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Q Pl ease state your name and busi ness address.
A My nane is David E. Osterberg. M address is 318
Second Avenue North in M. Vernon, lowa. | ama partner in

the firmof Osterberg and Sheehan, Public Uility

Econom st s.

Q Pl ease descri be your educational and professiona
backgr ound.

A After graduating with a Bachel or of Arts degree in
econom cs from Washington State University, | attended the
Uni versity of Wsconsin-Madi son where | earned a Masters
Degree in econom cs, another in water resources nmanagenent,
and a third in agricultural economcs. | was an instructor
of econom cs at the University of Wsconsin-Geen Bay and

assi stant professor of econom cs and busi ness at Cornell



College in lowa. | am presently adjunct associ ate professor
in the Geography Departnment at the University of |owa as
wel | as a consul tant.

Until January 1995, | was an lowa State Representative.

During ny 12 years in the lowa General Assenbly | served

terms as chairman of the Commttee on Agriculture, as well
as chairman of the Energy and Environnmental Protection
Committee. Wiile in the General Assenbly, | was a nenber of
the lowa Energy Policy Council and a nmenber of the
Agricul tural Energy Managenent Advi sory Council .

A summary of ny professional qualifications and
experience is provided in exhibit "A" to this testinony,

which is incorporated herein by reference.

Have you ever testified in an admnistrative proceedi ng?
Yes. | testified at the request of the Florida Public
Service Comm ssion staff in that state's Hearings on the

federal Public Utility Regulatory Policy Act definition of

"cost of service." | also testified for the staff of the
|l owa State Commerce Conmm ssion on the sanme subject. | have
testified before regulatory commssions in lowa, Illinois,

| ndi ana, South Dakota, South Carolina, Tennessee and New
York for various clients. | have worked for the Nebraska
Energy O fice and the Oraha Public Power District. | was

al so part of an energy study for the state of M ssouri.

VWhat is the purpose of your testinony?



A | will address Contention Q filed by G tizens Agai nst
Nucl ear Trash ("CANT"). In this Contention, CANT asserts
that: "LES has not denonstrated that it is financially
qualified to build and operate the [ ai borne Enri chnent
Center] CEC. "*!

The purpose of ny testinony is to discuss nmy concl usion
t hat Loui si ana Energy Services, L.P. ("LES") has not
denonstrated that it possesses or has reasonabl e assurance
of obtaining the funds necessary to cover the estimted
construction costs and related fuel cycle costs for the CEC

Further, ny testinony on Contention J, which pertains
to the lack of need for the CEC, relates to the issue of
LES' s financial qualifications. |In short, because there is
no need for additional uraniumenrichnent capacity, and
because LES may very well not be able to successfully
conpete with other SWJ suppliers, it is not reasonable to
assunme that investors will be willing to take the risks
associated with financing the CEC at reasonabl e interest

rates.

Q VWhat materials did you review in preparation for your
testi mony?

A | reviewed the Environnental |npact Statenent ("EIS");

YGtizens Against Nucl ear Trash's Contentions on the
Construction Permt/ Qperating License Application for the d ai borne
Enri chnent Center, (Cctober 3, 1991) at 51-52.



the Environnental Report ("ER'); the Safety Eval uation
Report; 10 CFR 50.33; 10 CFR part 50 Appendix C, LES s
financial plan for the CEC, the LES partnership agreenent;
vari ous wor kpapers and docunents provi ded through di scovery;
i ndustry publications; economc papers and texts; and | had

consultations with other experts.

Q I n your opinion, does the LES partnership have the funds
necessary to cover the estimted construction costs and
related fuel cycle costs for the CEC?

A No. LES is a devel opnent-stage enterprise of few
mar ket abl e assets.? Wile the |and and cash on the LES
partnership's bal ance sheet and perhaps the office furniture
have val ue, the deferred start-up costs for the CEC woul d be
of little or no value to anyone other than LES or its

partners.

Q Do the individual general and |imted partners of the LES
partnership have the funds necessary to cover the estimted
construction costs and related fuel cycle costs for the CEC?

A No. The financial information presented regarding the

2See Louisiana Energy Services, L.P., Balance Sheet as of
Decenber 31, 1990, Together Wth Auditors' Report (exhibit "DO 18).
Deferred start-up costs at $16, 799, 993, conprised well over 90% of
the partnership's assets on Decenber 31, 1990. Cash was $24, 067
| and held for future devel opnent was $557,554; and office furniture
and equi prent was $45, 413. Prepai d expenses of $414,349 made up
t he remai nder of the total assets of $17, 841, 376.



LES partners does not show themto be conpanies of worth.
For instance, Urenco Investnents, Inc. was set up for the
purpose of investing in LES. Its balance sheet is filled
Wi th assets that have value only if the CECis actually
built.® The Graystone Corporation bal ance sheet is

simlarly lacking in non-LES rel ated assets.*

Q Pl ease describe the structure of the LES partnership.

A The structure of the LES partnership seens designed to
substitute paper conpanies for corporations of worth. For
i nstance, Mcogen Limted IIl, Inc. ("Mcogen"), an LES
partner, is a subsidiary of C aiborne Fuels, L.P.
Cl ai borne Fuels, L.P. is a subsidiary of C ai borne Fuels,
Inc.; Caiborne Fuels, Inc. is a wholly owned subsidiary of
Fluor Daniel, Inc.; and Fluor Daniel, Inc. is a wholly-owned
subsidiary of Fluor Corporation. Wile Fluor Corporation is
a conpany of sone note, with 1991 assets of nore than two
billion dollars and revenues of nearly $7 billion,> the

subsidiary of the subsidiary of the subsidiary of the

%See, e.g., Wenco Investnents, Inc., Financial Statements As

of Decenber 31, 1991 and 1990, Together Wth Auditors' Report
(exhi bit "DO 20").

*@aystone Corporation Balance Sheet as of March 31, 1992
(exhibit "DO-19 ") (proprietary).

>Fluor Corporation Annual Report (1991), supra, at attachment K
(exhibit "DO 21").



subsidiary of Fluor Daniel is not necessarily the sort of
partner that can provide capital of its owm or attract it on

t he narket.

Q How has the NRC Staff | ooked at the LES partnership?

A The NRC Staff has failed to draw the proper
di stinctions between the parent and/affiliated conpani es of
the LES partners, and the LES partners thenselves. That is,
in assessing the financial qualifications of the LES
partnership, the NRC Staff has confused the assets of parent
and/or affiliated conpanies of LES partners with assets of
the LES partners thensel ves.® For instance, the Staff has
used Fluor Corporation as a sort of proxy for Mcogen |1
and C ai borne Fuels L.P., noting that "Fluor has sufficient
resources to nmake planned equity contributions and
addi tional equity contributions within any reasonabl e range
contenpl ated for the CEC. "’ However it is M cogen and
Cl ai borne Fuels L.P. that are liable for debt and equity
contributions of nore than 10 percent of $816 million, not

Fl uor Corporation.?®

®Safety Evaluation Report for the d aiborne Enrichment Center,
Honer, Louisiana (January 1994), ("SER') at 13-1 to 13-5.

"1d. at 13-3.

8 LES Project Fi nanci al Plan (Non-Proprietary), (revised
Decenber 22, 1994), at D4 and D1 (exhibit "DO 15").



Q Are the parent and/or affiliated conpanies of the LES
partners responsible for the liabilities, indebtedness,
duties, or obligations of their the LES partners?

A No. The Partnership Agreenent is designed to set the
LES partners apart fromtheir parent or related firms.® The
Partnershi p Agreenment specifically insulates the parent
and/or affiliate conpanies fromliability for the actions of
t he LES partnership.

Al liabilities, indebtedness, duties and
obligations incurred by or on behalf of the
Partnership (other than in violation of Section
4.1 of this Agreenent), including, wthout
l[imtation, liabilities, indebtedness, duties and
obligations in connection with the construction
and operation of the Facility, shall be the

i ndebt edness and obligations of the Partnership.®

Q Has LES supplied information to support the financia
comm tment of any parent and/or affiliated conpanies of the
LES partners to fund the estimted construction costs and
related fuel cycle costs for the CEC?

A No. Although the parent and/or affiliated conpani es of
the LES partners may be financially capable of providing
funds to construct and operate the CEC, there is no evidence

what soever that they are coonmitted to doing so.

In fact, the conmtnent of the parent and affiliated

® Agreenent of Limted Partnership of Louisiana Energy Services,
L.P. (Non-Proprietary) (exhibit "DO 22").

10 ld. Article 4.2 at 15.



conpani es of the various LES partners to any significant
ongoi ng i nvol verent with the CEC has been suspect fromthe
start. For exanple, Duke Power Conpany is the owner of

Cl ai borne Energy Services, Inc. ("CES'), a LES general and
limted partner owning nore than one quarter of LES. '

Not wi t hstanding the role CES has in the LES partnership,
Duke Power Conpany has stated to the North Carolina Uility
Comm ssion, one of its regulators, that it is financially
commtted only during the venture phase of the CEC project:

It is the present intention of Duke to sell or

redeemthe large majority of its share in LES to

such outside investors, perhaps retaining a snal

partnership interest in order to neet NRC

| i censing requirements. '?

Two ot her LES partners, G aystone Corporation and its
subsidiary, Le Paz Incorporated, are owned by Northern
States Power ("NSP'). However, when the M nnesota Public
Utilities Conm ssion submtted questions about the CEC
venture to NSP, NSP took great pains to distance itself from
t he project:

NSP has no liability wwth respect to the urani um pl ant

proj ect because NSP is not a participant in the venture

NSP wi Il determ ne whether or not to participate in the
construction and operation of the plant upon CP

1" LES Project Financial Plan (Non-Proprietary), supra, at
D3 &4 (exhibit "DO 15"). B

12 Duke Power Conpany, "Louisiana Energy Services, L.P.: A
Report to the North Carolina Wilities Comm ssion,” (June 1990)
at 6 (exhibit "DO 23").



i ssuance. Economc factors wll determ ne NSP s

participation, including market analysis, current cost

estimates and projected plant efficiency.®

Furt hernore, Louisiana Power and Light, the third
utility conpany to have a subsidiary as a partner in LES,
has stated that it will not participate in the construction
phase of the CEC. As M. Frank Rives of Louisiana Power &
Li ght not ed:

Ckay, we've put up $1.3 million and this gives us a

"stake' during the joint venture period. If the

project is successful and goes to construction at the

financi ng point, beginning of construction, we wl|

cash out our interest and will not be a partner in the
facility in the construction and operation phases. '

Q Has LES denonstrated that U S. utility conpanies wll
purchase separative work units (SWJ s) fromthe CEC?

A No. LES has provided CANT with only one SWJ purchase
contract. That contract is with Northern States Power, the

owner of two of the LES partners.

Q Wul d i nvestors perceive the fact that LES has only one

| ong-term SWU sal es contract negatively?

A Yes. LES has enphasized in its Financial Mdel that it

13 Northern States Power Conpany (M nnesota), "M nnesota

Public Wilities Commssion Information Requests on Gaystone,"
answer to questions 3 and 6 (exhibit "DO 17").

1 Transcript, Louisiana Public Service Commission Hearing
(Baton Rouge, Louisiana, April 26, 1990) at 45-46 (exhibit "DO
24") .



will sell alnost all of its SWJ s on long termcontract, yet
it has only one such contract.® Investors will be
naturally wary of a venture that to date does not conport
with its own Financial Model.

LES should be Iining up contracts to match its expected
capacity. Urenco does precisely this.' As the Chief
Executive Oficer of Uenco, Ltd., Dr. Klaus P. Messer, has
stated, uraniumenrichnment plants should only be built if
there are contracts for the plant's output.

You don't build an enrichnent plant on a

specul ative basis. It's not like a car plant where

you believe the market will be there so you build

it and then go and sell the cars."'

Accordingly, LES s lack of contracts for SWJWs wll be

a cause for significant concern by potential investors.

Q Has LES specifically identified the source or sources of
fundi ng necessary to pay the cost of constructing and

operating the CEC?

15 LES Financial Mdel, (proprietary) table 3 ("Operating
Revenue Schedul e") at 9-10 (exhibit "DO 25").

16 "Interview with Dr. Kaus P. Messer," Nukem Market
Report (June 1994) at 16 (exhibit "DO 4"); "The New Birth of
Urenco,” Nukem Market Report, supra, at 12 (Exhibit "DO3");
"Qutl ook on USEC, "™ Nucl earFuel, (Cctober 11, 1993) at 4 (exhibit
"DO-5").

1 "Interview with Dr. Kaus P. Messer", supra, at 17

(exhi bit "DO-4").
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A No. In response to a CANT Interrogatory LES stated
t hat | endi ng banks that would provide capital to the CEC

could not be identified. *®

Q Has LES denonstrated that it has reasonabl e assurance of
obtaining the funds necessary to cover estimted
construction costs and related fuel cycle costs for the CEC?

A No. "Reasonabl e assurance" neans actual comm tnents to
fund the project and LES has admtted it does not have any
such commtnents. Even if "reasonabl e assurance" does not
mean actual commtnents to fund, it at |east neans that
there is evidence that potential funders would want to
commt to fund the CEC. But the evidence on this point is
to the contrary.

There are too nany negative factors to reasonably
assunme that investors would be willing to take the risks
involved in funding the CEC. Conpetition of other SWJ
providers, the recent U S./ Russian HEU agreenent (and
potential future HEU agreenents), the dw ndling demand for
SWJ s, and the other conpetitive factors | have nentioned in
my testinony on Contention J mlitate against the
i nvol venent of prudent investors in the CEC project. Even

the Chief Executive O ficer of Urenco, Ltd., Dr. Kl aus

18 Applicant's Response to | ntervenor's 3/ 24/ 94

Interrogatories, (April 15, 1994) at 9.
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Messer, has adnmitted as much in a recent interviewwith a
trade publication

NUKEM Are you confident of getting the financia

support for the LES plant should you decide to build
it?

VESSER: No, we are not. This is due to the unknown
effect the Russian HEU will have on the market. The
USEC wi || be paying about $82 per SWJ. |f the U S.

utilities have access to a substantial anpunt of
material at such low prices, it will hurt us.®

Q What el se | eads you to believe that LES does not have
reasonabl e assurance of obtaining the funds necessary to
cover the estimated construction costs and rel ated fuel
cycle costs for the CEC?

A Restrictions on LES s geographic marketing are not at
all likely to be attractive to investors. Pursuant to
Section 9.2 (c) of the LES Partnership Agreement, LES will
be restricted to the U S. portion of the world market for
SWJ s unl ess the Managenent Committee votes otherw se:

The Partnership shall not market Uranium
Enrichment Services to facilities |ocated outside
of the United States unless otherw se decided by a
Majority Vote of the Managenent Comm ttee, subject
to Section 5.2 (d) hereof.?

And pursuant to Section 5.2 (d) of the Partnership

19 "Interview with D. Kaus P. Messer," supra, at 18

(exhi bit "DO-4").

20 Agreement of Limited Partnership of Louisiana Energy

Services, L.P., at 38 (proprietary) (exhibit "DO 26").
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Agreenent, only the Urenco rel ated partners have the power
tolift this restriction. Only if it is in the interest of
Urenco, a conpetitor of LES, wll LES be able to sel

outside the United States. This Iimting condition on the
CEC wi Il put LES at a distinct disadvantage with all of its
conpetitors. Under this restriction, the CEC wll be
excluded fromthe Far East, the only market expected to grow
much in the foreseeable future. Thus, while producers in
Eur ope and USEC can help their bottomline by conpeting for
extra demand in Japan and South Korea, LES will be faced

with a market which will be shrinking.

Pl ease comment on the debt to equity ratio to be used in
bui I di ng the CEC.

The CEC purportedly will have a debt to equity ratio of
70-30.%* Assuming that this is true, the CEC will have a
difficult tinme in the financial markets. Nuclear power
plants that | amfamliar wth have been constructed (or
attenpted to be constructed) by conpanies with a debt to
equity ratio nmuch closer to 50-50. Furthernore, nuclear
power plants have kilowatt hours as their output, for which
there is usually demand and, at |east for now, such plants
have an exclusive service territory to sell in. In

contrast, a plant like the CEC that is outside of the nore

21 SER at 13-1.
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protected utility market, and which produces a product for
whi ch there is questionable denmand, woul d have trouble
attracting capital at a reasonable price. This lack of a
protected market and questi onabl e demand, when conbined with
an unfavorable debt to equity ratio, nmakes a project even

less likely to get financing.

Q Did Staff feel that 30% equity was adequate?

A Yes, but | believe they are wong. Staff stated that
t he approximately 30 percent equity was positive for the
proj ect because Staff knew of anal ogous projects which
relied on even nore debt -- up to 100 percent.?®  However,
when asked by CANT to identify exactly what other
"anal ogous" projects received 100% fi nancing, the Staff was
not able to provide a single exanple of a nuclear facility
with a 70-30 debt to equity ratio, instead offering only the
exanpl e of a non-nucl ear energy plant that nmay have received
more than 70% debt financing.?® As a consequence of issues
such as safety concerns, operational factors, and escal ating

deconm ssi oning costs, the financial narket treats conpanies

22 "LES's reliance on approximately 30 percent equity is
positive because, by contrast, nmany anal ogous construction projects
rely on 100 percent debt financing." SER at 13-1.

23 NRC Staff's Response to 8/16/94 Interrogatories and
Request For Production of Docunments Pertaining to Contentions B, |
J, KK Q and W Filed by Gtizens Agai nst Nucl ear Trash (Septenber
30, 1994) at 12-13, 36.
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that do not have nuclear energy plants differently from
conpani es that do have nucl ear energy plants. Thus, it was
entirely inappropriate for the Staff to have relied on the
all eged debt to equity ratio for a non-nuclear energy plant
as justification for the debt to equity ratio which LES
proposes for the CEC. Accordingly, there is no evidence
what soever to support the Staff's conclusion that a 70-30

debt to equity ratio is reasonable for the CEC

What is "debt coverage ratio"?

In general, financial ratios, such as "debt coverage
rati os", are used by the investor comunity to neasure the
ri skiness of a conpany. "Debt coverage ratio" in particular
is the ratio of revenues a conpany has, as conpared to the
conpany's required debt paynents. Such a ratio neasures the
ability of a conpany to nmake its contractual interest
paynments. The higher the value of this ratio, the better
able the conpany is to fulfill its obligations to those who
| oaned it noney. For exanple, a ratio of approxinmately 3 to
1 means that the conpany should be able to pay off its
debt hol ders in tinmes of decreased revenues. However, as the
rati o approaches 1 to 1, the risk of the conpany not being

able to pay its debthol ders increases.

Do conpanies with the sane debt coverage ratio pay the sane

15



interest rate?

A No. Sone conpanies are in industries considered nore
risky than others. Therefore, a 3.5 to 1 debt coverage
ratio in one industry nmay correspond to a 2.5 to 1 debt
coverage ratio for a conpany in an industry that is

consi dered safer

Q Do you believe the debt coverage ratio for the construction
of the CEC i s adequate?

A No. According to confidential docunents supplied by
LES, the average debt coverage ratio for the CEC will be
1.54 to 1.?* The average debt coverage ratio for the first
pl ant increment at the CEC will be even worse, at |less than
1 to 1. LES has made many alternative anal yses of its
Fi nanci al Mbdel. Not surprisingly, when LES assunes | ower
SWJ selling prices or higher interest rates in its analysis,
t he average debt coverage ratio for all three increnments of

the CEC falls below 1.5 to 1.

Q Is there a relationship between the debt coverage ratio of a

conpany, and the ratio of debt to equity for a construction

proj ect ?
A Yes. For instance, one can see from LES s Fi nanci al
24 LES Financial Mdel (Proprietary) at 1 (exhibit "DO

25") .

16



Model , that as nore equity is put into the project, the debt

coverage rati o inproves.

Q What is your opinion of the debt coverage ratios in all of
the various alternative anal yses of the LES Financial Mbdel?

A Al nost all of the debt coverage ratios provided by LES
are low. In general, these ratios are so lowthat if this
project were being built by an electric utility conpany, the
bonds woul d be rated bel ow i nvestment grade® -- that is,

t hey woul d be considered quite risky.

Q Whay do you conpare the CEC to the utility industry?

A | refer to the utility industry because this industry
is where al nost all nuclear technol ogy has been offered on
capital markets, and thus the kind of debt coverage ratios
expected of utility conpanies mght be simlar to those
required of the CEC. However, because a utility conpany is
more insulated fromrisk than LES (because there is a demand
for a utility conmpany's product, and because it sells this
product in an exclusive service territory), | would expect
that investnents in the CEC woul d be viewed as nore risky
than investnents in a utility conpany project. That

i ncreased riskiness would require a higher rate of interest

25 "Electric Wilities Financial Ratios Revised," Standard

& Poor' s CREDI TWEEK (Novenber 1, 1993) at 41 (exhibit "DO 297).
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to attract capital, assum ng the debt coverage ratios were
the sane for the CEC and the utility conpany.

Al ternatively, the CEC woul d have to have a greater debt
coverage ratio than the utility conpany to attract capital

at the sane interest rate.

Q What do you concl ude about the debt coverage ratio in the
LES Fi nanci al Mbdel ?

A | conclude that it is so lowthat LES will have to pay
a great deal of interest to attract capital. Substantially
hi gher interest rates make it unlikely that the project wll

be feasi bl e.

Q Has NRC staff comrented on the possibility for success of
the CEC?

A Yes, and here | agree in part with the Staff when they
state:

Because of the potentially |large price-depressing

i npact of Russian LEU sales, the plant runs a high risk

of not being able to cover fixed charges (including

an equity return). 2

The CEC is a risky project and investors will be
unlikely to provide the funds for it's construction or

operation at the interest rate that LES assunes in its

26 Fi nal Envi r onment al | npact St at enent for t he

Construction and Qperation of daiborne Enrichnment Center, Honer
Loui siana, U. S. Nucl ear Regul atory Comm ssion, August 1994 at 4-85.
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Fi nanci al Mbdel . ?’

Do you believe that, because LES has utility partners that
are capable of utilizing all of the production fromthe
first phase of the CEC, this denonstrates that LES has
"reasonabl e assurance of obtaining the funding necessary to
cover the costs and related fuel cycle costs" for the CEC?
No. LES will not be able to build the first increnent
of the CEC prem sed on the sale of the output exclusively to
LES partners, and then decide later if they want to go
forward and build the rest of the plant. | have prepared a

table, exhibit "DO27," to denpbnstrate this.

Pl ease explain the assunptions that went into creating
Exhi bit "DO 27".

Exhibit "DO 27" utilizes data fromthe "inputs and
assunptions” in the LES Financial Mdel. The exhibit
assunmes that LES will imrediately construct only the first
500, 000 SWU i ncrenent of the planned three increnents of the
CEC, leaving LES the option to expand to full production at
a later date. Under this scenario, the CEC woul d produce
just the output that LES assunes will be purchased by

affiliated conpanies. The first increnment of the CECis

27 LES Financial Mdel (Proprietary) at 1 (exhibit "DO
25") .
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assuned to produce until the year 2017, when the decision to
replace centrifuges will be nade.

The results of analyzing this scenario denonstrates
that building the CEC | arge enough only to serve the LES
partners would result in the production of SWJ s at such
high unit costs that the CEC woul d be non-conpetitive.

Thus, building the CEC in stages, as Urenco seens to do in
Europe, is not an option for LES. The high SWJ costs woul d
produce prices for LES s utility partners that would
undoubtedly be rejected by the Public Utility Comm ssions

whi ch regul ate these partners.

Pl ease explain the entries in Exhibit "DO 27"

Exhibit "DO 27" utilizes data contained in LES s "base
case" Financial Mdel |abeled (FPML1A94). In ny table, the
first grouping of rows is devoted to production and revenue.

The next three groupings are devoted to Production,
Adm ni strative, and Capital costs. The bottomrows produce
figures for total costs and total costs per SW.

More specifically, rows 8-26 of the table denonstrate
out put and sales. M assunptions are simlar to those of
LES,?® in that inventory is built up during the first year
and sales of SWJ s begin in the year 2000. The inventory is

drawn down over the life of the plant. Sales on the spot

28 1d. at 9 & 10.
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mar ket are approximately the sane percentage as LES
assumes® in its Financial Mdel runs. SWJ prices are the
sane as assuned by LES in the "base case" of LES s Fi nanci al
Model . *°

The second groupi ng of rows (31-62) cover production
costs. Labor costs are divided by LES into "base | abor

"31 | assume that the base

force" and "variable | abor force.
| abor force is required to run the plant no matter how many
SWJ s are produced. Since only one third of the planned 1.5
mllion SWJ s are produced, | assign only one third of the
vari abl e | abor costs. Simlar assunptions are nmade for
electricity, maintenance, tails containers, and tails
di sposal fund. The production costs are totalled in row 66,
| abel l ed "Total Production Cost."

Adm ni strative costs are assuned to be nore or |ess
fixed so | use the sane figure LES does.®* Deconm ssi oni ng
costs are assuned to be one third of those in LES s "base

case" nodel , %3

and are spread over the total years of
production rather than being allocated to the |ast year of

production. These costs are totaled in row 84, |abeled

29

o

30

o

31

at 11 & 12.

32

o e |

33

o
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"Total Production, Adm nistrative, and Deconm ssi oni ng
costs. "

Capital costs are based on all those costs allocated to
increnment 1, along with sonme of the building costs for the
other two increments. Row 93 is the total of all costs,

i ncluding capital costs, and row 97 gives the costs per SW.

What do you conclude fromthe data in Exhibit "DO 27"?

The exhibit shows a cost of nore than $164 per SWJ in
the year 2000, rising to a cost above $300 per SWJ in 2016
and 2017. This cost is so high as to make the option of
building the first unit of the CEC prem sed on sal es
exclusively to LES partners, and then going forward as new
orders are secured, untenable. These high SWJ costs woul d
produce prices for LES s utility partners that would
undoubtedly be rejected by the Public Utility Comm ssions
whi ch regul ate these partners.

Because this option is precluded (the CEC nust produce
nmore than 500,000 SWJ s per year to be profitable), LES nust
attenpt to build a facility that produces nore out put.
However, | have already shown that a larger facility (i. e.,
at LES s projected maxi numoutput of 1.5 mllion SWJs) wll
not be financially viable either. Because of the CEC s high
debt to equity ratio and poor debt coverage, investors wll

not be found at reasonable interest rates. Substantially
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hi gher interest rates make it unlikely that the project wll
be feasible. Thus, a smaller plant produces SWJ s that are
too expensive, and a | arger plant, when investors recognize
the risks, will produce interest rates so high that SWJ

costs will also be too high.

In short, do you believe that LES has denonstrated that it
"possesses or has reasonabl e assurance of obtaining the
funds necessary to cover the estimted construction costs
and rel ated fuel costs" for the CEC?

No. To begin with, there is no need for the output of
the CEC, and this fact in and of itself nmeans that it is not
reasonable to assune that investors will take the risks
associated with funding the CEC venture. And because the
LES partners thensel ves do not have the necessary funds,

t hey are dependant on investors.

Further, LES has not shown a conm tnent by the parent
and affiliated conpanies of the LES partners to contribute
equity capital to the CEC venture; in fact, one LES partner
(LP&L) has specifically said that it will not commt to the
construction of the CEC, and one affiliated conpany of an
LES partner (Duke Power Conpany) has said it wll sell or
redeemthe large majority of its share of LES.

LES has failed to specifically identify lenders willing

to commt funds to the CEC.
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LES has only one SWJ purchase contract, out of the many
that would be required to utilize the capacity of the CEC

The CEC project is highly | everaged (nuch nore debt
t han equity) which, when conbined with a paltry debt
coverage ratio and the possibility of [ower SWJ prices, wll
result in interest costs that are nuch hi gher than assuned
in the LES Financial Mdel, and are so high that the CEC
project will not be feasible. Such sanguine assunptions in

a Financial Mdel wll be very unattractive to investors.

Does that conclude your testinony?

Yes it does.
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UNI TED STATES OF AMERI CA
NUCLEAR REGULATORY COWM SSI ON

BEFORE THE ATOM C SAFETY AND LI CENSI NG BOARD

Bef ore Adm ni strative Judges:
Thomas S. Moore, Chairnan
Richard F. Col e
Frederick J. Shon

In the Matter of Docket No. 70-3070-M
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(d ai borne Enrichnment Center) Mat eri al License)

N N N N N N N

TESTI MONY OF DAVI D E. OSTERBERG
ON BEHALF OF CI TI ZENS AGAI NST NUCLEAR TRASH
REGARDI NG CONTENTI ONS J. 4 AND K

Q Pl ease state your name and busi ness address.
A My nane is David E. Osterberg. M address is 318
Second Avenue North in M. Vernon, lowa. | ama partner in

the firmof Osterberg and Sheehan, Public Uility

Econom st s.

Q Pl ease descri be your educational and professiona
backgr ound.

A After graduating with a Bachelor of Arts degree in
econom cs from Washington State University, | attended the
Uni versity of Wsconsin-Madi son where | earned a Masters

Degree in econom cs, another in water resources nmanagenent,
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and a third in agricultural economcs. | was an instructor
of econom cs at the University of Wsconsin-Geen Bay and
assi stant professor of econom cs and busi ness at Cornell
College in lowa. | am presently adjunct associ ate professor
in the Geography Departnment at the University of |owa as
wel | as a consul tant.

Until January 1995, | was an lowa State Representative.

During ny 12 years in the lowa General Assenbly | served

terms as chairman of the Commttee on Agriculture, as well
as chairman of the Energy and Environnmental Protection
Committee. Wiile in the General Assenbly, | was a nenber of
the lowa Energy Policy Council and a nmenber of the
Agricul tural Energy Managenent Advi sory Council.

A summary of ny professional qualifications and
experience is provided in exhibit "A" to this testinony,

which is incorporated herein by reference.

Have you ever testified in an admnistrative proceedi ng?
Yes. | testified at the request of the Florida Public
Service Comm ssion staff in that state's Hearings on the

federal Public Utility Regulatory Policy Act definition of

"cost of service." | also testified for the staff of the
|l owa State Commerce Conmm ssion on the sanme subject. | have
testified before regulatory commssions in lowa, Illinois,

| ndi ana, Sout h Dakota, South Carolina, Tennessee and New
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York for various clients. | have worked for the Nebraska
Energy O fice and the Oraha Public Power District. | was

al so part of an energy study for the state of M ssouri.

Q VWhat is the purpose of your testinony?

A | will address Contentions J.4 (need for the facility)?* and
K (no-action alternative)® filed by Ctizens Agai nst
Nucl ear Trash (" CANT").

The purpose of ny testinony is to discuss ny concl usion
that the analysis of the need for the proposed C ai borne
Enrichnent Center ("CEC') is inadequate, and that the
di scussion of the no-action alternative as required under
the National Environnmental Policy Act ("NEPA') has all but
been i gnored.

My testinmony on Contention Q (which pertains to
financial qualifications) relates to ny testinony herein
regarding the alleged need for the CEC. In short, because
there is no need for additional uraniumenrichnment capacity,
and because Loui siana Energy Services, L.P. ("LES') may very
well not be able to successfully conpete with other SWJ
suppliers, it is not reasonable to assune that investors

will be willing to take the risks associated wth financing

34 Ctizens Against Nuclear Trash's Contentions on the

Construction Permt/ Qperating License Application for the d ai borne
Enri chnment Center, (Cctober 3, 1991) at 36-37.

%5 1d. at 41-42.
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the CEC at reasonable interest rates.

What materials did you review in preparation for your
testi mony?

| reviewed the Environnental |npact Statenent ("EIS");
the Environnental Report ("ER'); the Safety Eval uation
Report; NEPA regulations, 42 C.F.R 1500 et seq.; NRC
regulations, 10 CF. R Part 51, including Subpart A
Appendi x A; data fromthe Energy Information Adm nistration
of the U S. Departnent of Energy; industry publications;
econom c papers and texts; and conversations with other

experts.

I n what respects do you find the consideration of the
al | eged need for the CEC to be inadequate?

LES asserts that the "fundanental case [or "need"] for
the CEC is that [the CEC] can and will conpete on econom c
grounds . . . ." LES Project Financial Plan at 5. However,
as set forth in ny testinony pertaining to Contention Q
there are serious doubts about LES' s ability to do just
t hat .

Further, in the EISit is asserted that there is a
"need for an additional market conpetitor in the U S

ElIS at 1-5. Fram ng the discussion of need for

the CECin these terns is inappropriate for three reasons.
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First, the discussion fails to acknow edge that supply and
demand conditi ons denonstrate no need for new Separative
Wrk Units (SWJ s). Second, the discussion is deficient
because it assunes that there is a donestic market for SWJ s
whi ch needs additional conpetition when, in fact, the market
for SWW s is international and is already very conpetitive.
Third, the discussion fails to acknow edge that the CEC
would interfere with United States policy on di sarmanent and

nucl ear non-proliferation.

Q Pl ease explain the first part of your analysis on the need
i ssue.

A The supply of SWJ s is generally acknow edged to be
greatly in excess of any reasonable need for this product.
The Energy Information Adm nistration ("EIA") of the U S.
Department of Energy collects data on nost aspects of the
nucl ear industry. The EIA's nost recent report on nucl ear
energy states the followng: "[t]he current worldw de
enrichment capacity of 46.7 mllion SWJ is nore than enough

to meet the expected demand."3°

One year earlier, the EIA
was even nore frank about the | ack of need for SWJ s

stating, "[c]learly, wth capacity far in excess of annual

36 "Wrld Nuclear CQutlook 1994," Energy Infornmation
Adm ni stration, DOE ElA 0436(94) (Decenber 1994) at xi (exhibit
"DO1").
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requi renents, the enrichment services market is highly
conmpetitive."3 Qher industry sources also acknow edge the

overcapacity of uraniumenrichnent in the world.?®

s the present capacity to produce SWJ s decreasing so that
the over-supply wll soon be used up?

No. In fact the capacity to produce SWJ s has been
increasing, and that will provide nore conpetition for the
proposed CEC. Japan is expanding its SWJ output. Urenco,
one of the LES partners, has expanded its European output of
SWJ s and has plans to expand nore. These announced
expansi ons, according to the EIA wll increase SW out put
from46.1 nmillion in 1992 to 47.1 in 1995. %

Further increases in SWJ capability are al so possible.
Urenco and Eurodif have | aunched a study to determ ne the
feasibility of using Urenco' s gaseous centrifuge technol ogy
to help Eurodif expand capacity. Gaseous centrifuge

technology is better suited than gaseous diffusion

technology for enriching Eurodif's recycl ed nuclear materi al

87 "World Nuclear Capacity and Fuel Cycle Requirenents

1993, " Energy Information  Adm nistration, DOE/ EI A 0436(93)
(Novenber 1993) at xi (exhibit "DO 2").

at

38 "New Birth of Urenco," Nukem Market Report, (June 1994)

8 & 9 (exhibit "DO3"); "Qutlook on USEC " Nucl ear Fuel

(Cctober 11, 1993) at 2 & 4 (exhibit "DO 5").

39 "Wrld Nuclear Capacity and Fuel Cycle Requirenents

1993," supra, table 16, at 33 (exhibit "DO 2").
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into fuel.?

China is also thought to be entering the
international market with additional anpbunts of SWJ to
sell.* In addition, Russia's effective capacity has
recently grown as it has converted mlitary SW production
to donestic purposes, and Japan nay expand output beyond its

pl ans for 1995, %

Q Does this behavior inply that there is econom c
justification for expanding SWJ capacity in general ?

A No. Alnost all of this expansion is directed by
specific policy considerations within each country
mentioned. For exanple, nost of these countries, unlike the
U. S., do not already have enough capacity for their donestic

SWJ denand.

Q VWhat has been happening to the demand for SWJ s?

A Demand for SWJ s depends on the nunber of reactors
requiring nuclear fuel services. Estimating the nunber of
t hese reactors has suffered fromextreme optimsm  For

exanple, as recently as 1973, the Atom c Energy Conmm ssion

40 "Interview with Dr. Kaus P. Messer", Nukem Market
Report, (June 1994) at 19 (exhibit "DO4").

at "Qutl ook on USEC," NuclearFuel, supra, at 4 (exhibit
"DO5").

42 | d.
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("AEC') testified that by the year 2000 U.S. conmmerci al
nucl ear reactors would total 1,200,000 negawatts. In fact,
however, this is nore than ten tinmes what we will actually
see on that date.?®

More recently, demand for SWJ s has fallen as planned
nucl ear plants have failed to conme on line in the US. In
addition, at the end of 1993, a noratoriumor slowdown in
construction of nuclear units was in effect in thirteen
countries.* As demand for new nucl ear capacity decreases
so does the demand for the SWJ s to provide the fuel for
t hat capacity.

Mor eover, the EIA worl dw de estimates for new nucl ear
capacity have been revised downward over tine. EIA s 1994
estimates reduced its previous year's "H gh Case Capacity
Projection” for the year 2010 by 17 G gawatt-El ectric
(Gne).* The sanme ElA publication's "Low Case Capacity
Projection” has world capacity increasing by only 0.3

percent per year (from338.1 GM in 1993 to 354.7 GM in the

3 Charles H Mntange, "The Federal U anium Enrichnent

Program and the Criteria and Full GCost Recovery Requirenents of
Section 161 of the Atomc Energy Act," Journal of Mneral Law &
Policy, University of Kentucky College of Law, (Vol. 2, No. 1,
1986-87) at 22 (exhibit "DO6").

44 "World Nucl ear Qutlook 1994," supra at ix (exhibit "DO
5").

45 ld. at x.
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year 2010).

Furthernore, even EIA's "Low Case Capacity Projection”
fails to recogni ze the recent actions by the Tennessee
Vall ey Authority ("TVA").

On Decenber 12, 1994, the Tennessee Vall ey

Aut hority (TVA) made an announcenent that they are

hal ti ng construction of three nuclear power units

-- Bellefonte 1 and 2, and Watts Bar 2. TVA

indicated that they will consider conpleting the

units if partners can be found to help the
financing. However, TVA is not optimstic that

interested partners will be found. *

Thus, because EIA' s 1994 figures do not take into
account this recent action by the TVA, EIA s denmand
estimates are high by approximately 3.6 GN (1.2 GMN per
plant) and so are EIA's estimated demands for SWJ s for
these plants. This action by the TVA probably neans that
after Watts Bar 1 is conpleted, no new nuclear units wll
come on line before the year 2010. (Three other plants,
still in the pipeline, were on "indefinitely deferred"
status even before the recent decision by TVA and so were
not included in either of EIA' s high or | ow case

proj ections.)*®

46 ld. at ix.

47 1d. (appendant to this publication.)

48 ld. at 10. The plants are Washington Public Power
Supply Systemls WNP 1 and 3 wunits, and Jdeveland Electric
Illum nating Conpany's Perry 2 unit.
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Besi des being high by 3.6 GV (as a consequence of
failing to take into account the recent TVA cancell ations),
El A nucl ear capacity estimates are al so high because they do
not take into account early retirenment of nuclear reactors.
Fourteen U.S. nuclear reactors have been either prematurely
retired or reached a pernmanent non-operating state,

i ncluding six since 1988. Three units were canceled in |ess
than a year's tine (February 1992 to January 1993).* Many
nore plants could be deconm ssioned early because of slack
el ectricity demand and surplus generating capacity.®® In
short, although El A estimates have finally been revised
dowmnward to a very significant extent, even these estinmates

still remain too high

Q Have ot her organi zations revised their estimtes of the need

for SWJ S in the past?

A Yes. In its 1994 report, Energy Resources
International, Inc. ("ERI"), whose 1991 estimtes were cited
49 Energy Information Admnistration, "Monthly  Energy

Revi ew, " (Novenber 1994) at 107 (exhibit "DO7"). Retired plants
according to the EIA include, Peach Bottom 1, Indian Point 1
Hunbolt Bay, Dresden 1, LaGrosse, Fort St. Vrain, Yankee Rowe, San
Onofre 1, and Trojan. This list does not count Shippingsport,
Hanford-N, Three Mle Island-2, Shorham and Rancho Seco, all of
which still retain operating |icenses, although it is very doubtful
that any will ever generate another kilowatt-hour of electricity.

>0 Aging Nucl ear Power Plants: Managing Plant Life and

Decomm ssioning, (U S. Congress Ofice of Technol ogy Assessnent)
(Septenber 1993) at 75 (exhibit "DO 28").
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in the Final Environnental Inpact Statenent for the CEC, has
decreased its worldwi de SWJ requirenent by alnost 40 mllion
SWJ s for the 1994-2005 period.> These decreases reflect
international and not U S. conditions. Still, if LES
depends upon ERI as an estimator of SWJ demand, such a | arge
reduction in estimates occurring over such a short period
should inform LES that demand estimates will not hold still
even over the period of tinme required to build an enrichnent

pl ant .

Q Do you accept the ERI U. S. estimtes?

A No. First, although ERI's 1994 donestic U. S. SW
demand i s approximately one percent |ower than El A s,
(apparently because ERI did not expect that the three TVA
pl ants would be built) ERI's estimated demand for SWJs
continues to rise over tine. Thus, it seens that ERl does
not expect to see early cancellations of presently producing
U.S. nuclear plants of the magnitude generally antici pated.

Many financial anal ysts expect the cancellations to be

2

substantial,® and | agree with those anal ysts.

>t "World Nuclear Qutlook 1994," supra, (table 31 at 57);
see also, FEISat 1, 6 & 7 (exhibit "DO1")

52 "Should Investors Be Concerned About Rising Nuclear
Pl ant Decomm ssioning Costs?", Shearson Lehman Brothers Electric
Uilities Commentary, (Vol. 3, No. 1, January 6, 1993) Executive
Summary at 1 (exhibit "DO9").
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Q Pl ease explain the issue of Operations and Mi ntenance
("O&M') costs and why this could lead to early retirenment of
currently operating nuclear units.

A Nucl ear plants generally have higher capital costs than
fossil fuel plants. They can be conpetitive only if their
operations and mai nt enance costs ("QO&M') (i ncluding fuel
costs) are lowin relation to the O&M costs (including fue
costs) of fossil fuel plants. Low nuclear O&M costs was the
expectation of utilities who invested in nuclear plants.

However, starting in about 1987, the costs of O&M
i ncluding fuel for nuclear plants, began to exceed the costs
of nuclear technology's main fossil fuel conpetitor -- coal-
fired plants -- and, while O&M costs for nuclear plants have
begun to fall recently, they renmain above those of coal

pl ants. 3

Thi s econom ¢ setback for nucl ear power may
result in several nore nuclear plants being prematurely

t aken out of service.?

>3 "World Nucl ear Qutlook 1994," supra, at 39 (exhibit "DO
1").

>4 Id. at 39, 40 & 43; Mark Gelecki and James G Hew ett,
"Comrercial Nuclear Electric Power in the United States: Problens
and Prospects,” Monthly Energy Review, Energy Information
Adm nistration (August 1994) at 4 (exhibit "DO 10"); Shearson
Lehman Electric Wilities Comentary, supra, Executive Summary at 1
and text at 3 (exhibit "DO 9"); National Research Council, Nucl ear
Power : Technical and Institutional Options for the Future,
(Nati1onal Acadeny Press 1992) at 2 (exhibit "DO 11").
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Q Coul d changes in historic utility regulation lead to early
retirement of sone nuclear plants?

A Yes. The present regul atory system has been chal | enged
by the concept of "Integrated Resource Planning" ("IRP").
State Public Utility Conm ssions are asking the utilities
they regulate to show how t hey can produce energy services
nmost cheaply, conparing various ways of producing kil owatt
hours with various nethods of mani pul ati ng demand, so the
sanme final services can be attained at |owest cost.

The fact that they would be subject to the anticipated
| RP cal cul ati ons nmay have played a part in TVA' s apparent
abandonment of three new units. |RP calculations wll also
play a role in the decision to re-power unit 1 at TVA's
Brown's Ferry conpl ex. *°

Whet her IRP is mandated by utility regul atory
conmi ssions, or instituted by individual utilities, the
process can lead to premature cl osing of expensive pl ants--
of ten nuclear plants. By engaging in the |IRP process,
utility conpanies are likely to find they have cheaper
alternatives to continuing to produce electricity with their

present nuclear units.

% "World Nucl ear Qutlook 1994", supra, at 9 (exhibit "DO
1"). E—
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Q You have stated that changes in historic utility regul ation
mght lead to early retirenment of sone nuclear plants.
M ght non-regul atory pressures lead to the sane result?

A Yes. The expected, and by sone feared, conpetitive
wind that is blowing through the utility industry is likely
to put additional pressures on utilities with high cost
pl ants. For exanple, a practice known as "retail wheeling"
whi ch creates direct conpetition anong all utilities instead
of relegating each conpany to an excl usive service
territory, wll provide such non-regul atory pressure.

Retail wheeling allows utility custoners to purchase
electricity fromany utility conmpany, not nmerely the utility
conpany that has traditionally served them If retai
wheel i ng becones a reality (it is currently being tried in
California and M chigan), investnents in nuclear capacity
are likely to become "stranded" by the conpetition.®® If
power plants owned by a utility cannot conpete with

kil owatt-hours of electricity that may soon be legally

shi pped (wheeled) into their fornmerly exclusive utility
territory, these high cost units will be shut down. To the
extent that a nuclear plant nay be one with high O&M costs,

conpetition may well lead to its early shutdown.

%6 Charles M Studness, "Stranded What, Exactly?" Public
Wility Fortnightly, (Decenber 1, 1994) at 42 (exhibit "DO 12M).
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Q Do you conclude that both changes in regul ati on and changes
in conpetition within the electric utility industry
could lead to early retirenent of nuclear units?
A Yes. | agree with many financial analysts who expect
that there will be a nunber of early retirenents of nuclear
plants. A Lehman Brothers Electric Utilities Conference
held in late 1992 produced the follow ng summary statenent:
In the next few years, we expect econom c pressure to
continue to grow on margi nal nuclear units due to
enact nent of the Energy Policy Act of 1992 which is
i ntended to pronote devel opnent of an independent power
i ndustry and conpetition in the wholesale electric
mar ket. Al so, nuclear plants nust continue to pass
econom ¢ nmuster as nore states inplenent integrated
resource planning processes which will put utilities
wi th high operating costs at a conpetitive
di sadvant age. °’

Such retirenments will lead to a decrease in the demand for

SWJ s in the United States.

Q WIIl specific events in the life of a particular plant also
have an effect on early retirenment of that plant?
A Yes. A large repair at a nuclear power plant nay set
the stage for the early retirenment of that plant. Trojan
was deconmm ssioned early because of a steam generator

8

probl em whi ch woul d have lead to a major repair.®® Large

>7 Shearson Lehman Brothers Electric Wilities Commentary,

supra, Executive Summary at 1 (exhibit "DO 9").

%8 "Portland CGE Says dosing Trojan WAs Least- Cost
Decision,” Public Wility Fortnightly, (February 15, 1994) at 11 &
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repairs, especially in light of new regul atory and
conpetitive pressures in the electricity generation market,
Wi ll no doubt lead to nore early decomm ssi oni ngs.

Because of conditions in the electric production
mar ket, any conpany with a reactor that experiences a
problemrequiring a major repair, may find it reasonable to
take that plant out of service. |In short, the new
conpetitive reginme, or the continuation of regulation nore
or less on the sane terns that U S. utilities are used to,

both lead to the likelihood of reduced denmand for SWJ s

Q Isn'"t the possibility of early retirenent of plants just
specul ation on your part?

A No. While | amnot prepared to tell you exactly which
nuclear units will not be generating power in say, the year
2005, the fact that several plants have been taken out of
service has |led financial analysts and energy experts to
predict that there will be fewer than 110 nuclear units in
the United States on that date.® Al conpanies presently
producing SWJ s for these reactors nust consider the
possibility of | ess demand for their services, but an

enrichnment plant that has not yet even been built nust

12 (exhibit "DO 13").

%9 Shearson Lehman Brothers Electric Wilities Commentary,

supra, Executive Summary at 1 (exhibit "DO9").

43



incorporate this evidence into its financial plan. It is
very likely that this possibility would di ssuade a
reasonabl e investor fromproviding capital for a new

facility such as the CEC

Q Up to this point you have di scussed existing nuclear plants.
Isn't it true that new environnental requirenents as well as
gromh in electric demand will nake new el ectric produci ng
capacity necessary?

A Capacity additions wll take place, but this capacity
will nost likely conprise smaller production units which
have shorter construction lead tinmes. Furthernore, in order
to avoid em ssions problens, these units are likely be gas-
fired or use alternative power sources such as wind.®
Uility managers have recently been touting the advantages
of gas turbine generating units that can be brought on in
increments of 40 to 150 MM as an alternative to | arge base

| oad coal or nuclear units.?®

Most inportant, efficiency -- i.e., producing
"negawat ts" instead of kilowatts -- will be responsible for
60 Annual Energy Qutlook 1994: Wth Projections to 2010,"

Energy Information Admnistration, DOE/ El A-0383(94) (January 1994)
(exhibit "DO-8") at 7, 174-75 (exhibit "DO8").

61 Charles E. Bayless, "Less is Mre: Wiy Gas Turbi nes
WIl Transform Electric Wilities,” Public Wility Fortnightly,
(Decenber 1, 1994) at 22 (exhibit "DO 14™).
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a large share of the energy services in the future. As with
early retirenents, either the adoption of IRP or retai
wheeling will greatly reduce what little incentive there

m ght be to build new nucl ear power additions.

Q Wul dn't these concerns you cite above target all |arge
central station steam generating plants, not specifically
nucl ear plants?

A Only to a degree. The future of electricity generation
is not with long-lead tinme, high capital cost production
units. The future is with small, gas-fired units,
alternative energy plants, and efficiency. Fewer |arge
coal -fired and nuclear plants will be built. However,
percei ved safety issues, problens of nuclear waste disposal,
and the high OM costs of many present nuclear plants wll
make nucl ear technol ogy nmuch less |ikely than coal
t echnol ogy. ®

Furthernore, utility conmm ssions have treated overly
| arge additions of nuclear and fossil-fueled capacity quite
differently. D sallowances of cost recovery due to
determ nati ons of excess capacity, inprudence and rel ated
matters kept over $14 Billion of nuclear capacity out of

rate bases during the 1980's. Wile the sane regul atory

62 Mark Gelecki and Janmes G Hewett, supra, at 1
(exhibit "DO 10"). —

45



treatment was sonetines neted out to coal plants, the tota
amount was |ess than a billion dollars.® This disallowance
of recovery of costs has nmade further investnents in nuclear
power plants far fromlikely. A commttee of the National
Research Council determ ned:

Billions of dollars in disallowances of recovery

of costs fromutility ratepayers have made

utilities and the financial comunity |eery of

further investnents in nuclear power plants.®

Q Even if the total demand for SWJ s is shrinking, could a
| ow- cost producer still take part of the market from other
est abl i shed producers?

A Even with the over supply of SWJ capacity, it is
possible for a very |low cost producer to find a share of the
mar ket. However, LES is unlikely to fill that role because,
even assum ng that the CEC woul d have | ow production costs,
it will be carrying the heavy capital costs of an
undepreciated plant. In contrast, current SWJ producers al
carry lesser capital costs because all of their older plants
are partially or fully depreciat ed.

Thus, the Russians are likely to continue to be the
| ow- cost producer of SWJ s. Urenco, which uses simlar

technol ogy to that proposed by LES, can produce nore cheaply

63 Nucl ear Power: Technical and Institutional Options for
the Future, supra, table 2-8 at 40 (exhibit "DO 11").

64 ld. at 2.
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than the CEC frompartially depreciated plants in Europe.
Eurodif will likely continue to conpete using its ol der
gaseous diffusion plants. And the USEC plants, which are
quite old and are fully depreciated, will continue to be
conpetitive as they do not carry a |large burden of capital

costs that nust be anorti zed.

Q What costs are relevant to an already established plant as
opposed to a yet-to-be built plant?
A It is critical to understand that, while the already
constructed plants of LES s conpetitors can be expected to
continue to produce as |ong as sonething above margi nal costs is
bei ng covered, this is not true for the CEC. The NRC staff seens
to have gotten this fundanmental econom cs principle conpletely
wong.® The CECis not built yet, so it is not |ow O8M costs
that dictate whether the CEC has the ability to successfully
conpete; it is the CEC s total costs -- including paying all of
its lenders -- that will determne the CEC s ability to
successfully conpete. Logic dictates that even with | ow O&M
costs, the CEC is unlikely to be a successful conpetitor with

ot her conpani es who do not have such heavy capital costs.

65 Safety Evaluation Report for the daiborne Enrichnent

Center (January 1994) at 13-5. The NRC Staff conpares the
projected O8M costs for the CEC to the &M costs for currently
produci ng plants, when the conparison should be: the projected OM
costs for the CEC and the CEC s capital costs, as conpared to the
&M costs for currently producing plants.
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Q W1l security of supply give LES an advantage with U. S.
utility conpani es?

A No. LES alleges that it will be able to take part of
the market from ot her established foreign producers,
especially the Russians, because U S. utilities desire a
stabl e domestic source of SW s.® However, if stable
donmestic supply is of interest to U S. electric utilities,
the USEC already exists to fill that role. The USEC can be
expected to be a fierce conpetitor to LES (as it is to the
ot her current market participants) if LES ever begins to
produce SWJ s.

Further, it has been docunented that the CEC has
"di sadvant ages” rather than "advantages"” in the eyes of many
US wutility conpanies. For exanple, it is the USEC that
has a big advantage as the marketer of the recently

conpl et ed Russi an HEU agreenent . ®’

That agreenent al one,
which runs for twenty years, will hurt a yet-to-be-
establ i shed conpetitor |like LES. The chief executive
officer of Urenco (an LES partner and a conpetitor to USEC),
has stated that USEC has made it difficult for LES to secure

SWJ contracts.

66 LES Project Financial Plan (Non-Proprietary) (revised
Decenber 22, 1994) at D9 (exhibit "DO 15").

67 "Qutl ook on USEC," NuclearFuel, supra, at 7 (exhibit
"DO5").
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Due to the HEU deal, and the foundi ng of USEC, Anerican
utilities just are_ not prepared to commt thensel ves
[to buy from LES.]°®
Furthernore, the experience that the USEC gains in
mar keti ng Russian HEU wil| prepare the USEC to sell the
| arge stocks of U S. HEU which nost likely wll be
downbl ended i nto nucl ear plant fuel for many years into the
future, as a consequence of the end of the cold war. This
downbl ended U.S. HEU coul d fuel nuclear reactors for
decades. Wile the possibility that this new source of
SWJ s wll cause aggravation to already existing producers,
this "di sadvantage"” to potential producers |ike LES who have
not even entered the market coul d be devastating.
In short, the USEC provides a stable source of SWJ s

and is a vigorous conpetitor with other worl dw de

producers. °°

Q Your second mmjor point under need is that there is no
"donestic" as opposed to an "international" market for

SWJ s. Please explain this.

A The U. S. Governnment Accounting Ofice ("GAO') has

68 "Interview with Dr. Kaus P. Messer," Nukem Market
Report, supra at 17 (exhibit "DO 4").

69 Further into the future, the Atonic Vapor Laser |sotope
Separation ("AVLIS") process would give the USEC the technology to
upgrade its present plants -- although this may not even be

necessary, since abundant anmounts of HEU are available for
downbl endi ng.
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docunmented that the market for SW s is international.”
The pricing policy of DOE from 1984 until it relinquished
its duties as SWJ seller to USEC, denonstrates that the U S.
mar ket is not protected frominternational conpetition. In
1984, the Utility Services Contract ("USC') which is a 10
year requirenents-based contract, was instituted by DOE to
give utilities the option to fill up to 30%of their SW

needs on the spot market.’

This was a direct response to
conpetition. Further, DCE initiated incentive prices in
1987 as a neans to mai ntain DOE (now USEC) market share, in
the face of increasing worldwi de conpetition.” 1In short,
al t hough the DOE once nmi ntained a nonopoly position as the
worl d supplier of SWJ s, that has conpletely changed and the
mar ket is now conpetitive and worl dw de.

Uility conpanies know the nmarket is international. In
1988 Northern States Power, which is affiliated with one of

the LES partners, Graystone Corporation,” filled nost of

its SWJ needs on the spot market. A large share of that

70 "Uranium Enrichnent: Congressional Action Needed to

Revitalize the Program" Report to Congressional Requesters
(Qct ober 1987) (exhibit "DO 16").

n "Qutl ook on USEC," NuclearFuel, supra, at 8 (exhibit
& | d.

& G aystone Corporation is a wholly-owed subsidiary of

NRG Group, Inc., and NRG Goup, Inc. is a wholly-owned subsidiary
of Northern States Power Conpany.
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mar ket was Sovi et produced SWJ s.’™ Because the market is

i nternational and depends on the supply of all the current
producers of SWJ s as well as the various alternatives to
new SWJ production, events outside the U S. will have great

i npact on the CEC venture. Current enriched urani um
inventories, m xed oxide fuel ("MOX"), future exports from
Russia, further HEU deals fromthroughout the forner Soviet
Union, as well as the utilization of reprocessed material,
will all ensure that the SWJU market will remain oversupplied

for a very long time.”

Q Do you have other comments on the way the issue of need is
defined for the CEC?

A LES has conjured up a very narrow, artificial
definition of need ("need for an additional donestic
conpetitor”) sinply to justify the CEC project, but that
definition does not reflect world market conditions for
SWJ's. There is no such thing as an exclusively donestic
market. There are donestic conpani es who need to purchase
enrichment services, but those conpanies do not limt their

purchases to the United States -- they buy worldw de. And

“ Northern States Power Conpany (M nnesota), "M nnesota

Public Wilities Commssion Information Requests on Gaystone,"
answer to question 12 (undated) (exhibit "DO 17").

» "New Birth of Urenco," Nukem Market Report, supra at 9
(exhibit "DO 3").
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as has been shown above, the worl dwi de market for SWJ s is
hi ghly conpetitive and will continue to be so for the

f oreseeabl e future.

Your third point regarding the "need" issue is that the CEC
woul d have a detrinental effect on nuclear non-
proliferation. Please explain.

The U.S./Russian Hi ghly Enriched Urani um agreenment w ||
renmove 50 netric tons of bonb-grade material from storage
t hat otherw se m ght have found its way into hands bent on
making it into bonbs. Avoiding this scenario in and of
itself ought to be sufficient reason for the U S. governnent
to pay nearly $12 billion to acquire this material .
Accordingly, even if the HEU were sinply to be bl ended down
and stored in the U S. rather than in Russia, in an ideal
worl d there would be reason to go forward. However, in the
real world, where econom c incentives make or break deal s,
it is obvious that a ready market for this material as a

fuel for commercial nuclear plants is essential.

Does the initial price of the downbl ended SWJ s ($82.10)
gi ve the Russi an governnent an incentive to reduce their HEU
stockpi |l e?

Because the Russians agreed to the HEU deal, it is

obvious that the price of $82.10 was enough of an incentive
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for the Russians to reduce their HEU stockpile. However, a
saturated market for SWJ s in the world keeps the price that
can be paid for HEU |l ower than it m ght be, and therefore
gives less incentive for the programto be expanded. Adding
nore capacity in the United States would only further
saturate the SWJ market and make the possibilities for
econom ¢ bl end down of the additional HEU stockpile even
wor se. '

Thus, al though, the NRC staff may be correct in
asserting that the sale of the downbl ended HEU i s not the

"it does not follow

primary incentive for the downbl ending, ’
that the possibility of such sales is not an inportant
incentive for the downblending. Logic dictates that the
possibility of inplenmenting a programto capture HEU and
take it out of circulation beconmes slight if there is no
econom c incentive to do so. To suggest otherwi se is

unr easonabl e.

Q Wiy do you conclude that the "no action alternative" which

6 The anount of weapons-grade highly enriched uranium from

former Soviet Union stockpiles is about 1250 tons, two and one-hal f
times as nmuch as the 500-ton quantity pertinent to the U. S -Russian
HEU Agreenent. Statenent by Mnister Viktor N MKkhailov of
M nat om NUKEM Mar ket Report at p. 28 (Cctober 1993).

v NRC Staff's Response to 12/16/94 Interrogatories and
Request For Production of Docunents Filed by Gtizens Against
Nucl ear Trash and Directed to the Executive Director for Qperations
and the NRC Staff pertaining to Contentions B, J, K Qand W at 23
(January 13, 1995).
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is required under NEPA has not been adequately investigated?
A If the CECis not built, the potential adverse effects
on air, groundwater, surface water, and other natural
resources will be elimnated, and an additional 120,000 tons
of toxic, radioactive tailings will not be added to the
alarmngly large national inventory of such tailings.’®
O her econom c devel opnent that m ght be thwarted by the
presence in the area of a nuclear facility should, on the

ot her hand, be forthcom ng.

Q What factors should the NRC Staff have considered in
assessing the "no action alternative" to CEC?

A The di scussion of the "no action alternative" should
not sinply have parroted LES s assertions regarding the
| ocal jobs that would not be created and the extra
electricity that would be consuned in producing SW/ s at
other facilities if the plant is not built. The NRC Staff
shoul d have fully reviewed and wei ghed all of the individual
negative inpacts that woul d be avoided if the CEC were not
built. Because the Staff failed so conpletely to recognize

t he negative inpacts of the CEC on the nost inpacted

8 For a full discussion of negative inpacts (which would

be avoided if the CEC were not built), see the testinony of Dr.
Robert D. Bullard concerning Contention J.9, also filed in this
pr oceedi ng.
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communities,” it is not surprising that their analysis of

the "no action alternative" is entirely deficient.

Q LES has confined its discussion of alternatives to producing
SWJ s fromexisting USEC plants. Pl ease comment.

A The "product" of the CEC is only useful for the
production of electricity by sone nuclear plants. However,
the sanme electricity can be produced using ot her nethods
whi ch are environnental |y benign such as wind or biomass.
More inportantly, the sane energy services can be gai ned by
investing in efficiency, which demands | ess total
electricity to acconplish the sane final purposes. These

alternatives were not consi dered.

Q Pl ease sunmari ze your testinony.
A The assertion that there is a "need for an additional
mar ket conpetitor in the U S." is inappropriate for three

reasons. First, the assertion fails to acknow edge that
supply and demand conditi ons denponstrate no need for new
Separative Wirk Units (SWJ s). Second, the assertion is
deficient because it assunes that there is a donestic market
for SWJ s which needs additional conpetition when, in fact,

the market for SWJ s is international and is already very

& See the testinony of Dr. Robert D. Bullard concerning

Contention J.9, also filed in this proceedi ng.
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conpetitive. Third, the assertion fails to acknow edge t hat
the CEC would interfere with United States policy on
di sarmament and nucl ear non-proliferation.

Furthernore, the "no action alternative" required under

NEPA has not been adequately investigated.

Does this conclude your testinony?

Yes, it does.
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