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.

1 PR0CEEDINGS

2 CHAIRMAN PALLADINO Good morning, ladies and

3 gentlemen.{~ ,

c, 4 The purpose of today's meeting is to hear oral

v' 5 presentations on the request for exemption to commence

6 site preparation activities for the Clinch River Breeder

7 Reactor, commonly known as CRBR.

8 On November 30, 1981, the Department of Energy

9 - DOE - for itself and on behalf of its co-applicants,

to Project Management Corporation and the Tennessee Valley

11 Authority, requested the Nuclear Regula tory Commission

12 to grant an exemption from 10 CHF 50.10 pursuant to ~10

13 CFR 50.12, to conduct site preparation activities for

('
14 the CEBR prior to issuance of a construction permit or |

15 limited work authorization.

16 DOE's proposed site preparation activities

17 include site clearning and grading, excavation and

18 quarry operations, the construction of temporary

19 construction-related f acilities, a barge facility, an
r

20 access road and railroad spur, and the installation of,

.

d 21 services including power, water, sewage, and fire |
6 |

22 p ro tection .
|

23 On December 24, 1981, the Commission, after

ks 24 hearing from the main participants in this matter,

25 issued a memorandum and order setting out its decision

h

m

.
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(''N 1 to review and decide whether or not to grant the request

2 for exemption. ;

3 The order further provided a schedule whereby-g
. !-

4 members of the public and government agencies could file ,
,

5 vritten comment on the exemption request. Participants ,

6 in the CRBR licensing proceeding were asked to respond

7 to specific questions and DOE was requested to submit

8 currently available documentation in support of the
>

9 exemption request.
i

10 On Febreuary 8, 1982, an NRC report was

11 submitted which identified the technical and policy

12 issues raised by the request, and summarized relevant

- 13 background information. This report is available in the
,

14 NRC Public Document Room.

15- On February 12, the Commission held an open

*

16 mee ting to receive and discuss.the report.

17 This morning we vill hear first from

18 representatives of DOE, Project Management, and TVA;
i

19 they will have a total of 30 minutes. During the |

s
20 presentation I would ask you to indicate whether you

,

.

21 vish to reserve some time for rebuttal. ,

22 Thereafter, we vill hear from Mr. James Cotham

23 on behalf of the Governor of Tennessee, then from Mr. A.

(j 24 Bissell, Mayr ,f the city of Oak Ridge. Each of these ;

25 officials had been allotted five minutes. |

-

.
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4

(N 1 Next, Mr. John Kearney, vice president of EEI

2 will speak for two minutes. Following him will be

3 representatives of NEDC and Sierra Club, who will have a
,

.

4 total of 30 minutes.
i

5 Finally, the applicants will complete the,

6 presentations with their rebuttal statements, if any.
;

7 I would hope that this morning's meeting would
;

8 not go beyond 12 o' clock and I would expect that if we

9 are not finished, we would reconvene at 1:30 p.m.

10 Now, if there are no further Commissioner

11 comments I would like to, at this time, turn the meeting

12 over to Mr. Edgar, reprsenting Project Management

13 Corporation.
~

14 MR. EDGAR: As a preliminary matter I would

15 like to introduce my colleagues. Seated to my immediate

16 right is Leon Silverstrom, Assistant General Counsel for

17 the Department of Energy. To my lef t is Mr. Thomas S.

18 Shmutz, who is with my law firm and represents Project

19 Management Corpora' tion.

o
20 My name is George Edgar, I am a partner in the ,

e

21 Washington law firm of Morgan, Lewis and Bachius. Ij

22 represent Project Management Corporation.
,

,

' '

23 On behalf of the applicants, we would like to

( 24 have approximately 20 minutes this morning for our |

25 affirmative presentations and to reserve ten minutes for ;

' .

I.

,

ALDERSoN REPORTING COMPANY,INC,

j 400 VIRGINIA AVE., S.W., WASHINGTON, D C. 20024 (202) 554-2345
,



. _ _ . .

5

' (N 1 rebuttal.

2 We will have four speakers this morning.

'
3 Initially, by way of introduction, we will present very

4 brief statements by Mr. Kenneth Davis, Deputy Secretary

5 of the Department of Energy, followed by Mr. Wallace D. .

6 Behnke, Vice Chairman of Commonwealth Edison, and

7 President and Chairman of the Board of Project

8 Management Corporation.

9 Following that introduction, we will present

10 two speakers, first Mr. Percy Brewington, Director of

11 the Clinch River Breeder Reactor plant project office,

12 and secondly, Mr. Jerry Walker, a partner in Arthur

13 Anderson & Company.

(
14 I will outline in a bit more detail the'

15 elements of those presentations by way of introduction

16 following the remarks by Mr. Davis and Mr. Behnke.

17 So, without more, I would like to introduce

18 and have join us at the table Mr. Kenneth Davis , Deputy

19 Secretary of the Department of Energy.
*

20 COMMISSIONER GILINSKYa I wonder if the
.

21 applicants could at some paint say a word about the s

22 relationship of the various participants, Project

23 Management, DOE, and so on.

([| 24 MR. EDGAR. I will be happy to do that at

25 whatever time you wish. If you would like that now or

i

!-

.
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.

,

1 f ollo wing Mr. Davis' remarks', or whatever. What is your

2 preference?

~

{, 3 CHAIRMAN PALIADIN0s Why don't we let the

4 presentation proceed and pick that up as one of the

* 5 first questions?

6 COMMISSIONER GILINSKY Sure.

7 HR. DAVIS: Mr. Chairman and members of the

8 Commission, I would like to thank you for the

9 opportunity to appear before you today to present a

10 summary of our justification for and support of the

11 Clinch River project's request to begin site preparation.

12 The message I wish to convey is a very simple

13 and straight-forward one. Secre ta ry Edwards and I,
s

14 speaking for the Department of Energy, strongly believe

15 that the initiation of site work this spring for the

16 Clinch River project is clearly in the public interest

17 and urge that our 50.12 request be granted by the

18 Commission-

19 In response to the President's October 1981
e

20 nuclear policy statement, the Department of Energy is

21 giving the highest priority attention to achieving the"

22 prompt completion of Clinch River. We believe that this

23 country needs to have the breeder reactor option

f

| 24 available to meet furture energy needs, and Clinch River

25 is an integral part of the administration's program to

!
~

|

|
*
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,

/' 1 develop the breeder to a point that it can be introduced

2 into the energy supply system.
,

s ' 3 Gentlemen, the granting of our 50.12 request
1

.
'

4 is important to the successful completion of the
i

5 project. We have been ready to begin site preparations [,

'
6 since 1977 but have been stimied by political issues for

l
7 almost five years. j

8 Even with the clear manda te f rom the President
,

9 to proceed, the prospect of an additional one-year delay

10 in order to catch up where we were procedurally in the
.

'11 spring of 1977, unnecessarily threatens the project.

12 While there are no major environmental or technical
! ;

13 issues insolved, there are substantial benefits to the ;

( ~

14 American taxpayer if the request is granted.

15 Granting this request just makes good sense,
;

16 to allow the key elements of site preparation to proceed

17 while assuring that the project receives a full safety -

18 and environmental review. The Congress, the utilities, i

,

19 the nuclear power industry, and hundreds of thousands of ,

t

% r

20 scien tis ts, engineers and concerned citizens, have
;

21 actively supported the completion of this project for ,i

22 many years because they believe in its importance to the

23 future of nuclear power.

24 That support continues today and we are all

25 looking to the Commission for an affirmative decision at

U

. .

1

'
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1 this crucial time. ;

2 Granting our request will allow this project

(~ 3 to move efficiently to completion, while rejection will
.

4 allow the perpetuation of delay and threaten the wasting

* 5 of the over one billion dollars already spent, and

6 potentially even the future of nuclear power.

7 The Secretary and I, and all those concerned

8 about the availability of adequate future energy

9 sources, strongly recommend that the Commission approve

10 this request.

11 To provide the perspective of our utility

12 partner in the project, I am accompanied today by Mr.

13 Wallace Behnke, Jr. , Vice Chairman of the Commonwealth i

14 Edison Company and Chairman of the Board of Project
:

.

15 Management Corpora tion.

16 CHAIRMAN PALLADIN0s Mr. Davis, will you be

17 remaining f or a period of time?

18 MR. DAVISa I plan to remain for the morning ;

19 session.
o

20 CHAIRMAN PALLADIN04 Thank you. I

e 21 COMMISSIONER BRADFORD: Mr. Davis, if I might

22 just ask you, you had said that a year's delay might
.

23 impair the future of nuclear power. Could you expand on

. . 24 that a little?
i

25 MR . DAVIS : Well, I would prefer to do it !

~ . -

,

.
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/~' 1 later, but I think the longer the project is not

2 actually started, the greater the hazard to its

3 continuation, is the implication of my comment.gm
*

4 COMMISSIONER BRADFORD4 Let's see, Joe, do you

5 prefer to have all questions later? I must say, I would
,

6 have some questions on tha t proposition?

7 CHAIRMAN PALLADINO: My intent was to listen

8 for 20 minutes and then open up for questions, if that

9 is agreeable.

10 COMMISSIONER BRADFORD: All right, fine.

11 MR. BEHNKEs Gentlemen, I appreciate the

12 opportunity te present testimony this morning on behalf

13 of Project Management Corporation for the Clinch River

i
14 Breeder Reactor project.'

15 My name is Wallace D. Behnke, Jr., I am

16 Chairman of the Board of Project Management Corporation,

17 the nonprofit corporation established in 1972 to

18 represent the intersts of the 753 electric systems who

19 have pledged financial support to the Clinch River
'

20 Breeder Reactor project.'

21 I am also Vice Chairman of Commonwealth Edison ,

22 Company, an electric utility supplying two and-a-half

23 million customers in Chicago and. Northern Illinois.

. 24 I am appearing on behalf of Project Management

25 Corporation in support of the Department of Energy's
.

#

,,s

.
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|

'' 1 request for authority under 10 CFR 50.12 to begin site

2 preparation for the CRBR project at the earliest

3 practical date.(s
.

4 The purpose of my testimony is to reaffirm the
<

5 support of the investors, public power and rural,

6 electric cooperative sectors of the electric supply

7 industry for the Clinch River Breeder Beactor project. .

!

8 We blieve that completion and test operation

9 of the project is in the public interest. We believe |

10 President Reagan is doing the right thing in calling for

11 construction of the project. We also believe it is in
'

12 the public interest to begin work at the site at the

13 earliest possible date. ,

,

14 Putting economic theory aside, my company's
i

15 experience is that delays cost big money. Taxpayers and

16 ratepayers have already been burdened with substantial |

17 delay costs for this congressionally-authorized project.

18 The real issue before this commission is

19 whether taxpayers and ratepayers are to be saddled with
,

,

20 further unnecessary delay costs. Authorizing the

21 government to begin early site preparation under 10 CFB,
i

22 50.12 will clearly reduce project costs.

23 This should not interfere in any way with a

(_,, 24 f ull and thorough safety review by the Commission and a'

25 full airing of the issues in public hearing, as

s

s e

|
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'' 1 prescribed in the Commission's regulations.

2 Gentlemen, that concludes my testimony.

3 CH AIRM AN P ALLADINO: Thank you.
3

.

4 COMMISSIONER AHEARNE: Mr. Behnke, will you be

5 here, also, to answer questions? .

6 ER. BEHNKEs I will be here to answer

7 questions.

8 MR. EDGAR: To give the Commission some

9 perspectiva on the remarks of the next two speakers, I

10 would like to briefly encapsulate the applicants'

11 position. As we see the record, as reflected in the

12 staff 's report , there are no real environmental issues

13 hire. The staff's report , suggests that favorable

'
14 findings should be made on at least three of the four

15 50.12 factors.
'

16 As we see it, it boils down to one central

17 policy issue, and that is in general, where does the

18 public interest lie? In particular, that translates

19 into, what is the cost of delay?
'

20 As we understood the discussion before the

21 Commission the other' day, there are two central issues ,

22 involved in the costs of delay. The first is, what are

23 the management costs which one can associate with a

24 one-yea r delay, and in particular, have the applicants
-

25 described irreducible manning levels, or as a correlary

|
. .
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.

"' 1 proposition, might they assign personnel elsewhere?

2 The answers to those questions are to be i

, ~ , 3 addressed by Mr. Brewington and the answers are that we
.

4 have described irreducible manninc levels and one cannot

5 assign people elsewhere.,

.

6 The second fundamental issue involves interest

7 on expended capital. Mr. . Jerry Walker, a partner in the
,

I

8 Washington Office of Arthur Anderson, will address

9 that. He will show that there is ample authority for

10 the proposition that one should include interest on

11 expended capital as a real cost of delay.

12 Secondly, that the primary reference relied
.

13 upon by the NBC staff for the contrary proposition is |

14 not applicable t'o the facts of this particular case.

15 As a preliminary matter, before Mr. Brewington

16 commences, I might hand out for the Commission's

17 information copies of the primary reference relied upon

*

18 by the staff. I have two dozen of these here, but it is

19 only two pages long and I might hand it out to the
'

,

20 Commissioners.

21 CONNISSIONER BRADFORD: Mr. Edgar, it seemeds
,

22 to me that the staff had two primary references, the

23 second of which was a' Hay 15 letter from the Department

24 of Encrcy itself. Do you have that as well?
,

25 HR. EDGAR: We are prepared to address that.

.

.
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1 But I think for our purposes at this juncture we would

2 just like to have the example before the Commission.

' 3 Mr. Walker is going to address that. We vill address
,

4 separately the other reference.
.

5 So, without more, Mr. Brewington vill address .

6 the management manning level issue.

7 NR. BREWINGTON: If I could have the first

8 vie vg ra ph , plea se .

9 What I would like to talk with you about this

10 morning is our basis for the management and support

11 costs that are increased as a result of a delay, a

12 further delay in starting the project, which of course

13 would result in a one year later completion.
(

14 We have taken a hard look at them, as you will

15 see, we have the basis for them, and the staff vill be

16 fully employed and they would not be available for other

17 uses.

18 The next chart, please. Could I have the next

19 vievgraph, please?
s

20 The management structure for the project is

21 not an unusual one, I am sure you have seen many of them ,

22 f or lightwa ter reactors - the principal dif ference being

I23 the layer of DOE personnel that are involved in the CRBR
|

|(s 24 project office, along with the Project Management

25 Corporation, that might be considered the owners. Other

.
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|

1 than that, it is a pretty straight-forward approach to
[
!

2 managing to build a reactor. [

3 Now, with the management force above the line, |(],
4 or contractors, we have about 1,500 people on board j

' 5 now. Below the line there are 117 subcontractors with I

6 about 2,000 people involved. |
I

'
.

7 Now, we have used the term " systems" and

8 "nonsystems" in describing our work, and I want to just |
!

9 address this 1,500 a little bit along those lines first. I
,

10 About 700 of those 1,500 people are in what we |
t

11 call " systems work" - and I am ging to define these

12 later. Another 150 are in "nonsystems work" but they
i

13 are aimed at the street nonrepeatable table.
( t

14 The other 650 that make up the total of the
- |

15 1,500 are in nonsystems work and they deal. with the

r

16 continuing management. '

I
17 This is the group that will f eel the principal

18 impact of the device - it is not a strange group of
L

19 people, it includes the project manager; it includes
*

i

20 Westinghouse 's project manager, Mr. Purcell; Burton i
!

21 Road's project manager, Mr. Hike Asher; their'
.

22 secretary. It includes the people who do the weekly

23 reports and monthly reports, receive and review the
i

24 data; it includes the 0A people who make the periodic-

25 audits and so forth. So, it is a sizeable group of )
!

<-
i

|
|.

.

|
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1 people.

2 It is that 650 people that feel the impact of

3 the delay. Could I have the next chart, please?g-)
,

4 First, I would like to address the systems

5 functions. Now, these f unctiuns, these are, if you ,

8 would, the people who are on board - these are the

7 designers, the draf'tsmen, the people who make the plans

8 and specifications that are used for procurement and are

9 used for construction.

10 In addition, these are the people directly

11 related with the fabrication of equipment, licensing,

12 construction, [nstallation, start-up and tests. These

13 are the technical people and the numbers included in
.

14 these, or categories, include their technical
.

*

15 management. It is a pretty classic category.

16 COMMISSIONER GILINSKY Now, are these part of

17 the group that you were referring to?

18 MR . BR EWIN GTON : No, these are not part of the

19 group that are impacted by the delay.
.

20 Let me say one other thing about these

21 peopl6. The project is in a unique condition, we are s

22 about 90-percent comple te with design. That is not an

23 ordinary place to be. Normally, or quite often, when we

( ,; 24 start construction the design is only about 30-percent

25 complete. So, we have got the project all ready
|

l

|
'\

l

.
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1 slightly out of phase, we have design way out ahead.
,

2 Now, there are some advantages to that, but
:

3 there are some disadvantages, also. If you have design
!

4 and construction going on at the same time, you can make

5 common utilization of people, this type people.,
.

6 Now, to be conservative we have not allowed
;

7 any numbers of these type people because of the offset ;

8 in design and construction. Another year's delay would |
!

9 make that worse. But we have tried to keep our numbers

10 clean, easy to understand, and conservatively low.

11 Let's look at the next function, the next

12 viewgraph, please, which is a nonsystems function.
,

13 These are the functions that are associated with the

14 general management and administration of the project. It

15 includes project management control, QA program,'and
,

16 construction management.

17 Now, we further break this down into two
i

18 categories of activity, those that do produce a definite

19 project that does not have to be reworked, for exam ple,
a

20 a QA assessment of a particular design, or a project
,

21 m an agem en t work breakdown structure, work breakdown<

22 dictionary. It also, though, includes things that have

23 to be repeated,'pe,riodic QA audits and so forth.

24 So, for that reason we have said half of the

25 effort associated with QA and performance measurement
r

i
t

.
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c 1 vill be impacted by the delay and half vill not.

2 n a like manner, we looked at the management

3 of Stone E Webster during a period of a one-year delay.,

.

4 Part of that effort will not have to be repeated, some

5 of the constructibility reviews. But much of the effort ,

6 vill be repeated because of the pre-auditing course that

7 ve vill have to follow.

8 So, we have assigned 80 percent of the effort

9 conducted by Stone E Webster during the delay as an

10 impact caused by delay, and 20 percent would not be

11 recurring for that reason.

12 So, certain of the nonsystem functions are

13 necessary throughout the delays in the project, we vill

14 have to keep the performance measurement s," stem,

15 configuration control, QA work 4

16 COMMISSIONER GILINSKYa Well, in some, are you

17 saying you have already taken account of those functions

18 which will reduce future costs, taken those out of the
l

19 accounting?

'

20 ER. BREWINGTON: That's right. Could I have

21 the next vievgraph, please? ,

22 Nov ve vill look at the basis for the

23 irreducible nonsystems manning level. These are the
1

24 areas that will continue not only through the period of |

25 delay, but on to the completion of the project and, as I |

|
.

! -

|
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I
1 said before, they deal with the overall direction and

2 integration o# the project activities, including those |
|.

3 of the subcontractors. I

7

4 We do have the quality assurance function that

5 deals with the QA audits. We have a very disciplined QA.

6 approach to follow the QA activities from design.

7 COMMISSIONER GILINSKI Can I just stop you

8 for a moment?

9 ER. BREWINGTON: Yes, sir.

10 COMMISSIONER GILINSKYa Have you suitably

11 reduced future cost, then, to account for those

12 activities?

13 MR. BREWINGTON: The activities that are not
,

14 repeated, yes, sir.

15 COMMISSIONER GILINSKY: So, you have taken
.

16 those out of the future stream of management activities.

17 MR. BREWINGTON: That's right.

18 COMMISSIONER GILINSKYa Have you discounted

19 those future management activities?
a

20 MR. BREWINGTONa We can talk about that a

21 little bit 1 ster, but, no. We again on a conservative,

22 basis have estimated the delay costs in the current year

23 dollars, but we will have a chart that I think will make

24 that clear.

25 COMMISSIONER GILINSKY: All right.

.
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1 MR. BREWINGTON: Of course, then we get down

2 to those activities that deal more commonly with the

3 on-going periodic management review. Could I have the{
4 next chart, please?

5 We feel we have a firm basis for going ahead. .

6 This is our manning and staffing basis - now, it does

7 not include construction 2 for completing the project

8 and for the September 1988 criticality. This is our

9 base. This is what we are planning on, this is what we

10 have reached agreement.with the contractors that the
:

11 effort will be required to finish the job.
~

12 Now, the total project without delay is this ,

- 13 top line. This vedge in between these two lines is the

14 systems work, deslign work which does move to completion

15 the constructibility reviews and so forth. Then that,

16 as design is completed, does taper off.

17 This vedge in here is that wedge associated

18 with when you make a Q A assessment of a completed design

19 you don't have to complete that. So, this is the type
.

20 work that is in there, as is the constructibility review.

21 COMMISSIONER AHEARNE: Percy, I am puzzled by -

22 o ur lines. The bottom two do not add up to the top ones

23 correct?

._
24 MR. BREWINGTON: This is the total in all.

25 COMMISSIONER AHEARNE: But it can't add from

-

.
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1 the two lower ones.

2 MR. BREWINGTON: OK, we have 1,500 total.

f'' 3 Recall, I said that there were -- excuse me, let me get
,

4 to this point - 1,500 total. We had about 700 in

* 5 systems work, that is that block there.

6 COMMISSIONER AHEARNE: Yes.

7 MR. BREWINGTON: We have about 150 in

8 nonsystems work that is not impacted by delay, and we

9 have 650 that are in nonsystems work that are already

10 impacted. So, it does add up.

11 COMMISSIONER AHEARNE: OK, so these are three

12 separate blocks.

MR. BREWINGTON: These are three separate13 -

14 categories of work.

15 There are a couple other things. You will

16 notice that the nonsystems work that is impacted by

17 delay is about at a level of 650 now. That is what it

18 takes to manage this job. That is what it takes to do

19 the reporting, the controling, to manage the on-going
a

20 work. We show a sharp increase in this bef ore started

21 construction, and these are the make-ups, this is how '"

22 the work would progress and get us through the September

23 1988 completion.

kl. 24 Now, the next thing we did was this phase,

25 let's look at what a year's delay would do. 'Can I have

-

.
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1 the next chart, please?i

2 This shows a year 's delay. What we would do,

3 we would continue the systems work - designs, the QA(-
4 work that can be associated with them - and complete

5 those activities, would not change those. Also, the .

6 nonsystems work that does create work product that does

7 not have to be repeated.

8 We would, however, if we got the notice not to

9 proceed with construction, we would not start to build

10 up the support to construction. So, we would be

11 starting this period and this would start in March, at

12 about a 650 level. We said we would continue at that j

13 level until we got permission to go ahead, and in this i

'(
' 14 case.we are saying a year. It could be longer, of

15 course. .

16 So, this is the block of work that we are

17 saying has been added to the total program. Instead of

18 working six and-a-half years from this point to

19 criticality, we have seven and-a-half years to go.

20 CONNISSIONER AHEARNE So, that block on the

| 21 bottom, of your three manpower lines, two of them go .

!

| 22 back to 381, one of them does not. If you did extend |

23 the one that did not back to 381, where would it go?'

'

| h

24 MR. BREWINGTON : If we extended this one back?!
,
'

|

| 25 COMMISSIO'NER AHEARNE: Tes. |

P

i.

'
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1 MR. BREWINGTON: Bryan, see if you can answer

2 that.

3 MR. BRIAN WALKER: It would rise slightly(-
.

4 towards the total systems, it has already been reduced

. 5 in the past year.

6 MR. BREWINGTON: We have been looking at ways

7 to cut these numbers, we have made some consolidations

8 with the contractor. That is Bryan Walker, he is our

9 man that does the negotations with the contractors, and
,

I*

to he is saying it is slightly above that.

11 So, these are the people that are gainfully

12 employed, do the on-going work and how they look at'a

13 program, instead of six and-a-half years to , completion

14 it would be seven and-a-half years to completion.

15 COMMISSIONER GILINSKYa Now, the dash line

16 looks like --

17 MR. BREWINGTON: That should be parallel to

18 this line.

19 COMMISSIONER GILINSKYa Well, I thought we
a

20 agreed tha t future requirements are reduced to some

21 extent by the activities that are going on now.,
,

22 MR. BREWINGTON: We were speaking of quality.

23 These efforts that ucold be completed in this area would
..

24 not have to be repeated later on. -

,

.

25 COMMISSIONER GILINSKY: I see. *

*
,

1
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1 MB. BREWINGTON: They would further the status
.

,

2 of the work . But the work, just to manage the general

3 management, administration, we are just looking at .,g-
.

4 another block and it is that little cross-hatch block
5 here. Our going-in number is 650, we would not add .

6 anybody but we would carry those peole for one more year.

7 MR. EDGARa The lines converge at 385, which
,

8 is completion of design. So, that would be the

9 decreasing increment.

10 MR. BREWINGTON: Now, if I could have the next

11 vievgraph, please. We think our numbers are

12 conservatively low for a number of reasons.

13 One, mentioned the possibility of having to

14 extend the technical supervision as we separate the

15 construction and the design efforts. We have not

16 included anything for tha t.

17 Wer have not recognized the cost of deferral

18 of construction support work fom one period to a period
,

19 of higher cost. We have not put anything into the
.

20 efforts associated with re-base line. That is a

21 tremendous job. Re-base line is still in the project. ,

22 We have thousands of interfaces, and a lot of players,

23 and re-bas'e lining would be a significant effort.

24 We also have not looked at the cost associated

25 with going back to those subcontracts, changing the

'
, -

*

.

.
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1 warranty periods and changing the delivery periods. So, ;

2 ve think we are conservative and we are conservatively

3 low.
.

4 The next chart, please. Our conclusion and
|

5 summary is that we need to maintain the project i.

6 organization - not only the technical organization but
i

7 the management organization to ensure satisfactory !

8 conclusion of the project.

9 There are a number of nonsystems functions

10 that are general management functions that must continue

11 through the duration of the project and would just be

12 extended during the period of delay.
:

13 We have looked at the nonsystems numbers.
_

14 Those numbers on that chart are made up from the past
,

15 bases. We have looked at those and we do not feel they i

,

16 can be reduced any further. I

.. :
17 The work that would be done during this

:

18 one-year period is real, we are still managing, if you !

|

19 would, 3,000 people; they are necessary, and the manning

|-

20 levels are conservative.
;

21 COMMISSIONER GILINSKY: Do you come out of, ;

22 this with a number?
'

#

23 HR. BREWINGTON: Yes, this is the $43 million

24 number.
-

,

25 COMMISSIONER GILINSKY: What happens if you
a ,

,

,

.
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|

I L

1 discount the shift in management personnel?*

2 MR. BREWINGTON: We based the 543 million on

( 3 the year from March of 1982 to March of 1983, and used
.

4 March of '82 to produce the man-hour rates in that

5 period. -

6 COMMISSIONER GILINCKYa Right, but there is a

7 reduction in cost that comes from the fact that you have

8 shif ted expenditures into the f uture, and if you

9 discount them there is a reduction in terms of present --

.

10 MR. BREWINGTON George, do you want me to

11 just discuss that? -

12 COMNISSIONER GILINSKY I just wondered how

13 high that comes out to be, or whether you looked at it.

14 MR. EDGARs We have looked at it. Percy can

15 address part of it, and we have had someone do the

16 analysis to estima te the effect of tha t. S o, we could

17 bring someone up if you would like to have that.

18 MR . BREWINGTON: The bottom line is, it was.

19 $11 million..
~

20 COMMISSIONER AHEARNE: The bottom line was

21 eleven.. You mean the savings, or? -

22 MR. BREWINGTON: If we use it, if you accept

23 the philosophy, I might say the number does not mean

24 tha t much.

25 COMMISSIONER AHEARNE: Yes.

_

.
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,

1 MR. BREWINGTON: That would reduce the $43

2 million.

(' 3 COMMISSIONER GILINSKYa That is using what
,

4 sort of a discount rate?

*

5 MR. EDGAR: It was eleven percent.

6 COMMISSIONER GILINSKY: Three percent above
,

7 inflation?

8 MR. EDGAR: Yes.

9 MR. BREWINGTON: Yes, we used eight percent.

10 COMMISSIONER GILINSKY: Thank you.

11 MR. DAVISa We can supply you more detail.
~ '

12 There were some assumptions made on the man-hour rates

13 and things like that. We can provide that if you would

14 like.

15 COMMISSIONER GILINSKYs That is good enough.

16 CHAIRMAN PALLADINO: Let's see, how many more
.

17 speakers do you have Mr. Edgar?

18 MR. EDGAR: We have one more, Mr. Jerry Walker

19 of Arthur Anderson who will address the interest on ,
, ,

20 expended capital.

'
21 MR. WALKER: Good morning, gentlemen, it is my

22 pleasure to be here. As Mr. Edgar indicated, I am Jerry ,

23 Walker with the Public Accounting Firm of Arthur

k- 24 Anderson C Company based here in Washington, D.C.

25 For your convenience I have prepared a written

1

.
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1 statement also which contains the contents of my brief

2 narrative remarks.

(' 3 It is my understanding that the situation the
.

4 Commission is addressing is the fact that there are

5 expended funds of well over one billion dollars in -

6 connection with the Clinch River Breeder Reactor, and

7 the question has been raised as to whether there is a

8 cost associated with the delay in such a project at this

9 juncture.

10 It is also my understanding that the position

11 of the staff is that there is no delay.

12 COH5ISSIONER GILINSKY: Not whether it is a

13 cost, whether it is additional ccst if you go one way or

(
14 the other way.

15 HR. WALKERS Whether there is an additional

16 cost --

v

17 COMMISSIONER GILINSKY4 Increasing cost

18 between the two paths.

19 MR. WALKER: I am sorry.
.

20 COMMISSIONER GILINSKY Whether there is a

21 difference in cost between two alternatives. -

22 MR. WALKER: The two aJternatives being of l

l

23 delay or not to delay?

24 COMMISSIONER GILINSKYa Whether to grant an |

25 exemption now and have construction start now --
1

i

s

.
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!

'
,

1 MR. WALKER: That's correct.

or to put that off f2 COMMISSIONER GILINSKY: --

;

p 3 for a year or whatever.
.. ,

,!

4 MR. WALKER: That comports with my

5 understanding, also. |
*

6 The question I have beern asked to address,

7 whether or not there is a cost of capital associated '

,

8 with the expended funds.

9 I must_say that the position of the staff --
,

10 COMMISSIONER GILIESKYa Not whether there is a !

11 cost of capital - excuse me for interrupting you. The

12 point is whether there is a difference in the costs

13 attached to one alternative or to the other.
,

14 HR. WALKER: Yes, I think that is right. My *

15 position is that there is a difference, and the

16 difference is constituted in the cost of capital and

'

17 expended funds.

18 The position of the staff which basically says

19 there is no cost associated with the delay, that is the !

*
,

20 cost of capital which I assert is the difference, is one
,

' 21 with which I completely disagree.
i

22 Moreover, I think it goes against the weight ;

23 of the relevant authorities that addressed the subject,

s_ 24 The relevant authorities I refer to are the Securities

25 and Exchange Commission, the Cost Accounting Standards -

,

,

% >

0
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1 Boa rd , and the various utility rate-making bodies.

2 There is a real cost associated with capital

(^' 3 devoted to expended funds on a project. That cost is
.

4 associa ted with the value that is devoted to those

5 resources. Capital has a value and it can be exchanged -

6 for other things of value, it can be lent and it can be

7 invested for return on funds.

8 Therefore, I assert that there is a value.

9 COMMISSIONER GILINSKY4 I think we all agree

10 that there is a value.

'

11 MR. WALKERa During a period while a project

12 is in process, from the beginning to the end, this cost

13 accumulates throughout the project - that is from th e
(

14 first time that funds are expended and the capital

15 devoted to those purposes there is a cost that is

16 associated with it, accumulates over the period until

17 the project reaches completion, whether there is a delay
|

18 encountered or not. In other words, during delay
|
'19 periods or during non-delay periods.

.

20 Now, the relevant authorities that I referrred
i

21 to -- -
,

|
'

22 COMMISSIONER GILINSKY: Could you repeat

23 that? I am sorry that I am interrupting you, but this

-
24 has been the subject of a great deal of confusion and I

,

'

25 think it- is importan t that we all understand what we are*

-

t

t

i
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1 saying. I hope, if nothing else happens today, we come

a wa y with agreement, an understanding.

3 COMMISSIONER AHEARNEa At least an, (m
4 understanding of where we disagree.

5 COMMISSIONER GILINSKY Co uld you just repeat*

6 that last statement?

7 MR. WALKERS Yes. I said that the cost of :

8 capital which is associated with the expended funds on

9 the project continues throughout the project, it

10 accumulates from day to day over the entire period of

11 the project. It accumulates whether there is non-delay

12 or a continuation of the project, or whether there is a

13 delay period in the project such as is contemplated here.

14 In other words, I assert that during the

15 one-year delay period that is being evaluated here, or

18 the exemption that is being evaluated, that there would

17 continue to accumulate a cost of capital throughout that

18 period.

19 Does that completely answer your question?
,

20 COMMISSIONER GILINSKY: Well, at least I am

21 clear on what you are saying.'

22 MR. W ALKER : I will continue.
~

23 The relevant authorities that I ref errerd to
.

24 before, the Financial Accounting Standards Board,

25 add ress this issue in Financial Accounting Standards

,

P

.
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1 Boa rd Statemen t No. 3 4 .' The Financial Accounting

2 Standards Board releases are required to be followed by

- 3 all public companies registered with the Securities and
'

4 Exchange Commission. So, it has the weight and

5 authority of both the Financial Accounting Sta nda rd s
,

6 Boa rd and the SEC.

7 It is prescribed that companies follow these

8 rules , that they do capitalize the cost of capital or

9 interest during construction. They specifically address

10 the question of delay periods and they say that you will

11 capitalize, or th a t you will recognize the cost as a

12 cost to the project, the cost of capital during the

13 construction period.

14 COMMISSIONER GILINSKY I hope you will not

15 object if I interrupt'you again.
.

16 CHAIBM AN P ALLADINO: That makes it hard to
,

17 stick with the 20 minutes, but go. ahead. I think it is

18 inportant. Go ahead, Vic.

19 COMMISSIONER GILINSKY: You said earlier that

'
20 the clock runs on that expended money whether you are

21 building something or you are not building something.
,

22 MR. WALKER: That is correct.

23 COMMISSIONER GILINSKYs So, when you total up

24 the expenditures for one course and total up the

25 expenditures for the other course, it is going to appear

i
-

9
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1 as an item on both sides. Therefore, when you take the

2 difference, it cancels out.

, /~'- 3 Now, where is the diff erence that you see?

4 HR. WALKER: No, I do not agree that is the

*

5 conclusion you would reach. If the period from

6 beginning to completion of the project is extended by a

7 year, you would have one additional year of financing

8 cost on the expended funds. In other words, it is a

9 function of both time and the amount of money expended.

10 COMMISSIONER GILINSKYs But you have to pay

11 that out over whatever period your loans are, whatever

12 your financing is. It may affect your income stream,

13 that is a different matter.,.

(
14 MR. WALKERa I am not addressing the income

15 stream, of course. I am only addressing, how much did

16 it cost to complete the project. One of the relevant

17 points in determining --

18 COMMISSIONER GILINSKY: Oh, that is a

19 different matter. If you are looking to the future,,

20 that is something else. We are looking at ona course of
i
1

'

21 expenditures or another course of expenditures, one of

22 them may be less and one of them may be more.

23 But I must say for myself, I am firmly vedded

24 to the notion that - unless you can persuade me

25 otherwise - that what matters is the future, you cannot
I

l
~.

!

'

,

|
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1 affect the past.

2 MR. WALKER: " ell, I am only saying the fact,

t 3 one course versus the other, is really the delay period
.

4 that is being contemplated here, and that the cost will

5 run during that period. That is the reason -- -

6 COMMISSIONER GILINSKY: What matters are your

7 f uture expenditures and your future incomes, your future

8 costs or your future benefits.

9 Now, if there is a difference, fine. But the

10 item that you are referring to is identical in both

11 columns.

12 COMMISSIONER ROBERTS: I thoroughly disagree

13 with that.

14 COMMISSIONER AHEARNEs I tend to agree with

15 you, but can we let him finish?

16 (Laughter.)

17 COMMISSIONER GILINSKY: Sure. Well, go ahead.

18 MR. WALKER 4 It certainly is a fundamental

19 element of what is being --
.

20 COMMISSIONER GILINSKYa Let's agree on that.

|21 MR. WALKER: The reason that the amount would -

22 be greater over the term of the project can be directly

23 related to the delay period. The reason that the
:

24 project's costs to complete are greater is because costs'

25 continue to run during the delay period. Absent the '

i,

.
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1 delay period, the project's costs would be less.

2 COMMISSIONER GILINSKY: Would you not owe !

(' ' 3 exactly the same amount of money if you were building?
fe

4 HR. WALKER: No.

5 COMMISSIONER GILINSKY: Well, why don't you go*

6 ahead?

7 HR. WALKER: The other relevant authority that

8 I referred to, or one cf them, was the Cost Accounting

9 Standards Bard.

10 The Cost Accounting S tandard s Boa rd, through

11 its issuance of standards, sets the pricing rules for

12 government contracting, particularly for the Defense

13 Department government contracting. They are contained-

14 in the Code of Federal Reguitions and twenty some

15 standards have been issued for the purpose of pricing

16 government contracts.

17 One of those standards is referred to as Cost

"18 Accounting Standard 417, which is the same subject, that

19 is cost of money as an element of the cost of facilities
a

20 con struc tion .
!'

21 COMMISSIONER GILINSKY: I do not think there

22 is any argument that when you total up the cost of an
5

23 activity you have to throw in the cost of capital, there

24 is no argument about that.-

25 MR. WALKER: Well, I am only addressing that

'

,

.
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1 very point, whether there is a cost associated with

2 expended capital and whether that cost will contir.ue to

3 run during the delay period, therefore there being a(- ,

,

4 cost attributed to the delay.

E COMMISSIONER GILINSKY: I have a feeling we -

6 have trouble dealing with our agreeing, rather than with

7 our disagreeing.

8 (Laughter.)

9 MR. WALKERS Let me, if I can, for purposes of

10 illustration, try to give you perhaps a naive example

11 but I think that illustrates the point.

12 Consider a person that is constructing a home

13 for his own use. He acts as his own general contractor,
-

14 and he subcontracts the work for excavation, the

15 concrete work, the electrical work and so forth.

16 He comes to a point in construction of his

17 domicile that he is about 75 percent complete, he has

18 the electrical work ins'talled, but in order to proceed
19 he has t'o get a building permit, or a permit that will

'r.

i 20 say that the wiring has been properly installed and get .

!

21 approval.
,

-

22 Well, for whatever reasons that approval is'

,

'

23 forestalled, six zonths pass. He cannot get that
:
'

i 24 accomplished. In the meantime, the building or the;

l

25 construction cannot proceed, that is, the drywall cannot

'
_

.
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1 be put 'in; he cannot complete the finish work on the

2 home and therefore he cannot continue, and the ultimate

,(7 3 time in which he can occupy the facility is delayed by ;

4 at least six months. j

*
5 The true economic fact to that person building

,

6 his own home is that his costs have increased. He has ;

7 to carry the cost on the 75-percent completion because -i

8 he borrowed from the bank and had the expended funds,

9 continued to pay interest for an additional six-month

10 period.

11 I would submit to you that that person at the ,

12 completion of building his home would say, "It cost me a
,

13 lot more money because I had a six-month delay in the
,

14 midst of that period of construction."

15 COMMISSIONER AHEARNE: But he would not have

16 paid any more to the bank. |

17 MR. WALKER: Oh, yes, he vould, sir.

18 COMMISSIONER AHEARKE: How long did he borrow

19 it for? |
,

20 MR. WALKER: Well, he borrowed it from the

' 21 beginning to the end of con'struction.

22 COMMISSIONER AHEARNE: Oh, but he paid it off |

23 at the end of construction, it was not a mortgage-type j

- 24 borrowing.

25 . MR. WALKER: That is right, it ~was contruction

-

.
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1 funds.

2 COMMISSIONER AHEARNEa So, it had a fixed

3 period of ending and that fixed period would end when(' ,

4 the construction is completed.

5 HR. WALKER: Well, it was not fixed in date,
'

6 but it was fixed in terms of completion. It would be

7 paid off at completion.

8 COMMISSIONER AHEARNE: Right. So. actually,

9 he had to carry the money for a longer period of time,

10 you are saying.

11 HR. WALKER: That is correct.

12 COHNISSIONER AHEARNEa In that particular case

13 that you gave.

'

14 HR. WALKER: I would submit in microcosm that

15 is the same exact example we are facing here.

16 CONHISSIONER AHEARNE Let me give you then,

17 rather than the example of the house, let's talk about

18 the submission we have in front of us, which is $1.-some

19 billion that have been expended up to the present time.
.

20 The question is, will it be a net cost to the taxpayer

21 of an additional $189 million if there is a year delay?
'

22 HR. WALKER: As to the amount, I don't know.

23 COMMISSIONER AHEARNE: I understand.

24 HR. WALKER: But there certainly would be an
s-

25 additional cost to the taxpayer, no question.

.
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1 COMMISSIONER AHEARNE: You would say, then,

2 that it is equivalent, the carrying charge or whatever

,(~T 3 you want to attributed to that expended $1.3 billion is

4 a correct additional cost.

5 HR. WALKER: That 's correct. Again, I think*

6 to the weight of authority, it is clearly behind that

7 position. It has been studied for many, many years as

8 to whether or not this is an additional cost that should

9 be added to the cost of construction of a project.

10 COMMISSIONER BRADFORD: Mr. Walker, come back

!11 to your home example for a minute. Is it part of that

12 example that the home owner pays off his borrowings on

13 the day that the house is complete and if so, why?

14 COMMISSIONER AHEARNE: Yes, it has to be, that

15 Vas the question I asked.

16 COMMISSIONER BRADFORD: But why would he do

17 that? He is not going to have any more money the day

18 the house is completed than he did during the stream of

19 activities.
*

20 HR. WALKER The typical method of financing

'' 21 home construction is one by which you obtain

22 construction financing during the period of

23 construction, and at the end of construction you then
_,

24 convert that into a typical mortgage over a period of

25 time, 25, 30 years, whatever. So that the cost of

,

%

.
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i
1

1 construction is measured by the cost of the financing on-

2 the construction financing itself.

3 COMMISSIONER BR ADFORD: And is that the waygm
< .

4 you are financing Clinch River?

5 MR. WALKER: I am sorry. .

.

6 COMMISSIONER BRADFORD: Is that the way Clinch

7 River is being financed?

8 MR. WALKER: As I said, in microcosm I think

9 it is directly analogous that the funds are rolled over

10 throughout the construction period, and they are rolled

11 over throughout the operation period.

12 COMMISSIONER BRADFORDs I must- say, that seems

13 unlikely.
,'

14 MR. WALKER: That is, as a matter of fact, the

15 var the government constantly finances its activities.

16 That is, despite the fact that certain securities have

17 different terms, maybe six months, five years, ten-year

18 securities, that when they come due they are repaid

19 through either general tax revenues or through obtaining
,

20 r dditional borrowings. But they are constantly rolled
,

21 over and, in the aggregate, as we have seen in recent ,

22 years, the debt constantly has been increasing.

23 CHAIRMAN PALLADINO: Do you have any more
.

24 p re senta tion s, Mr. Edgar?
,

25 MR. EDGAR: Have you finished, Mr. Walker? I

,

-

I

l

!
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'

1 think you had some more remarks.

2 MR. WALKER: Yes, sorry. I will be as brief

,(' 3 as I can, but as Mr. Edgar said, I intended to cover the ;

4 example used by the staff. In summary on this point,

*
5 let me just --

6 COMMISSIONER GILINSKY: Did you want to
;

7 address -- actually, there is part of the text here,

8 too, as well as the example. Did you want to address

9 some of that, too? I assume you are prepared to do so.
,

10 MR. WALKERS Yes, I as prepared to do so.
;

;11 Perhaps you would like me to make my brief comments

12 first.

.- 13 COMMISSIONER GILINSKYs Sure.

14 CHAIRMAN PALLADINO Let him finish his brief

15 comments bef ore you continue the questions.

16 COMMISSIONER GILINSKYa Sure.

17 MR. WALKER: The exmple of sunk cost which has

18 been used by the staff, I think, has been

19 inappropriately used in the circumstance. Certainly, it
.

20 is a concept that has validity in certain circumstances

~

21 but it is in one where a different set of considerations
'

,

22 are present, one which contemplates the possibility of

23 abandoning a past course of action and therefore in
,

24 proceeding on a different course.

;
.

25 The fact is that, as I understand it, the
-

,

t

!

|
'

'i
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1 expended funds today are of value. The product of those'

.

2 expended funds continues to have costs associated with

3 it which will be useful to the future.r~
.

4 COMMISSIONER GILINSKY Wait a minute, now we

5 are getting into a whole other realm which is the value -

6 of the project which has not been factored into these

7 calculations. That is a separate subject.

8 But in terms of the project alone, leaving

9 aside the question of value which has not entered here

10 at all, it seems to me the cheapest thing ils to stop

11 right now. Do you dispute that?

12 MR. WALKER: No, I do not agree with that.'

13 What I suggested was that the sunk cost --

(
'

14 COMMISSIONER GILINSKYa Why do you not agree

15 with it?

16 MR. WALKERa Because I believe it is costly to

17 have a delay at this time.

18 COMMISSIONER GILINSKYa You see, it is one

19 thing if you are talking about a power plant that is
.

20 going to be a money-making enterprise when you are all

l
i 21 through, and it means that your income stream is delayed. -

22 Here, we are talking about something else, we

23 are really talking about delaying RED benefits which we

24 have not talked about, and some people value those very
1

25 highly and others don't.

.
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1 Now, what I said is, those aside, the cheapest

2 thing would be simply to stop. Now, it is another thing

,( 3 if you weigh the scales on the other side with the RED

4 benefits, and I recognize that.

*

5 MR. EDGAR 4 Oh, you are stating the

6 proposition , then , if you abandon, that would be the

7 least cost.

8 COMMISSIONER GILINSKY: Right.

9 MR. EDGARs As contrasted with completion.

10 COMMISSIONER GILINSKY Right, leaving the RCD

11 benefits aside.

12 MR. EDGAR: Our analyses assume.that the only

13 real case is completion, and what we are comparing is

14 completion on time scale I versus completion on time

15 scale Y. We are not considering the alternative of

18 abandonment as being relevant to this particular

17 decision.

18 COMMISSIONER AHEARNE: !3 ell, but your witness

19 just pointed out the sunk cost -- I thought'he was
,

20 saying it only had a real validity in that type of -

*
21 argument in the case where abandonment was a rea31stic

22 option. If he is saying, "Well, that is not a realistic
|

l
23 option," I think it ought to be clear that he is sayinq !

24 an option is not realistic which at least in some |
|

25 people's minds still is realistic.

.,
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1 HR. WALKER: I get your point. .

2 MR. EDGAR: I was trying to draw the

(~ 3 distinction between what is realistic on the one hand,
.

4 and what is relevant to this particular decision.

5 COMMISSIONER AHEARNE: All right. -

6 COMMISSIONER GILINSKY: Let me say a word

7 about these capital charges. You know, after all, we

8 are just really allocating who is going to end up

9 holding a piece of paper. The economic activity took

to place sometime in the past, that is all over with. The

11 only thing we can affect is the future.

12 I really am puzzled that you present a view

13 which seems to suggest the opposite. I do not know if I
/

14 understand you correctly, but are you saying -- well,

15 let me ask you, do you disagree with the statement that

16 happens to be on the opposite side of this example, once

17 the principle is recognized it is the diff e rence between

18 alternatives that is relevant and there are comparisons

19 that follow that, and so on? You have it right in front
.

20 of you.

21 HR. WALKER: Yes. -

22 COMMISSIONER GILINSKY: The only possible

23 differences between alternatives for the future are
|
i

24 differences in the future, what is done is done.

25 HR. WALKER: That statement I don't disagree!

|

.
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1 with.

2 COMMISSIONER GILINSKY: Well, then the rest of

c' 3 what you say puzzles me, I must say.
,

4 HR. WALKER: I am saying, what is in the

*
5 future is the contemplated delay period.

,

6 COMMISSIONER GILINSKY: You see, if you have

7 done some work in the past, if you have done it well, it

8 should reduce the amount of work you heve to do in the *

9 future. In that sense, past expenditure indirectly

- 10 affects these choices.

11 But when you are examining the alternatives

12 you can only validly examine the alternatives for the

13 future.

14 HR. WALKER: Yes, and I am suggesting --

15 COMMISSIONER GILINSKY: Do you disagree with

16 that? ,
,

17 MR. WALKER: No, I don't.

18 COMMISSIONER GILINSKYa Well, then, we seem to

19 be in agreement. I am puzzled --
,

20 CHAIRMAN PALLADINO: Except on one point.

i
*

21 (Laughter.)

22 MR. WALKER: The question as to the future is

23 whether or not there is going to be a delay and whether

24 this --

25 COMMISSIONER GILINSKY: Sure, we have to look

..-

.
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1 at the future incoming expenditure streams and discount

2 them properly. Do you agree with th at?

(~ 3 HR. WALKER: I thirk that's correct.
.

4 CHAIRMAN PALLADIN0s Now, wait a minute, we

5 are not talking about income. -

6 COMMISSIONER GILINSKYs Well, to the extent

7 there is any, we would include it.

8 CHAIRMAN PALLADINO: I think we are getting

9 off on a different angle. I thought we were just

10 talking about the interest on the expended cost.

11 MR. WALKER: That is what I understood.

12 COMMISSIONER GILINSKYa But that appears on

13 both sides.
(

'

CHAIRMAN PALLADIN04 Both sides of what?14

15 COMMISSIONER GILINSKY Well, you have

16 Alternative A, you have Alternative B. One alternative

17 puts the construction off a year, let's just say for the

18 sake of the example. J

|

19 MR. WALKER: And I would say that costs more
.

20 money than not putting it off a year.

21 COHNISSIONER AHEARNE: I don't think we have -

22 any disagreement on, perhaps it might cost more money. |

!

23 It is what factors --

x 24 COMMISSIONER GILINSKY: In current dollars, or(
!

| 25 discounted dollars, or what? In present worth?
!

'
.

,

1
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'
1 MR. WALKER: It can be stated in present

2 worth , yes.

,p 3 COMMISSIONER GILINSKY It may well, it

4 depends on the two alternatives, I am not disputing

* 5 that. But what you are saying is, you would charge the

6 charges on past capital expenditures to one column, but

7 you would not charge it in the other column. That just

8 baffles me, I must say, and I think is dead wrong.

l 9 HR. WALKER: Past expenditures would be a

to charge to both columns. I am saying that in one column,

11 if you delay you get an additional charge of the cost of

12 that delay because of the cost of the capital in the
|

13 delay period.
(

!
'

14 COMMISSIONER GILINSKY: Oh, there are

15 additional charges, but you have to discount then

16 s ui ta bly . But that is quite different than what was

17 done in the DOE submission. Well, would you explain the

18 $189 million, then?

19 MR. SILVERSTROM: The $189 million is a
.

20 discounted factor, Commissioner.

~

21 COMMISSIONER GILINSKY: It is your charge on

22 the past $1.7 billion expended, wich you attached to one

23 alternative but cot to the other. -

(_. - 24 MR. EDGAB Well, you can get the same answer |

25 if you move it forward for an additional year, and then
,

/

,
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'~ 1 move the increment back. The mathematics come out the

2 same. It does not matter which way you do it', you get

3 the same answer.{-)
4 COMMISSIONER GILINSKYa It is relevant.

5 MR. EDGAR: But we are coming to present with -

6 $189 million by moving forward in the future and looking

7 at the alternatives as diff erent in the f uture.

8 COMMISSIONER AHEARNE: Could I ask Mr. Walker

9 on that point, then, have you seen the submission of DOE 7

10 MR. WALKER: I have seen various portions of

11 i t.

12 COMMISSIONER GILINSKY: Did you examine it in

..
13 any detail?

14 MR. WALKER: Not in any detail, no.

15 COMMISSIONER AHEARNEs What they have

16 presented to us is a series of expenditures from 1974 to

17 1981.

18 MR. WALKER: Yes, I am familiar with that.

19 COMMISSIONER AHEARNEa Then they have added in
.

20 the interest factor for all those years, and.they have

21 ended up with $1.7 billion. -

22 MR. WALKER: Thst's correct.

|

23 COMMISSIONER AHEARNE: Now, they are saying
r

l

t_ 24 that the difference between the two alternatives, th a t

25 is the alternative of getting the exemption and going

~

.
.
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1 ahead with construction nov versus waiting a year to go>

2 ahead with construction, for just this previous

, (^x 3 expenditure amount is the eleven percent on top of the,

4 51.7 billion, or $169 million.

~

5 HR. WALKER: That's correct.

] 6 COMMISSIONER AHEARNE: . And the poin t that I

7 think both Commissioner Gilinksy and I are really

i 8 puzzled by is that by saying that is a true cost of

|
9 delay, it seems to attribute that that would only show

|a

10 up on the alternative path that would have you delay a

11 year, and that for some reason if you did not delay a !

,

12 year it would not be there.
!

13 HR. WALKERa That is correct.
'

|

14 HR. SILVERSTROM: For that one year, for that

15 one year of delay.'

16 COMMISSIONER ROBERTS: The incremental cost4

17 over and above.

18 COMMISSIONER AHEARNE: Exactly.;

19 COMMISSIONER GILINSKY: Well, let me ask you,
,

20 suppose you were working away, digging ditches, pouring'

~ 21 concrete, would you not be paying charges for past

22 capital expenditures, assuming,this was a business and
;

23 not the government? i

24 ER. SILVERSTROM If you were digging ditches

25 which were being capitalized for one year.less, you will

i
~

,

|
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1 pay interest for one year less.

2 COMMISSIONER GILINSKYa But what does that

(" 3 have to do with past interest, interest for past
,

4 expenditures?

*

5 MR. SILVERSTROM: As Mr. Walker suggested, it

6 is the roll-over, it is a continuing debt,

7 Commissioner. If you cannot finish that debt in the

8 next six years, then you have to get --*

9 COMMISSIONER GILINSKY: But you are going to

10 have to pay that debt for a long period.

11 MR. SILVERSTROMs Not really.

12 CHAIRMAN PALLADINO It is just going to be

13 one year.
*

i
14 COMMISSIONER GILINSKYa What happens at the

15 end of that six years?

16 HR. SILVERSTROM: You have to borrow

17 additional money to pay that interest for one additional

18 year. That is all we are netting, is interest for that

19 one additional year properly discounted.
.

20 COMMISSIONER ROBERTS: I do not think that is

'21 very mysterious.

22 HR. SILVERSTROMs It is the continuing

23 financing aspect.

t 24 HR. WALKER: And it is completely compatible

1
'

25 with what I suggested are the relevant authorities, that
i

l

.

.
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1 is the SEC, ' requires that kind of accounting for

2 corporations. The Defense Department requires that kind

{ 3 of pricing for government contracts and recognizes those,

4 costs as real in reimbursing contractors.

~

5 COMMISSIONER GILINSKYs Le t me understand wha t

6 you are saying. You are saying there vill be an

| 7 additional charge between the sixth and seventh year,
.

8 eighth or ninth year, whatever it is?

9 MR. WALKERS Whatever the delay ' year is.

it COMMISSIONER GILINSKY: And you discounted

11 that back?

12 MR. WALKER: Yes.
st

13 COMMISSIONER GILINSKYa And that is your $189
(

14 million.

MR. SILVERSTROMs That is exactly what was15 .

16 done. '

17 COMMISSIONER BRADFORD But then you have to

18 ask - I think you were starting to - what is it that

19 happens in tha t eighth or ninth year, or ninth or tenth,

20 year, and you said you roll it over. You then finance
~

21 it differently over the life of the project, at least in

22 the housing example it becomes a mortgage, which means

23 that you are still paying interest on it.

L 24 MR. WALKER: Whether o r not --

25 COMMISSIONER BR ADFORD s It may bes a different

-

.

.
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1 interest, but it is still interest.

2 MR. WALKER: Tha t's correct.

3 COMMISSIONER AHEARNE: That's right.
(~) ,

4 COMMISSIONER BRADFORDa So that the real point

5 at which it.may make a difference is out in the 30th
*

.

6 versus the 31st year.

7 MR. WALKERS Well, assuming that the project,

8 or the house in my example has a finite life, that life

9 would be moved out another year.

10 COMMISSIONER GILINSKYa But the present value

11 of those two streams would be the same. You are going

12 to go forward one year but you discount it back one

-
13 year. The pa,ying off of that loan is going to be the

,

14 same, no matter what. If you are using the same

15 discount rate for these capita 1' charges.

16 MR. SILVERSTROM: The U.S. Treasury will have

17 to carry this project for one additianal year.

18 COMMISSIONER GILINSKY: Right. What rates are

19 you using here?
.

20 MR. WALKER: Eight and eleven.

21 MR. SILYERSTROMs Eight and eleven, the same '

22 rates.

COMMISSIONER GILINSKYa That is the rate at23

24 which you compute capital charges? That is the rate at

25 which you discount?

--

- ,
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1 MR. SILVERSTROMs Tha t 's right -

2 MR. WALKER: That's correct.

r 3 MR. SILVERSTROM: But the $189 million is
~-

.

4 after the discount. In other wordr, the actual payment
|

5 out in the sixth year or eighth year may actually be*

6 $700 million. But if You properly discount, as you

- 7 suggest, it is coming back to $189 million.

8 COMMISSIONER GILINSKY All I can say, one of

9 us is terribly wrong and it will all be sorted out.

10 CHAIRMAN PALLADIN04 Commissioner Ahearne has

11 a question.

12 COMMISSIONER AHEARNEs Mr. Walker, you

_
13 mentioned that the DOD uses this type of costing.

L
14 MR. WALKERS That's correct. ;

15 COMMISSIONER AHEARNE: I guess I was somewhat

16 surprised by that, b.7 t I will take your word that it is

17 in the document.

18 MR. WALKERS The more complete text is in my

19 written Otatement. !

O

20 COMMISSIONER AHEARNE2 Yes. So, you are

21 saying that, for example, when they contract for a'

22 submarine and the submarine is delayed a year, then the

23 carrying charge of that original amount that they have

24 put down for the submarine is then added as an increase

25 in the expense of the submarine?

!

.
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>

1 HR. WALKER: That is not quite true. There is

2 a cost of capital associated with the facilities that

/~' 3 are used to construct that submarine. That cost is
.

4 included in the pricing of the contract.

'

5 But in addition when, say, a new shipyard is

6 built or a new factory is built to manufacture

7 airplanes, as a part of that cost of construction the

8 cost of the capital during the period of construction,

9 even though it may contain a delay, will run throughout

10 that period.

11 COMMISSIONER AREARNE: And the additional

12 cost, for example, in some of the munitions plants where

13 the government buys a f acility and then they have a GOCO
,

14 type operation where the contractor operates it, you are

~15 saying that when there is a delay of a year and for

16 whatever reason a change in the production line, that

17 that charge has now historically been included in the

18 government's cost of that pla~nt?

19 MR. WALKER: Well, as to the governmental
.

20 accounting, I can't speak to that.

21 COMMISSIONER AHEARNE: That is what we are '

22 talking about, though, this is a government contract.

23 HR. WALKER: But in the case you cite the

24 government as the owner of the plant, rather than the

. 25 contractor.

.
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.

.
1 COMMISSIONER AHEARNE: Who is going to own

2 Clinch River?

, (~' 3 HR. EDGAR: The Federal Government.

4 COMMISSIONER AHEARNE: It is a government

*

5 plant.
,, ,

6 MR. WALKER: Yes, the cost is real, but I

7 can't speak to --

8 COMMISSIONER AHEARNE: Well, but I thought you

9 vere saying this is the way the DOD also does it. So, I

10 am asking you, is it equivalent where the DOD is buying

11 a plant?

12 MS. WALKER: It may well be, Commissioner, but

13 I can't quite address that because I am talking about
{

14 def ense contractors themselves.
6

15 COMMISSIONER AHEARNE: Oh, I thought you were

16 talking about Def ense Depar tmen t-owned f acilities.
'
.

17 HR. WALKER: I can say this, that for those

18 activities, such as revolving funds, that the GAO '

19 requirement for the government accounting, which may
,

20 well apply to GOCO operations - I am not quite cure -

~ 21 does require an imputed interest to invested capital.

22 COMMISSIONER AHEARNE: Go ahead.

23 COMMISSIONER GILINSKY: I tell you, Mr.

24 Walker, th a t you stake your reputation as an accountant

25 on this statement that in one case it is proper to count

o

. .
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1 capital charges on past expenditures, and in the other

2 it is not, that there is a difference.. )

3 MR. WALKER: I certainly do stake my
{'

4 reputation on what I have said.

5 (Laughter.) -

6 MR. WALKERS I would only like to restate your

7 characterization of it. I am saying that the cost of an

8 extended contract period is greater than one which is

9 shorter.
o

10 COMMISSIONER GILINSKY But I am just talking

' 11 about past expenditures, the capital charges on past

12 expenditures; that different capital charges attach in
.

13 one case then in the other.
i

14 MR. WALKER: That's correct, if there is a

15 delay period.

16 COMMISSIONER GILINSKY: And there is a real
.

17 economic cost.

18 MR. WALKER: No question about it. I think

19 the fact that there has been a real economic cost has
.

20 long been recognized and, quite frankly, the accounting

21 literature in government regulation has been slow in -

.

22 catching up with that. In so doing they have recognized

23 economic reality.

24 COMMISSIONER GILINSKY: Let me ask you another~

25 question to make sure we agree on at least what the

.
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'
1 question is.

2 You are saying, then, one does not strictly i

, (' 3 look forward in time, one has to look back in time as

4 well, in comparing the alternatives. ,

*

5 MR. WALKERS I don't think that is the

6 relevant point that I am trying to make. The expended
i

7 funds, I think we will both concede, are the same amount

8 at this poin t in time.

9 There is a future event ~that is being

10 considered, a delay period.

11 COMMISSIONER GILINSKYa Right.

12 MR. WALKER: And there is a' cost associate'd

13 with that delay period if it occurs.
,

14 COMMISSIONER GILINSKYa But it does not have

15 anything to do with past expenditures, it has to do with

16 future expenditures. For example, if you have a power

17 plant that is not coming on line --

18 MR. WALKER: No, sir. It is the capital cost
,

19 that attaches to the past expenditures. Those future
,

20 capital costs which will have to be expended because of

!*

21 the past expenditures.
,

22 CHAIRMAN PALLADINO: I know this is a point of

23 great interest, but I must caution that it is only one

24 point in the deliberation. -

25 MR. WALKER: I understand.

,

.

i
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1 CHAIRMAN PALLADINO: Particularly as it

2 affects public interest. I am not trying to cut off

'~ 3 questions. Did you have a question, Commissioner
.

4 Roberts?

5 COMMISSIONER ROBERTS: No. -

.6 CHAIRMAN PALLADINO: I hope to get to other

7 points as well.

8 COMMISSIONER AHEARNE: Mr. Walker, is there

9 any difference in your conclusion that would be affected

10 by what happens to the plant once it is finished?

11 MR. WALKER: What happens to it in what

12 respect, Commissioner?

13 COMMISSIONER AHEARNE: Well, let us suppose

14 that both streams, a one-year delay versus the no delay,

15 ended up with a completed plant which was then

16 mothballed or decommissioned, so nothing ever happened

17 to it.

18 MR. WALKER: My observation on that situation

19 would be that the costs of that plan t would be dif f eren t
.

20 extended one year, than the other, regardless of what

21 service it was put into. -

22 COMMISSIONER GILINSKY: Can I just read one

23 more sentence out of this volume since it has been the
24 subject of our own staff study? The authors say, "From

,

25 the viewpoint of an economy study, a past cost should be

~.:

! -

|
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1 thougnt of as a sunk cost, irrelevant in the study

2 except as its magnitude may somehow influence future

e' 3 receipts or disbursements, or other future matters."
. .

4 Do you agree with that?

5 MR. WALKERS As a definition of " sunk cost," I-

6 think it is an accurate definition. But I don't think,

7 as I indica ted, I don't think it is a relevant analysis

8 to be made here.

9 I would point out, in , the last pa ragraph on

10 the left-hand page there, in the second line, there is

11 an indication that there is an exception, that its

12 magnitude may somehow influence f uture --
'

.

COMMISSIONER GILINSKYs Righ t, we talked about13

14 that because if you completed part of the project it

15 ought not to cost as much to complete it as it would if

16 you started from scratch. That is the only point.
f

i 17 MR. WALKERS I am suggesting that tnere is a

i 18 future disbursement to be considered if there is a
!

19 delay. That disbursement --
.

20 COMMISSIONER ROBERTS: Ties to the magnitude

21 of the past expenditure.*

,

22 MR. WALKER: E::ac tly.

23 CHAIRMAN PALLADIN0s I find no problem with

,

24 wha t Mr. Walker is saying.

25 COMMISSIONER GILINSKY A lot of people don 't,

,
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1 but a lot of people do.

2 CHAIRMAN PALLADINO: Well, he presented his

3 testimony, you will.have to weigh it.g
. .

4 COMMISSIONER BRADFORD: Mr. Walke r, let me

5 try, if I could have a moment's more indulgence. .

6 Stick with your house for a minute and just

7 keep the numbers smaller. If the total cost of that

8 project turns out to be $100,000 and the cost of the

9 short-term borrowing total turned out to be about ten

to percent - going back a few years of course but again, it

- 11 keeps the numbers easier - at the end of the

12 construction period, what you are saying then is tha't

13 presumably you would ove roughly $10,000 a year in
/~ ;

- 14 interest.''

15 Now, if in fact the construction period were

16 at that point for some reason stretched out a year, you

17 could not for some reason put the la t touches on the

18 project, then you are saying you would be paying an

19 extra $10,000 in interest at that point in time on the
.

20 short-term financing.

21 HR. WALKER Assuming a one-year delay? .

22 COMMISSIONER BRADFORD: Yes. But you have

23 also said that what you would normally do is roll over

24 that financing in the longer term, financing at that

25 point.

.

.
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|
>

1 MR. WALKER 4 Yes.

2 COMMISSIONER BRADFORD: Now, there might te a

,( 3 little difference in the cost of the longer term versus

4 the short-term financing. But would not that be the
*

5 only real cost of delay to you, that is, you would

6 either be paying for that year at a short-term rate or

7 at a long-term rate?

8 If in fact the long-term rate were also ten

9 percent, then the cost of a year's delay in moving into

10 it, it seems to me, would he zero.

11 CHAIRMAN PALLADINO: Exactly.

12 MR. WALKERa No, I do not agree with that at
4

13 all.

14 CHAIRMAN PALL,ADIN04 I have been patient.
L

15 COMMISSIONER 'BR ADFORD - So am I, Joe, I have

16 asked very few questions.

17 CHAIRMAN PALLADINO: But I don't understand

18 why, if yo delay a year - following your house example -

19 you have not spent $10,000 in addition.
,

20 COMMISSIONER BRADFORDs Now, wait --

*
i 21 CHAIRMAN PALLADINO: Wait a minute, let me
|

22 finish my paragraph. If you had felt that in a year it

23 would cost you $10,000, it takes you two years, it costs

24 you $20,000.

25 Now, it seemed quite clear to me at that'
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1 point, now you go into a mortgage and you get as long a

2 mortgage as you want.

3 MR. WALKER: Right.
( ''

4 CHAIRMAN PALLADINO: But it seems to me quite

5 clear that you added $10,000 to the cost of the -

6 construction.

7 COMMISSIONER GILINSKY: But you have to

8 discount future dollars.

9 COMMISSIONER BRADFORD: It's my question, let

10 me ask the question.

11 (Laughter.)

12 COMMISSIONER BRADFORD: The point that I am

13 trying to make is that as you sit there briting~out your
!

14 checks to the bank as a home owner or general

15 contractor, or what have you, you write a $10,000 check

16 to that bank in that year, whether it is for the

17 short-term debt or the first year of the mortgage.

18 I think the point that emerges at the end is

19 that you may write one additional year's worth of
.

20 interest on the mortgage, but that would be the 29th

21 year or the 30th year rather than the year of delay in -

22 between completing the project one way or completing it

23 the other.

(j 24 MR. WALKER: Let me address that point. It

25 seems to me that in my example where the delay occurred
,

,
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1 because of the lack of a building permit, that at tbe

2 end of the construction project it is completely clear

3 to that home owner, "It cost me $10,000 more than I,(-

4 expected before I got to use my house." -

t

5 CHAIRMAN PALLADIN0s I think that is an '-

6 important point.

7 COMMISSIONER AHEARNEa That is true, before
L

'3 you got to use your house.
|

9 MR. WALKER: That is the cost of construction. L

10 COMMISSIONER AHEARNE: The amount of money you

11 had to pay before you got the use of it.

12 MR. WALKER That is cost of construction.'

13 COMMISSIONER AHEARNE: But see, I asked you a

14 question of, what if you mothballed it and you got no
,

15 use from it at all?

16 COMMISSIONER GILINSKYa This is going to make

17 a teriffic --

18 (Laughter.)

19 MR. EDGARa The same example applies, though,
.

20 you are going to have to borrow more money when you

21 convert to permanent financing. If you do not get any*

22 use out of it, your debt is bigger and you have to

23 retire it.

24 MR. WALKER: Right.

25 COMMISSIONER GILINSKY Yes, but if you

.

. . -

.
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1 borrowed money a year longer, you could have invested it

2 at the same time. ,

- 3 MR. EDGAR You couldn' t, that's just the

4 point.

5 MR. WALKER You are using it to build a house. .

6 HR. SILVERSTROM: That is exactly the point,

7 Commissioner, it is that additional financing, that you

8 could not invest in something else and get revenue on it.

9 MR. WALKER: You used it to build the house.

10 MR. EDGAR You are stuck.

11 COMMISSIONER GILINSKY: Suppose you pay off a

12 loan a year later and your are counting the discount

13 rate to be the same as the loan rate, does that make any

'
14 difference?

15 HR. WALKER: Yes, it certanly does. It costs

16 more interest.

17 COMMISSIONER GILINSKYs Has any economist in

18 the Department of Energy looked at this because they

19 seem to have gotten it righ t when they do the reports
.

20 for Mr. Beville.

21 HR. WALKER It seems to stand to reason. It .

I

22 seems to stand to reason to me, Commissioner, tnat if

23 you borrow money for an addditional year it is going to

24 cost you more interest. It is going to cost more money.

25 COMMISSIONEB GILINSKY: Th e Department stands

|
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1 behind this arguament, Mr. Davis?

2 MR. SILVERSTROM: Yes.

3 CHAIRMAN PALLADINO: I wonder if we have not, (> ,

4 explored this sufficiently.
!

5 COMMISSIONER AHEARNE: This really is a real i*

6 puzzle and at some point I have got to understand why '

7 the ERA part of the Energy Department has one view and

8 this is different. This is different, this was the

9 original argument that the utility industry made on the

10 cost of delay of licenseing, and ERA originally endorsed
'

11 it and then in the last few reports said it was wrong.

12 So, this is different than the ERA position.

13 But putting that aside, let 's assume that there is only

14 one step more to getting the final license for Clinch '

15 River and that is to submit a piece of paper which the

16 NBC signs, and nothing else has to be done. And if we

17 give them the paper tomorrow they can then seal off the

18 plant, it's finished.

19 If we don't give them the paper tomorrow, they
*

i

20 have to wait a year and they seal up the plant and it is

21 finished, and that is the only thing remaining to be*
,

22 done. They have invested $ 1.7 billion up until the

23 present time.

24 You would say that the difference in the cost

25 of that plant would be the $189 million that it would

.

ALDERSoN REPORTING COMPANY,INC,

400 VIRGINIA AVE., S.W., WASHINGTON, D.C. 20024 (202) 554 2345



__

65 i

|
1

|
|

1 cost for the carrying charge of that $1.7 billion for

2 the additional year before they got the piece of paper?

3 KR. WALKER: That is absolutely correct.g.
. .

4 COMMISSIONER ROBERTS 4 But in present-day )

|5 dollars. .

6 HR..WALKERa In presen t-day dolla rs, that's
.

7 correct.

8 COMMISSIONER BRADFORDa Supposing now tha t th e

9 project were to be completed and at the end of six

10 months were to suffer a malfunction of some sort and

11 were simply to stand idle for a year, under your view,

12 would that imply the same amount of additional cost as

13 the year's delay during construction?
-

14 HR. WALKER: Yes, sir, it would.

15 COMMISSIONER BRADFORD: OK, come back to your
,

16 house for a minute. Af ter six months the people who

17 built it have to move out of it for some reason and

18 simply don't have the use of it for a year and tnen move

19 back in, they have a 30 jea r mortgage. Why is that
.

20 costing more?

21 HR. WALKER: Why is the moving out costing ,

22 more?

23 COMMISSIONER BRADFORD: Yes. I mean, if they

24 lose the use of the property - I understand they might,

25 have to pay rent somewhere else and'that would be a
|
|

.
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1 replacement cost, but I think we have said that is not

2 the issue here.

3 MR. WALKFha Again, I am addressing the-

i .

4 question of the extanded period of construction or

5 completion of the f acility or the house.-

6 COMMISSIONER BRADFORD: But what I have just

7 asked you is whether it made a difference if once it

8 vere completed. If it were Clinch River, the country

9 lost the use of it for a year, or if it is the house,

to the individual loses the use of it for a year, is there

11 then a greater set of charges of this type associated |

12 with the project? |

13 HR. WALKER: After completion?
|
1'- 14 COMMISSIONER BR ADFORDs Yes. l
)

15 HR. WALKER: No, sir, tht would not relate to

16 the cost of construction.

17 CHAIRMAN PALLADINO I wonder if we at least

) 18 for the moment can see if there are any other issues on
|
|

19 which there are questions.
.

20 ER. EDGARs Commissioner Gilinsky asked about

21 the project structure, I am prepared to address that if.

22 you would like'to hear that.

23 COMMISSIONER GILINSKY If you could just

24 spend a minute on that.

25 HR. EDGAR: If you will give me two, I will do

.
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1 it.

2 COMMISSIONER GILINSKY: Sure.

3 MR. EDGARs The instrument that binds the(-
.

4 project together and implements the authorization

5 legislation for Clinch River, which is P.L. 91-273 as .

6 amended, is the so-called quantropartite agreement, or a

7 four-party agreement.

8- That is a contract between TVA, Commonwealth

9 Edison, the De partm ent of Energy as successor in

10 interest to AEC and then ERDA, and Project Management

11 Corporation.

~

12 Now, you know who TVA and Commonwealth are,

13 and you know who DOE is, so the question is, who is PMC,
,

14 how is it structured?

15 Let's work back from the utility contributors

16 forward into the project and that will give you the

17 flow. You have 753 U.S. electric systems tha have

18 pledged some $253 million in ten equal installments to

19 the project.
.

20 The electric systems pay their money in

21 pledges in annual installments to a corporation by the .

22 namo of Breeder Reactor Corporation. Breeder Reacator
'

23 Corporation is a nonprofit District of Columbia

24 corpora tio n the function of which is to manage and
_

't

25 collect the f unds for the utilities.

.
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I

1 COMEISSIONER AHEARNEs That is roughly $25

2 million a year there?

r- 3 MR. EDGAR: That's correct.
.

4 COMMISSIONER ROBERTS: When did that commence?

5 HR. EDGAR: If you can give me a tolerance of*

6 plus or minus two years, I will say 1974.

7 There has been an extra year of contributions

8 because during the course of the project the project was

9 able to realize a return on investment, so there is an

10 additional " slug" of utility mo.m.ey.

11 COMMISSIONER AHEARNE: So, there has roughly

12 about E200 million that has been invested so far.

13 HR. EDGAR: Thus far, to this point in time,
( .

14 $110 million.

15 CONHISSIONER AHEARNE: But ten equal yearly
i

16 installments for $253 million.

17 MR. EDGARs We have had a four-year delay.
,

18 COMMISSIONER AHEARNE: Ah, so nothing vent

19 into it.
.

20 HR. EDGAR That is right, and one additional

21 ins tallm en t will be available.*

22 CHAIRMAN PALLADINO: And to whom did they pay

23 this? i

24 MR. EDGAR: I have not completed the chain, I

25 am at BBC who is collecting the funds.

~

G
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1 CHAIRMAN PALLADINO: Who collected them?

2 MR. EDGARs Breeder Reactor Corporation, a
,

3 nonprofit corporation. The Board of Directors is from-
.

4 the 753 contributing electric systems, a smaller number

5 of people, obviously. -

6 All righ t, the BRC pays over to PMC - which is

7 a nonprofit corporation - which is the vehicle for

8 utility participation directly in the project. So, the

9 money passes through PMC to DOE.

10 Now, let's. characterize functionally the roles

11 of the project participants because we have had three

12 primary project participants here. We have DOE which

13 has overall management responsibility for the project.
,-,

14 Through its integrated projects office in Oak Ridge -

15 and I will come to the point of integration - DOE is the

16 lead participant in the project.

17 TV A, under a contract to DOE, will be the

18 operator of the project. The plant and the land on

19 which the plant is situated will be and is owned by the
.

20 United States, and in the end DOE will be custodian of

21 the plant and land for the United States. -

22 Project Management Corporation provides two

23 things in this integrated project of fice. It provided

l i 24 the utility input in terms of dollars - which I

,

25 previously mentioned - and in terms of personnel.
l

.
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1 The integrated project office contains a mix of PMC, '

TVA, and DOE employees. You will note in the

3 applicants' January 18 submission a listing of projeut(m
.

4 office positions which will give you a desesription of

5 which po.sitions are DOE and which positions are PMC..

6 It is in the answer to Question 9-1(cost) .
,

7 So, that is the essential structure of the project.

8 COMMISSIONER AHEARNE: You say TVA will

9 operate the plant, the power is going to TVA's grid.

10 The revenues from that operation would go to?

11 MR. EDGAR: The Federal Treasury, and the

12 contracts contemplate that that would repurchase the
i

13 TVA's marginal cost. ;

14 CHAIRMAN PALLADINO: Other question? '

15 COMMISSIONER BRADFORD: I did, just one of Mr.
;

16 Walker. Who is Arthur Anderson actually representing !

17 here today? !

18 MR. WALKER Representing Project Management

19 'Cor poration .
.

20 COMMISSIONER BRADFORD: So, you are the

21 regular accountants, auditors?.

22 COMMISSIONER GILINSKY: I wonder if we could

23 have a written submission from you, detailing in the

.

24 form of a table exactly what you are presenting, showing

25 precisely the additional cost you were referring to.

I

|

|
'

|
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1 MB.. WALKER: Sure, I will be glad to. b

2 COMMISSIONER AHEARNE: And since you are their

3 accountant firm, is it possible - I do not know if it is
7

.

4 appropriate to ask whether you would endorse that

5 submission that we got. .

6 COMT. ."IONER GILINSKYs At least csriticizo it.

7 MB. WALKERS Go ahead.

8 MR. EDGAR: It would take some more time to

9 review it.

10 COMMISSIONER AHEARNEs Oh, yes, absolutely.

11 This is the issue, rather than the staff's methodology

12 or your methodology, what we are really debating, these

13 sets of numbers that were provided. I wondered whether

14 it would be possible to get your comment on those.

15 MR. WALKERS Certainly.
~

~16 COMMISSIONER GILINSKYs Do yu have any

17 thoughts on what the right discount rate to use here

18 is? OMB , I ga ther, talks of ten percent, inflation plus

19 ten percent. What do you think is the right discount
.

20 rate to be used? ,

21 MR. WALKER: I think, Commissioner, I actually .

22 had a brief examination of it but I have discussed the

23 concept that has been applied." The eleven-percent

24 discount rate - or eleven-percent interest rate,

25 depending on which way you look at it - I think is

.
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1 appropriate in light of the assumed inflation rate. In

2 other words, the inflation rate that has been assumed is ;

:
i

('s 3 eight percent.
.

4 COMMISSIONER AHEARNE: So, the Delta 3 -- ;

5 MR. WALKER: The Delta 3, I think is a.

6 reasonable representation over a long period of time !

7 what interest rates abstat inflation should run. *

8 COMMISSIONER GILINSKY: In any case, in your

9 submission you will suitably discount the various flows

!10 of money?

11 HR. WALKERS Certainly.

12 COMMISSIONER GILINSKY: Can I ask one more i

13 question about the dollars? There have been some

14 changes - or at least I have the impression there were

15 changes - on the basis of the calculations, perhaps not.

16 We have talked about some of them here today.

17 Could you simply list those expenditures, additional

18 expenditures that you would have us total up to arrive

19 at some sum that you want us to rely on?
.

20 MR. EDGAR: I would prefer to state it this

21 Way rather than total up. I hcVe a little trouble with.

22 totaling up because some of the calculations are not on

23 the same basis. I mean, I am sa ying you cannot just add
,

24 four numbers. But there are four component parts that

25 you should consider and take into account.
|

i

.
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1 COMMISSIONER GILINSKY Are they not on the

2 same basis?

3* MR. EDGAR: Well, three of them are. There is
(' e
. ,

4 a fourth that is not.

5 COMMISSIONER GILINSKY: OK. What is it I -

6 ought to be looking at? That is what I want to know.

7 HR. EDGAR: That is exactly the point. I

8 think the staff's report and presentation focused on the

9 four components that.you ought to look at.

10 One is deferral of revenues.

11 COMMISSIONER GILINSKY Can you tell me how

12 you count revenues? It is one of the smaller items.

13 MR. EDGAR: Yes. .

!
'

14 COMMISSIONER GILINSKY: Is it the difference

15 in operating cost between the plant it displaces and

16 this plant?

17 MR. EDGAR: The plant projects, the plant has

18 actual operating and maintenance expenses in each year

19 that it operates. It also has revenue payments from TVA
.

'
20 at the highest marginal cost on TVA 's system.

21 COMMISSIONER GILINSKY What we really ought - >

22 to be looking at is the economic costs, I mean, what it

23 costs TV A to run a coal plant and the expenditure there

t, 24 versus --

25 MR. EDGAR: No, we are just looking at this

s.-
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1 plant. The question is, what will it yield in terms of

2 revenues. There are two significant factors here. The

(' 3 first is that we have a five-year demonstration period
, .

4 for this plant. The plant, in our calculations, does

5 not assume a 30-year revenue strain..

| 6 This plant will be operated for five years, at

i
! 7 which point TVA will make a determination as to whether

! 8 it wishes to purchase it through negotiations with DOE,

( 9 or whether DOE vishes to continue to operate it, or do

l 10 whatever it wishes. But we only have a five-year period

11 scheduled here.
~

12 COMMISSIONER AHEARNE: Is that also the run of

.
13 the commitment of TV A to buy it, to buy the power --

14 HR. EDGAR : That's correct. So, it is a
;

I 15 unique thing. We are not talking about a commercial

i
16 power plant here. This thing vill spin off two things.

17 It will spin off revenues which yield a slight increment

18 in addition to operating expenses in each year; and it

1

1 19 vill also spin off information. '

.

20 We do not have a conventional power plant, but

21 nevertheless, taking those net revenues after expenses,.

22 in present worthing them it is about $6 million.-

| 23 COMMISSIONER AHEARNE: That does subtract out

24 the operation and maintenance cost.

25 HR. EDGAR That's correct.

w.
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J

1 COMMISSIONER ROBERTSs We are not being asked
4

2 to evaluate the economic soundness of this project.

- 3 MR. EDGARs No, sir.
.

4 COMMISSIONER ROBERTS: That was what

5 Commissioner Gilinsky was half-way introducing there a .

6 minute ago.

7 MR. EDGARs Furthermore, I should add, we are

8 not assuming an additional 25 years of power generation

9 which may in fact be the case. We just don 't know how

10 to deal with that assumption other than to assume it

11 won't exist.

12 COMMISSIONER GILINSKY: OK, we got that one,

13 so that is one item.

[
'- 14 M3. EDGAR: That's correct. The next one that

'

15 we have considered is the question of the present worth

16 of anticipated expenditures.

17 The next one is the interest on expended

18 capital.

19 COMMISSIONER GILINSKY: The second one turnd
*

.

20 out to be a minus, I gather.

'
21 MR. EDGAR: That's correct. .

22 COMMISSIONER GILINSKYs OK.
~

23 MB. EDGAR: And the other isd a plus.

( 24 COMMISSIONER GILINSKY: The third one is this
i

25 one we have been --
|

\

.
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1 MR. EDGAR: Interest on expended capital, as

2 we all know so well. And the final one is the one which

3 Mr. Brewington addressed, which is -g ..
.

4 COMMISSIONER GILINSKY: Forty-two minus eleven.

5 MR. EDGAR: Yes, which I referred to as your
.

6 management cost, your irreducible management cost.

7 Those are the things that you have to do in any year of
,

'

8 the project no matter what happens.

9 COMMISSIONER GILINSKYa Well, let me sum this

10 up and see whether you think it is a fair summary.

11 MR. EDGAR: I have not finished. I have one

12 more.

13 COMMISSIONER GILINSKY: OK. !
(^ L

14 MR EDGAR I really think in terms of the

15 particular characteristics of this project - now , these

16 numbers are not on the same basis but I would submit to
~

17 you two things. First, that inflation in the context of
|

.18 this project, simple inflation on the total project |

19 cost, is a real cost. This project. is paid for in year

.

of expenditure dollars. The project cost is estimated20

21 in year of expenditure dollars.
.

22 If you go up to the Congress and say, "Well,

23 this really is not an increased cost because it is awash

24 economically," that is of no moment to a Congressman;
..

25 tha t is of no moment.to the taxpayer.

.
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1 COMMISSIONER GILINSKYa Well, you are talking

2 politics now.

3 MR. EDGARs Yes.g
*'

COMMISSIONER GILINSKY: OK.4

5 MR. EDGAR: What I am saying is that we
,

6 f unction in a real world, we function in a political

7 world. this project is being created in a political

8 vorld and we cannot go into the world of pure economic

9 theory to assess whether there is a real cost of delay.

10 I would suggest to you that your Sharon Harris
,

11 case also indicates that this Commission will recognize

12 inflation as a real cost, and all I am suggesting is
,

13 that in terms of fiscal reality it should be considered
.

( '

14 and recognized by this Commission.

15 COMMISSIONER GILINSKYs can I just run'over

16 that list and see whether you rega rd this a s a f air

17 summary?

18 MR. EDGARs All right.

19 COMMISSIONER GILINSKY: The $42 million or

20 something like that of management cost, minus 11 comes
~

21 out to be about $30 million. .

22 MR. EDGAR 4 Right.

23 COMMISSIONER GILINSKY: That more or less

( 24 cancels your --

25 MR. EDGAR: If you accept the eleven. The

,

1
:

.

ALDERSON REPORTING COMPANY,INC,

400 VIRGINIA AVE., S.W., WASHINGTON, D.C. 20024 (202) 554-2345

_ _ . _ _ _ _ _ _ _ _ _ _ _ _ _ __



78

1 eleven is a ballpark number.

2 COMMISSIONER GILINSKY: Well, OK, it is around

3 there. That more or less cancels your other $30 million

'

4 item, roughly speaking a million or two aside. The

,
revenue def erral is a rather small item. What we are5

6 really talking about, what it all comes down to, is the

7 $ 189 million .

8 MR. EDGAR: No, we are talking about two

9 things, three things, really, if we accept analytically

10 two things. First of all, if I accept your mathematics

11 that we are going to wash. We are talking about the

12 deferred revenue, we are taking about interest on

13 expended capital, and we are talking about the other

14 point which is, economic theory aside, what is the real

15 eff ect of ifla tion on thf.u project. -

16 COMMISSIONER GILINSKY Well, I don 't know how

17 to --

18 MR. EDGAR I think this Commission is

19 composed of people who can grasp economic theory, but

~

20 also people who can grasp significant policy issues.
i

21 COMMISSIONER GILINSKY: Oh, I understand
,

22 that. I accept that as a separate argument and I by no

23 means dismiss it.

24 But insof ar as your column of figures goes,

25 what it really comes down to, five billion plus or

.
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1 minus, is the $189 million interst on past

2 expenditures. That is the deciding element, really, in

3 this calculation. I
-

'

f
* |

1

4 MR. EDGAR: An important element, yes.

5 CHAIRMAN PALLADINO: I suggest we leave cost. i.

1

6 If this project were being evaluated as to only how much

7 it is going to save or how much it is going to add, then

8 maybe our total attention to cost would be appropria te. !

9 I am not indicating this is unimportant, but I |

10 think there are other expressions of public interest

11 that I would like to hear. I do not know if you have

12 any more prepared on that.
.

13 MR. EDGARs There are seve ral elements. I

14 think Mr. Davis and Mr. Behnke, in our judgment, echo

15 the broader view of the importance of the project in

16 terms of the information it will generate.

17 Nobody has ever looked at this project in

18 terms of its value as a power, producer, that is not what

19 it is for. It is an information generator. We think
.

20 that it is vitally important that this project get under

21 way and get constructive work done. .

22 Furthermore, we think that can best

.

23 accomplished while all elem ents of NBC's review are

24 completed. We are not talking about missing any steps

25 in this review, we are going to go through the entire

!

,

-
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1 thing. You may hear things todsay about safety issues,

2 environmental issues, we will reach those in due

(~ 3 course. There is nothing that will be missing from the '

.

4 Commission's process and we think it is decidely in the

5 public interest tha t this go ahead.-

6 CHAIRMAN PALLADINO: I wonder if I could ask

7 you two questions. What would you see the impact if the

8 Commission did not grant this exemption, and what would

9 be the impact if we did? You indicated that there were
:

10 policy matters involved and I would like to hear what
/

11 they are.

12 Would Mr. Davis like to respond? I leave it
.

P

13 up to whoever would like to respond.

14 MR. EDGARs I would like to have Mr. Davis

15 rejoin us and address that.

16 NR. DAVIS 4 Well, I think this relates to the

17 issue that Commissioner Bradford brought up earlier, and

18 also the comments that Mr. Edgar made. I think in the

19 real world we have been pushing this project. It has
.

20 managed to get congressional support continuously -

21 sometimes by a fairly narrow margin.-

22 We are faced with the prospect of, I think,

23 continuing to get that support. We have had a project

24 that has been ready to start field work for something'-

25 like five years, continues in a study mode although with

'
.

.

ALDERSON REPORTING COMPANY. INC.

400 VIRGINIA AVE., S.W, WASH:NGTCN D.C. 20024 (202) 554 2345



81

1 the acquisition of some equipment.

2 My own feeling is if we go another year

3 without starting actual field work it is going to maker,
.

4 the projet more difficult to continue to support.

5 We vill have to go back and argue all you like .

6 about the esoteric accounting of economics. The fact

7 is, as Mr. Edgar has pointed out, when you go back to

8 either the OMB or to the Congress with increases in the
8

1

9 absolute dollar amounts, a year's delay will certainly

10 require tha t we do tha t. There are no two ways about

11 it. Whether those are bigger or less than. inflation is

12 something that they are not going to pay very much
6

13 attention to.
,

'

i
14 So that as f ar as my own views are concerned,

15 I think that it is absolutely essential that we proceed

1e with the field work so that we vill have some substance

17 to our actual organization and its work, and that also

18 ve try to minimize the actual real, absolute dollar

19 costs as well as the real dollar costs in terms of
.

20 dealing with the budgetary part of the process.

21 On that subject, without getting back into the .

22 long economic argument, I think I would like to echo

23 again what was said, that we are doing this project for

24 a very real reason. We are spending several billion

25 dollars to produce a result, and we are intending to

(

.
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1 produce a result which advances the development and the

2 eventual commercialization of breeder reactors in this

( 3 country.
I9

4 We would not be doing it unless we thought it

5 was making a major contribution to that.-

6 Having that contribution available both in
.

7 terms of the experience with the design and construction

8 and licensing, and in terms of the operating aspects a

9 year earlier, in my mind is something that has to be

10 something very substantial as compared to the value of
,

11 the project.

12 It is not necessarily something we can

13 quantify, but we are doing it to gain these intangible

14 values and getting them a year early, I wou'd submit,

15 particularly in view of the sort of competitive nature

16 tha t has arisen worldwide in the breeder business, I

17 think is dreadfully important.

18 I think if we can gain a year in terms of the

19 results from the project, that this in fact is the most
.

20 persuasive argument of all, in my mind.

21 CHAIRMAN PALLADINO: At the last open session-

22 on this topic, I think it was Mr. Silverstrom said, if

23 this exemption is not granted, the project will be dead

24 in the water, or words to that effect.

25 MR. SILVERSTROM: Yes.

.

%
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1 CHAIRMAN PALLADINO: Could you amplify, either-

2 you or Mr. Davis amplify what the implications of that

3 are?
.

4 MR. SILVERSTROM: I think the thrust of those

5 comments was suppesed to be pointing' exactly at the .

6 delay we have been discussing, both the, programmatic

7 impact that Mr. Davis just nevntioned and the type of

8 cost discussion that has been going on this morning.

9 The significance, as we tried to suggest in

10 our specific answer to the Commission's question was

11 tied to, when would we actually be ready to initiate

12 site preparation. We thought it would be somewhat

13 unfair to suggest to this Commiscion that the licensing
(-

14 process was actually holding up rite preparation if we

15 were not prepared to initiate those preparations.

16 But starting as soon as we had the

17 appropriations process resolved, we initiated the

18 process to be ready to start site prep. That process

19 gets us right to the end of March, and we suggested to
.

20 the Commission that if we don't have authorization at
21 that point to initiate site prep, we are stopped. It is .

22 the licensing process at that point that is holding up

23 the next step

24 CHAIRMAN PALLADINO4 I attached more
,

25 significance to your statement, "We are dead in the

r

%.

.

E
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1 water" - and maybe I was wrong in attaching it. I

2 gathered that if this exemption is not passed, that the

3 project migh t cease.-

* ,

4 I do not want to put words in your mouth, I ;

5 would like to know what you mean.
.

6 COMMISSIONER AHEARNE That was the specific

7 question we asked them, and we have their response to

8 tha t.

9 CHAIRMAN PALLADIN0s I do not recall it.

10 MR. DAVISa Mr. Chairman, let me give you my
j

11 own view. If you do not grant us this exemption I don't

12 believe that we are going to simply throw up our hands

13 and abandon the project.
1

14 But on the other hand -- i

15 COMMISSIONER AHEARNE: Mr. Davis, the people

16 in the back seem to be straining, they can't hear you.

17 MR. DAVIS: I said, let me be very clear, that

18 if you do not grant this exemption I do not believe that

19 we plan to throw our hands and abandon the project by

. .

20 any means. We shall continue to pursue it because we |

21 think it is extremely important. |
.

22 On the other hand, it will delay it; it will

23 add to the costs - and I am quite convinced of that. It

24 will delay the time at which we will get the benefits of

25 the project.

.
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1 Now, what will happen is, we have restructured

? our plans, we have been doing various kinds of things in

r~ 3 terms of the actual planning for the construction over
,

4 five years, and what we will find, again, is more

5 interminable delay. We have done about all of the -

6 things that, you can reasonably do to get prepar,ed for

7 the actual construction. We are continuing to get some

8 of the components, but it simply will lead to more

9 frustration, more indecisiveness and a need to go back

10 and once again replan the whole project.

11 That will be discouraging, frustrating, and I

12 think it will be detrimental to the overall progress of

13 the project. .

,

,

14 Now, there is about a certain length of time

15 rou can study these things and do some good. We have

16 studied this thing quite long enough and we are quite

17 prepared to get on and start with the work in the field

18 and start with the work when we get the appropriate

19 permission on the construction.
.

20 There is just about so long you can keep on

21 planning that kind of thing before it becomes just sort -

22 of a nonsense exercise.
.

23 COMMISSIONER BBADF0EDs Mr. Davis , the'

b 24 question I had asked before was based on your original

25 statement that somehow in the f uture nuclear power was

(;
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1 tied up in whether or not we granted this exemption, and

2 I wondered if you really meant that.

3 MR. DAVIS I believe that the future of
.

4 nuclear power resolves around the breeder. I think if

5 ve do not complete this project, that we are going to-

6 have a lot more difficult time finally achieving the use

7 of commercial breeders in this country.

8 COMMISSIONER BR ADFORD: But you are not saying

9 that whether or not we complete the project depends on

10 whether or not we grant the exemption?

11 MR. DAVISa I think it may well f or the

' 12 reasons I have already 6utlined. It puts the project,

13 if it continues, in greater hazard of not receivingg

14 support.

15 COMMISSIONER BRADFORD: I see, youmeahithe

16 Congress may change its mind?

17 MR. DAVIS: That's correct. People may view

18 that as desirable. The fact of the matter is that from

19 a purely practical point of view it increases the periad
.

20 and the severity of the hazard to the continuation of

- 21 the project.

22 COMMISSIONER BRADFORD: And then, let's see,
.

23 according to DOE projections of these things, are you

24 saying that the existing reactors or the ones currently-

25 before us might conceivably not be able to obtain fuel I

'
.
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1 withaut the breeder during their lifetim'e? I am trying

'2 to understand how the future of nuclear power is tied up

(' 3 in this.
.

4 HR. DAVIS 4 You are getting into an tronment

5 which I don't think is really germane to this, which is - '

6 the eventual need for the breeder and how soon it might

7 be needed.

8 COMMISSIONER GILINSKY Could you say a word

9 about that?
'

10 COMMISSIONER BRADFORD: It was your statement

11 that the future of nuclear power was somehow tied up in

12 this. I was trying to understand.
,

13 MR. DAVISs It my convinction that we are

14 going to une nuclear power. That eventually we are

15 going to need to use the breeder in order to maintain

16 the viability of that nuclear power industry. ,

17 I cannot tell you exactly when I think that

18 will come about, I think it is at a time which is not

19 necessary long as compared to the development time and
.

20 the demonstration time we have still to go th rough .

21 CHAIRMAN PALLADINO: I am afraid we are -

22 beginning to cut into time that the other speakers are

23 going to need. You have one more, you have one more.

24 COMMISSIONER AHEARNE I have two of Mr. Davis

25 and one of Mr. Behnke.
_

l

'

-

| -

i t
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1 CHAIRMAN PALLADINO All right. I thought if

2 these questions relate to the participants who won't be

3 here this af ternoon , that would be appropriate.
.

4 COMMISSION ER AHEARNE: We are going to come

5 back to DOE.-

6 COMMISSIONER BRADFORD: Will Mr. Walker be .

7 here this af ternoon?

a CHAIRMAN PALLADINO: What is that?

9 COMMISSIONER BRADFORDa Will Mr. Walker be

10 here this afternoon?

11 MR. WALKER: I had not intended to be, I am

12 supposed to give a speech this afternoon.

13 COMMISSIONER GILINSKY Could we get a

14 replacement?

15 (Laughter.)

16 COMMISSIONER BRADFORD: That raises a separate

17 problem, which is that John had asked earlier for some

18 clarification of the various positions within DOE on the

19 point Mr. Walker was addressing, and it would probably
.

20 be useful to have him here - maybe not essential, but.

21 useful to have him here.-

22 COMMISSIONER GILINSKYa I think he should be

23 here.

24 COMMISSIONER AHEARNEa I doubt if we are going

25 to get to the Clark case immediately.

.
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I

|

1 COMMISSIONER BRADFORD: Oh, you think that is

2 coming later, anyhow? If that is not coming today

'' 3 anyway, then it does not matter.
.

4 MR. SILVERSTROMs Cor.missioner, if I may,

5 because of the staff use of that DOE report I did try to -

6 get an explanation of the relevance. What I do have for

7 the Commission and would like to submit is a very brief

8 note from the author la the division that developed that

9 report.

10 COMMISSIONER GILINSKYa We re any economists

11 involved?

12 MR. SILVERSTROMs Oh , yes, which also

13 emphasizes that that report should not be used for the

14 issue before the house here, that they did not mean in

15 stating some of the conclusions in that report that it

16 could simply be picked up --

17 COMMISSIONER GILINSKY: Oh, these are the

18 authors of the other report?

19 MR. SILVERSTROM: Of the other report, yes.
.

20 COMMISSIONER GILINSKY Recanting.

21 MR. SILVERSTROMs No. No, I think I should -

22 emphasize they do not mean to recant a t all. Their

point, as is suggested in this memo, is simpky that that23

24 report speaks to a differnt situation.

25 COMMISSIONER GILINSKYs Does any of this thing

.
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1 have to do with the intangible part?
i
'

2 CHAIRMAN PALLADINO Well, I am going to

(' 3 suggest we not delve more into costs, not because I am
.

4 not interested.

5 COMMISSIONER GILINSKY: Not this list of-

6 figures, but Mr. Davis won't be here this afternoon.

7 CHAIRMAN PALLADINO All right.

8 COMMISSIONER GILINSKYs I want to ask him

9 about an impact we have not talked about.

10 CHAIRMAN PALLADIN0s OK, this is your one

11 question.

12 COMMISSIONER GILINSKYa This is my one
,

13 question.

14 CHAIRMAN PALLADINos All right. -

15 COMMISSIONER GILINSKYs Part A --

16 ( La ugh te r. )

17 COMMISSIONER GILINSKYs I am kidding.

18 We talkad about the real world and I accept

19 the political reason that you are citing. But there are
.

20 other real world costs. .One of them is right here in

- 21 this agency.

22 We are stretched pretty thin. We have put the

23 breeder in to the NRC on a fast track. Tha t imposes

( 24 certain demands on the agency which have to mean they

|
25 are giving up somewhere else. And where they are giving

!

.
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l

1 up is in the reviews of the plants fron the utilities

2 Mr. Edgar represents.

(~~ ' 3 And while the President certainly has backed

4 the breeder, there is no question about that, he has

5 also urged us to speed up licensing of the various
-

6 plants that are nearing completion.

7 Something has to give. I wonder if you could

8 address that. What do you think about tat?

9 MR. DAVIS: Well, I think first of all, you

10 can 't devote all of your resources to one subject, and I

11 think that if there are going to be breeders you need to

12 develop the capability to deal with them in the future.

13 Secondly - although I don' t have the figures

14 and as probably not the one to respond - my

15 understanding is the amount of your resources which are

16 devoted, at least at the present time, to considering

17 the issue related to the breeder is a very small

18 fraction of your total staff. My recollection is that

19 it is on the order of a percent or so. Somebody else
.

20 may want to speak to that.
'

21 CHAIRMAN PALLADINO: I should also add that in -

22 the process of negotiating with OMB ve did argue for

23 additional people, .ncluding a number of arguments of

- 24 which this was one - and we did succeed in getting some

25 restoration of a , cut in personnel, and some money goes

v

.
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!

I with it.

2 COMMISSIONER GILINSKY: You are f amiliar with

3 the reports we and you submit to Mr. Bevil, gradually{
4 tha t overhang has shrunk down so that we now seem to be

5 matched to recent realistic schedules at any rate and-

6 plants are not being delayed. But it means that people
!

7 have to work pretty hard here.

8 And it is not just these overall numbers. For

9 one thing, it is indeed about a percent of the total but

10 it is a larger percent of the technical reviewing staff,

11 and often even that ils not relevant. What is relevant

12 is the fact that you need a meteorologist right away', or

13 certain skills that are in short supply, seismologists. ,,,

14 CHAIRMAN PALLADIN04 You are not asking the

15 question.

16 (Laugher.)

17 CHAIRMAN PALLADINO: Seriously, I think we are
9

18 Getting very short on time. I don 't mean to' cut you off.

~

19 COMMISSIONER GILINSKY: Well, the question ;

.

20 goes to priorities. I wonder if Mr. Davis ---
;

21 MR. DAVIS: Well, let me just say again, Mr.-

22 Commisioner, I believe that one has to, in looking at

23 any organization and its priorities, make some spread

(. 24 and some judgment as to the amount of your rersources

25 you are going to put on short-term problems and the
*

~

:

.
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1 amount you are going to put on middle term, and long

2 term.

(- 3 I would hope that the Nuclear Regulatory
,

4 Commission, which expects, I presume, to be in business

5 for many years, would be spending some of their effort '

6 on some of these longer-term issues, of which I consider

7 the fast breeder reactor to be one of the key ones.

8 CHAIRHAN PALLADINO: I wonder if I could go to

9 Commissioner Bradford.

10 COMMISSIONER BRADFORD: As it happens, my

11 question was almost identical to Commissioner Gilinsky's

12 - which does not mean I will forego it.

- 13 (Laughter.)
,

(

14 COMMISSIONER BRADFORD: Let me ask it another

15 way, Mr. Davis. Supposing it were to turn out that

16 between the cuts imposed on ons by OMB and the Congress,

17 the needs of the various reactors now approaching

18 operating licenses, Clinch River, and work on the

19 unresolved safety issues, something just had to give
.

!

20 way. What, in DOE's view, should we de-emphasize?

21 NR. DAVISs I think I would have to know more *

22 about the specific choices you were f aced with at that

23 time. But I think again, you have to make some kind of

24 a judgment as to what that balance should be.

25 I am not prepared, in the absence of knowing

,

.
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1 the specific trad-offs, what~I would recommend if I were

2 in that position.

, f' 3 COMMISSIONER BRADFOPD: Well, Secretary

4 Edwards has enthusiastically urged us onwards on

5 licensing and onwards on the breeder. I assume you'

6 would urge us onwards on safety.

7 MR. DAVISa I would urge you onwards on all of

8 those, yes, sir.

9 COMMISSIONER BRADFORDa Right. Meanwhile, OMB
,

|

10 has projected reductions in our budget and in our

11 manpower. It is very hard to make an overall coherent

12 adminsitration position out of this.

13 MR. DAVISs Commissioner Bradford , we are

14 having exactly the same problem.

15 (Laughter.)

16 MR. EDGAR: May I ask one procedural point?

17 If any questions are to be directed to Mr. Behnke, I

18 vonder if we could get them in this morning.

19 CHAIRMAN PALLADINO I am going to give
.

20 Commissoner Ahearne his chance.

-

21 COMMISSIONER AHEARNEa I had two for Mr. Davis

22 and one for Mr. Behnke.
.

23 First, Mr. Davis, you mentioned in your

24 opening remarks that not granting the exemption could

25 threaten the vasting of the over one billion dollars

|
.

|
'
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1 already spen t on this project.

2 That sounded to me like you were saying that
,

>

3 if we don't grant the exemption it might lead to
{

4 cancellation of the project.

5 BR. DAVIS: No, I think it might lead to ,

6 exactly the same things tha t we have already been

7 discussing, which is putting the project at increased

8 and continued risk on the budgetary congressional

9 action. It is the same answer.

10 COMNISSIONER AHEARNE: Which leads me to my

11 other question. We had a letter that came in in this

12 proceeding from the Union of Concernerd Scientists. Let

13 me read you what they said, and then I want to ask you
!

14 whether there is any truth to it.
'

15 They say, "T h e purpose of this exemption

16 request can only be to ensure that some site work begins

17 bef ore the next round of congressional budget

18 decisions. DOE's filing of this request indicates that

19 the Department is most interested at this point in
.

20 seeing that some tangible activity takes place on site

21 before the beginning of the 1983 congressional budget .

22 cycle."

23 That is their charge, and I wondered whether,

( 24 on behalf of the Energy Department, you would care to

25 comment on that. Is there any truth in tha t ?

' -

I
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1 MR. DAVI5 Again, I think it is related to |

2 the same issue. We feel that we would have a better

3 chance of continued support if we were actually carrying

4 out work in the field, if we have an actual, on going,

5 real project that people can go look at and see.-

6 COMMISSIONER AHEARNE: All right. The other

7 question was for Mr. Behnke, if I could.

8 MR. 3 AVIS: Am I free to leave?

9 (Laughter.)

10 COMMISSIONER GILINSKYs Thank you very much.

11 COMMISSIONER AHEARNE: Mr. Behnke it refers to

12 a comment you made, and then it relates back to the

13 issue we have been beating all morning.
,

(
14 You mentioned putting economic theory aside

15 with the statemewnt that you made. I was not sure how I

16 should then interpret that, and so I would ask you

17 directly, we have been debating most of the morning on

18 whether or not this is a real cost of delay, this large

19 $189 million. ,

.

20 Do you agree with the DOE costing that it is a

21 true cost?-

22 MR. BEHNKE: Well, our experience in building

23 power plants is, Commissioner, that when you delay the

t 24 costs get very large. The components that have been

25 named in the DOE presentation this morning are the same

,
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'

1 components we look at.

2 The administrative costs go on; engineering

3 costs go on; there is a cost of capital, ,a real cost of
{~)

4 capital cost.

5 COMMISSIONER BRADFORD: A real cost. -

6 MR. BEHNKEs There is a real cost of capital

7 to us. We are required to book it, we do.

8 COMMISSIONER GILINSKYa Is there a difference

9 in the two courses, a difference in that cost between

10 the two courses of action?

11 MR. BEHNKEt If a project is delayed for a

12 year, we have to pay the interest on the money,

13 Commissioner, there is no way out.
.,

14 COMMISSIONER GILINSKY: But you have to pay it'"

.

15 when it is not delayed as well.

16 MR. BEHNKE That is true, but we are denied

17 the use of the project.

18 COMMISSIONER GILINSKY Ah, that is a

19 different matter.
,

20 COMMISSIONER AHEARNE: Why don't you let him

21 answer? He is asking whether he agrees. -

22 COMMISSIONER AHEARNE: My question was

23 whether, since not only are you the Chairman of the

24 Board of the Project Management Corporation, but you are

25 also a representative of one of the major contributors

|

'

.

|
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:

1 in the funding to the project, and a senior utility

2 executive. i

!

3 Do you agree with the way the cost of(s.
4 interest, the money that has already been expended, do |

,

S You agree with treating that as a cost of delay?-

6 HR. BEHNKE: In the context of our operations,

7 that is clearly a cost of delay. We have to capitalize

8 interest during construction, and we do it. It affects

9 the total project cost, and we have to finance that and

10 pay for it.

11 COMMISSIONER AHEARNE: Ies, but I am asking

12 you as the Chairman of the Board of the Project

13 Hanagement Corporation, do you agree - not Comacnvealth
i

14 Edison's operations - but do you agree with the way that

15 the costs have been calculated here for a true cost of j

16 delay of this project?

17 MR. BEHNKEs Commissioner, I do not present :

18 myself to you as an expert in accounting, that is not my ,

19 field. I do agree with what Arthur Anderson said , they
.

(20 are our professional accountants on t .s job. They are

21 hirerd to provide us with expert advice, we have --

22 confidence in them; that is why we retained them.
.

23 CHAIRMAN PALLADINO: I am going to suggest

_

24 that we break for lunch in just a moment. I understand

25 DOE repesentatives will be available this afternoon for

.
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1 further questions.

2 MR. EDGARa That's correct.

( 3 CHAIRMAN PALLADINO: Except for Mr. Behnke and
.

4 Mr. Walker.

5 MR. EDGAR: Right. -

6 CHAIRMAN PALLADINO: I am worried that we are

7 running into a serious time bind. After lunch I would

8 like to go to the next participants as I had listed

9 them, Mr. Cothan on behalf of the Governor of Tennessee,

10 and Mr. Bissell, Mayor, Oak Ridges then Mr. John Kearney

11 and then NRDC and Sierra Club.

12 I would ask that this af ternoon we try to give

13 uninterrupted time to the presentors, it is relatively
,

14 short. That way we can focus on the questions that may

15 be answered. They have 30 minutes and I think we want

16 to give them their f air share of time.

17 This does not mean that. we will curtail

18 questions, but I have a feeling if we mix the two up it

19 gets a little more complicated to control.
.

20 COMMISSIONER ROBERTS: But you are going to

21 stop the meeting at 4 o' clock. -

22 CHAIRMAN PALLADINO: I must stop the meeting

23 at four, I have other commitments.

i 24 Now, did you have a closing statement you want
.-

1

25 to make?-

1

! s,.

.
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I1 MR. EDGAR: Not at this juncture.

2 (Laughter.)

3 MR. EDGARa I would have to say that I have

4 never found myself at a loss for words, either, but I

5 had anticipted some rebuttal.-

r

6 (Laughter.)
i

7 MR. EDGARs I would hope that the Commission
[

8 would beg your indulgence on that, and we vill be
!

9 prepared to do that. Excuse me?

10 COMMISSIONER BRADFORD: You are begging our
;

11 indulgence. [

I12 MR. EDGAR: I am begging yours, believe me.

,
13 COMMISSIONER AHEARNEa Probably when 4 o' clock

i

14 comes.

15 MR. EDGARa That's right.

16 CHAIRMAN PALLADINO: No, we vill have to see |

17 by twenty of four how we are doing and give them an

18 opportunity for rebuttal.
,

19 MR. EDGAR: Thank you. '

.

20 CHAIRMAN PALLADINO We stand in recess until

- 21 1:30 p.m.

22 (Whereupon, at 12 o' clock noon, the Commission ,

23 adjourned, to reconvene at 1430 p.m. on the same day.)
,

24

*

25

.
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1 AFTERNOON SESSION

2 (1431 p.m.)

(' 3 CHAIRMAN PALLADINO: The meeting will please
.

4 come to order.
_

5 This is a continuation of our meeting this -

6 morning involving oral presentations regarding Clinch

7 River Breeder Exemption Request.

8 The next individual we have on the schedule is

9 a representative of the Governor of Tennessee. Mr.

10 Gotham was to be here, but in his place, Mr. Ted Von

11 Cannon was a Aed to be here. We will give him a chance

12 to catch his breath.
.

13 We will proceed, then, with the presentation
i

~ 14 by Mr. Ted Von Cannon, Assistant Commissioner for

15 Economic and Community Development. He is representing

16 the Governor of Tennessee.

17 I understand you have a presentation.

18 ORAL PRESENTATION OF TED VON CANNON

19 ASSISTANT COMMISSIONER FOR ECONOMIC AND' COMMUNITY
.

20 DEVELOPMENT, BEPRESENTING THE GOVERNOR OF TENNESSEE

21 MR. VON CANNON: Mr. Chairman, members of the -

22 Commission, thank you again for allowing the Governor,
,

23 the Governor's Office or his representative, Mr. Hood,

24 to reaffirm our position on the exemption for the 1512

25 request to proceed with the site preparation activities.

'
.

.
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i

1 On December 9th, Governor Alexand'er submitted i

i

2 a letter to the Chairman and the members of the
i

3 Commission. I am a little bit concerned that that
{',

'

i
a letter may have not been submitted around to the staff

:

5 or the program people, and I suspect, or that is in fact-

6 the reason I am here today. My message is very brief,

7 very succinct.
i

8 Very clearly the Governor believes that a
|

9 prompt and expeditious completion of the Clinch River *

,

10 Breeder Project will save money because surely

11 construction costs will rise over the next few years.
,

!

12 The Governor, as chief executive of the State of

13 Tennessee, is the responsible executive that will have !

/

14 the responsibility over all the regulatory agencies that

15 will review the Clinch River Breeder activities and will

16 answer to the Governor. ,

17 The dovernor clearly supports this request for
i

18 an exemption , and if that letter has not been made

19 available to you, I will make sure that you and your i

.

20 staff has that correspondence.

-

21 CHAIRMAN PALLADIN0a We have the letter. I

22 have a copy of that letter.

23 MR. VON CANNONS Thank you.

24 In the body of the letter the Governor states

25 his position, I think, and his position is very clearly

I
.

|
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1 that the supported request is to withdraw any

2 intervention petition only during the period of site

(- - 3 preparation activities. We feel as though these
.

4 intervention reasons that have been brought forward can

5 be answered and responded to -- -

6 CHAIRMAN PALLADINO: Would you speak into the

7 mike?

8 MR. VON CANNON: -- will be responded to at a

9 later date.

10 Gentlemen, very briefly that is my comment, to

11 simply reaffirm the Governor's position and his total

12 support for the project.
.

13 CHAIRMAN PALLADINO: All right, thank you.
i'

14 Any questions?

15 COMMISSIONER AHEARNE: Just one question, Mr.

16 Yon Cannon. You mentioned just a minute ago that this

17 is solely for the purpose of the site preparation.

18 Would you explain what you meant by that?

19 MR. VON CANNON: Yes. I believe that the
.

20 intervention petition was submitted in, I believe, 1976

21 or 1977. At that time I understand there was concern as -

22 to the impact of the socioeconomic activities that would

23 he generated as a result of the project. There were

_

24 some concerns that we think do need to be addressed, and

25 there are questions that need to be answered. However,

.

%._.

.
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1 those questions will not cause us -- those questions can

2 be answered and can be taken care of, we feel, during

(' 3 the construction and pose no problem during the actual
.

4 site preparation activities.

5 COMMISSIONER AHEARNE4 So the remaining issues~

6 you may have do not speak directly to the construction

7 at the site?

8 MR. VON CANNON: The site preparation
.

9 activities exclusively.

10 CHAIRMAN PALlADINO: Mr. Von Cannon, one

11 question. We had some comments from the Attorney

~

12 General's Office in Tennessee that appear not to support

13 the same position taken by the Governor. What is the
(

14 relationship between the two offices, or is there any

15 relationship?

16 MR. VON CANNON: I hope I can answer that as I

17 did once before. We are somewhat unique in Tennessee in

18 that the Attorney General is appointed by the State

19 Supreme Court. The Governor, of course, is elected by
.

20 the people. The Attorney General has no direct line of

21 authority or responsibility to the executive branch.*

22 COMMISSIONER AHEARNE: Is the State Supreme i

1.

23 Court appointed? |

24 MB. VON CANNON: The members of the State

25 Supreme Court are elected. |
|

.
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1 COMMISSIONER AHEARNE: That is an elected body.

2 MB. VON CANNON: Yes.

3 CHAIRMAN PALLADIN0s Are there any otherg-
.

4 questions?

5 (No response.) .

6 CHAIRMAN PALLADIN0s If not, we thank you very

7 auch for bringing the Governor's message to us and

8 reaffirming his position.

9 MR. VON CANNON: Thank you.

10 CHAIRMAN PALLADIN0s Next we will have a

11 presenta tion by A.K. Bissell, Mayor, City of Oak Ridge.

12 ORAL PRESENTATION OF A.K. BISSELL,

13 MAYOR, CITY OF OAK RIDGE, TENNESSEE

- 14 MAYOR BISSELLs Mr. Chairman, distinguished

15 members of this Commission, I am Al Bissell, the~ Mayor

16 of Oak Ridge. I am pleased to have the opportunity to

17 appear before the Commission today.

18 As Mayor of the City of Oak Ridge , I would

19 like to speak in support of the requested exemption
.

20 which would permit the commencement of site preparations

21 at the Clinch River site. As you are well aware, the .

22 site proposed for the location of the Clinch River

23 Breeder Reactor is within the City of Oak Ridge. The

24 Oak Ridge City Council has on numerous occasions voiced
-

25 its continued support for this project. l

s

.
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i

1 We believe that the Breeder Reactor Project is

2 vitally necessary to the future development of our

3 nation's energy technology. Because of this belief and
.

4 our community support of the Clinch River Breeder

5 Reactor, the Oak Ridge Civic Council has vo ted. to*

6 support the request for exemption which would permit

7 limited site preparation work to commence.

8 The city remains an intervenor in the

9 licensing proceedings and is very confident that our
.

10 contentions can be very adequately addressed during

11 hearings and deliberations which will occur prior to

12 issuance of construction and operation permits.

13 Once again, gentlemen, let me express my
,

14 appreciation for the opportunity to appear before you
'

15 and on behalf of the City of Oak Ridge. We urge your

16 favorable consideration of the requested exemption.

17 Thank you.
,

18 CHAIRMAN PALLADINO. Thank you.

19 Any questions?
.

20 COMMISSIONER AHEARNE: One question, Mayor

21 Bissell. Could you describe briefly what types of-

22 contentions, then, you will still have remcining? You

23 mentioned that the City will remain an intervenor in the

24 licen sing proceedin g.
4

25 MAYOR BISSELL: Well, we had some hopeful

*
,

.
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1 feelings about getting some tax money off of the project.

2 (Laughter.)

f3 If you know what I mean.-

(
4 (Laughter.) j

5 COMMISSIONER AHEARNE: That is a feeling that . ,

t

6 is felt in many areas of the country where a major
;

7 project is going up, I understand. They weren't
i

8 contentions related to the health and safety of the
'

i

9 public.

'

10 MAYOR BISSELLs No, sir. Absolutely not,

11 sir. It takes a lot of money to run our city, just like

12 it does everyplace else, but we don 't have any serious
( !

13 problem with that, sir. Our city works compatibly with
r

14 DOE and other government agencies, sir, but we do have

15 to think about those sort of things, sir.
'

[

.

16 COMMISSIONER AHEARNE: Sure.
!

17 CHAIRMAN PALLADIN0s Mr. Bissell, I have one

18 question. I gather this crea that is proposed for the

19 Clinch River Breeder React or is zoned industrial?
.

20 MAYOR BISSELL: That is right, sir.

21 CHAIRMAN PALLADIN0s Now, if the project were .

22 to put in roads and power lines and a railroad spur and
!

23 the project did not go forward, would these same 1

:

24 facilities be useful to the further development of that

!25 area as an industrial zone?

.
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'
1 MAYOR BISSELL: We think so, sir; yes, sir.

! 2 CHAIRMAN PALLADINO Thank you.

3 MAYOR BISSELLs We need industrial development''

9

4 in our city, and this is within the city limits, sir, as

;
- 5 you know.

) 6 CHAIRMAN PALLADIN0s But when you answer the
i

7 question, are you thinking in terms that the road would
;

8 be in the right place and the railroad spur would te in ,

'

9 the right place so that it would be useful?

j 10 MAYOR BISSELL: Yes, that's correct, sir.

f 11 CHAIRMAN PALLADINO: Well, we thank you very

i 12 much for coming and joining us.

13 MAYOR BISSELL: Thank you, gentlemen. You are-

p_

f 14 very kind to let me appear. Thank you very much.

$ 15 CHAIRMAN PALL'ADINO: Next we have Mr. John

16 Kearney, Senior Vice President of EEI.
,

17 ORAL PRESENTATION OF JOHN KEARNEY, JR.

: 18 SENIOR VICE PRESIDENT, EDISON ELECTRIC INSTITUTE

19 OF THE NATIONAL ASSOCIATION OF INVESTOR-0WNED
.

20 ELECTRIC UTILITY COMPANIES

I M R. KE A R N'IY a Thank you, Mr. Chairman and21
-

22 members of the Comm1.ttee. My name is John J. Kearney.'

23 I am a Senior Vice President of the Edison Electric
i '. 24 Institute of the National Association of Investor-Owned
i

j 25 Electric Utility Companies. The Institute appreciates |
|*

1
,

.
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1 the opportunity to appear before you today in support of

2 the Department of Energy's request to begin site

(~ - 3 preparation for the Clinch River Breeder Reactor.
.

4 EEI has supported the Clinch River Breeder

5 Reactor since its inception. In fact, it was -

6 instrumental in developing utility company financial

7 support for the project to the extent that the vast

8 majority of EEI member companies are pa r ticipa ting

9 financially in the project. 'The Institute has

10 consistently and strongly voiced its support for Clinch

11 River in appropriate legislative hearing and in national

12 forums concerned with energy options for the future.

13 Our support of Clinch River is grounded in our

(
14 strong belief that completion of this project is a

15 necessary element in any national program to develop a

18 commercial breeder reactor industry, in our opinion, the

17 most viable option for the production of central station

18 electricity for the end of the century and beyond.

19 To accomplish this objective, we respectfully
.

20 ask that you grant the Department of Energy 's request

21 for authority to begin site preparation for the Clinch -

22 River Project. Such an action will allow the project to

23 proceed on a timeli basis. To do otherwise would result

( 24 in further delay and unnecessary cost increases.

25 The Congress and the electric utility

,

,,
,

,
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1 industry,'which has primary responsibility for electric 1

2 power supply, have con tinually supported the project,

3 and now we have strong administrative support. Your{
4 affirma tive vote on this project is certainly in the.

i

5 public interest.-

6 Thank you.
r

7 CHAIRMAN PALLADINO: Thank you.

8 COMMISSIONER BRADFORD: Mr. Kearney, did I

9 understand you to say that it is EEI's position that the
,

10 breeder is the most viable source of central station

11 electricity for a period of time starting around the end
,

12 of the century?

13 MR. KEARNEY: We believe, Mr. Commissioner,
,.

14 tha t that is so. We believe that if we can develop the
;

15 breeder reactor, that that is the most viable option.

16 Now, obviously we have to go through a developmental

17 stage to assure that, but we are confident that this is
.

18 the right approach.

19 COMMISSIONER GILINSKY: Do you see it more
.

20 economic than light-water reactors at the end of thi.e

21 century?-

22 MR. KEARNEY: I said towards the end of the
,

23 century and beyond, Mr. Gilinsky. I don't think that

24 anyone at this point in time can say exactly when there

25 will be competition, but we do think that it is worthy

.
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.

1 of development and, in fact, imperative to development

2 so that we can have this option for insurance as we look

(- 3 out into the future.
.

4 COHEISSIONER GILINSKY: Well, what we are

5 talking about here is whether or not to accelerate the -

6 licensing process for this plant, not whether or not it

7 ought to go forward or whether or not it ought to go

8 through the licensing process, but whether to accelerate

9 it.

10 HR. KEARNEY: Sure; but what I tried to do in

11 my statement was that portion of the statement to

12 indicate why the Edison Electric Institute believed that

13 the development of the breeder was important to the
, . -

14 nation and to the industry, and to tha t extent we

15 believe that there is no good reason why we shouldn't

16 get on with the job, which, as you know, has been

17 delayed for over the past four years.

18 COHHISSIONER GILINSKY: I understood that, but

19 in the real world or practical circumstances we may
.

20 face, the acceleration of this project may be at the

21 cost of delays in the projects of your member companies. -

22 HR. KEARNEY: Well, as -- Excuse me, sir.

23 Shall I respond ?

24 COMMISSIONER GILINSKY: I suppose you can

25 respond to that if you want to. I was going to go on

!
i

.
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.

1 and ask you --

2 MR. KEARNEY: Please, any way you want to

- 3 handle it.
. (.

4 COMMISSIONER GILINSKY: -- how we view the

5 priorities. What should we do if that is what it comes-

6 down to?

7 MR. KEARNEYa Well, as Mr. Davis raid this

8 morning, I think both in government and in industry,

9 management has to be looking at the present, the

10 immediate future and the far future, and all of these

11 elements have to be part of their prioritie s. I have

12 confidence in this Commission that you will be able'to

13 sort out those priorities and that each of these will be

14 important parts of what your program is.

15 COMMISSIONER GILINSKY It may well be -- As I

16 said earlier, we are stretched pretty thin. We seem to
,

17 he on a course which just meshes our reviews to the

18 procress of the various reactors which are nearing

19 completion. It may very well be that if you inject this
.

20 project on a high priority basis, that will be at the
I

21 cost of delays in the operation of plants which would be-

22 generating useful amounts of energy.
\

23 MR. KEARNEYa Well, I would sugge st tha t you

24 give it priority, and again, as Mr. Davis said this

25 morning, and I will tangentially say that I am not

'
~

,
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1 conversant with all the details and all the things that

2 your staff does, but my understanding is that this would

3 take a small amount of manpower, and I think it is('
.

4 important to do th a t. And as I say, I think Tou people

5 will be able to do it. You will get productivity and -

6 leadership out of this Commission.

7 CHAIRMAN PALLADINO This morning l'r. Davis, I

8 believe, said tha t we were on a critical path, we the

9 Commission, at least so f ar as th,is decision is

10 concerned, with regard to CRBR, and that is a factor.

11 And on tnis balancing, it is not clear to me that we are

12 on an equally stringent critical path for reactors now

13 nearing completion. That is an observation, not a

14 question,

15 MR. KEARNEY: I think that is a well-taken

16 observation.

17 COMMISSIONER GILINSKYs That was certainly

18 represented at some time, though, that we were not only
f

19 on the critical path but causing enormous delays which
.

20 seem to have evaporated.

21 COMMISSIONER BRADFORD: EEI was among the -

,

22 leading proponents of that.

23 COMMISSIONER GILINSKY: I guess I can

24 understand Mr. Davis wanting us to get going with this

25 project as soon as possible ; in fact, anyone who is

.
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1 involved in it. It is only natural. But I am a little

2 suprised that your member companies want this resource

3 consuming project to get put first in line ahead of them._(
4 MR. KEARNEY: I didn't say that, Mr.

5 Gilinsky. I said I think it is an important project and-

6 1 think it should be taken into consideration, and I

7 guess I just reiterate what I said before. That is, my

8 understanding is the manpower requirements to do this at
,

9 this point in time are not that large and I think it can
,

10 be done, but that is a decision that you gentlemen are !

,

11 going to have to make, and I hope you make it in the

12 affirmative.
.

13 COMMISSIONER BRADFORDs Mr. Kearney, let me
.

14 come back to what what I asked about initially. Doec
,

15 EEI have studies of any sort to support the proposition

16 that the breeder reactor is going to be more economic

17 than light-water reactors or coal starting around the

18 end of the century? *
.

19 MR. KEARNEY: No, Commissioner Bradford. We
.

20 don't have any of a definitive nature on what you said.

21 But I think most of the experts both within and without*

22 the industry who have looked at this and all the nations
i

23 of the world, the nations with developing nuclear power

24 programs, believe that this is the right option to take-

25 to assure that we can utilize nuclear power as we get

.

.
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1 out into the future.

2 COMMISSIONER BRADFORD: Have any of your

3 member companies told you lately that they think it is(^ .,
.

4 likely that they will be running out of conventional

5 fuel for light-water reactors around the end of the -

6 century?
,

7 MR. KEARNEY: I have not heard any indication

8 from any specific company to that extent, but I don't

9 think that that is the issue. The issue here is really

10 shall we get on with developing this technology as the

11 insurance option, not whether we will run out of fuel at
~

12 a specific date in time. I don't think anyone can tell

13 you that.
,

14
.

15

16

17
,

18
>

19
>

.

20

21 -

22
,

23

24 '

25
1

&

,

ALDERSON F EPORTING COMPANY,INC,

400 VIRGINIA AVE., S.W., WASHINGTON, D.C. 20024 (202) 554 2345
_ ___ _.-- - _ . - _ __ - - - - _ _ ____ - - _ _ _ - _ _ _ _ - .



116 ;

1 CHAIRMAN PALLADINOa One other question. Did
;

2 I understand you to say that EEI is one of the investors

3 in this project, or did I misunderstand?
|g-

.

4 MR. KEARNEY: No, sir. EEI plays, I would

5 say, has played and is playing a role in the project to !. .

i

6 this extent. Number one, it was through the EEI

7 committee structure that we developed the plan, the ,

8 financial plan for participation of the electric utility

9 industry in the Clinch River Breeder Reactor.
|

10 Number two, actually the contracts of the

11 participating companies , most 'of them, anyway, are among -

12 'EEI, BRC and the individual participante. So we have
i

13 some fiduciary responsibility.
I

14 Number three, the by-laws of BRC provide that

15 the President of EEI is a member of the board and that

16 EEI nominates a certain number of peopic to the board,

17 and to that extent that is the involvement.

18 CHAIRMAN PALLADINO: All right, thank you.
,

19 Any other questions?
,

-
t

20 COMMISSIONER ROBERTS: Yes. Does EEI think ;

21 the applican t's submissions meet the four criteria of.

22 50.127

23 MR. KEARNEY: Yes, we do, Mr. Roberts, but I

'( 24 would say that we concentrate in our discussion here on

25 what we felt was the public interest aspect of it.

-

.
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1 COMMISSIONER GILINSKY Do your member
,

2 companies ha ve the feeling that there is slack in our

3 reviewing organization right now? They have some
{" .

4 experience with our reviewing process. We aretrying to

5 get reviews completed, they are trying to get their .

6 plants finished.

7 MR. KEARNEY: Mr. Gilinsky, I am not, shall we

8 say, conversant in any detail with what any individual

9 licensing procedures are. I do know that there has been

10 great concern since TMI about the f act that we seem to

11 be in a moratorium. I do sense that in the last several

12 months, that I think most people see an acceleration and

13 greater productivity in this area, and we comment you on
i

14 this -- compliment you, I should say.

15 COMMISSIONER AHEARNE: The other was safer.

16 (Laughter.)

17 CHAIRMAN PALLADINO Well, we thank you, Mr.

18 Kearney.

19 MR. KEARNEY Thank you for the oppor+. unity.
.

20 CHAIRMAN PALLADINO: I have been informed

21 since this. morning that we have one other five-minute .

22 presentation, so at this time I am going to call on Mr.

23 Lee Breckenridge, an attorney representing th e

( 24 Tennessee-- I'm sorry, Lee, Ms.?

25 MS. BRECKENRIDGE: Yes, sir.

i

!
*
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1 (Laughter.)

2 CHAIRHAN PALLADINO: Representing the Attorney

3 General's office. Thank you.{
4 MS. BRECKENRIDGEs I brought my name tag with

5 me.-

6 CHAIRMAN PALLADIN0s Okay.

7 ORAL PRESENTATION OF LEE BRECKENRIDGE

8 ASSISTANT ATTORNEY GENERAL OF TENNESSEE, REPRESENTING

9 THE ATTORNEY GENERAL OF TENNESSEE

10 MS. BRECKE?iRIDGEa I am Lee Breckenridge,

11 Assistant Attorney General, representing the Attorney

12 General of the State of Tennessee.

I
13 As you know, we oppose the exemption fromr

14 regular licensing procedures. The Attorney General is

15 not in a position now to comment on the merits of the

16 project itself; however, the Attorney General opposes

17 the exemption because the requiar procedures of the

18 Commission serve important and valuable purposes that we

19 feel should not be circumvented.
.

20 The Commission's regular procedures carry out

21 the National Environmental Policy Act and the Atomic-

22 Energy Act to protect human health, the environment and

23 the public security through a careful balancing of

24 interests. The procedures are not just a ritual that

25 should be abandoned when a project is on a tight
(

\ ,

.
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1 schedule.

2 If the Clinch River Breeder Reactor has merit,

3 then we believe that it can stand the light of day. A~.

L .

4 well-planned project, in other words, can bear full

5 scrutiny of important issues by the Commission and by ,

6 the public before a major financial commitment to the

7 project is made.

8 This project is not different in that. regard

9 from any other project in needing this kind of advanced

10 review. In a memorandum filed with the Commission, we

11 have outlined a number of reasons. These concerns

12 include the effect of making a financial commitment to

13 the project before review is completed. It also
(

14 includes the potential for future delay and legal

15 challenges if we proceed with haste _at the present time.

16 For the reasons we have described in our

17 memorandum, therefore, we urge the Commission to adhere

18 to its normal licensing procedure.

19 Thank you. .

'

20 CHAIRMAN PALLADINO. Any questions?

21 COMMISSIONER BRADFORD: Ms. Breckenridge, are |.

"

22 there specific health and safety or environmental
i

23 concerns that the Attorney General sees would be in some

f 24 vay circumvented by the granting of this exemption?

25 MS. BRECKENRIDGE: There are two answers to

.

'

.
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,

|
|

1 that. There are a number of contentions which had been |

2 raised which were socioeconomic contentions, which we
i

(~ 3 have not yet updated. I am hoping that in the regular
.

4 licensing proceedings the Governor and the Attorney

5 General will speak with one voice about those, and we.

i

6 expect to update them. I think that the Attorney
,

7 General's main concern here is not so much with specific
;,

8 contentions as somehow with a notion of due process and
,

9 fairness. Namely, a general legal idea that there
i

10 should be a full airing of views before this goes

11 forward. |

12 COMMISSIONER BRADFORD: So you are not saying,

13 then, that there are particular issues that would
t

14 somehow not be raiseable in the future if the exemption
.

,

15 were granted?

16 MS. BRECKENRIDGE: We are not raising specific

17 environmental contentions. We are rather saying that

'
18 people, and not just the Attorney General, but the

19 Governor and other points of view, should be fully
.

20 reviewed before this sort of commitment goes forward.
,

l

21 CHAIRMAN PALLADINO May I just follow up make
~

.

22 sure I understood the answer?
'

23 MS. BRECKENRIDGE: Yes.

24 CHAIRMAN PALLADINO: Do you believe that you
. o

25 will not have the opportunity to air these contentions :

-

%

.
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1 and see that the NEPA requirements are fulfilledy

2 MS. BRECKENRIDGE: Well, obviously even for a

3 limited work authorization there are certain kinds of(~' 4

4 reviews that would happen first, so that the thing that

5 is affected by the exemption is the sequence and the -

6 degree of commitment and the degree of disturbance that
.

'

7 occurs before the review is completed.

8 CHAIRMAN PALLADINO: Would you be concerned

9 that some of the proposed actions would not be usef ul

10 for this area since it has been zoned as industrial?

11 MS. BRECKENRIDGE: Yes, we would.

12 CHAIRMAN PALLADINO: You would be concerne'd?

13 MS. BRECKENRIDGEa Yes.

14 CHAIRMAN PALLADINO: Anything further?

15 COMMISSIONER AHEARNE: I have one question.

16 You mentioned several times in your presentation that

17 the Attorner General's position was that we ought to

18 follow the normal licensing procedure, and I think you

19 said before a major, or before a financial commitment is
.

20 made. Of course, there is over $1.3 billion of
r

21 financial commitment that has already been made in this -

22 project.

23 MS. BRECKENRIDGE: That is true, and we are

24 speaking of many more million dollars which would in

25 fact go into site preparation.

.
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1 CHAIRMAN PALLADINO: Any other questions?
.

2 (No response)

3 CHAIRMAN PALLADINO: We thank you very much,,(
4 Ms. Breckenridge,

5 Continuing now, we turn to representatives of*

6 the NRDC and the Sierra Club, and I believe that

7 includes Eldon Greenberg, attorney, and Charles

8 Komanoff, the economist, and parhaps others who will be

9 introduced to us.

10 ORAL PRESENTATIONS OF

11 ELDON GREENBERG, ATTORNEY, REPRESENTING THE NATURAL

12 RESOURCES DEFENSE COUNCIL AND THE SIERRA CLUB;
|

13 BARBARA FENNEMORE, NATURAL RESOURCES DEFENSE COUNCIL:

14 CHARLES KOMANOFF, KOMANOFF ENERGY ASSOCIATES; AND

15 DR. THOMAS COCHRAN, NATURAL RESOURCES DEFENSE COUNCIL
,

16 MR. GREENBERG: Good afternoon, Mr. Chairman

17 and members of the Commission. We are champing at the

18 bit. My name is Eldon Greenberg, with the law fire. of
;

19 Tuttle and Taylor here in Washington, D.C., representing
O

20 the Natural Resources Defense Council and the Sierra

21 Club. |
-

22 With Ae this af ternoon to my right is Ms.

23 Barbara Finnemore of the Natural Resources Defense

24 Council. To my immediate lef t is Charles Komanoff of f

25 Komanoff Energy Associates of New York City, and to his

|

.

J'
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1 lef t is Dr. Thomas Cochran of the Natural Resources

2 Defense Council.

3 We plan on dividing our presentation this

4 afternoon. I intend to address the overall merits of

5 the exemption request. I anticipate taking -

6 approximately 20 minutes, dealing with issues other than

7 economic issues. I think there are some important

8 issues other than economic ones in this proceeding.

9 Dr. Komanoff-will specifically focus on the

10 asserted costs of delay that would be associated, in

11 applicant's view, if the exemption request were not

12 granted.

13 Let me at the outset try to put this exemption
i

14 request in some perspective. There has not been much

15 talk of the meaning of Section 50.12. I want to

16 emphasize that that is an exceedingly narrow exemption

17 under the established precedent of this Commission.

18 Commission precedent makes it clear that Section 50.12

19 is only to be used where there are emergency and exigent
.

20 circumstances where time is of the essence, and those

21 are words the Commission itself has used in prior cases. .

22 I also want to emphasize that it is important

23 to understand that while granting this exemption would

24 not foreclose ultimate findings under NEPA on site

25 suitability, it would allow applicants to undertake what

.
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I we consider'an unprecedented amount of work, much

2 creater than has ever been allowed previously, more than

3 $88 milliot of major construction activities at the site
'

4 of the Clinch River Breeder Reactor. Those activities

5 would be undertaken without the review which is
,

6 ordinarily required. Simply put, we believe the case

7 das not been and cannot be made for the grant of this

8 extraordinary variance from standard licensing practice.
i

9 Now, at the outset of my presenta tion I would |
|

10 like to focus a little bit on the asserted need for this |

11 exemption. As I mentioned, Dr. Komanoff will address

'
12 the need in economic terms, but I think there are some

i

13 additional points which tend to undercut the claims that

'

14 an exemption is necessary to avoid hardship to

15 applicants. -

,

|

16 First of all, there was some discussion this [
|

17 morning about whether or not this project would be dead |

18 in the water in March 1982 if the exemption request were

19 not granted. I think it is now fairly clear from the

*

20 statements that have been made by Mr. Silverstrom that

21 the only thing that is going to be dead in the water in
.

22 March of '82 are site preparation activities. The rest

23 of the project is going to go forward. |

24 The only reason that site preparation

25 activities are not going to go forward is presumably |
|
i

|
s_ -

e

ALDERSON REPORTING COMPANY, WC,

400 VIRGINIA AVE., S.W., WASHINGTON. 0.C. 20024 (202) 454-2345



_ _ _ __

125

1 because the Commission will not have granted this

2 exemption request. Our basic point here is that what
t

( 3 applicants have done is without any assurance that an
,

4 exemption request would, in fact, been granted. They

5 have gone ahead and put themselves in a position where -

6 they could start site preparation activities if the3 got

7 the request. But if they don't get the exemption, ther

8 vill continue with the project, they will continue to

9 use their f unds for other productive uses. [

10 It also came out this morning tha t the real
'

11 concern and perhaps the real rationale for the March
:

12 1982 date is perhaps more to do with the next
,

13 congressional budget cycle than with the need to move
,

(
~ 14 this project along. Mr. Davis was quite candid in !

15 stating that one of the primary reasons that DOE was

16 seeking this exemption was in order to bolster its case

17 in the next Congress in order to ensure that there are

18 continuing appropriations for this project.

19 In a very real sense this appears to us to be
.

20 the bottom line of this exemption request, and ve.

21 appreciate Mr. Davis' candor, but I want to emphasize -

22 that nowhere in the Atomic Energy Act, in the National

23 Environmental Policy Act, in the Commission 's

's _ . 24 regulations under those statutes do we find this factor

25 of assisting the Department of Energy in achieving its

.

%

.
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1 appropriation goals. We don't think that is a

2 legitimate' factor to be taken into account by the

3 Commission, and we don't think it is authorized by law,,,
'

.

4 and we don't think it provides any basis for the

S Commission to move ahead and act positively on the
,

6 exemption request.

7 One additional point also needs to be made

8 about the amount of delay that' may be associated with

9 not achieving the applicant's goals in obtaining an

10 exemption request. On November 30 when the request was

11 filed, applicant stated tha t the request was premised on

12 staff estimates that an LWA-1 would be issued in

13 approximately August or September of 1983. In fact, it
f

14 now appears that an LWA-1 may be issued substantially

15 earlier than those projected dates. ~

16 The licensing proceeding has been reopened.

~

17 The Board has expressed its strong interest in moving

18 those proceedings forward expeditiously, and at a

19 prehearing conference held last week in Oak Ridge, the

~

20 Board expressed the view thet a hearing on the IWA-1

21 application may be possible as early as this July.
.

22 The result of a hearing taking place this July

23 may well be that a decision on the LWA will be issued

24 before the end of this year. In our judgment, this fact
,

i

25 alone belies the need for extraordinary action.

l
.
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1 In addition, it seems to me that there are at

2 least three other factors which bear on the asserted

3 need. First, as we have pointed out in our papers,(~
.

4 applicants could have applied f or this exemption at any

5 time during March 1981, because in March 1981 they knew -

6 with certainty that the Administration planned to

7 proceed with the Clinch River Breeder Reactor Project.

8 They didn 't file the exemption request until

9 November 30, 1981. We don't think their own delay or

10 indecision or what have you in making this request can

11 now serve as a basis for granting the exemption.

12 Secondly, at least up until this morning,
.

13 applicants had not argued with any force that
.

14 programmatic needs are driving this exemption. In fact,

15 as is apparent from the 198 3 budget request which has

16 been submitted to Congress, there is no follow-on

17 project to the Clinch River Breeder Reactor. The

18 so-called large development plant has been zero f unded

19 by the Administration for fiscal year 1983.
.

.20 So it is far from clear what the programmatic

21 demand or the programmatic requirements are that lead to -

22 this request for acceleration.

23 Finally, in our judgment there has been no
,

t

|

|
24 demonstration that this exemption request is essential

25 even to planning and construction of the Clinch River

.
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.

1 Breeder Reactor itself.

2
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~

1 The Department of Energy did not seek fiscal

2 year 1982 moneys for site preparation. A presumption

3 therefore arises that the moneys it sought and received'

.

4 could be put to other productive uses in this year. In

5 fact, the request for moneys for site preparation.

,

C activities appears for the first timne in the fiscal

7 1983 submission.

8 In that submission, Applicants have requested |

'

9 $58.6 million for site preparation activities in fisen1

10 y ea r 19 8 3. As I mentioned, there are no such moneys ~in |

11 the fiscal 1982 budget. That $58.6 billior. -- million, |
|
'

12 excuse me, is on top of approximately $190 million for

. 13 continuing project activities.
,

i
14 Now I would note that the FY 1982 budget is

L15 approximtely $190 million. The conclusion I draw from

16 this is that project activities are going to continue at ;

17 about the same level for activities other than site

18 preparation in 1982 and in 1983, whether or not the

19 exemption request is granted.
;.

20 Now even if there is no need for this
,

21 exemption, there still might be a case made for granting-

22 the exemption if there is a mandate of some sort from

23 the Congress or from the Administration to invoke

L. 24 Section 50.12 and to expedite this licensing in an

25 extraordinary way. Applicants as we understand it have

s

.
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1 put forth the basic argument that because Congress did

2 not say no, you can't have an exemption request, the

< 3 mandate in effect should be interpreted as favoring the
I

.

4 grant of an exemption. Further, while they concede that

5 licensability is irrelevant to the CRBR project, they .

6 argue that the use of Section 50.12 is not inconsistent

7 with achieving the goal of licensability.

8 We believe that the Applicants are wrong on

9 both counts, and I don't intend to rehearse the

10 legislative history of the 1981 Omnibus Budget

11 Reconciliation Act. That is set out fully in our

12 brief. But I want to stress the point that if there is

13 no mandate to deviate from standard licensing practice--
,

i

14 ve believe there is none and I believe the Commission

15 staff believes there is none -- then've simply don't see

16 a basis for deviation under existing Commission

17 precedent.

18 Ihis exemption is an extraordinary one, and as

19 ve have pointed out in our brief the Commission has not
.

20 granted a single exemption request in a contested

21 proceeding since 1974. In fact, as we point out, the .

22 LWA procedure adopted in 1974 was meant to provide a

23 uniform method for allowing Applicants to conduct site

24 preparation activities and lef t little if any room for

25 the use of Section 50.12.

.

ALDERSoN REPORTING COMPANY. INC.

400 VIRGINIA AVE., S.W., WASHINGTON, D.C. 20024 (202).554-2345 -

. _ . - _ _ - - - _ _ _ - - - - - - _ _ _ _ _ _ _ _ _ _ _ _ __ _. _ _ - _ - _ _ _ _ _ _ _ _ _ _ - - _ _ _ - _ -_



131

1 Further, even if Section 50.12 migh t be

2 available in some circumstances for a light water

3 reactor application, certainly there is no precedent for
.

4 its invocation in a one of a kind project such as the

S CRBR. Indeed, the basic purpose of Section 50.12 as set
,

6 out in its history it to assist in bringing power on

7 line for meeting consumer needs for power, and that

'

8 clearly is a factor which has no applicability

9 whatsoever in this situation. ;

t

to Now, with respect to licensability the

11 Applicant's argument is that licensability will be

12 demonstrated if a license is issued, if an ultimate

13 finding is made, if in the end the Applicants walk out
( ,

14 of the Commission with a construction permit. In our

15 judgment that argument proves far too much. Their

16 position in effect sanctions any deviation, any

17 shortcut, any exemption, as long as the ultimate license

18 is issued.

19 I suspect that this request which the

'

20 Commission now has before it is not the last of its
t

.
21 kind; it's the first of its kind. It's consistent with

22 the position that Applicants have put forward that

23 licensability will be demonstrated if the license is

24 issued and it doesn't matter how you get there.

25 Quite frankly, we believe that the Congress,

,
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1 in making licensability an important component of this

2 program, had something quite different in mind: a

3 rigorous adh-arence to standard licensing practice. Now,
.

4 even assuming that Applicants could show hardship, that

5 they could show that there was a mandate of some sort, .

6 the exemption by its own terms cocid not be granted

7 unless it's consistent with the law, unless it's

8 authorized by law.

9 We have laid out in our papers two further

10 legal grounds for denying the request. First, we do

11 have some contentions which va believe vill be

12 foreclosed, not as a legal matter but as a practical

13 matter. One of our contentions, contention 1(e), is
i

14 that the LW A procedure itself is inapplicable to a first

15 of a kind reactor such as the Clinch River breeder

16 reactor. Applicants have countered by arguing that

17 because a finding on that contention vill eventually

18 have to be made in the LWA-1 proceeding there won't be

19 any foreclosure of our ability to assert that contention
.

20 and indeed have our assertion-vindicated.

21 We agree that a finding must eventually be .

22 made. Our point is simply that that is rather cold

23 comfort if the work at issue has already gone forward.

24 What we vill have achieved is a useful precedent which

25 might be applied to the nex t breeder reactor licensing,

,

.
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1 whenever that comes along. But it scarcely satisfies

2 our position with respect to this project that no work

3 should in fact go forward until the safety review hasp
.

4 been completed.

S Secondly, we think Commission precedent is.

6 clear under Section 50.12 that a complete environmental

7 record must be before this body before an exemption can

8 be granted. That is the standard which was used by the

9 Commission in'the WPPSS case. We believe that the

10 Commission means what it says. " Complete" means

11 complete, it does not mean " partial."

12 In this case, even if the record is complete

13 as to site preparation activities it's certainly not

I
' - 14 complete as to the project as a whole. In our brief we

15 cite the two cases in which exemptions were granted, the

16 Sheren-Harris and the River Bend case, in both of which

17 there were fresh and complete environmental records on

18 the entire project.

19 Now I don 't intend to spend a great deal of
.

20 time this morning on the four factors -- or this

21 af ternoon on the f our factors laid out in Section.

22 50.12. I want to note that as a practical matter it

23 doesn't seem to me that the Commission need even reach

,

24 those f actors if it decides that there are no emergency

25 or exigent circumstances which warrant an exemption, or
i

l

'

1

| .

|
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I 1 if it decides that there are legal grounds to deny an

2 e xe m p tio n .

(' 3 But I do want to focus on the last two of
. .

4 those four factors for a moment. The third factor is

5 wheth'er the grant of the exemption would foreclose .

6 alternatives. That is the standard that has been used a

7 great deal under the National Environmental Policy Act.

8 We are not aware of any case where this magnitude of

9 work has been allowed by a court in considering requests

10 by project applicants to proceed with work pending a

11 full NEPA review.

12 We compare the amount of work in this case

13 with the amount of work that was allowed to go forward
i

14 in the Sheron-Harris case, which is the only real

15 precedent the Applicant has here. In the Sheron-Harris

16 case, the cost of the work was about one-third of one

17 percent of the total project cost. In this case it is

18 at least three percent.

19 Furthermore, while Applicants have attempted
.

20 to downplay the arcumert that what is going on here is

21 the creation of a kind of momentum to get this project .

22 moving forward, as a practical matter that's very much

23 what we think is going to happen. I mentioned earlier

24 that one of the primary reasons the Applicant wants this

| 25 request is to get momentum, at least momentum before the

.

ALDERSON REPORTING COMPANY,INC,

400 VIRGINIA AVE., S.W., WASHINGTON, D.C. 20024 (202) 554-2345
- _ _ - _ _ _ _ - - _ _ _ _ _ - _ _ _ _ _ _ - _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ - _ - - - - . . - ._ -



.

135 '

1 Congress, so that appropria tions could be obtained for

2 fiscal 1983 and beyond. ,

3 When I was down in Oak Ridge last week I -

.

4 picked up the Oak Ridge paper and I was interested to

5 see my own words quoted back to me by Shelby Brewer, the.

6 assistant secretary for nuclear energy for DOE. He

7 talked about the importance of the activities that might

8 happen in the next year. He said, "It's our intent to
i

9 accelerate the project. My plan is to accelerate the

10 front end by 18 months, and we hope to be in on site

11 digging a hole by spring or early summer."

12 And he went on to say, "We hope we will ha've

13 the land cleared and the hole dug and be poised to begin

i'

14 pouring concrete for the mat."

15 M r. Chairman and members of the Commission, we

16 submit that digging a hole is critical. It's critical

17 in Applicant's minds for developing a sense that this

18 project is going to move forward. It's exactly the kind

19 of thing that the Commission has got to be worried about

'
20 under that third factor of Section 50.12, and I don't

21 think its real importance can be disputed..

22 Finally, let me turn to the public interest.

23 There are two explicit criteria in the fourth factor of
|

24 Section 50.12. One is the delaying cost to the

25 Applicant. Mr. Komanoff is going to address those.

.
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1 The other is the need to consider the public's

2 need for power. In the Sheron-Harris case consumer

r 3 power needs were a critical issue. Here they're
*

1,

4 irrelevant, since the conference report on the 1981

5 Budget Act makes it clear that the CRBR is not to be .

6 constructed on the basis of providing power to the

7 region. So simply looking at the language of the fourth

8 factor of Section 50.12, we think it's exceedingly hard

9 to conclude that the public interest, at least as the

10 regulation-writers conceived it, is to be met in this i

11 proceeding by granting the exemption request.

12 CHAIRMAN PALLADINO: May I just ask a

,
13 question. It's my impression that number four says the

;

14 effect of delay in conducting such activities on the

it didn' t specifically15 public. interest, " including" --

16 say only two points. Could you speak to that? I just-

17 to make sure I --

18 MR. GREENBERG: Well, it depends on how you

19 read it. I'm not suggesting that under no circumstances
.

20 should the Commission consider public interest factors

21 other than those mentioned there. However, there's an . .

22 old legal phrase, and I'm probably going to mis-cite it,
.

23 something to the effect that if you include one, you

24 exclude others unless you so specifically state.

25 The fact of the matter is, the only specific
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1 f actors mentioned in Section 50.12 relate to consumer

2 power needs and delay cost to the Applicant. But I was

3 going to go beyond thst, because it is clear to us that
.

4 there is an overwhelming public interest in this case

| 5 beyond consumer power needs and delay cost to the*

6 Applicants. That overwhelming public interest has to do

|
| 7 with maintaining the integrity of the licensing process,

8 avoiding special exemptions and shortcuts for this

9 project, and proceeding in a way that will give the

10 public confidence that the CRBP. project is being dealt
.

11 with in a fair, independent and judicious manner.

12 In our judgment it is only in tha t way tha' t

13 the Congress and the public will be satisfied that the
i

14 mandates of the Public Energy Act.and the National
'

15 Environmental Policy Act are met. |
|

16 Mr. Chairman and members of the Commission,

17 that concludes my presentation. I would now like to

18 turn the microphone over to Mr. Komanoff to deal

19 specifically with the economic issues, and then we will
.

20 deal with your questions at the end of our

21 presentation.-

22 CHAIRMAN PALLADINO: Okay. Thank you. That

23 was pretty good timing.

24 MR. KOMANOFF; Mr. Chairman and

25 Commissioners:
,

,

.
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1 I want to review for you NRDC's and Sierra

2 Club's calculations of the costs, or savings, as the

3 case may be, of a year's delay in constructing Clinch
(

.

4 River breeder reactor, and by using the framework of a

5 year's delay I don 't mean to imply tha t the granting or *

6 the failure to grant the requested exemption would cause

7 a year's delay. That's simply an analytical framework

8 that all of us here seem to be agreed on.

9 I am going to explore the four potential

10 categories of costs or savings that Applicants and

11 Intervenors together have brought forward as

12 con stitu tin g possible costs or savings. These are.

I_

13 first, the impact on costs of having to defer future

14 expenditures; second, the deferral of revenue from

15 electricity generation by the reactor; third, what I

16 call the costs of sitting management, simply my

17 expression to denote those management personnel who

18 would need to be retained over time rather than on a

19 project basis; and fourth, the possibility of interest
.

20 or capitalization on past expenditures on Clinch River.

21 I'm going to concentrate my time on items one *

22 and four. Beginning with number one, the deferral of

23 future expenditures on Clinch River, the budget for

24 remaining construction calls for an expenditure of some

25 $170 million, provided that site work can begin more or

l

i .
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1 less immedia tely. Now, if there were to be a one-year

2 deferral in the entire project, then there would be

3 added costs due to inflation at eight percent -- another-

.

4 nominal figure that both DOE and we have agreed upon for

5 argument's sake. There would be added cost of eight*

6 percent of $1700 million or $135 million additional that

7 would need to be raised and expended to complete the

8 project. So this appears to be an added cost.

9 Io look only at this cost, however, is to

10 ignore another side of the same coin which in fact ib

11 not only offsetting or more than off setting , namely the
~

12 fact that a hypothetical one-year deferral would re1ieve

13 the United States Government and the U.S. Treasury of

14 the need to finance expenditures on this reactor during

15 the period of the year + s delay. Now, I'm excluding the

16 sitting management costs, which I will get to in a

17 moment or two.

18 Now, how does one measure the benefits that

19 the Government gains, that the Treasury gaits, by not
.

20 having to spend money on Clinch River during this

21 hypothetical year's delay? The value of this deferral*

22 is in fact measured by the interest rate on federal

23 f unds currently being raised by the Federal Government

24 to finance general expenditures, capital expenditures,
,

25 or what have you.

.

.
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1 That rate today is approximately 14 percent.

2 In other words, any dollar that the Federal Government

( 3 saves by not having to spend it on Clinch River during
.

4 the next 12 months constitutes a dollar that the

5 Treasury does not have to raise by borrowing money at 14 -

6 percent.

7 Now this is not a hypothetical cost. It's not

8 a cost that's located only in some arcane region of

9 economic theory. It is a very real cost or, if you

10 vill, a benefit that would be realized by U.S. taxpayers

11 to the extent that expenditures on Clinch Fiver could be

12 deferred.

13 If even this is not easy to grasp, we could

( .

14 consider a slightly hypothetical but basically relevant

15 situation where the project management corps -- let me

16 b ac k tra ck . Let me say, during the next 12 months, this

17 hypothetical delay period, the project management corps

18 would, if it could begin work immediately, spend $100

19 million on its budget to begin completing Clinch River.
.

20 The actual figure is about 70, but I choose $100 million

21 because it calculates more easily. -

22 Now, if instead the project management corps

23 could defer for a year having to spend this first $100

24 million, it could take the $100 million it was going to

25 pay contractors and instead buy a one-year Treasury b,ill

|

.

,
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1 at 14 percent or close to 14 percent, and then a year

2 from now, after the end of this delay period, when it !
1
.

m 3 needs to spend not $100 million but $108 million, ;
. {.. ,

,

4 because inflation is adding 8 percent to its first $100

5 million cost requirements, it would get through its-

6 Treasury Lill not $100 million, not $108 million, but t

7 $114 million, obviously, the original $100 million valuo

8 of the note plus the 14 percent interest.

9 So they could finance the $108 million, taking

10 care of 8 percent inflation, and would have $6 million

11 left over. Now, that simply is the first year's
'

12 calculation. And if one goes through this calculation

-
13 for each year in turn using not a 14 percent interest

(~ 14 rate but conservatively an 11 percent interest rate,

15 assuming that there's a 3 percentage point difference

16 between the anticipated inflation rate and the interest

17 rate, then the savings, the amount lef t over af ter

18 having to pay the inflated cost of the project, works

19 out to about $30 million on a present worth basis.
.

20 OHAIRMAN PALLADINO: Wouldn't that apply to
_

21 any capital project the Government undertook?*

22 MB. KOHANOFF Yes, sir. :

23 CHAIREAN PALLADIN04 So it would come down to

24 a balance of what you wanted to do. In other words, you

25 could constantly defer all capital costs.

-
-

.
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1 COMMISSIONER GILINSKY But you also defer the

2 benefits.

3 CHAIRMAN PALLADINO: I'm just trying to(
4 understand. You could defer all capital projects and

5 theceby save money. The concept I thought was to -

6 achieve a particular purpose. Is that not part of it?
,

7 MR. KOMANOFFs Agreed. In other words, this

8 calculation is not by itself an argument for deferring

9 any project. Rather, it is a calculation of the costs

10 or in my judgment the savings achieved in present worth

11 terms from deferring an expenditure. And these savings

12 then have to be weighed against foregoing the variou's

,
13 benefits of a project, be it def erral of re venue,

14 management costs.

15 CHAIRMAN PALLADINO: This is a difference

16 between you and the Applicant? I don't think it sounds

17 like that on this point.

18 COMMISSIONER AHEARNE: Applicant's response

19 came back in with a --

.

20 CHAIRMAN PALLADINO: With a comparable

21 method. -

22 MR. KOMANOFFa The disagreement will come in

23 on the fourth and 1:Ist point. Let me go a little more
,

24 quickly tnrough poin ts two and three, because they don't
;

25 seem to be as crucial for our purposes.

.
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1 In fact, on the second point, deferral of

2 revenue which devolves to the delay of the time in which
,

3 low-cost nuclear generation can substitute for coal{
4 generation with higher running costs, in our original

5 set of comments we came in with a higher cost, namely.

6 $20 million, than Applicants have come in with, their

7 cost being $6 million.

8 I think the difference is primarily because we

9 assumed that the Government or the project would receive
,

i

10 the entire benefit of TVA's being able to displace coal

11 generation with Clinch River generation. In fact, we

12 understand that some of the benefit would stay with

13 TVA. But again, that doesn 't concern us here. We are
( 14 willing to concede benefits of up to $20 million, and

15 whether the benefits go to the project or TVA, they |

16 somehow fall to society.

17 So on this point we concede a cost of

18 approximately $20 million due to a one-year deferral in

19 the realization some time in the late 80's of the
.

-

20 replacement of coal generation on TVA's system with

21 generation by Clinch River.
.

.

i

r

22

23

I
24 |

25

|

|
'

\
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1 The third area, t'he cost of sitting'

-

2 management, Applicants have asserted a 542 million cost

~ 3 for a year's delay, which they're perhaps willing to(N j
-

- ,

4 revise down to 531 million on a present worth basis j

5 taking inflated costs and present-worthing them into -

6 today's terms.
|
.

7 We don't necessarily accept even this reduced)
t

8 figure, because as we've stated in our second set of

9 comments, we believe that the Applicant's estimate fails ,

l

10 to take into account the possibility of assigning some

11 of these personnel to other ongoing projects; or )

12 conversely, the possibility of design modifications,

13 refinements and improvements that could be made by these
7

14 personnel as has been done in the past periods of delay

15 for Clinch Rivers nor do we necessarily accept the

16 charging rates used by Applicants.

17 But even here, the question of whether one

18 accepts the Applicant's revised figure of a aproximately

19 F30 million or a lower figure of perhaps zero or $10
.

20 million does not seem to be the crucial issut, because

21 if we add up the first three items doing a -

22 recapitulation at this point, NRDC and Sierra Club, we

23 arg ue that there are net savings to this point cf

24 perhaps on the order of $10 million. DOE appearn to

25 argue that there are net costs on the order of

.
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'1 approximately $10 million.

2 CHAIRMAN PALLADINO: How did you get your

e 3 negative? I remember the minus 30, the plus 31.
.

4 MR. KOHANOFF The minus 30, the plus --

5 COMMISSIONER GILINSKY: You're going along.

6 with th e 11 percent rate?

7 MB. KOMANOFF: Yes. We're going with 11

8 percent.

9 CHAIRMAN PALLADINO: Just using your figures.
,

I

10 MR. KOHANOFFs Right. So minus 30 for the

11 savings from being able to defer the expenditure, a cost
i

12 of $20 million from deferring the revenue, the cost of

13 the sitting wanagement --

,

14 CHAIRMAN PALLADINO: Thirty-one. I'm using
.

15 your figures.

16 MR. KOHANOFFs Right. I'm not willing to

17 concede 31, but if we do, then we come out even to this

18 point.

19 CHAIRMAN PALLADIN0s I'm sorry? I get
.

20 twenty-one?

21 MR. KOMANOFF I'm sorry. We come out with a-

22 net cost of 21. We argue that that would be somewhat
.

23 less; and as Commissioner Gilinsky does point out, this

1 24 assumes an interest rate only three percentage points

i 25 above the infla tion ra te. We are presently experiencing

|

s
;

-

I
.
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1 approximately 6, and there's no clear indication of when

2 the 6 might come down in the f uture.

3 But even to concede the $20 million at this{ ,

4 point is an order of magnitude less than what the

'* 5 Applicants are alleging.

'

6 CHAIRMAN PALLADINO: I'm trying to understand

7 how you got the nega tive figures.

8 MR. KOHANOFF s Right. I was going to prepare

9 a table, but we felt we were constrained from preparing

10 new information for the Commissioners. So we really

11 come down to the issue of interest on past

12 expenditures.
,

- 13 Some, what is it, $1100 million has been spent
(

14 to date on Clinch River. The issue in this last

15 category is rhether the deferral of future expenditures

16 on Clinch River or even possibly the abandonment of the

17 project would in some way increase the past costs to

18 society or increase the cost to . society of carrying

19 these past costs.
.

20 We contend that there is absolutely no

21 connection between the future fate of Clinch River, *

22 whether it's a deferral of a day, a year, or a century,

3 and the effect on society of past costs already2

24 expended. I will make this point in several ways.

25 One, let me just read f rom several sentences

-

i -

l
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1 in our second set of comments in which we say, "Any

2 further delay in project schedule will not, in our

3 opinion, result in any additional cost on expendeds

4 capital."

'

5 Now, how are these past expenditures on Clinch.

'

6 River financed? Essentially in one of two ways. One is

7 through general revenues coming into the treasury from

8 the period '74 through '81. Another was through issuing'

9 of treasury bonds or notes to finance expenditures on a

10 capital basis.

11 COMMISSIONER AHEARNE4 There was a small part

12 that had to come from the utility contribution. t

'

13 MR. KOMANOFFa I'll get to that at this time.
f' '

' 14 In the first method, payment out of general
1

15 revenues, these monies have been expended. The money ,

16 that was in the treasury that could have financed other

'

17 projects perhaps did go to do design work and purchase

18 components on Clinch River; and for better or for worse

19 there is no way to get tha t back . There is no way to
.

20 und'o those decisions and spend those dollars on other

21 projects that might have been competing for the same. ,

22 federal dollars at that point in time,
f

23 Now, the second major way was through the

24 issuing of federal bonds to finance expenditures. let's

25 look at the year 1974, the first year of expenditures on

u

.

(
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1 Clinch River, and assume in that year the government

2 issued 30-year Lond to raise money to finance

( 3 construction in the year 1974.
_

4 Now, titese bonds would have a 30-year term.

5 They have a fixed amount of debt obligation which must -

6 be paid to the bondholders in every year 1974 through

7 the year 2003. And whether or not Clinch River goes

8 ahead on an expedited schedule or on a licensing

9 schedule, whether it's delayed a day, a year, or a
i

10 century has no effect whatsoever on the rate at which

11. the federal government has to pay off the holders of

12 those notes and bonds that financed these previous

13 expenditures.

14 CHAIRHAN PALLADINO: I don 't understand. If

15 they have those bonds and they don't go ahead with

16 Clinch River, they could use that money for something

17 else.

18 ER. KOHANOFF Who could use the money, the

19 bondholders or the federal government?
.

20 CHAIRMAN PALLADINO: I thought the federal

21 government. *

22 NR. KOMANOFF The federal government is

23 obligated under the terms of those bonds to pay o'ff the

24 coupon value.
'

CHAIRMAN PALLADINO. You're talking about the25
,

'
,

,

,
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1 bonds for past work.

2 MR. KOHANOFF: For past work. The future

( 3 expenditures I think we dealt with in our point one, and
.

4 here we're looking at past expenditures.

5 I possibly have several other metaphors or.
,

,

6 devices to try and explain this point, but perhaps let

7 me close here. It is as clear to me as anything could

8 be in economic theory.

9 Now, a positive assertion doesn't prove a

10 point, b ut --
t

11 COMMISSIONER ROBERTS: No, it certainly
,

12 doesn't.

13 (Laughter.)
{ .

14 MR. KOMANOFF But it is our decided

15 conviction that there is no relationship whatsoever

16 between the future fate of Clinch River and the way in

17 which the governmen+ L abligated to pay or has already

18 paid for expend (t p?? t,sde to date on that project.

19 CHAIRMAd PALLADINO: Reference was made this
.

20 morning to different groups by Mr. Walker -- Securities

21 and Erchange Commission, Financial Accounting Board, !*

22 Cost Accounting Standards Board -- and they presumably |

23 allow these things.

, 24 How do you reconcile their thinking and yours?

25 MR. KOMANOFF Let me, if I may, respond to

.
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1 that by considering a case -- let's use Commonwealth ;

2 Edison as an example, because its representative was

T 3 here and in fact was asserting this morning that if thic
.

4 were a' private utility case at least, then one would

5 have to capitalize these past expenditures through any *

6 delay period, that one would not be able to ignore them.

7 So let's assume this is no longer a government

E project; it's a private utility project, and it's a

9 revenue-producing project. In that event there are two

10 vays that a state regulatory commission can handle the

11 financing of the project.
s

'

12 One way is to grant construction work in

13 progress -- a term that you gentlemen are probably

14 familiar with -- in which case the utility is permitted
|

15 to earn revenue on its capital expenditures on a project

16 at each instant as it is making those expenditures. In ,

17 other words, expenditures on construction immediately go

18 into the rate base. And in that, one of two events. i

19 There is no need and in fact no permissibility
.

20 for the utility to capitalize its past expenditures,

21 because rather than having to carry its past interest -
,

22 costs and co'.2tinually roll over these costs, instead it

23 is getting immediate compensation from its ratepayers;

24 so that rather than the utility having to bear the cost,

25 it is the ratopayer that bears the cost.

I

s ~

.
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1 Now, in the other case, which in fact is the

2 more common case, there is no construction work in !

r 3 progress.' The ratepayers do not have to pay for the
.

4 plant until the moment that the plant goes into

, 5 service. Utilities have to carry all costs to date,

6 which means in f act that they have to capitalize past

7 costs, that they have to issue new bonds and new stock

8 to raise the money to pay off dividends on prior stock

9 offerings and interest on prior bonds and so on.

10 Now, that may appear to be a real cost but ;

t

11 tha t is simply a tradeoff that the ratepayers are

'

12 insulated from paying the cost and the utility ,

13 capitalizes it. And in fact, in the case of a normal

'

let's say a plant that is ready14 construction project --

15 to go on line, it's a day away from going into the rate

16 b as e -- th e re 's a year's licensing delay. The utility

'

17 does, yes, have to capitalize that cost for another

18 year, so when the plant goes into the rate base, it does :

19 have a higher nominal cost that's carried through for 30
'

.

20 years, but the ratepayers gain something. They gain the
|

21 avoidance of any responsibility for paying for that ;.

22 plant for the yea.: in which this delay is taking place.
,

i

23 CHAIRMAN PALLADINO: Are you saying that year |

I
24 would not bring the costs -- I want to make sure I'm |

|
25 following you. |

!

-
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1 MR. KOMANOFF: On this one point, the issue of
.

2 interest, that delay would not bring a real cost. It

( 3 would in terms of fuel cost -- and I'll recap with that
\, *

4 in a minute -- but it would not bring a real cost to the

*5 ratepayer.

6 COMMISSIONER GILINSKY: This is precisely --

7 CHAIRMAN PALLADIN04 I didn't ask you about

8 the ratepayer. I said is there no real cost?

9 MR. KOMANOFF4 There's no difference between

10 the two streams of cost to society. I think I can

11 illustra te that with one more numerical example.

12 COMMISSIONER GILINSKY This is covered in the

13 DOE's reports to the Congress.
1

14 CHAIRMAN PALLADINOr I am just having so much

15 trouble. I have so ingrained in my own personal

16 experience that delays mean cost, and in large part

17 because of the tremendous investment in interest costs.
18 You keep telling me it doesn' t happen, but it does.

19 I've been there.
.

20 (Laughter.)

21 MR. KOMANOFFs Let me make this attempt, .

22 first, so we can see our points of agreement. We do

23 concede that there are costs of delay in terms of the

i 24 deferral of replacing high cost generation with low cost
'

25 generation, but we did cover that.

l

.
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1 Let's say our hypothetical plant, we're now at

2 a hypothetical light-water reactor. It cost a billion

3 dollars to build up through today. It's ready to go on{
4 line tomorrow, but it's going to be deferred for a

5 year. And let's say the interest rate is 10 percent.a

6 Now, if that plant did go into the rate base
. .

7 today with no delay, ratepayers would in the next 12

8 months have to pay $100 million to pay off the capital

9 costs of that plant. It's a billion dollar plant.

1 10 We're assuming a 10 percent rate of return, so

11. ratepayers would be charged $100 million this year.

12 However, in the event of delay, ratepayers would be able

.
13 to take the $100 million that they would have to pay in

\~*

14 their utility bills in the next 12 months; they would be
.

15 able to invest that money at a 10 percent rate-of<

16 return, and they would earn on that investment enough

17 interest to pay precisely for each of the 30 years that

18 that plant is in service the difference between the

i 19 billon dollar capital cost that the plant would be
<

.

20 charged at if it could go into service today and the

1 * 21 $1.1 billio.n capital cost that the plant would have if

22 instead it had to be deferred for a year.

23 It can be shown on paper. The mathematics are

i. , 24 relatively simple. Obviously, it's a conceptualization.

25 CHAIRMAN PALLADINO: I'm having trouble with

.

.
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'

1 the conceptualization, because some years ago I wanted'

2 to go in the automatic coin laundry machine ry b usiness..

3 I thought it was a rather lucrative business. I went to

4 the bank and I got an authorized loan, and I didn't

5 follow through because I saw if I bought all this .

6 equipment and even put it in the place I wanted to have

7 it that the laws had not come along yet to satisfy all

8 the requirements, so I could see a delay of one year

9 before I could operate, and all that time I would be

10 paying interest on tha t investment.

11 COMNISSIONER ROBERTS: But your potential
'

12 customers would be saving that out-of-pocke t money f rom

13 using this equipment.

14 MR. COCHRAN: Did you put your money in the

15 money market for a year?
'

16 CHAIRMAN PALLADINO: This is real. There I

17 would have paid that interest for one year on the

18 inv es tm en t I had made, and one year later I not only

19 deferred interest -- I mean income -- you can pick any
.

20 period at which I would terminate my business, and I

21 would have still lost that one year's money. .

22 COMMISSIONER GILINSKY: But you're looking at

23 it from before the investment.

24 CHAIRMAN PALLADINO: No. I looked at it

25 before, but I could have gone and not been so smart and
|
|

'

.
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1 just bought the equipment, let it sit there, painted the

2 place, got it all ready and let it sit for a year.

3 Now you 're saying my costs would not have been{
4 there? I just don't find that realistic. It was so

5 clear to me.a

6 (Laughter.)

7 The bank made it so clear to me. Under those
,

8 circumstances they advised to,not do it.

9 MR. KOMANOFF: Let me say first you probably

10 made a good decision on two counts one, you avoided

11 losing your shirt, and you did end up --

12 CHAIRMAN PALLADINO: That's the point.

13 MR. KOMANOFFa Whether that's a good decision
,

T

14 is another issue.
9

15 CHAIRMAN PALLADINO: Oh, well. Never mind.

16 (Laughter.)

17 MR. KOMANOFFa I will grant that it is, but I

18 think what may have been hanging you up, if I can

19 presume, is the loss of the year's revenue that you
.

20 needed to be able to pay off the interest on the loan.

* 21 CHAIRMAN PALLADINO: No. I eventually get the

22 revenue. I get it later, and later by the end of ten

23 years I've had all the income I had when I operated it, <

1

( 24 but I still had to pay it in that period of time for one

25 year. And if you go to 20 years, I still vould have had
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1 to pay that one year of interest cost.
,

- j
- 2 MR. KOMANOFF: Let me try it this way. Let's

3 say you were asking to borrow $10,000 at 10 perc, t
{ .

4 interest and that there was some fixed term on this

5 loan. Let's say that you would pay it off for 15 years *

6 starting again tomorrow, and the day comes for your

7 first payment of $1,000, the first of 15 payments of

8 $1,000, and you didn't have the money to pay that off,

9 it sounds like, so that you ask the bank if it will roll

10 over your loan, in effect that the bank will grant you a

11 year's period in which you don't have to pay the bank
~

12 anything, but in return for this year's forgiveness you

13 vill now have to pay not $1,000 for each of the next 15
(
'

14 years but $1,000 plus 10 percent.

15 CHAIRMAN PALLADIN0s What did I get from the

16 bank? All the bank might have said was the 10 percent

17 interest. I put that on my loan. I pay interest on the

18 higher amount. No foregiveness.

19 MR. KOMANOFFa Well, I can't --

9

20 CHAIRMAN PALLADINO: I wish you could explain

21 it so that I could understand it, but I honestly have so *

22 much difficulty in following you.

23 COMMISSIONER GILINSKY It's better to start

24 getting those machines to pay off a yea r ea rlier than a

25 yea r la ter.

.
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I
l

1 CHAIRMAN PALLADINO: The interest cost was !

2 real, is real, and I don't see how you talk your way

3 around it.( g

.' -
4 COMMISSIONER BRADFORD: Mr. Komanoff, let me

5 ask the question in another way. Supposing that instead
,

6 of talking about a diffuse group of customers or

7 taxpayers, all of them are making individual decisions

8 about the use of the money which may or may not add up

9 to the benefit of the laundromat owner or the builder of

10 Clinch River or the owner of a complete nuclear power

11 plant, supposing you assumed the power plant was being

12 built entirely to serve one customer, say a big aluminum
,

13 outfit, Alcoa or some such. Isn't it clearer then --

~' 14 it seems to me the point you're trying to make is a good

15 deal clearer then.

16 You're talking at the point at which the plant

17 is complete that one customer that can then begin paying

18 the charges that you are talking about in that year. On .

19 the other hand , if the plant for some reason is delayed

*

20 for one year, it is not going to service that one

21 customer, call it Alcoa, then has the use of precisely
,

22 the same amount of money for one more year that the

23 utility does not have the use of.

24 The difficulty I have in taking it from the
,.

25 Chairman's perspective is that you're looking at it only

|

.
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.

the point of view of the person who has built the1 from

2 facility, and therefore, of course there 's a real cost

( 3 to that entity, but that is not the same as the cost to
.

4 all of the entities involved.

5 I don't think there's any difference there in *

-

6 your hypothetical. If you just take one big customer as

7 being the consumer, than if you take a whole bunch of

8 little ones.

9 COMMISSIONER GILINSKYa Well, in fact, that's

10 why the large industrial users are fighting QWIP over at

11 FERC.

12 MR. KOMANOFFs I grant and appreciate your'

13 point, Commissioner Bradford. There's no difference
i

14 between those two cases.

15 COMMISSIONER AHEARNE: Mr. Komanoff, Dr.

16 Komanoff?

17 MR. KOMANOFFa Mr. Komanoff.

18 COMMISSIONER AHEARNE: Do you have any

19 suggestion as to why you -- that's I guess'like
.

20 " esquire" -- do you have any suggestion as to why you

'21 and Mr. Walker are so strongly in opposition on the

22 conclusions?
.

23 COMMISSIONER GILINSKY Do you understand what

|
24 Mr. Walker was saying?

25 (Laughter.)

s

.
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1 MR. KOMANOFF: I think I do. And I believe as

2 much that he is dead wrong as he must believe that I am
,

3 dead wrong.
{

4 COMMISSIONER GILINSKY: Because he seemed to

f5 agree on the one hand with these statements in Grant and.

6 Iverson that the past is irrelevant and so on. But then

7 he seemed to come back and say no, no, the charge is
t

8 there at the end of the --
.

,

9 MR. KOMANOFF He seems to agree, and I think

10 we all -- and perhaps I'm being presumptuous, but I

11 think there seems to be some readiness on the part of

12 the Commissioners to embrace my point of view so lon'g as
i

'

13 we stick to the Governor being the financier of this
(

14 project, and willingness to accept the proposition that

15 the future fate of the project will have no effect on

16 past expenditures or the way in which the government has

17 to pay off loans that it had to take out to pay for past

18 expenditures.

19 The problem then is one wants to make an
.

20 analogy to the private sector and tha t there's a certain

21 experience of members of the Commission with members of
.

22 Arthur Anderson that seem to indicate that on a private

23 utility basis that there is a cost to carrying that

24 project.

25 Now, maybe I'm being wordy, but let me finish.

.

ALDERSON REPORTING COMPANY. INC.

400 VIRGtNIA AVE., S.W., WASHINGTON, D.C. 20024 (202).554-2345



----

160

|

1 COMMISSIONER AHEABNE: In your conclusion it

2 sounds like you're saying that the reason you and he

3 disagree is that he is describing it from the
(

,

4 perspective of the private utility votid as opposed to
*

5 the government world.

6 MR. KOMANOFF: I may have given that

7 impression. I think what I truly mean to say that is in

8 my experience, the private utility world in general

9 looks virtually exclusively at costs in so-called

10 nominal or as-spent or current dollars, and that at

11 least when confronted with situations of this sort, it

12 does not look sufficiently on a present worth basis, and

13 it certainly fails to look at the societal impact as a
'

,

14 whole of taking the ratepayers and the utility and

15 netting their costs together.

16 But there is too much examination of a private

17 viewpoint which, combined with the lack of present worth

18 framework, can lead to the conclusion that delay does

19 add to the capital costs of the projects.
.

20 CH AIRM AN P ALLADINO: Are you saying when the

'

21 government does it, the concept of accounting is

22 different? Is this only because it is the government or

23 because there is something vert fundamental to the

24 change in the laws, of economic laws?

25 MR. KOMANOFF No. I am saying that there is

|
l
1

j-
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1 no difference on a net societal basis between the

2 government financing something and a private entity
1

3 financing something.( ;
.

4 CHAIRMAN PALLADIN0s So it doesn' t matter what (
5 your point of view is..

6 COMMISSIONER AHEARNE: Take it all into '

7 consideration. What I think he's saying is the utility

'

8 at times will only look at itself rather than at the

9 ratepayers also.

10 CHAIRMAN PALLADINO: But it does represent the

11 cost to whom I didn't debate with you, but whether or

12 not it's a cost --

13 MR. KOMANOFF: It's a cost to one party, but
(

14 one also needs to look at the ratepayer. ;

15 CHAIRMAN PALLADINO: That's quite a

16 concession. That's come a long way.
,

i

17 MR. KOMANOFF: It's a cost to only one party,

18 and the other party is the ratepayer which achieves a

19 benefit in being permitted to avoid for this
.

20 hypothetical year any obligation to pay for the capital

. 21 cost of tha t f acility. Therefore, this rate pair,

22 whether it's one aluminum company or a million
,

23 customers, can invest that money or they can use that

24 money to avoid having to borrow money, and it all washes

25 out on a societal basis.
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1

1 COMMISSIONER GILINSKY This is compensated on

2 an increased claim perhaps of the utility.

3 HR. COCHRAN: Mr. Chairman, if I could
.

4 interject. There may be some confusion between a cost

a number that appears on a ledger by a utility *
5 --

6 company that is going before a rate commission to

7 determine the appropriate rate and how much return

8 they're going to get, which in my view is what Mr.

9 Walker was speaking to, and the balancing of net costs

10 and benefits in terms of assessing the net costs and

11 benefits in these two payers.

12 I think where Mr. Walker runs astray is in'

13 carrying his assessment of that item on his ledger for

14 purposes of going to the Commission for cost and

15 including that as the cost when you do the balancing.

16 CHAIRMAN PALLADINO: The only comment I wanted
.

17 to make, you'said there seemed to be a consensus on the

18 part of the Commission to buy your approach. Without

19 trying to judge any other aspect, here 's one person that
.

20 is not yet --

21 COMMISSIONER ROBERTS: I'll sign on with *

22 that. Thank you.

23 CHAIRMAN PALLADINO: And I don't mean because

24 I don't want to understand it. I'd like to understand

25 it. It just seems like doubletalk to me. I do

,

.
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1 understand Mr. Walker.

2 COMMISSIONER GILINSKY: Well, I wish you could :

3 explain that.('.

4 (Laughter.)
i

5 COMMISSIONER GILINSKY: If you were deciding,

6 -- suppose you wan ted to have a project starting in

7 1990, and the revenue stream would start then. You

8 could build it now and have it sit around until 1990 and

9 then earn money, or you could build it right before 1990. <

10 Well, sitting from today's perspective, there

11 would indeed be increased capital charges in the delay

12 path, because it doesn't make sense to build things and

13 have them sit around and then earn revenue. But once
(

14 you have made that investment, the whole thing looks
'

15 different. You can't undo the past. So you are always

16 faced with alternatives for the future. You have no

17 alternatives for the past.

18 COMMISSIONER ROBERTS: I think you've said it

19 very well. The alternatives are do we wait the 15

20 months that the so-called regular process would take, or

21 are the criteria met to allow the exemption which would.

22 allow work to begin immediately. You said it very

23 acc urately. I couldn't agree with your evaluation any

(_, 24 more. I think I'd have an entirely different conclusion.

25 COMMISSIONER ROBERTS: We're not talking about

.
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1 alternatives for the past.

2 COMMISSIONER GILINSKY: Alternatives for the

("' 3 future. What I also said, and I hope you're also

4 agreeing with me, is that what happened in the past ,

5 past expenditures don't bear on this. It's alternative *

6 future expenditures.

7 COMMISSIONER ROBERTSa You don 't get me on

8 board entirely on that.

9 COMMISSIONER GILINSKY: I don't?

10 COMMISSIONER GILINSKY I'm surprised.

11 CHAIRMAN PALLADINO: When I bought a car I had

12 to pay those capital costs. They were real.

13 MR. COCHRAN: Why don't you put your position
i

14 on paper and send it to tne Wharton School of Business

15 or the Stanford School of Businocs and get an opinion on

16 resources for the f uture?

17

18

19
.

20

*
21

22

23
.

- 24

25

.
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1 CHAIRMAN PALLADINO: Well, you can appreciate

2 tha t I am trying to understand two different points of

(' 3 view, and I am not trying to create either point of
.

4 view. I have a base of experience that seems to

5 indicate that the other people seem to be talking my-

6 language and you do not. So it is hard for me to go to

7 the Wharton School, but I think the experts ought to be

8 able to sit down, if there is a common ground, and work

9 it out.

10 Now if both you and Mr. Walker came in and

11 told me your story, my base of experience would say I

12 had better re-examine, but --

13 COMMISSIONER GILINSKY: Joe, in your example,
,

-

14 your capital expenditures were in the f uture, and there
.

15 it does make a difference.
1

l 16 CHAIRMAN PALLADINO: Suppose I had.made them?
|

17 I still had those capital costs.

18 COMMISSIONER GILINSKY: You would have had the

19 cost, but your alternatives would have been different.
.

20 It is not that you do not have the cost -- |

* 21 CHAIRMAN PALLADINO: My alternative would have

22 been to speed up that process and therefore get on with

23 the job, and that is exactly what we are talking about.

24 If I would have been on the point of where somebody

25 would say: Oh, if we delar a year it is not going to

.
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1 cost you any money? I would have told them they just

2 were not on the right --

3 MR. KOMANOFF: Speeding it up just changes(
4 your revenue stream; it does not change your cost.

5 CHAIRMAN PALLADINO No, it changed my cost. -

6 Because no matter where you want to go, under any point

7 in time, there was this incremental cost that has

8 existed. If you go to infinity, it still exists.

9 COMMISSIONER AHEARNE: I hate to -- Joe, let's

10 look at your analogy. You are going to borrow the

11 money. You are going to build the facility. And then

12 you are going to pay off the debts. Correct?

13 CHAIRMAN PALLADINO And I am goir g to get

14 income.

15 COMMISSIONER AHEARNE: Yes, but you are going

18 to pay it up front. On this other side, you are going

17 to start getting income. Now the' difference that you

18 have described is you are going to slip a year when you

19 start getting your income.
.

20 CHAIRMAN PALLADINO: But I still paid for that

*21 year.

22 COMMISSIONER AHEARNEa Sure. You were still
!

! 23 paying. Now the amount you were paying back, you were
l

24 still going to have to pay the same amount back to

25 them. But the difference to you as a person, there is

.
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1 going to be that one year where you are paying off and

2 not getting any revenue; but the amount you would pay

3 for what you borrowed was going to be exactly the{'
4 sam e--

5 CHAIRMAN PALLADINO No --l -

|
l 6 COMMISSIONER AHEARNE: -- whether or not you

7 got started a year early or not. The amount you paid

8 off would be the same.

9 CHAIRMAN PALLADINO: No. I am not convinced.

10 (Laughter.)

11 COMMISSIONER BRADFORD: Can I ask a couple of

12 more questions, as long as we have the parties here?

(,
13 CHAIRMAN PALLADINO: Yes. Let's go on.

'

14 (Laughter.)

15 COMMISSIONER BRADFORD: Mr. Komanoff, does it

16 make any difference, for purposes of your analysis, j

17 whether the historical costs, the ones that have already

18 been incurred, have been paid off in cash? Or have been

19 financed through borrowing?
.

20 MR. KOMANOFra No difference whatsoever.

. 21 COMMISSIONER BRADFORDs And as to -- I also

22 need to deal a little with Mr. Walker's house, if I can,

23 because so far we have not talked very much about the

'

x 24 situation in which short-te rm finance is rolled over

25 into longer-term financing.

.
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1 I gather you assumed that the CRBR situation

2 was one that had basically been financed through a

( 3 mixture of cash and long-term debt?
.

4 MR. KOMANOFFs Right. Although again I feel

5 that assumption is irrelevant to the way the numbers .

6 break out. I made that assumption just for calculating

7 my simple numerical example.

8 COMMISSIONER BRADFORD: Okay. But if I have

9 understood the example of the house -- and I think this

10 may be what is troubling a fair number of people --

11 DOE's point, or the Arthur Anderson point of view, is

12 that the amount that you are going to have to roll over
,

13 is greater in the case in which there has been a year's
,

:

14 delay because it reflects an additional year's worth of

15 interest payments.

16 MR. KOMANOFF: Sure. That's true. But by the

17 same token, you get a year in which you don 't have to

18 pay anybody a cent. So you can take the check that you

19 vere goina to write to the bank, or to the utility
,

20 company, and invest it and'get the extra that you need.

21 COMMISSIONER BRADFORD: But is that really .

22 correct? As I understood it, if you are building this

23 house and let's say it takes three years, and at the end

24 of the third year you had planned to roll over; now if
,-

25 instead of being able to do that you have to go to the

.
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1 fourth year, you are still going to have to pay interest

2 on the borrowed funds in that extra year, are you not?

3 MR. KOMANOFF: The way that I understand this(
.

4 example -- and correct me if I am wrong -- is that--

5 COMMISSIONER BRADFORDs That is why I had-,

6 hoped Mr. Walker would still be here. I am not sure

7 either of us can do it as well as he could.

8 MR. KOMANOFF -- is that the owner who is

- 9 about to occupy this house has worked out a deal which

10 in fact is the same deal that ratepayers work out with

11 their utility company; that the owner does not have to

12 pay off -- does not have to begin paying interest on' the

13 loan until he occupies the house.
4

'

14 COMMISSIONER BRADFORD: No. He had the

15 homeowner also acting as the general contractor --

16 MR. KOMANOFF Right.

17 COMMISSIONER BR ADFORDa -- so I assume he was

18 doing the short-term borrowing and was paying the

19 interest on the short-term borrowing.
.

20 MB. KOMANOFFs Right. But if in this period

* 21 of delay there is no new activity going on, then there

22 are no new out-of-pocket expenses that have to be paid I

23 for.

24 COMMISSIONER BRADFORD: Right. But the old

25 loans, the short-term loans have not been retired. They

.
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1 are still outstanding.

2 MR. KOMANOFF And what a rollover is, in

3 effect -- I mean, when Poland, or if Poland rolls over
{'

4 its loans to the United States, or when Brazil and other

5 countries routinely roll over their loans, what they are -

O doing is buying time in which they do not,have to pay

7 the banks the interest payments that were otherwise

8 due. And 13 return for that grace period, they have to

9 pay off larger annual payments once they begin making

10 those payments.

11 COMMISSIONER BRADFORD: Well, but wait.

12 MR. KOMANOFFs That is wha t a rollover is.

. 13 COMMISSIONER BRADFORD: Okay. Get me from

' 14 year three to year four on this. Clearly somebody is

15 going to have to pay interest on the short-term

16 financing in the first, second, and third years while

17 the house is being built.

18 MR. KOMANOFFa Right. .

19 COMMISSIONER BR ADFORD: And at the end of tha t
.

20 time because for some reason it is not absolutely

21 completed it is not eligible for the long-term mortgage .

22 t re a tme n t --

23 MR. K3MANOFF Right.

24 COMMISSIONER BRADFORDa Now to get from year
s_

25 three to year four, I do not think Mr. Walker was

t

s

.
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1 assuming that the banks were allowing a year of no

2 interest. I think he was assuming that the short-term

- 3 financing, whatever --

4 MR. KOMANOFF. Well, he should have because

|5 what is the homeowner getting out of this? In other-

6 words-- 7

7 COMMISSIONER BRADFORD: Well, it is not what
.

8 the homeowner is getting out of it; it is that the bank

9 is still going to want to be paid for the use of its

10 money.

11 MR. KOMANOFF: But I think what we are talking

12 about -- and I apologize to Mr. Walker if I am confu' sing

13 his example -- is a homeowner thinks it is going to take

14 him three years to build the house. Therefore, he

l15 borrows money from the bank that will finance the

16 construction of the house. And he agrees that at the

17 end of those three years when he moves into his house

18 and.no longer has to pay rent down the street, he can

19 apply the rental payments that he would have had to make
'

.

20 and he can use those to begin paying off the loan.

* 21 So he does not borrow money from a bank that
,

t

22 obligates him to be paying the bank while he is building

23 the house. He borrows money from the bank the terms |
;

24 being such that he pays nothing during those three

25 years, and at the end of the third year he has to begin

.

|
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1 paying.

2 Now let us say that he cannot move into the

3 house--('
.

4 CHAIRMAN PALLADINO Nov where do you get that

5 kind of financing? -

6 (Laughter.)

7 CHAIRMAN PALIADINO: I have built a couple of

8 houses, and I've bought several more, and I've never had

9 that kind of attractive financing. For three years I

10 get this without paying interest?

11 MR. KOHANOFF: That is exactly the way

12 ratepayers finance the -- or that is how ratepayers

,
13 enable utilities to finance the construction of

14 generating facilities,

15 CHAIRMAN PALLAC7N0s Well, we were talking

16 about the house.

'7 COMMISSIONER BRADFORDa Yes. I was going to1

18 say, I understand it more clearly in the context of

19 ratepayers and generating f acilities, but in the housing
.

20 equivalent you do not have the price of a precise

21 equivalent to the ratepayer. It would be easier perhaps =

22 if you had a home buyer out there somewhere; but I am

23 trying to stay within Mr. Walker's example.

24 And he was assuming, I thougnt, that the

25 principal of those loans was paid off by the long-term

I
.
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.

1 loan, the mortgage. So I think he was saying that you
|

2 had to get all the way from the short-term debt into the

(~ 3 mortgage. He was assuming, I think, that the contractor
.

4 was not in a position to pay off the loan to the end of
i

5 three years -- the contractor /home owner was not in a.

6 position to pay off the loan to the end of three years

7 unless he was able to get long-term financing on the

8 house itself at that point.

9 Can one make that assumption and still assume :

10 that there are no costs involved in going to the fourth

11 year?

12 MR. KOMANOFFs I believe that in fact there

13 are no costs involved in going to the fourth year in

14 this case. So let's go to Mr. Walker's example. The

15 borrower has to pay off the bank. He doesn 't get the

16 three years. He has to pay at the end of the first

17 ye'ar, at the end of the second yea r, and at the end of

18 the third year.

19 So he delays. On the day he is going to move

20 into his house, he finds that he cannot move in. What

. 21 is the difference? He still has to pay exactly what he

22 would have had to pay to the bank, regardless. He is

23 paying the same stream of payments on these past

24 expenditures.

25 COMMISSIONER BRADFORD4 But if he goes a

.
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1 fourth year, then he has to pay --

2 MR. KOMANOFF4 Fo w , wait. What --

(^ 3 COMMISSIONER BRADFORD: Okay. Go ahead.
% -

4 MR. KOMANOFF What does that mean "to go a

5 fourth year"? -

~

6 COMMISSIONER BRADFORD: Well, the house is now

7 unuseable for a year for some reason.

8 MR. KOMANOFF: Okay. So he has to pay the

9 fourth year of interest, the same way he would have had

10 to pay the fourth year of interest if he was sitting in

11 the living room of his new house. He pays the same

12 stream of interest in the two cases, which is what the

13 Federal Government --
!

14 COMMISSIONER BRADFORD: Okay. But at that

15 point does he have to raise a larger amount of money in

16 the long term financial obligation because he has now

17 paid another year of interest? That is, if he is in

18 fact financing the interest plus the principal in some

19 way?
.

20 MR. KOHAN0FF No. I don't see that. His

21 obligation to the bank is the same in both cases. What *

22 he is missing is the ' revenue, or he has to pay the rent

23 to the other house down the street, and that may be what

24 forces him to go to the ban'k. But that is the

25 replacement power issue tha t we have covered in cost

.
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1 category number two.

2 COMMISSIONEB GILINSKY: I hope the Wall Street

3 Journal is covering this.-.(
4 (Laughter.)

5 CHAIRMAN PALLADINO: I also want to remind you*

6 that the purpose of this project is not principally to

7 make power. It is principally to do something else.

8 You know, maybe we ought to change the

9 subject.

10 MR. KOMANOFF: Maybe I should just recap and

11 sign off on your note.

12 We recognize that the purpose of this project

,

13 is not to generate power. We are simply trying to

14 respond to, and in effect rebut, the Applicant's

15- contention that aside from the deferral of information

16 and RCD benefits, that there would be costs on the order

17 of about $200 million attendant to a year's deferral in

18 the project.

19 And in arriving at that $200 million estimate,
.

20 Applicants in effect devised these four categories of

* 21 costs that I have gone through with you. We contend

22 that when one goes through those four categories in a

23 way that is not only consistent with economic theory,

24 but really reflects the way that financial

25 considerations operate in the real world, thct the total

,
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'

1 costs are in the neighborhood of zero. Perhaps, being

2 generous to Applicants, they may be as high as $20

3 million. But in any event, we see them as being an
.

4 order of magnitude less than Applicants see these

5 costs. -

6 CHAIRMAN PALLADINO: If I understand you

7 correctly, the fact that this project has been delayed
.

8 now, what is it, five years, has saved us money in

9 getting to whatever it is that we are going to get out

10 of Clinch River. And tha t if we delay it f ur cher, we

11 vill gain more saving? Or we won't lose much money? It

12 seems to me that if we had done this five years ago, or

13 at least reached this point and then gone on, we would

14 have completed the project and we would have saved

15 considerable sums of money. That is my overridirig

16 difficulty with all the details that you have

17 ' indicated.

18 COPRISSIONER ROBERTS 4 Yes, but you approach

19 it from the point of view that the project is going to
.

20 be built? Right?

21 MR. KOMANOFF: As do we. .

22 CHAIRMAN PALLADIN0s I must make that

23 assumption.

L 24 COMMISSIONER ROBERTS Okay.

25 CHAIRMAN PALLADINO: And Congress has said

.

.

|
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|

|1 so. It has said so despite the fact that there was a

2 President who said "no." And it said so even recently.

3 Now the fact tha t the number of peop1.e supporting it is(
.

4 vaning does not surprise me.

5 If President Kennedy had said, "We're going to.

6 the moon," and the Congress appropriated the money and

7 they never saw any project, I bet you you would get

8 vaning on that project, too.

9 So those are subtleties that I am not sure

10 bear on this.

11 MR. KOMANOFFa Mr. Chairman -- and I do not

12 sean this critically -- you have sort of put me in a

13 position that I wo uld not put myself in. The fact is

14 that throughout the 1970s interest rates were tending to

15 lag behind the inflation rate, which was certainly one

'
16 reason that we may have an overcorrection in the

17 opposite direction.
,

18 So that during the period of the '70s, any

19 money that citizens may have pocketed, that they may
.

20 have held onto because they were not being taxed to pay

+ 21 for the expedited construction of Clinch River, and if

22 they invested that or didn't have to go and borrow for
.

23 that, they did not realize rates of return on those

24 funds that they were able to hold onto that were as ;

25 great as the rate of inflation that pushed up the cost |-

!
!

.

.
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1 of Clinch River.

2 What we are saying, though, today in 1982 is

( 3 that the lines have crossed; and that with interest
. .

4 rates apparently, or with there being a very strong

5 likelihood that interest rates will not only be above -

6 the inflation rate for the next decade but will be at

7 unprecedentedly high levels above the inflation rate,

8 that there are savings realized through the deferral of

9 future expenditures; and that the costs of deferral in

10 terms of deferred revenue and the cost of sitting

11 management do not appear to be large enough to

12 substantially off set those savings.

13 We are not making a comment on the

14 informational value, or the RCD value of the project--

15 at least I am not in my' limited comments on the economic

16 burden of the year's deferral.

17 CHAIRMAN PALLADIN0s I wonder if I might turn

18 to a different area? I want to ask a question that I

19 might ha ve dif ficulty f raming, but let me try it.
.

20 Earlier in the presentation, Mr. Goldberg, you

21 indicated that the bottom line for the reason that -- *
,

22 the real reason in your mind that this project, that

23 these people don't want to delay the project is because

24 they are losing the support of the Congress? Was that

25 richt? Did I misunderstand you? .

.
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1 MR. GREENBERG4 Well, I do not want to

2 characterize the Applicants motivation, but it seemed to

3 me that Mr. Davis certainly s [ongly stated that one of~

.(
4 his major concerns that led DOE to seek this exemption

5 was his concern that if DOE or the other Applicants dida

6 not show progress on the ground in terms of digging a

7 hole, or what have you, it might be more difficult to

8 get an appropriation f or FY 1983 and years beyond.

9 Now is that the bottom line? I don't know.

10 It certainly seemed to be an important consideration.

11 CHAIRMAN PALLADINos Well, I thought also you

12 had it in some' submittal I read where you used --

13 COMMISSIONER AHEARNE: That was UCS.

14 CHAIRMAN PALLADIN0s That was UCS?

15 COMMISSIONER AHEARNE: Yes.

16 CFAIRMAN PALLADINO: Well, you are

17 representing both ?

18 MR. GREENBERGs No.

19 CHAIRMAN PALLADIN0s No? I'm sorry. Okay.
.

20 All right, I thought you were picking up the same line.

* 21 Because if the risk of losing this project is increased

1 22 if we deny the exemption, then we certainly seem to be

23 hurtinc our alternatives. Whereas, if we grant the

.

24 exemption, then msybe we are keeping our alterna tives,

25 or at least the probabilities are more in that

.

*
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1 direction, if I follow your line of reasoning.

2 MR. GREENBERG: Well, it seems to me that that

3 is an issue between the Department of Energy and the
.

4 Congress; and that it is not a relevant criterion in

5 this exemption proceeding which is a very limited *

6 exemption proceeding.

7 CHAIBHAN PALLADINO: I am just trying to
~

~8 measure the point of your statement. It isn't only

9 between DOE and Congress. The Congress has said wha t it

10 van ts to do. The Congress said "we want to do it timely

11 and expeditiously," and it said it a number of times.

12 It said it even recently.

13 So what we are saying is if -- if I follow

14 your line of argument, and maybe Ken Davis confirmed its

15 I'm not sure; I thought he said something different --

16 but if I follow your line of argument, the risk of

17 losing this option increases if we don't grant the

18 exemption.

19 If we grant the exemption, at least we keep
.

20 tha t option open. Or at least that sounds like the

21 argument th a t -- *

22 MR. GREENBERGs No. I am certainly not

23 suggesting that the risk of losing the project increases

24 if the Commission does not grant the exemption.

; 25 CHAIRMAN PALLADINO: Oh, I thought you had

i

!

!
.
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1 said that.

2 NR. GREENBERG: I think Ken Davis may have

3 suggested that.

4 CHAIRMAN PALLADINO: Well, you said the reason

5 is to bolster this case. I'm not sure I quoted youa

6 right, but --

7 MR. GREENBERG: Well, it struck me that that

8 was what he was saying this morning. And perhaps there

9 was some misinterpretation on my part.

10 The basic point that I was making is that I

11 think DOE is looking for this exemption to assist it in

12 Congress. I can't really speculate on whether granting

13 the exemption or not granting the exemptirn is going to
'

.

'

14 assist DOE in obtaining funds for FY 1983. I think that

'
.

15 is a highly speculative --

18 CHAIRMAN PALLADINO: And I was remembering the

17 UCS position. But if they were here, I would ask them

18 the same question.
,

19 MR. COCHRAN: They are here.
.

2C CHAIRMAN PALLAD.INO: Okay. Any other

8 21 questio'ns?

22 MR. COCHRAN: They are in the audience.

23 CHAIRMAN PALLADINO: Well, they did not choose

24 to pa rticipa te .

25 COMMISSIONER AHEARNE: I have a lot of

.

|

|
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1 questions of DOE.

2 CHAIRMAN PALLADINO: Go ahead, John.

,- 3 COMMISSIONER AHEARNEa No. I have a lot of
i .

4 questions of DOE.

5 CHAIRMAN PALLADIN0a All right. Do you have -

6 more questions --

7 COMMISSIONER GILINSKYa Let's bring on DOE.

8 CHAIRMAN PALLADINO: You said this is not

9 applicable to a first-of-a-kind situation. I don't

to follow that. I can't find anything in the 50.12 that

11 say s that, or anything that even applies to that.

12 MR. GREENBERGa Well, our argument here is a

13 f airly complicatede one, and it is based upon the

14 contention which we have in the lic.ensing proceeding,

15 our Contention 1(e).

16 Our Conten tion 1(e) is that even the limited

17 work authorization procedure isn't applicable to this

18 particular project because the safety and environmental

19 aspects are inextricably intertwined. It seems to us
.

20 that, a fortiori, if the Applicant cannot get a limited

21 work authorization, it can't get a 50.12 which allows it t

22 to do the same thing.

23 CHAIRMAN PALLADIN0a Well, now, the 50.12 from

24 my reading seems like it was introduced, even though we

25 had the limited work authorization routes to recognize

.
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1 there may be circumstances where the Commission might

2 find it desirable to do something different.

3 MR. GREENBERG: Well, I am not sure that is,

.

4 quite the history, M r. Chairman. The history is --

S CHAIRMAN PALLADINO: Well', I read quite a bit,

6 and some of the history came from our staff, and some

7 from the Applicant, and some I guess --

8 COMMISSIONER AHEARNE: I thought 50.12

9 predated the limited work authorization.

10 MR. GREENBERGs It did.

| 11 CHAIRMAN PALLADINO: But it was reaffirmed.

12 It was reaffirmed.

13 MR. GREENBERG: Well, it was reaffirmed, and
(

14 as we lay out in our papers it is really unclear to us

15 quite what circumstances 50.12 continues to have'

16 viability. It seems clear to us that in 1974 it was the
4

17 intention of the Commission to establish a uniform

18 procedure to allow site preparation activities to go

19 f o r wa rd .
.

20 That uniform procedure was the limited work

e 21 authorization. Now it is a fact that a t that point the

22 Commission did not eliminate 50.12 from its rules; it

23 retained 50.12. The question isa Where does it apply?

24 We have pointed out in our briefs that there

25 are some limited circumstances in which Section 50.12

.
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1 has been applied. For example, where a limited work

2 authorization itself is not available because the

3 limited work authorization procedure is suspended'

.

4 generally. That is what happened in the Wolf Creek

'5 case.

6 It may be that 50.12 could be used to allow

7 additional work under an existing LWA. That is the

8 River Bend case. B'ut we see its usefulness to be very,

9 very limited. It has only been used in the lightwater

10 reactor con' text, because one of its primary purposes was

11 to allow power plants to come on line to provide power

12 for consumer needs, and we question its application to a

13 o n e -o f-a -ki n d reactor such as the Clinch River Breeder
i

14 Reactor which by its terms is not intended to meet those
.

15 needs.

16 CHAIRMAN PALLADIN0s Have you read the

17 Applicants response to NRDC ana the Tennessee Attorney

18 General's comments?

19 MR. GREENBERG I certainly have.
.

20 CHAIRMAN PALLADIN0s And you were not

21 persuaded by them? *

22 (Laughter.)

23 CHAIRMAN PALLADINO: Well, are there any more

24 questions for our good friends here?

25 (No response.)

.
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1 MR. COCHRAN: I have a procedural comment I

2 would like to raise. I was sitting in the audience last

3 week when the staff briefed you, and sitting in this(
.

4 chair was Mr. Guy Cunningham who was representing the

* 5 staff"in his legal capacity. As I understand it, he has

6 taken Mr. Shapar's position.

7 CHAIRMAN PALLADINO: Yes.

8 MR. COCHRAN4 Mr. Guy Cunningham was

9 previously 'he attorney of record for ERDA in the Clinch.

10 River proceeding. I was a little bit appalled that he

11 did not excuse himself from this proceeding, and that

12 the Commission, unless it is an oversight, thinks that

13 it is appropriate for Mr. Cunningham to shape the

(' 14 position of the staff in this particular case.

15 I would like to ensure that at least with

16 respect to the remainder of this case and the licensing

17 proceeding on the Clinch River that -- to date, Mr.

18 Cunningham has not participated in the licensing

19 procedure to date; and that there are procedures in
.

20 place to ensure that he does not participate in the

21 future.~'

22 Now I have no evidence whatsoever that Mr.
'

23 Cunningham has given advice in that case. I have no

24 knowledge of it. The only knowledge I have is that I

25 saw him sitting at this table representing the staff.

.
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1 CHAIRMAN PALLADINO: This is not the fact--

2 that he had that involvement is not entirely news to the

( 3 Commission. The question was broached I think back in
,

4 December by Mr. Cunningham with the legal people and

*5 ethical grc?2ps, and there is a region in which perhaps

6 he has some conflict. .

7 But it might be well if you could put your

8 sta tement in writing, and then I would ask Mr.

9 Cunningham to respond in writing, and the Commission can

10 see whether there is a problem.

11 Are there any other questions of these people?

12 (No response.)

13 CHAIRMAN PALLADINO: Well, thank you very

14 much. We appreciate it.

15 MR. GREENBERG Thank you, Mr. Chairman.

16 MR. KOMANOFF: Thank you.

17 MR. GREENBERGa We appreciated th e

18 opportunity.

19 CHAIRMAN PALLADIN04 Let's see. I gather we
. .

20 are open for general questions until we come to 4:00. I

"21 gather we are going to have a series of questions for
,

|

22 DOE.

23 COMMISSIONER GILINSKYs Let's bring them

_ 24 back.
|
| 25 CHAIRMAN PALLADIN04 I gather we are going to

|
|

|
,

.

|
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1 have a series of questions, so you might as well get

2 closer so that we can have a helpful interchange.

3 COMMISSIONER GILINSKYs Mr. Edgar, I wonder
.

4 when we cou'1d count on getting M r. Walker's written

5 submission outlining his views on the use of past*

6 expenditures?

7 MR. EDGAR: We talked about that over the

8 lunch hour today. We don't have a fira definition yet.

9 COMMISSIONER GILINSKY: Could we have it by

10 the end of the week?

11 MR. EDGAR: I think we can get it Monday or

12 Tuesday. I don't think we can get it by the end of this

13 week. I honestly don't. Now that is an initial
i

14 reaction. It is just going to be hard.to do, I think,

15 in view of people's availability.

16 COMMISSIONER ROBERTS: Can you clarify

17 something for me? What is his function? He is a

18 partner with Arthur Anderson, and they are the auditor

19 for project management?
O

20 MR. EDGAB: That is correct.

21 COMMISSIONER ROBERTS: Thank you.'

22 MR. EDGAR: And he was asked to provide

23 assistance on this point.

24

25

|

.
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1 COMMISSIONER AHEARNE: I have a series of

2 questions. I think these relate to issues that have

3 been raised either in the Commission's questions to the
.

4 Applicant or the A pplicant 's answers. The first speaks

5 to Congressional mandate, Congressional intent. -

6 My question is, do you read the omnibus budget

7 bill as at least implying Congressional intent that the

8 NBC should grant the exemption?

9 MR. EDGARa It implies Congressional intent,

10 or in fact reflects the Congressional intent that Clinch

11 River should be completed as expeditiously as possible.

~

12 It does not address 50.12 per se. It provides a basis

13 upon which the Commission can take that into account as
:

14 a matter of policy in whether to exercise its discretion

15 to use 50.12.

18 COMMISSIONER AHEARNEa My question is, do you

17 read it as implying that it's the Congressional intent

18 tha t we should grant the exemption?

19 MR. EDGAR: It reinforces it.
.

20 CHAIRMAN PALLADIN0a Are you saying the answer

21 to that is no, we should not read it as implying that? t'

22 Is there an implica tion of that?

23 MR. EDGAR: There is an implication --

k 24 COMMISSIONER AHEARNEa Tha t we should grant

25 the exemption?

.
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1 MR. EDGARs That you should do those things

2 within your power to bring about the expeditious

3 completion. It happens that an exemption is one of the
.

4 things and you should do it, yes. I'm not trying to

, 5 evade your question, but I am trying to be candid.

6 COMMISSIONER AHEARNE: What I'm trying to get

7 is, should I read the Department of Energy's or the

8 Applicant's submission as saying that there is an

9 implication that we should grant the exemption? I

10 recognize the point in saying the bill speaks to

11 expedition, and here is something that would help

12 expedition.

13 But that doesn't say whether or not --

14 MR. EDGAR It's a fair inference.

15 COMMISSIONER AHEARNE: It is a fair

16 inference?

17 MR. EDGAR: Yes.

18 COMMISSIONER AHEARNE Could you speak to the

19 Chairman of the Sena te A ppropriations Committee, who

.
20 seems to have written to us saying that's not a fair

s 21 assumption?

22 MR. EDGAR: I haven't seen that.

23 COMMISSIONER AHEARNE: It was from Senator

24 Hatfield.

25 MB. EDGAR: I have not seen the letter, but

'

.
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1 let me say this. With all due respect to the Chairman

2 of the Senate Appropriations Committee, that is a

3 post-enactment statement by a member of Congress.
.

4 COMMISSIONER AHEARNE: Yes, it is. It has no

'5 legislative history.

6 MR. EDGAR: It has no weight and you should

7 not take it into account.

O COMMISSIONER AHEARNE: Should we simply then

I would quess the comment would also apply on the9 --

10 Applicant's view of what was intended by the bill.

11 (Laughter.)

12 MR. EDGARa The A pplicant 's pos'ition in ' regard

13 to the Omnibus Budget Reconciliation Act is that our
/

14 authocity rests on, A, the conference report, and B,

15 contemporaneous floor statements of the ficor managers.

16 COMMISSIONER AHEARNEa Yes. But as far as

17 going beyond those words?

18 MR. EDGARa I would not consider

|19 post-enactment statements of individual members. I
.

20 would urge the Commission not to entitle those to

21 veight. You should not take it into account. I
;

1

22 COMMISSIONER AHEARNE: There was in the floor

23 debate that you speak of -- this was preceding. One of

24 the members read into the record a letter from Mr.
25,Dircks, who is our Executive Director, and this i

f
,

9
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1 particular letter was a letter to the GAO in which Mr.

i 2 Dirck s mentioned , he saida

3 "In my estimate, it would require about three

. 4 years to issue a construction permit under the best of

5 conditions, and this is based on the assumption that'

6 Congress would exempt certain NEPA issues related to the

7 CRBR site from the licensing process and additional

8 staff and funding would be made available."

9 Do you have any comment on the Congress not

" 10 taking action on that?

11 MR. EDGAR Yes. The issue was not presented

12 to the Congress. They were not asked to pass on tha't

13 particular issue.
,

14 Mr. Dircks' comment, by the way, relates to a-

15 slightly different issue. If you recall, in the context

18 of the Commission's Augu'st '76 decision -- I'm sure

17 Commissioner Gilinsky remembers that -- there was an

18 issue as to site selection. At the tim e M r . Dircks'

19 letter was written, the question would be, following the
.

20 logical implication of the analysis in NRC's final

21 environmental statement, how do you decide the site'

22 selection issue, okay.

23 The FES analysis was tied to a 1986 decision

's 24 date and tha t date has essentially passed. And what

25 would be necessary to remedy that problem? That was the

!

|
.

!
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1 issue at the time.

2 Since that time the problem is remedied by the

3 process of DOE's supplementation of the programmatic,
.

4 statement. So it is an entirely dif f erent context for

5 the problem. It is not a 50.12 type exemption. '

6 COHHISSIONER AHEARNE No, I recognize it

7 wasn't 50.12. The question I was raising ves that at

8 least during the debate the issue was raised that there

9 might be a cause for concern over delay. Is an

10 exemption in the particular case a different type of

11' sxemption ?

12 HR. SILVERSTB0Hz Lawyers differ on how th'ey

13 argue over legislative history in that type of

14 situation. One argument that is frequently used, just

15 to demonstrate how it is subject to argument, is that

18 the legislative body didn 't need to act because the

17 legislative body is presumed to know about the exemption

18 of this Section 50.12 procedure. Knowing about the

19 Section 50.12 procedure, Congress is just as easily
a

20 construed to have taken that into account, to decide

21 they don't need to do anything else. t

22 The Commission already has the authority,

23 given the suggestion to expedite the project. The

24 Commission can exercise that authority and the Congress

25 didn't need to do anything more.

.
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1 COMMISSIONER AHEARNE: Yes, I recognize that

2 argument. The next question, our staff in summarizing

(^ 3 one of the Applicant's submissions stated that with
,

4 r es pect to the issue of, had the Applicant moved forward

5 as rapidly as possible -- the staff summary was:'

6 Applicants could not have applied sooner for an

7 exemption because no money had been appropriated by

8 Congress to carry out the activities.

9 The first question would be, is that a fair

10 statement of your position? I'll read it again.

11 Applicants could not have applied earlier for an

12 exemption, because no money had been appropriated oy

13 Congress to carry out the activities.

'

14 MR. SILVERSTROMs I would say realistically,

15 Commissioner, the answer is yes, that's a fair

16 characterization. I would not say legally we could not

17 have filed that piece of paper. But I would have

18 expected if such a piece of paper were filed earlier

19 that somebody would have asked, where are these people
4

20 coming from? The money situation has not been

' 21 resolved. We did not have the President's statement, we

i
! 22 did not have the conference report. We did not have any

.

23 of that. It would have been a bit presumptuous on our

24 part.

25 So simply acting prudently, we thought that

.
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1 just was the wrong thing.

2 COMMISSIONER AHEARNE: It wasn't illegal?

3 MR. SILVERSTROM: Not at all.
.

4 COMMISSIONER AHEARNEa Can you summarize the

'5 program plan that you now would envision this being a

6 part of?

7 HR. SILVERSTROM: The larger program?

8 COMMISSIONER AHEARNEa Right, right.

9 MR. EDGAR: We would like Mr. Gordon Chipman,

10 who is Deputy Assistant Secretary for Nuclear Energy, to

11 provide that information.

12 NR. CHIPMANs Thank you. If I understand'the
.

13 context of your question, it is how does Clinch River

14 fit into the overall breeder program?

15 COMMISSIONER AHEARt'E Right. In other words,

16 I as trying to see how this is a progression of which

17 this is a piece, because it's a question of getting on

1e with something, and I would like.to understand what it

19 is we're getting on with.
-

20 MR. CHIPMAN: Well, there are two parts I

i21' think to the question or the answer. One is the near

22 term. What are we doing in the near term to demonstrate

23 that the breeder technology will be available? The

24 other question is, in the long term what are we doing?

25 Certainly in the near term Clinch River plays

|
'

.
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1 a role, because I think if something should happen or if

2 it's significantly delayed it will be perceived as a

3 negative factor in the outcome of the breeder issue in
,

4 the long term.

5 In the long term, we want to have Clinch River'

6 operating in the early 1990's to give us information so

7 that either another demonstration plant can be built or

8 the technology information that we receive from it can

9 be put into the data bank or the system and whatever

10 research and development needs that are identified as a

11 result of that can be carried out, so that we can be in

12 a position when the utilities want to purchase breeder

13 reactors because of perceived commercial need at that

14 time they can do it.

15 COMMISSIONER AHEARNEs Based on the operation

16 of the Clinch River?

17 MR. CHIPMANa That's a key part of it. It's

18 certainly not the only aspect.

19 COMMISSIONER AHEARNE: Something one of the
e

20 previous people had raised was the issue on the

# 21 f ollow-on p rogrr.m, that I guess originally was part of

22 the budget or the previous budget. Is it correct? They

23 made the claim it's not in the '83 budget? Is that

t 24 correct?

25 MR. CHIPMANs Well, what's called the breeder

.
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1 base program, that 's the broad-based research and-

'

2 development --

3 COMMISSIONER AHEARNE: That certainly is.
.

4 MR. CMIPMAN: That is there. There's another

5 element in the budget. It'c a line item, called the i

6 large development plant, the LDP. This has been funded

7 over the last few years at approximately $15 million a

8 year to develop what I'll call a conceptual design for

9 use by the private sector if they are ready.

10 If you read the budget carefully, the words

11 specifically say that if utility interests, foreign

12 interest, materializes and we come to some kind of a

13 joint arrangement, then we in fact will proceed with
/

14 funning from the Govettment side. So we are looking at

15 this point to develop what I will call in the broadest

16 sense the commercial or non-U.S. Government interest in

17 this project.
.

18 3R. SILVERSTROM: The budget documents,

19 Commissioner, specifically recognize, just to clarify
'

20 that, that in light of this Administration's philosophy

21 on the private sector making those type of decision, t

22 that we should have Clinch River and on the basis of
23 whatever information is necessary, that the private

24 sector should ".Ae that decision. But if the decision

25 is made tha t indced the program is going on and there is
i

1

9
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1 to be the larger plant, tha t money will be there.

2 COMMISSIONER AHEARNEs Now, as I am trying to

3 track back to your near-term program, you are basing{-
4 your approach for the exemption, making the assumption

' 5 you would get initial criticality some time in late

6 1988?

7 MR. EDGARs That's correct.

8 MR. CHIPMANs Yes.

9 MR. SILVERSTROMs Yes.

10 COMMISSIONER AHEARNEs That's making the

11 assumption that we 'ill grant the exemption in March of

12 '82, approximately, and then you would be coming back in

13 for an LWA, which I guess would be an equivalent to an

'

14 LWA-2, in June of '83.

'

15 MR. EDGARs Yes.

16 COMMISSIONER AHEARNEa Is that right?

17 MR. CHIPMANs Right.

18 COMMISSIONER AHEARNEs Now, if the LWA-1 could

19 be gran ted this year, is it correct to take any delay
e

20 merely being the delta between the exemption and the

# 21 LWA-17

22 MR. EDGAR 4 That's the initial step in the

23 analysis. But let me clarify that. Don't be misled by

( 24 the apparent -- at least from our perspective, apparent

25 good news f, rom the Licensing Board. This Licensing

.
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1 Board is tough and it wants to get on with the job, and

2 we are all for that.

3 But Mr. Greenberg mentioned to you in the
-

4 argument that this Licensing Board wants to get on with

5 hearings in August . We welcome that. But if you.have '

6 hearings in August, let's just take a simple calculation

7 and work off for that. You have two months for filed
'

8 findings cycle, two months for decision, and a month for

9 Commission review. You don't have a decision this

10 year.

11 COMMISSIONER AHEARNE: I wasn't saying -- let

12 me assume we :Ould get the decision. I'm saying "if."

13 MR. EDGARa Analytically, that's correct. And
.

14 the staff as I understand it is projecting a minimum

15 one-year delta between the LWA and the 50.12, that's

16 right.

17 COMMISSIONER AHEARNE: Now, the staff had

18 originally estimated issuance of an LWA-1 some time in

19 August or September of '83.
O

20 MR. EDGAR: That's correct.

21 COMMISSIONER AHEARNE And an LWA-2 requires a l

22 little additional analysis and work that the work would

23 go through. But you're still assuming the LWA-2 would

24 be in June of '83.

25 HR. EDGAR In practically the sa me time z

.
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1 yes.

2 COMMISSIONER AHEARNEs Which would be earlier

3 or about the same time the staff previously thought theyj
4 could do an LWA-1. So if they met this they would still

' 5 have to do it a little bit faster to meet the LWA-2 to
1

6 keep your schedule.

7 MR. EDGARs There are two elements to that.

8 One is the staff. You can in some respects decouple the
.

9 environmental and safety review. The critical path to

10 your LWA-2 findings is really determined by how quickly

11 they get out the environmental update and then how

12 quickly they consider' the increment of safety issues.

13 We don't think that there is an overwhelming

14 or really a major increment of difference from the

15 effort required to go from site suitability findin's forg

18 this plant to LWA-2 findings. You bite off some big

17 issues when you do that. And essentially, the hearing

18 time and the additional review time are not that great

19 that for purposes of this estimate we felt it made a big
3

20 difference.

'
21 COMMISSIONER AHEARNE: The last question

22 really relates to the previous Commission's order on, I
.

23 guess it was when Mason, Kennedy, and Gilinsky faced

24 this issue --u

25 MR. EDGAR Yes.

.

.
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1 COMMISSIONER AHEARNEa -- and at that time, at

2 least as I read it, the NRC --

- 3 COMMISSIONER GILINSKYa If I stay here long
-

4 enough --

'
5 (Laughter.)

the NRC decided that6 COMMISSIONER AHEARNE: --

7 they would accept the ERDA EIS. That was one of the

8 issues. And at the moment I don't see any immediate

9 reason to deviate from that position.

10 I would like to ask you a question, though,

11 because clearly one issue is, has the DOE revisited the

12 ERDA EIS at the time, and updated that for any

13 significant changes that have occurred in particular?

14 A t least as I read previous information, it

15 was, A, the most extensive EIS that had been done up to

16 date, and B, it covered all of the issues that people

17 intended to cover. Some of those things it covered were

18 the sire of the uranium base, the cost of uranium, the

19 number of reactors that would be on line in the year
<

20 2000, which were a demand pull for this reactor.

21 And I wondered if DOE had revisited that i

22 section of the EIS7

23 MR. SILV ERSTROM The answer is yes. There is

-

24 s d raf t supplemental on the program statement already

25 out, Commissioner, and comments have been received on

.
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1 that draf t. We are now considering those comments.

2 COMMISSIONER AHEARNE: In that you did revisit

3 the specific things I mentioned?
.

4 MR. SILVERSTROM Yes.

! 5 CHAIRMAN PALLADIN0s Commissioner Gilinsky

6 just has a question.

7 COMMISSIONER GILINSKYa I just have one

8 question. I have read this memorandum which Mr.

9 Layfield, I guess, came in yesterday to write. What he

10 says is the case for which he prepared his report is the
- |

11 one where the plant is completed; therefore, he

12 concluded no capital charges were relevant to the

13 analysis and one ought not to -- he says, "The above

14 conclusion" -- and I take him to mean that conclusion --

15 "should not be used in calculating delay costs during

16 con st ruc tio n . "

17 Now, I must say, I agree that if you are in

18 the middle of construction then you do have to take into

19 account capital charges, but future capital charges. j

.

20 MR. SILVERSTROMs That came up in this

1 21 morning's debate, yes.

r2 COMMISSIONER GILINSKY: And so there isn't any

23 inconsistency with what Mr. Layfield is saying. I

24 vonder if you could get Mr. Layfield to examine your

25 argument and write us a memorandum on it.

.
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1

1 MR. SILVERSTROM: Our only real problem with

2 that, Commissioner, is time and orga niza tio n.

r' 3 COMMISSIONER GILINSKY: It's an important
.

4 point and large decisions turn on it.

5 COMMISSIONER AHEARNE: I would guess Mr. Davis '

6 could get Mr. Layfield to address that question.

7 MR. SILVERSTROM Oh, I'm sure he could.

8 COMMISSIONER BRADFORD: He might even help him

9 with the answer.

10 ( Laughter . )

11 COMMISSIONER AHEARNE: No, no.

12 COMMISSIONER GILINSKY: He doesn't here seem

,-
13 to be saying one thing or the other about your

14 calculation. He simply says you cannot take over his'"

15 calculation and apply it here directly.

16 MR. EDGARs I don't think he knows anything

17 --

18 MR. SILVERSTROM: That's exactly it. He has

19 nothing to do with Clinch River.
r

20 COMMISSIONER GILINSKY: These people that do

21 these calculations are one the ones who have the !.

22 com pe tency in the Department.

23 MR. SILVERSTROM: You see, at the time of that

24 particular report that division was part of the ERA. As

25 a result of reorgsnization since, that is part of the
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1 env'ironmental side of the house. That particular side

2 of the house really doesn't have anything to do with

3 this analysis on cost at all.7
-.

4 COMMISSIONER GILINSKYs He's acting director,

' 5 energy supply evaluation and risk assessment division.

6 Tha t sounds just as close as international development

7 and defense programs.

8 (Laughter.)

9 COMMISSIONER GILINSKY: International

10 development and defense programs.

11 MR. SILVERSTROM: The difference is that

12 nuclear in this project is strictly within my

13 r es po nsibilities , and Clinch River was really not the
i

14 responsibility of that office at all. We certainly can

15 sort of ignore the organ _ ation and try tha t. All I am

16 saying is -- and all he wan ted to suggest by that meno

17 -- that's a completely different issue.

18 COMMISSIONER GILINSKY: This deals with not an

19 identical problem, but a similar problem.
i

20 COMMISSIONER AHEARNE: Is that report still

I 21 coming out of that office?

22 HR. SILVERSTROM I don 't know.

23 COMMISSIONER AHEARNEa Because there's some

24 place on DOE that provides the verification of the cost

25 estimates to Mr. Bethel once a month. And wherever that
i

|

i
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1 is coming from, obviously he has the responsibility for

2 doing cost estimates, and I guess that would be the

3 germane question. Whether this might be the wrono
a

4 office -- it could be in another office, but there is

'5 some other office in DOE that is tasked with --

6 MR. SILVERSTROM Are you suggesting,

7 Commissioner, could DOE take a look specifically at that

8 problem?

9 COMMISSIONER AHEARNE: That costing.

10 MR. SILVERSTROM We could certainly take a

11 look at that, and I think that would be the right way to

12 do it, yes, sure. And we vill.

13 CHAIRMAN PALLADINO We are now at ten minutes

14 to 4: 00.

15 COMMISSIONER GILINSKY: I guess we vill need

16 that fairly soon if we are to take that into account.

17 MR. SILVERSTROMs Right, we vill.

18 COMMISSIONER GILINSKYa I'd like to see it by

19 the end of the week.
f

20 COLnISSIONER GILINSKYa We are at ten minutes

21 to 4: 00 and we're going to have to adjourn at 4:00 t

22 o' clock. I was not clear whether the Inter venor group

23 vanted some time for rebuttal or not. Mr. Greenberg,

24 (. A d you wan t some time for rebuttal also?

25 MR. GREENBERG I don't believe we need time

|
'
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1 for rebuttal, Mr. Ch ai rma n . I think to the extent that

2 the Applicants are going to be submitting further

3 information to the Commission, we would certainly like
L

4 an opportunity to see that information and be able to

' 5 respond to it.

6 COMMISSIONER GILINSKYa I think Mr. Edgar may

7 feel he has rot had a. chance to rebut.

8 MR. EDGARs I have a big surprise for you. We

9 have stated our position at length and we do appreciate

10 the Commission 's rather spirited exenange. We don't see

11 a need for rebuttal on the record as announced.

12 Ve will respond'to the two requests that we

13 have outstanding for information as rapidly as humanly

i
14 possible. We cannot in good conscience promise the end

15 of the week, but we will sure give it a roll.

16 COMMISSIONER BR ADFORD May I ask one

17 question, which is really a question of Mr. Walker, and

18 just make sure it's reflected in whatever he does, or

19 answer it now if you're able to. I am still lost on one
4

20 aspect of his house.

I 21 (Laughter.)

22 COMMISSIONER BRADFORDa What I need to know is

23 whether he is assuming that when he rolls over that

24 short-term debt into a mortgage the mortgage amount

25 itself is' larger because of the delay of one year. Is

.

'
1
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1 he assuming that the long-term financing is going to

2 have to be for a larger principal because of the

3 one-year dela y?,

3

4 If you know the answer you can go ahead and

5 answer it now. !

6 MR. EDGAR: I think I know, but I'd rather not

7 answer it. I think the question is clear enough and we

8 vill make sure th a t he brings that in in the course of

9 his response.

10 COMMISSIONER GILINSKY: I hope he won't stick
.

11 with the house. I hope he'll deal with your -- -

12 MR. EDGARs Our understanding was that we

13 would address this case, and if the house is relevant we
,.

14 would address that.

15 COMMISSIONER ROBERTSa I don't think it's

16 relevant at all.

17 COMMISSIONER BRADFORDs Well, it's his house.

18 He's the one that br ou ght it in .

19 MR. EDGARs I like the house.
+

20 (Laughter.)
4

21 CHAIRMAN PALLADIN04 If it's built well we 1

22 might buy it. i

23 MR. EDGARs We certainly appreciate your

24 time.

25 CHAIRMAN PALLADINO: We thank you all for

|

-
,
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.

I coming and for being participants. We stand adjourned.
,

2 (Whereupon , at 3 4 50 p.m. , the meeting was

j -
_

3 adjourned.)
6

4 * * *
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Place of Proceeding: Washington, D. C.

were held as herein appeers, and that this is the original tr anscript
thereof for the file of the Commission.

M. E. Hansen

Official Reporter (Typed)
.
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Official Reporter (Signature)
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in the matter of: Public Meeting - Oral Presentations on Exemption Reques
for Clinch River Breeder Reactor

Date of Proceeding: February 16, 1982

Docket flumb er:

Place of Proceeding: Washington, D. C.

were held as herein appears, and that this is the original transcrip
thereof for the file of the Commission.

Jane W. Beach

Official Reporter (Typed)
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Statement of John J. Kearney

Senior Vice President

Edison Electric Institute

before*

The Nuclear Regulatory Commission

regarding

50.12 Request for Clinch River

February 16, 1982.

My name is John J. Kearney. I am a Senior Vice President

of the Edison Electric Institute, the national association of

investor-owned electric utility companies. The Institute

appreciates the opportunity to appear before you today in support

of the Department of Energy's request to begin site preparation

for the Clinch River Breeder project.

EEI has supported the Clinch River Breeder project since its

inception. In fact, it was instrumental in developing utility

company financial support for the project to the~ extent that the
-

.

Vast. majority of EEI member companies are participating financially

.
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in the project. The Institute has consistently and strongly

voiced its support for Clinch River in appropriate legislative

hearings and in national forums concerned with energy options

for the future.

Our support for Clinch River is grounded in our strong

belief that completion of this project is a necessary element

in any national program to develop a commercial breeder reactor

industry -- in our opinion the most viable option for the production

of central station electricity for the end of this century and

beyond.

To accomplish this objective, we respectfully ask that you

grant the Department of Energy's request for authority to begin

site preparation for the Clinch River Breeder project. Such an

action will allow the project to proceed on a timely basis; to do

otherwise will result in further delay and unnecessary cost in-

creases. The Congress and the electric utility industry, which

has primary responsibility-for electric power supply, have continually

supported the project. And now we have strong Administration support.

Your affirmative vote on this request is thus certainly in the public

interest.

,

G

.

-e- -_- - _* _ _ _ - - . - _ _ _



.,,
:;

ORAL PRESENTATIONS ON EXEMPTION REQUEST FOR
CLINCH RIVER BREEDER REACTOR

(COMMISSIONERS' CONFERENCE ROOM)

10:00 A.M., TUESDAY, FEBRUARY 16, 1982
(CONTINUED AT 1:30 P.M., IF NEEDED)

1. Applicants (30 minutes)

George Edgar, Attorney, Project Management Corporation
Leon Silverstrom, Asst. General Counsel, Department of Energy
(two technical aides)

2. Governor of Tennessee (5 minutes)

James Cotham (tentative) , Commissioner for Economic
and Community Development

3. Local Government Officials (5 minutes)

A. K. Bissell, Mayor, City of Oak Ridge

4. Commenters (2 minutes) :

John Kearney, Jr., Sr. Vice President, EEI

5.- Other Participants (30 minutes)
.

.Eldon Greenberg, Attorney, and Charles Komanoff,
Economist on behalf of NRDC and Sierra Club

'

t'

Each group of speakers will be seated at the Commission' table
during.their presentation. The times allotted include allowance
for questions and answers.
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AFTERNOON SESSION

ORAL PRESENTATIONS ON EXEMPTION REQUEST FOR
CLINCH RIVER BREEDER REACTOR

(COMMISSIONERb' CONFERENCE ROOM)

1:30 P.M., TUESDAY, FEBRUARY 16, 1982

2. Governor of Tennessee (5 minutes);.

James Cotham (tentative), Commissioner for Economic
and Community Development

3. Local Government Officials (5 minutes)

A. K. Bissell, Mayor, City of Oak Ridge

4. Commenters (2 minutes)

John Kearney, Jr., Sr. Vice President, EEI

5. Other Participants (30 minutes)

Eldon Greenberg, Attorney, and Charles Komanoff,
Economist on behalf of NRDC and Sierra Club

6.. Tennessee. Attorney General's Office (5 minutes)

Lee Breckenridge, Attorney -

a

Each' group of speakers will be seated at the Commission table
during their presentation. The times allotted include
allowance for questions and answers.
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Department of Energy
Washington, D.C. 20585

FEB l 51922

Memorandum to: Leon Silverstrom
Assistant General Counsel for
International Development and
Defense Programs
Office of the General Counsel

From: Philip B. Layfield - 5'

Acting Director
Energy Supply Evaluation and

,

r.isk Assessment Division
Office of Energy Emergency Operations

Subject: Background of " Estimates of the Costs of
Delaying Operating Licenses for
Nuclear Power Plants"

In response to your inquiry, I hope this clarifies the back-
ground of the report entitled " Estimates of the Costs of
Delaying Operating Licenses for Nuclear Power Plants">

dated May 15, 1981, which was prepared under my general
direction. It addresses the issue of the calculation of
delay costs after a plant is physically completed but
operation of the plant is delayed while an operating licente
is obtained. In such a case, as the report indicates, the

; costs of delay do not include any capital carrying charges
during the period of delay at the time the plant is
physically complete, but is awaiting an operating license.
The report does not discuss the issue of the calculation
of delay costs during construction, and the above conclusion
should not be used in calculating delay costs during construc-
tion.,.

,

1
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TECIINIQUES FOR ECONOMY STUDIES (Pt.Ill Ch. lil INCREMENT Covr8 AND EUNK COSTS 291M e

C:st Allocations in Acc:unting in Rclition to Ecenomy Stud-'

EXAMPLE 14-4. IRRELEVANCE OF A PAST OUTLAYles. Ilhistrations hava been given in cituations in which account-
Facts of the Case. Four years ngo, Green contracted to buy a lot in a new

ing cllocations of cost seemed to block a clear recognition of differ- subdivision in a large city with the intention of ultimatay buildmc a home on it.
ences between alternatives. This suggests an important problem The purchase price was $3,000, lie made a $300 down payment and has been
grising in the managem:nt of every business organization having ,

# " " " " " "' ne balance, ur has alw paid
1 cn [ fimore than one department, that is, "What should be the basis of [hch", su y

"

s ,7( 0

joint cost allocations and interdepartmental charges?" ifnder the terms of his contract, he has not yet secured icgal title to the tot

Of course, this ' question cannot be answered in general terms. In the event of a default on any payment duc, his contract stipulates that he loq
all of his past payments; however, he cannot be held for any ad litional payments

Interdepartmental charges, for instance, may be established on an through the operation of a deficiency judgment. Ilis contract also permits him
everage cost basis or on an increment cost basis. (Either permita " '"""*'""'"'"""""#'i*' d th"' t '"*"'**I**'

considerable room for controversy; in fact, the question of inter- t tl$ to t e g$ro""

departmental charges may be a source of bitter' argument br .wcen On returning to this city after an afecnce of two years or po, Green is ready to
build his house. lie han the funds in hand to pay $1,700 and take title to this let.

department heads within an organization.) The point to be empha- lie discovers that priccu of unimpmved property in this city are now greatly
sized here is that no matter what basis is used, thero will be some depnwd, puticululy in this subehvision, but thig does not alter Green's decision
types of decisions in which it will be misicading to use the inter- to buihl his home there. Ilowever, before Green hag paid his $l,700. Ilrown, who

departmental charges and j. . t cost, allocations as established by owns a lot in the same block, offers to sell his lot to Green for $1|.'o0. Itrown's lot
.

om
the accounting system; no one answer can serve all purposes. No is the same siac as the one on w hich Green has been makinz hi, payments, and, an

scheme is satisfactory without managerial understanding of its far an Green can sec,it is equally desirable in all respects. Onen must therefore
decide between (a) rejecting Brown's olier and paying the remaining $1,700 on

limitations. his contract, and (b) def aulting on his contract and buying Ilrown's lot for 31,000.
The dillerence between thne alternatives is cicar enough. In (a) Green pays

The Concept of a Sunk Cost. Once the principle is recognized $1,700 and acquirca titic to a lot; in (b) he pays si,200 and acquirca title to an
that it is the difference between alternatives that is relevant in equally gomt i t. Alternatisc (b) saves 3500 immnhately and, as far as can be
their comparison, it follows that the only possible difTerences be-

; tinic *tt r to t u[n nolotanEi$f t o70 hn7co$t$ct
" " '

tween alternatives for the future are difTerences in the future. t

The consequences of any dec,ision regarding a course of action for The type of mental obstacle that so often interferen with correct decisions is,
,

the future cannot start before the moment of decision. Whatever
also evident. Green has paid out over the past 4 years a total of 31,980 (includ-
mg mtcrest and t.ucs) on his original lot. lie appears to **losc" this amount if

has happened up to date has already happened and cannot be he dcInuits on his contract. Moreover, this default 1.ccmn to ndmit a past error
changed by any choice mong alternatives for the . future. This

" "|" " ' "."1 I [
n nu d p d t unplete the

applies to past reccipts and disbursementa as well as to other mat- ur Id
The reali tic view regarding this past outlay of $1,986 is, of counc, that theters in the past.

From the viewpoint of an economy study, a past cost shouhl be money han 1-en spent regardless of w hich alternatisc is selected for the future.
As the past outlay in the same regardicss of the alternative relected,it should not

thought of as a sunk cost, irrelevant in the study except as its mag. mHuence um chmce between the alternatives.
nitude may somehow influence future receipts or disbursementa or
other future matters. Although this principic that a decision made EXAMPLE 14-5. NEED TO CONSIDER PROSPECTIVE RECEIP'IB

AND DISBUllSEMENTS AFFECTED BY TIIE DECISION ONnow necessarily deals with the future seems simple enough, many DISPOSAL IN JUDGING A PROPOSAL TO DISPOSE e

people have difficulty in accepting thif logical implications of the OF A FIXED ASSIG
principle when they make decisions between alternativea. This Facts of the Case. The hobby of a Imsinessman, who for purpones of this

.

seems particularly true when sunk costa are involved. Although nample wiH k caHed Richan! Roc, was the design of Imuws. Ovn a perial of
some of the failures to recognize the irrelevance of sunk costs in- * * "M """ ^ "* " h""" * *Y 7 "^ ' '""''"''***I'-

* """ " YY'*"' d move his family mio it when completed., Decaum of thevolve a misuse 6f accounting figures, these mental obstacles to its construction, an
clear reasoning are by no means restricted to people who have had original idens incorporated into his design., he was always ahfe to reti the previ-

contact with the principles and methods of accounting. ous home at a moderate profit. '

During 10:1 he completed a new home that, including the land, cut him about
This concept of the irrelevance of past costs is illustrated in a- 89'''00. Early in 1942, a few months after the entrance of the United States into

simple way in Examples 14-4 and 14-5. World War II, he was offered $11.000 for thin house. Ile accepini the o:Te,.r

i



.. .

.

PRESENTATION BEFORE THE NUCLEAR REGULATORY COMMISSION

BY JERRY E. WALKER - FEBRUARY 16, 1982
s

aty name is Jerry E. 'Ja l k e r . I an a partner in the

public accounting firm of Arthur Andersen & Co. and I am based

here in Washington, D.C.

I understand that one of the matters the Commission

is considering is the fact that the Clinch River Breeder Reactor

Project has an accumulated investment of over $1 billion and

the question has been raised as to whether there would be an

additional cost.as the result of a one year delay in tha project.

I also understand that the NRC staff has taken the position that

there is no additional cost associated with the expended capital

as a result of a delay in the project. I am in complete dis-

agreeraent with this position. Moreover I believe it runs counter

to the weight of authority as represented by official bodies

that have taken a position on this question. The concept that

expended capital does carry with it a real cost during a delay

period is one which is widely accepted. It is required to be

recognized in financial reporting for public companies under

the Securities and Exchange Regulations, in rate-making procedures

for regulated companies and in the pricing rules for U.S. Government

defense contracts.

Cost of capital for a project such as the Clinch River

Breeder Reactor is as real a cost as material and labor costs.
This is so because capital or money is a commodity with very real
value in that it can be exchanged for other items of value or <

! be lent or invested to produce a reasonable return to the investor.

,
The use of such a. resource over a period of time'is not without

!

a
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coat. During the period while a project is as yet unable to,

accomplich its intended purpose because it is in progress, these

capital or interect costa continue to accumulate. Such costa

are measured by the timing of capital requirements, the rate

(or coct) at which such capital is available and the duration of

the period of time to comple tion of the proj ect. In short, the

coat of money runs from the time project activity begins until project

completion. Therefore, it is inevitable that a delay in a project

auch as this carries with it a cost. That cost would be measured

baced on expended funda up to the time of the d e la y , the period
.

of delay and the capital coat rate.

,

In the area of financial reporting for public companies,

who are governed by the Securities and Exchange Commiccion,

Statement #34 of the Financial Accounting Standardo Board which
*

opecifically requires, in relevant part in paragrapha 6 and 7:

"Tne historical cost of acquiring an asset

includes the costa necessarily incurred

to bring it to the condition and location

necessary for its intended use. If_an

asset requires a period of time in which

to carry out the activities necessary
.

to bring it to that condition and

location, the intercat cost incurred

during that period aa a result of

expenditt as for the accet is a part

of the historical cost of acquiring

the accet.
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The objectives of capitalizing interest

are (a ) to obtain a measure of acquisi-

tion cost that more closely reflects

| the enterprise's total investment in

the asset and (b) to charge a cost that

relates to the acquisition of a

resource that will benefit future

periods against the revenues of the

periods benefited."

The Federal government also recognices these principles

in the matter of pricing of U.S. Government defense contracts.

The Cost Accounting Standards issued by the Cost Accounting

Standards Board are the rules required to be complieu with by all

companies seeking reimbursement under covered contracts. Cost

Accounting Standard 417, entitled " Cost of Money as an Element

of the Cost of Capital Assets Under Construction", in paragraph

417.20 states that: '

"The purpose of this Cost Accounting Standard

is to establish criteria for the measurement

of the coat of money attributable to capital

assets under construction, fabrication or

; development as an element of the cost of those

assets. Consistent application of these,

criteria will improve cost measurement by

providing for recognition of cost of contractor

investment in assets-under. construction, and

will provide greater uniformity in accounting

for asset acquisition costs."
.
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The Defense Acquisition Regulations, which makes the

cost allowable to the contractor, has also recognized this

principle.

Further, the inclusion of interest as a part of the

cost of construction of fixed assets has long been an accepted

practice in the electric utility industry. The amount of interest

to be capitalized is of special significance for electric public

utilities in that cost ascribed to fixed assets are used in

determining the amount of the rate base and the resultant rates

to the customer.

I have also been asked to address myself to the concept

of sunk cost as set forth in a text cited by the NRC staff

entitled " Principles in Engineering Economy". The staff apparently

believes that the sunk cost on this project is irrelevant-to the

analyses of future alternatives, however, the example which is

presented is not analogous to the situation being addressed here.

The application of the sunk cost concept can be applied in such

situations where there is a consideration of e; Tndonment of all or.

part of the product of past expenditures. We do not understand
'

that to be the question before this Commission. Rather, we

understand that the question is one of delay in proceeding for

a year and the costs associated with such a delay'as compared

with proceeding with the project as planned. Further, it is our

understanding that the expenditures to date continue to be of

value for the future of the project. Therefore, capital costs

associated with-prior expenditures continue to carry an economic

.

- ---
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-value and'an associated cost throughout the period to completion

including;any delay periods. For this reason I believe that the.

. sunk' cost principle relied upon by the staff has no relevance to

/ the citutation being addressed here.
~

I.J

.

In summary the relevant -authorities' clearly demonstrates

that'there is a real cost associated with the cost of capital
4

*

related to expended funds.which will continue to run throughout-

all periods to completion of the project including.any delay

periods.*

,
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PRESENTATION TO THE

,

U. S. NUCLEAR REGULATORY COMMISSION
'

e
,

,

(CLINCH RIVER BREEDER REACTOR PLANT PROJECT)

FEBRUARY 16, 1982

BY: PERCY BREWINGTON, JR.

PROJECT DIRECTOR

DEPARTMENT OF ENERGY

9
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! - OVERALL MANAGEMENT STRUCTURE
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ISSUs.:

BASIS FOR OUR DETERMINATION OF IRREDUCIBLE f1ANAGEt1ENT AND SUPPORT MANNING

LEVELS ASSOCIATED WITH A ONE YEAR FURTHER DELAY IN THE START OF CRBRP

CONSTRUCTION AND A RESULTING ONE YEAR LATER COMPLETION.

/
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SYSTEMS FUNCTIONS

e SYSTEMS FUNCTIONS ARE THOSE SERVICES (INCLUDING TECHNICAL
SUPERVISION) DIRECTLY ASSOCIATED WITH DESIGN, FABRICATION,

LICENSING, CONSTRUCTION, INSTALLATION, STARTUP, TEST, AND

OPERATION OF THE PLANT.

e UUCLEAR AND MECHANICAL ENGINEERING ANALYSIS AND DESIGN

e CIVIL, STRUCTURAL AND ARCHITECTURAL ENGINEERING AND DESIGN

e ELECTRICAL, INSTRUMENTATION AND CONTROL ENGINEERING AND DESIGN
.

e SYSTEMS ENGINEERING AND INTEGRATION
.

e COMPONENT PROCUREMENT SERVICES

-4-
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! NON-SYSTEMS FUNCTIONS
|

|

e NON-SYSTEMS FUNCTIONS ARE THOSE SERVICES ASSOCIATED WITH
OVERALL MANAGEMENT AND DIRECTION OF THE PROJECT, INC;.?' DING

ESTABLISHMENT AND ENFORCEMENT OF SYSTEMATIC, DISCIPL' '~ D.

ENGINEERING , QUALITY AND PROGRAM MANAGEMENT PRACTICES^

AND PROCEDURES, FOR EXAMPLE:

o PROJECT MANAGEMENT AND CONTROL

e QUALITY ASSURANCE PROGRAM

e MANAGEMENT OF CONSTRUCTION

e CERTAIN NON-SYSTEMS FUNCTIONS ARE NECESSARY THROUGHOUT

THE DURATION OF THE PROJECT.

'

-5-
.

.

4



-

.

.

BASIS FOR IRREDUCIBLE fl0il-SYSTEtiS MAtlNING LEVEL

e THE DETAILED PROJECT DATA BASE WAS UTILIZED TO IDENTIFY AREAS OF WORK

REQUIRED OF NON-SYSTEMS PERSONNEL AND TO ESTIMATE THE IRREDUCIBLE LEVEL

OF MANNING. AREAS IDENTIFIED INCLUDE:

e OVERALL DIRECTION AND INTEGRATION OF PROJECT ACTIVITIES,

INCLUDING THAT OF SUBCONTRACTORS.

e ENFORCEMENT OF SYSTEMATIC AND DISCIPLINED ENGINEERING AND

QUALITY ASSURANCE PRACTICES AND PROCEDURES

e CONTINUING REVIEW OF SAFETY AND ENVIRONMENTAL DOCUMENTATION FOR

APPLI CABI LITY.

o MAINTENANCE OF INTEGRATED COST AND SCHEDULE CONTROL SYSTEM IN

ACCORDANCE WITH DOE PERFORMANCE MEASUREMENT SYSTEM CRITERIA.

e PREPARATION OF E6 TIMATES OF COSTS, MANPOWER AND MATERI ALS.
'

e MAINTENANCE OF CONFIGURATION MANAGEMENT PLAN.

s MANAGEMENT OF QUALITY RECORDS CENTERS.

-6-
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ESTIMATE OF INCREASED COSTS IS CONSERVATIVE:

EXCLUDED FROM OUR DETERMINATION OF INCREASED MANAGEMENT COSTS ARE:e

e TECHNICAL SUPERVISION WHICH MUST ALSO BE EXTENDED TO

|'

SUPPORT CONSTRUCTION ACTIVITY

e COST OF DEFERRAL OF CONSTRUCTION SUPPORT WORK TO LATER

HIGHER COST YEARS

e TECHNICAL LIAISON THROUGHOUT THE CONSTRUCTION

PHASE OF THE PROJECT

e TECHNICAL DIRECTION OF PRE-OPERATIONAL STARTUP

AND DEMONSTRATION PERIOD TESTING
'

e "AS BUILT" RECORD DRAWINGS AND SPECIFICATIONS
l

e EFFORTS ASSOCIATED WITH REBASELINING PROJECT SCHEDULES,

COSTS AND INTERFACES WITH CONSTRUCTION {

\

e COSTS ASSOCIATED WITH EQUIPMENT AND COMPONENT WARRANTY

EXTENSIONS'

|

-9-
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e PROJECT ORGANIZATION MUST BE MAINTAINED TO ENSURE SATISFACTORY

PROJECT COMPLETION. .

e CERTAIN NON-SYSTEMS FUNCTIONS MUST CONTINUE THROUGHOUT DURATION

OF PROJECT.
.

e NON-SYSTEMS MANNING LEVELS ARE IRREDUCIBLE.

e THE WORK IS REAL AND NECESSARY AND THE MANNING LEVELS ARE

CONSERVATIVE.

:

#
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UNITED STATES OF AMERICA ~iI.T-

.

NUCLEAR REGULATORY C0!EISSION
'

.
,

COMISSIONE$S: dl CEC 24 R2:48

( Nunzio J. Palladino, Chairman M
. , iii '
~.;,d,?,j*~. , .i...- '

Victor Gilinsky
'"

Peter. A.' Bradford.

John F. Ahearne,
*

Thomas M. Roberts
' ' '

$SERVED DEC 4 G6i )
-

.

In the Matsteg.of . .
,

' ~'

UNITED ST TES DEPARTMENT OF Docket No. 50-537
'

) (exemption request~ ~

-

ENERGY -

PROJECT MANAGEMENT CORPORATION J under 10 CFR 50.12)
TENNESSEE VALLEY AUTHORITY

(Clinch River Breeder Reactor ) '

Plant) )-

)-

.

(CLI-81-351 .

MEMORANDUM AND ORDER
.

-. Introduction- -

('
! This Memorandum and Order establishes the Consission's
|

,

procedures. for considering the merits of the Department of Energy's

(DOE's) request for ab' exemption from 10 CFR 50.10 pursuant to 10 -

CFR 50.12 iE order to begin site preparnion for the Clinch River

Breeder Reactor. For the reasons discussed below, the Comission
-- -

-

believes that an informal proceeding dir' cted by the Connissione

itself is best suited for consideration of the- merits of this

exemption request.
.

Background

On November- 30,198100E, for itself and on behalf of its

co-appWcantsProjectManagemenICorporationandtheTennessee

Valley Authority, requested the Nuclear Regulatory Comission (NRC

-
or Consission.E ta grant an exempt.icn. from 12 CER 50' 10. pursuant ta

a A h d'LQdP,_p :xe ' ,
-

ag.J '-

,

o
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{~~ ?

10CFR5b.12toconductsitepreparationactivitiesfortheClinch

O River Breeder Reactor (CRBR) prior to the issuance of a

construction pennit or limited work authorization. DOE's proposed

)site preparation activities include site clearing and grading;
)

excavation and quarry operations; the construction of temporary |

construction related facilities, a barge facility, an access road )

and railroad spur; and the installation of services including

|power, water, sewerage and fire protection. None of the work* .
*

I

appears to involve safety-related structures, systems, or ,

components subject to the Conmission's safety regulations in 10 CFR

Part 50. Among the reasons advanced by DOE in support of its

request are the claims that: (1) Ct.ngress has expressed the
'

intention that the CRBR project be completed expeditiously;

b (2) procedural delays will cause undue hardship in'the fom of

another 1-2 years of delay and $120-240 millions of increased

costs;and(3)theprojectisinanadvancedstageofdevelopment
'

and is ready to begin site preparation activities.

Views Of The Parties

DOE requested that the Comission itself rule on this _ ,

exemption request because it raises substantial national policy ,

considerations that only the Comission can address. These include

!

cited Presidential and Congressional mandates to construct the CRBR
I

in a timely and expeditious manner, the implications of alleged 1

,

increased costs, and the alleged adverse effects of delay on DOE's

responsibility for developing the technology of the liquid metal
|

fast breeder reactor (1.MFBR).
{ -

.

N
~ 4

i
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00E also contended that a hearing is not requ' ired on its

() exemption request. In its view, the Comission's r'equirements for
.

a hearing prior to comencement of site preparation activities are

not compelled by either the National Environmental Policy Act

(N' EPA) or the Atomic Energy Act of 1954, as amended. Moreover, DOE
-

believes an infonnal proceeding will prove adequate for resolvingi

any disputed matters. DOE is opposed to a referral of its request

to an Atomic Safety and Licensing Board (Board) for adjudicatory -

'

hearings since, in DOE's view, such a referral only serves to-

further delay the project without providing the Comission with

meaningful assistance in addressing the policy and other issues |
-

raised by the exemption request. .

DOE's request was opposed by the Natural Resources Defense*

(] Council, Inc. and the Sierra Club, intervenors in the now suspended

adjudicatory hearing on applicant's 1976 ' application for a

construction pennit. Intervenors agree that this request raises

major issues of policy and law that should be decided in the first

instance by the Comission itself based on oral argument and-

written comments. The issues identified by NROC and the Sier.ra ,

.

Club are: (1) the applicability of the exemption provisions in 10

CFR 50.12 to this unique project; (2) the existence of a

Congressional mandate for expedition as argued by 00E; (3)' the

effect of granting the exemption on one of the CRBR's alleged

purposes which is to demonstrate the licensability of breeder

reactors; (4) the effect of an exemption on public confidenc.e in

CRBR;. (5) the- predetermination of intervenors' . environmentalc
,

(.
contentions in. the suspended proceeding; and. (6). the- completeness.

.

- - - _ _ _ _ - . _ _ . _ _ . _ _ . - - . _ _ - - - - - - - - - - - w
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!

of the environmental record. NRDC and the Sierra Club |
'

(3 believe that these are threshold issues that must be addressed by

the Comission before it reaches the other merits of the exemption i

request. They contended that a consideration of these threshold [
.

issues ,will lead to denial of the exemption request. However if,
'

contrary to their position, Comission consideration of these

issues is not dispositive, then several factual issues require |

resolutior before the exenptions can be granted. They believe that ,

:'

the Comission's prsctice has been to refer these kinds of factual j

issues to a Licensing Board for a fomal adjudicatory hearing.

They have conceded that neither the Atomic Energy Act nor NEPA {
requires such a hearings-Rather,-the thrust of their argument. |

.
*

appears to be 'that a femal hearing is required by Comission

( precedent. Moreover, they argue that a formal hearing is the most

effective way to elucidate the facts bearing on the exemption I

request. Finally, they believe that any adjudicatory hearing i
'

' '

should be conducted by the Board for the now suspended LWA .

proceedino. Because that Board is familiar with the details of .

CRBR, NRDC and the Sierra Club.believe it could provide timely .|
review. ,

i

| On December 16, 1981, we provided the parties to the suspended |
|

permit proceeding an opportunity to address the appropriate |'
procedures for NRC consideration of the merits of a'pplicants'

exemption request. Appearances were made by representatives for

- +

7,
'

- \ i
.

. -

a

--- _ .
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the applicants and NRDC and Sierra Club.1/ Applicants presented a |
'

,

(' T proposed procedure and schedule for direct Comission consideration

of the exemption request. That procedure included an opportunity

i for coments by the public, responses to coments, and an oral j

presentation to the Comission on the merits of the exemption -

request. NRDC and the Sierra Club stated their arguments as f,

l
'

sumarized above. and urged the Comission to consider the - |

so-called' threshold issues under a procedure siniilar to that
: '

proposed by the applicants. 'They agreed'that the applicants'
,

,

proposed schedule not only was reasonable but could be compressed ;

by several weeks, assuming that no fonnal adjudicatory hearings |
"

'

were to be held.
,

Procedures To Be Followed

( Following the oral presentations, the Comission met in public '

to decide how to proceed with consideration of the exemption

request. The Comission believes, and applicants and NRDC and
t. .

Sierra Club agree, that neither the Atomic Energy Act nor NEPA
- ,

dictate the form of proceedings on exemption requests of the type

requested here. There is also agreement on all sides that the .i
:-

request presents several major and novel policy and legal issues ;.

'
,

that are best resolved by the Comission itself as the highest i
'

policy-making entity within the agency. The dispute focuses on

i

II A statement in support of the exemption request was also made
' by a representative for the Governor of Tennessee, who is not ,

a party to the suspended proceeding. However, a
.

representative of the Attoraey General of Tennessee, who is a
party to the proceeding, stated that the Attorney General had~

Q not yet taken a position on the exemption request or on the
- procedures for its consideration by the Comission -

.

_ _ . _ _ _ _ - _ _ . - - - _ - _ - - _ _ _ _ _ - - ~ e - - , -
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whether several of the policy and legal issues must be resolved

(}
's at the outset against the grant of the exemption and, if not,

whether resolutien of residual factual issues should entail a

femal adjudicatory hearing.

We, decline to reach the merits of any of the policy or legal

issues at this time, since further presentations will be required

before there has been fair opportunity to present opposing viesss.
'

We agree with NRDC and the Sierra' Club that the exemption request
'

may present issues of fact relating to matters such as the

environmental impact of the proposed work and the cost-savings from

granting of the exemption. However, we cannot agree that a fomal

adjudicatory hearing will prove to be the only way for adequate
'

ventilation and resolution of these issues, or that fomal

{ adjudicatory hearings are dictated by past Comission practice.2_/

2/ Although intervenors acknowledge the Comission precedent is
" split" on the issue of a need for a hearing on an exemption
request, their analysis.of Comission decisions on exemption
requests leads them to conclude that the Comission's practice
has been to consider adjudicatory hearings necessary in every
contested case. We believe- that this conclusion does not
adequately characterize Comission practice. - -.

Only 5 exemption requests have been considered by the,
,

l Comission over the years, and in only two cases did the
Comission hold a hearing. However, both cases arose under
unusual circumstances. In Carolina Power and Light Comoany
(Shearon Harris Nuclear Power Plant, Units 1, 2, 3 and 4),
CLI-74-9, 7 AEC 137 (1974) (Shearon Harris I), .the Deputy
Director for Reactor Projects, Directorate of Licensing had
granted the applicant's request for an exemption without .

notice to the intervenors or an opportunity for a hearing.
lipon learning of the grant of the exemption, an intervenor
petitioned the Comission for a stay of that exemption. The
Comission referred the stay request to the Board having

| () [ Footnote 2 continues on following page.]
. , ,

.

_ - . . - - _ _ _ _ _ . . _ _ . _ . _ _ _ _ _ _ _ _ - - _ _ - - - _ - -
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It is quite common for such issues to be resolved by infomal

(} ) procedures falling short of formal examination and |
|

cross-examination of sworn witnesses. Even within the Comission
,

itself, such issues are routinely and adequately dealt with in the |

informal Staff and ACRS review processes. There is no reason to I
-

!
l

2] [ Footnote 2continuesfrompreviouspage.] |

jurisdiction over the construction permit proceeding, and also !
detennined that "under the circumstances of this case" the !
Board should conduct a hearing on the merits of the exemption !

request "even though the rule as written does not require |,

adversary hearings in connection with applications for these ;

exemptions." Id. at 198. Thus, the Comission's initiation '

of a discretiona'ry hearing in Shearon Harris I must be viewed |
as a response to the Director's previous failure to notify !

interested parties of the grant of an exemption. In Kansas !
City Gas and Electric Comoany, Kansas City power and Light !

* Company (Wolf Creek Generating Station, Unit No. 1),
. CLI-76-20, 4 NRC 476 (1976) the Comission referred the -

('T applicant's request for an exemption to the Licensing Board |.

already considering the application for a construction permit.
This exemption request was filed after the United States Court
of Appeals for the District of Columbia Circuit had decided
Natural Resources Defense Council v. NRDC. 547 F.2d 663 (D.C. -

Cir.1976) which 'found inadequate the Commission's original f

rule on the environmental effects of the uranium fuel cycle
(Table S-3). In response to that decision, the Comission ,

'decided that licensing could resume only if an examination of
the revised values in Table S-3 showed that the cost-benefit :

49898, 49899 (November 11,1976)proposedplant.
balance would not tip against a 41 Fed. Reg. ;

Thus, the Comission's- -
.

referral of the exemption request td the Licensing Board was :
primarily for the purpose of obtaining an assessment of fuel |
cycle impacts. The Licensing Board, having considered the
cost benefit issue, was obviously in the best position to
consider if fuel cycle impacts would change the decision. !

!

The Comission has not initiated,a hearing in the three other
|

exemption requests it has considered. In Louisiana Power and,

! Light Company (Waterford Steam Electric Generating station,
| Unit 3), CLI-73-25, 6 AEC 619, 622 n.23 (1973) (Waterford) the '

| Comission stated that in the " circumstances of this case" it
would be inappropriate to circumvent normal adjudicatory
procedures. by granting the exemption. Among the circumstances ;

O, .. referred to by the Comission was the presence of seriously j,

[Footnota Z continues on following. page.1 -|

|

.--
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1

t

believe that the informal procedures which follow will rot prove
adequate to the task.-

4

: O.. Moreover, we believe that the estimates of
:

NRDC and the Sierra Club of the time required for the conduct of

formal hearings by a Licensing Board are extremely optimistic.
-

3
The one case cited by them_/ involved relatively few disputed

i

factual issues. 'It is not at all clear that few factual issuesi

2/ \
'

[ Footnote. 2 continues from previous page.]

contested environmental issues in ongoing adjudicatory
proceedings wMch were actually ongoing at that time. Thei

Comission did not specify the " construction" activities for
which an exemption was sought.

The Comission then denied therequest without a hearing. In Gulf States Utilities Comoany
(River Bend Station, Units 1 and 2), CLI-76-16, 4 NRC 449
(1976) (River Bend).the Comission granted an exemption

i

i request without a hearing before it or a Board. Here again,
.

the Comission's decision was based on the particular facts of' ,

the proceeding. The exemption request was not contested, and
the proposed action was considered not to have any adverse3C environmental impacts. Id. at 450. In Washington, Public
Power Sucoly System (WPP3T Nuclear Project Nos. 3 and 5),
CLI-77-11, 5 NRC 719 (1977) (WPPSS) the Comission denied an
exemption request without a hearing. In WPPSS, the Comission
stated that it would not assume the function of an existing
Board and scrutinize factual issues itself absent a showing of

s

extra-ordinary circumstances such as emergency situations in
which time is of the essence and relief from the Licensing
Board is impossible.or highly unlikely. WPPSS at 723. Such
circumstances had not been shown in that iFoTe'eding. Thus ,-
WPPSS addresses the question of when the Comission will

'

;

preempt a s.itting Board and conduct a hearing on an exemption:
The decision does not address the question of howrequest.

!

the Comission will handle an exemption request when there is
no Board currently immersed in a proceeding on the very sameissues raised by that request. :

.

This review of Comission precedent shows that' there has not
been a uniform Comission practice to require a- hearing before

.

-

a Board for factual issues associated with an exemption
request. Rather, the Comission has tailored its proceduresj
to the factual circumstances of each case.

3k Carolina Power & Light Co. (Shearon Harris Nuclear Power
I -

,3 Plant, Units l, 2,3 and 4), LBP-74-18, 7 AEC 538 (1974).
,

v .
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will be presented here. We conclude that formal hearings will
,

(s likely produce little additional benefit to the process and yet

will likely cost a great deal, both in elapsed time and resources

of the Comission and the parties.

Accordingly, the Comission is establishing the following *

*

procedures for consideration of the merits of the exemption

, request:
'

1. The request will be considered in an informal proceeding

involving written coments and oral presentations to the I

Comission itself. This informal proceeding will be kept
*

separate from the suspended construction permit
^

proceedings.

2. The participants to this proceeding will be the

{ applicants, NRDC and the Sierra Club, and any other

| interested person who has filed written coments in
'

accordance with the schedule set out below. The NRC
1

~

staff will not particp' ate as a party to this proceeding.

3. Applicants shall, within one week of the date of this

Order, files / with~the Comission currently available
,

_

documentation supporting the fa'ctual representations in

its exemption request. If. this date cannot be met, then

I Applicants shall advise when the materials can be

provided.
'

|

.

1/ Al1 dates in this schedule are dates by which the Comission
C. .must receive filings or other documents-.

-
.

O

_ . . - - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _
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4. Applicants shall by January 18, 1982 file with the

( 'i Comission answers to the questions in Attachment A to

this Order.

' 5. Applicants, NRDC and the Sierra Club, and any othe*r !

interested person may file written coments with the.

Comission in support of, or in opposition to, the
'

. exemption request'. The coments may include answers to

' the questions in Attachment A. Such coments shall be
i.

filed with the Comission by January 18, 1982.

6. The Comission is requesting government agencies

(including the the Governor and the Attorney General of

the State of Tennessee) to file with the Comission any
.

coments they may have on the request by January 18,
,

'

t
'

1982.
.

The hmaining steps are set forth in the attached schedule.

A separate statement by Comi'ssioner Bradford is attached.
c

s.

ItissoORDERED.E
.

O the Comi ion
>

. ,

( Q % g$ 4
4SAMUEL J.- CHILK +

/ Secretary of tre Comission [ ,e

f ;;. . '3 3: y
Dated at Washington, D.C. s '- V " '. . *' ' ' J '

C

%'~- j
this7Y~y~ day of December, 1981. %g-x '

i
,

|

h 5f Commissioner Gilinsky did not participate in this Memorandum
*

and. Order. ,

1

|

_. ..
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Views of Comissioner Bradford

. .

..

Past Comission practice has invariably been to permit limited comments of i

this sort to run as footnoties in the Cennission opinion for the convenience
,

of the reader. The Comission mjority has decided, in the Clinch River
case for the first time, to exclude uncongenial thought from its order. .;

,

With apologies to any who aust now find their mental and physical way back |
into that document, I have the following two comments:

1) Page 6, Footnote 2 (to be read as a last paragraph to that footnote)
.

"Comissioner Bradford notes that this labored history amounts to |
.

exactly the situation described in the first paragraph as an erroneous j

intervenor view: Se NRC has never granted a contested 50.1'2 exemption
,

t

without an adjudicatory hearing."

i

2) Pages 8-9, (to be read as a footnote to the sentence reading, "It is not '

at all clear that few factual issues will be presented here.") ;

N. . ' ;
e

''Comissioner Bradford notes that an increase in factual issues does
not decrease the need for an adjudicatory hearing. Indeed, the discus-

|

sion preceding this sentence sails breathtaking 1y counter to decades of j
,

administrative law, to say nothing of centuries of development of
i adjudicatory procedures as the best available' method for resolving

f

contested issues of material fact. He would keep open the possibility
:

' of adjudicatory hearings until the Comission has a clearer apprecia- ;

tion of the possible role of. contested factual issues in determining
the outcome of the proceeding. .

|

i

i

f

:
!

l'
9~

U |.

t
.

.

i'



D

9

8 @

G

h

.

O

e

ATTACHMENT A
. .

e

=

(.
O

e

S @

9

1

* b

9

|
!

|

l
2

(+n 6 8

6

e

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ . __._



manraammon
- - - - - - - -

r

,

~ 1. Is t'here any indication in acts providing for CRBRP authorizations

or appro,priations or other applicable statutes that NRC licensing

of the CRBRP could, or could not, include use of 10 CFR Sec. 50.12
,

() as proposed by the applicants?

2. Is there any indication in the acts providing for CRBRP authorizations
,

or appropriations, associated comittee or conference reports, or

" legislative history that speaks to the licensing procedures to be

used by the NRC?
>

.

.

3. Under what conditions would grant of an exemption be authorized by !

law? Would grant of an exemption endanger life or property or the ;

comon defense and security? Would grant of this exemption be in i

the public . interest? If not, why not? With regard to t'he public

interest criteria in 10 CFR Sec. 50.12 (a) and (b)(4), what interpretation

C and weight should be given to' Presidential and Congressional statements

pertaining to the timing of construction of the CRBRP?

4. Is the available documentation adequate for the Commission to base

its decision on the exemption request to authorize site preparation

activities? The documentation includes the applicant's Preliminary

Safety Analysis Report (PSAR), Environmental Report (ER), Schedule

for and Description of Site Preoaration Activities to be conducted

pursuant to 10 CFR 50.10(e)(1) (received' April 11,1975), and Site
~ i

-

Preparation Activities Report (SPAR) (November 30,1981) as well as
|

the staff's Site Suitability Report (SSR) and Final Environmental
*

\
'

Statement (FES).*
'

( . Suctr documentation will also include the DOE documentation supplied in-
response- to this Order (See, e.g... Order supra- at 10.

_ _ - _ _ _ . - . .
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.

5. Identify areas,'if any, in various licensing documents (PSAR IR,s

FES, SSR, etc.) that need to be updated, which would have a bearing

on this exemption decision.

.

6. What, if any, further exemp*tions from regulatory requirements d.oes
,

the applicant plan to request if this 10 CFR 50.12 request is

granted? If this exemption.is granted, doer the applicant plan
{'

also to request a Limited Work Authorization?
.

7. Provide the updated overall CRBRP schedule, including (a) current -

estimate of when applicant expects to request resumption oLf-ASLB _--

proceeding, (b) key milestones of constucting and licensing the

( plant, (showing DOE assumptions regarding dates for NRC licensing

action) and (c) current expected date of operation. The schedule

should indicate points at which a negative NRC action could adversely

affect the overall CRBRP schedule."

8. Identify and discuss any changes in the project scope from;the scope .

.

originally evaluated (staff FES Chapter 4 - Environmental Impacts Due

to Construction) that may have contributed to the changes in proposed
'

site preparation activities (page 3-1 of the Site Preparation Activities

Report, Novenber 1981), particularly the substantial increase in the

amount of excavation.

.

.

i

t .

.

6
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. 9. (a) Provide the documentation which forms the basis for projected'

(
cost of delay and environmental impact estimates referred to in the

Site Preparation Activities Report and Secretary Edwards' letter.

(b) Demonstrate the validity of the cost estimate.1

|
t

#

10. Provide the documented basis, criteria and the project scope to' support
> -

the cost estimates for redressing the site should the project be terminated.-
'

/ -

_

11. At the December 16th meeting, Mr. Silverstrom stated that if the Comission

does not approve the request, then the project will be dead in the water
l

j in March.
.

;
-

>

4
(a) Please explain, including showing what activities will be completed.,

(' );

by March and what activities will be ready for the first time inz

:
.

| March that were not previously ready.
,

-

t, .

I (b) Why is March,1982 to .comence the site preparation activities so
i

crucial to the whole project? Identify any special reasons (either
4

.
J

of a technical or an , economical nature) why this date is selected.

i

. *

\ .,

,

_ _ _ _ _ _ _ _ . _ _ _ _ . _ _ _ _ _ _ _ ___._ _ _ . _ _ _ _ _ _ _
---
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SCHEDULE
*

("
>*

Date-

1. Comission (notice, request) asking for
public and Government agency coments on
the 50.12 request and providing specific
questions to be answered 12/24

2. Due date for coments and answers to
questions 1/18

' 3. Due date for responses to comerts and
answers 1/28-

.
,

4. Comission staff report 2/8

5. Notice of opportunity for oral presentation 1

by applicants and comenters* _2/12 J
' ~ ~

6. Oral presentation 2/15. 7
m__..._--_ ,,

7. comissidn decision 3/1
~

,-
,---

8. Comission Order announcing decision 3/8 '',-.

'

,-
,

-
p

,

i
*

. i

,

.

An additional three week's may be required from this point on if an*

additional set of questions are asked. There will be a.two week
period for responses to any additional questions to be followed by <

a one week period for replies to the responses. ;

- |
|

|-

|
'

.
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,
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UNITED STATES OF AMERICA
NUCLEAR REGULATORY COM4ISSION '

.

'82 FE 10 All :59

In the Matter of k k.. .__ :

UNITEDSTATESDEPARTMENTOFENERGYl
~--p4, y.

Docket No. 50-537' ~
PROJECT MANAGEMENT CORPORATION ) (Exemption request under
TENNESSEE VALLEY AUTHORITY ) 10 CFR 50.12)

(Clinch River Breeder Reactor
Plant) SERVED FEB 1 0 1982

NOTICE OF OPPORTUNITY FOR ORAL PRESENTATION
,

Pursuant to the Commission's Memorandum and Order of December 24,

1981 in this proceeding, the Commission is providing the parties and

commentors with an o'pportunity to address the Commission regarding the

exemption request by DOE. Oral presentations to the Commission will be

scheduled for February 16, 1982 beginning at 10 a.m. in the Commission's

conference room at 1717 H Street, N.W., Washington, D.C.1I Because of

the large number of comments received from persons other than government

agencies or parties to the separate construction permit proceeding for

this facility, the Commission will provide blocks of time during which

commentors who do not represent those parties or government agencies can

briefly present their views. The Commission will allocate time in

accordance with the number of commentors who wish to make presentations,
~

but in no case will a commentor be allowed more than 2 minutes to make a

statement.

.

1/ This date replac'es the originally proposed date of February 15,
1982, which is a Federal holiday.

.

.
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