World Nuclear Association Annua Symposium
4-6 September 2002 - London

Contract Plant Operators:
Stepping Stone to New Nuclear | nvestment
in aLiberalized Electric Energy Market

Bruce A. Lacy

I ntroduction

New nuclear eectric generating plants, a Nuclear Renaissance, will require
subgtantid new invesment of the order of one hillion US dollars for each new
nuclear plant. To expand the exising world fleet of nuclear plants by even 5%
per year will require an annud infuson of new cgpitd on the order of US$20
billion per year. This is a saious amount of money. Sdlers of nuclear
technology seeking this investment will be competing in the capitd markets with
every other possble form of invesment opportunity. Investors looking for
investment opportunities will be weighing ther opportunity for reward with the
corresponding risks.

US experience, based on the sde of exising nuclear plants to new owners,
provides encouragement that nuclear plants can attract new investment.

It is crucid to note, however, that the new investment has occurred only in States
that have liberdized their eectric energy economic regulation to rely on markets
for pricing of eectricity. There has been no sde of nucdear plants, no investment
by new ownes, in awy dae tha ill rdies on the higoricdly familiar, and 4ill
prevdlent in most dates, 'cod-of-service form of eectric energy economic
regulation.  The ‘cogt-of-service formula, with its emphasis on a fixed return to
investors and the pass through of any operating cost and production benefit to
customers, not investors, is Smply too undtractive to investors given their many
other choices.

In short, the tremendous improvements in safety, production and cogt, for which
the nuclear industry can be so judifiably proud, have al gone to the benefit of
customers, not investors, courtesy of ‘cost-of-service economic regulation.

It is in the opportunity to bring improved rewards to investors and
correspondingly therefore the opportunity to attract new investment to the nuclear
industry, that liberdization of dectric energy reguldion is so crucd.
Liberdization as seen in the UK, sdected US dates, and European discussions on
the same topic represent the best hope for creating a business environment that
will attract the new investment necessary for new nuclear plants.
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But liberdization in the US has ddled and discussons in Europe may turn out to
be little more than that, discussons. Cdifornia, 11 September, Enron and other
ggnificant events have had a profound impact on the US appetite for
liberdization. No doubt, questions in the US are shared elsewhere. The future is
uncertain.

Given the generd environment of uncertainty, can we improve investor
confidence in nuclear performance? Improve rdiability? Provide greater financid
dability? Can we give invedors flexibility, pogtioning them for any number of
potentiad future deveopments? Can we take the initigtive in the face of
uncertainty?

The answvers are yes.

There is no question about the nuclear industry’s ability to improve. One of the
options available, a contract operator, can help further improve and sustain safety,
production and economic performance. The results can be a more operationdly
rlidble, financidly dable nucler operation.  The unbundiing of nuclear plant
operation from owners further provides an important step toward flexibility in the
sde of and new investment in nuclear plants.

A group of utlities in the US ae taking bold seps to tet and refine the
opportunities provided by a contract nuclear plant operator.

Contract Operator — Nuclear Management Company

Four US corporations joined together to create and implement a new company,
the Nuclear Management Company, LLC (NMC) for the purpose of operating the
nuclear plants that they own and operated. These four corpordtions, in totd,
represented ownership and operating responshbility of seven nuclear plants at five
gtesin three US states.

Alliant Energy was one of the four pioneering companies.  Alliant Energy,
through its utility subsdiary, Interstete Power and Light (IP&L), was the operator
and is the mgority owner of the Duane Arnold Energy Center (DAEC), the only
nuclear power plant in the US state of lowa.

A fifth corporation has joined the effort subsequent to the dtartup effort by the
origind four.

This is a firg-of-a-kind effort and there is no other company like NMC in terms of
the breadth and complexity of relaionships that it represents and the potentia
opportunity it provides for the future of each corporation’s nuclear ownership
interests.  While each corporation has its own motivations for this joint effort, a
mutud interes in sudaning and improving safety, production and economic
performance has helped drive the effort forward. This joint effort has survived
dramaticdly changing crcumdances, a testimony to the dtrength of the origind
idess that motivated it. Because of the firg-of-a-kind nature of this company and
the potentid it provides, it is useful to understand its history, the motivetions and
expectaions of those involved, its legd form and reationships, its formation and
implementation issues, the experience to date and expectations for the future.
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It is equdly important to condder how this experience may apply to the
opportunity for new nuclear invesment and the essentid role of liberdization in
Europe and other markets, as seen in the US experience with liberdization among
some of its states.

NM C — History, motivation and expectations

Representatives of the origina four corporations firsd met in early 1998 to provide
an answer to a chdlenge from their CEOs to come up with a better way to manage
the various nuclear plants that they owned and operated. Issues driving the CEOs
included concerns over liberdization in some of ther doaes, performance
problems or anticipated problems a some plants, and a generd fedling that there
should be a better way to help manage the day-to-day demands of nuclear

management respongibilities.

The CEOs were dl interested in taking the initiative in response to anticipated
change.

The representatives recommended that the four corporations seek closer
cooperation and once that was endorsed, work began in earnest to develop plans.
The concept of a new company as a 'business platform’ was developed. The new
company could be developed and grown into a variety of forms for the future,
including using it as a service company, an operaing company, and potentidly
even a generating company.  In late 1998, the four corporations announced the
formation of a cooperative dliance between ther nudear plants for information
and resource sharing.

Work on the new 'busness plaform' culminaed in the formaion of Nuclear
Management Company, LLC in February 1999. Formal service agreements were
sgned between NMC and four ‘customers, the nucdear plant owning and
operating Uutility subsidiaries (utilities) of the Parent corporations (Parents). These
sarvice agreements provided a common legd basis for transactions between the
utilities through the NMC. In pardld, gpplications to the US Nuclear Regulatory
Commission for trander of operating authority from the existing utility operators
to the NMC were prepared. Also, an operating services agreement was drafted
that would replace the services agreement & the time the operating authority
transfer was effective.

The NRC approved transfer of operating authority from the utility operators to the
NMC in early August 2000. The operating service agreements and operation of
the power plants by NMC were made effective on 7 August 2000.

Expectations were high for the success of the new company. While there were
numerous individua expectaions, the collective expectation in the utilities
centred around a generd lifting of the burden of nuclear management and easing
of the burdens associated with nuclear plant ownership and operation.

Alliant Energy’s expectations focused on improving and sudaining regulatory and
operational performance while helping mitigate upward pressure on cods. There
was adso a drong bdigf tha combining the individud plant daffs into a
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conolidated taent pool would facilitate recruitment and retention of new
employees to replace an aging work force as older employeesretired.

Initidly, the operation of the plants by NMC was little more than in name only, as
al the plant gaffs continued to be employed by the origind utilities. However, an
NMC headquarters had been established in mid 2000 and was rapidly getting up
to speed to be afull fledged company.

The beginning of January 2001 saw the trandtion of al non-union employees to
the NMC. Purchasng and smilar operationd functions were established. A new
management dructure began to emerge that showed the promise of dedicated
nuclear management.

It was a this time a fifth company sought out the services of the NMC for
operaion of its nuclear plant, thereby adding an eghth reactor, a sxth dte and a
fourth state to NMC' s scope of respongibilities.

In January 2002, Alliant Energy added its union employees to the ranks of NMC
employees, thereby completing the trangtion of al its nuclear related employees
to the NMC. The timing of the trangtion of other utilities union employees will
vary depending upon their specific union agreements.

Ovedl, NMC has largdly made the trandtion from an idea on a piece of paper
into a live functioning company, transacting substantidly dl the nucdlear related
busness as operator of the nucler plants previoudy operated by its utility
customers.

NM C — Legal form and relationships

As suggested earlier, NMC is worthy of examination due to the uniqueness of its
crcumgances. Undergtanding NMC's legd form and its relationships is essentid
to understanding what has been accomplished to date and what opportunities exist
for the future.

NMC was established as a limited liability company. This was the easest form to
provide a legd identity while providing subgtantid flexibility for conducting
business, eg. ‘the busness platform. A 'non-profit’ was consdered but ultimatey
consdered to be too limiting, given the dedre for future flexibility. NMC has a
dua reationship with each corporation/utility subsdiay that is an owner and
former operator of each nuclear plant operated by NMC.

The fird and most dgnificant relationship is between NMC, as a supplier of
nuclear plant operating services, and the utility subsdiary, as a customer that
owns and previoudy operated the nuclear plant. The terms of this reationship are
defined in the operating services agreement that was developed darting in 1999
and made effective on 7 August 2000. The operating agreement, in addition to
speling out many details as to how the busness rdationship between NMC the
supplier and the utility customer will be handled, dso gppoints NMC as an agent
for the utility in dl matters related to operation of their nuclear power plant.
Basicaly, the operating services agreement dipulates that NMC will operate the
utility’s nuclear power plant ‘at cost’. NMC has no financid risk. Ownership of
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the power plant and dectricd output has not changed, and dl financid
responghility, including decommissoning cods days with the utility.  The
operating services agreement further defines how the agreement may be
terminated and provides for representation from the utility to the NMC by a
designated 'contracting owner' representative.

The second relationship is between NMC as a non-utility subsidiary of the Parent
corporations. Each of the five Parent corporations owns a 20% stake in NMC.

The corporate governance and control of NMC by its five owners is determined
by the 'membership’ agreement edtablished at the time NMC was formed in
February 1999. The four origind Parent 'members each had a 25% ownership
stake in NMC, which was diluted to 20% membership stakes when the fifth Parent
‘member’ joined in 2001 a the same time tha its utility subsdiary became the
fifth ‘customer' of NMC.

In the case of DAEC, there were two minority owners in addition to IP&L. There
is an agreement between the three owners from the time of origind plant
congtruction that assigned operating respongbility for the DAEC to IP&L. This
agreement was not modified by the contract between IP&L and NMC. In a broad
sense, NMC became a subcontractor to IP&L, with IP&L continuing to fulfill its
respongbility as operator on behdf of the two minority owners.

In summary, NMC is a wholly owned non-utility subsidiary of each of the 'Parent’
corporations, with each 'Parent’ having an equa ownership share in NMC. At the
same time, NMC is a supplier of operating services for each utility’'s nuclear
power plant. The fact that each Parent is both an owner of NMC and through a
subsdiary, a cusomer of NMC, drives the ‘at-cost’ aspect of the business
rdaionship. US and dae laws drictly regulate busness deds between utility
subsidiaries of corporations and other parts of the same corporation.

While this dud relationship has become the common modd for doing NMC
busness, the structure of NMC and its customer relationships do not require the
dua reaion. NMC could have customers that are not investorsmembers of
NMC and, correspondingly, NMC could have investormembers that are not
customers. In ether case, there would be no redrictions on NMC's ahility to
charge more than 'codt’ for its services.

NM C — Formation and implementation issues

The conception and legd cregtion of NMC, while difficult, was smple compared
to the chdlenges of actudly implementing the new company and turning it into a
redl functioning company.

Lega approva for the creation of NMC and then for the customer relaionships
required action a the date levd for three of the four origind Parent/Utility
Cugomers and & the US Federd leve for Alliant Energy due to its status of doing
ubgtantial business in more than one dsate.  The Federal gpprova from the US
Securities and Exchange Commisson (SEC) ended up taking longer than
expected, requiring specid agreements between Alliant Energy and the other
companies to keep NMC moving ahead.
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Approvd from the US Nudear Regulatory Commisson, while certainly an
important effort, was adso something clearly regarded as dedrable by both the
utilities and the NRC. The NRC early on saw NMC as an opportunity to improve
the management and, therefore, the safety focus of nuclear plant operators. Once
the continued full financid backing of the utility owners was made clear, NRC
approval became rdlatively straightforward.

NMC initidly had no credit or financid danding. This was resolved by initid
capitd contributions by its Parents providing a pool of working capita and by
some sdected financia guarantees by its Parents. Mogt vendors that previoudy
supplied materids and services to the utilities have been satidfied to transfer their
busness to NMC. However, some vendors have inssted on more specific
definitions of NMC's role as an agent for the utility. These have been resolved on
a case-by-case bass. While NMC provides it services to its customers ‘a cod, it
does have a large cash flow to manage, given its intermediary role.  Improving the
timng of billings to its utlity cudomes has minimized the finandng
requirements of this cash flow.

Bringing together employess from five different companies, in particular the
treatment of sdaries and benefits, has been a mgor chdlenge. Every employee is
quick to notice whether he feds he has gained dightly or logt dightly (and any
perceved loss is magnified into a big lossl) and these individua perceptions
quickly add up to site-wide perceptions as to which employee group gained or lost
the most. The role of dte leadership has been extremdy key in this area, the
important message being that employees need to focus on how NMC is improving
the future vigbility of their dgte and how employee cooperation is essentid in
making it happen. When given a choice, most employees have retained ther ties
to the retirement/penson plans managed by the Parents. These links will diminish
over time, as employees with the historicd ties to the Parents retire and are
replaced by new employees with links only to NMC. A second area of mgor
linkage back to the Parents is with the union employess. In dl cases, with the
exception of Alliant Energy, the union contracts have included provisons that
complicated the trandfer of union employees from the utility to NMC. This
arrangement of union employees a the power plants employed by the utilities but
being supervised by NMC sdaried employees is workable, but it is a continuing
complication in budgeting and finandd planning activiies  This continualy
forces accounting, finance and other dtaff to work in multiple systems to provide
costing data, etc.

Formation of the NMC and then turning over the operating authority to them for
multiple Stes has been a cultura test of the highest order. The personnd at each
ste operated by NMC have well established, deeply embedded cultures on how
work is done and how to go about operating the plant. These transcend the
regulations of the US Nucler Regulaory Commisson, the operationa
evauations of the Inditute of Nucler Power Operators and the emphass
everywhere on benchmarking and the pursuit of best practices. The resstance to
any change can be enormous and this opposition can take place openly or quietly.
Agan, the role of leadership is key. Not everything can or should be changed.
However, change in the right areas and in the right amounts is critical to making
the longer-term adjusments necessty for sudaining and improving plant
performance. In some cases, changes in leadership have been necessary. While
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this can be painful, it can aso provide opportunities for promotion and fresh ideas
and gpproaches that may have been previoudy ifled.

The cregtion of NMC created the need for a new company infrastructure. This
cost has generdly been greater than expected, and the expected savings in the
Parent infrastructure were generaly exaggerated. This circumstance should not,
however, be regarded as discouraging to others contemplating crestion or
utilization of a contract operator. Rather, it should be regarded as an opportunity
to learn. Given the importance of the infragtructure that includes the finance and
accounting systems, purchasng and materid management systems, payroll and
benefits systems, and the fundamental information technology computer network,
hardware and software, this effort deserves high priority and development in a
high qudity manner. Things as Smple as the company e-mail sysem and a good
company logo quickly become tools to build common srength, while the lack
thereof becomes a point of divisveness and weskness.

NM C — Experienceto date

Experience to date has been encouraging, with a baance of benefits and aress il
needing improvement. A key lesson is that the interests of NMC's owners and
cusomers can change over time and the externa business environment can have a
ggnificant impact on those expectations.  Changes in the busness environment
have moved the vison of a generaing company further into the future.  This
requires an adjusment in the NMC management approaches and drategies that
presumed a quicker move to some form of generation company.  While Alliant
Energy sasw NMC as providing mitigation of cost increases, other customers see
NMC as a mechanism for cost reduction.

In dl cases the trandtion to a common nuclear management structure revesled
previoudy unrecognized strengths and wesknesses a each plant. In some cases
this forced changes in NMC priorities. Management of customer/owner
expectations of NMC has been reveded as an aea of ggnificant ongoing
importance.

NM C — Expectationsfor the future

Alliant Energy continues to have high expectations for NMC operation of its
Duane Arnold Energy Center. NMC is expected to perfect its fleetwide approach
to operation with the benefits of learning from dl Stes and the economies of scde
of larger purchasing power. The expectations are high for NMC to demonsrate
its ability to provide stability in both power production and codt, while sustaining
high safety and regulatory standards.  While the long term vison remains of NMC
providing a path to a restructured ownership platform for Alliant Energy’s nuclear
interests, the expectation for the foreseeable future is for NMC to work on
building its skills as a supplier of excdlent operating services to its current and
prospective utility customersin more of a supplier/customer context.
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Contract Plant Operation — Stepping stone to new nuclear investment in a
liberalized electric energy market

What does the NMC experience mean for other nuclear power plant owners and
operatorsin contemplation of liberdization of their dectric energy markets?

The contract operator modd described above represents a credible and
transferable modd for improving and sustaining nuclear power plant performance.
The complexity and variety of owner and operator reationships in the US is
comparable to Europe and other parts of the world. There are large companies
owvning and operating multiple plants a multiple stes.  There are single plants
owned by multiple companies, operated by one. There are multiple jurisdictions
with varying forms of eectric energy market regulation.

The contract operator modd, refined for each application, represents a powerful
tool for the complex and emotiond process of unbundling of nuclear plant
operations from owners prior to actua liberdization opportunities. Consequently,
the nucdlear plant owners are podtioned to act more quickly and more confidently
when liberdization opportunities present themsdves. For new investors, the
contract operated plant should represent a better-understood, more stable and
more rdiable operation, with grester financid certainty. Companies providing
contract operation should gtrive for thar involvement to be seen ultimaidy as a
sed of gpproval, something that can be counted on a the bank, by prospective
new investors.

Contract operation does not solve the problem of a lack of a liberalized eectric
energy market, but it does postion the nuclear plant owner and investors
interested in new nuclear plant invesment to be ready to act more quickly and
effectively when the opportunity presents itself.
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