps and Fitch, when we |
|
| |
‘I' 12 had first jiust gotten the 1581 estimated budget together |
14 and made the projections of the ensuing year's costs from
15 that, that we were trying to brinc a bond issue to market.
= 16 In my visitation with those firms I explained
A |
= 17 to them what the situation was w. th that and that we were
=
i '8 going to have tn change it.
. 19
z And as I indicated earlier, Standard and Por.,
20 Duff and Phelps and Fitch maintained their ratings.
2] Moody's elected not to.
‘ a We have nade a substantial change in the outside
3 financing reguirements and the amount of expenditures that
4 . ; : 1
. ’ were projected to be made in those years, wherein we took
25

$900 millior out of the three years 196., '2 and '3 on that

ALDERSCN REPORTING COMPANY, INC.
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program.
I think that when we go back and ask Moody's
to rate any upcoming issue and we can show them those
numbers again and where they are, that there is a good
possibility they will reconsider; but I don't have any
assurance whatsoever that they will. But I think that we

have removed one of their main concerns, and that is that

the size of that program and the timeframe that it was

trying to be accomplished.

Q Was HL&P ever a AAA rated utility?

A It was. :
Q. When was that?

A, It was downgraded in 1975 and that was because

cf needing to have a rate increase and it was not
forthcoming in a timely manner.
So the earnings would not support what the
rating agencies perceived to be the program at that time.
G iis I recall, was that the same year that you

deferred construction of Allens Creek?

A *llens Creek was deferred subscjuent to that
downgrading. That is correct.
Q So you've hac two bond deratirgs over the last

decade, each of them associated with deferral of
construction of this project; is thet not correct? 1Is

that correct?

ALDERSON REPORTING COMPA Y. INC. |
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A, I don't think I can answer that that way. I
would say we've had two down ratings and it was because
of the size of the construction projects that we had
ge.rg, not ttributable to any one .

Q But is it not correct that at the time, either
very shortly before or within a couple of months before
~r after that down rating, you deferred construction on

the Allens Creek Project?

A Which down rating? The '75?
0 v75 and "81.
A We deferred the constructioi of Allens Creek

r=
/

omn

in as a result of trying to get a program manageable.
We have also deferred not rnly Allens Creek
but four lignite units in 1981 to get the program to be
one which is more financially manageable, and have
extended t'.2 completion dates of those units, yes.

One was +hat in 1975 Allens Creek was
indefinitely deferred. In this particular situation it's
been deferred .or two years, or a stretch-out period,
really, for completion.

Q Did you testify before the PUC in the most
recent docket with respect to the deferral of the

construction program, did yor testify that this deferral

was prompted by “he "inability to obtain the maximum

amount of external funds that the prior program required”?

ALDERSON REPORTING COMPANY, 'NC.
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A What page are yvou on, sir?

©

Page 9, line 5.

A That 18 correct.

AR Nl LB

Q Was this inability based on any judgment by the

company's investment bankers?

A The inability was based in conjunction with

consultation with the investment bankers, ves.

Q And what was the resu_:c of that consultation?

MR. ROZZELL: Your Honor, I object to this.

This question has been asked and answered at least four

times. I don't know how many times we can circle around

the same bush and try to conme at the same guestion from

a little bit different angle.

Mr. Dean has testified as to his understanding

of the reasons for the stretch-out period, the consultations

with the investment bankers both before and after

decision, and I think the record is perfectly clear on all

of those points.

that

I don't see any reason for us to clutter it up

with repetitious testimony.
MR. BAKER: The answer that I have not
from Mr. Dean refers to any maximum amount of new

financing.

JUDGE WOLFE: I'm sorry, I missed that.

MR. BAKER: One thing that hasn't been

ALDERSON REPORTING COMPANY, INC.
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out of this testimony so far is tiat there is considered
to be a maximum amount of equity financing which is even
possible to obtain in a single vear.
I believe if you let me go on with the question,
I can -~ we will cover new ground.
MR. ROZZELL: I haven't heard that question, '
Your Honor, and I would still maintain my objection to the E
one that we have pending. |
JUDGE WOLFE: I'll sustain the objection to the
first questicn. You may pose your question or the questionf
you just indirated you wanted to explore.
MR. BAKER: I'm sorry if I'm fumbling a little
here. 1
JUDGE WOLFE: Thet's all right. Go ahead.
BY MR. BAKER:

Qo Did you in consultation with your investment
bankers establish a maximum amount of new eguity financing
which could be raised in any given single year?

A We established a figure which we thought
could be obtainable, and that figure is the one that's
set forth in this testimony you were reading from just a
few minutes ago, if we carry on, that, "W.th input from
its investment bankers as to the waximum amount of new
equitv financing, initially 200 million of common &tock

and 100 million preferred stock, that can reasonably be

ALDERSON REPORTING COMPANY. INC.
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cbtained 1n a single year."

Now, they say "reasonably be obtained in a
single y7ear," and we tkhink that that is pretty close to
the maximum.

Q What are those figures as to the maximum amount
of common stock and preferred s..ck that can be sold?

A Initially, 200 million of common stock and 1lu"
million of preferred stock.

Qe Nkay. Has HL&P managed to sell this much stock
in any previous year?

% We have not sold $200 million of s*ock in arny
previous vear. wWe have sold in excess of $170 million of
stock in a previous year.

Q What 1s the largest amount of preferred stock
you have ever sold in any given year?

A Fifty million.

Q So your plan is based on s2lling twice as much
preferred stock as any previous year?

A That 1s correct.

Q And you've testified previously, I believe,
that your last issue of specific kind of preferred stock,
there was no market for.

A That is correct.

o And vou also, I believe, testified that the

other type of preferrad stock that involves a sinking fund,

ALDERSON REPORTING COMPANY, INC.
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A Mr. Baker, if I had known those, I would have
put them in there.

you classify the cost of the South Texas

(o}

Q. Woul

Project as a major uncertainty?

A That depends.
Q What does it de;end on? ;
A «# much the cost may be. If it's not much

ovi:r and above what the current estimate is, that's not
rnuch of an uncertainty.
If it's substantially more, it could be.
Q If you don't know what the cost will be,
wouldn't that gualify as an uncertainty?

A It is an uncertainty.

Q. How about the future cost of Allens Creek
Station? Would that qualify as a major uncertainty?

A We think that we have a good figure on Allens
Creek. 1It's a current estimate.

The estimate on South Texas is a 1979 estimate.

) Well, while we're on th: subject of
uncertainties, I'4 like to ask yru what would be the
financial picture at HL&P _f there was a major accident
involving loss of plant at one of your facilities somewhere
in the next decade?

A Could you quantify what that loss is?

Q Suppose, say, after the startup of the South

ALDERSON REPORTING COMPANY, INC. |
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Texas Project taat there was an accident such that you
lost that whole facility?

MR. ROZZELL: Your Honor, I object to that. I
don't see how that's relevant. It seems to me to be
beyond the scope of the contention here, which is whether
or not the company has the ability to finance Allens
Creek.

MR. BAKER: I'm just trying to establish what
the uncertainties are and just how uncertain are they.

MR. ROZZELL: Mr. Baker, you're trying to
establish the uncertainties that are associated with the ;
witness' testimony that is addressed to an entirely
different subject ir an entirely different proceeding.

MR. BAKER: No, I phrased the question, what
would be tne effect on the Allens Creek construction
program if there was a loss of plant accident at one of
their other facilities.

He asked me to specify cne and I chose the
South Texas Project.

THE WITNESS: If we lost --

MR. ROZZELL: Wait a second.

Your Honor, I might refer you to the text of
the contention itself.

JUDGE WOLFE: Yes, I'm reading that now.

I will have to sustain the objection. I think

ALDERSON REPORTING COMPANY, INC.
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the crosc-examination goes beyond the scope of the
contention itself, Mr. Baker.

MR. BAKER: Do I und::rstand your ruling to mean
that I cannot ask any guestions as tu what the effects
would be of a future loss of plant accident at any
facility on the construction program?

JUDGE WOLFE: It's not encompassed within the
scope of your contention as worded by you, Mr. Baker.

Y¥2u do advert to the TMI-2 accident. That's
the only accident that y»ou refer to, and 1 don't see how ,
the guestion that you asked could be fitted within the
scope of your contention. |

I so ruled. Further, we're trying to keep this ;
pretty much in the realm of what is reasonably foreseeable,f
and we could tack on other speculative guestions that
would lead us nowhere.

MR. BAKER: Well, what I'm trying to establish
here, if I may, is we've had testimony here that they are
right at the limit of how much money they can raise in any
given year; and I'm trying to =-- and they admit that there
are some uncertainties there.

What I'm trying to find out is if they are in
fact right at the limit of the amount of money they can
raise, what would be the effect of some admittedly

unforeseen and perhaps unlikely occurrence on their

ALDERSON REPORTING COMPANY, INC. |
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financing program for Allens Creek.
MR. ROZZELL: Your Honor, as I understand it,

there's no point of contention that's being discussed
now, but I can't let pass noting that the Applicant does
not agree with Mr. Baker's characterization of what has
been estab..shed tr this point in the hearing.

JUDGE WOLFE: I have ruled. Go to your next
gquestion, Mr. Baker.
BY MR. BAKER:

Q. On page 7 of the testimony you submitted in
this proceeding, the first line, you say that, "Of the
61 companies which have nuclear plants under design or é
construction, only 15 companies have more assets than
HL&P."

Do you know if any of these companies have
construction programs that are as ambitious as HL&P's?

A N , T do not have the size of their construction
programs.

2 I'm curicus are there any utilities in the
country tk~t have as large a construction program over
the next decade as HL&P, to your knowledge?

A I cannot name who it would be.

Q So it would be a safe guess then that most

of these -- or would it be a fair statement that these

15 :ompanies with more assets do not have as much of a

ALDERSON REPORTING COMPANY, INC. |
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burden to carry over the naxt 10 years?

A Without seeing what the size of their program
is, I cannot speculate.

Q On the subject of construction works in progress
and rate relief in general, the allowance for funds used
during construction figures in your Exhibit 1, I presume
that they are based on some projection as to what the
construction work in progress and rate base would be over
those years; 1is that correct?

A Those figures were based on the parameters that
were set in the last rate order.

Q So these figures were set assuming approximatelﬂ
70 percent construction work in progress oun the rate base?:

A That is correct.

Q Would not those figures go up substantially if

censtruction work in progress were disallowed in future

rate cases?

A, Would what go up?

Q. The amount of AFDC.

A Yes, they would.

o) Can you give us any rough idea of how much they

would go up if construction works in progress were totally
eliminated from the rate base?
A I cannot quantify that right at this point, no.

Q Even a ballpark figure?

ALDERSON REPORTING COMPANY. INC. |
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A I am not going to guess.
Q Okay. Would Houston Lighting & Power face =-=-
T i S
You testified that the PUC grants construction
wWOork 1in progress 1S necessary to maintain the financial

integrity of the company.

Are there any other constraints in the regulation

1S to allowable construction works in progress, to your

knowledge?

A In 'vThat regulation?
o The Public Utility Regulation in Texas.
A The Public Utility Commission has the

authority to allow a hundred percent or zero percent or
anywhere in between, and that's their responsikility, and
I'm not gquite sure I understand your question.

Q My question is, is financial integrity the
only criterion for deciding whether or not to grant
construction works in progress?

MR. ROZZELL: Objection, Your Honor. I think
that calls for a legal conclusion on the part of the
witness.

MR. BAKER: It calls for a conclusion based on
his experience with the regulation and the regulatory
agency.

JUDGE WOLFE: I think this calls for a factual

ALDERSON REPORTING COMPANY, iNC.
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conclusion based on his experience. Objection overruled.

TH

]

WITNESS T¢'s my understanding that that

is the basic criteria that taey use as to the amount to
allow is to maintain the financial integrity of the
company in their opinion.

BY MR. BAKER:

4] Does not a part of the regulation regarding
construction works in progress require that svch plant
be, qucte, used and useful, end guote, to the public?

A Would you rephrase that guestion or repeat it,
please?

Q Is a part of the regulation which refers to
construction works in progress, does it, in addition to
financial integrity, require the plant in guestion be,
gquote, used and useful, end guote, to the public?

A The problem I'm having with that, Mr. Baker,

3

if it's in construction work in progress, it's not in

.

use at that point i time because it has not been

completed.

Q 1 understand that, but is not that criterion a

part of the regulations?

I don't recall seeing it in there. If you have

-

?-

the regulation I would be pleased to read it and try to

give you an answer.

I don't have it with me.

= -

L
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A, That and to other items in that rate
application, also.

Q What was the result of that hearing? What
action did the City take with regard to granting the
necessary rate relief, or the reques*=d rate reliei?

A. Well, their finding was that they would allow |
less than what the PUC had found, and that was appealed ;

|
back to the PUC and we put the rates in after the appeal |
that the PUC had found just and reasonable.

Q Are construction works in progress charges for
Allens Creek currently in the rate base?

A In the current application, yes.

Q. 1 mean, are they being -- are they in the rate

base now being charged to the consumer?

r

" The rate base that was established in the last

rate order?

Q Yes, I believe it was 3320; is that correct?
A That is the last rate order.
That was a settleuaent issue. The staff had

recommended a disallowance of the Allens Creek expenditures
but I don't believe the stipulation that was entered into

addresses what was allowed or what was disallowed.

Q So is the answer to the gquestion yes or no?
A I gave you what the staff's position was and I

gave you a statement as to what was includeé¢ in the

ALDERSON REPORTING COMPANY, INC. |
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stipulation, that it did not address whether it was in
there or was not in there.
Sixty-nine percent of cnnstruction work in

progr«ss was allowed.

0. Sixty-nine percent of the total =--

A Of the total construction work in progress,
including the Allens Creek in that total.

Q And was there .aything in the PUC final order
or anywhere else that excluded that Allens Crezk?

A No, the final order covered the stipulation.

The staff's prepared te- .imony which was filed recommended

the exclusion of Allens Creek construction expenditures from

the rate bese; but the stipulatio>>n or the order does not
address that issue.

Q So in vour opinion, construction works in
progress by the final order was allowed for Allens Creek?

A I'm telling you that 69 percent of the total
construction work in progress was allowed, that the
stipulation nor the order addressed that issue.

Q Okay. I1f you have a number of projec 3 going
on at any one time, how do you decide how to allocate
your financial resources to a variety of projects? 1In
other words, how much money goes to which plant?

Is there a committee that decides those things,

or a group within the company?

ALDERSON REPORTING COMPANY, INC,
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A Well, you have a comrittee that determines
what the over-all corporate plan is going to be.

You then have those costs of that projent, and
as those expenditures are made, they are budgeted, and that
is approved by the board of directcrs of the coupany, and |
so we do make the expenditures to orderly complete the
project after it's authorized. !

But the board of directors of the company, is
the one that authorize: the buigeting and the projects.

Q What input do the gquality 2ssurance or
guality control personnel on your presaent and future

nuclear projects have to this process?

MR. ROZZELL: Your Honor, I object to this
entire line of gquestioning, as to tne relevance of this
entire line of guestioning.

In looking at Mr. Baker's contention which deal§
with funds on hand and various other combinations which he |
contends may not leave reasonable assurance that the
company can obtain funds for Allens Creek, I don't see
how this line of guestioning is at all relevant to that
co tention.

The line of questioniny, as I take it, is how
are funds; internally allocated within the company.

MR. BAKER: The reason for the financial

gqualifications inquiry at all here is to determine whether

ALDERSON REPORTING COMPANY, INC.
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or not there may at some point be financial problems
which might lead to safety problems.

My understanding is the safety problems are the
main ccacern of the NRC and their main interest. So I
think it is germane to the contention.

MR. ROZZELL: Well, I agree that that can be
encompassed within the bounds of the contention. I just
don't see how this line ¢of ingquiry furthers that inguiry.

(Bench conference.)

JUDGE WOLFE: I take it the thrust of your
gquestion is, Mr. Baker, that in substance =-- and turning
it around, I toke Lt in substance your guery is that
what if HL&P ran into financial difficulties; would there
be some shaving or paring down of the gquality of the
construction? Is this where you are going with this
gu2stion or line of guectioning springing from this?

MR. BAKER: More or less, yes.

JUD'E WOLFE: All right. Let's have your
guestion once again, then.

I'll overrule the objection. Your guestion
once again.

BY MR. BAKER:
Q Quality assurance/gquality control may not have
been the precise word I want. Let's just say in general

there are people on the plant site involved with the

ALDERSON REPORTING COMPANY, INC.
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engineering and the d¢sign, the building of the plant and
who have responsibility to see that the plant is built
safely and according to NRC regulations.

I would like to know who those people are and
what input they have to the financial decision-making, as
far as th« allocation of resources? %

That'~ what the question is, what input do
those individuals with responsibility for building a safe
plant bave to your office in terms of being able to get

. ; . l
what they need at any gaiven time? ‘

!

JUDGE WOLFE: All right. With that understandinb
can you answer the gquestion? |

THE WITNESS: That is a2 part of the over=-all
budget for that par-ticular facility, and those costs are
incurred through contract; and as the work is performed,
then those costs are paid.

That comes in the budgeting procedure that is
done annually. That budget, as I have indica‘:ed previously,
is approved by the board of directors of the companv, and
so then it is an approved project, approved cost tw be madel.
BY MR. BAKER:

Q I'm not sure I understand your answer.
Are you saying that the people with the input

as far as safety and engineering and design have to go

through the board of directors to change the budget?

ALDERSON REPORTING COMPANY, INC.
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A What I'm saying is the¢t ri:an the budget is put
together, those people get their input in putting that
budget together.

It is submitted to the boari for approval, yes,
and to get the budget for that year authorized and the
expenditures authorized, Mr. Baker.

Q Wel!, suppose as a hypothetical matter that ;
after that budget has been established, it turns out that
in order to meet NRC standards, say for weldiing or for
concrete or any number of the safety-related structure
construction, if they find that it's necessary to go :
outside what's been budgeted, how can they bring that i
matter to your attention, or can they bring that matter ;
to your attention and get the problem taken care of; or do |
they have to stay within the budget regardless of what --

A Well, in the first place, we're going to meet
the NRC standards of building, and if the costs overrun
over and above what was budgeted, yes, it can be
changed. It can be brought right back through their
vice president and right on up and get some action on it.

0. My gquestion is, then, what is the procedure
whereby this can be done?

A To operate through their department, to bring
forward here that they need the cost increased and explain

why they need it; and certainly, anything in this area

ALDERSON REPORTING COMPANY, INC.
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that you are addressing here is justifiable and it would
Le approved.

Q Well, I *2lieve at this point the experience
with the South Texas Project is somewhat germane.

Has it been your experience that when safety
problems came up or when more money was needed for welding
or concrete work or whatever, that those peorle responsiblei
did come to you and did ask for more money?

A Mr. Baker, there lL.as not ever been a problem
of money keing available to cover the costs incurred.
This has not been a problem to secure the funds to pay

the costs.

Q Was the decision to hire Ebasco rather than
Brown & Root at Allens Creek, was that decision made on
financial grounds partly?

MR. ROZZELL: Your Honor, I must renew my
earlier objection. I thought at the time we started down
this road that Mr. Baker was getting a little far afield
from his contention, and I think his subsegquent guestions
have demonstrated that.

I think that that guestion is not relevant to
the ability of the Applicant to raise the necessary funds
for financing Allens Creek.

JUDGE WOLFE: I think you have gone afield

there, Mr. Baker, and I'll sustain that objection.

ALDERSON REPORTING COMPANY, INC.
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BY MR. BAKER:

Q I want to go back and pick up one thing chat I
believe I skipped over, and I'll complete my cross-
examination.

We covered this for bonds, but I'm not sure we
covered it for common siock. Y u testified before the PUC
and re¢peated it here as to the last six issues of common
stock by Houston Industries.

I believe you testified that the price received
in each of these six stock sales had been less than that
received at the previous sale; is that correct?

A, Yes, t-at is c¢orrect.

Q I'd like to go =-- return again to the August
l2th response to reguest for additional financial informa-
tion filed by Mr. Goldberg and prepared, apparently,
under your supervision.

Question 3(a) -- or Answer 3(a) rather: The
assumptions upon which the source of funds statement is
based.

No. 4, you say, "Market to book ratio, pro=-
jected common stock offerings."

You give -- list 1981 - 85%; 1982 - 90%;

1983 - 95%; and then 1984 through 1991 - 105%.
I would just like tc ask what you == since

apparently the market to book ratio has been going down

ALDERSON REPORTING COMPANY, INC.
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for the last six issues,f%}y you expect it to go steadily
up over the next ten years, what hasis you have for that
belief?

A Well, we have to take ail of those assumptions
ir. that answer together. And we are also projecting
that your preferred dividend rate is going to go down from
the present, down to the 1984-91 period to 10%.

We think that first mortgage bonds would be in
the area of 11% during that periocd of time.

And the fifth assumption that we have in there
is the common stock dividend payout would be 10% of the
prior year's book value by 1984, which would put it in a
very substantial position so far as cash yield is con-
cerned.

We would e...o7t to be earning more than that,
so that there would be some bases to think that the price
of that stock on the market would perform better than it
has in the past, all of those other things being con-
sidered.

0 But you are asking us to believe, are you uot,
that right this moment as we sit here, you're turning the
corner both in terms of mortgage bond interest rates and
market to book ratio of common stock; in other words, that
the past few years =-- that that trend is going to be

reversed right now?

ALDERSON REPORTING COMPANY, INC.
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A What we have done is given you our assumptions

that we thinX are reasonable to attain, that we used to

put together the answer to the NRC's question. |
Q If you were to graph this and show it to some-
one, I wonder how reasonable it would look.
I guess mayoe that's a comment and ...
MR. BAKER: I have concluded my questioning.
MR. ROZZELL: Zour Honor, I will move that that
last comment be stricken.

JUDGE WOLFE: 1t's so stricken.

Ne'll recess until a guarter of four.

(A short recess was taken.)
JUDGE WOL ': All right, Mr. Doherty.
CROSS-EXAMINATION
BY MR. DOHERTY:
Q Mr. Dean =-- j
A Yes, sir.
Q -=- is the company currently being sued by any

of the partners in the South Texas Nuclear Project? |
A Not to my knowledge. I
Q Okay. Now, when you calculate =-- Looking at
Page 2 of your testimony, when you make an estimate of
costs, I take it that if you had not excluded the
allowance for funds used during construction, the figure

would be higher?

ALDERSON REPORTING COMPANY., INC.
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. A That is correct.
. X ' Q What is an allowance for funds used duriag con-
3 ! struction? I don't understand what that is exactly.
. a MR. ROZZELL: Your Honor, I object. That question
= 5  was asked and answered this morning. Asked by Mr. Baker. [
: ! |
; 6 MR. DOHERTY: I don't recall getting a satis-
2 l
§ 7 factory deiinition of what it is. ;
- | |
2 8 JUDGE WOLFE: I don't recall that that-- It ;
5 | |
g 9 |was adverted to, I think, in this morning's testimony on
4 i |
g 10 | cross-examination. But I don't think a definition was |
= ! !
2 |
z 11 | 9iven as such. i
z | |
‘2“ Objection overruled. |
. 13 ‘i THE WITNESS: Allowance for funds used during !
1 {
i
|

,4viconstruction is a carrying cost of the nonproductive funds
{s | that are -- have been spent for construction during the

16 fconstruction period, irasmuch as that asset is not in ser-

* vice and not earning a return.

18 You have to pay the investor 3 retur: on his money

19 | that you ask him to put into the facility during the time

300 TTH STREET, SW. | REPORTERS BUILDING,

20  that it is not earning. That is made up of twc parts:

21 | One, an equity portion, the other, a part from your fixed

' 22  income ... that security.
23 That is determined on the basis of what the cost
0 24  of those funds are. That calculation is approved and

25 signed off on by the Public Utility Commission. It is

ALDERSON REPORTING COMPANY, INC. |
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applied to the balarce of nonstruction work in progress,
that the Commission does not allow to be included in rate
base, so that if a portion of your construction work
in progress balance 1is included in r ate

base, then you are jetcing a cash earning on that,
and you do not capitalize the allowance for funds, or the
cost of the funds that have not been included.

BY MR. DOHERTY:

Q Well, would an example of that be the money that
was spent to construct the reactor vessel, which I under-
stand is constructed?

A, Any part of a plant durirg the time it's under
construction, yes.

Q Okay, thank you.

Is Allens Creek the most costly venture of the

company at this point?

A, In total overall dollars?

Q Yes, sir.

A Yes.

Q Well, you spoke earlier sbout internally

generated funds. Will this be the largest amount of

internally generated funds that you have needed up to

this point?

A I'm not quite sure I understand that gquestion,

sir.

ALDERSON REPORTING COMPANY, INC.
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Q Well, let's put it this way. Will the amount
of internally generated funds -- now that =-- Does
internally generated furds just mean bills paid, es-
sentially, money from that?

A No. Internally generated funds certainly comes
as a result of the bills being paid. But =-- because if
you did not get your bills paid, you would not make return
on any of your investment at all.

But it is the cash that is provided through
the operation of the business. It's the retained earnings |
portion of your n«t income that you make as a result of
selling your electric power.

It is the depreciation which is a non=-cash
expense. As you are fully aware, it is the recovery of i
the cost of the facility that's being used over its |
life.

Those are the two main items that provide the
cash generation. But that is basically what it is. And
if we assume here that we need to have -- which we have
asked in the rate filings of 40% or so for internal cash
generation, then you apply that to the two billion
dollars.

And dollarwise it would take more "ollars, but
percentagewise, it would be the same as any other con-

struction project.

ALDERSON REPORTING COMPANY, INC.
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Q Well, will the company's requirements for =- of
internally ¢enerated funds to be applied for Allens Creek -
be applied to Allens Creek, be the highest percentage
that it has ever required for a single construction --
plant construction?

A No. I thought I was answering that inasmuch
as we are looking to generate somewhere between 35 and 40
percent of the construction program through our operations
or internally generated funds.

The percentage that we would have would be the ;
same. The absolute dollars would be more because the
Allens Creek project is more -- is the most costly one |
that we have in total dollars.

Q Sticking with percentages though, have you
ever -- has the company ever =-- Has the company ever
constructed power plants using a higher percentage of
internally generated funds than 35 or 40 percent?

A Mr. Doherty, in the sixties in some years we
had internally generated funds that exceeded 100% of
the construction expenditure in that year. And there
was more than one year.

Q Is there a company preference to do it =-=- to
finance new construction through internally generated
funds; or is there none?

A Well, certainly if we could generate all of the

ALDERSON R=ZPORTING COMPANY. INC. |
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funds internally, we would prefer to do that.

But the size of the »>rogram we have, it's not
conceivable. But the larger the portion zould be from
1nternally generated funds, the better it would be,
yes. |

Q Okay, thank you.

You speak of invested capital at Line 9. Does

that term -- that means money invested in the company

by outsiders? 1Is that what that means?

|
A Line 9 where? ?
Q On Page 3, I'm sorry I skipped the page.

o Would you restate your question, sir? ‘
Q I wanted to know what you meant by invested

capital there. It says, "As of December 31," etc., %
"HL&P had invested capital ...."

A That is your total of your long-term debt,
your pref~erred stock, your common equity which consists
of both the paid in capital by the investor, together
with the retained earnings.

Q I think you testified to Mr. Baker that the
company -- I believe it was last year, perhaps the vear
before -- started out on a sale of bonds of 30 years
and ceased that sale and then sold some for ten years.

Now, I gather from that that 30 years =-- you

had rather sell the 30 years than the 10 years. Is that

ALDERSON REPORTING COMPANY, INC. |
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true or not true as a general rule?

A Well, let me first say that in December we did
start to market with a 30-year security. It became
apparent then that the rate for a 30-year security would
be more than what we thought we were willing to pay. So
we changed that security prior to the time that ve were i
going to> negotiate a price, to a l0-year security. i
still was more than what we wanted to pay.

And we had 60 or sc days that we could defer
at least. So it was the consensus of opinion that
there might be a downturn in the interest rates from where
they were in December.

And so in February we did bring to market an
issue which started out to be a 30-year issue again. And |
because of the rate on the 30-year issue, the term of that
security was reduced to 10 years and we did sell it at
slightly over 14%, which was less than what we could have
sold a l0-year security in December.

But the answer =-- now to get to the point of
your question, yes, we would have preferred to sell a
30-year security at a reasonable rate, but not at a
high price rate.

We'd rather go it on the short rate anu

then try to think that the market would improve during

that period of time.

ALDERSON REPORTING COMPANY, INC. ;
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Q Okay. So that =-- I was trying tc get some

way of putting that to you that didn't involve any =--

you know ... just as a general rule ... it's preferable =--
A I =
Q -= to do the 30 rather than the 10 =--
A Excuse me. I interrupted. And let me let you

restate your gquestion.

Q Well, what I was trying to get at =-- I wanted
to make sure you understcod ne, was that as a general
rule, 1s it preferable to sell long-term debt than shorter
term?

A Yes, it is. Any security, the longer the term,
the better.

0 I see.

ALDERSON REPORTING COMPANY, INC.
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BY MR. DOHERTY:
Q Now, when you speak of an operating revenue
on Page 3, is that -=- What is that? I mean, what is

included in that?

A That's a total sales. That's for =2lectric
energy.
Q Okay. And then how is it distinguished from

net income? What is net income?

A Net income is operating revenues less all of
your expenses. That's what is left over.
Q Okay.

JUDGE LINENBERGER: Including taxes?
THE WITNESS: Including taxes, yes, sir.

BY MR. DOHERTY:
Q Let's see ... you state hLere that you have
7% preferred stock as of the last of 1980. Has that

figure held constant, that 7% for the past five years?

A No, it has varied.

Q Can you give me some idea of the variability?
A No, I do not seem to have that with me.

Q. Okay. Well, has long-term debt remained about

the same, in terms of percentages, over the last five

years?

A In the last five years, no, it was in excess

of 50% of the total capitalization ina 1978, as I recall;

ALDERSON REPORTING COMPANY, INC.
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2 What year was that?

A. Houston Industries became the ho' ‘ng company
in 1976. It was actually ... 1976.

Q And has HL&P remained 95 -- I believe you said
95% of the holding company's operation?

A, It has been approximately that, yes.

Q I see. Are either of the other companies,
Primar Fuels or Utility Fuels -- are they =-- No. Are
the  profit-making companies themselves, each of them?

A. Primary Fuels has been up until the present
moment =-- orthe present time. It's in an extensive
exploration program, and the costs that we have here in
connection with t' a4t program and the reserves that had |
been certified to by the engineers =-- reserve engineers
are such that the writeoff of that over the certified
reserves that you would expect have caused it to be in a
loss position.

However, we expect when we get full testing
and all on the wells that have been found that appear to
be commercially productive, that that will turn aronund.

Q Have either of these companies been in urani.m
exploration or uranium development at all?

A Yes. UFI is currently in small mining operations,
yes.

Q Wel®, if either of these companies -- ‘he two

ALDE “ 5 DN REPORTING COMPANY, INC.
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companies: Primary Fuels and Utility Fuels ran into
financial difficulty, :hat would in turn have an effect

on the stock of Houston Industries, would it not?

A That would depend upon the magnitude ==

0 Yes.

A. -= of that difficulty, vyes.

Q Okay. Now, you've testified here as to several
previous rate hike requests and the outcomes. From the

years 1979 through '8l1, what has been the rate increase
for a residential customer under 500 kilowatts con-
sumption -- percentage =--

MR. ROZZELL: Objection == I'm sorry, Mr.

Doherty, were you finished?

MR. DOHERTY: The only thing more I said was
"in percentage."

MR. ROZZELL: I object teo that ¢ estion, Your
Honor, on the grounds of relevancy.

MR. DOHERTY: I believe in here the gentleman
states that they expect regular rate increases through the
Texas Public Utilities Commission. And I think it's a
relevant matter if -- to take a look at how much bills
have been going up.

I don't think it can be assumed that the PUC
will always grant a rate increase, and I think the Board

can have some inkling as to the sensibility cf a statement

ALDERSON REFORTING COMPANY, INC.
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such as that we will be able to obtain rate relief by
looking at the immediate past.

MR. ROZZELL: Your Honor, if I may, rate in-
creases are composed of a number of factors, of which
residential rates is only one. I don't see how that
guestion is relevant, absent some more extensive founda-
tion being laid hy Mr. Doherty.

Just tae question that he has asked has to do
with individual residential bills.

MR. DOHERTY: Well, I believe he testified
earlier that at one point, 1975 I think it was, they
were unable to get a rate increase. And I think that
residential rates often are -- and they were at that
time -- one of the sources of the reasa>ns why this
governmental agency was unwilling to grant a rate
increase because the consumers (that is. the residental
payers) were not pleased.

In addition, I caa certainly ask two quesctions,
that is also asking *the percentaz: 2 of increase for
industrial consumers, too, wi.ich would take care of the
problem. I think if we covered both industrial and
residential, we'd have a pretty substsntial bloc
of their consumption.

(Bench conference.)

JUDGE WOLFE: All right. We'll hear both of

ALDERSON REPORTING COMPANY, INC.
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those questions, one at a time.

Objection overruled.

THE WITNESS: I do not know offhand what the
percentage increase is from 1979 to date. But one
thing I would like to clarify relative to the '75 state-
ment, if I did not, I think I said "timely." Maybe I
did not.

It was a failure to do so. It was not that we
did not get a rate increase. It was timely, and there
were other considerations is the reason that was not
done.

And then in April of 1976, the 1975 application
was negotiated and settled with the City on a very at-
tractive basis for both the City and Houston Lighting &
Power Company.

BY MR. DOHERTY:

Q All right. Sc at this point then you can ==
Can you give us even a ballpark figure of the rate
increases .or either of these two rate classes between
1979 and 1981, roughly?

A No, sir.

ALDERSON REPORTING COMPANY, INC.
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Now, on construction work in progress, do you

know of any state law -- do you know of any filing in the

past legislative session that opposed construction work in

progress?

A

0

You mean proposed legislation?

Well, it would have been =-- no, proposed

legislation is too broad.

Do you know if anyone filed such a bill? It

would not have been passed, I don't think. I'd know it

if it were, but do you know if anything was just [iled?

MR. ROZZELL: Your Honor, I object to that

guestion as to form. First of all, I think it's vague.

I don't know what the difference between

proposed legislation and a bill that was filed might be.

Secondly, I don't see that that is a relevant

ingquiry either.

MR. DOHERTY: I think it's ltighly relevant if

the Legislature is in fact strongly getting ready to

illegalize CWIP in the state.

MR. ROZZELL: The Legislature =--
MR. DOHERTY: Excuse me.
JUDGE WOLFE: Getting re- ly to what?

MR. DOHERTY: If the Legislature is =-- 1f there

is any movement within the State Legislature to abolish

CWIP,

then obviously there's a good deal of relevance here,

ALDERSON REFORTING COMPANY, INC.
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I mean, obviously, if CWIP is tossed out here,
then we have a major change.

MR. ROZZELL: Your Honor ==

MR. DOHERTY: I'm trying to give the Board an
idea of what the climate here is.

MR. ROZZELL: Your Honor, for your information,
the Legislature of the State of Texas will not be in
session again until January of 1983.

MR. DOHERTY: That's not re.evant. I asked
him in the past most recent legislative session if anythind
were done that he knows of.

MR, ROZZELL: Well, if there were a law that
were passed, Mr. Doherty, I suspect that you could ask him |
a guestion about that.

MR. DOHERTY: Well, there wasn't any. We
know that. The gquestion is, was anything filed?

(Bench conference.)

JUDGE WOLFE: Once again, we are n~t interested
in things that might be nor in counting noses and having
polls. It's entirely speculative.

Objection sustained.

BY MR. DOHERTY:

Q Mr. Dean, in 1972 what was the company's
request to the Public Utili:zy Cocmmission for CWIP? Uhat

percent CWIP did they request?

ALDERSON REPORTING COMPANY, INC.
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MR. ROZZELL:
asked and answered
prepared testimoay.

MR. DOHERTY:
BY MR. DOHEAXTY:

Q Now,

did the company receive from the Public Utilities

Commission?
MR. ROZZELL:
THE WITNESS:
JUDGE WOLFE:
THE WITNESS:
JUDGE WOLFE:
Mr. Rozzell?

MR. ROZZELL:

say that that's answered

JUDGE WOLFE:
Mr. Dean,
THE LITNESS:

MR.

JUDGE WOLFE:

MR.

JUDGE WOLFE.

at. page 7, line 17 of

in 1979,

COPELAND:

DCHERTY:

VAR

Your Honor, that question is

Mr. Dean's

All right. 1I'll withdraw t° it.

Mr. Dean, what percent of CWIP

Your Honor ==~

That's answered on page 8.
Mr. Witness.

That's answered on page 8.
You have something to say, ‘ ;
I was going to

Yes, Your Honor.

at page 8, line 1.

When your Counsel is speaking,

let Liim say his piece.

Yes, sir.

He knows he knows more than we

In any event, isn't that so?

Yes, sir, that's correct.

Objection sustained.

ALDERSON REPORTING COMPANY, INC. i
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BY MR. DOHERTY:

Q Mr. Dec1, in 1981 what is the request for
CWIP in percentage?

A Seventy~-three percent.

Q Okay. In 1978 did Houston Lighting & Power's
request for a rate increase total 12.6 percent?

A I don't recall, but that sounds reasonable.

Q Do you recall what the Public Utilities

Commissicn granted that year as a result of that request?

A No.

Q Does seven percent sound reasonable?

A That's probably in the area. :
o] In 1979, do you recall what the regquest to the |

PUC was for the Houston Lighting & Power?

A No, I do not.

Q Does 10.5 percent sound about right?

A Sounds reasonable.

Q. And do you recall 1at the PUC gave as a result

of that request?

A No. I think more in terms of what retuiua we
were granted, Mr. Doherty, and retain those. The other
figures I do not restain, so I will have to answer, if you

continue that, that I don't recall.

Q I have a figure 4.9 percent; does that sound

ALDERSON REPORTING Ci"MPANY, INC.
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A, I will take your figure.
Q Okay. Now, when you stated here at page 3,
you state that, starting at line 15, "We expect that

over the time frame in which ACNGS is being built, the
percentage of construction expenditures attributable to
internally generated funds will approximate our past
experience."

What did you mean by that? What were you

getting at there, sir?

A That we would be able to generate internally a

percentage in the same range that we had had in the gpast,

which would be in the range of 35 or so percent.

Q Did the company =-- excuse me.

A So that we would say 35 to 40 percent would be

what we would anticipate that we would still be able to
generate internally.
with the NRC that figure, that they expected to be 35
to 40 percent financing Allens Creek through internally
generated funds?

A. That's the basis that we put our assumptions
together, yes.

Q Okay. Is the company itself permitted to
invest in other businesses? Can you take some of your

assets and invest in Exxon or McDonald's or any sort of

ALDERSON REPORTING ¢« DMPANY, INC.
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REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202; 554 2345

300 TTH STREET, S W. |

10

11

12

13

14

15

16

17

18

19

20 |

2]

22

23

24

25

'5R00 |

thing like that, or is that prohibited by law. I don't

A I don't know of a2any prohibition, but we don't
have funds to invest in that type of thiag.

We do on a temporary basis inves* surplus
funds that we have from time to tir  in temporary
securities s¢o that they are not just lying over in the
bank. They are out carning money.

We will buy commercial paper, mayvke one=-cday
paper or a little longer than that, but the cash flow on
the outgo and intake is not just absoiutely balanced out,
so you find yourse¢lf in that position. We do make

temporary investmente, but not long-term investment-. f

Q It seems like yo. have a term here on pajse
4, "total capitalization," and that seems like a term of
art. "Total capitalization."

-
I

That's at line, approximately 8, I guess. or

Does that refer %o the amcunt of money invested
in plant?
A That refers to the total of the long-term
debt, the preferred stock and the common eguity.
Q Okay. You have a statement on line 14, same
page, "Therefore, on a reiative basis, the growth in
assets and in capitalization during the period 1981 to

1991 wiil pbpe less thar that experienced by the company

ALDERSON REPORTING COMPANY, INC.
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from 1970 tF-ough 1980."

Now, that is a fairly critical statement it
seems to me, and is that the way it's intended to be?
There's no =-- That's the way *hat's supposed to be,
right?

You are saying that you actually will
experience more growth in '70 and '80 than you expect
between '81 and '91?

A What I said there was that if you look at the
number of times that your capitalization had increased
during that period of time and compared with the number
of times it increased during the pesriod 1970 to '81, that
on a relative basis it was less than.

We talk about an increase in assets during
that first period, 1970 to '80, of 4.8; and we talk
about 3.8 in the '80 to '90 period. So on a relative

basis, the number of times it increases is less.

b

May I ask you to pull the mike up a i+*tle
closer to yourself?
A Surely.
Q Thank you.
Well, then, are you counting on greater
external financing between 1981 and 1991 than you were
fream 1970 to 19802

A Percentagewise or total dollars?

ALDERSON REPORTING COMPANY, INC.
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Q Percentagaewise.
MR. ROZZELL: I object. That gquestion has
been asked and answered. It appears in the prepared

testimony at the bottom of page 4 and the top of page

regard to external runds.

anyhow.

BY MR.

MR.

DOHERTY: Well, my guestion was with

DOHERTY:

Was that what you understood, Mr. Dean?

JUDGE WOLFE: Yes, that was jyour gquestion,

thought.

MR.

5, unless I'm

MR.

DOHERTY: The bottom of 4 and tne top
incorrect, refers to internal.

ROZZELL: That's right, Mr. Doherty.

e

I meant to make it that way,

I

of

The

difference betweer 100 percent and those percents that

are expressed as internal funds are external funds.

BY MR.

2

it was

wasn'+

DOHERTY:

Is

JUL

not 1in

it true, Mr. Dean =--
3E WOLFE: You should have adv.sed us,

7our testimony.

THE WITNESS: Sir?

Mr.

JUDGE WOLFE: You should have advised us it

in your testimony.

THE WITNESS: You told me not to talk

(Laughter. )

ALDERSON REPORTING COMPANY, INC.
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JUDGE WOLFE: Answer the ~uestion.

THE WITNESS: Making a judgment here that since
the internal funds portion is going to remain relatively
unchanged, I have to draw the conclusion that the external
Dortion likewise will remain relatively unchanged.

MR. DOHERTY: Okay. Thank you to you both.

MR. ROZZELL: You are wel -ome, Mr. Doherty.

BY MR. DOHERTY:

Q On page 5 we get into the celebrated derating,

!

and would you say, sir, that Duff and Phelps are comparable!

to Moody's and Standard and Poor as securities ratcrs?

A, Well, I think that there are many of the
investors that probably would rate Duff and Phelps higher
because prior to the time that Duff and Phelps started
the public rating of securities that, as I had indicated
earlier, they had been doing a private rating for their
clients.

These ratings were circulated on the street and
there would seem to be more attertion paid to the DLuff
and Phelps ratings there, so Duff and Phelps decided that

they weuld go pu%lic with it and probably be able to

charge more, a greater fee, for their service; and inasmuch

2s being usec anyway, they just as well benefit by it
themselves.

Q Do you recall when that happened?

ALLDERSON REPORTING < 2MPANY, INC.
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period of time. They went public with their ratings and

A When what happened?

Q. When what you described about this being for

-

sale on the street and so forth? Do you recall =--

5

No, no, I didn't say it was for sale on the

8’84t

0 Well, what you described just a minute ago.

A, I described that they did private ratings for

their clients.

0 Yes, when were they doing that?

A When?

Q Yes. |
A They have been doing that for a considerable |

started charging a ree to the issuer =--

0 When was that?

A I was going to t< 1l you.

Q Gbod.

A, Last year.

Q Last year.

A. In fact, I guess we were one of the first

companies that had them publicly rate our secnrite

o Have there been any cther deratings of HL&P

the last five years tcau this one that you mentioned

A '75 was the only other time.

l ALDERSON REPCRTING COMPANY, iNC.
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8-11 1 Q '75 was the only other time, and that was --
. 2 okay.
3 Was that with regard to first mortgage bonds

that you thought that gquustion was related to on.y?

-

B

e S i A Which gquestion?
r: 1
5 6 Q The one we just went into if there had been a ‘
5 , . |
= 7 rating, I want to say derating, but that doesn't seem. right|,
: |
z 8 | but a lowering of rating in the past five years. That
z 9! was the gquestion.
Z |
Z 10 A If a rating agency lowers a rating, it lowers
z |
- | |
z 1‘1 the rating on all securities at the same time. :
= |
2 12 0 Do they =-- okay. _

. = 13| Well, did Moody's lower the preferred stock as |
2 |
= 14| well? ‘
£
E 15 A, Absolutely.
=
= 16 Q Okay. Now, in the market where stocks and
7
= 17 mortgage bonds are sold, are there some institutional
=
- 18 | jnvestors that by law can only buy in certain ratings,
= 19 ,
H to your experience?

20 MR. ROZZELL: Objectisn, Your Honor. It calls
21 for a legal conclusion.
‘ 22 MR. DOHERTY: I wvsed the word "law." That does

23 put it in that sphere.

. 24 I'll rephrase.

25

ALDERSON REPORTING ZOMPANY, INC. !
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BY MR. DOHERTY:

Q In your knowledge of institutional investors,
do you know of some that have rules which prohibit them
from buying certain types of mortgage bonds or stocks
because of the mortgage bonds or stocks ratings?

A There are thcse, Mr. Doherty, but I cannot
give you the names of them; but yes, there are gquite a
few.

Q So that if a company's stock rating were
lowered it might sort of like mean that some potential
investors were lost; is that right?

A It will mean that some are lost, yes.

Q What is meant by "interest coverage," at the
top of page 6? What does that term mean?

A That is the number of times that your earnings
exceeds the interest requirements.

0. So it's a frequency?

A So if you -- say that you had one dollar of
interest and your net income before interest was $2, you
had a ratio of two. Your times of coverage earned would
be two.

Q. And on that scale, that chart on page 6 would
be 2.0 then, right, that example you gave there?

A That is correct.

Q Okay. Now, when you determine the debt equity

ALDERSON REPORTING COMPANY, INC.
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ratic, do you sum the value of the stock in the company
that the holder is entitled to and say it is a ratio

against the assets; is that how you do it?

A You take the total of your long-term debt, your

preferred stock, and your common equity, and say that
gives you a hundred.

Say that your long-term debt amounts to 50.
You do your ratio and 50 over 100 is 50, so the
capitalization portion of your structure represented by
your long-term debt would be 50,

If your preferred stock was 10, it would be
10, and your common would be 40 t~ sum up. It's just a

percent of the total is all it is.

2

Q Uh-huh, and in the forecast, were you assuming

these rate hi*¥as that would be reguired within that
calculation or th2 lower part of the chart there? 1Is
that a presumed rate hike system?

A It would have the rate increases in there

based upon the parameters that were set in the last PUC

Q Based on the varameters of the last PUC order.

Is that a figure? What is that?
A The parametars are that you would use the
15.8 percent return on equiti;, the same portion of

construction work in progress and all other things that

ALDERSON PEPORTING COMPANY, INC.

|



M5

.
»

REPORTERS BUILDING, WASHINGTON, D.C. 20021 (202)

SO0 TTH STREET, SW. |

10

1

12

13

14

15

16

17

18

19

20

2]

22

23

24

25

' s.;.e.aw!

the PUC considered to determine the amount of the rate
-acrease that was crantad.

Q Is the company below {he median on long-term
debt for an A-rated ccmpany on that?

A Would you restate that auestion, plsase?

0 Certainly. 1Is the companv below the median on

long-term debt for an A-rated company?

A It indicated here that the A-rated company is

52 percent and we are at 49 peircent, so yes, we are below.
Q Okay. |
A And it's a good place to be.
Q In your opinion, is it preferable to be ;

capitalized on preferrea "r common stock? |

A Pardon?

Q In your opinion, is it preferable to be
capitalized on preferred or common stock? I guess it's
inconceivable that it would be a hundred pe:cent of one
or the other, but which is healthier, to have a higher
percent of which?

A The common stock.

Q Common, okay.

On the top of 7, you spoke of "61 companies.”
Are all these U.S. companies?
A Yes.

) Were the public utilities excluded?

ALDERSON REPORTING COMPANY, INC.
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1 A These are privataely-owned companies.

2 Q These are all private?

3 i Yes.

4 Q Now, of the 15 companies that you mentioned

5 there who are companies with more assets than HL&P, do

6 yYou know if any of these companies =-- or how many of these |
|

7 : c~mpanies generate more electricity than HL&P? 3

8 | A I do not see that there would be more than five =

9 ; there could be more than five, because we are the sixt!

10 largest generator of electric energy in the United States. |

ll:} Q So at most it could be five, then? ;

12 | A That's right. |

13 | 0 Okay. Well, the company seems to have =

14 going to CWIP a minute, it seems to have reguested more

15 CWIP than it received.

16 Has the company been sort of trying to take a
17 guess at what might eventually the decision be where it
18 - would get about what it really needs, or has it been

17

somewhat overestimating?

20 A, Mr. Doherty, we ask for exactly wahat we feel

21 that we need. As always, there is a difference of opinion,
22 and the PUC grants in its opinion what they feel that

23 we need.

24 So then we come back agaiu. So we ask for what
25

we think we need.

ALDERSON REFCRTING COMPANY, INC.
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8~16 1 Q Well, I think we've pointed out that you have
' 2 not gotten, then, what you need. Has that interfered with
3 the construction program, to your knowledge?
. - A It just occasions us to come back and
g 5 make a request to the PUC sooner than we would if we had
8
Z2 6 gotten what we originally asked for.
3
] 7 We have been able to carry on the construction
’
~N
3 8 | program in a stretched out mode, but we would have had to
o
A‘ ' 3 » » »
- 9 do that in all likelihood anyway because of the size of
z
; 10 +he program and the external needs that would have to
- | be met.
» i
s 12 JUDGE WOLFE: How many times during the course
‘l. =) 13 of a year can you come back to the PUC, or is it just on
7
= 14 a yearly basis?
= 13 THE WITNESS: No. We could come back at least
=
- !
z 16 | twice or more. Our rate lawyer is out there in the
r
E 17 audience. He could probably answer that better than I.
=
: 18 JUDGE WOLFE: Well, from your experience, how
pl L e
2 often?
» THE WITNESS: We received an increase in
1 2 ) s
: January of 1980 and we came back in July of 1980 with a
22 . .
. rate filing, and we settled in September and put the
23 . : &
rates into effect in October of 19RO,
4 F .
. 4 So wY put two rate increases into effect last
25

ALDERSON REPORTING COMPANY, INC.
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JUDGE WOLFE: All right, Mr. Doherty. Go
ahead.

MR. COPELAND: I'm sorry to see Mr. Dean
thinks his rate lawyers know more than he does about
rates and his nuclear lawyers don't.

(Laughter.)

THE WITNFSS: Well, if he's going to sit out |
there and listen, I want him to work.

(Laughter.)
BY MR. DOHERTY: '

Q. Well, in following these more frequent visits
to the PUC, have you still been able to get the amount of
CWIP you need? {
A Well, I have a hard time in divorcing it by

pie~es. It's the over-all results that we need. 1It's
the dollars that we need, and if the PUC wanted to reduce
the amount of CWIP and increase the return on equity,
that would accomplish the same thing.

It's the amount of dollars we need to make it
ongoing. 1It's not a matter of how much CWIP is ir there
as opposed to return.

It all goes together as to how 't fits together
to bring out the total results.

Q All right.

ALDERSON REPORTING COMPAN', INC. f
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BY MR. DOHERTY:

Q Then in putting it together, have you been
able to get the money you need from the PUC to keep to
the construction program?

A We have not gotten the amount that we felt
was required, so we have come back more frequently than
we would have otherwise.

Q And has that also resulted in a slowed con-
struction program?

MR. ROZZELL: Objection, Your Hecnor. That
question has been asked at least twice, and answered at
least twice.

(Bench conference.)

MR. DOHERTY: I want the Board to rule. I
don't want to say, "No, it wasn't."

(Further Bench conference.)

JUDGE WOLFE: Sustained.

BY MR. DOHERTY:

o Well, in not granting the amount of CWIP
that you've requested, what reascns has the PUC given?

A I don't recall that they've really had a
reason. They have allowed -- They've found ... that
they allowed so much CWIP., They have allowed a certain
reurn on equity, and they've allowed the embedded

costs. And they've said that this in their judgment is

ALDERSON REPCRTING COMPANY, INC.
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reasonable.

Q On Page 8 there is a guestion here =-- well,

it's not really a guestion. It has got the little

letter "g" in front of it, but it says it's not a

guestion.
It just says, "Much of the forecasted internal cash
position, earnings, rate of return on common egquity, and
coverage ratios depends upon receiving adequate and timely
rate relief from the Public Utility Commission of Texas."
Do you agree with that statement? i
A Sure.
Q Okay. Now, is the Public Utilities Commission

the first body that makes a decision on a rate reguest

by HL&P?
A It has been.
Q Doesn't the =- Don't you also have to go to

the City -~ each city in your rate -- service area

first?
A No, sir.
Q -- before going to the PUC for a rate request

for that particular city in the service district?

A The actnal order is that we file with each of
the cities that have jurisdiction and the PUC at %“he same
time, be. -"se the PUC has original jurisdiction over

the rural : 2s.

DERSON REPORTING COMPANY, INC.
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The cities have original jurisdiction over the
rates within their corporate limits, if they have not
opted to give that authority to the PUC.

So the filing is made simultaneously.

Q All right. Now, what happens if a city the
size of Houston grants no increase whatsoever tc == Or ...
you know, dismisses your request with nc satisfaction?
What do you do then?

A, Appeal to the PUC.

Q What percent of HL&P'sS == I'm trying to think of
the right term -- sales (I guess it would be) of service

is to the City of Houston?

A I think it's somewhere in the area of 35-plus E
percent.

Q Okay. Now, you mention on Page 9 a neighboring
utility. You state that "The Company's financial fcre-
casts ... target 15.8%," in the financial forecast.

And you say, "This return, which is .2%
below that granted in a neighboring utility's most recent
case, was granted by the Utility Commission to HL&P in
its most recent order."
Who is the neighboring utility?
A I believe that's Gulf States.
Q Gulf States. Do you know if, in fact, Gulf

State Utility has lower residential rates than HL&P at

AL.DERSON REPORTING COMPANY, INC.
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this time?

MR. ROZZELL: Your Honor, I object. I don't
know what the relevance is of that particular question to
the guestion of whether HL&P can generate sufficient
funds to finance the Allens Creek Nuclear Generating :
Station. |

MR. DOHERTY: The testimony puts forth as some
type of evidence that they will be able to continue to
receive, or will receive for the first time =-- I'm not
sure which -- 15.8% target return on equity. It
buttresses this idea by indicating that one neighboring
utility got a slightly higher amount in one case -- or a
recent case.

What I'm asking him the question for is I want |
to find out if that particular neighboring utility has
charged such low rates for such a long time that perhaps
this is merely a catch-up going on, and that, indeed,
getting 15.8% is not a reasonable expectation.

MR. ROZZELL: I continue my objectiorn and would
point out that the figures that we're talking about on |
Page 9, Lines 6 and 7, is return on equity.

MR. DOHERTY: All right. 1I'll withdraw th«t.

BY MR. DOHERTY: '
Q So the neighboring : tility was Gulf States

Utility. Do you know if the return on equity for Gulf

ALDERSON REPORTING COMPANY. INC. |
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States Utility is equal to Houston Lighting & Power's?

A, I don't understand your guesticn, sir.

Q Doesn't your testimony state that the most
recent order =-- the most recent case of Gulf States
Utility, that the PUC granted a 16.0% return on eguity?

A I state that, and that is .2 more than what |
they had granted us in our last rate case.

Q Uh-huh.

A So they have been granted by the PUC 16% against
our 15.8, which is more. And, therefore, I really don't |
understand your gqguestion.

Q Okay. The gquestion got a little snafued in
the beginr.ng, and that's why I was trying to refit it ;
and it doesn't work. Let's drop it. Okay?

A. Yes, sir.

Q Do you know if the City of Austin, cne of the
South Texas Nuclear Plant partners, has planned a
referendum to decide on staying in the 3outh Texas Project
Partnership or leaving the partnership?

A I understand that there is a referendum being
considered.

Q I see. What would be the effect if the City of
Austin withdrew on the financing of the Allens Creek
construction?

A. There is a provision in the participation

ALDERSCPMM REPORTING COMPANY, INC.
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agreement as to what happens to their share o7 that pro=
ject, that they can sell it. The remaining participants
have right of first refusal, I believe.

(Pause.)

MR. DOHERTY: Your Honor, having consulted with
Mr. Baker about a couple of things, I think I have com-
pleted my gquestioning.

JUDGE WOLFE: All right.

Is there redirect, Mr. Rozzell?

MR. ROZZELL: Yes, there is, Your Honor, but
before we begin, if you will accept the representation
of an 0il and gas lawyer acting as a nﬂclear lawyer who
has been advised by an electric lawyer, there is no
prohibition in the State of Texas against multiple rate
filincs in any given year by a utility.

REDIRECT EXAMINATION
BY MR. ROZZELL:

Q Mr. Dean, do you recall your exchange this
morning with Mr. Baker in which you discussed the $1.055
billion estimate that appears in Supplement 2 to the
Safety Evaluation Report?

A Yes.

Q Do you know when that estimate was provided
by HL&P to the Staff =-- the NRC Staff?

A After looking at this report, it indicates it

ALDERSON REPORTING COMPANY, INC.
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All right, sir. And do you recall in Docket
return on equity was requested by the company?

16.5, 12 I racall,

And I believe your testimony states at Page 9,

Line 6, theat the return »n equity granted by the Commis-

sion was i5.8%,

A,

That is correct.

With respect to Docket 3955, is that your cur-

rently pending rate case?

)

v

Yes.

“hat rate of return on equity has the company

requested in that case?

A 17%.
Q And has the Staff filed testimony in that
case?
A. It's my understanding they have.
0. Have ==
MR. DOHERTY: Excuse me, counsel, staff of
who?
MR. ROZZELL: The Public Utility Commission
Staff. I'm scorry, Mr. Doherty. Thank you.
MR. DOHERTY: Well, I'm sorry to interrupt,
too,
THE WITNESS: Yes.
/17
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L

And do you know what rate of return on equity

the Public Utility Commission Staff recommended for

A, It's reported to me as 16.25.

Q All right, sir. Mr. Doherty asked you some
questions concerning the City of Houstcn versus t.e
Public Utility Commission rate regulation, I believe.

Does the Public Utility Commission of Texas
ultimately set a uniform rate for all customers within
the utility's service area?

A The Public Utility Commission is the appellate

jurisdiction, and it has the -- it has always set, in our

cases, the same systemwide rate.

ALDERSON REPORTING COMPANY, INC.
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MR. ROZZELL: All right, sir.
No further redirect, Your Honor.
JUDGE WOLFE: Board questions?
BOARD EXAMINATION
BY JUDGE CHEATUM:

Q. Mr. Dean, on Page -- itae first page of your
Exhibit 1 under "External Financing," you ha.e2 a line
labelled "Contribution from Parent." The parent doesn't
seem to have been very generous.

(Laughter.) }

And I would like to know who the parent is. é

A The parent is Houston Industries.

|
Q That’s what I assumed. f
A, And just as a contribution to the capital

structure of the Lighting Company, nc. It has
received stock issued by the Lighting Company in return
for the investment that it has made in the Lighting
Company.
And, rest assured, that the proceeds, with a
very minor exception, that we have had from the stock
sales of Houston Industries have all been invested in
Houston Lighting & Fower Company stock.
Q Now, as I understand it, Houston Indu-tries =-- ther
are three companies which operate ... should I say

"under" Houston Industries?

ALDERSON RE?ORTING COMPANY, INC.
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A Well, under their ownership, yes.

Q Under their o7 nership.

A Yes.

2% Is there any mutual supporting role of the

three units in Houston Industries that is possille in the
evert that one of the units became financially embarrassed
or troubled?

A Well, they ==

Q In cther words, is there any advantage to any
of the three -- amona the three to being in the umbrella
of Houston Industrie~?

A Well, we think there's certainly an advantage
to Houston Industries to have that ownership because it
gives it the ability to have a more diversified operaticn
than if it were just a public ntility, and that it has
been such that we have been able to kzsep those companies
on their own for the most part.

We aid taxke some of the funds of one of the
stock sales and invested that in Utility Fuels to get
more capital in it. And that was two million dollars, as
I recall, of one of the stock issues that we took and put
in there as additional common equity of that company.

So far as Primary Fuels is concerned, its
equity, we started out with $100,000 of common eqguity in

that company and moved on into borrowed funds. And then

ALDERSON REPORTINC COMPANY, INC,
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from the retained earnings, it has mair.ained all of its
equity contribution that way and has, in fact, returned
the original $100,000 investment through dividends back
to the holding company.

So, in effect, it has certainly been self-
sufficient. And I think it could operate on its own, if
1t had to be.

But I think also it's a great benefit that
the holding company have it because that is one of the
added "kickers" that some of these investors se:» as a
possibility that che earnings can be great:«r for
industries than it would be if it were just a utility-
type hoiding company, and one which I think has enabled
the stock to sell at a higher price earnings multiple
than many of the utility companies.

Q Would you say that that ch:racteristic of the

use of the industries is one of the, perhaps, major benefits

to HL&P which you said was definitely a benefit in answer
to a question just put to you a little while ago?

A Yes, sir.

Q I see. Going back a ways to some of the cguestions

that Mr. Black asked ou about the makeup of the Texas
“UC. I believe you said that the members of the Commis-
sion have six-vear terms?

Yes, sir.

o &)

ALDERSON REPORTING COMPANTY INC.
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1 Q I'm wondering if those terms are staggered?
. 2 ‘ A Yes, sir, they are.
3 2 They are staggered?
‘ 4 A Yes, sir. When the Commission was originally
o § | set up, three members had two-, four- and six-year
3 6 | terms. So at the end of this first-~two year period, you
f:='; r & got a six-year appointment and then a four-year period, '
:§: 8 and now it's on a six-year expiration. |
E 9 ; Q In answer to one of Mr. Baker's questions re-
A
% 10 garding the testimony of Mr. Myer before the cited
z
g 1 j hearing at which he appeared -- cited by Mr. Baker -- |
; 12 : was Mr. Myer a witness for Houston Power & Light?
' f 13 ‘ A, Yes, sir, re2 was. (
% 14 | Q Okay. I just wondered about that.
; IS 4 Getting back to the Houstor Industries and some

16 | strength or advantage that the holding corporation brings

; 17 to the members of Houston Industries, Houston Industries
? 18| itself as a holding company, it 1s capable out of its
z 19 own funds, capable of assisting ap of the member units
- 20 witain Heuston Industries?
21 A It would be able to do so through the sale of
. 22 common eguity.
23 0 I ses=,
‘ 24 A. -= or through a debt facility that it might
25 have. But at the present time it is dependent -- since it

ALDERSON REPORTING COMPANY, INC.
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has no operations itself, other than through its sub-
sidiaries, then its income actually flows from the sub-
sidiaries.

Q In many respects, Houston Industrias (s really
a company which -- whose major furction perhaps is sort
of service, a service to the subsidiari-s?

A, That 1s correct.

Q As you know, this Board is =-- let's s.y our
primary interest in the financial health of Houston
Power & Light is in terms of is it capable of safaly
constructing a nuclear nower plant, and of cHurse, in
operating a nuclear power plant.

So that we are interested -- and I don't know
whlether you consider yourself gqualified to answer th~
gquestion =-- but in the event of financial hardship along
the way and down the line, in the course of construction
cf ACNCS in the event you had -- you were successful in
getting a construction permit, how would the gquality
of constructicn (the labor, the materials that go into
construction and &1 this sort of thing) =- how might =-
is there any way in which that guality might be jeo-
pardized by a higher authority in HL&P or in, say, its
board of directors ... in such an event of financial
embarrassment?

A, Is the thrust of your question that wculd the

ALDERSON REPORTING COMPANY, INC.
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management of Houston Industries make a decision that might

be detrimental to the construction of that

Q The <uality.
A The quality.
Q Right.

A No, sir.

TN

Because we at the holding company

|

|

level are just as interested in having a good safe facility |

as the Lighting Company would be.

In fact, we have a common board of directors,

so that the board of directors of the Lighting Compary are

also the board of directors of the holding company.

They've got a == There's
transfer their responsibility and the
holding company would not want to do
Q And no way that they could
way?
A No, sir.

guality?

no way that they can

management of
that anyway.

cut corners 1in

% -=- in the construction costs by

A I do not see how that could occur.

JUDGE C{EATUM:

have.

BOARD EXAMINATION

BY JUDGE LINENBERGER:

the

¢ny

in downgrading

I believe that is about all I

o Following the thrust of that last gquestion,

ALDERSON REPORTING COMPANY, INC.
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sir, let's put Houston Industries aside fo. che moment
and focus on you. You indicated earlier that the Allens
Creek project management comes in wich a proposed budget
for =-- I presume for the upcoming fiscal year for the
company and the board of directors approves that budget
or modifies it, and that becomes the operating oudge“
for the project.
Is that essentially the way the operating budget

is arrived at?

A Let me put one more step in there. That budget |
is presented to the management of the company, and the é
management of the company reviews it to see how these
funds are being spent or proposed to be spent, and will
ask guestions and get the answers from the people who
prepare the budget. And based upon the responses they
get, they will approve the budget or they will maybe reducef
the briget, and then management presents it to the
board for its =-- with its recommendation that the board
approve it.

n Okay. Now, let's put you in this picture.
And you see trouble looming on the horizcn. You're a
director. You're the chief financial officer. What
flexibility do you have from your vantage point, and with
respect to your responsibilities with the company =-- what

opportunity do you have to, in essence, put in some

ALDERSON REPORTING COMPANY, INC.
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guidancu that says, "Ckay, fellows, some things about this

nuclear plant can stand cadmium=-plating instead of gold-

plating. Let's squ:eze the nickel a little harder here
and the Let's not get the most expensive contractors.
There are ways to economize a little bit. Now, sharper

your pencil."

Now, do you have an opportunity to exert pres-
sures in that light, whereas you anay not intend them to
influence the quality of the work, they might end up in
actually influencing the guality of the work.

A Well, the position is =-- that we take ~-- "Let's
get the best that we can for the dollar we spend.
If it's regquired, well, then, let's spend it. I at"s
necessary, let's spend it. If it's just desirable, let's
don't do that. Let's do the necessary part."

And what you're telling me here is == in *%he
guestion that you asked =-- this is required and it's
necessary. And that's the kind of thing that has to

go. And it's the things that would be desirable to have,

but it's not absolutely necessary that get cut.

ALDER ..CN REPORTING COMPANY, INC.
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Q. Okay. I don't want to belabor this too long,
but I have experience where I was a project manager and
by golly, it was all necessary; and I've had some
experience where project managers reported to me and I
said, "Cut it out, fellows. I've been there before and
you can't convince me it's all necessary."

Now, somewhere a judgment has to be made betw:eﬁ
the necessary and the niceties, and I'm just still a
little interested here to what extent you =-=- we're talking.
to you and about you here -- to what extent you might
help influence these judgments about necessary versus
nice?

A Well, you have been there and we have part of
our QOfficer Management Group that is responsible for
biilding that project.

It is up to them to decide whether that is
desirable or whether it's necessary. An accountant or
finance fellow can't decide that that is necessary or it
asn't.

It's his basic decisinn and he's charged with
the re=evonsibilit/ for making that decision.

So if his project manager says that it is
necessary and he having been involved in constructisn and
he says, "No, it isn't," then we have to lean on his

judgment in the financial area.

ALDERSON REPORTING COMPANY, iNC.
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-2 1 We d» not superimpose on anybody that we can
2
‘ 2 determine what is necessary and what's desirable.
3 o All right, sir, fine.
. 4 Let's apprcach your life from a little different
2 5 | perspective. It seems to me in these times »ou may be |
:- H
% @  on somewhat of a narrow line walking with respect to |
2 |
~ !
5 7 what's baest for the ratepayer and what's best for the f
43 |
= !
S 8 . shareholder, and I can conceive of what's best for one |
< ; |
- 9 | not necessarily be? best for the other in financial f
z | |
- | |
= 10 ! and economic times such as vou're living through right |
z "J now. i
7 12 f Now, there's a =-- J'll inject a third :
- |
2 |
. 5 13 | dimension, what's best for the nuclear pr.ject. |
£ 14
E | Now you are pro.ably gring to tell me that
x
z 13 what's best for the nuclear project is what's best for
- ‘
z " everybody, also, but that's not entirely obvious to me.
T
E W I'd like *ov hear how you approach this kind of
=
2 1 e
; . dichotomy.
© 19 |
z A Well, I think that what we can say here is
20 . , i
that as a result of what we lid earlier +“his year when we
21 : : . ;
came back in and reviewed the cous%ruction program that
22 ‘ , R
. the engineers had laid out as one v ch was needed and
23 . . : :
one which we shou.d attempt to build, and found that yes,
24 . . : - . .
it would be nice if we could build trat whole program 1in
25

the time frame that it was set forth; but there was one

ALDERSON REPORTING COMPANY, INC.



. REPORTERS BUILDING, WASHINGTON, D.C. 20021 (202) 5542315

s W

300 TTH STREET,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

tasen |

problem with it.

We've got a budget just like everyone else's,
and you can't continue to live outside the budget, so let's
get back within something that we can support.

lhere was nothing in here that says cu* this
or cut that. Let's see what we can do +to reduce that

program by extending it or whatever, and in the interim

here to take care of the load requirements that we would
be unable to serve by extending it, that we purchase
power.

Now, this is something that we wrastled with
in our company from about mid-November to th .iddle of
March when the decision was ultimately made. '

There as untold numbe: of studies made as to
what would be the effe.ts of doferring this project or
eliminating that, how we could stiucture it, what the
expected growth in the company's area would be; and ther
rame up with the program that we had adopted here, which
cun $900 million out of the expenditures for the three
years 1981, '2 and '3.

It also stretched the completion dates here
of the four lignite units ('.d Allens Creek, and it added
$700 million to the cost, but rhat was a cost that we
had to assur.e here because it got us in a position that

we could, yes, finai this.

ALDERSON KEPORTING COMPANY, INC. :
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It did not entail cutting any corners on any
of the construction. It just spread the expenditures out
over a longer period of time which made it manageable and
substituted purchased power in the iaterim.

Q Okay. Setting aside for the moment only the
specific impact on the Al.ens Cr2ek Project and puttir-
things in an argumentative light for the sake of getting
your comments, it seems to me that the approach you've
take2n in deferring these projects, ke they nuclear or
fos.1il, is an approach that really favors tne shareholder é
because the additional costs of some of these construstion |
projects, the cost of purchasing power due to delay of
things, these go back on the ratepayers' shoulders.

So 1ow is tlLis a decision that looks after che
interests of the ratepayers?

A Well, I think that the way that is done .is it
enables us to actually build the facility, which I am
afraid that possibly if we attempted to build the facility
under the schedule that we were looking at, we would not
be able to obtain sufficient funds to pay the construction |
costs and we would wind up in worse shape :han we are so
far ar the ratepayer is concerned.

You've got a project out here that you can't
complete. You have to shut it down and pull ,our horns

in and you've got the costs sunk there. You still have to

ALDERSON REPORTING COMPANY, INC.
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go out and get the power from somewhere else,

So I can understand your position in thinking
it's in the best interest of the shareholder or the
investor, but we feel that it is in the interest of all
because, sure, it's going to cost the ratepayer more by
stretching the time frame out than it would if we were ‘
capable of building it within the time frame; but not ,
having that :apability, then we feel that what we have
done is the best interest in the whole compar; which
includes its customers as well as its inves'.ors.

Q All zight, sir.

Speaking of the expense or the cost of purchasidq
power because of defe ‘ral of completion dates of some '
of tv'.ese projects, where does . hat appear in your Exhibit 1?

I gather it's implicit in things such as
operating revenues or something, because oI higher rates
that you may charge if that goes in the rate base, or how
is it accommodated?

A Well, Exhibit 1 does not address that per se.
It takes off at a point that has already given considevation
to it which is net income. 8o that ==

Q. It is in =-

A That's right. You have billed it out and
deducted your expense and come down to your net income.

Q Okay. Now, sticking with Exhibit 1 for just

ALDERSON REPORTING COMPANY, 'NC. ‘.
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~ by

a little bit longer, we have this AFDC item and first I
need to understand the definition.
If you say that =-- if PUC says 60 percent of
CWIP 1s allowed, is that then the amount that is labeled
AFDC in this table?
A. No, sir.

Okay. Can you tell me how these definitions

x>

should be kept separate?

A All right. Let's say here that the PUC did
allow 60 percent of CWIP in rate “ase and 40 percent is
not allowed in rate base.

So what we would do 1s comrpute the carrying
cost of the 40 percent based upon the formula that's used
to include a portion of the cost of the common equity
component of capital and the debt portion, and we would
1pply that percentag2 against =-- that percentage of
carrying cost acainst the 40 percent of CWIP.

That is what produces the AFUNRC number.

Q All right. Now, you don't have a construction
permit for Allens Creex, but egquipment 1s being purchased,

gquite a number of things are being done, guite a ‘ew

(9N

million dollars worth »f things have been done as svidence
by your testimony, and a certain amocunt of this gets
designated as CWIP, I gather?

A, All of those expenditures have been designated

ALDERSON REPORTING COMFANY, INC,
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as CWIP, yes, sir.

Q All right. ©Now, suppose you do not get a
construction permit for Allens Creek.
Does this =-- After you gquit tearing out

your hair, does this obligate you to go back and make
numerous prior years' adjustments for CWIP's that you
no longer qualify for, or how does that =--

A That would go forward. It would not be
retro-fitted.

Q But that would :pset, then, the whole balance
of this analysis.

A If we did not get a construction permit, it
would upset a whole lot of things.

(Laughter.)

L)

Okay. I get the impression that if I were --
had your job, I might be inclined to -- how shall I
say =-- paint a given picture with slightly different
colors if it were to be viewed only by the PUC than I
would if it were to be viewed cnly by Moody than I would
if it were to be viewed only by NRC.

Does that present a problem to you? Obviously,
facts are facts and you can't change them, but it seems
to me how you emphasize them, what conclusions you draw
about them, how you use them to project the future might

very well depend on whom you're talking to. 1Is that a

ALDERSON REPORTING COMPANY. INC.
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situation you have to cope with?

A Well. living in a fishbowl sort of eliminates
that problem because what vou present to one, all the
others have access to.

So we really gave up havirg to face that
problem a long time ago.

Q Okay. On page 3 of your prefiled testimony,

the last sentence of the complete answer on that page,

beginning at about line 17 or 18, you express a confidence |

about raising necessary external funds.

At the bottom of page 4 you express an
anticipation of what the level of internal funds will be
in the future; and those two pictures sort of go hand
and hand, and you say, "This means..." at the top of
page 5, "...the company's ability to rely on intermnal
funds should remain unchanged.”

Well, it seems to me what you've said
there is we expect it to remain unchanged, and hare's
what it's been in the past, so therefore it's what it is
going to be in the future, and hence we expect it to
remain unchanged.

I want to just probe a lit%le bit what 1is the
basis of your confidence that internal generation c¢f

+

funds will look as rosy in the future as it nas in the

last eleven years, if you call it rosy?

ALDERSON REPORTING COMPANY, INC.
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10-9 1 A Well, the numbers that we have presented were
‘l. 2 based on what we felt was a reasonable¢ basis inasmuch as
3 ther were incorporated, the various parts of the rate
‘ 4 case that the Commission used to determine the return on
a $ ! equity in setting ths rates, the rartion of the fiunds '
§ 6 that would be g2ne rated from internal operations, the f
5 |
= 7 coverages on the senior securities and the amount of CWIP f
3 |
H 8 | that was allowed in rate base and the offset to that, the
= 9 | amount of AFUDC that would be included in net income
z |
2 10 | which would make up a portion of that return on your 5
z ,
= | . : : . -
z ‘1% common eguity because being a non-cash item, it's a very !
z I ?
- | . . i
$ 12| important thing. i
‘ § 13 That's the reason that CWIP becomes important |
z |
2 14 in rate base, as you well know. .
; 15 We think that based upon the commitment that
= _ :
= 16 | we have in the present Commission to maintain the financial
- {
; 17 | integrity of the ~ompanies in Texas which it regulates ‘
—
%# 18 | g5 that they will remain financially viatle, that that
= 19 . .
H will prevail during the next decade.
20 | Now that's the reason that we have that
2 confidence that we evidence there.
" 22 Q I guess somewhat related to that confidence
3 are the numbers that are expressed in the answer to
‘ 24 Question 3A of Mr. Goldberg's 12 August submittal to

3 the lu.clear Regulatory Commission, and things all generally

ALDERSON REPORTING COMPANY, INC. |
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seem to move in a desirable direction over the next several|
vea*s, to put i% crudely TI'm wondering how much of that
projection is, well, wishful thinking or =-- let me not say
that, but a hope for a good future versus a faith in
Reaganomics versus founded on some hard cold analyses that
give you good reascn to expect these trends tc go this
way?z ;
A Well, I think here that the response that I
would have to make with that that our bases for these
trends are discussions that we've had with people in the f
financial markets as to how they see things going and
peorle who are in the forecasting business and the g
ones that we have talked to have seen a downtrend and !
we have a group within our company that studies all the
various inflation factors and the GNP and the price
deflator and all of these scrt of things so we can come
up with a concensus here.

You've got engineers, you've got construction
people and you've got financial people and you've got the
corporate planners and all that come up with these, and
there is some indication that they all feel that things
are going to come down.

Now, whether they are going to come down as
we've got them set here or not, that's something apart and |

different. We had to come in here and make a set of

ALDERSON REPORTING COMPANY, INC.
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10-11 1 assumptions. We feel that they are realistic because
. 2 we have got a problem that we have got to address
3 realis*ically and we would be fooling ourselves to set
' 4 these up here if we did not think that there were some
- 5 | reasonable assurance that they were going to be headed
5
2 6, this way. 1
S 7| There's one thing that I do know about these
E | j
H 8 i numbers. They are wrong. They are either going to b2
é 9 | high or they are going to be low, but they are wrong.
Z f f
£ i0 | 0 Let's hope they are wrong in the right way.
z ‘ |
z 11 i A, I do so. ;
z ; q
s 12 0. Inzidentally, does HL&P retain any, I guess the
= i |
. '-:' 13 | end word is econometric type consultants to assist it !
= |
z [ ) |
£ 4 in analyses such as these?
i 15 A We do not retain them as such. We do use their
; 16 | services from time to time through cur corporate planning
#
= 17 group.
18 JUDGE LINENBERGER: All right, sir.
E :
= 19 I appreciate your comments. That's all the
20 guestions I have.
21 JUDGE WOLFE: I think Judge Cheatum hadé an
22 s gy
additicaal guastion.
23 BOARD EXAMINATION
. 24 BY JUDGE CHEATUM:
25 Q On page 3, lines 7 and 8, I forgot to ask you

ALDERSON REPORTING COMPANY. INC.
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a.out this. I had intended to when I was questioning

you Lefore.

|
|
What is your definition of "healthiest?" what
© you @ean "healthiest service area in the United States"?

(9N

A Well, I think tha~z what we mean here is the
employment situation is one where there is a demand for
employees.

We do not have a depressed economic area as you
do in other parts of the country, that anybody that wants
to work can work, and if you look around this area and
see all of the building that's going on, there's got to

be some health here.

We only problem we have with it, we can't move |

the people around fast enoughk here. They sort of clog

up the freeways.

0 Okay, then, the healthiest, you are talking

really basically about employment and economically?

A. Economic health, yes, sir.

Q Okay.

A There may be those that disagree that =--

Q Of course, I knew that you weren't talking

about malaria, probably, or the humidity.

(Laughter )

TUDGE CHEATUM: Okay, I guess that's about it.

Thank you.
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THE WITNESS: Yer, sir.

BOARD EXAMINATION

BY JUDGE WOLFE:

o

Mr. Dean, I was reading the contention itself.
I was just wondering if you can answer why you didn't
address specifically, for example, one or imore elements
of the contentiorn.

For example, the foreword to the contention
reads that, in substance, Applicant must show that it
has sufficient funds available for construction or that
it has reasonable assurance of obtaining such funds
because, for example, the cost of scoring radioactive
wastes are liable to increase,

Is ary part of that proiected increase in
st~rage of radioactive wastes included in your proiected
financing and sources of funds in your exhibit attached
te your written testimony?

A We have a provision for the cost of on-site
storage, but cther than *hat, no, sir.

Q. So there's no projection other than for on-
site storage?

A, That‘s correct.

Q. I see. How about taking into account the

increased in costs due to regquirements to upgrade cer®ain

items or certair designs due to the aftermath of TMI-2?

ALCERSON REPORTING COMPANY, INC.
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A Those are included. Everything that we lL.ave
knowledge of are included in those cost projections.

Q And this includes then -- when vou say
"everything" ==

L All of the reguirements that have been set as
a result of the TMI incident have been taken into
consideration.

Q Finally, as part of an element of this
contention, in your projections did you take into account

the possibility that uranium costs are likely to increase? |

A We have the fuel under contract at the present |
time. ;
Q That's fixed firm, a fixed price, is it? :
A, We have some of the fuel alreaéy in storage and |

we have about right at a hundred million dollars of the
fuel already.
That's the part that we own and we do not have
the balance of the fuel yet, but....
Q Once again, it is a fixed price contract or

not?
A We do not have the contract on that. I was
thinking of the South Texas Project, excuse me.
JUDGE WOLFE: All vight.
In light of the Board guestions, any cross,

Mr. Black?
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MR. BLACK I have no gquestions.
JUDGE WOLFE Mr Baker?
MR. BAKER: I believe so0.

RECROSS~EXAMINATICN
MR. BAKER:
Q In reference to some of your answers to

Cheatum, you testified that the Public Utilities

Commission has staggered terms.

Are members of the PUC allowed to succeed

themselves, to your knowledge?

A. Yes.

ALDERSON REPORTING COMPANY, INC.
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Q It is a possibility. It is possible that at
the end of six years that we could have an entirely

different PUC than what we've got now, though; is that

A. Well, it's a possibility that at the end of
a six-year period you could have, but it staggers so that
you've got a two and four-year term extending on two of |
the remaining members upon the expiration of a member's
term.

Q So one member is coming up for renewal in |
two years and another in four years and, roughly, another
in six, so that in six years they could all change?

A, One is up for replacement now. His term
expired on August 31, but he serves until his replacement
is selected.

Q. I'll rephrase that to say that at the end
of fcur years, then, we possibly could have an entirely
new Public "tilities Commission?

A That is conceivable.

Q Okay, and you said in answer to
Mr. Linenberger's question where he isked what your
cptimism or wishful thinking was based on, you said it
was based on your commitments from the present Commission;
-3 that correct?

A On commitments? No, sir. We have no commitment
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from the Commission.

L)

Well, maybe I misheard vou. I thought you
said you had a commitment from the present Commission to
maintain what you consider adequate rate relief and to
maintain the various parameters that =-- okay.

I just misunderstood then. I'm 3lad we
clarified chat.

In reference to Houston Industries' position,
is Houston Industries regulated by either the Public

Utilities Commission or the Nuclear Regulatory Commission? |

A No.

Q Is it regulated by any government agency besideﬂ
the SEC? j

A No.

0 Does it have any legal responsibility to see that

this plant safely constructed?
MR. ROZZELL: Your Honor, I object.
It calls for a legal conclusion on the part
of the witness.
MR. BAKER: 1I'll wait for a ruling.
JUDGE WOLFE: Sustained.
BY MR. BAKER:
Q In answer to one of Mr. Cheatum's guestions
you said that the holding company was just as interested

in the safety as Houston Lighting & Power, and part of

ALDERSON REPORTING COMPANY, INC.
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RECROSS-EXAMINATION TORAR |
BY MR. DOHERTY:
Q Are either Primary Fuels or Utility Fuels,
Incorporated going to sell any uranium to Houston
Lighting & Power?
A Well, Utility Fuels does have a small amount
of uranium. No decision has been made whether it will
be sold to it or not =-- to Houston Lighting & Power |
Company or not.
If it did, it would sell it at market price.
Primary Fuels does not own any nuclear fuel or
uranium,
Q. I think you stated earlier they were in explora-
tion for that -- one of those firms was; isn't that f
right?
A, I stated that Primary Fuels was in the o0il and
gas exploration, that Utility Fuels was primarily a
fuel supply company, but they did have a small mining
operation that is winding down out in Wyoming. It was
an 80-acre site that we have sold off about 150,000 pounds
of yellow cake. It was not sold to the Lighting Company.
And there's about a million one left, I
believe, that =--
Q About what? 1I'm sorry, I didn't hear you.
A A million, one hundred thousand pounds of the

yellow cake still available to dispose of.
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MR. DOHERTY: No further gquestions. Thank
you.
JUDGE WOLFE: Redirect, Mr. Rozzell?
MR. ROZZELL: Yes, sir, one question.
FURTHER REDIRECT EXAMINATION
BY MR. ROZZELL:

Q Mr. Dean, would the cost of uranium fuel be e
treated as a fuel cost for purposes of the fuel adjustment
clause in your current rate structure?

A. It would. f

MR. ROZZELL: That's all, Your Honor.

JUDGE WOLFE: 1Is the witness to be ercused
permanently?

MR. ROZZELL: Yes, sir.

JUDGE WOLFE: The witness is excused perma-
nently.

(The witness was excused.)

JUDGE WOLFE: We will recess until =--

MR. ROZZELL: Your Honor == |

JUDGE WCLFE: Yes. |

MR. ROZZELL: =-- before we recess and before
we leave this subject, I just wanted to bring to the
Board's attention a proposed rule which appears at
Volume 48 of the FEDERAL REGISTER. I believe it's Volume

46, Page 41786, in which the NRC has proposed the
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elimination of the current financial ==

MR. DOHERTY: I object, Your Honor. These

proposed rules we've been all through ==

JUDGE WOLFE: Well, I haven't heard what ho2

5 was noing to say yet.

6 | MR. DOHERTY: 1It's a proposed rule. I'm sorry,
7 I've heard it. But it's ==~ Oxay. 1I'll hold my ob- |
8: jection a minute. I'm tired. |
9 | MR. ROZZELL: A proposed rule by which the NRC

10 | has proposed to eliminate the current financial guali- i

1 ficaticn review and findings currently required by the

12 regulations, and in the alternative, the limited reten-
13 | tion of financial review at the operating stage.
14 I just wanted to bring that to the Board's

15 attention and let you kiaow that we would keep you advised

, REPORTERS BUILDING, WASHINGTON, D.C. 20023 (202) 5542315

16 | as to the status of that proposal as it progresses through

; 17 tha rulemaking procedure.
% 18 ; JUDGE WOLFE: We were awarc of that, and we
2 19 trust you won't object, Mr. Doherty, to someone bringing
i 20 it to our attention in the event we were unaware.
2] MR. DOHERTY: Well, I think it's irrelevant.
‘ 22 | mhat's all =-- And speculative. That's why I objected.
23 JUDGE WOLFE: Well, it's not speculative if
’ 24 | they're making us aware of it. So =--
25 MR. DOHERTY: T!an% you.
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JUDGE WOLFE: We'll recess until 9:00 a.m.
vhereupon, at 5:55 n the hearing was
, to reconven at 9 0 a.m., Wednesday,
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