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SENATOR GERALD R. STOCKMAN (Chairman): I want to welcome everyone hefe
“to the second hearing of the Senate LegiSlative Oversight Committee. Seated with:
me is Senator Connors, a member of this Committee, and also seated by invitation
is Senator Dalton, Chairman of the Energy and Environment Committee of the Seﬁate.'

aSenator Dalton has had an ongoing interest in the subject of Hope Creek and energyt‘
generally. ‘

R This hearing, of course, deals with the Public Advocate's signing of ah
Agreement with Public Service and Atlantic City Electric Company, and the Depart=-
ment of Energy. The Agreement was dated August 10, 1982 and it deals with the
completion of Hope Creek I. .

During this héaring I am going to refer to that document as "The Agree-
ment." The Public Advocate chooses to describe it as a Cost Containment Agfeement,
History will decide that issue. I certainly will not concede it at this point.

It has also been described as a major victory for the consumer by the Public
- . Advocate, and I believe by. the Department of Energy as a national model and as a

standard for some time to come, although interestingly enough, the New York Times

carried a story over the weekend that suggested in the alternative,; it may be a
great victory for Public Service.

) The purpose of this hearing is to shed some light on the circumstances
“surrounding this extraordinary, multi—billion,dollar deal, whether the Public
Advocate acted reasonably in signing it, what role, if any, the Governor's Office
‘played in the signing, whether hereafter the consumers of this State will be ade-

- quately protected in further proceedings dealing with just how much of the cost of
tHope Creek will be borne by the ratepayers and, of course, the p0551b111ty of any

- legislative 1n1t1at1ves that may come out of the hearings.

, I think it is important to try to 'state at the outset what in my opinion
these hearings are not intended to deal with. They are not intended to deal with
Al Nardelli's firing. They are not intended to question Joe Rodriguez's integrity’
or loyalty as a dedicated public servant. I personally censideriJoe Rodriguez as
a personal friend and, as a matter of fact, someone whose deaire to serve the ‘
public interest-is prebably a model for other people in State government to be
aware of. That,}howeyer, does. not free him from the possibility of error.

Now) before I begin the questioning, and my colleagues join in any
questioning they like of Ray Makul, the first witness, I would like to at least
refer to seme material that was in the initial hearing to set a little bit of the:
stage, although I know there are some differences of interpretation. But I would
recall for you, Mr. Makul, a letter of April 7, 1982, just over six months ago, in -

~which the Public Advocate, in answering an.apparent inquiry of Governor's Counsel,
'sharply criticized-Hope Creek and favored a téﬁporary halt in its construction;'and
urged that it be submitted to a«Certificate'of'Need Review and, perhaps ironically,
said, “...there is no choice," and I am quoting the pPublic Advocate, "but to subject
thls project to the most intensive and searchlng inquiry possible."

Several days later,: commentlng on the BPU's proposed rules governlng
Certificate of Need, he described the issue of whether to go forward with Hope
.Creek as perhaps the most important economic question facing this State. Again,
in a letter of April 30, 1982 to Gary Stein, Director of the Governor's Office of
‘Policy and Planning, Mr. Potter, Assistant Commissidner} reiterated those views

and strongly recommended that the Hope Creek I project be subjected to, and I qﬁete,



"the hardest possible scrutiny." -He reminded Stein how he had listened during
the gubernatorial campaign, and I quote, "Tom repeated his view that no more
nucléar facilities should be constructed until we have a demonstrated safe way
of disposing of nuclear waste." ' '

Now, I would like to ask you as a member of Rate Counsel, some questions
concerning. your role, if any, in this Agreement, and the Public. Advocate's role.
First, I would like to ask you a few questions about the basic issue of Hope Creek
and how important it is, or isn't, to the people of New Jersey. Have you had some
experience in terms of studying the history of Hope Creek and the impact-it may
have on rates for citizens in New Jersey?

RAYMOND E. MAKDUL: Yes, I have.

SENATOR STOCKMAN:  Can you very briefly, Ray =-- I am familiar with it,
'but‘I think for the record share with us a little bit your educational background
and your experience generally for a couple of minutes, in the Public Advocate's
office. '

MR. MAKUL: In addition to being an attorney, I am an electrical engineer.
I graduated with a Bachelor of Science degree in electrical engineering from the
Newark College of Engineering, now the New Jersey Institute of Technology. That
was in 1968. From 1968 to 1973, I worked for Exxon Corporation U.S.A. at the
BayWay Refinery, where I was an engineer and I also did some economic. forecasting
for in-plant energy usé. I also managed.energy conservation programs. I also,
for two and a half years, was responsible for the field operation of all the
plant's energy systems -- the steam, the electricity, cooling water, and so on
and so forth. ‘ : v

SENATOR STOCKMAN: Let me stop you here for a minute. It is a minor
thiné, but I just noticed we have three potential witnesses. We are not going to
‘get to Mr. Potter or Mr. Camacho. - Would you be more comfortable if you had more -
room and were here yourself testifying?

MR. MAKUL: Well, I don't,héve a ‘lot of papers, so either way is fine
with me. _ '

SENATOR STOCKMAN: Okay, I want you to feel free and open in this dis-
cussion, in this free give-and-take dialogue. Go ahead. )

' MR. MAKUL: While I was at Exxon, in the evenings I went to the Rutgers'
Graduate School of Business -- I think they now call it the Graduate School of
Mahagement. I earned a Masters degree in Business Administration. I left Exxon
‘in 1973 and went to Rutgers University in Newark Law School and got my JD degree.
Upon . graduating Rutgers Law School, I went to work full-time for the Public Advo-
cate's Office in 1976, and have been there since, all the time at the Division of
Rate Counsel. ‘

SENATOR STOCKMAN: And all of your work has been involved in rate hear-
ings and dealing with the issues of energy and Public Service facilities -- things
of that sort? '

MR. MAKUL: I have been working on Public Service cases since. late 1977.
My first year there I was working on cable ‘television and a few other non-energy
related issues. ‘ ’

SENATOR STOCKMAN: Briefly, could you describe for us what is at stake
in terms of possible costs from this Hope Creek project?

MR. MAKUL: ' Well, I went over some of the figures. The Public Service

rate base, which is the property upon which they earn a return, is presently in



the low $3 billion range. If Hope Creek is completed for $3.55 billion, that w111
"essentlally double the investment of Public Service Electric and Gas, which will
double the -- since they earn a return on the investment that is serving the publlc,_
it will essentially double the return component of their costs. At the same time,

& nuclear plant such as Hope Creek will have a lower operating cost than some of

the oil-fired plants and coal-fired plants, so there is some offsetting benefit.
But, unfortunately, I do not think it is.a totally offsetting benefit. I did

some calculations back in March for the Department as to what we refer to as

"back of the envelope calculations." We' came up with the estimate -~

'SENATOR STOCKMAN: (1nterrupt1ng) Well, before you get into that, let me .
ask you another question. Would you agree with the Public Advocate, as recently
as let's say April or May, that this issue is probably one of, if not' the most
important economic issue facing the State around now -- the impact it will have -
on the citizens and on business? 1Is that an overstatement?

| MR. MAKUL: At least in the area of utilities, yes.

SENATOR STOCKMAN: Okay.‘vDo you, ‘at. this pdint; based on your experience
and knowledge of this issue, feel that it.is in the public interest that Hope Cfeek
I be completed? ' ’ :

- MR. MAKUﬁ: Personaily?
- SENATOR STOCKMAN: Yes.

MR. MAKUL: No. .

) SENATOR STOCKMAN: -Incidentally, to clear the record a little bit -- I.,
know this is an unusual settihg you find yourself in, and I think it is clear from,
it ‘should be from every difection, that we are not dealing with any Watergate or
anything of that sort. We are not dealing with any alleged criminal conduct. We

are dealiﬁg simply with questions of judgment. I can appreciate that you are in a
-position of loyalty to the Public Advocate, who has signed an Agreement in ‘this area.'
I want to try to.get away from putting you on too ﬁuch of a spot, and yet I think

you recognize;'and we all'recognize, it is important that we get as many facts as

we can on this issue. So, I am going to be exploring questions with you. I am

not sure how important it is; you may want to define your»opinions'asvpersonal as
'opposed to through the Public Advocate.. But, at least let me be clear on one thing == -
whether'they‘are your personal opinions, or they are arguably concurred in by the’

~ Advocate's office, I assume when yodvgive them to me you are doing it sincerely

and you are doing it with the wealth of experience and knowledge and training and
involvement in these matters that you habe had. Can.I assume that?

MR. MAKUL: Yes. -

SENATOR STOCKMAN:‘ All right. Why is it then that in your opinion Hope
Creek should not be built? '

‘ MR. MAKUL: Well, Hope Creek was initially conceived as a projeet which
would, first of all, cost a heck of a lot less'to build. Most of the economic
’studles that I have seen for nuclear plants that justify these things eSsentially
assume that once you have bUllt them, the investment was made, and ne significant
capital improvements or repairs would ever have to be made throughout its life.-
In the meantime, the assumption. was made that oil would be escalatlng out of
' sight, to the point where by the end of the century 1t would be literally $300.00
or $400.00 a barrel. Essentially, the whole economic analysis was really based
not so much on the need to meet. peak demands, but to dlsplace other more costly

. fuels that were subject to cartel pr1c1ng.



I think experience has shown that those assumptions have gone wrong
in several ways. .One is that the plants could not be completed as cheaply as
wasythought they could be completed. Second, once they are bulLt, they don't
stay built. They have to be continuously overhauled and repaired, and the repairs tend
to cause the investment associated with that plant to go up over the‘life, whereas
the economic analysis indicated that it would go down. - The third thing is that,
even though oil may be subject to cartel pricing} at some point, even if you only
have one supplier, the market will not bear any more of a higher price. I think
that 1f we are 'not at that point, we will soon be.

So, I think we are talklng about an investment - of three and a half billion
dollars. I don't know whether or not it will ever pay for itself, particularly in
today's high cost of capital."

SENATOR STOCKMAN: Let me ask you some questions about the role of Rate
Counsel traditionally in matters of this sort. I guess this isn't the first nuclear
plant that was proposed and either built or abandoned.

‘MR. MAKUL: No, there have been --

SENATOR STOCKMAN: What is the relationship? Let's go back prior to
the new Public Advocate, Mr. Rodriguez, coming aboard in about February of this
year. - What ‘was the relationship between Rate Counsel's Office, the head of that
office and its key membership, and the Publlc Advocate, as far as communlcatlons
and participation in reaching positions that the Public Advocate took in matters
of this sort? cCan you describe that for us? _

7 MR. MAKUL: Sure. When I first was involved with Public Service cases,
and other utility cases, Stanley VanNess had a --.I wouldn't.call it a frequent
communication.with us, but we would go down about every three or four months‘and
tell him what was going on. He would offer some suggestions, but basically it was
Rate Counsel's game. A5 time went on, as the people at Rate Counsel stabilized,
he got to know us better. While we did, before making any major decisions,valwaYS
check with him, by and large the office was pretty autonomous. ‘

SENATOR STOCKMAN: = And in that office'would be, of course, people who
were experienced, I gather, in rate cases and presenting rate cases before the BPU,
and in dealing with experts, economists, nuclear safety experts, evironmental
experts, that sort of thing?. ' v '

. MR. MAKUL: Yes.

SENATOR STOCKMAN: Would you have occasion to bring people ‘like that 1n
to do studies and to consult with?

MR. MAKUL: Yes. . ) .

SENATOR STOCKMAN: - What expertise, what strength of knoWledge‘existed
" outside. of Rate Counsel's Offlce in the Public Advocate s Department other than
in Rate Counsel? Do you understand my question?

" MR. MAKUL: On these issues?

SENATOR STOCKMAN: Yes.

. MR. MAKUL: Well, on terms of safety issues, issues such as that, Public
Interest Advocacy had some level of experience.. Bill Potter; our Assistant Com-
missioner, was with Public Interest Advocacy He would get ‘involved with rate
cases on certain issues, ones involving nuclear fuel disposal, issues often deal~
1ng with the by~ products and problems that nuclear power caused.

SENATOR STOCKMAN : Incidentally, Mr. Potter was very actlve in that
regard in his earlier stay at the Public Advocate s Office, wasn't he?



MR. MAKUL: Yes, he represented our office at the Nuclear Regulatory
Commission on almost all of our representation there. '

- SENATOR STOCKMAN: And I gather on these matters that the Public Advocate
would turn, not only then to‘Rate Counsel, but possibly to someone like Mr. ?otter
in .the ‘Public Interest aspect of the Public Advocate's Office for help.

' MR. MAKUL: On énergy issues?

SENATOR STOCKMAN: On energy.

MR. MAKUL: Yes. To cite one example, when the Department of Energy was.
formed and the Department under statute was charged with developing the first energy
master plan, Mr. Potter, myself and Mr. Camacho were the three people in our office
who were largely responsible for putting together the Public Advocate's comments on
that master plan. ' )

SENATOR STOCKMAN: Can you recall any instances during the time that Mr.
VanNess was Public Advocate that any major decisions on issues involving energy or
environment, or these rate kinds of cases, were made without some concurrence,
some consultation or give-and-take with Rate Counsel's Office and/or perhaps in
addition to expertise out of the Public Interest Advocacy Division?

MR. MAKUL: Well, my personal experience -- I wouldn't necessarily be
involved in energy areas not involving utllltles, but at least involving utllltles,
I cannot recall that happening. . :

. SENATOR STOCKMAN: All right. Now, I want to ask you a few questions
‘about the events leading up to a memo dated August 9, 1982 -- a memo which o
apparently you initialed or participated in, as I ﬁnderstand, and we'll get to
this -- a memo from Mr. Nardelli, yourself and Mr. Camacho. ' Are you familiar with
that memo ? )

MR. MAKUL: Very much so.

SENATOR STOCKMAN: .And you know that there was some testlmony already,
both from the Public Advocate and from Mr. Nardelli about that memo?

~  MR. MAKUL: Yes.

SENATOR STOCKMAN: I want to ask you a few questions about the events
leading up to that memo, which, of course, was critical of the proposed Aéreement
and which urged the Public Advocate not tb sign:it. Can you briefly describe for
us what you understood the position of the Office of the Public Advocate and Rate
Counsel's Office, if there was any difference in this regard, was vis-a-vis Hope
Creek I in 1982, up to the date of that memo?

- MR. MAKUL: Okay. Well, in March and April, by and large it was our
Headquarters that was carrxying the ball -at the Legislature with regard to S-975.
To the extent that there was interaction with the Division of Rate Counsel, most
"of it, my understanding is, was with either Mr. Nardelli or Mr. Camacho, or both.
Occasionally I would have passed on to me a request to assist in digging up some
particular fact or doing SOme ancillary function to assist, but. by and large I
was not involved with that a heck of a lot.

SENATOR STOCKMAN: All right now, Ray, let me ask you this. This is
a relatively small office you're in, I gather, is it?

' .~ MR. MAKUL: Yes. ' .

SENATOR STOCKMAN:. And you are an attorney, these other people are
attorneys -- am I fair in assuming that, despite the fact that you may not have
been a direct line of>responsibility, providing memos, let's say yourself, or

testifying, or whatever -- can I assume that there was a give-and-take discussion



from time to time over Hope Creek Ikand its future_iq those months of, let's
say, February, March and April? R

MR. MAKUL: Oh yes. ‘ v

SENATOR STOCKMAN: - All right. Fromithoee ekchaﬁges,.from that give-and-
take, if I were to have asked you in March or April of 1982, and, of course, as
you know, once in a while I would reach out to call you, or bump into you to talk
about energy issues -- and I'had asked you, "What is the attitude, what is the
posture of the Public Advocate on Hope Creek and where we go with it?“, what would
you have told me?

MR. MAKUL: To have a review of the need for Hope Creek included as
part of $-975. )

SENATOR STOCKMAN. All rlght, what else?

MR. MAKUL: That our position was that the plant was ba51cally going to
be an economic disaster for New Jersey ratepayers.

'~ SENATOR STOCKMAN: And that was an opinion that probably was held
. strongest -- correct me if I am wrong -- by Bill Potter, wasn't it?

MR; MAKﬁL: I think you better ask him that.

SENATOR STOCKMAN: fAll right. That may be unfair, and Bill will have a
chance to talk to us about that. But, at any rate, your impression was that within
the Public Advocate's Office there was a view that Hope Creek I was an economic
disaster, and a continuing one, I gather. Correct?

MR. MAKUL: Yes. ' | ’ o _

SENATOR STOCKMAN: And, es.a matter of fact, there were some public
utterances that ftom time to time would appear in the media, sort of oonfirmihg
that‘position, weren't there? ‘ )

MR. MAKUL:. Yes. o )

SENATOR STOCKMAN: Now, what about this suggestion,_or at least current
argument that has been asserted that somehow the Public Advooate,>andfin particular
Rate Counsel's Office, hadoreally blown its opportunity to challehge the completion
of Hope'Creek I by some sort of‘a stipulation in December -- December 12, 1981.

Do you‘haVe any familiarity with that stipulation or with the facte”and circum-
stances? v ' : »

) MR.. MAKUL: I. was involved in some parts of the negotiation~process
of - that stipulation. I aid ettend the hearings for the Board of Public Utilities
where that stipulation was submitted, so I have some familiarity with that.

SENATOR. STOCKMAN: Would. you say that that stipulation, in effect pre-
cluded the Public Advocate from attemptlng to stop the completion of Hope Creek I
before the BPU? ’

_MR. MAKUL: It precluded it for the purpose of that partlcular docket,
but it did not preclude it for all time to come.

‘ SENATOR STOCKMAN: - Well, what was that docket7 What:was the focus of
that docket? e

. MR. MAKUL: I forget what it was specifically titled, but I believe it

was something to do w1th the attractiveness of conversion of nuclear plants to coal.
I .guess to put things in context, the rate case had just been w1nd1ng down. Public
Service had wanted a substantlal rate increase. Much of it was based on the need
to raise funds so that they could borrow money and develop funds through internal
cash generation for the completion of both units of the Hope:Creek Complex. At

the same time, this other docket, which I belleve was an initiative of the Bryne



Admlnlstratlon to look at the attractlveness of possibly changlng these plans -

- that was going on as well, and the stlpulatlon was viewed as a -- well, I'm not
sure exactly what the role was of the stlpulatlon with these dockets, but at that:
partlcular point in time it was my nnderstandlng that Public Service started haV1ng‘
cold feet on completing Unit II, but they wanted to get out of the unit with a
reasonable, to them, amortization package. In other words, normally when a ‘
utility abandons a project, the principal amount they have invested in that --
they look at what the after-tax loss w1ll be and then that is passed ‘on to rate-
payers as. an operatlng expense over a period of years.

’ The problem there seemed to‘'be that the company wanted to abandon Unit II,
but they wanted to be reasonably assured that they would have a financial package
associated with that that they could live with. I guess that docket wound up
being the vehicle by which such an abandonment was accomplished.

» SENATOR STOCKMAN: Did you view that stipulation in December of 1981 as,
in effect, putting the Public Advocate on recordbas supportive of the completion
of ‘Hope Creek I? ' . ' k

MR. MAKUL: Well, there was some language in the stipulation that indi-
cated_that if these funds -- the particular schedule by which funds would be re-
couped, that these funds could be used to help assist the company in its financial
burden in completing Unit I. . I think the company asked‘to have, and had language
inserted talking about how these funds would assist in the completion of this
needed Hope Creek I. v ‘

I did not view. that as blndlng our Department to not being able to.

challenge Hope Creek I at some point in the future. )

'SENATOR STOCKMAN: _And’do you feel it is fair to say that Mr. Nardelli-
who signed it shared your view in that regard, as you have just expresSed'it? |

MR. MAKUL: -Well, some of. the internal strategy that was. involved with

" that was that Public Service had a $5.1 billion project to build approximately
2,000 megawatts of capacity. That comes to about $2,500 per kilowatt of capacity.

Now, because Unit I and Unit II were essentially duplicate units, there were a lot
of joint engineering expenses, or costs, which were going to be usable for both
units. When one unit became cancelled, that meant that the remalnlng unit -- by
one unit I mean when Unit II got cancelled, it meant that the remaining unit,

Unit I, had to now bear the entire engineering expense, so .that what happened was
the capacity that Hope Creek represented went from.costing $2,500 per kilowatt to
costing about $3,500 per kilowatt. Some of the internal strategy that was used --
that we developed, was that, "we'll get Unit II cancelled, and concurrent with that,
Unit I is going to go up .in cost by 50% and we'll be able to go back in again and
make a stronger case that Unit I could’be cancelled because it now has -~ the cost
per kilowatt of capac1ty has-become stratospherlc "

SENATOR STOCKMAN: I take it it was, at least internally w1th1n Rate

Counsel, it was a tactical position to take, as you have just descrlbed it?

MR. MAKUL: Yes. . - .
: SENATOR STOCKMAN: Was there, incidentally, any discussion with the Public

Advocate himself or anyone else in higher authority, about abandoning objection to
Hope Creek I, or agreeing that Hope Creek I should be built? In other words, the v
other side of the coin, at ‘that time. )

MR. MAKUL: I do not recall, I really don't.-



~ SENATOR STOCKMAN: All right Now, we're back into April and May of
1982 and, as I understand it, your understanding of the Public Advocate s ‘posi-
tion and Rate Counsel s pOSition as well was that Hope Creek I was .an economic’
disaster. Was there any dissent on’ that point within' Rate Counsel -- Mr. Camacho,
Mr. Nardelli, yourself, Mr. Potter, anyone in the Department =- do you recall argu-
ing that, in fact, the reality was ‘to the contrary?

MR. MAKUL: No. .

) SENATOR STOCKMAN: What happened -- let's take it by month. Let's take
May. Do you have any recollection of any events occurring internally that changed
your mind, or to your knowledge, changed the minds of any of the other people at
Rate Counsel or in the Public Advocate's Office?

‘ MR. MAKUL-’ In May, Public Service had, I believe, in a communication to
Barbara Curran dealing with these Board regulations and Certificate of Need, come- in
with a rather blistering response to one of the Public Advocate's letters, and
part of their criticism was they took off after our "back of the enveiope cost
calculation." Since I was the one that came up with the "back of the envelope
cost calculation" to begin with, I was asked to critique the critique. I did so;

I recall that I was scheduled to go on a professional educational trip out to Iowa
which ran from the 19th to the 2lst. Justkbefore then, I was asked to complete
this response. I did so on the morning that I was supposed. to be catching the
plane -- a handwritten response. 71 left it with Mr. Camacho and another attorney
invour office, Dianna Johnston. ) 7
SENATOR STOCKMAN: What was the date of that?
MR. MAKUL: That would have beén about the 18th -- the 17th, right around
that range -- May. ‘ v‘ ) ' . :
lSENATOR STOCKMAN: - This was a memo by you, replying to the criticism of
Public Service? _. - ‘ » SR A
‘ MR. MAKUL: .Right. What happened was they Criticized our assumptions on
prices of oil, cost of interest, things such as that, and I essentially, not only
defended our estimates, but took them to task for, if our numbers are wrong, what
happens if you supply what you think are the right numbers -- the end result is.
almost as bad. i ‘
SENATOR STOCKMAN: What was your understanding of the purpose of that
memo, how was it going to be used? ‘

. MR. MAKUL: - It was going to be' sent out to the same people who got the
Public Service memo to counteract it, or‘to,’you know, defend ourselves from this
criticism. ‘ o o :
‘ SENATOR STOCKMAN: And again, that memo, and I have a copy of it here,
dated May 20, 1982 -- apparently it was addressed to Mr. Potter.. Had Mr. Potter
actﬁally asked you for that memo?

MR. MAKUL: I don't think he personally asked for it, but I think Mr.
Nardelli indicated that he wanted it, and that it was a very high priority thing.
SENATOR STOCKMAN: And that memo was highly critical still of the pro-
posed completion of Hope Creek I, correct?
-MR. MAKUL: Yes. .
SENATOR STOCKMAN:' All right. Now, do you know what happened with regard
to that response? ' ) ‘ . '
- MR. MAKUL: It was never mailed, as far as I know.
SENATOR STOCKMAN: Do you know why? ' -



MR. MAKUL: Well, I asked -- all right, moving on -~ when I got back
from the trip, I asked Mr. Nafdelli if he got a copy of the letter that went out
that my memo would be a part of, or be incorporated as a part of, and, throughout
the month of June;he indicated that he had not and that he did not know where it
stood.  Then, in late June, aiound June- 23, on June 23 in fact, I was in Trenton
‘on other business not related to Hope Cfeek, and there was a meeting of what we
call the "Rate Counsel Team Leaders" with Commissioner Rodriguez and Mr. Potter.

I think as that was breaking up I asked Mr. Pdtter about what happenéd to my memo,
and did the letter ever go out. Hé indicated that it had not, and that the parties
who were interested in Hope Creek were at that point starting to explore cost con;
tainment or other strategies toward solving»the whole Hope Creek problem. '

* SENATOR STOCKMAN: What was the date of this exchange?

MR, MAKUL:. June 23. . v

SENATOR STOCKMAN: What was your reaction to that comment?

MR. MAKUL: Literally, the comment was -- what I have told you is about
all that happenea. I was somewhat disappointed because I really thought we were
in a good posture to continue fighting the completion of the plant: My assumption
was that we would explore it for a while and that no deal would prqbably'be struck;
and we would jﬁst continue on the old course, continuing to fight the plant.

' SENATOR STOCKMAN: Now this was June 23. What happened next, to your
knowledge, -as far as Hope Creek I? o

MR. MAKUL: Well, I went on vacation for a couple of weeks and that would
be July, so if something happened then I might not have known about it. The next
time I heard anything about Hope Creek was on about August 5. Along with the rest
of my mail, I got'a copy of a draft stipulation concerning Hope Creek,; and Mr.
Nardelli,Was asking for my comments. He did not indiqate that there was any parti- -
" cular high priority on it, so I didn't give him a comment immediately, and then by
the 8th -- § '

SENATOR STOCKMAN: Let me back up. August 5 is when you saw this draft
document? ) ) ‘

' MR. MAKUL: - Yes. ‘ :
. SENATOR. STOCKMAN: - Tell us about it, and tell us what your reaction to it
was at that time. What was it? ‘ . » ' '
»b v MR. MAKUL: I think the August 9 memoranda sums it up. Most of the
August 9 memoranda was my work product. o )
: ’ SENATOR STOCKMAN: This draft stipulation that was first presented to you,
apparernitly on August 5, how similar, or how different from the August 10 Agfeement
was it? ) ) . : N : ‘
MR. MAKUL: Well, just in terms of verbiage it is shorter,; but I think
you'waﬁt,more than that. I looked over these over' the weekend. The main difference
appears to be -- they both have an "Extraordinary Events Clause,’ but the main
difference that I saw was that thevAugﬁst 5 one says nothing with regard to thé
Public Advocate's position with regard to thé need for the plant.
» SENATOR STOCKMAN: The Auéust 5 proposal?

MR. MAKUL: Right, the first one, the one that the August 9 memo was in

) fesponse to. The one that is signed indicates that the Public Advocate agrees not
to challenge the need for Hope Creek I béfore any State or Federal agency which may .
have jurisdiction. The other change that I saw is that some of the numbers changed
very slightly -= I consider theﬁ to be slightly. The’raté of return incentive that



the plant can be‘bﬁilt for less than estimated cost, the triggering mechanism for
the‘company getting a bonus, under theVAugust 5 one was at $3.5 billion; the one
that was actually signed said $3.55 billion, a difference of $50 million.

SENATOR STOCKMAN: ~Not much to worry about, I guess, at this'point,'

MR. MAKUL: If you think that £here'is going to be a cost underrun, I
guess it is significant, but I don't know whether or not, for éxample, the first
one -- it just says $3.S. k .

SENATOR STOCKMAN: I'm trying to add a little levity to this exchange,
but I can see we're-all too serioue here today. What's $50 million among friends?

MR. MAKUL: Well, I don't know. It was presented as a draft stipulation.
It says $3.5, and I really don't know whether or not when that was put in the draft
whether that was really meant'as'being a finalized figure, or it 'was just inserted
for the purposes of the language. :

SENATOR STOCKMAN: Let me ask you this, because this question is seme-
thing that has come to my attention today that, perheps,_alters my thinking a
little bit. I was of the impression that you and Mr. Camacho and Mr. Nardelli,
out of concern and unhappiness over this proposed signing; had rushed a memo to
the Public Advocate on August 9, knowing that on August 10 the Public Advocate was
going to sign this.Agreement. I have now gotten some information that suggests
that, as a matter of fact, you were not aware of the shortness of time and of
the August 10 probable signing date when you took what I think was an extra-

'ordinary step -- and I'll get to that in a minute -- of preparing and delivering
the August 9 memo. ' Is that correct? '

MR. MAKUL: Well, as of August 5, this just came in in the mail. I}m
sure if it was about to be signed Mr. Nardelli would have brought it down bersonally
or brought it to my attention. 'I think it was even on the 8th or the 9th that Mr.
Nardelli came down and said that this was very urgent. ) '

SENATOR STOCKMAN: Well, that is what I am gettlng at This proposal --
would you agree with me -- constituted, if it were 1mplemented and, of course, when
you got'ﬁhe document,'Ibunderstand fully, you had‘no way of knoWing whether this was
sort of a, "well, what is your_reaqtion to this," or "this silly little proposai,
yoﬁ might as well at least look. it over," or whether it was on the verge of a docu-
ment. But, when you got it, you‘had no way of knowing that, is thet correct?

MR. MAKUL: ' That is correct. o ‘

SENATOR STOCKMAN : And, it wasn't stampedv"Urgent," Mr. Potter didn't
personally suggest to you that they were on the verge .of some sort of agreement,
.or Mr. Rodriguez, or anything. So, I gather -- I do not want to.put words in your
mouth, but ‘to make the record clear, it is mykunderstanding that you had no aware-
vnese that within a. handful of days that document might be signed by. the Public
Advocate -- or a document very close to that. Is that a fair statement?

MR. MAKUL: That is correct. I thought --

SENATOR STOCKMAN: And would you. agree w1th me that that document and
what it contained and the proposal constituted a major, major shift in pos1t10n
for the Public Advocate?

‘ MR. MAKUL: - From the position in April and May?

SENATOR STOCKMAN: From the disaster position.

MR. MAKUL: Yes. - ; ' . ‘

SENATOR STOCKMAN: Would you agree with me that the implicationsvof that
document, the finénéial implications of it, good or bad -- I want tovtry to stay
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away from the merit or non-merit of it,'bﬁt the financial implications of that
document, - that proposed Agreement, to the citizens of New Jersey really involved
billions of dollars. ' Is that a fair statement? Bill Potter wants to be on the
record as saying, "Of course, it didn't," and I will happily accept --

MR. MAKUL: As soon as you read it, you see the numbers are in the billions.

SENATOR STOCKMAN: Okay.

MR. MAKUL: It says, "3.5 to 3.8."

SENATOR STOCKMAN: What I want to know is, did this multi-billion dollar
dramatic change in position of the Public Advocate -- am I to understand from you
that this was presented to you as an incidental memo which someone wanted your
thoughts on, and which,'but for your rushing the memo of August 9, 1982 to the
Public Advocate, you would have never gotten on record as to what your position,
or your colleagues' position on that document was. Is that a fair statement?

MR. MAKUL: Well, if Mr. Nardelli hadn't come down, you know, on the 8th,
or a day or two before it was to be signed, yes, it probably would have sat in the
"In" basket for maybe another week or so. . : ‘

SENATOR STOCKMAN: So that but for Mr. Nardelli and you rushing that
August 9 memo, which we will get to, to the Public Advocate, it might well have
~ happened that on August 10 the Public Advocate would have signed this Agreement
% which constituted a dramatic change in their position and involved billions of
dollars. Is that a fair statement? ' . ) .

' MR. MAKUL: Well, I don't know exactly how much Mr. Nardelli was aware
of with regard to the negotiation. As far as I am concerned, it could have been
bsigned on the 10th withoﬁt my knowledge that it was going to be signed.

SENATOR STOCKMAN: All right. Now, let's come to your memo. I would
like to know how did that memo come abouﬁ?v What were the internal‘exchanges between
Mr. Camacho, yourself and Mr. Nardelli that led into the preparation of that now
celebrated August 9 memo? ‘

MR. MAKUL: The draft stipulation I received on August 5 'was directed to
me and to another attorney in the office whose name is Menasha Tausner, who, in
addition to being an attorney, has a Ph.D. in Physics. Initially, Al was solicit-
ing comments from' the two of us.’ Mr. Tausner did prepare a one-page response, I
think the next day, the 6th. . )

SENATOR STOCKMAN: That was a memo prepared in response to the proposed
Agreement? v

MR. MAKUL: Yes. .

SENATOR STOCKMAN: It's a one-page memo?

MR. MAKUL: Yes. -

SENATOR STOCKMAN: From Mr. Tausner?

MR. MAKUL: Right.

>SENATOR STOCKMAN: All right, I'm sorry. Go ahead.

MR. MAKUL: Basically it was critical of the,Agreement. I prepared mine
after. the weekend, when Mr. Nardelli came down and said it was urgent, that an agree-
ment such as this may be signed very soon and we have to héve a memo goiﬁg down to
try to,chénge their minds, if you feel you are against it. . In other words, I was
not urged to, "Hey, here is this joint Agreement. Come up with a position against
it," but, rather it said, "Here is a'pOSSible stipulation, let me get your comments
on it." I wrote a memo to Al which I actually drafted»on the 8th, and it was typed
on the morning of the 9th. That memo was by and large incorporated, almost in its

entirety, in the August 9 memo.
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SENATOR‘STOCKMAN: . What, if any, exchanges did you have with Roger
Camacho on this? o - ‘ '

MR. MAKUL: I didnjt have any. _

! SENATQR STOCKMAN : What, if any, understanding did you have as to his
position on this issue? » )
| MR, MAKUL: I didn't know. I did not know what his position was.

SENATOR STOCKMAN: Did you see the memo itself before it went out --
the memo addressed to the Public Advocate? )

‘ 'MR. MAKUL: No, I didn't. In fact, if you look at the memo; other people
have initialed it and mine isn't there. The reason why is that I had a meetihg at
the Board of Public Utilities on a different matter and I just wasn't physically
handy to put my initials on, but the memo incorporates to such a great extent what
I wrote, that it is reasonable to assume that I signed it. If I had had a physical
opportunity to do so, I would have initialed it.. ‘

SENATOR STOCKMAN: Do you have a . copy of that memo in front of you?

"MR. MAKUL: The August 9 one?

SENATOR STOCKMAN: Yes. )

MR. MAKUL: . Yes; just a second; let me get it. Okay.

SENATOR STOCKMAN: It's not terribly lengthy, and rather than my quoting
from it, I would like you to read it and explain it as you go along with the points
that are made in that memo. Can you do that? ] B

MR; MAKUL:  Okay. "We do not believe that you should sign any stipulation
on Hope Creek I Cost Containment. Your signature will be interpreted as acquiesciehce
in (if not support of) the idea that a review of the need for Hope Creek I is un-
necessary if the costs of the plant are contained. Signing this stipulation after
our vigorous efforts to have Hope Creek I cancelled and in support of $-975 will

. reduce our Department's credibiiity as an agency williné to take on anybody when
we are righf. The irony is that not only is signing the stipulation wrong, it will
also bevunpopulér, particularly with our Rate Counsel Advisory Committee."

SENATOR STOCKMAN: All right.b Do you stand by that opinion to this day?

- MR. MAKUL: Yes. Next paragraph?

SENATOR STOCKMAN: Yes. ‘ ; ,

MR. MAKUL: "The fact is £hat the proposed stipulation misseé the point.
The target completion cést ($3.8 billion) is more than what the plant is. worth
to consumers. Based on previous rough caiculations (which have been confirmed by
DOE's similar analysis) and general judgment, we doubt that this plant could.pay
for itself even if it could be completed for $3 billion. Why should we agree to a
full return on $3.8 billion?" '

SENATOR STOCKMAN: Do you agree with that proposition still?

MR. MAKUL: Yes. ' ' '

SENATOR STOCKMAN: Go ahead.

MR.. MAKUL: "Moreovef, there are no controls over what constitutes
'in-service.' Salem I went 'in-service' with a defective turbogenerator, and was
‘put'into rate base. The NRC didn't care, as the turbine'problem was not a nuclear
problem. A few months later PSE&G took the plant out of service for an extended
period of time to modify the turbine. PSE&G then capitalized the cost of the:
modifications and added it to rate base at the next rate case. Under.this

stipulation, how would such costs be handled?"
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. SENATOR STOCKMAN: Does this Agreement handle that issue -- that probiem?{

MR. MAKUL: Well, the August 10 Agreement did not, but subsequently a
ijlnt position was negotiated with Publlc Service which addresses the problem of
“known defects at the time the unit goes into service.

SENATOR STOCKMAN: 1I'll get to that supplemental but the basic Agreement
did not deal w1th that problem, did it? :

MR. MAKUL: No.

SENATOR STOCKMAN: All right, go ahead.

MR. MAKUL: "We think that the rate of return incentive, without an
‘opportunity to take into account capitalized costs which may be incurred soen
~-after the plant goes 'in-service' creates a danger of corner cutting. Since the
plant will cost at least $4 billion, it would be 'penny-wise, pound-foolish' to
set up a situation where PSE&G would have a strong incentive to build the most
bare-bones plant that would comply with NRC regulations."

‘ SENATOR STOCKMAN: Do you still stand by that opinion?

MR. MAKUL: Well, that paragraph really connects the prior paragraph.
Yes, based on the August 10, I would. ' ‘ ' ‘

SENATOR STOCKMAN: All right, go ahead.

MR. MAKUL: "Another objection is that it does not .appear to apply to
long term capital costs associated with this plant. What happens if after a few
years -this plant has to undergo a major rebuild due to defects or changing NRC
requirements? (For that matter, what happens if before 1986 the NRC changes its
. requirements, as they continuously do? The next to the last paragraph of the
stipulation seems:to,give PSE&G a full opportunity to add those costs to the
$3.8 billion target, yet PSE&G today says that a major proportion of the cost
escalation which has already QCCurred‘is due to changing NRC requirements).

Yes, I would stick with that one too -because even‘under the'joint posi-.
tion'negotiatea, the cutoff period is -- I think ends with the first refueling of
- the plant. . ' '

' SENATOR STOCKMAN: All right. -

MR. MAKUL: (continuing to quote) "The New Jersey nuclear experience
shows that nuclear plant capital additions are‘exceeding depreciation. If Hope
Creek continues this trend, it will be reflected‘in rate base at over $3.§ billion
even if it can be put in. service for $3.8 billion." . '

' Well, it's true. Virtually all the nuclear plants in New Jersey are now
; feflected on the books at a higher level of investment than what they originally
were when they went into serv1ce g

: "Flnally, we wonder if the whole cost concept of mcentlve will turn out to be
a sham.  Undoubtedly PSE&G will argue that such,an agreement relses regulatory
~risk, and therefore drives up the cost of equity. In the end, PSE&G may merely
recapture any Hope Creek disallowance w1th a hlgher rate of return on other assets."

SENATOR STOCKMAN: ' Do you still stand by that?

MR. MAKUL: Well, with respect to the’ August 10 stlpulatlon, yes., Some-
thing was negotiated subsequent to‘that which somewhat addresses that problem.

V MR. POTTER: That's not true. That is just not true. Read the
August 10 stipulation - , o ]
SENATOR STOCKMAN: Excuse me, Bill. Bill, I can understand your anxious-

ness --
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MR. POTTER: Well, -- .

SENATOR STOCKMAN: Just a moment, just a moment. I'm conducting this
hearing, and I think maybe, Bill, if you-can't contain yourself at the coﬁnsel
table, I‘woﬁld suggest that you step back from it You will have an opportunlty
to be heard at length on your position on it, and I don't think it is fair or
appropriate for you to make that kind of comment to someone who is your employee
at this point. I'm sure you are not trying to intimidate him in his testimony,
but -someone might get that impression. I repeat, Bill, you are going to have all
day, if you want it, to testify on your position as to these facts. I ask you to
please refrain from those kinds of comments.

MR. POTTER: May I assume that I will be asked the same questions?

'Will I get a chance to -- )
'SENATOR STOCKMAN: You can volunteer it. Write it down and you can
happily -- I'll ask it to you.

I'm sorry, Mr. Makul. Go ahead. . .

MR. MAKUL: Well, I don‘t know. I just looked at the August 10 Agreement
and if it . is in there I can't pick it up.

SENATOR STOCKMAN: Don't worry about it. You're not infallible, and,
Mr. Potter, I am sure if you make any mistakes, willvbe‘heard'from on that regard.
Go ahead. o ‘

MR. MAKUL: "We think this Department should refuse to sign any cost
containment stipulation and reaffirm our support for all of Dalton's S-975...This
bill will give us a good shot (before an agency other. than the BPU) to get rid of
Hope Creek I once-and for all. The only stipulation we should be interested in
is one where in retﬁrn‘for the abéndonment of Hope Creek I, ‘the Public Advocate
agreed to an amortization package favorable to PSE&G."

SENATOR STOCKMAN: You sent a copy of that to Mr. Potter, didn't you7

MR. MAKUL: Well, yes, he got a carbon copy.

) SENATOR STOCKMAN: Incidentally, what would your comment in that memo
have been had the proposed Agreement that was sent to you August 5.contained a
waiver of. the Public Advocate's right to challenge the completion of Hope Creek I?
It is my understanding that that wasn't in the proposed document you were asked to
comment on, was it? » ‘ o
. MR. MAKUL: Well, I'm sure a comment would ha?e been made on that as well.

SENATOR STOCKMAN: What do you think the comment would have been?

MR. MAKUL: That, notwithstanding the Cost Containment Agreement, at
some point the unit may just become so expensive that we should. be able to preserve
some rlghts to. challenge the plant.

SENATOR STOCKMAN: As I understand it, you rushed getting that document,
but you were not aware of the impending Agreement that was signed the next day,

'August 10, by the Publlc Advocate. 1Is that correct?

MR. MAKUL: That is correct.

SENATOR STOCKMAN: When and how did you become aware that the Publlc
Advocate signed an Agreement which gave up any right to challenge the completlon
of Hope Creek I?

MR. MAKUL: Well, the first time I heard it was 901ng to happen was when
a reporter called me up and indicated that one was going to be signed.

SENATOR STOCKMAN: When was that, the 9th or 10th?

MR. MAKUL: On the morning of the 10th. )

SENATOR STOCKMAN: . All right. What was your reaction in response?

14



MR. MAKUL: I was surprised,ibut given that Mr. Nardelli had told me
a couple of days before that the signing, if it was to occur, would be imminent,
- you know,‘it_didn't knock me off my feet. Then .I had to go -- then on the 10th =--
it WaS'actually signed on the afternoon of the 10th, and I was at a meeting at the
Board of Public Utilities on another matter. That concluded about 6:00‘p.m.‘and,
on my Way‘back'to the office,pI:stuck_my head in at the local watering hole and
‘there was Commissioner Rodriguez, Mr. Potter, and several members of thezRate
Counsel staff. I learned there that the Agreement had been 31gned
SENATOR STOCKMAN What events occurred after that as far as any effort
by you, or request of you, to have 1nput into the 1mplementat10n of the Agreement

" and/or ‘its modification or supplementation? Let me back up, because I think we

should get this clear. I think you have largely commented on it, but you have
»lhad a chance to look at the Agreement. You have been testifying from a memo you
prepared in advance of it. What was your reaction to the content of this Agreement
after you kneéw it was an.accomplished fact? :And, again, I know this is a sensitive
issue because it has been signed. o ' '

MR. MAKUL: Well, I was personally disappointed, but I felt I had done

everything. that was asked of me and at that p01nt there was really -- at least o
with respect to ‘the Signing ‘of the Agreement -- there was nothing more that T
could do. ) ‘ )

SENATOR STOCKMAN What would you describe as the most disappointing
aspect of this Agreement, from your ‘point of view, in terms of the ratepayers of
the State of New Jersey? )

MR MAKUL: From the view of the ratepayers°
SENATOR STOCKMAN: Yes -- well I guess the completion of Hope Creek I
1tse1f but after that - ‘ - . ‘ )
MR. MAKUL: I think that there was--- my disapp01ntment, I think, was .
that there was no last opportunity to reinspect the economics of the plant, in
light of all the latest up-to-date facts, with respect to whether or not the plant
vwas needed and could’ economically pay for itself. :
SENATOR STOCKMAN: Is it accurate to say that, contrary to phrases like,
"no choice but to subject this project to the most’ inten51ve and searching inquiry
possible,“ and ‘phrases like, "the hardest possible scrutiny of this project,". --

‘is 1t fair to say that, to this :day, there has not been, by any objective forum,

~independent forum, jud1c1al forum, quasi-judicial forum, any vigorous, adversarial
presentation of the merits and lack of merits of the completion of this $3.6 or
$3.8 billion nuclear plant?

' MR. MAKUL: I don't know-of any formal presentation or 1nvest1gation at
the $3.55 billion cost estimate level. 1In other words, the economics of Public
Service's and all ‘the other utilities‘ construction projects were investigated in
the late 1970's as part of a generic docket at the Board of Public Utilities look~
ingnat the construction practices of the New Jersey public utilities -- electric
utilities. But, at that p01nt in time, the cost estimate was 51gn1f1cantly lower.
People had less of. an 1dea as to where the cost of alternate fuels were going

- because we weren‘t yet at the point where the Arabs were charging all that the

market could bear. So,. I think, at least in.terms of the economics as we now
" know them, I know of no forumowhere that has been explored -- the economics of -
the plant, ' ' ' '
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SENATOR'STOCKMAN-v,Incidentally, in an‘earlier memo, Mr; Potterﬁwas
somewhat critical of Rate Counsel and made some suggestions and, perhaps, hle
criticism was well taken.‘ In that memo he - alludes to several studies of the
Public Advocate which seem to auger against the completion of Hope Creek I, which
I-do not believe were put into evidence at -any time, to my knowledge, although I
‘may‘be confused on this. .He refers to == I'm having a hard time finding lt for,
a moment. Are you familiar with the studles that I am trying to come to grips
with? o ’ ) )
' MR. MAKUL: No, I‘am not. I don' t even know what memo you are look—‘

‘1ng at, or even if I ever got a copy of ‘it. ) ) o

SENATOR STOCKMAN- All right. '...It is, therefore, pertinent’toyask
how,  in llght of such Advocate sponsored testlmony as Dubin-Bloome's alternative
load forecast which said no more power plants of any kmd were needed until at least
1990. Are you familiar with that report’

. MR. MAKUL: The Dubin~Bloome was submitted in a Public Serv1ce case
that was being litigated in 1976. That case had just wrapped up just prior to
my coming on board with the Advocate's Office. o »

-SENATOR STOCKMAN: So, that was placed into a record, although not(any
record specifically dealing with the question of:completion of HopevCreek I?

MR. MAKUL. Well, it ‘was. a rate case, . and a part of it that was at issue
there was the company's construction program, but 1t was some five or six years
: prior to today's discussion.. ’ ' '

- SENATOR STOCKMAN: How about Komonoff's. study, which showed that nuclear o

" had no cost advantages over coal?

MR. MAKUL: I .am familiar with those studies.,
AT . SENATOR. STOCKMAN: Was that put in in opp051tlon to the completion of
ﬁlHope Creek I ever by. the Public Advocate°~ ‘ ‘ v ’ o
) MR. MAKUL- Well as part of .an overall presentation, invterms of former
“rate cases, the generic construction docket, yes. Mr. Komonoff has been aywitness
for our office and testified on that subject several times. i - .
» . SENATOR STOCKMAN: And Kahn's report, which showed that the 20% reserve
' margin was artificial -- was that ever put in?
'~ MR. MAKUL: Yes =- also a few yéars ago.
~ SENATOR STOCKMAN: So those were in, but they Were in other proceedings?
MR. MAKUL: That's right. o R
SENATOR STOCKMAN: All right. Now, coming back to the events subsequent
to the signing of this August 10 memo, did you have any conversations: w1th Mr.
Potter about it, after its s1gn1ng on August lO°
. MR. MAKUL: No. . .
) SENATOR STOCKMAN- Did,you have any conversations with Mr.vRodriguez about
1t after its signing? ‘ ‘ ' , . ‘ '
_MR, MAKUL: Well, just, I think, on September 13, if you want to-call
these conversations:. They were just very brief exchanges that, you know, we did
the best we felt we could do, we didn't think we would be able to gét-thisvplant
cancelled before the Board of Public Utilities =-- I did not pursue it.
SENATOR STOCKMAN: This is Rodriguez speaking? -
MR. MAKUL: Yes.. ‘ . S
. SENATOR STOCKMAN: Incidentally, the Governor put out a press release

and it was the subject of: some conversation, and testimony actually, by Mr.
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'Rodriguez in a statement he made to us. He indicated, I believe, that he held
that'pressyrelease up 4{ it was-a Governor's prese release that I think was
scheduled to go out on the 10th. I may stand corrected, but I think I'm right

on the date of that. The press release actually went out August 11, and it said,
ﬁThis Agreement represents a major breakthrough in efforts to. bring utility costs
under control." Do you view, even now, that this Agreement as it was. signed is a
ma]or breakthrough in bringing utility costs under control?

MR. MAKUL: As opposed to the plant being constructed and all of the
‘costs automatlcally belng included in rate base and passed on to ratepayers, 1t
is better than that -- yes.

SENATOR STOCKMAN:  Well, Mr. Makul, would that have ever happened? I
mean, that is, you are not suggesting that if this Agreement hadn't been signed,
there would be -no opportunity or no forum in which the Publlc Advocate could .

.challenge that questlon, are you?

. MR. MAKUL: We would still be able to challenge the need at varlous

‘pOinta. We would still be able to make arguments as to appropriate rate making.

We would still be able to make'arguments with respect to disallowance of imprudent..‘
expenditures. But, ‘there would be no-actual cost formula set up. I don' t know if

we would be able to get that through on a fully lltlgated ba51s where the utlllty

was not agreelng to it. _ S ‘

SENATOR STOCKMAN: The release also said‘that, "This Agreement assures r

‘the utility's customers that they will not be required to shoulder all, ‘or any,
(and I ambemphasizing "or any") financial burden due to construction cost overruns:."
Is that an accurate statement?. R » S v i
 MR. MAKUL: No. ' .
>SENATOR STOCKMAN: As a matter of fact, there is-a clause in this Agreement,
thlS Extraordlnary Events Clause, Wthh is not defined, isn't there’> :

MR. MAKUL: That s right. . . .

SENATOR STOCKMAN: What is your -- as Rate Counsel, as an experienced
lltlgator in this area, as an attorney ~- what is your reactlon as to the meanlng
and the wisdom of including such a clause in ‘this Agreement thlS Extraordlnary .
Events, or Circumstances Clause, w1thout definition?

) MK. MAKUL: Well by not tylng down what is.or is not an Extraordlnary
Event, you have left to people in the future the task,of,ascertalnlng what is or
'is not an Extraordinary Event. ' ‘ T ‘ o

SENATOR STOCKMAN: It is a rather'dangerous‘approaoh‘to eOntract law.

'MR. MAKUL: It could be dangerous for the utility as well. If you had
an ultra pro-consumer Board of Public Utilities, they might:decide‘that nothing == =

SENATOR STOCKMAN: That's a good: question; I'm glad you brought that up.
Can you repeat that for me? I. ' ._‘ ‘ ‘ T ) ‘

MR. MAKUL:. I said, if you had an ultra pro—consumer Board of Public

- Utilities, you know, a radically pro-consumer Board of Public Utilities, they
might decide that nothing is an Extraordinary~Event, and it might be the utility
w1ll be runnlng risks of that occurring. - By the time the plant is compieted, even
if 1t is completed by 1987, we may see a complete change of members.

SENATOR STOCKMAN: Let's deal in’ reallty, Mr. Makul. Let's deal in
reality, and let me ask you first your 1mpre551on, your experlence with regard to
the Board of Public Utilities. We're here to shed llght. To the extent that it mAay
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,‘be a little unfavorable light on the Board of Public Utilities, so be it. But,
I say’ this- I want to explore, With Mr. Potter, some specific commentspin-memos
about the attitude of the Public Advocate toward the Board of PubliciUtilities.‘
However, taking your personalvexperience, repeatediyvappearing before that Board
"up through about ‘this time, would you describe that Board as ultra pro-consumer
oriented? B . ' ‘
MR. MAKUL: I would describe the Board as VieWing themselves -=- 0or, in
my - opinion, they are -- . ‘ . ‘ }
SENATOR STOCKMAN: That is an unfair question; don't answer it. .
MR. MAKUL: - Yes, because I have‘to continue practicing before them, -you know.
SENATOR STOCKMAN: I just realized; don't answer that question. I ,
apologize for'asking it. In my zeal to get at the trnth, I overlooked the very
‘real fact that you have to represent - ’
MR. MAKUL: Maybe I would rephrase ‘the answer, I view them as fair.
SENATOR STOCKMAN: All right Let me ask you this.‘ would you say that
: there is. nothing in your experience With the Board that would suggest that the
Public Advocate should enter into an Extraordinary Events Clause undefined, out
‘of a sense of feeling that thrs Board clearly has shown its hand to be of_the sort
that is going to interpret that clause clearly in its, the public's, favor? That's‘
a. fair statement without getting into too much hot water, isn't it? L
MR. MAKUL: I think the Extraordinary Events Clause creates an element
of uncertainty that I would be uncomfortable with. ) .
SENATOR STOCKMAN: And, incidentally, there are other instances where,
in agreements of this general sort, there has been a honing in on,vand an effort
at interpreting and delimiting a clause of that sort, aren t there? I mean, you
could do that, couldn't you’
o ‘ MR. MAKUL: Well, you could provide some definitions as to what kinds of
things might or might not constitute extraordinary events. -
'SENATOR STOCKMAN: All right, I won't bore you now. We have some docu-
" mentation of at least one other agreement, I think, that got into that question,
~but I don't think it is too important here at this time.
After August 10, what, if any -- you told me you had ‘no exchanges other
than a rather superficial one with the Public Advocate, or with Mr. Potter. - What
inVoivements did you hayevin terms of trying to further shape, or protect .the public
interest with regard to costs on Hope Creek I? Any? .
MR. MAKUL: After the Agreement was signed and we got a copy of the signed
Agreement and saw what it actually'said, I'm not sure who initiated it, whether it
was myself or Mr. Nardelli, but'we had a discussion with regard to eXtraordinary
events and what does or does not constitute an extraordinary event. Mr. Nardelli
‘asked me to draft some -- he said we were ‘going. to be getting a witness for ‘the
~hearing where the stipulation would. be presented to the Board of Public Utilities,
and that T shouid get the process started. One of the things that would probably
be addressed, in one way,;shape‘or form, or might be addressed; would be what con-.
stitutes an extraordinary event. He said that I should draft some information
requests to get the ball rolling in terms of extraordinary eyents. I did so.
SENATOR STOCKMAN: To you, did that make good sense, to try to tighten
up, to try to put in evidence at the very hearing at which this document was to

be submitted, on the question of extraordinary events7
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MR. MAKUL: Well, it would tighten up the Agreement. I iﬁdicated that
I was personally uncomfortable“with an open-ended Extraordinary Events Clause, so
yes, it did make sense. , . »

SENATOR STOCKMAN: Were you able to do that?

MR. MAKUL: I came up with a series of questions which Mr. Nardelli signed
and sent out to Public Service. I believe that is an attachment to Mr. Nardelli's
testlmony dated August 30. ) o ' s

SENATOR STOCKMAN: Do you know whether they responded- to that request?

_MR. MAKUL: They did not respond.

SENATOR STOCKMAN: Do you know why? .

MR. MAKUL: They didn't want to. They felt it was not in the spirit of
the stipulation. ) .

SENATOR STOCKMAN: = Do you know specifically why they did not feel
compelled to respond to a request of the Office of the Public Advocate?’

MR. MAKUL: All I know is that they did not respond. Mr. Nardelli told
me that they did not feel it was in the spirit of the stipulation, that they would
respond to these questions, but after the stlpulatlon had been accépted by the Board
of Public Utilities.

Mr. Nardelli presented that problem to Mr. Potter, and I think Mr.

Rodriguez, and I think a decision was made not to press it. ’

SENATOR STOCKMAN: . Mr. Nardelli testlfled, I believe, that it was Mr.
Potter or Mr. Rodriguez whovoVerruled'him, in effect, and directed that that infor-
mation not be éupplied. But,iwe'li hear from Mr. Potter on that I am sure.

: Did you have any further involvement with this Agreement thereafter?

MR. MAKUL: Well, a joint agreement which would further clarify this
stlpulatlon was being negotlated at that point in time, but I was not a part of
those negotiations. I belleve Mr. Camacho was, from our office -- in fact, I know
he was. ~ About September 23 or 24, I saw a draft of the joint position paper, and
I prepared,  very hastily,va couple of memos indicating my views to Commissioner
Rodriguez. This was done very late in the day on Friday) and there was really
no opportuhity to get it in the mail. I gave those memos, or copies of them, to
the‘Commissioner's aide on the following Monday, which was the 27th, and my under-
standing is that he got them to'the Commissioner either very late that day or the
following morning, the‘28th.

SENATOR STOCKMAN: Other than that, did you have any further involvement
in this Hope Creek venture? '

MR. MAKUL: No. ,

SENATOR STOCKMAN: From your experience as a member of the staff of the
Public Advocate's Office for a nuhber of years, was there anything unusual or. out.
of the ordinary in the matter in which this Agreement was consummated? Was it done
in a routine and in the ordinary course of events of relationships internally in
the Office of the Public Advocate? o ) )

MR. MAKUL: Well, I guess,'you‘know, we have a different Public Advocate
now than we used to have. He has oﬁly been there for six or seven months -- or
eight months. He may do things dlfferently than what Stanley VanNess did, but
under the VanNess reglme, for example, I cannot recall something of this nature
being carried by our Trenton office. Usually, respbnsiblity for negotiating a
stipulation would be in the Rate Counselloffice. ' ‘

Jerasy State Livrany
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"SENATOR STCCKMAN&, or at least jointly.

MR. MAKUL;. Well,vno,quually -~ of course, we never had anything quite as
hig as this to negotiate. Generally, the Rate Counsel's Office would take care of
negotlatlons. It might report to Commissioner VanNess as things were going along{

SENATOR STOCKMAN- Inc1dentally, did the Trenton Office, so to .speak, to
'your knowledge, retaln any experts in the course of these weeks or months, or days,
1ead1ng to this Agreement -- any ‘economists, any nuclear experts, any environmental
exberts, you know, -people of that sort, “to either.strengthen or weaken their con- '
clusion that this Agreement should be 51gned° A k

MR. MAKUL: The ~August 10 Agreement?

SENATOR STOCKMAN' Yes. :

MR. MAKUL. I don' t know of any. o .

) SENATOR STOCKMAN: What, Mr. Makul,'if any, impact has this series of
~events, this sequenoe of events that we have beenrtalking'about, had on.the morale

- within Rate Counsel's Office? o B ' ‘ ’ .
' ' - MR. MAKUL: Morale is falrly low.. Some of the concern .is that somethlng
which our offlce has a fair amount of expertlse in, ut111ty economlcs, was negotiated
by Trenton with some input by our office, but by and large -- and I don't know whether
'this.is a problem with the leadership in our office or Trenton, or even if it should
be considered to be a problem, but a lot of the troops, so to speak, didn't’know what
was going on. . : ) ) v ‘ ‘

:  SENATOR STOCKMAN: - Why do you think that was so? Why do you think there

was this secrecy surrounding what happened on August 10, 19822

MR. MAKUL: Well, I don't know if it was 1ntentional secrecy. It may
have just been that for one reason or another there was a lack of communlcatlon.

I don't see’ any evil 1ntent, or even intent of any-kind., - It's ]ust that they_were
hnegotiating the Agreement -=- ) ‘ ' R :

SENATOR STOCKMAN: In01denta11y, were you aware of what the position of
the Governor s Office was around that time with regard to Hope Creek I?

MR. MAKUL: ~ No. ‘ v _

SENATOR STOCKMAN: Personally, I have no further questions. Senator. Connors?

'SENATOR CONNORS: I have, not really questions, but some things I would
like to eay, Mr. Chairman. Eiret of all, I would like to apologize for beinglabsent,
from'the first hearing, and I find myself caught short here»today on some of this
testimony and trying .to play catch-up ball. It really was.rather short notice that
I received. I appreciate the fact that you gave me a telephone call, or your office
gave: me a telephone call, about this hearing because this memorandum I received
yesterday when I returned from the Senate session, for today's, but I did receive
your telephone call several days ago. - I will be here tomorrow, and for as: long as .
it takes. I cancelled my calendar for today and tomorrow.

The guestions I have, not necessarily of the w1tness at this moment but
of the Committee -- we seem to be a little shorthanded today, as was apparent at
our first hearing. What I would like to know, Mr. Chairman, -- a question of you,
is what actions, if any, are available to this Committee as a result of this hearing?

SENATOR STOCKMAN: vThat»is a good question. That has been aéked of me,
and I think it is a fair one, Senator; and I would be happy to suggest to you that
I see a number of things out of this Committee. First of all, I see out of this
Committee hearing a renewed interest in the circumstances'Surrounding Hope-Creek’I,

which I think has only got to be to the good. I think that more people are becoming
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éware of the magnitﬁde'of Hope Creek i, where it is, what it is about, and what
‘impact it may have on the citizens of the State of New Jersey in time. I think

- ‘that is healthy, if we do nothing more or less, if we recess this hearing today -
‘at this moment, I personally happen to think that we have served a good public
‘purpose. But beyond that, I see, based on further questioning of witnesses be-
-éause we are far from domplete in that, some’pbssibility of reaching conclusions,j
such as that berhaps in this particular circﬁmstance'the»Governor's Office may
have had some invoivement, and that certainly isn't clear at this point, and'it'b
‘may not be clear, and it may not be fact. But, if that were so, it would raise
questions as to whether or not the Public Advocate's Office néeds redesigning or
strengthening. I can tell you that, as a result of this hearing, I personally am
more inclined than ever to think that perhaps the Office of the Public Advocate
ought to be an - office that is held for a fixed term.

Beyond that, and perhaps most troublesome and a real possibility to me,
is that if we are conVinced, or if I am cbhvinéed and can't get my colleagues on
this Committee to support this conclusion -+ but if I were convinced that because
of the peculiar circumstances surrounding events until now and the posture that
the Public Advocate finds himself in as a result of this Agreement of August 10,
1982, that he, in fact, is unable to protect and pursue a very real public interest
" to keep the costs of this multi-billion doilar‘préject under control -- and I will
get into some questions, as . a matter of fact, with the next witness, Mr. Camacho,
on that question, I am prepared to' introduce legislation to attempt to direct the
Public Advocate, pursuant to powers that he has by statute, to appoint independent
outside counsel to pursue the question of whether Hope Creek I should be built and,
if indeed it should be built,bnevertheless, to pursue  an aggressive effort at see-
ing that the Agreement of August 10, 1982 becomes almost unrecognizable in the
direction of a much tougher, strongér, and more protective. Agreement 'in the public
interest. ) )

Those are possibiiities that I see coming out of these hearings, even
how before we are finished them; however, I hastén to add that they are not finished
and that obviously:those possibilities, along with others, may in fact develop in
- the course of today and tomorrow.

SENATOR CONNORS: Thank you. The next question that I would have, again
along the same line -- just for the benefit of the people who are here today, I am
a freshman Senator. This is the third hearing I have had on this Committee. The
first hearing was Senator Stockman and myself, and nobody else.

SENATOR STOCKMAN: We're getting to be voices crying in the wilde:ness;

SENATOR CONNORS: The second meeting, or hearing, I use the' term very
v-loosely, had to do with the Lottery Director with regard to slot machine lottery
tickets. ‘There were some questions that cropped up at. that time, and I figured
I would just keep‘my mouth shut and listen for a little while. But, the question
‘again crops up, and I am goingbto_ask it today. Why are the péople'here today that
are giving testimony not sworn to tell the: truth, as would be done at any public‘
hearing? ' ‘ ‘ ‘ ‘

SENATOR STOCKMAN: That is a gobd question; Senator, and I debated that.
You know as well as I, that I.am not expérienced at these public hearings. This 
is only the second, I guess, that I have directly controlled. - I felt that the ‘
people‘we are dealing with are people whose integrity and ‘loyalty and honesty I
have no question about. As a matter 'of fact, I repeat that I consider Joe Rod:iguez
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a personal friend I know Ray Makul; I've had dealings with him off and on over
the years. - 1 consider him, probably, one of the finest public servants in the
State of New Jersey. I don' t know Mr. Potter as well but my understanding, and
v‘my limited experience with him is such that'I have ‘no questionvabout his integrity
-and’his honesty, and so for the other witnesses. They,are attorneys. I am hesitant
to makehthat’observation because, frankly;vthat,often breeds[ it seems to me, suspi—
cion'in these buildings and, 4as one of them, I say that sort of affectionately But,
"I just don't see in this particular setting the need for.that kind of added safe-
guard. However, I must say; Senator Connors,- that if you would be more comfortable"
and feel that it would be appropriate, I would haye'no objection to swearing the
w1tnesses in, unless one or more of them balked at such a proposal "Would you
prefer that they be sworn? o ' ) ) . o S
SENATOR CONNORS: Well, I think that if the purpose of the hearing is to
get to the bottom of this affair, then I would like to see that -all of the witnesses
are sWorniin and I would respectfully request that a continuation of this ‘hearing in
the future -- for future dates ——‘toibring”the witnesses back that were testifying
before, and I urge you, Mr. Chairman, to have the full complement of Senators on
this Committee. I ‘ , ‘ _ ' I
SENATOR STOCKMAN : Well, let me bé frank about the full complement of
‘Senators.  Each Senator has to speak for himself. - You commented, and I apologize
for the fact that there was a little_shortness in terms of this hearing. My
recollection is that we set this hearing date even as we adjourned the last hearing.
My recolleétion 1s,’also, that I asked staff to send you a notice of the hearlng
1ong ago, and I don't: want to put anybody on the spot. I believe the media has
been aware of this hearing As a matter of fact, it has been’commented upon- in

the New York Times, the Star Ledger, and other papers. So,'l apologize tobyou'if
you were caught short on this hearlng g

I. cannot speak for the rest of my colleagues. They may feel that the‘
issues we are. debating and discus51ng here- today are not of very great 1mportance
to the citizens of New Jersey. I happen to think that they are of extreme impor-

‘tance, and I have no quarrel with the Public Advocate's observation that probably
the 1ssues we are talking about are among, or one of the most dramatic and. impor-
tant economic issues facing the State of New Jersey. When-you begin to consider
what is at stake'here, and the long-term impact what‘we are dealing with has, one.
could argue that the room'ought to be more crowded, not only with Senators, but
with other people. I certainly don t complain“about the peoplevwho are here,
because as I look out I am 1mpressed with the people who. are here, where people
have -shown.a lot of interest in this area.

All I can say to you is that those Senators were anlted. Whether it was
supreme confidence in my ability to handle the hearing without' them, whether it was
a total lack of interest in the _subject, or anything in between, I think you ought
to pursue that With your colleagues, Senators Laskin, Lipman and Zane. '

‘ As far as swearing, I must say I am a' little -~ I will take 1t under adv1se—
ment. I think maybe what we will have to do is try to gather the Committee on this
question of whether we should recall any witnesses to put their testimony under oath.
It is an interesting request. I will ask the witnesses hereafter if they have any
objection to being sworn and,.if they do not, I will try to make arrangements to
have them sworn in order that you may feel more firmly that we are getting at the-
bottom of this. I think we could get to the bottom of it w1thout that procedure,

but I have no quarrel or .objection w1th that procedure.
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v SENATOR CONNORS: I will defer to your judgment, Mr. Chairman, at this
'particular point in time. The testimony I received today, and that is not by way
of complaint, but it is hard for me, and perhaps I am making excuses for myself --
it's hard for me to play catch-up ball because this was handed over to me about an .
hour ago, and here I am faced with a situation where Rate Counsel here is talking
_.about some things that I am totally unaware of. I haven't seen any of the evidence
that has been put forth, but I will try my besf. I don't want to belabor the point,
but I thought that it was a little unusual from the standpoint that this is, as I
said, my second time really when we have had a hearing. With the Lottery thing, it
was just left up in the air and everybody walked away. There were no decisions, or --
SENATOR STOCKMAN: Let me comment on that too; I think it is a good point.
But, first, on this question of the speed with which we are functioning, I made that-
clear at the last heafing. I will say, ffankiy, that. there was some real distress"
eby some people involved in this matter -- real distress that the matter was not :
concluded a week'ago'4— two weeks ago. I .can understand why perhaps some people..
would have preferred that this matter be ended quickly then. But, I also said that
I recognize the sen51t1v1ty of the issues and the ongoing dilemma caused by con-
tinued construction work on Hope Creek I and, therefore, I scheduled this hearlng
';rather qulckly because, agaln, I felt in the public interest to put this issue .off
for months could defeat the very purpose of it. 83, I apologize if that has put
an -added strain on yoﬁr abiiity to keep up with these proceedings.
' On the Lottery Commission hearing, ‘and I am happy.you brought that up, I
have:a session scheduled with Hazel Gluck of the Lottery Commission, to explore with
her just what, if any, change in plans they have with regard. to those lottery. games,
and also to explore with her just what action the Lottery Commission is going te.take
with regard to limiting its venture into the area of.providing the revenue necessary
" for the State of New Jersey to function as a gevernment and what parameters they
intend to put on it. I had a discussion with the Treasurer .over this subject, and
he 1nd1cated a probable indication that. there would be a commission of some sort
created to look into this and that I would be welcome, and - perhaps other members of
the Committee if they are 1nterested, to join in that. I do not view that hearing
of the Lottery Commission, again, to be at ail over.f I, again, would suggest to you
‘that the publicity and the airing of what was ihvolved‘in that was a healthy thing.
As a matter of fact, Mrs. Gluck complimented me that it gave the Lottery Commission
an opportunity to try to dispel some of the misunderstanding about that venture. I
- do not want to belabor the point, but I think the hearings you refer to, including
this one, do have a purpose, at least I like to think so. I guess history will ulti-
mately, again,” judge whether that is so. » ' )

I gather then that you are satisfied that we do not swear in w1tnesses'
today? o :
SENATOR CONNORS: I said I would defer to your judgment since you have
the senior position; Now I do have some questions for Mr. Makul.

Are you the Rate Counsel? »

~ MR. MAKUL: I am a Deputy Public Advocate within the Division of Rate
vCounsel We are organized into sort of ‘an ad hoc organization. We have organlzed
into Section Leaders, and I am the Leader of :the Electric Section.
- SENATOR CONNORS: How much money has been spent .on this plant to date?
MR. MAKUL: I don't know for sure.
SENATOR CONNORS. Pardon°
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VMR MAKUL: - I don't knOW for sure. It is in excess of a billion --.I' ve
heard figures of - around $1.6 bllllon, $1.7 bllllon -- in that range. v

'SENATOR CONNORS: | Well T have not-taken a p051t10n on this, I want you
to know. ' What I am saying is, if you don‘t’know for ‘sure, ‘then could it be $2
billion? ' S D o o
' " MR. MAKUL: ‘' We never hired anyone to find out, as far as I know. . I
wasn't running'this.'”' o L o s Lo

SENATOR CONNORS Who was’ . } .

: MR MAKUL: It was my. understandlng that it was our Trenton Offlce, Mr.
Potter —-- _ : v ' ) '
SENATOR'CONNORS:_ Is there anyone‘who does know? . .

MR. MAKUL: Well,réiven.that I wasn't inyolved in the negotiation directly,
it wouldn't be me. The‘people who'werevinvolved in the'negotiation were ‘Mr. Rodriguez
_.and Mr. Potter. _ ' R ‘ ‘ 1 ‘ ' ' ‘

’ - SENATOR CONNORS:' It might be Mr. Rodriguez or Mr. Potter?

MR. MAKUL: Yes. B - e A

SENATOR CONNORS: What'is the total cost of this plant, estimated°

MR. -MAKUL: - The present estimate is between $3.55 billion and $3.79 billion.

‘SENATOR CONNORS Was that the . orlglnal estimate when they first started?

MR. MAKUL. . The orlglnal estlmate was $499 million. for two plants; this
15 $3 55 bllllon to. . $3.79 bllllon for one plant. That est1matells, I th1nk,-a year
and a half old. . It is belng revised right now. i '

SENATOR CONNORS: - So it has increased dramatically. What waslthe first
figure? . » o ’ : o - P
'b_ MR, MAKUL: Four- hundred and nlnety—nlne mllllon, or in other words, a
half a billion for two plants. ‘ ‘ '

. SENATOR CONNORS: - For the two'>

MR. MAKUL: Right. - -

, SENATOR:CONNORS- What was it for the one’ _ . ‘

- MR. MAKUL; 'Well, it was concelved as a project to bulld two plants, so
there was no itemization done for one plant. . It was two plants for half a billion
dollars. . . ' ’ EEEE _ : ’
SENATOR CONNORS: And you're estimating, just guesstimating now, that it
is in excess of a bllllon and a half? . ' o : '

: MR. -MAKUL: Money already into the progect’
'SENATOR CONNORS: ~ Yes.
MR. MAKUL: Yeés. o
'SENATOR CONNORS: Butﬁyou don't know?
MR. MAKUL:,iNo, ' o - v ‘
SENATOR CONNORS: - And only Mr. Rodriguez and‘Mr. Potter would know that?
MR. MAKUL: Well 1f anyone in our Department —-= they were the closest to
the negotlatlon and they would be in ‘the best p051t10n to know.
SENATOR CONNORS: Well, it seems to me and, again, thls is'cold”turkey
for me other than what I have read in the newspaper - it would seem to me ‘that what
this argument is all about is whether we should permit Public Service to continue on
with its Hope Creek I and abandon Hope Creek II =-- Hope Creek I against Hope Creek II,
"and if they have reached the p01nt of no return on this, - wouldn't the dollar figures
then have some bearing on whether or not to continue or not to. cont1nue°
" MR. MAKUL: I don t thlnk there is such a thing as. a p01nt of no return on

a constructlon progect such as thls. "When I worked for Exxon, projects were abandoned
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at times when the economics had chenged where the preject had been 70% and 80%
complete, if it didn't make sense to continue constructing. So, I don't think
that the fect that $1.6 billion or $1.7 billion, or even $2 billidn‘may have been
. committed irrevocably‘affects whether or not the dec¢ision should be made to go on
fer not go on. The real questlon is, what will the cost to customers be of going on
vs. what will the cost to customers be of not going on. :
SENATOR CONNORS: When you worked for Exxon, was there any such affair
such as this, with government intervening from the standpoint that they were urging
~to stop or to go ahead? : '
MR. MAKUL We had a dedal with a corporate headquarters which I thlnk was
just as demandlng as government )
SENATOR CONNORS: But that wasn't government?
MR. MAKUL: No. ' o
SENATOR CONNORS: In other words, the point that I am getting to, is that
Exxon made this decisaon fully and freely -- ’
‘ MR. MAKUL: Sure. '
SENATOR CONNORS: -- without any outside help from government?
MR. MAKUL: Based on the economics as they best perceived them.
‘ SENATOR CONNORS: How much would a new oil plant cost, or a new coal
iplant cost? ’ '
MR. MAKUL: Comparable size?
SENATOR CONNORS: Yes. : : o \
'MR. MAKUL: You are probably talking about a coal plant meeting the
- ‘current omission standards -- $1.5 billion to $1.7 billion -- about as many dollars
as have already been 1nvested in Hope Creek I. .
‘ SENATOR CONNORS: And if we were to abandon Hope Creek I, and mind you
this is just for the record, I have made no decision on this. bBut, 1f we were to
abandon Hope Creek I, would Public Service be able to use any portion of those
plants that were there to convert them to coal or to oil?
) MR. MAKUL: You might be able_to use the real estete, but in terms of
improvements -- . ) .
SENATOR: CONNORS: Well, the land I imagine would always have some value.
MR. MAKUL: -- in terms of the improvements, most likeiy not.
SENATOR CONNORS: ' So, ‘it would be a complete scrapplng then of what is
there in Hope Creek I and Hope Creek II°
MR. MAKUL: Yes, but the scrapping wouldn't be the full $1.7 billion --
let's assume it is $1.7 billion. There would be a tax write-off, and the'remaining ’
amount that would actually be written off and absorbed,’or shared by ratepayers in ¢
the company, would be 54% of that. ' ) '
SENATOR CONNORS: . Why?
MR. MAKUL: Because, under normal regulatory practice 1nvolv1ng abandon- .
»ments, where you have an abandonment of a construction project, that. is con51dered
" to be a tax write-off or a tax loss. :The present corporate tax rate is 46%, which
ﬁeans that whatever has been invested, the company will get a tax deduction for
46% of that amount. So, that is taken into account in terms of making an economic
decisien to abandon, SO'tHatfthe actual cost of abandonment at a, say a $1.7 billion
‘level, would probably be around $900 million. Of course, Uncle Sam would be picking

" ‘up some of the --
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SENATOR CONNORS: Isn't there a loser in this?

MR. MAKUL: Is there a ioser?' ' ‘ )

} SENATOR CONNORS: Yes, as a tax write-off, wodldn't'thére,be a loser in
that? Wouldn't the government then be :losing money, Uncle Sam --. it's all public
money ? » ' v ' . ‘ ’
MR. MAKUL: I guess ahy time'ydu»avoid taxes, someone doesn't collect them.
SENATOR" CONNORS° You have used the term "Rate Counsel's game. - Had you

ever suggested to Mr. VanNess that Hope Creek I be abandoned?

MR. MAKUL: = Hope Creek I, no. At the time we were dealing with Com-
missioner VanNess, just before he left, we had two nuclear units, Hope Creek I énd
Hope Creek II; Hope Creek II was being abandoned. Generally, what has happened is,

a company such as Public Service, until Hope Creek II was abandoned they had several -
nuclear plants under}construction. At one time they had as many as six. The usual
approach was to abandon -- if any were to be abandoned, the ones that were farthest
from completion. 1In other words,,the ones that had the smallest amount of 1nvestment
associated with them. So, you might say that Hope Creek I's turn had not come up yet.

SENATOR CONNORS: What did you mean by the "Rate Counsel's game?"

MR. MAKUL: I am not sure what context I meant that in, but essentially
to the extent that the Departmeht has a position, or is prosecuting a position on
a particular issue.where they involve public utilities, the primary responsibility
for doing it was within the Division of Rate Counsel.

‘ SENATOR CONNORS: Had you ever objected to Mr. VanNess because of envi-
ronmental reasons or environmental concerns -- Hope Creek I or. Hope Creek II?

MR. MAKUL: I had not. }

SENATOR CONNORS: Had anyone? I mean within the governmental structure.

MR. MAKUL: I think,vperhapsvpossibly, within the Division of Public
Interest Advocacy, yes. Generally, in terms of the division of responsibilities
in the Department, the Division of Public Interest Advocacy is the Division that
deals primarily with environmental matters. The Division of Rate Counsel deals
with economic matters involving ratepayers and utilities. For a period of time,
we had set up an organization called the Energy and Environment Committee, which
included both members of Public Interest Advocacy and the Division of Rate Counsel.

I don't think there has been a meeting of that group in a year. At that point we
would try to understand what each other was doing and try to come up with unified
positions.

_ We did get involved with other environmental issues that involved economic
impacts, but I cannot recall any involving Hope Creek. ‘

SENATOR CONNORS: So, to your knowledge, in over a year, or for a year, there
has been no meeéting of this inmate advocacy to --

MR. MAKUL: - On the environmental issues?

SENATOR CONNORS: On the environment.

MR. MAKUL: Not on the environmental issues, no.

SENATOR CONNORS: This is of deep concern to me only because of the nuclear
plant, and when I say only, because as a Freeholder in Ocean County and as a Free-
holder Director, we had the first plant in the United States, through intervention
of the Freeholder Board throughvthe Congressman, to have President Carter declare
that the NRC would put a full-time inspector at the site. We fought very'hard for
that, and the fact of the matter is, we spent considerable mbney, frdm the standpoint
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that we felt it was unsafe, the refueling process, the ten-year cycle, and it
Was much more than that. The fact of the’mafter is that we were going to fly
testimony  in from Déle Bridenbahgh, I believe it was, frdm_california, who had
‘worked on the design of that plant. I was WOndéring if there was anything thét
the governmental agency here at the State level had done along those lines to say -

go or stop, under Mr. VanNess?

‘, MR. MAKUL: With respect to Hope Creek I, I do recall that one of the
xgeneral issues that was involved in the consideration of that plant which was being
iooked at by the Division of Public Interest Advocacy, was the issue of a cooling
toweér and whether or not the vapor that comes -out of that cooling tower would be-..
putting salt into the environment, and problems of that sort.

With respect to the waste disposal probiem, refueling problems, ‘those
kinds of problems, I'm not saying that the Public Advocate looked the other way,
. ‘but rather the problems that Hope Creek presented.were inherent problems of nuclearv
technology, so there Qere no specific problems of Hope Creek that the Division of '
Rate Counsei was bringing to the Commissioner's attention -- no.

v ‘ - SENATOR CONNORS: = In another area, would abandonment of the plant now,
‘Hope Creek I, cost the rétepayers more since the utility spent considerable funds
to get it to this point? ’

. MR. MAKUL: I think it would not. v

SENATOR CONNORS: You don't think it would?

MR. MAKUL: I think it wouid have no impact on rates at this point in time.
: SENATOR CONNORS:.  Their investors would just sit down and say, "We'll
‘absorb it2" .
' ‘MR. MAKUL: Well, let me explain that to you, okay?

SENATOR CONNORS: Yes, please. v

MR. MAKUL: Public Service now has in its rate base, an allowance for what
is called "Construction Work in Progress." What that means is that ratepayers éré
paying a return on a portion of the investment in the Hope Creek plant, even though
‘that piant isn't producing any electricity. The amount of construction work in
‘progress in rate base is presently $375 million. This yields Public Service a
cash return, or has an impact on ratepayers somewhere around $70‘million or $75
million a year. It's in that general ball park.

. If you have a $1.7 billion 1nvestment, and you knock off the 46% which 1s
.‘the tax loss, you are left with about $900 million, in that general ball park. If
you take that $900 million, if you were able to amortize it over a 12-year period,
‘which is about what nuclear plants where there are abandonments -- that's the. period

of time that the payback is stretched over, that would come to about $75 million a-
“year, So, essentially, .the annual allowance that would be granted for a write-off:
" 'would be just about equal to ‘the présent annual allowance for construction work in’
progress. ' v .

once Public Service, if it were to cancel Hope Creek I, they really have
no -other major coﬁstruction projécts going on. 'There is really no longer an economic
need to have this construction work in progress in their rates. So, I thihk‘it is
very possible_that if the plant were to be amortized, or the abandonmént loss were"
to be amortized over, say a 12 to 15-year period, and concurrent with that construc-
tion work in progress removed from PSE&G's rate. base, there would be no increase in

'rates to PSE&G's customers as a result of the'abandonment.‘
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‘ 'SENATOR1CONNORS.' So what you are. saying -then is, that the money  they |

set aside for this construction ln progress would bear 1nterest over a perlod of:

time which they would recoup back their loss? ' " o '

a -~ MR. “MAKUL:. . Well, what I am saying essentlally is that ratepayers -are

' paying about $75 million a- year. now to help the company build the plant, and if
the .construction of the plant were to cease, we mlght still have to give them
$75 millidn a year but it.would be for a write- -off of what ‘they have bullt ‘to date..

SENATOR CONNORS: So. it would cost more? '

MR. MAKUL: No, it would cost them the same -- $75 mllllon is $75 mllllon.v
i SENATOR CONNORS: I guess 1t is the way you look at it. '

MR. MAKUL: -We're now paylng them $75 million to help them bulld the

-plant -- k '

SENATOR CONNORS: It would be $75 million less.

MR. MAKUL: If they. took the constructlon work  in progress. out ‘of rate
base, the rates could go down by $75 mllllon, but then if you were to replace that
with an amortlzatlon of the abandonment, the $75. million goes back in again. So,

“based on my. practice before the Board of Publlc Utllltles, I don't think there we
would be very successful at hav1ng that construction work 1n'progress account. taken
;out of thelr rate base and still have the plant ‘being constructed
v SENATOR. CONNORS: - Then we get right back down to the nitty-gritty, whlch
is Senator Dalton's Bill 975.-- Certificate of Need. ' In your oplnlon, is there --
in other words, we could abandon both of these, Hope Creek I and Hope Creek’ II,
and not have to bulld anymore electrical plants. _Thereiis no anticipated need for
the State of New Jersey for electricity. e ’ '

MR. MAKUL- Public .Service. demand growth is now pretty flat. - In .other
words, 1t is not grow1ng. I thlnk you mlght need some sorts of ---let's put it

"'this way, I don't thlnk there is-any need to construct anymore nuclear plants, or
even major base load plants. I think we may need ‘some light- duty plants to meet
rellablllty cr1ter1a, ‘maybe durlng summer peaks or certaln peak perlods, but T
don't think there is, in the foreseeable future, a need to construct any of these
heavy-duty plants: that are de51gned to’ run 24 hours a day, seven days a week. We
might need some plants for the summer peaks when it is 99 degrees out and everybody

‘has their air conditioners on. Those. plants tend  to be much cheaper to build, per
unit'of'capacity Hope.Creek I at the current estimate will cost $3,500 per kilo-
watt. You can build now what they call a "peaklng turblne, which_is the kind of
plant you would build in order to just meet the summer peak, for about $300 a kilo-
watt,kor about 10% of the cost. i :

‘ ' So, what I am saying. is, we might have to . build certain klnds of plants

i fOr:reliablllty considerations durlng the peak periods, but I think the load situa-

tion as it now exists, I think we could’get bybwithout building. any base 1oadvplants,

which Hope Creek is, for the foreseeable- future. . o ' A

‘vSENATOR CONNORS: - You used the figure $1.7 bllllon on the abandonment.

. How did you arrive at that? Before: ‘when I’ asked you -= I'm not trying to trip you
up -- you estimated about a bllllon or a bllllon and a- half Now, you are using
$1.7 billion. I ‘ » ' ,

MR. MAKUL: Well I'm u51ng $1.7 -~ I think $1. 7 bllllon probably repre— d

sents close to an upper linit-as to.what has already been spent .on the ‘plant. " If

less has been,spent, the attractiveness of abandoning 'is improved.
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SENATOR CONNORS: So then we are talking about $1.3 billion, $1.4 billion?
MR. MAKUL: I think it might be more than that, but you know, I don't know
éxactly how much it is. It is probably -somewhere between,$l.4 billion and $1.7 \
billion. That is.one of the things that auditors =-
‘ "SENATOR CONNORS: Well, if an oil-fired plant or a coal-fired plant comes
out to a billion or a billion and a half, then haven't we come somewhere along the
‘point of no return. That is what I am talking about.
. MR. MAKUL: You are assuming that you have to build a plant.
SENATOR CONNORSQ I think we have already established that. You said we
would need some ancillary. plants. )
MR. MAKUL: Not a base load plant, I said we might need a peaking plant.
SENATOR CONNORS: You're right.
) MR. MAKUL: And a peaking plant at $300 per kilowatt for the equivalent
capacity of Hope Creek, that would cost $300 million.
SENATOR CONNORS: That could maintain the status quo, or planning for
the future? . v »

» MR. MAKUL: I think that would be, accompanied with a reasonable conserva=
tion plan on the part of PSE&G, I think that would see us through, perhaps, to the
‘end of the century.

SENATOR CONNORS: Wouldn't backing into the abandonment of Hope Creek I
by increasing the cost per kilowatt, by cancelling Hope Creek .II, wouldn't that
increase the cost of constructien and ﬁltimately cost the ratepayers more? Isn't’
that kind of strategy, at the very minimﬁm, a subterfuge? In other words, if. I
remember your testimony correctly, you said that, ‘well, we really had this in'the

- back of our minds, but we were stringing Public Service along because we could then

take Hope Creek II and abandon that, and then increaSevthe cdst per kilowatt - and
prove, point positive, or proof positive, that this was a terrible price to pay
“per kilowatt, and yet let:them go on constructing. That strikes me as some kind

of a -~
MR. MAKUL: -Well, Public Service felt that building one plant would be
©$3.55 billion, and the cost of adding the second plant is about another -- I don't
have the figures in front of me exactly -- about another $1.4 billion, $1.3 blllion,‘

‘somewhere .around there. Public Service, based on their own economic analysis, came
to the conclusion that the incremental additional investment of $1.3 billion -- it
wasn't worth it for what you got, and one thing I have learned is lf a utility
thlnks that something shouldn't be built, you are pretty much sure it shouldn't be
built, particularly ifvthey have it partially built already.

) ‘S0, it is not really subterfuge, in that the remaining plant became a .
$3.5 billion plant. ' The engineering costs had to be‘paid for. The only thing is
" now, instead of those costs being spread over two plants, “they will be spread'over
one plant. S0, the costs associated with that one plant, instead of just having ‘to
carry the burden of a share, a 50% share of the engineering expense, now had to
carry 100% share of the engineering expense and the real cost of that plant went up
to $3.5 billion. _ " o ' B -

"SENATOR CONNORS You don't understand my question, or maybe I don't under-

stand your answer. . What I am saying is, and I may have miSinterpreted -- I want to
give you the benefit of the doubt on it. I'm certainly not trying to cross- -examine
© you, that is not my field. I was led to believe by yonr testimony that YOu really
had it in the back of your mind to get rid of Hope Creek I, but by utilizing Hope
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‘Creek II and abandoning that,it would increase the coSt’per kilowatt, and that way
it would give .you a better argument at: such time as it came to then spell these
cards out -- to lay these’ cards on the table and say, “Herevare our”reasons for
. wanting now to abandon Hope Creek I." B ’ - S

MR.VMAKUL: I think it was very clear in our mlnds that Hope Creek II was
‘an’ unnecessary plant and, due to the fact that Eubllc Service voluntarily agreed to
abandon it,. apparently they' felt the same.v k ’ , o

We “also had very good reason to belleve that Hope Creek I would not be
- necessary either, ‘but 1n terms of a strategy of gettlng these’ plants abandoned we
usually go for the plant whereﬂthe case is- the clearest, and partlcularly if that
affects the economics ofythe first plant, it will, essentially, affect the economics
of the remaining plant. I’think' by going after the plants one at a time, rather
than both 51multaneously, that we were assured that one plant that wasn s needed
wasn't built, and: we had a pretty good shot that a second plant that wasn't needed
‘wouldn't be bullt.' If we' had .gone - for both plants 51mu1taneous1y, I thuﬂ{ne wmﬂd have
‘.run the risk of hav1ng no plants cancelled. : - '

SENATOR CONNORS- I won't bursue that. SI'1l let you off the hook on that.
1 have one or two more questlons, Mr. Chalrman._ Why did‘we get into this mess in’
the. flrst place? The constructlon of two plants -+ who made that decision?

MR. 'MAKUL: Public ‘service did. L L :

SENATOR CONNORS: They -made that de0151on. Who approved it?

) MR. MAKUL: Certalnly, the Publlc Advocate didn't do ‘it. The ‘Board of
Public Utilities' position has been the overall reasonableness of constructlon
prOJects. There are-a lot of thlngs that-are looked at ih rate cases. There was

a generic docket whlch looked at the overall constructlon and forecastlng practices
of all the State‘s‘utilities. At avpoint in time in the past, decisions: of this
nature were -- people looked at. these plants and came to some kind of a .conclusion
based on the1r perceptlons of how ‘the world would be in the future, that they would
"allow these plants to go forward : ,

I thlnk one of the problems of that type of procedure is that the economlc
environment in which these plants are being built is continuously changlng. To say
in’ 1978 that we came to the conclusion that this plant is needed and, therefore, -
come hell or high water it is going to get built, is a:very unrealistic position'
beéause_between 1978, or 1977 and'the'present, you mightlhave differences in load
grthh; differences in the cost of alternate fuels, new technologies springing up
that perhaps were not available before, but will be available nOw. You have éscala-
tions ‘in interest rates -~ essentlally all.the economlc decisions -- what may have
been a good or reasonable decision several years in the past, is not ‘the kind of
.decision that you can just put away-and forget about because the . remaining cost of
completlng that plant- represents an avoidable cost and 'in terms’ ofkeCOnOnic deci-
sion making,: that is. what you look ‘at. ‘What are your costs from here on out and
what will the impacts be? o o R P '

'SENATOR CONNORS : I amvinclined to agree with you that time‘played'a
‘factor in this. At one point in‘time'—— I'1l just tell you a very small story --
my youngest son stood on a brldge, along w1th his first or second gradegclass>and
they watched a nuclear reactor being floated up  the bay to Oyster Creek. Everybody
applauded and the headllnes in all of the .papers read, "Here Comes’ the Nuclear
Reactor/'the contalnment vessel that was going to be put into thls unleashed world

- of energy that was going to solve our energy needs. Then, many, many years later,,
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we find that it was not as cheap as we thought it was going to be,vin_my opinion,:
and that time has changed that. So, I can understand your point of view; ‘as a
matter of fact, I share that point of view. » ‘ .

What does PSE&G say about this Hope Creek I? Do they want to abandon 1t°f

" MR. MAKUL: ©No, they don't, at least not officially. ) '

SENATOR CONNORS: Did they want to abandon Hope Creek II?

MR. MAKUL: They wanted to abandon Hope Creek II, yes.

SENATOR CONNORS: Why? .

MR. MAKUL: Well, their perception was that if they had to finance an
overall construction project for both Hope Creek I and Hope Creek II, their esti- .
‘mated cost was in excess of $5 billion -- if they had to do that, it would put such
an economic strain on them that they might not be able to get anything built. The
second thing was, due to changing economics, changing forecasts, they. came to the
econclusion that Hope Creek II would never pay for“itself, or, if it was to pay for
‘itself, it might be at a point so distant in the future and so speculative that it
. would pay for itself, that all things considered, they were losing confidence in the
reasonableness of going.on with Hope Creek II. '
. SENATOR CONNORS: But they do want -to complete Hope Creek I?

MR. MAKUL: As far as I know, yes. .

SENATOR CONNORS: Have you dlscussed‘that with them at all?

MR. MAKUL: No. ,

SENATOR CONNORS: Even off the record?

MR. MAKUL: Oh, off ‘the record, yes, they want to finish Hope Creek I.

SENATOR CONNORS: How vehement are they in completing Hope Creek I? '
Are they in earnest, in your opinion? Are they sincere, or are they just backlng
"into a situation where ifvthis government makes a decision to abandon it,-that we
- would perhaps be in the eourts for approkimately the amount of money that was spent?

oMR, MAKUL: You are asking me to speculate, since I am not part of the .

Public Service organization and I don't know.what goes on behind their closed doors.
But, if I were to speculate_as to why they want to complete Hope Creek I, I don't
think it is necessarily because. they think that it is going to be wonderful for the
New Jersey consumers. Rather I think they are concerned that if they have a $1.7
" billion abandonment, their shareholders will have a fit, because notwithstanding the
‘fact that they may recoup_these monies, the after-tax loss from ratepayers, it is
done over a long number of years and the New Jersey practice has been to not provide
-any return on the unamortized investment. It is the same as if you were to .loan
me a $100 and I paid you back $10 a year. You get all your money back, but, com-
-pared to what your alternatives.would have been,; you have suffered a loss. '

SENATOR CONNORS: Then ‘it is going to cost some money.

MR MAKUL: . Oh if that gets abandoned, it will cost not only consumers’
~ in the form of a write- off but it will cost ratepayers as well, and no one disputes
" that an abandonment cost is passed on to ratepayers. The issue is whether or not
,completlon of the plant will cost ratepayers more.

- 'SENATOR ‘CONNORS: That goes back to my question, I think the fourth or
fifth, would abandonment ‘'of the plant now cost the ratepayers morelsince the
utilities spent considerable funds to get it to this point? You answered a little
'b1t dlfferently than what you are answering now. -

MR. MAKUL: Well, I guess the answer ‘is that elther way you go, it 1is
going to have a ratepayer dollar 1mpact, but the real issue is whlch way mlnlmlzes

the. ratepayer dollar impact.

31



'SENATOR CONNORS Have you made any- study on that?

MR. MAKUL:‘ Other than- the studles that I:was asked to perform for ball
‘park estimate purposesvback last spring, T have done no- further or more detalled‘

»studies; " That 'is generally the type of thing you get expert witnesses to-do.
‘They are more in tune with all the up-to-date regulations and what is going on.

‘SENATOR CONNORS: Well, I can appreciate your answer, but if you don't
“know how much they have. 1nvested in a prOJect then how could you start off from
' that point to find out how much the losses would be'> )

MR. MAKUL: Well I think what I am savlng is what I would do 1s, I
would make sure before I made a dec151on on these points ‘that T got out and got

the .answer.- ' » R i ‘

‘SENATOR CONNORS:'_You misunderstood my question. .I asked you if you

~had done any evaluation on this, just either on a scratch plece of paper or any
kind of a'study -- o . ) B : :

MR. MAKUL: I did an evaluation.

SENATOR CONNORS: You did? '

MR. MAKUL: Yes.- -

SENATOR CONNORS:. -Well, how did you arrive -- what was your conclusion?

MR. MAKUL: . The. conclu51on I reached was that the completion of Hope »
_Creek I would cost ratepayers between $800 mllllon and $1.4 bllllon a year.

SENATOR CONNORS: - The completlon of it?. .

MR. MAKUL: Yes. The completion of that plant, puttlng it into rate base,
hav1ng the ratepayers pay a return on.that plant - )

SENATOR CONNORS:  -Divided over how many ratepayers°

MR. MAKUL: I think there are about 1.3 mllllon -—,about 1,300, 000 rate-
payers on the_PSE&G electric system. - In terms of compared to the 1981 level of
revenues, the lQSl‘leyel'Of PSE&G electriévreuenueS'was about '$2.3 pillion.

SENATOR CONNORS: = But then.we. go rlght back, Mr-. Makul -= we go rlght
back to what we were talklng about before. If you made that determlnatlon, then
you certalnly would have had 'to know what the amount of money was to finish the.
plant. ‘ ] '

MR. MAKUL: Thebestimates included two assumptions. - One. was that the
cost of completing the plant would be’$4 billion; the other one was that ‘the cost
of completing the plant would be. $5. 5 billion. . o B

' SENATOR. CONNORS : Well, that dlffers substantlally from what you have
given us before. ' ' ) _ )

. MR. MAKUL: The-official estimate is $3.55, but the company acknowledgeS‘»
that it could go as’high -- based on contingencies added. to their $3.55 billion -
estimate -- that it:'could go as high as $3. 79. ' In fact,”the Cost Containment
Agreement is-designed.-so that that range is con51dered to be the target cost.
Those estimates are a yedr and a half old. Based on what has. happened to estimates
in the past, I think that . assumlng ‘that the ‘plant willibe completed_forv$4vbillion
represents a reasonable lower. limit. ) . - “v : .

- SENATOR CONNORS. Assumlng that ‘I accept those figures because I don't
know any other figures, all rlght,»wouldn t it be. logical'then to deduct‘the amount
of money that has been utlllzed at the construction site for the constructlon now,
since it is going’ to be. abandoned and by your own words ~—

MR. MAKUL: I don‘t know if lt is g01ng to be abandoned
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SENATOR CONNORS: -Well, .if it were, wouldn't‘it be logical then to
deduct that amount of money from the.low figure, or from the high figure, or from
the medium figure,'to determine how much it is going to cost? In-other words,
abandoument by your. own words, you said -- again, I am mot trying to trip you up --
vbut in your own words you said that it was going to cost the ratepayer more.

MR. MAKUL- If we add that to the considerations, what I told you about
before that, if. it was amortlzed over a 12 or 13-year period it would cost rate-
payers :about $75 million a year -- $800 million less $75 million is still $725
‘ mllllon. . .
) SENATOR'CONNORS.. Then did- you ‘add the cost of new construction to meet
the demands that -- in other words, we're status quo and we're marklng time now.
Have you added those costs? ) \

MR. MAKUL: - Senator, in terms of the calculations that were made, they‘
were not for the purpose of coming up with an optimal plan as to how to meet
‘PSE&G'sS customers' requirements for the future. Rather, the purpose of the calcu-
lations was to find out what the cost impact would be of the present course of
action and, once that Was‘determined and we found that it was a significant impact,
it would then allow people to take all this very seriously and say, "Well, maYbe we
can look for somé other options that are cheaper."

- I'm not saying that if we don't build Hope Creek we might not have to
build anything else. But, what I am saying is, that here is the -- what I calcu-
lated was, here is the flnanc1a1 1mpact of staylng the course. Now that you know
'what that impact will be, maybe you would llke to think about doing something else.
’ 'SENATOR CONNORS I like that phrase -- just for a little levity. I »
still don't understand, and I promise you that I won't prolong thlS much longer, -
but it would seem to me that we have no other plants under constructlon at thlS
time in the State of New Jersey, do we? o )

‘ MR. MAKUL: Phy51cally, within the State of New Jersey, no. Atlantic

: Electrlc has some plant construction on paper. :

SENATOR CONNORS: I am not talklng about what is on the draw1ng board.
I m talking about under construction right now.

MR. MAKUL: That's right. .

SENATOR CONNORS: We don't have any?

MR. MAKUL: Just Hope Creek; : ,

) SENATOR CONNORS: All right. It would seem to me that, you know, I'm
sure we could cope with the 51tuat10n if we asked everybody in ‘the State of New
- Jersey to turn off four or five light bulbs, maybe cut down their thermostats to
58 degrees, etc. - o S ‘ '
MR. MAKUL. Phase out electric resistance heat? )
SENATOR CONNORS: < What?
) MR. MAKUL: Phase out electric resistance heat. That is one thing we
could do. ' : ' ‘ o

. SENATOR CONNORS There would be a lot of measures. On the other side
'_of the coin, here we -are in a posture in the State trylng to 1nduce business to :
_come in, and we're marking tlme. I neither support this -= I have made no dec151on
Cwith regard to this plant. What I 'am saying is, ‘that for the last four or five
years anyway, we have been‘hanging ouxr electrical needs, -in part, on these two
fplants -- future demands. _And,. outside of what the electric companies themselves
have on the board, we're not moving ahead in that direction. Does that make any

" kind of sense?
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SENATOR STOCKMAN. May I add 1nto that questlon, Mr. Makul7 . Do you v

'1nduce new plants to come 1nto New Jersey by bulldlng three or four bllllon dollarﬂ.u'
fac111t1es of this sort if. you don't need them° ) o ) .

"MR. MAKUL. ‘I don t think you do. When a new 1ndustry comes in; and I
have some experlence w1th this because. 1n nmy practlce of rate cases ‘we do’ have '

‘1ndustr1a1 1nterveners, or they're looklng out for thelr own interests.- Thelr
concern is hav1ng economlcal energy. If ‘you bulld a $4 bllllon plant that isn t K

Aneeded you may have all the electr1c1ty you. need: when you put ‘the plug in the

o wall, but if it is so expens1ve that nobody wants ‘to use lt, they are not g01ng

.to come to the State to begin with. . AT . Lo

» SENATOR STOCKMAN. What about solar energy’ What about wlnd energy7

'that about cogeneratlon? ‘I mean, there are some other thlngs that can be talked
about in this mess, aren 't there? ) : :

MR. MAKUL: Oh, yes. Well the 1dea of " cogeneratlon ‘has, been around for
quite a while. At the Board of Publ1c Utllltles, the approach has always been, to
buse a "carrot " somethlng called the "Avoided Cost Formula,“ to try to give as much
of "a benefit as p0551b1e to people who ‘would come in“and. cogenerate ‘and essent1ally,

eithér meet a portion of the1r electrical needs, or poss1bly meet all of" their own
electrical needs, and actually export some to the gr1d I .think that when we are
talklng about alternatives of $4 bllllon plants VS. cogeneratlon, we could probably
afford. to sweeten the pot quite a- blt on cogeneratlon.

) There are the solar technologles = Just keeping my eye open -to the news-

-_paper, I see that there .are breakthroughs. They come in bits and pieces, but there
are breakthroughs on silicon 'cell technologles. Presumably, that could, at:

‘somé point in the future, come to the point where you could meet, during the day-
light'hours,’a great'amount of your need, or some oflyour heed at least, out of
solar, and even take some of that -energy and use it to make -hydrogen. and burn that
‘in plants to meet your nlghttlme requlrements. . o ) :

' v * There are a lot of things happening on the energy front because the -
economics. are starting to develop Four .billion dollar plarits allow con51deration
of a lot of other alternatlves that otherw1se would not be thought of as belng
economically fea51ble. , 4 » o N

SENATOR CONNORS- I have just one more question foxr you, Mr. Chairman.

Wlll the people from PSE&G be asked to testlfy with regard to.this? o »

SENATOR STOCKMAN.» I had not ‘thought too much of ‘it. I had not planned
it, Senator., If it 'is your. ‘wish that we hear from Public Serv1ce at these hearings, -

‘I certalnly would very seriously take that under consideration and talk to the rest
of the Committee ‘about.it after today I have no -- ; ) . .' )

SENATOR CONNORS: The’ rest of  the Commlttee is you and I, Mr. Chairman.

SENATOR.STOCKMAN{ Well, I haven't given up hope:that our colleagues may
want to be heard. from after all of this, so why don't we talk‘about that at the end
of the day? ‘ ' . R ' ’ : » ' '

SENATOR CONNORS:- Okay, fine.

SENATOR‘STOCKMAN:' I'm certainly not precludlng that.‘ I think_Senator

Dalton just had a couple of questions..’ ‘ . : .

'SENATOR DALTON: First of all, I don't mind saying that in the last 20
minutes I get a sense of deja vu, debating the: issue, Senator, of “the alternative

energy sources available to us. I think those are the types of discussions we are
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having in our Committee all the time, particularly with SR-6, Senate Resolution 6,
‘which was passed, that provides our Committee with the opportunity and the jurisdic-
‘tion to take an overview, or participate in an overview, of theiregulatery taxing
B sfructure with regard to electricity in . the State of New:Jersey. I want to thank
you for voting for that resolution. o

' One question I have is -- first, there is a distinction. that I would like
you to clarify, Mr. Makul, between Exxon making a decision to abandon a plant, and

a regulated public utility making a decision to abandon a plant. I mean, we're '
talking about two different worlds, .in effect, wouldn't you agree? In one case,
there is an eénterprise such as Exxon -- their financial decisions really aren't
regulated to the extent that a public utility's financial decisions are regulated:

' MR. MAKﬁL:‘ They can move very quickly, yes. As soon as they see the
economics becoming unfavorable, they can overnight,’if the person‘responsible to

do it decides he wants to ‘cancel out that project, the wheels can start going very
quickly. . : ) _ .
SENATOR DALTON: Yes, and then that project -- that cancellation will have
-minimal, if any, financial impact upon the consumer.

MR. MAKUL: Well, you are dealing there with what is ostensibly a free.
market enterprise, and if Exxon's gas goes up by a quarter of a cent, you can go-
across the street to Gulf.

SENATOR DALTON: Yes, but we can't do that in New Jersey, as far as our
‘electric utilities? '

MR. MAKUL: Unless you want to move. |
» SENATOR DALTON: Let me ask you a question -- if, in fact, you abandon
Hope Creek I, how do‘you supply . the energy to meet, say for instance, their year
1990 or year 2000 projection? ‘

MR. MAKUL: Well there are a lot of things becoming avallable rlght now.

. I guess if there is a silver lining to the economic woes that we are in, it is that
Midwestern Utilities has a lot of construction projects that are being completed at
this point in. time. There is a company in Pennsylvania -- Pennsylvania Pcwer and
Light, which is building a couple of nuclear plants. A lot of facilities are
coming into service, and the sales have dlmlnlshed. Now, the argument is, you
‘know, the sales have diminished. All we need is a revival of the economy and the.
‘sales will come back. Those utilities haven't reached that conclusion. When a

car plant closes, I guess they have the hope that the thing will come back as a
.customer again. But, then when the wrecking ball comes and knocks it down, I guess,
you know, they start really worrying what is going to happen. v

One of the interesting things that has happened as a result of the Three
Mile Island accident, is we have had -a utility which is now incapable of construct-
ing because they just do not have the. finances to do it, having to plan to meet
their electrical. needs. They have found a heck of a lot of power available in other.
systems.. The question seems.to be, how do weuget»it here? Transmission lines --
‘and these transmission lines in many cases are -- well, in all cases, have to go
fhrough states other than New Jersey. Of course, there is concern about environ-
mental impacts of transmission lines. What is that line going to do for the benefit

- of Joe Blow in Pennsylvania? But, there is a lot of power available. In Quebec
there is a lot of power coming on the line as a result of the James Bay projects.



,That is'someWhat interesting because that is'a winter peaking system up there. .
_ They have a ‘lot of electric heat up there;v We are . summer peaking. I thlnk that
a lot could be ‘done through purchases, ‘assuming that the demands are there.
" The second questlon 1s, w1ll “the demands actually be there, or are
there cheaper ways? What we are trying to do, or what a utlllty 1s trying to do --
or should be trying to do, is to get- its supply to match its demand. In some cases
it is much-cheaper to control the demand ‘than to increase the supply. " v
SENATOR DALTON: Let me ask you, getting into. supply to match the demand,
what is the projected”demand for PSE&G’ I mean, they say ‘that they need ‘this plant by
1990} they have made statements to that effect. What is the’prOJected demand, as you
_understand 1t, for PSE&G? . ' ‘ .
MR. MAKUL: I think it is growing at under 2% a year. .
 SENATOR DALTON._ Okay. So this is 1982, so it may increase,roughly by
10% by 19902 S ' o . ’
MR. MAKUL: bYes. I would like to make a comment though about that concept
of need, as I understand it. Essentially, I have seen these kinds of arguments before,
and what the arguments are, essentially, is that we have to have a certain reserve »
margin’ to meet .our load. . ' o ' v
- ' 'SENATOR DALTON: That is a Federal government requ1rement°
MR. MAKUL: Yes, .that is a Federal guideline. The companles are afflllated
in a pool and they'set reserve'margins‘for each utility Essentlally, what it says
is =- what the reserve margin is, you see how hlgh your peak loads are, then you have
.to find out how much more you need for spares. It is a function of a number of
things. Generally, about 17% to 20% has historically been the figure quoted.
Now, that might tell you ‘how many generators you have to have, "in terms
of how much nameplate capa01ty, or how much phy51ca1 capacity you have to have. It
doesn’t - say anything about what kind of generator it has to be. ‘It could be a’ peak— o
ing generator that operates on natural gas. It could be some sort'of an'oil-fired ‘
unit. - It.could be something else. , s ‘

» SENATOR DALTON: . All -these questions that you ralsed and I think they are
.questlons because I don't assume you know the answers rlght now as to what you put on,
but haven't those questlons tradltlonally been answered by the utllltles themselves,

- and government has played very little part in answerlng those questlons° »

MR. MAKUL: - T thlnk government ‘-~ to the extent that government is involved,
I personally feel 1t has been less v1gorous than it should have been.
SENATOR DALTON- If I throw out -- let's presume that PSE&G is going to need
108 more capac1ty by 1990 '‘and PSE&G insists that the way to do that is via Hope Creek -
I, aren't we, in fact, doubllng the rate base of the ratepayers, that is, pass1ng
- along: to: the’ ratepayers for a 10% .Increase? S : : . .
MR. MAKUL: :Well, if Hope Creek gets completed it would be doublingvthe
rate base from present levels. . . - ' '
SENATOR DALTON: Focu51ng 1n on the Cost Containment Agreement Senator
Stockman p01nted out hlS concerns with regard to the Extraordlnary Events Clause
within that Agreement, and. feels that, in fact those costs may not be a bargaln
to the consumer. Do you feel that, mov1ng on to another sectlon of the ‘Agreement,
the cost overruns, the. provisions;made for cost overruns, whether it be an 80/20
Spllt, 80% assumed by the consumer, 20% by the company, or-a 70/30 Spllt as those
overruns grow, are a bargaln for consumers’y
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MR. MAKUL: Well, if I didn't think that. the plant was gding to pay for
itself at $3.55 billion or $3.79 billion, any provision that adds to the consumers'
Burden on overruns is going to make the deal worse for consumers.

SENATOR DALTON: Additionaily, it would seem to me, and this isn't a
question because I don't want to ask you to comment, but it would seem to me that
the Governor's and his Office's glee with which they greeted and signed this Agree-
ment, was based upon the fact that it is the first time we have ever signed any
cost containment agreement in the State of New Jersey. »

- MR. MAKUL: I know nothing about the attitudes or positions of the
Governor's Office, other than what I read in the newspaper. '

SENATOR DALTON: Okay. No more questions.

SENATOR CONNORS: "Mr. Chairman, I have just a couple of questions, if
I may. You mentioned something that triggered something in my mind -- power
availability in other systems. You are suggesting that we try to utilize that
to offset the energy needs or demands?

MR. MAKUL: Well, I'm saying that that is one available alternative;
whether it is actually needed or not, I am not prepared to say at this point in
time. But, I am saying that that is one available alternative that seems to be

'a source of power at a cost lower than that of Hope Creek.

SENATOR CONNORS: And, given your expertise, because I have none in this
‘matter admittedly, one of the constant complaints that I hear with regard to Jersey
Central Power and Light, and I think it is very valid, is that a good many of our
electric companies, or at least that one -- and whether it is valid or not I am
going to ask you -- are brokers of electricity, and not manufacturers of electri-
'éity; that they have failed their responsibility to keep up with the demand and,
therefore, purchase electricity from outside this State or outside of their immediate
‘area and then tack a profit on top of that, which causes the rate base to increase.
Is that true or not? »

'MR. MAKUL: Well, when Jersey Central purchases energy from other systems,
they earn no profit on those purchases. They are passed through at cost. An allow-
ance is made for line losses, but there is actually no profit component that is
passed through, dollar for dollar but without any profit.

SENATOR CONNORS: Who determines what the price will be when it is pur-
chased, we'll say, from Philadelphia Electric?

MR. MAKUL: That is done under negotiation.

SENATOR CONNORS: By whdm?

MR. MAKUL: By the buyer and seller. ,

SENATOR CONNORS:  Where does the BPU or the Rate Counsel stand on that
issue? ) . ' . ‘

MR. MAKUL: At present, to have these costs fecouped, the company has to
go through what they call a "Levelized Energy Adjustment Clause" proceeding, where
the :Public Advocate gets completely. involved with consultants and explores the
merits of the deal, as to whether or not it is a good deal or a bad deal compared
to the alternatives. ' '

SENATOR CONNORS: Does the BPU enter into it?

_ MR. MAKUL: . Yes, the BPU is the agency which ultimately has to -- they
are the finders of fact, and for any cost to be passed on there has to be a BPU
order allowing those costs to be passed on. ‘
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» SENATOR>CONNORS°VvWe11 it would seem to me that not ‘too long ago, the=
former Governor of this State had toured ——'I was. told or read in the newspaper -
had toured or: gone to Canada to talk about electrlclty and supplylng needs to '
1990 through Canadlan Hydro. Are you aware of that’ ' :

MR. MAKUL: Ontario Hydro, yes. '
SENATOR CONNORS.; You are?
MR. MAKUL: Yes. : S , o
o - SENATOR CONNORS: 'And‘that Canada, or Ontario Hydro was supposed to sell
" us electrlclty to meet the demands and ‘the needs to the year 1990, in whlch case
then, according to what I read, and my memory could be very vague on. thlS, they
. mlght have ' to . pull out and we would have to meet our own demand?
" 'MR. MAKUL: It was through 1992, then after 1992 power:. would Stlll be.
'avallable, but not in the full amount, and .it might be moré on a, what s called
an "as available" basis. ) . . '
SENATOR CONNORS;’ In.other'words,'substantially'my thoughts on the matter
.of what I read are -~ R - o ! i » .
‘ MR. MAKUL: Right. : . »
SENATOR CONNORS: And that JCP&L, in this instance, spent something in’
the nelghborhood of $100 million?- ‘ o i
‘ MR. MAKUL: No, it was about $6. mllllon.
SENATOR CONNORS: How - many’ )
 MR. MAKUL: Six. o v
SENATOR CONNORS: Six -- oh, it wasn't $100 million. ; »
'MR..MAKUL:  No. = S ' . .
SENATOR CONNORS: . And then abandoned it? o
: ) MR. MAKUL: " Yes. What they found was, when they 1n1t1ally negotlated the .
deal, these Mldwestern Ut111t1es were not interested in long—term power contracts
because they still thought the recession was a temporary phenomenon and would be
’ over in a'short period of time. What Jersey Central was - looklng for was a. longer
term purchase. As the projeCt went on, they really only had a preliminary esti--
mate. As they got 1nvolved with a more detailed estlmate puttlng thé project out
for bids, they found that:some of their initial assumptions with regard to the cost
of_laying a cable across Lake Erie were too low. At the same ‘time, they found out
that these other systems which before had. said "no" to discussions of long-term
power availability, were now starting to ‘become interested.inventering into long-
term power contracts.  So, two‘things had changed. One, the people who before were
not willing to sell the power now were starting to become willing’to sell the power --
the companies in the Midwest. The second th1ng was the cost of " laylng the cable,
which was orlglnally estimated-to be ‘about $375 million for Jersey Central -~ that
estlmate now .grew to over $500 million. Jersey Central, in rereviewing that project,
' came to the conclusion that it was no longer needed. In that particular case,:I v
think from the Office's point . of view we were rather happy about that: abandonment
because it was accomplished when less than 2% of the cost of the project had been
committed, and it represented,fin our minds, a‘'very rational decision on the part
of the utility. R v | ”
‘ SENATOR CONNORS: Sure, it makes ‘sensle.
 MR. MAKUL: Yes. L ‘
SENATOR CONNORS: -Let me ask you this, the money that was spent, even
though it was a small amount, how was that money recouped?
I
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MR. MAKUL: The Board of Public Ut111t1es ordered that that money not
be recouped that that cost be completely absorbed by the investors of JCP&L.

SENATOR CONNORS: How long would it take to construct a new facility?
Before I get into that question -- apparently there had been, or the need was there,
or at least a good portion of the high public officials acknowledged a need for
increased electricity, either from purchase or from construction. I asked a
question before and I started to reflect upon it when Senator Dalton was speaking,
and I don't think we developed that enough. Who made the decision and when was '
that decision made; other than PSE&G? - Did .the State of New Jersey have any involve-=
' ment in that dec1$1on to permit PSE&G to build Hope Creek I or Hope Creek II?

' MR. MAKUL-' You're talking about well before I came on the scene, but
as far as I know there was really no involvement other than the normal issuance
of construction permits. _ ‘ : .

v » SENATOR CONNORS: Which points - to Senator Dalton's bill very positively-
that there should be. a Certificate of Need, much like the hospitals need today.
But, in the absence of that, was there acquiescence on the part of the State of New
Jersey to permit these two plants to be built? Certainly I cannot conceive that
the utility company would say, "Hey, we have a good idea. Let's build two utility
plants." ' At that time I think you had said it was $499 million,

' MR. MAKUL: Right. o ‘

SENATOR CONNORS: = And the costs had escalated.. Was there no participation
by the State of New Jersey in-that decision?

MR. MAKUL: You're asklng me about a perlod of time that was well prior
to my involvement in. utility regulation, and my only knowledge on that is based on
what other people -= - e

SENATOR CONNORS: How. far back did it go?

MR. MAKUL: 1976. o

'SENATOR CONNORS:. 19762

MR. MAKUL: Yes.

SENATOR CONNORS: I see.

SENATOR DALTON: It was during the Cahill Administration.

SENATOR CONNORS: It just goes to show you how perceptlve the man was, .
acknowledging that we‘were'901ng to need more electricity. I just want to know who
participated in that. Did the State participate? _ .

' SENATOR STOCKMAN: Senator, I think the witness indicates that was before
his time. ' 5 ’ '

SENATORVCONNORS} You don't know?

MR. MAKUL: I don't really know . :

SENATOR STOCKMAN: - Let me interrupt you for just a . moment. For the benefit'
' of the audience, it is my intent to adjourn before or by l.OQ p.m., wherever we afe,
and return at 2:00 p.m. I‘think_we are close to -- Len, are we, to completing this
witness? ) ‘

SENATOR CONNORS: Sure. ,

SENATOR STOCKMAN: I think we hopefully can complete him before lunch, and
then we will recess until -2:00 p.m. '

SENATOR CONNORS: My other questlon was, how long would ‘it take to construct
a ' new facility in gas or oil or coal?

MR.,MAKUL: Not nuclear, but coal -- we're talking about manyiyears. A
coal plant, we're probably talking abeut a seven or eight-year lead_time. Some of

i

I
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‘-the -- a gas turbine, we could be talking about a one and a.half"to two—year lead

time. An oil plant, that depends on the de51gn and 51ze -— somewhere in between -

what they call an "011 f1red steam plant.“.‘ ' ' '
SENATOR CONNORS : Couldn't that be a factor in gorng ahead to meet the;

© -demand? A judgment call? .

‘MR. MAKUL: Well that is what Publlc Serv1ce has argued

SENATOR CONNORS H Pardon”

MR MAKUL: That is what Public Serv1ce has argued, that rather than: belng
caught short we should cover ourselves and complete’ the plant.: It is a pollcy deci-
51on as to whether or not you should be ‘completing a plant that I have estimated will
cost -- the output of that plant will cost over $.20 a kilowatt hour -- whether or
notfyou.should be completing that plant just because you have a fear that‘you might
be caughtvshort. ‘T know prior‘to --"back in March and April, it.was the view of our
Department; a view that I shared‘ that the completion of. this plant might well indeed,
in effect, cause blackouts by maklng ‘the electricity so expens1ve that ‘people could
‘not afford to use it ‘or would shut the doors of thelr 1ndustr1a1 facilities’ and move
away to places where electrlclty was - cheaper._ We mlght have a: very peculiar phenom- :
enon with the-completion‘of'this plant, where a plant comes on the line with 1,000 l
megawatts of new capacity and if.Wevhave a -substantial cost impact associated with
that, of having a very large number of customers, maybe3not l,OOO_megawatts, but a
lot of customers reducing their demand because they no longer'can afford electricity
at that price -- cannot afford either to use it all or as much, and I think that :

would be rather . 1ronlc,-1f we were building a plant to meet a need, ‘only to have
the cost .of that plant be so hlgh that the need at that prlce wasn t there. -
/SENATOR CONNORs- Well again, ‘I really do not understand how you are
»computing.' If we use the $1.7 billion that you talked about earller when I asked
' thexquestion, "Would abandonment of the plant.now cost the ratepayers more 51nce
the‘utility‘spent considerable funds to get it to this point?" You had come up
with the figure $l 7 bllllon if abandoned. .Then we- tack on-$1.5 billion for the
constructlon of a complete. new: plant.  We're up at. $3. 4 bllllon -- '$2 billion.
MR. MAKUL: ' I think you are assuming that you have to bulld a complete new
: _coal—fired plant of the equivalent_capacity, and I think the point I was trying to
get ‘across -- R ‘ : ’ &
- SENATOR CONNORS: I am: not assuming anything' All I am assumlng is -—-
MR. MAKUL: Well, you sald $1.7 bllllon to abandon this plant, and $1.5
" billion for a new plant. _ _ o :
SENATOR CONNORS: I make this assumption -- I make this'assumption, all
right, that from everythlng that I have read in the newspaper and from television,
. New Jersey has-a shortage of electr1c1ty, that we are 1mport1ng electr1c1ty from
outside the drea, that the former Governor: of this State was deeply concerned with,
as he should be, and as this Governor should be, and that there is a crisis comlng
with regard to supplying the demands and the needs for. the people to have available
electr1c1ty. Now, assumlng arguendo for a moment, you don't accept that, all rlght )
what I am saying is then it is a calculated dec151on as to whether we meet the demand -y
or some day have a- problem with regard to supplylng the people who' are llv1ng in this 3
State, let alone 1nv1t1ng more people-or more industry to. come in.
‘ ~ MR. MAKUL: Well, 1t's true that if you are strlctly going to say that

we are 901ng to saw off New Jersey from the’ rest of the Union and flow it out to
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, sea, that we might not have enough generation within our geographical confines to
meet our entire demand, or we might not have .it in the future, but that is not the
Way systems such as this are -planned. I mean, Public Service.owns substantial
¢apacity in nuclear plants and coal-fired plants in Pennsylvania -~- that is
electr1c1ty which, I guess you could say, is imported into this State.

’ SENATOR. CONNORS: = It would cost us no more to bring it into this State?

. MR. MAKUL: No, cost transmission lines are not =~ well, it involves
~millions of dollars, but compared to the billions for building a base load plant,
it is a relatively small sum. I think that with regard to those positions about,
you know, not wanting to be reliant on electriCity from other states or whatever,
I think probably the uranium to' fire a nuclear plant, most of that comes from out-
side New Jersey as well. So, we would be reliant on out-of-state uranium sources.
I think that the mechanisms are such that'it is not, in my opinion, a legitimate
concern, that some of this electricity is being generated out-of-state. If you
have. utilities elsewhere which have more capacity than they know what to do with ~--

SENATOR CONNORS: ' Carrying it one'step further then along those lines, v
maybe we should not build any electric plants and buy all of our electricity and
pay a premium, to some degree, because. of the cost of conStruction. '

MR. MAKUL: ‘It is possible that that mith be the cheapest alternative --
to enter into long—term'contracts with other systems.-

» SENATOR CONNORS: Have you ever‘done a study on this?

MR. MAKUL: I know from my experience with Jersey Central that. they are
.buying electricity from other systems at prices ranging from around $.04 to $.07
per kilowatt hour, depending on whether'it is what they call a "base load contract"
»or an "on peak contract.” None of the purchases are occurring at $.20 or $.22 pér
kilowatt hour, which is what I think Hope Creek is going to cost. ’

So, just based on my experience from dealing with these cases on a day-to-
aay basis, it looks cheaper to buy than to build.

SENATOR CONNQRS: That's all, Mr. Chairman.

' SENATOR STOCKMAN: Thank you, Senator Connors, for those interesting
questions. I want to comment and to thank the witness. Mr. Makul, I don't think
there is any question that you have answered straightforwardly, truthfully, honestly
and openly, and I “thank you for that, I don't think there isvany doubt that some
people may disagree,'and disagree sharply, with some of 'your opinions or statements,
maybe even your boss, but I hope and believe that he. will recognize that it was a
spirit of cooperation and openness and' truthfulness that bronght you to this hearing
and that carried you through. I want to thank you; I think your testimony has been

- extremely informative and valnable, important, and to ‘the public  interest. - Thank

you very much.

(RECESS)
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AFTER 'RECESS

SENATOR STOCKMAN- We would like to“get started with. the hearing if wevcan.m
Commissioner Coleman, welcome.{‘You have'asked for an opportunity toktestify<to the '
>>Comm1ttee,'and we happlly accede ‘to. that request.‘”I'invite you to make your, statei“
' ment, and perhaps some ‘of us. w1ll have a few questions for you, and perhaps not. -
LEONARD:. S. COL E M AN, J R..' Okay- It's good to be w1th you, ‘ ‘
Senator, .and thank you for giving me the opportunlty to present the v1ews of my
'Department 1n the matter  of the Publlc Advocate' s role in the Hope Creek Cost Con-
tainment’ Agreement. )

Regarding background in May 1982, the Department of Energy prepared a’

’report for Governor Thomas H. Kean entitled Hope Creek 1: The Need For a Review.

The report was trlggered by the December 1981 cancellatlon of‘HopedCreek IT by
Public Service Electric and Gas Company (PSE&G) . The report examined the various.
’strateglc OpthnS avallable under both completlon and cancellatlon scenarios.
- Briefly, the flve.optlons were: Mcancellatlon, cancellatlon with the constructlon
of a 400hmegaWatt coal plant; completion with .no cost restralnts,vcomplet;on,by or
* with another utility;’and, ompletion'with'cost contalnment." ‘ o

After an -internal review of the optlons, I approached officials of
PSE&G to present them w1th the concept for a cost contalnment plan. .
. ‘ After ‘several dlscuss1ons with Robert I. Smith, PSE&G' s Chairman of the
“Board the company was compelled to accept ——‘1n prlnClple == the concept of cost
containment. ) S _ » )

Thls was done by letter, from Mr. Smith to me, on June 11, 1982. -On.
June 17, Gary Stéin, Director of the Governor's Offlce of Pollcy and Planning, in-
‘vstructed me to- negotlate on: behalf of the Admlnlstratlon. The ultimate purpose of -
‘these negotiations was to formulate. a Cost Contalnment Agreement.,kMr. Ste;n also
iasked me to confer w1th the Public Advocate, but allowed that... .

¥ 1'11: ]ust stop here'to say that I think, this is very 1mportant with regard

to the role of the Public Advocate in. this, and certalnly I am-here as a Department
‘of the Admlnlstratlon. I thlnk we can see, the difference. in the. tenor or the tone'

that is taken between the Advocate and the Department of Energy. I_quote from Mr.

. Steln s memo-'

"Initially, this is a determinationhwhich should he madehcon—
,currently by”you.and3the Department of:the Public Advocate.
. We also have to allow .for the possibilityvthat you and .the.
Public Advocate may disagree..; It would be preferable if .
you and the Public Advocate were together on.this issue, but
_I believe -that your determlnatlon should control the Admlnls—'
 tration's p051t10n. . ' ’ . _
: >:I have attached for the Commlttee members, to. my testlmony, a copy of
'that memo from Mr. Stein. I would,  once agaln, emphasize that last sentence --.
"It would be preferable if you and the Publlc Advocate were together on this issue,
but T believe that your determination shouldvcontrol the Administration's position."
" The Hope ‘Creek I Report and ‘Mr. Stein's memo: clearly show that: (l)”the
cost.containment optlon was developed within the Department of Energy .and not in
the Governor's Offlce;vand, (2) the Governor's Office ant1c1pated the possibility
of a disagreement by the Public Advocate. The decision'by the Public Advocate to-
‘support the cost contalnment concept was based on the Advocate's own analy51s of

the Hope - Creek I publlc pollcy dllemma.
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. Turning to the negotiatione, the,Agreement Was the subject of lengthy and

intense negotiations conducted on‘a daily basis during the past summer. Despite
severaivimpasses and even some. moments when it appeared the discussion might col-
- lapse completely, the Department of Energy and the Public Advocate persisted in
keeping the parties aware of the importance of reaching a solution that would be‘in
the best interest of the public. For the Public Advocate, Assistant Commissioner
Potter was the point man and hardly a day passed when we did not engage in lengthy
discussions on the development of the Agreement. In August, after seven weeks of
negotiation, we were in. a position to discuss the details of the Agreement with the
Governor. o , '
‘ On August 4, 1982, in a meeting with the Governor, the Public Advocate
‘and members of the GOvernor's staff -~ the Public Advocate and I recommended that
the Cost>Containment Agreement be filed with the Board of Public Utilities; The‘
Governor concurred ’ ‘ i ‘

As can be seen from the chronology of events I have just outllned the

Agreement was not presented to the Governor until after all parties had accepted’

it themselves. . ' ' o ’

THE AGREEMENT .

. ’ In argulng over who sald what to whom, I think we risk losing sight of the
_ enormous significance of this Agreement. Never before in the hietory of regulation
has a utility been placed in a position of absorbing reasonable costs above a
targeted completion cost of a major construction project.

" It appears persons critizing the Agreement either fail to understand the -
procedure involved or have chosen to deliberately misconstrue the clear intent of
the Agreement. The Agreement in no way limits the ability of the Public Advocate,
the Department of Energy or any other individual or party from challenging costs
thought to be unreasonable. So, I must emphasize that it does not take away the
rlght to argue against-any costs which are deemed unreasonable.

The Agreement applies only after-a flndlng by the Board of Public Ut111t1es
that costs related to‘the constructlon of Hope Creek I are reasonable and prudent. '
‘The Board's decision will come only after fully litigated hearings, at which . time

. expert testimony is given and company officials are cross-examined. The Agreement
does not give the ‘company an absolute right to spend any sum. to complete the

plant without an examination of expenditures. .Only after a finding by the Board

of reasonable costs -- a point. at which a utility would normally receive a return
on its full investment -- does the Agreement apply to costs over the target."
. ' The target date of December 1986 and the target cost of $3.795 billion
are’not, as some have alleged, numbers which have been simply pulled out of the air.
Rather, they are based on data furnished by PSE&G, Bechtel Corporation (the prime
contractor for thevproject) and Theodore Barry Associates (an independent consul-
tant hired by PSE&G to evaluate the project). 1In resoOnse to abrequest by the
Public Advocate in July 1981, PSE&G estimated the cost of building one of the two
Hope Creek unlts at $2.5 billion for constructlon and approximately $1 billion for
allowance of funds used during construction. These figures were relnforced in
testlmony by PSE&G's Vice President Steven Mallard in Decémber 1981, by PSE&G's
filing with the Securities and Exchange Commission (SEC) in March 1982, and the
Board of Public.Utilities' orders in the folloﬁing dockets authorizing.the issuance
of the securities: Docket Nos. 821-70 (March 12, 1982); 823-184 (April 22, 1982);
and, 823-185 (Aprll 22, 1982). The difference between the $3.55 billion base figure -

Plow .
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,and the $3 795 bllllon targeted constructlon ‘cost is the result of adjustments
‘made -to the base for cost overruns 1dent1f1ed in the Theodore Barry study. By
’comparlson a draft agreément 1n New York state 1nvolv1ng a s1m11arly 51zed nuclear _
plant permlts an allowance of $900 mllllon over the base cost before penaltles are
assessed -+ that's $900 mllllon, ours ‘does’ not allow for that., In fact the New_
,vYork agreement calls for only a flat rate penalty agalnst the utlllty rather than
"the escalatlng rate set forth in our Agreement._ ) :
" The Agreement is further s1gn1f1cant in that 1t creates a greater degree of
management accountablllty to both stockholders and ratepayers. By settlng f1nanc1al

' ipenaltles for construction cost overruns, the Agreement 1n effect tightens the share-

holders relns on the company' s management, and places the respon51b111ty of assurlng
max1mum profltablllty for the Hope Creek I pro;ect squarely upon management's
hshoulders. ‘The flnan01al 1ncent1ves set’ forth in the Agreement. for completlon of
the: prOJect below the targeted cost also work toward strengthenlng management :
accountablllty - This accountablllty is -shared by ratepayers as well as shareholders,
who for, the first time will ‘not. have to bear the full burden of cost overruns, and.
who will share in the beneflts of ‘a prOJect brought in under the targeted amount.
'This Agreement also provides for' 1ncent1ves if the plant is completed at -
a cost below $3'55 billion. We belleve an 1ncent1ve 1ncreases the probablllty that .
. the plant -will be completed in ‘the shortest amount of time and at the least p0551ble o
1cost . Much has been said of the prov151on allow1ng for - the 1nclu51on of costs. relat-
dlng to the 1nclu51on of extraordlnary ‘events, Agaln, persons have falled to under—
';stand this prov131on or have dellberately mlsconstrued 1ts meanlng )
It is a basic pr1nc1ple of law that a fundamental change in c1rcumstance
»may serve ‘as -a ba51s for ‘the reevaluatlon of a prov151on of a, contract or: agreement.
The . deflnltlon ‘of the term "Extraordlnary Events" has been twisted by those who would '
deceptlvely portray it as a loophole through which' the utlllty could pass v1rtually vfl
any cost overruns. On- the contrary, any- ¢laims of costs related to extraordlnary
_events would first have to be approved by the BPU follow1ng the full lltlgatlon of
those clalms. Nothing in this Agreement preempts or c1rcumvents any currently _'
ex1st1ng legal safequards for the ratepayer. I would just say here, Mr. Chalrman,,
‘as’ an a51de, I recognize that you are a 1awyer and I may be treadlng on ooft turf
: but in having negotlated thls Agreement, we passed this- through lawyer, after lawyer,
after lawyer, in attemptlng ‘to get an 1nterpretat10n .and round .up what we thought -
could make conclusions: on -= were in the best interests of the public. - The prevalllng,
feeling was one that this' clause about extraordlnary events‘—— that it was one that
leas understood that did not even have to be. put into the Agreement. But we made
“the judgment of putting ‘it 1n there with the thought that’ we could p01nt out, and
state in the Agreement that we would lltlgate on anythlng that- was con31dered to
' be an’ extraordlnary event So, we considereéd it to be a statement that we were pre-
pared to litigate on any questlons whlch wou d. come up w1th regard to this’ questlon
of what was an extraordlnary event. ) ‘ R :
I m not. sure, just a llttle,vif one more. barb at‘lawyers —-‘I'mbnot.sure
that perhaps ‘the Br1t1 h aren t ‘quite smart in worklng out agreements first and
then’ turnlng them over to the lawyers and just saylng, "How do we do’ 1t7", rather
than 1nvolv1ng them in the process, because I can assure you, it dragged it on. a b1t.
'. When we examine the Hope Creek alternatlves, we* can reduce our" ch01ces to »

three basic optlons-' The flrst optlon is to abandon a plant already flfty percent

44



complete. This alternative wouldteost New Jersey ratepayers approximately $2.5
billion in. construction and‘céncellétion costs,‘without'providing them with a single
‘_additional kilowatt of electricity. ‘The second option, completion of the plant with
no cost controls (as has been the traditional utility practice), is an approach that
runs contrary to the public interest and in direct opposition to the cost-conscious
policies of'this Administration. This then leaves us with the third, and best,
option: Completion  of the plant with a cost containment mechanism. We feel this
" is the best public policy solution. This option provides adequate safeguards for
the fatepayer, while simultaneously assuring the completion of e plant which will
reduce our State's dependence on imported oil, increase the State's energy self-
sufficiency and assist in neeting future energy demand. '

) I'11l just add a ceuple of extra comments. In my own judgment, I think if
the hearings here are called with regard to the autonomy of the Public Advocate ffdmb
" the Administration, I think the evidence and my knowledge of these proceedings
clearly give weight, ahd in fact prove, that the Public Advocate has been acting
from an independent position, with no form of coercion béeing put on it. If we

are here to discuss this Hope Creek Agreement, I'm proud to say that Commissiqner
Rodriguez and myself take responsibility for it. I pushed it; I urged it, and I
think that history will bear out that this Agreement was in the best interest of
the people of New Jersey. I am happy'to have my name associated with it. v

C Finally, one thing I find disturbing about this, are perhaps some of the
- motives of those who would raise questions about this. Agreement. I'm not sure if
it has been related here publicly or not, but I cah.say that in going before the
Board of Public Utilities for the hearing on this, 'I was walking into the room
with Commissioner Rodriguez, when he went off to the side and had a conversation
with Mr. Nardelli. When he came back, he said to me that Mr. Nardelli had asked
him if he would reinstate him into his position. Mr. Rodriguez had told him that
he would not, and Mr. Nardelli's response was, "Well, if that is the case, you wait
and see the show that I am going to put on in there this afternoon.“

Now, with things such as that going on, I don't think people are perhaps
acting with totally pure motives. I know Mr. Rodriguez has said that he is not

'going to allow anyone to play poker with his ethics. ' I certainly don't think
anyone should be allowed to blackmail the public interest for their own personal
motives. ' That is just an aside from me, and my own personal opinion on the matter.

I have with me Dr. Patel, who is the Department's witneee before the
Board. I understand that there are questions regarding:the finance and what
this plant will do for the ratepayers in terms of that financing, and I would
like to turn to Dr. Patel and have him give some festimony. I am happy to take
your questions first -- ‘ _ :

SENATOR STOCKMAN: I think, Commissioner,}that it would'make more sense,
perhaps, if we ask you some questions about your statement and then either Dr.
Patel can fill in, or can add if he wishes to. .Taking your aside first, this
question of Mr. Nardelli's behavior =- I said this morning, and you were not
here so let me repeat it -- in my view, this hearing is not about the merits
or lack of merits of firing Al Nardelli, ‘and I think the worst thing we can do
is get bogged down in that issue. . I said, also, that in my opinion, there is ‘
no question about the integriﬁy, the honesty, and the loyalty of the Public Advo-
cate, Joe Rodriguez. He happens to be a personal friend of mine, someone I have
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xlknown'andvadmired'in public office for many”years. ‘so, lest we get 51detracked
‘on.that, I have no reason: to doubt what you have represented occurred on the
day of the hearlng, and even Mr. Nardelli: hlmself “in his carefully, I am sure,
prepared formal testimony,. did not strictly say, or 51mply say that he was fired o
because of those events.' But those events, nevertheless, happened and. they
raised gquestions. I must tell you at the outset ‘that I'am one of those people
who raise ‘serious questlons about thls Agreement and to the’ extent that that
may ralse questlons about my motivation in d01ng ;t I,:as you, am prepared to
haye the public, and,to'have history- judge my behavior and that of &ny other,_
members of the Committee,,for thatfmatter,‘who may be exploring what I consider
to be a major problem and ‘issue: that has ‘to be looked at by the Legislature,
regardless of what. the outcome 1s, because when Chief’ Rate Counsel for the Publlc
,Advocate 1nd1cates on the ‘record his feellng, and slnce then now backed up by
another, in my oplnlon, d1st1ngulshed long—tlme public servant in the Rate
‘Counselfs_offlce, Mr. Makul, who confirmed that there’ was consternation- and greatv
'vdistress,'andvnow‘that‘there areyreal morale questlons in the Office of" Rate“ )
-Counsel over this whole sequencebof events; I at least . think we ought to explore
. a littlelbit, and explore we are.d01ng )
: ' » ' In:that regard, . I would llke to ask you a few questlons about .your R
téétimony; ~I am interested'part;cularly, Commissioner, 'in the time sequence. ‘At
'SOme‘point'early in 1982, ‘my recollection from rev1ewing'records and material is,
‘you and the Department of Energy were on record publlcly as belng opposed to. the
completlon of Hope Creek I. Am I correct° ' ) . : . .
COMMISSIONER COLEMAN. I think that you can:. see ‘the report that has
-been flled with the Board of Public Utllltles. I know that there were certaln
stories that 1nd1cated that, but I can tell you. that in that report Wthh is on N
flle, as I read to’ you today, ‘one of the major -options was that we 1ncluded alterna-
tlves in there, and one which was explored was .cost contalnment. ' : :
SENATOR STOCKMAN._ No, Len, I don' t thlnk my- questlon was sharp enough.
Is it 'your pOSlthD to us that at no time 1n 1982 were ‘'you ever publlcly expre551ng
‘the view and the oplnlon on behalf of the Department of Energy that Hope Creek I
1-sh0uld not be: built? . ) :
COMMISSIONER 'COLEMAN:. That'Hope'Creek I should nbt be built? .
SENATOR STOCKMAN: - Yes.. S L e
COMMISSIONER COLEMAN. We did not publlcly say. that. I think we werev.
on record -- the change that occurred let's say during Admlnlstratlons, from the
fAdmlnlstratlon of Commissioner. Jacobson to- myself was one in that I- put it up for
review 1n an. 1nternal memo. We had an 1nternal rev1ew, and it remalned under con-
tlnuous review w1th1n ‘the Department The rev1ew document the document ‘as I
said, which I think some have taken to say that we called for an . out51de rev1ew,
‘lS a public document, -and one of the major - alternatlves we proposed in that docu—'
ment was cost contalnment.v ) I
e SENATOR STOCKMAN: - I don’ t want ‘to get bogged down on that document
"alone. I just want to know for the record, as I understand it, it 1s your p051t10n
‘that you never publicly to anyone expressed the oplnlon,_as the Comm1551oner of
Energy, that Hope Creek I, in fact, should not be completed
' COMMISSTONER COLEMAN.F No, I did not. _ ,
SENATOR STOCKMAN°' Then, we: are not- dea11ng 1n terms of the Department
» of Energy w1th any change in that p051t10n, I‘gather[ You are saying ‘that there was -
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an intent to support the completlon of Hope Creek I from the beglnnlng of your
" taking -- : v ,
COMMISSIONER .COLEMAN: No, well let me say, and this is what I want
to point.out -- when I talk about a review and supportlng the completion tied to cost -=
I mean, obv1ously, if the plant was going to cost $5 billion or $6 billion as some
have said, then that may not have been my ?osition. I have tied: my position from
the beginning on this issue to cost. ’ ’ )
» SENATOR STOCKMAN: Incidentally, your strong endorsement and support
of this Agreement indicates that in your opinion there 'is no. likelihood of apprecia-
ble alteration or change in the language of this document. ‘Is that correct?
: ’ .~ COMMISSIONER COLEMAN: You mean the present Agreement?
SENATOR STOCKMAN: Yes. ‘ ‘ ,
COMMISSIONER COLEMAN: Well, I would have to be able to considef any
type‘of change. that would -- ’ o o
' SENATORlsTOCKMAN: My point is, youbhave described it as a landmark
document, a document that probably historically would be used as a precedent-setting
kind of a standard for use, and as a document that is of tremendous value and of
positive significance_for the citizens of New Jeréey. In saying that I assume you
feel confident that there will not be any significant alteration or modification of
this Agreement, since it is so outstanding a document, so strongly in favor of the
citizens of the State of New Jersey -- ' _ v ‘
COMMISSIONER COLEMAN : Well let me say that I stand in full support
of the document. I signed it, and I think it is in the best interest of -the people
'of the State of New Jerseyr L : |
SENATOR STOCKMAN: I understand that -- ) o i
COMMISSIONER COLEMAN: The outstanding, I guess, you know, how far do -
you hit a home run? Do you Jjust put it in the first or second row, or’do'you hit
a Reggie Jackson type blast? Senator, I don't want to say that -- to get into
measuring between a 550-foot blast‘and a 375-foot blast. I think it is a home run
however it gees into the stands. '

) " SENATOR STOCKMAN: And, ydu‘can't do much better than a home run, in
baseball at least. Now, coming back to these dates, 'you indicate that in May of
1982, you prepared this report for Governor Kean and it was triggeréd by this can-
eellatlon of Hope Creek II, and it laid out these five options. Did the document
itself express a preference for one of those options?

COMMISSIONER. COLEMAN: It laid out that:they would have to be explored.
The pros and cons were 1isted in terms of each option. ‘
' SENATOR STOCKMAN:. Now, let me ask you this because I am not as
familiar with your Depattment as I have become with the internal operation of the
Public Advocate's Office. Who ih the Department of Energy, through this perioa I
that we are going to behtalking about, March or April of 1982 up through the sign-
ing of the Agreement, who on your staff are the people that‘partigipated in the
deveiopment of this position paper, and then, of course, the decision to go for
what ultimately became the Agreement? o )
COMMISSIONER.COLEMAN: Well, I have any number of staff who partici-
pated in that Agreement. I ‘have Dr. Patel here with me, who is our witness in the‘
case, and I am certain he is prepared to answer any of your questions on any of. the

technical aspects of it.

47



SENATOR 'STOCKMAN: " No, I want to gét some history . and“someninternalv

"understanding of how you went about'this dec151on, what expertlse you had to relyﬂf-._*

on, and so on.’ There is Dr. Patel. Who else in the Department of ‘Energy," durlngf
this perlod did you turn to,‘or recelve input from,- 1n reachlng what, I think. we*
Call agree, is'a tremendously 51gn1f1cant = e s ) S R o
- COMMISSIONER COLEMAN- (1nterrupt1ng) A551stant Comm1551oner Rlchman. “fﬁ
" SENATOR STOCKMAN: - Richman, right. . = ' B
COMMISSIONER COLEMAN" And thelr staffs. : . .
SENATOR STOCKMAN: Well, would ‘you descrlbe your staff? SRS SR
COMMISSIONER COLEMAN: Well ‘let me see, in my Department, I]helieye
" Dr..Patel has 25 or so people~under hlm, many of  whom haye worked on this-in their
particular’fields.’ Assistant‘CommiSsionermRichmanfhas’seyeral'peoplelunder,him :
who worked on it, so it was a‘staff effort.  Let me saYOthat.there;werexnot’two:
;'People,Aor one Person, there were several ‘ e R e
: SENATOR STOCKMAN. Well how many. other 1nd1v1duals be51des Dr. Patel*z o

“and Chuck Richman were you 1nvolved w1th in’ the course of arr1v1ng at the conclu51ons i

you did as Energy Commissioner, and in s1gn1ng the document that ultlmately was the
Agreement° . . e T E o ) S .
' COMMISSIONER COLEMAN. Within the Department, I“personallyfwasiinyolved’ﬁf”
-~ with several more- : B S B :
SENATOR STOCKMAN: Who were~théy° ‘ S
COMMISSIONER COLEMAN: - Mr.- Gurnanl, Vlctor Bozzo, and == nr
SENATOR. STOCKMAN Are these 1awyers, or are these technlcal experts’
COMMISSIONER COLEMAN.» Well, I have: access to a Deputy Attorney
General and that Deputy Attorney General was used '
’ SENATOR STOCKMAN: ~Who was that?
COMMISSIONER COLEMAN. Claude Solomon. : P - ;
SENATOR STOCKMAN: Are there any other 1nd1v1duals that you were.f"
.involved. with? oo S ‘ : o S :" et
' ' COMMISSIONERvCOLEMAN. Yes, I certalnly was lnvolved and as I sald
I think 1t was an internal Department thlng. I used many people w1th1n the Depart-'
ment, and ‘I think I will 1eave 1t at that. ; ; L ; . : B )
SENATOR..STOCKMAN: "~ What I am trylng to get at, Comm1551oner, 1s in
contrastlng, or at least 1ook1ng at the questlon of the contrast between the process
'whereby you came to this judgment that . thls Agreement was the rlght Agreement, ‘'who
you relied on -~-:unless you have memos. You may ‘have memos.-t R ;
COMMISSIONER COLEMAN: I thlnk you recognize who. I relled on.,fYou }
know, I relied on myself my‘judgment It is a ]udgment that, as. you know, an'
Administrator at some: p01nt has to make. It doesn't mean that I haven t consulted
people from the outside, internally, or what havebyou. vIt was. a: ]udgment that
rested with me. I made it the best way,I”knew how,tobmake>it,_draw1ng on,theu
resources I felt as though I needed to draw upon. . So; it is a judgment:I’haye'
vmade to the best of my ability. - o SRR . , A:'~V S
SENATOR STOCKMAN: ALl right. And you made, apparentiy, this:state—
- ment  indicates sometime  in May a determination to approach Publlc Serv1ce and
'Cpresent them with a concept of a cost contalnment plan. Is’ that correct"
COMMISSIONER :‘COLEMAN: It was a. feellng out as to whether or not they

/ would be amenable to it -- that' is correct.
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SENATOR STOCKMAN: ~Who did you feel out, or who did you work with
or meet with in Public Service Electric and Gas, you personally, in the course of
brlnglng to a conclusion this Agreement° ' ‘

’ COMMISSIONER COLEMAN: In the course of bringing it to a conclusron,'
or in the course of the feellng out period? .

SENATOR STOCKMAN: Both. TLet's ‘start with the feellng out wherein,

I gather, in May or June w1th thls ‘feeling out, as I understand-your statement.
:who were you dealing with? s ) ‘

COMMISSIONER COLEMAN: Yes, that is correct. I was dealing most

generally with Chairman Smith. ) . .
. SENATOR STOCKMAN: And how many meetings would you estimate that you
had with Chairman Smith of Public Service Electric and Gas from that point through
‘the signing: of thls Agreement -- approx1mately'> :
COMMISSIONER COLEMAN: Are we counting telephone conversations, direct
meetings, what -- C _ ‘ ‘ ' ' '
SENATOR STOCKMAN: Let's take direct meetings. _
COMMISSIONER'COLEMAN.v Direct meetlngs -— several I wouldn't want
. to put a definite number on it, but certainly several

SENATOR STOCKMAN: And how about. phone exchanges?

COMMISSIONER COLEMAN: Once again, many. tlmes..

SENATOR ' STOCKMAN : Aud this was from May on through August 102

COMMISSIONER COLEMAN: - That is correct.

SENATOR STOCKMAN: = And this was between yourself and Mr. Smith?

COMMISSIONER COLEMAN: ' That is correct. Also, I have had telephone
conversatlons and meetlngs w1th others 1nvolved but it was dealt w1th on a Com—
missioner/Chairman level. ‘ : v ‘ ] ) ‘

SENATOR STOCKMAN: Now, you indicated in your statement, that after

several discussions with Mr. Smith of Public Service, the company was compelled in
principle to accept the concept of cost containment. When did Chairman Smith reveal
‘to you, or indicate to you that Public Service was prepared to accept a cost con-
tainment concept? : . »
COMMISSIONER COLEMAN: In a letter to me on, I believe I cited in here,
June 11. _ v ' : '
' SENATOR STOCKMAN: Would you say that was the point at which you and
‘Public Service reached. a basic --? ‘ .

COMMISSIONER COLEMAN: Absolutely not. I think that that was the
first recognition that the'possibilities were-there for an Agreement.

'SENATOR -STOCKMAN: All right.  You indicated that on the 17th, that
would be just short of a. week after that »Gary Stein, Dlrector of the Governor's
Office of Policy and,Plannlng, instructed you to negotlate, on'behalf of the Admin-
istration. ' ; -
COMMISSIONER COLEMAN: A copy of that memo is there for you.

SENATOR STOCKMAN: fUp until that point, do I understahd it to be a
situation where there ‘had been really no formalization of what your role or any-
one else's role in this ﬁope Creek issue Was? )

COMMISSIONER COLEMAN: No.v‘There had been a meeting and the: various
options had been’discussed-truthfully on it. I think the Public Advocate, Mr.
Potter ‘and I were. involved, and had discussed it‘aIso. We were of the opinion,that
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we>would reverse ——'in other words, we're in a situation, let's see what Public
Service's response is going to be. Let'sfapéroach them with regard to seeing what
their opinion would be with regard to cost°containment prospects and as to what
dollar figure they would recommend. ' We were.hot, at that time, of ‘the opinion
that -- or, we did not know whether or not they would. be acceptable, or find .
acceptable any form of cost containment.

So, it was purely within what I would call a feeling out stage.

SENATOR STOCKMAN: Well now, you mentioned Mr. Potter. What was
Mr. Potter's attitude toward an Agreement which would acknowledge Public Serv1ce s
right to complete Hope Creek I? What was that back in May of 19829

COMMISSlONER COLEMAN: I don't think -~ Mr. Potter can speak for hlm—"
self about his attitudes. I don't think, you know in terms of his att;tude, that
he had expressed a definite opinion one way or another. At this point, we were at
the point of exploring all possible options. I mean, if Mr. Potter has got a
- particular attitude, or a particular bias, it isn't necessarily my bias.

SENATOR STOCKMAN: Commissioner, I understand that, but we are trying
to get at a very 1mportant questlon and, as a matter of fact, it is one that you
have volunteered that, in -your opinion from the knowledge and information you have,
you feel apparently strongly that the Public Advocate functioned and made a deter-
mination -- a major determination with fegard to this Agreement in an ordinary way,
and in a perfectly justifiable way. Now,'in that context, of you volunteering that,
I am trying to find out from you the role that Mr. Rodriguez's righthand man played.
I thooght you just testified that around that time you and Mr. Potter were talking
~and together attempted.to feel out the Public -- . -

COMMISSIONER COLEMAN: = (interrupting) That is correct. Mr. Potter
had a copy of the report we had prepared, the May 6 memorandum, and we had discussed
the options under that, and truthfully, as I said,'in discussing it we were not of
the opinion that we could gain any ground at that time with regard to Public Service
and cost containment. So,'Mr. Potter was aware of my moves in terms of feeling them
out and seeing as to whether or not that was a possibility. As to being committed
to any form of approach at that point, that is not the case.

' SENATOR STOCKMAN: Commissioner, isn't it a fact that Bill Potter,
historically,‘was one of the most articulate and strong and outspoken opponents to
the completion of Hope Creek_I,_from way‘back? '

COMMISSIONER COLEMAN: 'I think, once again, that Mr. Potter can speak
for himself, Senator. _ ‘

SENATOR STOCKMAN:  But you were with him; you were working together.

COMMISSIONER COLEMAN: I was with him, but once again, it is a question
of also Mr. Potter was extremely concerned.aboﬁt costs. I think he has been on the
record and has stated that from the beginning that he was concerned about -the cost
of Hope Creek I. So, he was fully aware of my feeling out procesaes with Public
Service as to whether or not they would find acceptable to them any form of cost
containment. ; '

SENATOR STOCKMAN: That was your feeling though, not his I assume.

COMMISSIONER COLEMAN: - I made the initial contacts, that is correct.

SENATOR STOCKMAN: Now, Mr. Stein instructed you to. negotiate on
behalf of the Administration, and you indicated the purpose was to formulate a Cost

containment Agreement:. Mr. Stein asked you to‘confer with the Public Advocate, but
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allowed' and you have quoted his comment ---up to that point, and this was June 17,
1982, just so I-understand it, had there been. any meetings with Mr. Stein in Wthh
the Public Advocate was a participant? - ‘

‘ COMMISSIONER COLEMAN: Yes, there. were.

SENATOR .STOCKMAN: " When did thosevtake place? )

COMMISSIONER COLEMAN: There was a meeting -- and I would have to
refer back to my diary, but 1t was prior, certainly, to the June 11 letter -- some-
" time in late May or early June. ' - .

SENATOR STOCKMAN: And was it at one of these meetings -- let me- put
.it this way. You recall I discussed your coming here to testify about this. Do
-you recall that I indicated to you that in a conversation that I had with Mr. Stein,
"he indicated to me that, in fact, at some point in a meeting with you, the Public‘
Advocate, Public Service Electric and Gas, Atlantic Electric, that he threw out the
idea of a cost containment arrangement or agreement, and that at the time there
seemed to be some sort of ",I don't want to use the word surprise, but that people
just kind of looked’and'departed,,and shortly after that the Cost'Containment Agree-~
ment etarted to take form. Do you recall that meeting, or don't you recall any such
meeting? ‘ : ) - ) ‘ '
COMMISSIONER COLEMAN: Let me say, I don't recall any such meeting
with Public Service and Atlantlc Electric being present. There was a meetingbwith

the other principals that you mentioned, and in that meeting I had come in -- and

* ““once ‘again, the report of the Department of Energy had already been filed and cost

containment was already outlined ‘and I argued in that meeting that Public Service
should be approached formally as to whether or  not they would conSIder cost contain-
ment.
SENATOR. STOCKMAN: - What was the date of that: meeting° )
COMMISSIONER COLEMAN: I, once again, would have to check back - but
it was in late May or early June. R :
v ’ _ SENATOR STOCKMAN: And what position in that situation where you
‘argued rather strongly that Public Service ought to be approached on this score --
what position did- the Public Advocate take. ) ) )
COMMISSIONER COLEMAN: Let me say that it wasn't a meeting where people
‘were around stating this is the way we want. to goj; this is the way -- It was one -
'where people s opinions -- it was more a brainstorming session where people's
opinions and feelings were being felt: rout w1th regard to what their positions could
possibly be. The Public Advocate, once again, can speak for himself.
SENATOR‘STOCKMAN-‘ Commissioner, excuse me for ]ust a minute. I don't
want to belaborvthis. 1f you don't want to answer the question, tell me and I will
‘move on. But, I amvasking you how, if you know what your recollection of what his
position was? . I understand you may say your recollection is he was fiercely opposed
to it, and he may testify later otherwise. I understand that possibility. But, in
the context of what I am trying to find out, the sequence of -events, I think it would
be»helpful if you could recaIl."Now, if you tell meYYOu cannot recall what the ‘
Public Advocate's position. in that meeting with Mr. Stein was;'I have to accept that
and I will move on. Can you recallkwhat'the Public Advocate's position -- ' »
‘ COMMISSIONER COLEMAN: " Surely, okay. What I can recall is
that a number of things were‘discussed, a number of‘options were: discussed: I do‘

not recall the Public Advocate being firmly tied to one poeition or another.
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SENATOR STOCKMAN: This is Mr. Rodriguéz_or Mr. Potter?.

COMMISSIONER COLEMAN: IfYI recall cb:rectly, both were present.

SENATOR STOCKMAN: And this was in late May or early June?

COMMISSIONER COLEMAN: That is correct.

SENATOR STOCKMAN: And to'this point the Cost Containment Agreement
was, figuratively speaking, a glimmer in your eye, that is, it had not been put on

paper yet, it really had not been negotiated yet. Is that correct?
o COMMISSIONER COLEMAN: It had not been negotiated. Once again, in
discussions with Chairman Smith, I had thrown it out -as a possibility, and what ‘
developed in-that meeting I pushed very strongly for cost containment. - I had also -
I think there was a consehsus, "Well, let's look at it." Mr. Stein was certainly
part of that consensus. I believe Mr. Potter and Mr. Rodriguez agreed also that
if I wanted to approach Public Service about the possibilities of cost containment --
"let's put.the burden on:them; let's. see what their,responsé is going to be." That
. particular approach would help to more clearly crystallize our options on this matter.

SENATOR STOCKMAN: Mr. Stein says this, and you‘quote him. "It would
be preferable if you and the Public Advocate were together on this issue, but I
believe that your determination should control the Administration's position."™ Now,
I.knoﬁ you cannot answer for Mr. Stein on what he meant by‘that, but, as a matter of
fact, one very clear interpretation of that is, that you should make the decisioh
and, thereafter, the Administration, which includes both the Energy Department and
the Public Advocate, should go forward on that basis.

COMMISSIONER COLEMAN: - In reading that, Senator, I think the language
is very clear, and I think the conclusions to be drawn from it are exactly the
opposite. I think that what Mr. Stein was doing, was to separate an Administrative
Department of the Administration;-being'the Departmeht of Energy, from the indepen-
dent role of the Public Advocate. I don't think that he could be any clearer or
any more direct in that language.

SENATOR STOCKMAN: Okay. . .

COMMISSIONER COLEMAN: I think, also, ‘that in light of the fact that
he was not writing it with the knowledge that subsequent kvents wbuld have it brought
to light here, I think that languageiis very clear. .

SENATOR STOCKMAN: As a matter of fact, I have to ask you this question.
Someone indicated to me that Mr. Stein made the observation that he "had a nose for
trouble-free solutions to problems, and this was one of them." Did you ever hear
him say that? ’ ‘ ‘

COMMISSIONER‘COLEMAN: Well, if he has that type of nose, I can assure
you I will consult him more frequently in the future.

SENATOR STOCKMAN: If we take a look at the issue we are talking about,
I am not sure we're all going to agree that his nose was neceésarily, if he said it,
sensitive on that point. But at any rate, he does say that it would be preferable
if you and the Public Advocate were together at this point. Do you have any under-
standing as to why he felt that? : ‘

COMMISSIONER COLEMAN: Well, as I say, I think in writing, I mean
hopefully we can find a great public policy solution upon which we can agree. But
I think the total letter is clearly here to separate the Public Advocate from the
Department of Energy.  In other words -- he says right in there -- there need not
be any concerted action on the part -- and you, the Department of Energy, will frame
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the Administration's position. » ‘ , :

' SENATOR STOCKMAN: . As a matter of fact, one way that this mattér
could have gone would have been for you and Public Service and Atlantic Electric
to reach the Agreement, the Public ‘Advocatée not to be . persuaded, you submit the
‘proposal to the BPU, the Public Advocate vigorously present the other side_bf it,
and let the BPU resolve it. That was a real option, wasn't it? ) o

COMMISSIONER COLEMAN: Well, let me say this. I know that A551stant

Public Advocate Potter is going to testify, and T think he can testify as to the
position of -the ‘Public Advocate. I can only say to you that I think the dec151ons
‘that the Public Advocate. made, in ‘my judgment, he made based on what he thought was.
'1n the best interest of the public and the Public Advocate. } )
SENATOR STOCKMAN: I understand that, Mr. Coleman, but what I am
‘gettlng at is, at the time of this exchange, really one could have argued that 1t

would have been a healthier situation for you and the Administration to go forward
with this proposal, but allowing the Public Advdcate to represent‘another interest:
because after all the BPU was there as a quasi-independent -- quasi—judicial agency
to grapple with this question and have it resolved in the best interest of the public,“

That was certainly an option, and what I am curious ahout is whyeMr.'Stein, on behalf
of the Governor, -as early as that point, was making the suggestlon that it would be
sort of preferable if ‘the Public Advocate and you got together on this matter.

COMMISSIONER COLEMAN: Senator, I recognize that this is your hearing
and I am a guest here. However, in my opinion, I think that from what is here,
obv1ously the Public Advocate had an interest in it, and I think that Mr. Stein,

_in writing this, and I thlnk the language is very clear, séparated an Admlnlstratlve,
"Department from the role of the Public¢ Advocate, and clearly stated -- it clearly

indicates that no coercion or undue pressure, or any pressure, was put on the Public ’
iAdvocate to conform to the position of,the Department of Energy or the Administration.’

SENATOR STOCKMAN: Senator Dalton has a question on thatvmeeting that
he would like to ask you. ' o ' :

SENATOR DALTON:- Comm1551oner, I suppose, and I am making an assumption o
'here that S-975 was discussed at that meeting. ’ : =

COMMISSIONER COLEMAN: I think you see that in the rest of Mr. Stein's
memo. g o '

SENATOR DALTON: .Now, given that, why didn't the people who were in

the‘meeting ---Mr. Stein, yourself, the Advocate -- suggest that we get behind. 975
and have a complete and»total review of the Hope Creek I? _v ‘

' COMMISSIONER COLEMAN: Well, I think that at that point we were
feeling —-—. once again, we were still in the feeling out stage and I think that you
vknew that let's say that there wasn't unanimous consensus with regard to S- 975.

I don't think that that -- »

SENATOR DALTON: Consensus from the Administration, you mean?

COMMISSIONER’COLEMAN: Yes, and I don't think that that is a secret.,
‘80, I think you can see some of the problems involved in that. '

‘ SENATOR DALTON:  ‘Well, I guess what I am trying to get at is, what
were. some of ‘the concerns by the Administration relative to S-9752? It was nevet v
clearly“afticulated to me as to:'what woula be the inadvisability, or unadvisability,
of going forward with a review. ' K »

- COMMISSIONER COLEMAN: Once again, I think it was a gquestion, Senator,
of exploring options, and at this time we were exploring and it wasn't to preclude
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S-975 at that point. But, we were exploring options. We hit upon an option that
we thought could conceivably provide a very good public policy solution in cost
containment, and we were going ahead and exploring. So, I don't think it was a
question of firm decisions at that point having been made. )

SENATOR DALTON: Okay. Just one further question. = You were exploring
options, but one of those options was S-975? »

COMMISSIONER COLEMAN: Certainly, S$-975 was one, and I think you know
about my sentiments about it. As I said, I feel strongly, and did feel strongly,
that cost containment was in the best interest of the public and in terms of reach-.
ing a solution to this. Hence, my support of the Cost Containment Agreement.

SENATOR DALTON: Was it ever discussed that a Cost Containment'Agree—
ment should be implemented only after a clear need had been determined?

COMMISSIONER COLEMAN: Well, Senator, I think, once again, the diffi-
culty was, you know, on time, as' I think you recognized yourself in some of your
later statements. There was a question, we'fe spending a great deal of money there
every day and by the time the process were to -- where would we be, and how much
more money would we have spent. So, I won't say that it was an easy decision,’but
at some point a decision had to be made, and that decision; in my judgment, was best

“made toward cost containment.

SENATOR DALTON: But the concern with regard to time was a concern
that was tied into the legislative process. A blue-ribbon committee could have
been implemented with a stroke of the Governor's pen -- implemented at any time,‘
and done the same thing that my bill would have done. Was that ever discussed?

COMMISSIONER COLEMAN: Well, let me say it was discussed in terms of
yoﬁr bill, but, once again, you really get into questions of how long blue-ribbon
committees -- there were a number of options discussed.

SENATOR DALTON: Was that ever discussed, Commissioner, determining
the need via a committee that would be established, via an Executive Order of the
Governor, prior to getting involved in any cost containment issue? _

COMMISSIONER COLEMAN: It may have been discussed. I wasn't privy to
it. }

SENATOR DALTON: Well, that is really what I am asking you. Were
you privy to any- of that?

' COMMISSIONER COLEMAN: It was discussed with regard to S-975.

SENATOR DALTON: But it was never discussed in the context of an
Executive Order or something that we, the Administration, could do to positively
determine whether there is a need or not?

) COMMISSIONER COLEMAN: Let me say, the ?rovision in $-975 was dis-
cussed. Okay? It was discussed around that. .Once again, the options -- the way
things were firming up on it -- one of our options; and they were continually
evolving as, you know, this chronology would indicate.  We seizedbupon it, and up
until the very last moment, we were not aware as to whether or not:-we could reach

a Cost Containment Agreement. But, given that particular option -- we chose as the
best.

SENATOR DALTON: I guess to get back to my question, there was never
an option discussed of first determining need, then goiﬁg forWard'with.cost éon—‘
tainment? ) )

COMMISSIONER COLEMAN: In terms of determining need, that was one

that we would say was continually discussed within the Department of Energy; and-
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it was ongoing in that anaiysis, so that ifvyou are saying was the question phrased
as yoﬁ put it, it may have been but we did not focus on that. I think that that
option was available and was dlscussed around with regard to S-975 because S-975
'is what was on the table. I think, once again, in Mr. Stein's memo you can clearly -
see that that was discussed.
SENATOR DALTON:. Your answer, .and I don't want to misrepresent you
and put words in your mouth, but your answer is that nothlng was discussed relative
to a blue-ribbon panel created by an Executive Order that would allow us to determine
need first? . ) o
' COMMISSIONER COLEMAN: Once again, I don't want to go so strongly
because 5-975 was discussed. Now, everything that --
' SENATOR DALTON: See, Commissioner, you are talking about S-975. I'm not
talking about S-975. » _ : ‘ ’ ; '
COMMISSIONER COLEMAN: But, revolving that blue-ribbon panel, which was
part of S-975, that was discussed.
SENATOR DALTON: Did it have to be part of S$-975?
COMMISSIONER COLEMAN: Okay, but it was discussed, in my recall, in
the meeting which Senator Stockmén spoke about. We discussed it with regard to S-975.
SENATOR STOCKMAN: Do you mean an Executively-created blue-ribbon com-
mission?
COMMISSIONER COLEMAN: No.
SENATOR DALTON: Just 975, which is a legislative commission.
SENATOR STOCKMAN: Incidentally, if I may ask you, Commissioner, you
‘talk about this need being continually being discussed. Did the Energy Department
comm1551on any. independent expertise to do a study:-of this need at any time?
COMMISSIONER COLEMAN: We dld not under. my tenure. There was one
before -- ' ) '
v SENATOR STOCKMAN: ' Whose information was it that you worked with
through this constant discussion and evaluation of need -- Public Service's?
COMMISSIONER COLEMAN: I have the top man from a top staff right here.
SENATOR STOCKMAN: 'Okay. Let me ask your top man. Top man, can you
tell us that? _ ' v v ' ’
D R. BHARAT C. PATEL: Yes, definitély. The Department has been in-
volved in the assessment of the utilities' forecasts, both for energy problems and
the peak-load problems. We have done an independent assessment of not only the
utilities' forecasts, but also our own forecasts, with respect to the peak require-
ments .of the utilities and the energy requirements.
. SENATOR STOCKMAN: Do you have any of those studies? Were. they put
together in some kind of memo form? » ) ‘
DR. PATEL: VYes. The Commissioner has indicated that}_in his report N T
to the Governor of May 6, thafireport has a detailed assessment of the New Jersey T
utilities and also PSE&G's capaciﬁy expansion requirements. That report does address’
all the issues. N ’ . ,
SENATOR STOCKMAN: "Correct me if I am wrong, but the end of that report

reads as follows: 'fThése findings demonstrate the necessity of a complete examination:
df all issues relating to Hope Creek. I before anymore ratepayer dollars are spent. ‘

While this review must be of necessity thorough,'it must also be conducted as expedi— ¥v”

tiously as possible in order to avoid any additional or unnecessary costs to PSE&G
ratepayers and in fairness to the utility and to the stockholders." That report that
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you are referring to says it is essential that we do a complete examination of all
issues. .
COMMISSIONER COLEMAN: - That is correct, Senator. But, once again,
I think in that report it does not call for an outside blue-ribbon commission.
" That examination wasiconducted internally.

SENATOR STOCKMAN: I know thaf, but I want to know what outside
experts, if any, did the Energy Départment retain -- and I am not talking about
any studies done by Public Service -- outside independent experts.

COMMISSIONER COLEMAN: Senator, I have complete confidence in my
staff and the technical capabilities of Dr. Patel and his unit. I think that in
terms of outside consultants and what was needed, as I said, I have complete con-
fidence in my staff and I think the taxpayers' mighty good dollars are going to a
mighty good person and a mighty good unit.

SENATOR STOCKMAN: All right, I understand your answer. Thank you.

-- and I have respect for what you are saying. Turning to the negotiations, you
referred to them as being lengthy and intense on a daily basis during the Summer.
Now, are you telling me -- these didn't begin until early June, did they?

COMMISSIONER COLEMAN: That's right.

SENATOR STOCKMAN: So you are telling me from early June to August 10,
I guess was the day of the actual signing, there were daily discussions and negotia-
tions going on? v

COMMISSIONER COLEMAN:. Well, let me say once again, in terms of daiiy -—
yes. There wasn't a day that this Agreement wasn't under discussion internally,
externally, between ourselves and the Advocate, with Public Service -- yes, there
were daily discussions. It was not something that, you know, was kind of dreamt up
overnight or just put into place. It was a process which I know you can appreciate,
having been in negotiations yourself as a lawyer, that was one in which it was quite
intense and one in which there was a lot of back and forth, different positions --

’ SENATOR STOCKMAN: A lot of draft Agreements?

COMMISSIONER COLEMAN: Yes, there were drafts.

SENATOR STOCKMAN: And you have copies of those drafts?

COMMISSIONER COLEMAN: Yes, we can show you, certainly, an early draft,
and we can talk about how it evolved. One of the evolving aspects of it was, for
instance, the question of the escalating clause with regard to cost overruns --
that evolved out of it. As\i said, there was any amount of discussion and any
amount of lawyers who gave their comments with regard to the clauses, and opinions
with regard to extraordinary events. ‘

SENATOR STOCKMAN: These lawyers I am fascinated with. Can you give
me the names of these lawyers who passed judgment on this document and who got into it?

COMMISSIONER COLEMAN: Once again, I think you will find, when he gives
his testimony, I think that Mr. Potter conducted a great deal of his own casework.
We certainly relied on the resources of the Attorney General's Office, even in
bringing back Mr. Stein himself, who is a lawyer. Any number of people with legal
background who have looked at that -- . )

SENATOR STOCKMAN: Did Stein actually review this Agreement, both as

" a lawyer and in his office? ) ‘
o COMMISSIONER COLEMAN: No, I wouidn't say he reviewed it as a lawyer,
but, obviously, he was kept aware Qf developments from my end és to where we were

going and the process.
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SENATOR STOCKMAN: What about Rafe Counsel in the Public Advocate?sb
Office?. » . . ‘
' COMMISSIONER COLEMAN: Wéll, the Public Advocate canbspeak for him-
self on that. I don't, you know, run the Rate Counsel's Office. I can only say. B
’this, I'know once again as a Commissioner, that there is a management prerogativeb
‘that one has. You put faith, and you have people negotiate or do things for you
that you feel cén get things done and who you have faith and trust in. I'm sure
Commissioner Rodriguez made his own judgments as to who he wanted.negotiating, and
I respect that judgment. ‘ ‘

o SENATOR STOCKMAN: Well, were you ever a little bewildered or surprised
as to why there was no evidence of participation in this major. Agreement by Rate
Counsel? You are familiar wifh Rate Counsel, arén't you?. - ‘

COMMISSIONER COLEMAN: Yes, Senator. .

SENATOR STOCKMAN: What was your opinion ~- what is your opinion, ‘for
instance, of Mr. Makul as a --

COMMISSIONER COLEMAN: . (interrupting) Let me say, on an organizational
chart, I think that Mr. Potter outranked Rafe Counsel. So, there waé a higher offi-
cial within thé Department of the Public Advocate who .was doing.the negotiating{'
Given his expérience and his legal background, and the faith that the Commissioner
had in him, I think that was a judgment that the Commissioner made. It was aimahageQ
ment judgment, and is one that I may have made, or‘ybu may have made..’

' SENATOR STOCKMAN: Were you aware‘of‘that during this period up through-
' August 10? ‘ _ o :
. COMMISSIONER COLEMAN: Was I aware of what? _
_SENATOR STOCKMAN: Apparently that the Public Advocate had turned to-
'énd relied on Mr. Potter for,these—negotiations and for this higher expertise  than
Rate Counsel. ) v :
o  COMMISSIONER COLEMAN: Let me say that.right in my testimony today, I
have made it clear that Mr. Potter was the point man for thé,Public Advocate. '
SENATOR STOCKMAN: That is what I want to refinei4— his point man.

COMMISSIONER COLEMAN: I know that within my Department, even at my
house on sevefal occasions, we held meetings to discuss this Agreement and I dis-
cussed ‘it with Mr. Potter: He was the point man for the Public Advocate. There

is no question about that. ‘ )
_ SENATOR STOCKMAN : And, as far as you knew, no one else in the Public
Advocate's Office partidipated up through the completion. of this on August 107?
’ -COMMISSIONER’COLEMAN:‘ No. Certainly, Mr. Rodriguez was up to- fate
on what was going on and just  as internally'I‘don't think, Senator, that it is fair
for me to comment on the internal workings of another. '
SENATOR STQCKMAN: No, you misunderstand 'my question, Commissioner.
I want to know from your bbservation or pafticipation,’whether you saw any evidence
of involvement of Rate Counsel's Office leading up to the execution of this Agreement
bof August 10. I mean, either you did or you didn't.
' ‘ COMMISSIONER COLEMAN: My contacts with the Public Advocate were with
Commissioners Potter and Rodriguez. ‘ o
' SENATOR STOCKMAN: All-right, I understand. Incidentaliy, Mr. Potter
was away on vacation for a two-week period right around the end of July and into .
early August, wasn't he? - . '
’ ' COMMISSIONER COLEMAN: I don't believe he was away for a two-week -period.
I believe he wasg in Minnesota: from sometime-aroupq the end of July through the first

'
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week in August -- and that is correct.
- SENATOR STOCKMAN-‘ And during that perlod there weren t any act1v1t1es

.. oh a day to- day basis that ‘he was involved in?

COMMISSIONER COLEMAN. Let me say that the contacts were made w1th

Commissioner Rodriguez. ’
‘ ‘ SENATOR STOCKMAN: During his absence?

COMMISSIONER COLEMAN: That is correct.

SENATOR STOCKMAN: And this lis in early August?

COMMISSIONER COLEMAN: ~Yes. ' R

SENATOR - STOCKMAN: Incidentally, you refer to several impasses during
the course of these negotiations. Do you recall what those were? '

COMMISSIONER COLEMAN: Once again; Senator, I think you know that when
you are negotiating something that is this complex, difficulties arise and you do not
get consensus. One impasse I can certainly tell you was that there was a: period
where it did net seem as if, -- or,there was difficulty with Atlahtic Electric as
to whether or not they would accept this. It was something that we were forcing,
and,they were not-of a mind at that point -- they were anti-cost containment. . I think
from ' the discussion I had with the Chairman a few_weeks ago, he is still not pro—
cost containment. So, . that certainly was one of the flies in the milk and, you know,
- all along the line problems arose. that could‘have imperiled our chances of gaining
an Agreement. » ) k
' SENATOR STOCKMAN: Now, in August it was, as you described it, that
you were in a position to discuss the details of the Agreement with the Governor. .
Is that correct? - ' ’

COMMISSIONER COZEMAN: That is correct. o
SENATOR STOCKMAN: = Had the details been worked ‘out by the beginning

of August, or not?
COMMISSIONER ‘COLEMAN: Pretty much -- it was pre
There were a few hanging things that needed to perhaps be ‘clarified, but the Agree-

y much in shape.

ment was pretty much -- . :
» v SENATOR STOCKMAN: - Didn't the first draft omit any indication of an
abandonment of the right of the Public Advocate to contest the need for Hope Creek I7?
COMMISSIONER COLEMAN: Contest the need?
SENATOR STOCKMAN: - Yes. : ) .
» ) COMMISS,IONERCOLEMAN:L I would have to go‘back and check on the draft,
Senator. . ) . )
SENATOR STOCKMAN: Now, on‘August 4 at a meeting with the Governor,
was’ that the first time that you actually had a direct meetlng with the Governor
on this proposed Agreement? .
' COMMISSIONER COLEMAN: That is correct.
SENATOR. STOCKMAN: . Who else was present at that meeting besides your?
self;~the Public Advocate,‘and the Governor? Mr. Stein, -I assume. ‘
COMMISSIONER COLEMAN: That is correct. . I believe Larry Weitzner
from Mr.. Stein's office was present. There were a couple more at that meeting;,lI
believe Mr. Richman was present although I would have to check. I am not entirely
sure; however, those were the principals. '
v SENATOR STOCKMAN: And the fact of the matter is, that on August' 4,
1982, the Public Advocate was fully aboard and fully committed to signing this
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j_Agreement, which waived any right of the Public Advocate to cﬁallenge the need for ‘
‘Hope Creek I. Is that a fair statement? o
' COMMISSIONEﬁvCOLEMAN:‘ Well, let me sﬁy that, obviously, the-Avacate

provided that the Agreemeht could bé.completed at that point. He had stated that

~ he was in accord with cost containment. There were still some details to be finalized.
SENATOR STOCKMAN: What details? ‘ S o
COMMISSIONER COLEMAN: Once again, I'would~haVe to check back on the

records, but there were a couple of, let's say, niggling little things that had to

be defined. At that point, even when we say "on board," I do not believe, and you

~‘can chéck,that even the Directors at Public Ser&ice had passed on it. So, obviously,

there was going to be a time lag before an Agreement could be finalized. But we wefebl

at the stage where we felt that it should be taken and the Agreement and the consen£

of the Governor should be won before things progressed any further. ‘

SENATOR STOCKMAN: Was the purpose of this meeting to present it to
the Governor and see whether he. approved?

COMMISSIONER COLEMAN: That is correct. 1In other wofds, if there was
goinj to be an. Agreement, ifvwe were going to. go any further from the Department of
Energyis standpoint, then we needed the Governor's approval. '

» SENATOR STOCKMAN: = Was there any deadline, incidentally, fixed by any-
one around this time, you know, in terms of getting this thing either done of not done?

COMMISSIONER COLEMAN: No, there was no deadline fixed in terms of get~
ting it done. o »

‘ SENATOR STOCKMAN: Who handled this meeting, that is, who ran it?
The Governor himself -- did he pretty much call fof comments?

COMMISSIONER COLEMAN: I don't want to go into the details. I think
‘it would be inappropriate for me to discuss the inner wofkingé. i have no objections
to discussing what came out of that meeting, or the purpose of that meeting, but I
really don't think it's fair for me to commént on the inner workings at a meeting

~with the Governor. v '

SENATOR STOCKMAN: . Well, is it fair to say that the Governor was very
enthused about this proposal? ' '

COMMISSIONER COLEMAN: Well, once again, I certainly am not going to
comment oh that. I don't think it is fair for me. Enthused -- if I have a toothache
and my tooth is hurting, I am enthused to get it pulled. 1I'm not necessarily enthused
about goihg to the dentist at any other time. '

SENATOR STOCKMAN: Did ‘he express any. doubts or uncertainty about
this proposal? '

COMMISSIONER COLEMAN: Once again, the Governor accepted the proposal,
that in coming up from his Department, the recommendations -of his staff, that this
was the best public policy solution. The Governor stated that support in his. announce-=
‘ment in a press release in support of the Hope Creek I Agreement.

' SENATOR STOCKMAN: That was on the 1llth? -

COMMISSIONER COLEMAN: Yes. I think you know, Senator, that.I know
him, I guess, very well, but in terms of what went on in his mind and so forth --

SENATOR STOCKMAN: I wouldn't want you to speculate on his mind, but
I mean, if he.said specificaliy, "Hey, this is great." 1I-don't see any reason why
you couldn't .share that with us. But if your view is otherwise, Commissioner, I
will respect that inclination. There is no question thougﬁ, I gather, that once
you left that room that day, that it was clear to you, it was clear to the Governor,
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"and it was clear to the Public Advocate that he, the Public Advocate, agreed to
sign this Agreement, ending any dispute and any opportunlty to challenge the need
for Hope Creek I; Is that 'a fair statement?

COMMISSIONER COLEMAN: No, Let's say it was stated that that was the
intent, if things concIuded as they were going. The Agreement was pretty much intact,.
but as I said, there were a couple of’niggling'little matters that needed to be worked
out and, indeed, no one was committed at that point -- we're definitely going tovpnt
our signatures on the dotted line. There were a couple of little matters that had to
be worked out, and they subsequently were worked out.

‘ SENATOR STOCKMAN: Commissioner, you keep referrlng to a couple of
little matters. This was an almost $4 bllllon Agreement.

COMMISSIONER COLEMAN: I think if you ask that question to Mr. Potter,

I think he can speak to you with regard to the Public Advocate's concerns. The con-
" cerns that needed to be worked out were primarily the concerns of the Public Advocate
with regard to at least one clause in the eontract,‘and that wae worked out.

SENATOR STOCKMAN: - Do you recall what clause that was? '

o COMMISSIONER COLEMAN: It was a discussion as to -- we wanted to be
clear once again on what was meant, and the full meaning_and intent with regard to
‘ the clause on extraordinary events. ' ' o
, ’ SENATOR STOCKMAN: As a matter of fact, wasn't there some sort of an
vemergency meeting that Mr. Rodriguez attended and‘heId up a Governor's press reIease
“to talk -- . : - _
’ COMMISSIONER COLEMAN: I don't think he held up any Governor's press
release at all. L o ' ' ‘ '
SENATOR STOCKMAN: You don't?
COMMISSIONER COLEMAN: No, I don't. /
SENATOR STOCKMAN:‘_Well, I represent to YOu that+he so testified in

this room a week ago. . . »
COMMISSIONER COLEMAN: I don't think, in my'recolléction,bthat it was
a matter of holding up the Governor's press release on it. I thiﬁk we had set a time
we felt as though the Agreement was finished. . There were a couple of concerns,fand
there was a meeting. . But, as to whether or not the Governor's press release was
going to go out that day, or the following. day, or the following day, I don't thlnk
that that in any way, shape or form, in my opinion ~- Mr.- Rodriguez may have a
dlfferent opinion-- . ‘ :
SENATOR STOCKMAN. He does. 4 v
COMMISSIONER COLEMAN: -- that that was an overriding factor. As a
matter of fact, I remember very clearly the day itself, and there was a questlon as
to whether or not it was going to .go out that day or the follow1ng day because it
was ‘so late in the day, -and due to the fact that a’ couplenof reporters were on the
story, it was decided, in a conversation thaé I was in myself with Mr. Goldenﬁ the
Press Secretary, that he was going to put it out that day. So, I don't think that
the overriding concern by any of the parties was that the press.release had to go
out that day. That is the point I am trying to make. ) . : » )
SENATOR STOCKMAN: What daybdid you set? You said you set a timetable
on this meeting, I believe, on the 5th of August with thé_Governor. :Did I under— '
stand your testlmony to. be that you set -a date when -- ‘
‘ COMMISSIONER ‘COLEMAN: No.‘ I think that the day before it was going

to be signed, in terms of coordlnatlon, we had pretty much agreed that we had reached
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‘an Agreement and that we would sign it, I believe, on August 11. ' A problem cropped
_up that warranted a meeting, and the problem was straightened out.

SENATOR STOCKMAN: I don't want to belabor it, but your statement
says, "As can be seen from the chronology of events 1 have just outlined, the Agree-
ment was not presented to the Governor until after all parties had accepted it »
themselves." So, as of that meeting with the Governor, the Public Advocate had
accepted the Agreement and he reflected that to the Governor?

COMMISSIONER COLEMAN: - Yes, in principle. Yes.

SENATOR STOCKMAN: Now, there was an enormous significance to this
. Agreement, I take it? ‘ ‘

' COMMISSIONER'COLEMAN: As a matter of fact, I don't even mind telling
‘you a little off-color joke. We even joked about it -- ’ o

SENATOR STOCKMAN: We need a little 1ev1ty in this hearing.

COMMISSIONER COLEMAN: Yes, we need a little levity about it. I
remember Commissioner Rodriguez's comment that with he being the first Hispanic
Cabinet Officer in the State of New Jersey, and myself being a Black, with the tWo
of us announcing a $3.79 billion Agreement, that would be some sort of new phenom—

enon in American hlstory ‘

SENATOR STOCKMAN: Now, incidentally, you refer to somewhat of a
landmark significance to this. Someone has called my attention to a Cost Contain-
ment Agreement involving transit Alaskan pipeline, and it has been suggested that
~it is a much stronger and more effective cost containment agreement. Are you

" familiar with that agreement? o . ’
’ COMMISSIONER COLEMAN: No, I am not familiar with it. ‘ :

SENATOR STOCKMAN: You, of courée, point out that the Agreement in"
no way limited the‘ability of the Public Advocate, the Department of Energy; or any
other individual frOﬁ challenging costs thought to be unreasonable. There was some
discussion of trying to pin down this "Extraordinary Events Clause."

' COMMISSIONER COLEMAN: There were several. o

) 'SENATOR STOCKMAN:‘ There were many of those I am sure. But, in
.particular, in the hearing before the Board of Public Utilities on September 28,

I believe, the day you also appeared before the Public Utility Commission, this
_exchange occurred. I want to ask you whether in your mind it raises some question
about the ability of the Public Advocate, ineview of the posture he is in, to
vigorously pursue thevpublic interest in this question of cbntaining costs through
the mechanism of delimiting the "Extraordihary Events Clause."  E4 Lloyd of PIRG
-was gqguestioning Mr. Morris of Public Service Electric and Gas on a definition of
extraordinary events. ‘The attorney for Public Service objectedvto this line of
questioning, saying that}”"The parties did:agree that neither Public Service nor
‘ithe Public Advocate nor the Department of Energy would define extraofdinaryveVents.
"because it was incapable of definition." That's on Page 142 of the transcript.
Then Mr. Camacho, on behalf of the Public Advocate, placed this statement on the
~record. "Yes, I would concﬁr in that objection, President Kern. So, we have Mr.
Camacho, the Public Advocate, joining with Public Service in objecting to Ed Lloyd
of the Public Intefest Research Group at that hearing, trying to develop a clearer
Junderstandlng and dellmltatlon of ‘the clause, extraordlnary events.

Now, in 11ght of that approach, which apparently able counsel for
“the Public Advocate felt he was placed into by virtue of this Agreement, do.you



- still contend that the Agreement ‘in no way, limits the ability of the Public Advo-
cate from challenging costs thought to be -- ) ) ' ‘
N COMMISSIONER 'COLEMAN: 'Let me say on that, it wasbsomething once

again that was discussed many times before'the Agreement was signed, Senator, and
the feeling on it was and, once again, getting back to'your good profession, that
inforder to define it and to list what might be and what might not be, would'weaken
any»case.that the Public Advocate or anybody might have with regard to attacking
what might be considered an extraordinary event before the Board. So, it was a
decision based, once again, 'in good faith, that it was best in terms of protection
of‘the public  interest not to define it. And,it was a conscious decision that was
made based on legal advice. : v

SENATOR STOCKMAN: And you are absolutely right in suggesting that I
.might take issue with that because, of course, I would argue and I don' t hold my-
self out to be the world's greatest contract lawyer-by any means. My area of legal
‘practice primarily is ih another direction. But I would argue that you.can specify
and thereby delimit the scope of such. an extraordinary events or occurrence clause,
and protect yourself from the very‘concern'you have by pointing out that these
limitations are not meant to be'exclnsive and complete, but by identifying them -
’clearly'iay to rest any'possibility of their being'aéserted as extraordinary expenses.
I think it is a not uncommon practice, but again I think you and I would agree,
probably, that for.-us to argue over that would not get us very far. v

But I do want to ask you about your reference on Page 4.to thé costs
question with regard to. this project because you make an interesting statement. You
say, "The target date of December 1986 and the target cost ofi$3.795 billion are not, .
as some have alleged, numbers‘whichbhave been simply pulled out of the air. -Rather
they are based on data fnrnished by Public Service Electric and Gas, Bechtel Corpora-

tion. (the prime’contractor, who I think you would agree has a real interest in the
completion of this project) and Theodore Barry Associates," andihere I want to get
into a little diecussionawith‘you "an independent consultant hired by PSE&G..."

) Now, Commissioner,_that group of people upon whom you apparently rely
‘and upon whom others rely for this $3.795 figure -~ that's Public Service, isn't'itz
' ) COMMISSIONER COLEMAN: Well,‘let me say that the - figures that -- once
again, Dr. Patel will and.can speak:to this. -The systém in New Jersey is thatvthe »
Board, once these filings are made -~ as we have indicated, ‘a number of filingé‘have
been made, their staff is responsible 'in terms of analyzing that. 'Now, if they arev
way off,vor'there are'oroblems,with them, and so forth, right now the way the system
works we would hopefuliy'get that feedback back from them. -The filings, as - we have
listed here -- difficulties have arisen -- Dr. Patel would be happy to testify to .
that. o _ S '
' SENATOR STOCKMAN: All right, fine. .
'DR PATEL: The Comm1s51oner has testified that there were three or
four dockets in which the detail numbers on the plant completion have been filed
W1th the Board of Public Utilities which, ' through the normal process of ev1dent1ary
hearlngs, have passed upon those numbers the issuance of securities in the three
dockets: 821- 70, 823~ l84_and 823-185, issued way back in March and April. The .
basic numbers that deal with the-plant'construotﬁon were inecluded.’ We  have re-
viewed the case files and agsessments of the Board staff and the positions of

dlfferent partles have been 1ncluded in our ‘review. Actually, the numbers have not
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: changed through the entire process of the negotlatlons. So, it is still basically
the same numbers. These are the numbers that have been discussed in the securities
. issued dockets, as well as the dockets that deal with the cancellation of Hope
'Creek II, wherein the witnesses of PSE&G‘werebextensively cross-examined by the
Publlc Advocate and the Department of Energy, and also by the Board staff.

. SENATOR . STOCKMAN: But there was no out31de independent expert brought
-to this question by either the Department of Energy or the Public Advocate, was there?

COMMISSIONER COLEMAN: Let me say as I have said before, we did not --

As I say, in this regard I have confidence here in Dr. Patei, but also it was a matter-
that,has you can see, has been brought'up several times and as Dr. Patel has just
stated, has been considered through the Board of‘Puhlic Utilities. - The numbers have
remained the same.  We did not bring in an outside consultant, no. ‘ .
SENATOR STOCKMAN: Well, the numbers did not. remain the same from the
beglnnlng, did they -- the same as Publlc Service projected when' it began this pro-

“ject? I think we can ‘agree ‘on that. v
_ COMMISSIONER COLEMAN: . Yes, we certainly can; hence the need for cost
containment. o : S R
SENATOR STOCKMAN: Right} ‘or perhaps for non-construction. Dr. Patel,
it wouldn't be any reflection on you if .it were suggested that you be authorized to
retain an outside economist or economic consultants to project these figures and make»wc'
these estimates, would it? I mean, do you have, completely within your ,staff, -the
.expertise in the areas of construction, economics and finance, etc. to independently
do these studies? ’ : , . .
~ DR, PATEL: - It all depends upon the scope of the project,. obviously. .
' 'SENATOR STOCKMAN: How about a $3.7 billion project? ‘
_DR. PATEL: 'If we are looking at'the overall construction project Without_
901ng into the details of the unusual components of - the plants --if we look at the '
framework of overall costs, we have the expertlse on staff to evaluate the economlc
‘impact of the decision maklng whether one has to go ahead with the cancellatlon of
the project, or go ‘ahead and use some other ‘alternatives.
SENATOR STOCKMAN: Well, you are 1nject1ng another component. . Let
,cme ask you this, Doctor. Are you confident from your expertise, and staff expertise
that you have, that the figure we are dealing with, the $3.795 b11110n is a solld
Sfirm flgure which will not change? .
DR. PATEL: The $3.79, obviously you have to remember, is a target
number. It does not in any way reflect that that is . what the construction costs
dre going to be. It is the basis for which the penalties and incentives are to be
“calculated. We think that is a very reasonable basis for the target.
‘ SENATOR STOCKMAN: So, you are comfortable that it should hoid?
DR. PATEL: As a target? ' v
SENATOR STOCKMAN: Well, as a target. How big is the target?
DR. PATEL: The target is simple, a point target.e
SENATOR STOCKMAN: How far off -- I mean, if you miss, are you talking
'11ke thousands or millions or hundred millions or billions? )
COMMISSIONER COLEMAN: Senator, I think we are confident with the
$3.79 figure; hence, you know, thefreason we put the Agreement there. Of course,
“the utility still claimsf and has argued, that they can come in under it. What we
have done is’add the Theodore Barry Associates,'and we have taken $3.79. I think
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‘when' Dr. Patel speaks about a target ~that is the figure that we have pegged If

. there are overruns beyond that, the ut111ty will be penallzed That is what he  is
referring ‘to ‘with regard to target. _ C '

SENATOR STOCKMAN. ‘I'm-almost flnlshed Incidentally, you refer in

-your statement to a plant Aalready 50% complete.» What is your basis for being aware
that that, in fact, is so? 'Is 1t materlal and 1nformation supplied to you by Publlc
‘Service? : '

S DR. PATEL- The material and 1nformatlon supplied by PSE&G applied

in' a number of dockets, yes.

SENATOR STOCKMAN: Do you make any 1ndependent assessment or evaluation'

of whether in fact that. is accurate? o .

i DR. PATEL: Those numbers have not been independently assessed by out-
side parties, other than by the Department of Energy. )

' SENATOR STOCKMAN: . But: I mean, have you 1ndependently confirmed the
accuracy? k ) . .
: ' DR. PATEL: Well, what we have done is, we'have looked at the progress

of. the construction on a monthly basis as to what amounts of monies have been expended.
The companies are required to file quarterly reports, so that does give you some indji-~

,cation of the entent of construction going on. ) . '

. SENATOR STOCKMAN: = But how can you, if you don't know the full cost
because it is a target cost -- hou can you ' -- what is it you rély on or how‘do you
determine that, in fact, the figure is 'a fair one when someone says it is 50% complete?
v . " DR. PATEL: The target is something else. 'We have been dealing with the -
actual construction cost. We‘are comparing two separate things. When we are deallng
with the actual’ construction cost, we are looking at those monies that have been ex-
pended and have been- filed in different forums at thekSEC, have been filed atvthe

' Board of Public Utilities. That is what you are‘talking_aboutab . ‘

v SENATOR"STOCKMAN;- And what are those numbers, what are those numbers

around -- ( o o ' ‘ v: }

- DR. PATEL: Those numbers have been spelled out in the Commissioner's
_report to the Governor and have alsc been included in an. updated version of the
Department's analysis of June“Zl 1981.

» . SENATOR STOCKMAN- And that number would be approx1mately 50% of the
target figure, or not? Am-I confused in that’

) DR._PATEL, Okay. The target figure -- we have to look at two different
components. - One, we are looking at the actual cost of construction, which. is roughly
$2.8 billion. To that you add the (inaudible) component, which. brings YOu‘to the
‘level of $3.79. So, when I am talking about the construction, I am talking about
the basic constructlon cost, not 1nclud1ng ‘the allowance for funds used for con-
struction. ' _ Co .

k  SENATOR STOCKMAN: All right. I'm not sure I understand that, but
it's OK. That is my problem. Commissioner'Coleman, there is one other observation
you make in your written statement that I am interested in. ' You outlined some

-options that you had, and you say, "The second option, . completlon of the plant with
no cost controls (as has been the traditional utillty practice)..." Is it fair to

- say, I mean, there is a Board of Public Utilities still operating in New Jersey,

isn't there? ‘ o ‘ . ' _

COMMISSIONER COLEMAN: With regard to that, perhaps I will have to be

a llttle blt more careful. ) ‘
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o SENATOR STOCKMAN: I didn't know whether that was some reflection

vorﬂi the BPU. ' : ' o o )

3 COMMISSIONER COLEMAN No, it was not meant to be any slap in the
face whatsoever, Senator. '

SENATOR STOCKMAN: Why would you say that that was an option in
writing? ) . )
COMMISSIONER COLEMAN: Well, when ‘I say about the cost constraints
.with it, let's say that we have it without costfcontainment.' What.wepare speak-
ing of there is that the construction will continue without cost containment. So,
perhaps I should have phrased it better, or stated it more properly -- completion
without cost contalnment. . . .

' .SENATOR STOCKMAN- Did you have any involvement in preparing -- you
or your. staff, to your knowledge, did YOu have any participation in preparing the
Governor's‘press release on this Agreement? .-

- COMMISSIONER COLEMAN: Well certainly we helped -to provide, as is
the general case, some of the background material. We did not write the press
release. . .
 SENATOR STOCKMAN: You read that press. release in the media) I assume,
" didn't you? ‘ _ ‘ ‘ ‘ -
COMMISSIONER. COLEMAN: If you would like to refresh my memory.

SENATOR STOCKMAN: All right. The release, and I will quote it in
'part now, says, "This Agreement represents a major breakthrough in efforts to bring
utility costs under control." And you apparently share that view with Governor Kean.
COMMISSIONER COLEMAN: That is correct. -
SENATOR STOCKMAN: "It assures the utility's customers that they will
not -be required to shoulder any, or all, or any finaricial burden due to construction
cost overruns." Is that an accurate statement? v : ' ' .
COMMISSIONER COLEMAN: I think that what is meant there is that there
will be penalties beyond the target figure, and it is clearly indicated in the -
- Agreement. . . '
' SENATOR STOCKMAN: I'm talking about the release now. Is it fair in
the release to suggest that this Agreement would ﬁot_require'any financial burden

due to construction cost overruns? ) v
. COMMISSIONER COLEMAN: Once again, Senator, I am not in charge of
writing the press releases. I think- the Agreement that I 51gned speaks for 1tse1f -
that the company will be penalized.

) SENATOR STOCKMAN: You'll buy out of the press release, all right.

Just a couple of questiohs_for Dr. Patel, as long as he is here, and I can complete.r
Then perhaps, Senator Connors or others have somevquestions; At the BPU hearings, '
Doctor, you testified on September 28, 1982. You indicated that the Department of
Energy had conducted numerous studies dating back to March of 1982 showing that the
Cost Containment‘Agreement was sensible and "in the best interest_of'the ratepayers."
Numerous studies‘—- again, have those studies been submitted to the BPU?

DR. PATEL: . Yes, they have been sent recehtly'e— I can give you the
precise date -- The responses to the staff's request for information were replied
to, with the BPU and the parties to that docket,'on October 22.

SENATOR STOCKMAN: Could we have copies of those agreements, Com-
missioner, at your convenience. I would appreciate that. ' :

‘ DR. PATEL: Yes.
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) ) SENATOR STOCKMAN: Did any of these studies take up the question
of the "Extraordinary Events Clause?" Was that part of the subject of any of the
’documents that you sent on apparently to the .BPU in October?

DR.. PATEL: Not speCifically, no.
. SENATOR STOCKMAN- You were asked, i"Was the cost containment proposal
) before the Board today spe01f1cally addressed ‘in those Department of Energy studies -
as a p0531ble option?", and you 1ndicated, "Yes." Do you recall that?
' DR. PATEL: Yes. o _ - o

SENATOR STOCKMAN: If the Agreement was put in finai form in August,
including the "Extraordinary Events Clause," how could the Department of Energy
studies haye specificallyvaddressed this Agreement, since they were completed at an
earlier time? Do you understand my ‘question? .
» DR PATEL: - Before We can inciude any specific proposal for ‘extra-
ordinary events, we have to-define the scope of the extraordinary event and, as
the Comm1ss1oner 1ndicated,‘the parties did not have a consensus on the 1ssues that
were being included as ‘part of the extraordlnary events. Since we could not have a
firm agreement on those 1ssues, one could not come up with an economic analySis
including those issues. = If the Senator can prov1de some, specific proposals; the
studies can be done. o o v : : ‘

_ ' SENATOR STOCKMAN: Incidentally, Doctor, did you participate in any
discussions prior to August 10, 1982 about this guestion of the "Extraordinary '
Events Clause?" ‘ IR

DR. PATEL-» With whom?
SENATOR STOCKMAN Wlth anyone.
DR. PATEL- 'Do you mean entirely w1thin the Department, or - outs1de7
SENATOR STOCKMAN : Let me ask it again -- with anyone?
DR. PATEL: Yes. v ‘
' SENATOR STOCKMAN: Who?
DR. PATEL: Within my own staff.
SENATOR STOCKMAN: Who? . .
DR. PATEL: Mr. Gurnani and Victor Bozzo. ‘
‘SENATOR STOCKMAN: Were there any memos concerning those discussions?
DR. PATEL: No. o ’ - S
- SENATOR STOCKMAN: Why did you consult with them concerning that clause?
DR. PATEL: We were not consulting When a whole issue of this nature
comes. up before us. for -analysis, one always lopks at different options that one has
to con51der. I guess in our deliberation to review. the options, the issue of: extra—
ordinary events did come up and we have discussed those 1ssues.
) SENATOR STOCKMAN. Were these other people attorneys or were they~
’-other type experts? ’ - o : ,
DR. PATEL- The member of my staff who is an engineer is also an
attorney Mr. Gurnani, who is. an engineer,bhas a background in economics.v So,
I have dealt with attorneys and engineers, and’ financial experts. '
SENATOR: STOCKMAN- Did you have any concern about what might be
.'interpreted thereafter as-an extraordinary event justifying further expense to
‘the ratepayers’j e _ i
» - DR. PATEL: In my view,>the whole issue of extraordinary events was
‘very simple.k I did not feel at that time that that issde:had to be included.
‘ SENATOR STOCKMAN; You mean that suchva clause should not be in the .

. Agreement?
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DR. PATEL: No, the issue of ektraordinary events to be defined.
SENATOR STOCKMAN: - Your position was‘that the phrasei"Extraordinary
. Events" should be in the Agreement but it should not be defined?

‘ DR. PATEL: I'm not saying that All T am saying is that the
definition of extraordinary events, in my View, was such that appropriate mechanisms
‘could be designed and implemented so that one :can define those issues as time went
1by with proper checks and balances on. those issues. »

. ) SENATOR STOCKMAN: Tell me about those appropriate mechanisms that
could be developed in time after you signed this $3.7 plus billion Agreement.,

DR. PATEL: ‘Okay. Very simply, the Department and the Public Advo~
cate and all the parties have issued a subsequent memorandum which discusses this
issue. There is an eXisting procedure right now through the translation docket of
‘tqe Board, wherein PSE&G is required to fileiguarterly reports, and that is an
appropriate  mechanism which'we"felt.was‘to'handle the whole issue of extraordinary
events. v ' , _ v S
: COMMISSIONER COLEMAN: Senator, may I interject?

SENATOR STOCKMAN: = Sure. :

_CQMMISSiONER COLEMAN: - I think with it -- certainly I know that Dr.
Patel is attempting to answer your quéstions to the best of his ability. I would
say, however, that he does work for me,  so that with regard to any decision on the

~ clause for extraordinary events,.that was my judgment ultimately{ He may certainly
‘give me his advice, as other members of his staff do; however, that final judgemerit
rests‘with me as to whether or not we were happy, or whether or not we felt it was

-in the best interest of the public to go into that Agreement with extraordinary

evients defined as they are. E )
:“ SENATOR STOCKMAN; 'Incidentally, on that'score, the'BPU will be
reviewing'this Agreement. ~ Is it going to be the position of the Department of
Energy hereafter that the BPU should not attempt to refine and define that phrase
“Extraordinary Events?" ‘ .
: COMMISSIONER COLEMAN: That's, once .again, I'think‘that is up to the
BPU. ‘I don't know; maybevwe can get John Houseman oxr somebody in here fromhthe
"Paper Chase" to -- o ‘ ' ' ‘ .
| SENATOR STOCKMAN* No, I guess I was confus1ng Commissioner -Coleman,
I didn' t ask you what the BPU would do. I am asking you for what your pOSltlon is
_1901ng to be, as the Commissioner of Energy, in hearing hereafter -- o
COMMISSIONER COLEMAN: As CommiSSioner of Energy, if somebOdy can
demonstrate to me that it is in the best public interest to do something else, or
to define that we are not giVing up anything in that -- then I'm flexible. I
certainly may change. I am not inextricably ‘tied to the wording as it is, but. I
think that.until somebody presents me with a solution that their way of doing it
is better and: there can be a better substitute at something or other, I am sticking
to the clause. . : : .
‘ SENATOR STOCKMAN: Senator Connors, do you have some questions you
‘ would 1ike to explore With the CommisSioner° ) ‘
) SENATOR CONNORS: ~Yes. First Senator Stockman, apparently you have
a number of doeuments that I do not have. The one right to your left there with -
a circle around it. Then the next one to the left. v _
' SENATOR STOCKMAN : Senator, this is the Hope Creek I -- The Need for

a Review. This is the document that the Commissioner has, I think, been referring to,
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and I think that is part of thetrecord that we. have had, and you are welcome .to it,
I think part of the problem, Senator, is :the question'of getting these documents;
‘We didn't reproduce all of the documents we have. This one, I am not‘sure.'Have,
we had this for some- time, or - aid we get this currently7 '
_MR. FRAKT: Very recently. : .
'SENATOR STOCKMAN: it is to get them reproduced and circulated.
SENATOR CONNORS: To pass a puny pun, I'm in the dark with regard )
to this ‘energy. I walked in here this morning: and I got the testimony from the other
day. I got my mail late, and I am kind of messed up along the way.
SENATOR STOCKMAN: ‘‘Well, Senator, so we can sort of try -~ o
SENATOR CONNORS: kRather than have ‘it be known as the‘Stockman Hearings,'
as a participant in this Committee, I would like to have all. of the’ documents that are
pertinent to this matter.: I'll probably go blind reading them all in the next day or_
Sooom | |
SENATOR STOCKMAN- _ Senator, just to complete the record, I reiterate.
' we had a preVious hearing. Some of these documents were already avallable then here
~at the hearing, and you could have lookéd at them. Beyond that, this hearing date
was‘set at that time. : Also, the staff person,fsteve Frakt, seated to my left, who
has done a great deal of work preparing for this hearing, certainly was auailable
and had -- I guess we have to get to a bottom line on this. If-you had anyispecial'
" interest in what was going tO'gokonkfurther today, this being a second hearing and
not'an initial hearing,’it seems to me that you could.have communicated with Mr.
Frakt or with me on it.. o
‘ Now, I am not anxious to get 1nto a public haranque with you over
. that, but that is as -much fact as your observation that you did not have this docu—1
ment. . ‘
'SENATOR CONNORS: I don't have another one elther.
SENATOR STOCKMAN: ' You're welcome to this. ' This" lS a series of ques—
tions on the Hope Creek Containment Agreement prepared by staff
SENATOR CONNORS: .Well, suppose we do this. Why don t we have the
staff run these through a copy machine for me? Are there any other things that I
.have not seen? ' h v o . . .
) SENATOR STOCKMAN: No problem; ‘Yes,»therefis another document.. : As
_a matter of fact, we Just got it.
SENATOR CONNORS. If I could 1ook over and sneak a peek every once
in a while and see what you have, in order to brief myself.
SENATOR STOCKMAN: ' All right." _ ' :
o SENATOR CONNORS: I 'did not mean that as a criticism. I know this
hearing was hastily called. This is not a criticism, but ‘really --
B ' SENATOR‘STOCKMAN I will ask staff to get you a ‘copy of everything
that I have here, and ‘a’ copy of everything that has been provided. ’

} SENATOR CONNORS: I can't guarantee you that' I am going to read it
hy tomorrow,. all right? ‘But I would like to have these so I can at least follow
~along. ‘ v ‘ : »
) o ‘ Commissioner Coleman, the study that you, w1th your staff and other
people, conducted with regard to.this matter -- you made a determination w1th regard
to completion? . . ' - ' ,

- COMMISSIONER COLEMAN: Yes, we did, that isbcorrect'—~ with cost con- .
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' SENATOR CONNORS : »That_percentageiis how much?

COMMISSIONER COLEMAN."Right now, a little bit morevthan 50%.

, SENATOR CONNORS~ A little bit more than 50%. A lady in the audience
fhad asked me to ask that question, and I wanted to make sure that I got it out on
the record. Who does the Agreement bind? ‘ k . '
 COMMISSIONER COLEMAN: It binds -~ the Agreement is signed by the

Department of Energy, by the Public Adyocate, by”Atlantic City Electric, and by
Public. Service Electric and Gas. It would be binding, of course, if it‘were adopted
by_the,Board'of Public Utilities. , , ' ; :

7 SENATOR CONNORS- Do you expect that to be signed by the Board of
Public Utilities? » . '

COMMISSIONER COLEMAN: I really couldn't make any comment on that’
as to what the Board's decision will be based on the evidence. : I am hopeful, and: .
certainly in support that it would be Signed

SENATOR CONNORS: Would you just go over for my benefit the basics
of the Cost Containment Agreement, what it does, and how it would benefit,‘as you
said the shareholders and the ratepayers? ‘

. COMMISSIONER. COLFMAN. bet s ‘say that the target were exceeded on it.
Traditionally, ‘if a target were exceeded the company paid no penalties to the -~
-let's say they paid no penalties. What we would be doing would be diminishing the
amount»thatbthey,would_be allowed to charge off to the consumer,'and the company
would-haye to eat a share of any overruns, once again, based on this question still
.of reasonable cost. For instance, I think that if you were to -- if the company was
to decide they wanted to publicize this, the opening of the plant, 'say by bringing-
giraffes from Africa or something, or haVing them parade around with signs, I think
we would argue, quite naturally, that that was not a reasonable cost  to be passed on.
What we are attempting, and I think ‘this is. lost and needsvmore:bringing out -- what
we were attempting, among other things, with the cost containment, was to»say‘that
‘the traditional way of doing things, the traditional way of not providing. the rate-
payer with any type of security or leaving open the question of‘whatvthe final cost
‘was going to'be, and. having the utility come in and.apply for more funds, was not
in the best interest of the public. What we were attempting was to inject into it
_cmanagement accountability »

» Now, "if you can say that you can come in at ‘$3.79 billion, then darn
well come “in at $3.79. If you don t, we are going to penalize you. I think with that
that we provide . there is management accountability, there is shareholder accountability -
obviously, if theré are overruns, the shareholders are not going to be wvery pleased
with that at all. So, what we were looking to do, among other things, was to provide>
an‘aCCOuntability'to the public which has,. to our mind, if not missing, certainly has
not beenvstrong enough with this type of Cost Containment Agreement, and we were look-
ing at it; once again, with regard to this plant, but'hooefully also as a model for
future construction, hopefully not only 'in New Jersey, but in other states. As I
said we had a very serious, a very complex public policy dilemma on our hands and

it was our feeling then, and it is our feeling today, that the best public policy

. solution with regard to Hope Creek I was cost containment.

SENATOR CONNORS: - In other words, if ‘they came in underneath the con=

tract,'it would be an incentive to the customer =--
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‘ COMMISSIONER COL‘EMAN‘: That is correct, and truthfully with it we

" needed to provide -- we thought,vonce‘again, it would be in the interest even to
‘prbvide that incentive with it; and in.our:Agreement we have created a neutral zone
- between the $3.55 billion and $3.79ihillion where neither penalties ner incentives
“would accrue. e v o ‘
v SENATOR CONNORS: That is quite a provocative type.

COMMISSIONER COLEMAN: We thought so. )

' SENATOR CONNOKS: And they agreed to it. How binding is it?

COMMISSIONER COLEMAN: If it is approved, it would be binding.

SENATOR CONNORS:‘ Who does it have to be.approved by?

COMMISSIONER COLEMAN.: _The Board Of- Public Utilities.

SENATOR CONNORS: - One .of the things that was kind of glossed over there
just in your discussion, was the statement that Mr. Nardelli had made about a -show.
COMMISSIONER COLEMAN: That's right. ' ’
SENATOR - CONNORS: :Probably out of this whole hearing that I sat through
this morning, that”is probably. the most'disturbing to me of all of it. When you start -
talking about blackmall threats, that is qulte a serious charge. Were you_present
when that incident took place9 IR S v‘

- COMMISSIONER COLEMAN:. - I wasrwalking into the hearing room with
’Commlss1oner Rodriguez. He left me to go over to the side for a conversation with
'Mr. Nardelli. When he returned, and I was still standing waiting for him, he told
me about the conversation, and essentially said whatvI stated earliervthis afternoon}

that Mr. Nardelli had asked him if he was going to 'be reinstated. in his position, if
the Commissioner had reconsidered.. Commissioner Rodriguez said he had not, andiMr.b
Nardelli said, "Wait until you see thé show then that I plan on putting on inside,"
with the implication that if-he were to have received{his job.back, he would not ;
have'raised the points that'he did.  Once again, ‘I understand “and I have had the
article read to me, I dldn t read 1t myself --'but I understand he was quoted: 1n ‘the
Bergen Record as saylng something" to the effect that, if he had received his job '

" back, he would have keptbquiet on the contents of the Agreement for a couple of -
months, but I would have that brought before the Commlttee because I certalnly do .
not have it with me at this p01nt. .

) But, as I sa1d to me it was a questlon ‘of blackmail of the public
interest.‘ Now, if you are.for something and you feel ‘committed and you have certain
principleés about_something, you stand up for it. And it is not your job which be— :

“comes of'paramount impOrtance to you, but those principles.. In my mind; Mr. Nardelli's
motives were, perhaps, less than pure. - . . k
SENATOR CONNORS:: <You had mentloned that Dr. Patel, Mr. Richman, Mr.
Gurnani, Mr. Bezzo and Mr; Solomon --.I probably mlspronounced»the'names, and I
apologize -- ‘were inVOlﬁed in the‘deeision—making process of evaluating‘the circum-
- stances that surrounded thls sw1tch in policy, or going 1n the dlrectlon that we are
presently in, or the posture that we are presently in. ) . .
COMMISSIONER COLEMAN: Yes, that is correct. I would say that'my own
style, once agaln, my personal style of management is I don‘t'beIieve‘in an open ’
_ room. When I say that, I'believe in freeé-floating discussion. I want people to
speak -out. I believe in a sort of competitive tension -- a bit of conflict in a
room, and I think that those are some of the components that . go 1nto good de01s1on

maklng So, - there were those: that you have’ mentioned, and many others 1nvolved,
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whose. opinions and expertise I drew upon in making the decision that I had to
make. : ‘ ) o
. ‘ SENATOR CONNORS: The reason.why I,asked'that,»Commissioner,vis because
it has been euggested that there has been no.-concentration on this at all ——'that
nobody asked anything from anybody, and all of a sudden we came up with the policy
of this cost containment that was manufactured either. by Mr. Rodriguez, by the
Governor, or by you ---everybody got together in a clandestine meeting-and_put
this thing together, and said, "Hey, here is ourjnew oolicy, and we are not going
to examine the facts." - ‘ L ‘
To your mind and your satisfaction as far as the examination of it,
- was it a routine matter that was gone into in-depth? ’
COMMISSIONER COLEMAN: That is correct, Senator.
) SENATOR CONNORS: ~ Are you telling us, Comm1551oner, that'there'is a
need regarding Hope Creek I in terms of fllling the energy needs of New Jersey?
COMMISSIONER COLEMAN: That is correct. We are on record as stating
so. We feel as though it is needed; its capacity is needed for the ‘State. As I
said, we pegged -~ When I talk about the need, the need is there. I do believe
firmly that we need it but, of course, I did not want to extricate the cost from
it. It is needed, but certainly it is needed'at a certain figure and we made the
evaluation that the figure -= if we targeted a cost of $3.79 billion and we could
implement the cost containment planﬂat that figure, that we indeed were best serv-
ing the public. interest. ' , B :
‘ SENATOR CONNORS. You and I, Commissioner, have something in common -~
we're the new kids on the block, and-evenvat this time, ten months after we have
both taken our. office, it might be difficult for you. to answer this, but I am going
to ask you/anyway.‘ You made a determination with regard to need,. and Iiwould aseume
that certain papers in the files, etc. were madevavailable to you from the past
Commiss1oner. Is there anything indicative in those files, or plans, or studies,
that had gone back in the past, that there was a need for Hope Creek I, and in fact
Hope Creek II? o ’ )
‘ . ; COMMISSIONER COLEMAN: Yes, the Department was on record in‘support‘
of those. As I said,’I'would state that my change‘in policy was one in which I
wanted to see exactly what the cost was going to_be before, you know, I would give -
consent to going ahead;: I think the capacity is needed. The question became, at
what cost, and.cost containment came up. That Agreement, as I say onoe again, we felt --
SENATOR CONNORS: '(interrupting) Are these presently 1n your files,
Commissioner, some studies that were made in the past? _
' COMMISSIONER COLEMAN: That is correct ‘and, of course, this has been
a. fully litigated matter before the Board of Public Utilities.
SENATOR CONNORS. Are they readily acce551ble?
COMMISSIONER COLEMAN: Pardon me? '
SENATOR CONNORS: Are they readily access1ble7
COMMISSIONER COLEMAN: The Board's records are.
SENATOR CONNORS: I would appreciate a copy of those -- maybe not all
of them -- but if there is some kind of a planning study- or something that had been
determined in the past, the substantial,comments; A copy for 411 of the members
of the Committee. L . . .
OMMISSIONER COLEMAN-‘ Surely, I Would be happy to.
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SENATOR CONNORS: And that,your‘decision was made independently,
and examlned so. , ' ' A

COMMISSIONER COLEMAN- That is correct.

SENATOR CONNORS: The forecast ofaeapacity, Dr. Patel, on energy
reﬁuirements -- this T presume then would not only brinékus up tovdate.with the -
present Commissioner's ferecast oY overview of the energy needs of New Jersey in ‘
terms - of electricity in these plants, but also the energy needs, as ‘I have stated
befdre, that were forecast by the past Administration. You are aware of these
documents, you have read them? ‘ » o

DR. PATEL: - Yes, absolutely. o

SENATOR CONNORS: Do you £ind them substantially correct in evaluating
the needs of the State with regard to increased electrical energy output?

DR. PATEL: Yes. I have been involved with the past Admlnlstratlon
in making the evaluations of the utility requlrements for. capacity to meet the v
energy and peakload requlrements, and, as you very well know, the whole issue of

peakload and energy is a dynamic situation. The price is the~impact on the conser-

' vation and has a market effect on how people consume energy. To the extent that those

factors can be quantified, we have addressed and: developed our own forecast dealing'

-with sophisticated modeling techniques within the Department to éomeyup with indepeh-

dent forecasts for the utilities. This has been used in the Department's analysis
for the need for the plant. ' o } ’

‘ ' SENATOR CONNORS: Somehow or anether, we have 1ost a billion dollars
here from testimony earlier. I'd like to just -- it is‘hot a small amount of money

to lose. If it were a couple of bucks, nobody would mind, but a billion dollars. -

:In questioning Mr. Makul of Rate Counsel, he estimates that we are about $1.5 billion -

down the road in Hope Creek I. 'In your testimony here, you say we are $2;5 billion
down the road. Who's right? ‘ . S ' ]
' DR. PATEL: .Okay, I can shéd some light on-what the Commissioner was

‘indicating in his testimony. I think what you have to 1look ‘at is there are two

basic options. One is to build a plant, go ahead with the plant, and second is to
cancel the plant. When\You do a  comparative ahalysis,jone has to look at the basic.
asSumptionS before projections can be made. In the anaiysis that we had to go through
for those two comparative‘scenarios, some‘aesumptions with respect to the status of.
the plant had to be: made:.  When We compare, one;.theAStatus quo versus cancellation,

~one has to then look at the implication of the cancellation of the plant and how the

costs have amortized.’ Once the.company. builds the plant or completes a certain por-'
tion of the constructiohj it doesn' t stop there. There are some 01051ng out costs

that have to be dealt with SO .even though the monies that have been expended so far

may be $1.6 billion, there is a 51gn1f1cant amount of clos1ng out costs that have to

'vgo in. ‘What the Comm1551oner was referring to was that by the time the plant is can-

.beelled and you know the total cost, by the.end of the year 1982 we,are talking about

$2.5 billion. When you look at the analysis to use thoée-numbers»in comparing the

full tariffs, you have to look at the after-tax effect. In our analysis, we have

used roughly $1.4 bllllon, whlch ‘is, I guess,‘slightly less than what Mr. Makul has

- been talklng

The Commlttee will be prov1ded w1th the updated analysis of June 21
wh1ch discusses these issues. . I can briefly mention what -the conclu51on of the
analySJ.s shows. We have shown in this analysis. roughly the total expenses to be capltallzed
at $3.6 bllllon for PSE&G, w1th a stralght line depreciation over 30 years of '
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$122 million.' In ourvanalysis, we have also taken the rated average cost - of the
capital for PSE&G as 19.05%; whichimeans that we have used about 12% cost of debt
and‘lG% return on eguity which waS"allowed by the Board, but which may not‘have_been
the actual earnings of -the company- With "the capitaliiation of 60% debt and 40%
equity, and the corporate tax level at 46%, and the basic assumption, which is a
little bit different than what has been made by some other individuals, we have
shown that all the-expected Hope Creek generation,will replace'the purchases and
interchangeband oil-fired generation at 60/40 capacity. In other words; what you
look at is the marginal energy pnrchases done by PSE&G. Once we have the Hope
Creek plant, the marginal capacity energy requirements will be reduced‘and'the-
level is 60/40 purchasesbfor PGM and oil displacement. When you look at those
assumptions on'the escalation of oil, and‘you also look at the costs of pur-
chases, the property excalations, the present purchases are roughly $46 per mega-
(inaudible) or 46 mills.  We made some assumptions with respect to that and they
were 5%. We also looked at the nuclear fuel costs and, not only that, but we had
to make a basic assumption that if the plant had to be cancelled we'd have a
lower capacity which is existing in the old units. Some of the plants have been
running for 40 or 50 years, and to keep these plants running beyond the 1986 date
we may have to'expend significant sums of monies, so we took that into account.:

We made a projection of the capital expansion which was needed for
vrefurbishing some. of these plants and we envision over.$120 million will be needed.
We also took the abandonment‘cancellation costs.at $1.4 billion. When YOu look at -
all those things and compare that w1th two scenarios, one, Have the plant and tWo,
"cancel the plant, and look at the savings associated with the two scenarios, We come.
up Wlth some startling results. We see that the net cost of the plant Wlll be some
$74 million- in the first year. This goes down, and in the third and the. fourth year‘
there is a positive benefit.of over $35 million to the ratepayers. It starts on
increasing beyond that. If you look at the year 2000, you are talking about over
half’aibillion dollars.' So there is in our own minds a pos1tive effect from build—
ing a plant. ‘ . ) o
SENATOR CONNORS: I m not sure I got all that anyway. (laughter).’
SENATOR DALTON: May I ask a question real quick'> ‘ ’ ‘
SENATOR CONNORS: Senator Dalton would like to ask a quick question.
SENATOR DALTON:‘vDoes that assume that the plant is in service for the
entire time? o o '

} DR. PATEL: Yes, it assumes a fixed service date of 1986 and the
assumption with respect to the cost of $3.6 billion.

o SENATOR DALTON? And it assumes that the plant is staying in operation?"

‘ DR. PATEL: Yes, we assume a 65% capaCity‘factor through the life of
‘the plant. T v : R S
SENATOR DALTON: Despite the fact that in many cases the plants inh
this State rarely stay in operation for an entire year or an entire two or three
years 'in a row? ' ‘ ) ‘ IR .
DR. PATEi: Well, the Salem II has had a 51gnif1cantly good experience
SENATOR DALTON: The Salem I in 1980 was down seven out of the 12 months.
- Right? ' - ‘ v v
A : ) DR. PATELF When someone makes a pro;ection -= when we look at the trend of
'what is happening in 1ndustry, one has to choose those numbers that we are comfortable'

with.
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) SENATOR DALTON- Why were you comfortable w1th the plant staylng on
line constantly° Why were you comfortable w1th that assumptlon°
E " DR. PATEL- Somebody has to make an assumptlon w1th respect to the
quantltles of energy ‘that will be comlng out of those plants. Irrespectlve of

what assumptions you make with respect to the capac1ty factor, if the consensus ‘on

‘ "the total kilowatt hours ‘that:are 901ng to be produced by ‘the plant or the life of

“the plant, it is sufficient ‘for analysis purposes.
) SENATOR DALTON- I was going to ask the same gquestion again, but I
am not going to do it. o - ’ "
SENATOR CONNORS: 'You've made me'feel good, Daniel.
bifferent question, CommissiOner. ‘How much would a new. oil or coal
plant cost? .Do you have any idea. of that?: :
’ 'COMMISSIONER COLEMAN: = What size?
SENATORJCONNORS: You tell me. Maybe we could back 1nto it a llttle bit.
' COMMISSIONER COLEMAN- We'll try a 400 megawatt,
DR. PATEL: . The Commissioner's report. of May. 6 looks into one of the
'optlons of Hope Creek I as a plant ——‘a 400 megawatt 011 flred plant and we have
;all kinds-of basic assumptlons with respectvto an 011.f1red plant. We're talking
about "$2600 per kilowatt. , B ' o
B ‘ SENATOR CONNORS: I probably should have advanced‘this question first.
;In terms of meeting our energy needs within the State, it has been stated by -a previous"
w1tness that we could really buy our power ‘from out of the State, .and that might be-
the cheapest way to go. Do you have any comments w1th regard to that Comm1s510ner,
:or Dr. Patel? ; i o v - ,
. » ' OR PATEL: Okay, well I guess one has,to look at the overall avail-
ablllty of the State's supply sources. One does not.want to put all of‘one'sveggs
in one basket, obv1ously You want to make sure that you. have'a diVersified approach
to your>energy requrrements. ‘If you start relylng on - ohe source of supply, obv1ously
“an dlsruptlon in that supply can 51gn1flcantly impact on- us. We have seen that in the

past w1th the . 011 51tuatlon. What we are ‘saying:is that the: best thing is to dlver51fyf'b

ﬂ‘our supply sources, which means a little of the purchases, a llttle coal, 'a llttle 011
_a llttle ‘nuclear.: If: we look at the numbers for the State over the next-20 years,
‘hav1ng a. plant would at least brlng us to - that.level of security. ]
SENATOR CONNORS. Then the next . step down the line -- It has been o
. suggested here this mornlng ln testlmony that really our- energy needs are not grow-
ing. They are, in fact,’ probably diminishing or remalnlng status quo, and that we
should look to solar and to other’ areas such as thermal energy for those energy
demands. Have you gotten 1nto that?- § -
) ' COMMISSIONER COLEMAN- Yes, Senator, we arefon record> The Department'lif
very ‘strongly supports conservatlon, resource recovery and a number of other energy :
produc1ng and saving. pollc1es. However, we ‘also belleve that -- much of what Dr.
Patel was- saying before ln hlS analy51s -- this plant is needed and it is in the best
R 1nterest of the state. , o
SENATOR CONNORS- ‘Then, in order to meet the growth if we were to
cancel Hope Creek and go. the other route just for a- moment, a hypothetlcal case --
) COMMISSIONER COLEMAN- (1nterrupt1ng) Once agaln, we feel as though
_ the State would have a serlous capac1ty problem 1n the 1990" S. ‘
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; SENATOR CONNORS: Atcapacity problem - then, what would it take
. in terms of real dollars to construct a plant of comparable size, because-
apparently this didn't start last year. "This started several years back when a
determination of need, right or wrong, was made by other individuals other than
ydurself7 Now the torch has been passed and you are.in that seat now.. We're
tdlklng about a how many megawatt plant, 1,000 megawatt? ' )
.E ) COMMISSIONER COLEMAN: Let me say, 1,067 in this case. -In terms of
_the cost if we were to .abandon .here and attempt the same thlng several years from .
now, the cost would be astronomical. . '
i , . SENATOR CONNORS: Has that been studied?
} ' _ DR. PATEL: This issue has been studled.
" SENATOR CONNORS. Not several years from now. Supp051ng, a hypothetical
: case -~ I know it can't be done, it's not ‘going to be done -- but supposlng -- when-
I say it is not g01ng to be done, I mean it is not g01ng to be done today. But
suppos1ng Hope Creek no longer exists, and we have already made that determlnatlon
 several years ago ﬂmw.aZL067 megawatt plant is necessary to meet the energy needs
‘of the State of New: Jersey, what would the cost be‘r;ght now? - In other words,
.'we're breaking ground right now to build a plant under today's costs to make up. -
jat difference in coal or. oil. . ' . o
’ DR. PATEL. ‘That is a loaded questlon. I think one has to look at
5.the implications of the technologles that one wants to choose to meet. the requlre—i
ments. 'Even in. the coal area, we are talklng about dlfferent technologles. Are
wé talking about large-scale units? Are we talking about medium-size units? Are
we talking about cogenerat10n7 Those are thelthings that one has to look at. 'The
,‘overwhelmlng question that one has to. remember here-is that with all this analy31s,t
we have to keep ourselves aware of the fact that Hope Creek I is being built rlght
now. -Monies have been expended and somebody has to pay for the expense. _So, if
you cancel "the plant - 1t's nice to cancel the plant. But ‘there is some 1nvest-
ment. ‘ : , . '
SENATOR CONNORS. Doctor, I am not suggestlng -- I don't mean to'
interrupt I'm looking for just a hypothetical ‘situation. Let's not take a 1,067
megawatt plant Let's take somethlng‘perhaps -that you would be more familiarvwith,
a 400 megawatt plant, coal or gas, and: multlply that times two and a half.v Right?A{
: What would the cost be? Lo o
7_ DR. PATEL:" AS:I just stated,'if‘youvare looking at the'same time
frame. -- see, the thing is, the cost would all depend on what dollars we are talk-
ing about. Are we talklng about today s dollars’ Are. we talking'about --
' ' i SENATOR CONNORS: 'I'm talklng about today s dollars iIf we started
today, if we broke ground today == . E ' i
DR. PATEL: If we broke ground today and if we are maklng an estlmate”
of the plant costs somewherelln 1986 for a 400 megawatt coal- flred plant in New
Jersey meeting the existing environmental requirements,'l would say $2600 per kilo-
watt. So, you just multiply that by 400,000 times that. .That.will give you.the '
number.. _ : - v ‘ '
' . SENATOR CONNORS: Which is how much?
' DR. PATEL: I can tell you. o o
SENATOR CONNORS: He is getting a paper and pencil .out.
DR. PATEL: I would say about §1 billion.
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SENATOR CONNORS: Okay.. .Conceivably, as was suggested earlier,
smaller plants might be the way to‘go. So we would take two small plants at:
400 megawatts, and one 200 megawatts -- we're talking reaily then in terms of
probably $2.5 billion to $3 billion. v _

COMMISSIONER COLEMAN: = Except that he said "today's dollars," and
you have to -- :
1 ~SENATOR CONNORS : Today's dollars, right. " I'm not trying to nail
anybody doWn. What I am Saying is, 'and the point I am trying to bring to a con-
clusion -- my question was, "How much would it cost to build an oil plant today?"
It would seem to me that under the cost»éon;ainment process at $3.79 billion and
~a loss of $2.S when you subtract the $2.5 from the $3.79, and then throw the $2.5
billion on top of that, it would be a reasonable conclusion, and I am siding with
you at this point in timej'Commissioner,,but it would seem a reasonable conclusion
that to abandon it completely when it is 55% complete -- )

'DR. PATEL: I think one of the important things which you forget in
making a comparative analysis is the variable costs that you are dealing with, coal-
- fired plants versus the nuclear planté. There is a significant difference in the
income and cost in the operation of the coal-fired plant versus nuclear. When you
take all those into account and you look at the order of plant life, then you can
make a judgment as to what --

. SENATOR CONNORS: Are you trying to convince he, Dr. Patel, that
nuclear is cheaper than other forms? S )

DR. PATEL: No, I am not trying to convince you. All I am saying is
that you have to look at those numbers.

- COMMISSIONER COLEMAN: I think he is supporting your statement.

SENATOR CONNORS: Oh,‘okay. I'll quit on that note then.

SENATOR STOCKMAN! Senator Délﬁon has several quésﬁions, and I have
several more. Then I think we can finish up.

‘ SENATOR DALTON: Dr. Patel, I don't agree with your first assumption
with regard to a plant staying in service for‘20 years. ~Okay? So let me just make
that statement. I don't think it has ever happened, and this would be a first.
Additionally, if in fact Hope Creek I was cancelled today, what would be fhe impact
upon.consumers? What would the consumer pay? What would they have to beér? What
is the burden? ‘ _‘ B

: .DR. PATEL: Based on the analysis which we have done on June 21, the
net additional cost would be some $74 million in 1987.
. SENATOR DALTON: S0 $74 million would have to be born by the consumer?

DR. PATEL: Yes. -

SENATOR DALTON: Now, if Hope Creek I is completed?

_ DR. PATEL: The $74 million compares. -- having the ﬁlant versus not
having the plant. So, it is not étrictly just the cost of canéellation.
' - SENATOR DALTON: I realize that. You are talking about everything.

_DR. PATEL: Yes. ' o ’ .

SENATOR DALTON: If Hope Creek I is completed, what would be the
impact upon thé consumers in dollars?

DR. PATEL:. -Are you referring.-only to the plant itself, or the
associated savings that would be aqcrued to the -~ Z

SENATOR DALTON: I am referring to}how much would the consumers pay.

DR. PATEL: Okay, that is what thefnumber is} $74 million, in
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comparatlve analy51s,‘completlon versus non- completlon .

SENATOR DALTON: Okay SO,‘lf it was completed ~the consumer would
pay $74 million. ;N . ‘ .
DR. PATEL‘ No. " The $74 million really deals w1th hav1ng completed

the plant or cancelllng the plant.
" SENATOR DALTON-' What I am talklng about is: that if Hope Creek I came
'in liner using today's dollars, how much would the consumer have to pay?
. "DR. PATEL: Very s1mply, we.just look at the Hope Creek fixed costs
‘for PSE&G. If you look at the 1nvestment of $3 6 bllllon and the ratepayers, w1th
an . assumption of 19% return, all.of ‘it getting charged, depre01atlon of 4%, and
:also including the- gross recelpts, we are talklng about a fixed cost of $913 mllllon _
in ‘the flrst year. '

SENATOR DALTON: $913 million in the first year°

DR. PATEL nght. ; : e : i Y

SENATOR DALTON: That would have,to be ‘borne by the consumers-in the
service area of PSE&G, and I would assume of .Atlantic City Electric too. They have
a piece of this plant. ) ‘, '

) DR. PATEL: ThatriS»a'95% share,  so you would have to takev5%.

'SENATOR DALTON: Okay. o o

SENATOR CONNORS: -You better explain that.

DR. PATEL: Okay. I think it should be. very clear that we are talklng
about the fixed costs of‘Hope Creek. When you add to that to find out what would :
happen if the‘plant is cancelled; you would then have to incur additional costs of’
the purchases When ‘you take into, account the fuel sav1ngs of Hope Creek —f I'm
talklng about $450 million in the first year -+ so if we have ‘the plant in 1987,
you will be ‘saving some $450 million in fuel costs., Also, I guess, you are; sav1ng

the cOSts asSOCiatedbwith refurbishing the plants and, also, you would not then have
to amortize the cancellation, which is about- $389 mllllon., ’ '

'SENATOR - DALTON: Well, you are also assumlng that the NRC is- not going
to change its requlrements, and all that stuff too nght° '

DR. PATEL: . nght. ) - _

- SENATOR DALTON: = The next questlon then becomes, -~ what we are talking

.about then is we're talking about what is effectlvely doubllng the rate base that the

consumers would have to bear for -- I want you to correct me if I am wrong here ~-. a
108 1mprovement, as far as 10% increase. in energy. - Is that a correct statement?

DR. PATEL: To some extent, rlght. L

SENATOR DALTON: To some extent I am correct?

DR. PATEL: VYes, because we are: deallng w1th the . ex1st1ng rate base
of about $4 6 billion and the cost of the plant -- we're talklng about $3.6, so we

have $1 billion in between. That is a big extent, I thlnk s1 billion.

‘ - SENATOR DALTON: - L' thlnk the concern that has been expressed by
myself Doctor, and by other people, is that 1f in fact. you go into a significant
energy conservation program in those areas, you don't have. the problems of capital
construction, whether it be bulldlng a new plant or refurbishing old plants. .You
don't have the problems of energy conservation going:off line. Okay? And you are -
also-meeting the future energy demand of the consumer because, in'fact,,you'are

saving. energy. -
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fCOMMlSSIONER COLEMAN; Senator, let me answer that by saying

"bravo." We agree with you. The dilemma here is not one -- I think we would agree
thatbenergy conservation"is going to play a 'very strong role ‘in. this; State. The
difficulty is, we are not talking about a plant that isn't started. . We're‘talking
about a plant that lS a little bit more than 50% complete, and -the financial analysis :
that Dr.vPatel is glVing you is one keeping in mind that there is already extensive
expenditure with regard to the Hope Creek plant. There is no getting around,the »
fact that that expense would have to be passed on.

. SENATOR DALTQN. Commissioner, we .have been through this before.
I realize that. If, in fact,‘you take $1.7 bllllOn, okay, that has- yet to be -spent
“in the plant -- future expendltures, and you put that into energy conservation ,
1mprovements, doesn't that make more. sense than continuing to. build a plant that -
» you know, I read the Wall Street Journal at times.  We do that every once in a while
down'in’South Jersey. T hear 'all: about the escalating‘COSts of nuclear. Doesn't
that make more sense thanicontinuing‘to build this plant? And why isn't that in-
cluded in one of the options that you were supposed to review?

DR. PATEL., The whole 1ssue of the trend, of the projection of the
energy requirements includes. the assumptions of conservation.. So, when you look at
the capacity expans1on requirement the key lS to look at the company s load and
tcapaCity requlrements. ) R ) ) . »

= SENATOR DALTON. Whatbassumptions'dobyou make relative to energy
‘conserVation?{ What assumptions have you made? ‘ v o

DR. PATEL: ‘What we have done, we have taken a 1ook at, I guess, . the.
entire forecasting issue of the utilities'7pr03ect10ns; The energy requirements » _
" have been projected on the basis of the sectorial use,> We have taken each sector . .
.gand'for'each sector'both end use modeling‘and ecologicalrmodeling have 'been done, so'

' while you may have an answer -in terms of the plant s efficienCies -and the trend in’
a better mix of new equipment that comes in line may be - addressed, in the end
'ana1y51s, the 1mpact of the price change sighals and the switching of fuels one
from the other will be taken .care of by the ecological modeling. ‘What we have
© done 1s, we have taken this. entire multi-model approach to come up w1th some con-
sensus on reasonable prOJection -

‘ ‘ SENATOR DALTON; What role did energy conservation play in that
modeling approach’y . : ) ‘

DR. PATEL: A significant role. | .

SENATOR DALTON: ‘Well, tellime‘eXactly what role -= howrsignificant
it was. _ o o : N _ o o
» DR. PATEL:  When the numbers were developed, PES&beasﬁforecasting
its:energy requirement at 3.4%. The Department of Energy, when it made its projec-
tion, we cut that projection‘down to‘1.8%. The difference is. conservation. )

' SENATOR DALTON: Okay,:sovl.8%1—4 is that given PSE&G's present day
policy toward conservation? A ' / - ) '

) DR. PATEL: PSE&G s present, plus a rev1ew of the state of art in the -
end use of different components: that make up the old energy wuse.’

, SENATOR DALTON- PSE&G's present policy toward energy conservation,
Doctor,band excuse my language, is diddley, nothlng. Okay? So, if you make that
assumption, then what you are assuming is that this company is going to maintain the
same complaisancy toward energy conservation that it has exhibited in the past in the

future, and I hope that is not the case.. What I am suggesting is‘that if, in fact,
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you get into an aggressive, -and a very aggressive energy conservation program,
~and I'll make this hypothe51s, you can abandon the plant and you can Stlll meet
future energy demand. Nobody has looked at that, and that is what I am saying,
" and that is what Senate Bill 975 would look at. I'm finished.

SENATOR STOCKMAN: Just a couple of questions, Commissioner, on this
Agreement again. When did you decide that a supplemental joint statement was neces-
sary to this Agreement? ‘ ‘

, COMMISSIONER COLEMAN: Well, there was a discussion that some of the
feeling was that some of the terms, or some of the things in the Agreement should'
be crystallized afteridiscussions and that'thebpresentation before the Board could
be strengthened with a, let's say, stronger -- not stronger, but in terms of further
clariinng:what was meant in some of the terms of the Agreement. It was done really
as a clarifying document, Senator. vr v

SENATOR STOCKMAN. Commissioner, let me ask you again. When did you
deCide that a supplemental jOlnt statement was necessary to this Agreement?
COMMISSIONER COLEMAN. Well, I can't give you a specific =--
SENATOR STOCKMAN: Was it before the Agreement was signed, or after?
COMMISSIONER COLEMAN- It was.after the Agreement was 51gned
* SENATOR STOCKMAN- As a matter of fact, the Agreement does not suggest.
that there would be some sort of supplemental joint statement, does it?
COMMISSIONER COLEMAN; No, that is correct. We were perfectly willing,
I think at the time with the Agreement, to let it‘stand as it was. I mean, the
statement is there to'clarify It is not meant in anyway to change the form of the
Agreement or to change any of the prov151ons in the Agreement, but merely as a.
clarlfying ‘document. I don't think that that 1s something that would be conSidered
uncommon. » ) : » ) ‘ ) .
‘ SENATOR-STOCKMAN: You don't put much importance in this-extraordinary‘
circumstances ‘or events clause? 7 . o _ : '
COMMISSIONER COLEMAN I do, and, Senator, I have tried to'state for
you this ‘afternoon what the position on 1t was. Wevfelt, once again, that a judg-
ment had to be made that the interests were best served by'inserting it, and without
- further defining it. It was a decision which was made.
’ SENATOR STOCKMAN: Commissioner,. I thought the gist of your testimony
‘ was that really it was essentially almost unneeded because if different events.
occurred by tradition lawyers all know, you can come in and modify an agreement.
COMMISSIONER COLEMAN: - I don't think that was the gist of my testimony
at all. I did not mean to 1nd1cate that youjcould come in and modify agreements.
1 am saying that in the terms of the analysis of it, legal opinion Suggested_that
it was implied -anyway, that we weren't giving away anything Let's say that if .
some extraordinary-event were to crop up -- let's take for example -- God forbid
that it happen, but'let's say if a war popped up, obviously that might have an
impact on ‘it that was unforeseen. That might, and I am not saying would, that
might be considered by some -- it could come into the category of an extraordinary
event. What was attempted with this was to leave it open so that it could be liti-
gated'on a caseeby-case basis and a judgment was made that that was in the best
interest. ' ' o _ , _
v SENATOR‘STOCKMAN:' But the illustration, for .instance among others
that you give,’is»something that had there been no phrase "Extraordinary Events""
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in the Agreement could agaln have been dealt w1th on the basis of g01ng back in.
'Isn't that true? What I am struggllng with 1s, if thlS phrase had no meanlng, no

deflned meaning to elther side, why put it 1nto the Agreement?

5 ’ COMMISSIONER COLEMAN._ Because we, once again, felt as though --

. we. could probably sit here until .late this evening dlsagreelng on it. But a
‘-'judgment was made .in- good faith that it was in the public interest -- in terms of -

- best serving that 1nterest -= that it was to be put in and not further defined.
SENATOR STOCKMAN- ‘As a matter of fact, Public Service's posture on
,thls clause was that 1t would be a dlsaster not to have it part of the contract,_
wasn't it? . .

COMMISSIONER COLEMAN: = Certainly no-one:used those terms. to me.

‘ SENATOR STOCKMAN: Wasn't that. the impressibn that they left you with

in the course of all these lengthy negotlatlons leading up to and including 1t°
COMMISSIONER COLEMAN- I wouldn t say -- no. Once again, g01ng back

~either to the. language. you used -- dlsaster -- I think that obv1ously -when you get

into an Agreement, -into ‘a negotlatlon session, different sides have dlfferent ways

of looking at things. I think' from our side in looking ‘at it, we felt as though*
the best protection we could offer was in stating, as we did, extraordlnary event,lﬂv-
but leaving the case open. so that it ‘would’ be litigated point by point. )

SENATOR STOCKMAN: Frankly, that phrase wasn t mlne, and I was a

11ttle unfair in the sense that I have it in front of me. Let me read to you whose

statement ‘it was. It was a Mr. Morris. Are you familiar with Mr. Morris of Public

Service? He is a top man. Let me read to you what Mr. Morris said about this. clause,
when asked‘before the Board of Public Utilities on September 28, "If the Board were

to remove the clause, that extraOrdinary olause, from the Agreement, and 1ssue an
order adopting the Agreement as stated without that clause, what impact do you th1nk
’: that,would have on thé bond rating of the-.company." Mr. Morris, a Vice President of
the company, said this:”:"Well, first of all, that would be a provision that we'would
. find extremely difficult‘to live with, and I think the implication of that ‘would be
a disaster, from the standpoint of the company's credit. - Not that we don't have
faith in the estimates, but it is exposing ‘us to such financial risk that our 'bonds
probably would be downgraded. in a doublé .jump." : v ‘

So, at least Mr. Morris on September 28, the day that this was being
talked about, felt very strongly that Public Service - .

, COMMISSIONER COLEMAN: Well, let me say,_Senator, certainly with regard
to his financial markets, evidently that was what was on his mind, Mr. Morris has -
stated somethlng which he feels would have 1njured his case with those partlcular
'imarkets. That is his" p051t10n. From our ‘position, and 1° thlnk often times. . people
“do things viewed, from what- thelr prospectlve is in going. 1nto 1t I once again would

'hammer at the fact that we felt as though we were best protectlng the interest by
1eav1ng it and not deflnlng it further because we could have had our hands bound in
terms of what we could have lltlgated against, or that 1t wasn't in the best ‘interest
legally to ‘do so. ,

SENATOR STOCKMAN- I have just one more questlon. Do we now have a

o demonstrated safe way of dlsp031ng of nuclear waste?’

" COMMISSIONER COLEMAN:. Do we have a demonstrated safe way? I think,
‘Senator, you are quite- aware that that is - a major national issue at this p01nt, and

we certalnly do not deny. 1t.
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SENATOR STCCKMAN: Is your answer "we dOn‘t?" .

COMMISSIONER COLEMAN: Let me say that it is a national ‘issue in terms
of how - the wastes are 901ng to be disposed of.. ‘We do not feel, obv1ously, in sign-
ing an Agreement or .going ahead, that it is a difficulty in regard to. Hope Creek

SENATOR STOCKMAN: I have nothing further. Thank you.:

Thank you.very much for your indﬁlgence. We. are geing to meet‘in
Room 346, upstairs, tomorrow mornlng with Mr. Camacho. ) '

COMMISSIONER COLEMAN: . Senator, I didn't realize I was 901ng to be
‘here so long. If Ibhad, I would have'ihfringed‘upon you to order me a bottle of
coke. » ; ’ ‘ B

SENATOR STOCKMAN- I'm sorry. We will commence at ten o'clock

,tomorrow mornlng.

(HEARING CONCLUDED)
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