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UNITED STATES OF AMERICA

NUCLEAR REGULATORY COMMISSION

BRIEFING ON RECOMMENDED ACTION FOR

SUBSTANDARD PARTS

PUBLIC MEETING

Nuclear Regulatory Commission
One White Flint North
Rockville, Maryland

Tuesday, March 20, 1990

The Commission met in open session, pursuant
to notice, at 10:00 a.m., Kenneth M. Carr, Chairman,

presiding.
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JAMES TAYLOR, Executive Director for Operations

FRANK MIRAGLIA, Associate Director for Inspection and
Technical Assessment, NRR

BEN HAYES, Director, Office of Inspections

BRIAN GRIMES, Director, Division of Reactor Inspection
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P-R-O~-C-E-E-D-I-N-G-S
10:00 a.m.

CHAIRMAN CARR: Good morning, ladies and
gentlemen.

Commissioner Roberts will not be with us
today.

The purpose of today's meeting is for the
staff to brief the Commission on recommended action
for substandard parts. This is an area of particular
concern to the Commission due to the increased
discovery of misrepresented or substandard replacement
parts in licensed nuclear power plants during the last
few years. The presence of such components in the
power plant could significantly degrade the ability of
systems and components to operate as designed when
challenged. It is important that we continue to
aggressively pursue effective methods to detect these
misrepresented parts and prevent their use in plant
safety systems.

The Commission was last briefed on this
subject in February 1989 with specific focus on a
proposed rule covering the subject.

I understand the copies of the staff's
presentation slide and the associated staff paper,

SECY~-90-57, are available at the entrance to the
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meeting room.

‘Do any of my fellow Commissioners have
opening comments?

If not, Mr. Taylor, please proceed.

MR. TAYLOR: Good morning. You mentioned,
sir, that the Commission approved an Advanced Notice
of Proposed Rulemaking which was issued in March of
1989 and also mentioned the paper which is available
at the entrance. The briefing today will cover the
public comments on the Advanced Notice of Proposed
Rulemaking and provide a current status of the various
associated staff activities in this area.

Although we have not found an imminent
safety hazard to exist from the use of fraudulent or
substandard equipment, I consider the potential safety
problem posed by substandard hardware to warrant
continuing high priority attention by my office, NRR,
the regions and the Office of Investigations. I'm
personally briefed on this subject every two or three
weeks.

Although we will not discuss in detail the
work of OI today, Mr. Hayes is here at the table with
us to respond to questions in his area.

I must note that OI has been working with

the staff and has made important contributions to our
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5
efforts in this area and the cooperation of OI and the
technical staff continues to be outstanding.

As a direct result of the work of the OI and
the staff, one vendor company president just recently
pled guilty to several fraud counts and last week was
sentenced to a jail term and other penalties.

We will brief you today on actions the staff
has taken to address the two separate but related
issues involving misrepresented vendor products, and
also problems identified in licensing procurement and
dedication programs. The staff will first provide an
overview of actions taken to address identified cases
of misrepresented vendor products, such as fasteners,
circuit breakers and valves, and the status of our
implementation of the action plan to assure
appropriate safety actions are taken and to share
information with other federal agencies, which we have
continued to do.

The staff will also discuss NRC and industry
action to improve licensee programs and capabilities
for detecting misrepresented and substandard products.
NRC concerns on misrepresented products and the
effectiveness of licensees' programs have a common
element in that much of the fraudulent activity of

which NRC is aware has occurred in the commercial
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6
grade product market. The incoming product to a
licensee's dedication program is frequently a
commercial -—- or is a commercial grade item and for
these reasons many of the staff actions we will be
discussing today are focused on addressing NRC
concerns over both misrepresented vendor products and
the programs by which licensees both procure and
dedicate commercial grade parts for safety services.

I will now turn the details of the briefing
over to Mr. Miraglia and with me at the table are Mr.
Grimes from NRR, Mr. Hayes you know and Mr. Bill Brach
who heads the vendor group in NRR.

MR. MIRAGLIA: Thank you, Mr. Taylor.

I just have a few opening remarks and then
the briefing will be done by Brian Grimes.

(Slide) May I have slide 2, please?

Slide 2 is an outline of the briefing that
you're here today. As indicated, the main purpose is
to describe the staff actions that have occurred over
the last year with respect to misrepresented vendor
products. In addition, we're going to report on the
comments received on the Advanced Notice of
Rulemaking.

When we last spoke with the Commission, we

indicated that there were many materials, equipment
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7
and components that are subject to counterfeit or
substitution or misrepresentation. As we indicated at
that briefing, the current rules and regulations were
predicated on the integrity of the process, that there
wouldn't be an intent to mislead or misrepresent
materials, and therefore perhaps the regulatory
process was not sensitive enough to screen out that
kind of product. This led to the publication of the
Advanced Notice of Proposed Rulemaking to perhaps
strengthen the process.

The area of procurement has become more and
more sensiti?e, not only because of mnmisrepresented
material, but as Mr. Taylor has indicated, a large
fraction of commercial products are being used because
Appendix B vendors are no longer available and
commercial products are being dedicated and upgraded
for use in commercial and safet& grade systems.

As a result, dedication of commercial grade
products becomes a very important feature that would
address not only the use of standards, good quality
commercial products, but also can enhance the
detection of fraudulent material. So, there's two
separate but related programs here.

We have been encouraging the industry and

working with the industry since the fall of 1988. 1In
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November of '88 they started, under the auspices of
NUMARC, a nuclear plant equipment procurement group.
Many of the issues and programs that they've developed
are addressing some of the concerns expressed by the
staff. Brian will be giving you a synopsis of where
they stand and where their activities are.

With that, I'd like to turn the briefing
over the Brian.

MR. GRIMES: Good morning.

(Slide) Could we have slide 3, please?

This slide describes the NRC action plan.
It's the same slide aé we used in previous briefings
with the Commission. Staff continues to follow this
plan. The staff has issued a number of generic
communications in the last two years to provide
licensees with timely intelligence in this area.
Since January of 1988, seven bulletins and 25
information notices have been issued in this regard.

In addition, we've held numerous meetings
with NUMARC and 1licensees, vendors, other
organizations such as ASME, IEEE, the National Board
of Pressure Vessel Inspectors and American Nuclear
Society, to distribute information in regard to these
problens.

In addition, a number of referrals of
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9
possible wrongdoing have been made to the Office of
Investigations. They have worked with the staff to
develop these issues and, where appropriate, referred
them to the Department of Justice. As Mr. Taylor
mentioned, some of these have come to conclusion
recently and one has recently resulted in a jail
senten§e and other penalties.

(slide) Slides 4 and 5, if I may have slide
4, list the types of vendor products that have been
identified as misrepresented and have been provided to
the nuclear industry. For the first three items on
slide 4, fasteners, the fittings and flanges and the
molded case circuit breakers, we've issued bulletins
requesting specific actions of licensees. These are
the more safety—-significant items on the list.

(slide) For the other items, including
metal-clad circuit breakerg, plate and piping
material, if we can turn to slide 5, the valves and
valve replacement parts, relays and fuses, we have
issued information notices to provide the relevant
information to licensees and vendors so that they can
take the appropriate action to assess the safety
significance of the application of these materials in
their plants.

We've had frequent interaction with NUMARC
NEAL R. GROSS
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. 10
regarding the industry actions that are needed. For
example, with regard to fittings and flanges, NUMARC
coordinated an industry effort to analyze a large
number of deficient materials and provided a basis on
which we could stop trying to find every last fitting
in the plants, a very positive outcome both in terms
of resolving the issue and reducing the impact on
industry. Other bulletins that we have discussed in
public meetings before issuance to try to reduce the
impact on the industry and we've got good feedback in
that regard.

The underlying causes that in the past have
allowed these materials to enter the nuclear market
appear to me to be related to deficiencies and
licensees' awareness of the problem and their related
inability to detect the products that were coming in,
coupled with the deficienéies we've found in
inspections in commercial grade dedication programs.

These are two separate problens. They
converge into one in many cases, the misrepresented
products and the inadequate procurement and dedication
programs for commercial grade parts. Of course, the
misrepresented products involve an intent to deceive
and our existing programs assume that there is vendor

integrity and really are aimed to confirm product

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVENUE, N.W.

(202) 234-4433 WASHINGTON, D.C. 20005 (202) 232-6600




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

11
quality.

The commercial grade dedication programs,
we've found a number of deficiencies which we think
could improve if corrected inadequate engineering
involvemeﬂt, acceptance of certification from
unaudited vendors, reliance on simple model number
comparisons and inadequate review, examination or
testing as appropriate before the parts are used in
the plant. These two problems converge because most
of the -- or much of the counterfeit and fraud is in
the commercial market and the incoming equipment then
must be examined through these dedication programs if
it's to be used. So deficiencies there will allow the
equipment to enter the plants.

Slide 6 —-

COMMISSIONER REMICK: Brian, what do we know
about how widespread this is wifh other industries?

MR. GRIMES: We think it's fairly widespread
with other users and a 1little later I'll discuss the
federal agencies. But as we have gone through
procurement documents, particularly in some of the
search and seizure operations that we've participated
in, we have sorted those that apply to other agencies
such as NASA or FAA, Defense Department, and sent

those to other federal agencies. So, we've identified
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a number of other end users that are concerned in this
area also.

COMMISSIONER REMICK: So it's not
necessarily targeting the nuclear industry?

MR. GRIMES: No. No, especially in the
commercial market. Sometimes the commercial person
who is at fault in providing these is even unaware
sometimes that it is going to a nuclear power plant.
But it arrives there through the chain.

MR. TAYLOR: That's an excellent question.
I don't believe anything we've seen would say that the
nuclear industry, as such, is being targeted. Would
vyou all agree with that? We've been working on this
for a long time, but it is the commercial sector and
the process does, as --

CHAIRMAN CARR: But it's fair to say it's a
lucrative market, especially in the safety-related
stuff where the price is a lot higher. So, it --

MR. TAYLOR: That is correct.

CHAIRMAN CARR: It entices the crook by
value.

MR. TAYLOR: Right.

MR. GRIMES: There are things tied to the
nuclear industry in terms of falsification of upgrades

or falsification of ASME, but material, that's
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specifically tired. But the general inadequate
materials that as passed -- used materials passed off
as new, that's more of a case of just general
commercial grade items.

MR. GRIMES: (Slide) Slide 6 indicates some
of the NRC initiatives which address these problens.
We issued a dgeneric letter in March 1989 entitled,
"Actions to Improve the Detection of Counterfeit and
Fraudulently Marketed Products." This shared with
licensees the NRC view of the elements which have been
shown effective in detecting misrepresented vendor
products. These include engineering involvement in
the procurement process, better receipt and inspection
and testing programs, commercial grade dedication
programs which check the important features of the
product, and product-oriented vendor audits rather
than just paper checks of the véndors.

The generic letter also provided an
endorsement, with a few exceptions, of the EPRI
guidelines on commercial grade dedication.

In addition to the staff —-- I'll discuss the
ANPR which was mentioned on the slide a 1little bit
later. But in addition to the staff reviews of
vendors suspected of misrepresentation, we've

conducted a number of detailed inspections of licensee
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and vendor procurement programs and commercial grade
dedication programs. There have been 13 such
inspections in the last three years.

The findings of these inspections were that,
as I'd mentioned previously, there were inadequate
controls in place for commercial grade items.

(Slide) slide 7 describes our coordination
with other federal agencies. I had previously
mentioned we provide material as we find it to other
federal agencies. In July 1988, NRC asked OMB to
assist in arranging an interagency meeting to discuss
misrepresentation of vendor products. At the August
1988 meeting of about 20 agencies, Chairman Zech, Mr.
Stello and Mr. Hayes all provided NRC perspectives on
this issue. And the outcome of the meeting was that
OMB and two President's councils, the President's
Council on Integrity and‘Efficiency and the
President's Council on Management Improvements, have
the lead for the federal government. However, we have
seen little activity from those agencies.

Since the OMB meeting, we've taken another
tact and that is through a series of meetings
establish personal staff contacts with other federal
agencies. This has begun to bear fruit. NASA, for

example, sponsored an interagency meeting in January
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15
of this year and a working group meeting on
information exchange will be held in April among a
number of federal agencies. We routinely send all our
information notices and bulletins to other federal
agencies.

CHAIRMAN CARR: How about the National
Association of Manufacturers? Has anybody brought
them into it?

MR. GRIMES: No, I don't believe so.

CHATIRMAN CARR: You might look at that.
It's an organization who probably is as interested in
the problem as we are.

MR. GRIMES: Yes. When we dealt with
circuit breakers, we did deal with a couple of
industry groups in terms of the commercial--
controlling commercial area.

MR. MIRAGLIA: Underwriters.

MR. GRIMES: The Underwriters Laboratory and
what was the electrical --

MR. BRACH: That's the National Electrical
Manufacturers Association.

MR. GRIMES: So we did involve two industry
groups in the molded case circuit breaker issue.

COMMISSIONER REMICK: Is it safe to infer

that the other federal agencies are notifying us when
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16
they become aware of fraudulent parts?

MR. GRIMES: The information flow is largely
one way right now and we hope that these meetings will
set up a better mechanism to get that two way flow of
communication.

MR. MIRAGLIA: We've joined a process called
Guide Up, which is government information exchange.
Perhaps Mr. Brach could add something to that.

MR. BRACH: It's a computer network that's
established under the Department of Defense, U.S. Navy
that a number of federal agencies, as well as
manufacturers belong to. It's a public information
sharing network. We recently Jjoined that this past
year and into that system as well have been putting
information notices in bulletins concerning vendor-
related issues, whether it be a counterfeit and fraud
type of concerns or substandard.quality issues. We're
looking at that and, as Brian had mentioned a minute
ago the NASA meetings, one of the focuses of that
meeting and the one coming up in April is to make
better use of that system so that it will be,
hopefully, more a two way street of NRC information
being shared with others and how we're getting more
information from other agencies.

As Brian and Jim have mentioned, a number of
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the vendors that we have involvement, the nuclear
industry has involvement with, have, as well, major
involvement with NASA and space type activities.

MR. GRIMES: (Slide) Slide 8, moving to the
industry initiatives. In July of 1988, NRC asked
NUMARC to coordinate industry activities in these
areas and NUMARC formed a working group on nuclear
plant equipment procurement, which is headed by Bill
Cavanaugh of Surry. NRC management has met with the
working group on several occasions and the NUMARC
initiatives and plans were provided with the SECY
paper as attachments.

One noteworthy accomplishment of NUMARC to
date is the endorsement of the EPRI guidelines which
the NRC also endorsed last March and commitment by the
industry for implementation by January 1990. We were
informed by the NUMARC staff that they did a survey
this January to determine the status of that
implementation and all but three utilities indicated
that they had programs noW in place to implement the
EPRI guidelines, which is a very good return. And the
remainder of the utilities were scheduled to be done
by this summer with their implementation.

Another significant milestone 1is the

consolidation of two former industry groups which
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performed audits. This is now a group called NUPIC
and it has a stronger emphasis on product-oriented or
performance—-oriented audits. We've not really
evaluated the effectiveness of these initiatives yet,
but we believe they're certainly in the right
direction. |

Other areas that were noted in NUMARC's
January letter which were included in the Commission
paper and which we now understand the Board of
Directors at NUMARC may act on this June, relate to
general procurement practices which include the use of
approved suppliers and original equipment
manufacturers, guidelines for product acceptance,
including receipt inspection, and guidelines for
performance-based supplier audits.

COMMISSIONER CURTISS: What is the
originally scheduled to be addréssed in March, what's
the reason for the delay on the subject?

MR. GRIMES: I believe they decided -- they
made a presentation, as I understand it, to the Board
in March but decided not to request action until they
had further discussed impact and got commitments as to
the scale of effort that was to be expected of
utilities. So I think in the next two months there

will be a number of additional working group and
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committee meetings to make sure that each utility
understands the full impact of what they're committing
to and the Board would then act in June.

COMMISSIONER CURTISS: In June. Okay.

MR. GRIMES: (Slide) Slide 9.

With respect to the Advanced Notice of
Proposed Rulemaking, which we issued last year, 64
public comments were received and 43 of those were
from licensees. The comments were summarized by the
Office of Research and the summary was provided with
the SECY paper, as an attachment. The industry
responses, particularly those from licensees, were
against any new regulations. Some of the industry
responses did indicate the need for clearer positions
on what utilities and the NRC really expected in this
area from the vendor community.

Our conclusions aftef evaluating the ANPR
comments and considering our findings from inspections
of vendors and licensees are first that while the
current regulations don't specifically address
counterfeit or £fraud or commercial grade dedication
programs, they do lay out the general requirement that
suitability for service needs to be determined and the
quality established before use in safety-related

applications.
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Second, we've concluded that expectations on
both licensees and vendors quality programs and
implementation need to be better understood and some
aspects could usefully be spoken to more specifically
by either NRC or industry. This is what the industry
initiatives, we believe, can accomplish, is laying out
in more detail the expectations for implementation by
the industry.

In this regard, as Commissioner Curtiss
mentioned, the industry efforts have not proceeded as
rapidly as we expected. We're of the opinion that
it's appropriate to continue our efforts to develop a
regulatory basis for rulemaking in this area while we
continue to review and assess the industry progress.

(slide) Slides 10 and 11 describe our
planned activities. Our first priority continues to
be to keep the industry full and timely appraised of
information which may impact on plant safety. This
will be achieved through generic communications and
meetings with NUMARC as the focal point of the
industry. We intend to keep informed of the status of
industry initiatives and progress and work with NUMARC
to make sure there's a common understanding in
important implementation aspects.

In this regard, NUMARC has suggested further
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meetings on critical characteristics, traceability,
documentation and the role of distributors for
commercial grade items that are to be used in safety-
related applications.

(slide) Slide 11 continues with the staff
activities. Because we have a concern with the timing
and implementation by the industry of improvements in
these areas, the staff will continue to develop the
basis for proposed rulemaking and the elements that
the staff is considering for that development are in
an enclosure to the SECY paper. These include, for
example, more specific attention in the regulations to
the need for engineering involvement in the
procurement activities, specification of preferred
purchase for manufacturers under an Appendix B
program, if that's feasible. Licensee feedback to the
NRC on negative vendor audit fiﬁdings would be another
possibility.

In the area of inspection activities, the
staff 1is rethinking its approach and a separate
Commission paper has been provided in this regard.

In conclusion, staff believes that
significant progress is being made by the industry in
this area of misrepresented and substandard products,

but that further examination of the effectiveness of
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industry efforts is warranted. We conclude that the
option of rulemaking should be retained by continuing
to develop the basis for a proposed rule.

That's the end of my presentation, if there
are gquestions.

MR. TAYLOR: That concludes our
presentation.

CHAIRMAN CARR: Commission Remick?

COMMISSIONER REMICK: I have several
questions. What's the status of the large vendor
interest in getting into the spare parts? I think in
the SECY paper you mentioned that Westinghouse was
considering getting into the spare part manufacturing
business.

MR. GRIMES: Yes. I don't know if that was
in the SECY paper, but I've seen industry press
material on that and I don't knéw much more than that
except that it appears to be something that the
industry should seriously look at in terms of being
able to rely on a single source for important
equipment.

COMMISSIONER REMICK: I assume that this
gets to be more of a problem as plants get older and
there are fewer vendors available to supply spare

parts. What does this bode for license renewal where
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plants might receive 1license extending out for a
number of additional years?

MR. TAYLOR: The spare parts problem will
continue in the renewal term. So this is an ongoing
problem that industry faces. As life extends even,
you know --—

MR. MIRAGLIA: It's a problem that exists
right now and will exist for most of these plants. I
think that industry recognizes it. One element of the
industry program is an element to look at the question
of obsolescence, how would they handle it. There has
been talk of consortium-type efforts or activities, a
jointly utility sponsored kind of thing to assure a
common base of spare parts where possible. The groups
become different sizes depending upon the nature of
the material. Some parts many plants would have in
common. Others have kind of uﬁique needs. So, 1it's
an issue thdt's out there that they're dealing with
and trying to deal with and cope with within the
context of this program.

COMMISSIONER CURTISS: Let me pick up on
that. Is the problem more acute for some particular
kinds of parts or is it one that we're seeing across
the board for a whole range of spare parts?

MR. MIRAGLIA: In terms of obsolescence? I
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don't know if I have a definitive answer. I would say
it's probably discreet kinds of issues. We've
explored with the industry and the staff itself has
taken an initiative to say what group of components
would be more vulnerable to the misrepresentation
aspect of it. We've developed a list to look at areas
to be sensitive to, but they're pretty consistent with
what we've been finding, the circuit breakers, wvalves,
common components that are used not only in a nuclear
industry but are widespread in the commercial
industry, defense and other areas as well.

MR. GRIMES: I would say probably more in
the electrical area, for example, than in the piping
area. Piping doesn't become obsolescent, but a
circuit breaker may well become obsolescent if the
vendor has changed his product line over the last ten
years.

CHAIRMAN CARR: Relays.

MR. GRIMES: And relays, yes.

CHAIRMAN CARR: My experience in this areas
is that if you've done business with what we call a
"onesie, onesies" where you're one of a kind and one
supplier, you've really got some problems.

COMMISSIONER REMICK: What's the staff's

view on the extent of the scope and the significance
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of the problem compared to what you might have viewed
say two or three years ago? Is the scope as big or is
the safety significance as great as you might have
perceived at that time?

MR. TAYLOR: We haven't seen, as I said in
my remarks, an imminent safety issue. But clearly, I
think our knowledge has increased. We've spent a lot
of time in this area in the past few years and, Bill,
I'll let you expand on it. So, we're more aware of
the activities.

Bill, do you want to add to that?

MR. BRACH: I think there are a couple of
points. One, I believe in the last couple years we've
seen more instances of what I'1ll call
misrepresentation or counterfeit and fraud and that's
not to say it maybe didn't occur five, ten years ago.
I think though there are a numﬁer of, I'll call them
contributing causes, that maybe explain why we're
seeing more today than maybe five, ten years ago.

One that we mentioned briefly is that ten
vyears ago there were more Appendix B or nuclear
quality suppliers in the market than there are today.
So, the availability of an Appendix B quality
assurance pedigree-type item was perhaps more

available ten years ago.
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Secondly, as was mentioned, there's a cost
incentive. As the number of nuclear suppliers has
decreased and yet the need for replacement parts is
still there, the demand is still there that supplies
may be going down from the Appendix B supplier
perspective and so that there's more of an arena of
going to the commercial -- or more of a demand for
going to the commercial market for procurement of
items. The potential there for misrepresentation is
there. So maybe in the past few years that's another
reason for the increase in misrepresented parts of a
commercial nature being found in nuclear power plants.
Other causes I think Mr. Taylor alluded to
is that we're more alert today perhaps to looking for
misrepresentation than there were five or so years
ago. Today we're more attuned if the part looks
suspect to ask ourselves and sﬁart enquiring through
the vendor process, "Is the part as represented or is
it fraudulently provided?" Maybe some years ago the
part would have been identified as being defective or
of a substandard nature and perhaps discarded at that
point and not fully explored to see if it's a case of
misrepresentation.
So, I think a few of those items

collectively add up to perhaps a more prevalent
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identification of issues today than some years ago.

MR. GRIMES: If I could just further comment
on the safety significance aspect, I'd say my
perception has stayved similar in terms of the
potential for a problem. But I think we're probably
in better shape today because people are much more
aware and have looked better. So, I think we are in
better shape today but the potential is still there if
you don't continue close attention to all the material
you purchase, you have the potential for --

CHAIRMAN CARR: But it's fair to say the
spotlight of the last two years has made everybody
aware and it's awful hard for somebody to break into
the business, I would think, right now. Also, the
concern we had, for instance, on flanges, I understand
that of all the flanges we tested, we didn't find any
that really weren't adequaté for the safety and
service, but they didn't meet the criteria that they
should have met.

MR. GRIMES: Yes, it's somewhere as low as
40 percent of the yield strength they should have had,
but still when examined the margins of safety were
adequate to cover all of them.

COMMISSIONER REMICK: Am I safe in

characterizing the staff's position on industry
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initiatives that you're impressed with those, you're
disappointed that they're not as far along schedule-
wise? Is that a fair characterization?

MR. GRIMES: I think that's fair.

CHAIRMAN CARR: But they're just starting
and you haven't had a chance to evaluate them yet.

MR. GRIMES: Right. We haven't actually
evaluated the success of the implementation by each of
the utilities.

MR. MIRAGLIA: But if one looks in terms of
the program that they set out, they started in October
or November of '88 and they gave us a white paper in
the spring of '89 and had certain milestones in that.
We meet with them on a gquarterly basis and
Commissioner Remick essentially characterized nmy
comments every time I go to see them, "You've got the
right topics, it has the right écope, the right depth
as far as what the program should be. We'd like to
see you decide on the program and then start
implementing it at a quicker pace.” So, that's a
constant kind of concern. I think they're trying to
address the areas of receipt inspection.

They have made progress in the audit.
Getting the joint NUPIC group was a major activity of

getting two auditing groups together and get a
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process. We haven't tested the effectiveness of that
yet, but that certainly was a major milestone, the
EPRI guidelines.

So, progress is being made but June is going
to decide the programs. So, implementation of those
programs will require time and it will be past June.
So, that's the concern. 1It's the timing.

COMMISSIONER REMICK: Well, putting together
the wvarious tﬂings that it's an important problem but
apparently we've gotten industry's attention. We're
impressed with what they plan to do, we don't know if
they're going to carry it out or can and so forth. I
raise the question why are we proceeding with the rule
at this time determining the basis if there are some
indications that things are progressing? I'm thinking
with limited resources and so forth, why is your
recommendation that you continué to develop the basis
versus deferring for six months?

MR. GRIMES: I guess it's the old problem of
it's easy to set out what should be done, but it's
hard to do it. Each utility 1s going to have to
commit the appropriate resources to actually implement
this and that has not been done yet. Part of the
reason, in my view, that we haven't had faster action

is a lot of discussion of should we really expend the
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resources in this area by a number of utilities? So,
the industry has a mechanism to decide that jointly
and that mechanism is working rather slowly. I can't
predict for sure the outcome. I'm hopeful that the
outcome will be positive. But if it is not positive,
I think we should be prepared to move ourselves.

COMMISSIONER REMICK: But I assume our
continuing to work on a rule is not going to change
the June date when some of those decisions will be
made. So —--

MR. GRIMES: No.

MR. TAYLOR: No.

MR. GRIMES: I hope it might influence
whether the decision is positive.

COMMISSIONER REMICK: Okay. Fine. That's
all.

CHAIRMAN CARR: Commiséioner Rogers?

COMMISSIONER ROGERS: Just getting a little
bit more of a handle on how effective the OI efforts
are, how many referrals have you had, Ben, on this
for --

MR. HAYES: So far, my notes indicate we've
had five referrals, Commissioner.

COMMISSIONER ROGERS: Five?

MR. HAYES: Yes, sir. Now, we are working
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currently. We are working with a couple of grand
juries around the country. We're working with
Department of Justice officials and other cities, not
grand jury material, but other cities coordinating
efforts where other federal agencies are involved,
which may culminate into a grand jury and possible
prosecution.

COMMISSIONER ROGERS: Do you think that this
is -- that that five that we've seen presumably over
the 50 some odd utilities or whatever that we're
dealing with 1is indicative of the size of the
wrongdoing aspects of this?

MR. HAYES: Well, the staff touched on it a
little bit earlier in the presentation. That is that
many of the people that we have under investigation
not only do business with the 1licensees, but do
business with DOD, DOE and NASA and what have you.
So, it's very difficult to say -- to scope it to the
nuclear industry per se. I think as I look across the
last two or three years of investigative effort that
we've undertaken, not one licensee comes to mind--
well, I take that back. A couple of licensees only
out of the 50 some cases that we've had in the last
two years are actually on licensees as opposed to

vendors. We have found very 1little culpability
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directly related to a licensee. So, I think that's a
good trend. We're continually vigilant in that area,
but usually the licensees are taken, if you will.

MR. TAYLOR: I must say one single referral
in the molded case circuit breaker area took an
enormous amount of field work because it is a broad
area.

. COMMISSIONER ROGERS: Yes.

CHAIRMAN CARR: But it was turned up by a
licensee, wasn't it?

MR. GRIMES: A licensee and a vendor.

MR. MIRAGLIA: And a vendor.

MR. TAYLOR: But then we got into it and Ben
did a great deal of field work. So, some of them have
been very broad, is I guess the way I'd like to --

MR. GRIMES: I guess I'd also remark that
the number 5 doesn't reflect the number of times there
is a Jjoint preliminary look by OI and the technical
staff.

COMMISSIONER ROGERS: Well, I guess what I
was trying to understand is to what extent this is
just plain sloppy quality control in the commercial
sector and to what extent that then people just shovel
it out the door and sell it and what extent it is an

actual planned effort to deceive a customer.
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MR. TAYLOR: I think that would be hard to
give you a percent.

COMMISSIONER ROGERS: Yes.

MR. TAYLOR: The fraud is there.

MR. HAYES: We have cases where we have
documented false pedigrees, CMTRs and the
documentation.

COMMISSIONER ROGERS: Yes. Oh, yes.

MR. HAYES: We have cases where we have
speedy printer printing up 1labels of major vendors,
all that sort of thing.

COMMISSIONER ROGERS: Well, I've seen some
of these. I know they're really -—-

MR. HAYES: So, with that kind of
background, obviously the vendor's intent is to
present that product as something that it is not. And
the licensee then, it becomes incumbent upon them to
be able to detect that in the inspection process.

COMMISSIONER ROGERS: Well, it's Jjust that
we have a fairly 1qng list of different kinds of
places where these things, where these products have
turned up. And some, one would expect, I know in the
circuit breaker area I've seen these counterfeit
labels myself and they're really absurd in some sense

that anybody would even think that somebody would
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accept that, it's so obvious. But in -- and that's
clearly an attempt to deceive.

When you talk about the fastener area, I
wonder whether a fair amount of that, isn't it Jjust
poor quality control?

MR. GRIMES: Yes. I think we did in the
fastener area finally conclude that there is a bigger
quality problem than fraud problen. But there are
aspects in certain grades of bolt where some are sold

as having heat treatment but did not have heat

treatment.

COMMISSIONER ROGERS: Yes.

CHAIRMAN CARR: Was that mostly offshore
procurement?

MR. GRIMES: I think the source was
offshore. The actual people that may have
misrepresented involved U.S. combanies as well.

COMMISSIONER ROGERS: Well, it's a question
of just how —-- where do you go to stop it, at the
source, as close to the source as possible. And I
guess the concern that I have with respect to a rule
is that we're focusing on the wvictim in the rule as
much as we are the perpetrator. I'm Jjust a little
concerned about whether there isn't some other way to

go closer to the source of this problem that would be
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equally effective and less onerous for the licensees.

MR. GRIMES: I would hope Jjoint industry
efforts might do that, but we do try to hold the
licensee ultimately responsible.

CHAIRMAN CARR: It's his responsibility, by
our rules.

COMMISSIONER ROGERS: Oh, yes, there's no
question about that. But whether the same effect
couldn't be achieved without an additional burden on
the licensee, I mean they have to have programs and so
on and so forth, but whether it's still -- if we just
stop there, if it stops there whether we're really
rooting this thing out.

MR. GRIMES: We do have a Vendor Inspection
Branch that attempts to go to the source.

MR. MIRAGLIA: But the number of vendors--
I mean it's in the Vendor Inspéction Branch, I think
Bill will smile when I say that, I keep saying, "Well,
when are we going to get our arms around it? When do
we stop?" We can go off and look at valve parts and
it's like pulling a thread. It takes you to
Louisiana, back to Tennessee and we've got folks all
over just tracking one piece or various components.
So, the opportunity to misrepresent, the opportunity

just for poor quality, even taking misrepresentation
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aside, is large.

What we see in terms of upgrade and
dedication of commercial products to use in safety
equipment indicates that we could do better there.
There's a vulnerability. From our perspective of
safety-related material getting in the plant, if we
could upgrade the procurement and receipt product and
protect against that wvulnerability, I think that's our
best, from an NRC prospective. We cannot address the
fraudulent material. I think there will be bolts out
there. There's a market. As the Chairman has said,
there's an incentive for people to do that. From our
perspective, I think we want to focus on safety grade
material. I think it's incumbent upon the licensee
saying, "I have a $5 billion machine,"” and he ought to
know what he's putting into a commercial product for
safety.

CHAIRMAN CARR: We'll it's not only
incumbent, it's a requirement.

MR. MIRAGLIA: Yes, sir.

CHAIRMAN CARR: I mean we have those
regulations and I don't -- I guess I may miss the
point, but it seems to me like they're in place and
that's how you're catching people. But 1it's the

responsibility, as I read Appendix B, for the guy
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who's buying it to make sure he's getting the right
thing. If he runs a proper inspection program, he's
going to root it out.

MR. TAYLOR: Well, we're encouraged the
industry is working on the problem and I think this
NUPIC is an example. There have been attempts through
the years to get these combined auditing efforts into
a top grade operation. I'm hopeful that that's going
to happen. That's been talked about as long as I've
been around.

CHAIRMAN CARR: But if the guy that writes
that procurement spec writes it right and then the guy
that goes out and inspects against it inspects
correctly, that will turn up the problem. They won't
end up with the wrong piece of material, in my
opinion.

Excuse me.

COMMISSIONER ROGERS: No, that's fine. I
don't have anything else.

CHAIRMAN CARR: I thought I'd better Jjump
in.

COMMISSIONER ROGERS: Why not?

COMMISSIONER CURTISS: I've just got a grab
bag of questions here that I want to cover. First, on

the licensee implementation of the EPRI guidelines,
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the commercial grade dedication guidelines, first tell
me who are the three who have not implemented that
yet?

MR. GRIMES: I don't have that information
and NUMARC did not communicate that. Typically they
are willing to tell us the results, the gross results
of surveys of this sort, but they don't provide us
with detailed information. There's no specific
regulatory requirement at this point to --

CHAIRMAN CARR: But there was no indication
they weren't going to.

MR. GRIMES: No, they were —--—

COMMISSIONER CURTISS: This summer, I think
you said.

MR. GRIMES: -- slower than the rest of the
pack and —--

COMMISSIONER CURTISS; When you say they
have implemented the program, what does that entail?

MR. GRIMES: To my understanding, they have
the programs in place and they're using them as of
January.

COMMISSIONER CURTISS: If you went out to
those utilities that have implemented the program,
you'd expect to have them —-

MR. GRIMES: Have the procedures in place
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and being used.

COMMISSIONER CURTISS: -- a full blown EPRI
program.

MR. MIRAGLIA: For the commercial?

MR. TAYLOR: For commercial grade
dedication, right.

MR. GRIMES: 1It's one aspect.

COMMISSIONER CURTISS: Yes.

MR. TAYLOR: Very important.

COMMISSIONER CURTISS: Give me a feel for
the three that are going to be the subject of the June
meeting.' If they approve those after the additional
clarification on what's required, can you give me a
feel for each of those three areas in terms of how
long it takes to implement them?

MR. GRIMES: Yes. I don't have any direct
information from NUMARC on that. I would say that
some utilities probably have those things already in
place and others that have to start from scratch, it
may take six months or so to get everything in place.

COMMISSIONER CURTISS: Okay. Let me shift
to what happens after the eight areas that the NUMARC
guidance covers are all addressed. Assuming NUMARC
proceeds with the three programs that are going to be

addressed at the June meeting and all the programs are
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in place at the utilities, what do you envision in
terms of our role to assess the effectiveness of the
programs and to ensure that they're being implemented
in the way that the program is contemplated? What's
the next step here?

MR. GRIMES: For example, in the joint audit
area, I would expect that we would probably go out to
some of the vendors that NUPIC had audited and see if
we come up with similar or different results and look
at their process, perhaps in their offices also, to
get some confidence that that particular initiative is
bearing fruit. And I think we'd later on go in and
look, as we have in the past, at how 1licensees'
procurement programs are working in terms of taking
specific items, tracking those through and seeing if
we agree that indeed we have looked at the appropriate
characteristics, for example, before they applied a
commercial item in a safety-related area or that they
have used vendors who have been preapproved or that
they've done appropriate receipt inspection to make
sure that they got the product they ordered.

COMMISSIONER CURTISS: If you identify
problems at that point, is the basis for enforcement
action the industry programs or is it Appendix B?

MR. GRIMES: No. 1It's Appendix B.
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COMMISSIONER CURTISS: I guess that raises a
question that I have. In looking at the comments on
the proposed rule, I gather a number of people have
raised a question about the clarity of Appendix B
itself, that it's not clear what we expect in Appendix
B for these particular programs and hence the need for
additional industry guidance. Is it clear enough in
the context of what the industry has implemented to
take action in the particular areas that they have in
mind?

MR. MIRAGLIA: Well, I think with respect to
the generic letter on commercial grade dedication, I
think the guidelines plus the exceptions we took give
you the basis of what expectations in that area are.
I would believe similarly in the other areas they had
a technical document on replacement parts,
characteristics of replacement ﬁarts. They would have
those kinds of charactefistics.

One c¢ould look at either making the rules
more explicit or perhaps providing reg guides that
would say, "Here's acceptable ways of demonstrating
compliance with the rules," or you could even endorse
the industry, saying these are acceptable, the
requirements in the regulations.

COMMISSIONER CURTISS: I guess I'm trying to
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get a handle on whether the -—-

CHAIRMAN CARR: And the clarity comments in
there look to me like they were mostly from the
vendors.

MR. GRIMES: Yeg.

CHAIRMAN CARR: I don't know how much
clearer you can get in Appendix B that says you'll do
it right.

MR. TAYLOR: Well, right. Through the
years, Appendix B gives you that broad approach and
you go out and look at the -- there are various ways
that people run programs under Appendix B to meet
those criteria. In the case of commercial ~-- upgrade
of commercial grade parts, our experience in
inspection show that it was not being done. In many
cases, very little was being done, and that that whole
program needed attention. Thé efforts by EPRI and
others to work on that now put in place a generally
uniform way of doing it. I hope that will solve this
issue. It's been a long, burning issue.

COMMISSIONER CURTISS: I raised that
question because it came up in the context of the rule
itself and the comments on the ANPR as well, I gather,
as in the context of enforcement actions where it's

not clear to some what Appendix B requires. If you're

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVENUE, N.W.

(202) 234-4433 WASHINGTON, D.C. 20005 (202) 232-6600




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

43
confident that after obtaining the commitments of the
industry in the eight areas that are covered in the
NUMARC program, that Appendix B is c¢lear enough to
take enforcement action where someone out there hasn't
implemented a program at ‘all or has come up short on
the implementation, I guéss I'm comfortable with that.
I just raise that question because it came up in a
couple of different areas that suggest that Appendix B
might not be clear enough.

Let me —- a couple other gquestions.

Ben, on the investigations, do you have a
number of pending investigations’or can it be
calculated that way here?

MR. HAYES: I've got -- I can give you
statistics of that, Commissioner.

COMMISSIONER CURTISS: Okay.

MR. HAYES: I've got 25 open product fraud-
oriented investigations, five open Part 21-type
investigations for a total of 30 open cases in this
broad area right now. We have closed out since
January of '88 26 vendor-oriented cases, five of which
were referred to the Department of Justice.

COMMISSIONER CURTISS: Okay. All right.
Thanks. That's all I have.

CHAIRMAN CARR: It seems to me that the
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licensees, if they've got a proper receipt inspection
program and recognize that the documentation only
won't prove the safety, that really turns up most of
the problems we find. And it seemed to me that your
13 inspections or whafever it was Jjust turned up the

fact that those programs haven't been very extensive

or adequately implemented. We've got plenty of
enforcement authority, as I read this thing. It Jjust
says, '"Measures shall also be established for the

selection and review for suitability of application of
materials, parts, equipment and processes that are
essential to safety-related functions as structures,
systems and components." I don't think anybody's -- I
don't know how many cases you've lost of enforcement,
but I would --

MR. TAYLOR: I think we have enough
authority there.

CHAIRMAN CARR: But it seems to me that
probably one of the contributing causes was our maybe
not focusing the inspection effort enough or broadly
enough on the programs in the plants so that they
would know what we were looking at. I guess I don't
have any objection to a NUREG if that provide -- I
don't get the impression from reading those comments

that the utilities thought there was any problem with
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knowing what to do or how to do it. I think there is
a problem probably in the way they write their
specifications and do their follow-up to make sure
they're getting the product that they ordered.

How extensive do you think _thejr - receipt
inspection and independent testing programs need to be
in order to detect misrepresented components?

MR. GRIMES: It's a case by case decision.
That's why we encourage the engineers to be involved
in the process. A knowledgeable, technical person
needs to look at the specific situation and you get
that confidence both by receipt inspection and knowing
who you're dealing with through audits. So, if
you --—

CHAIRMAN CARR: Yes. Well, the first clue
is when the guy looks in the catalog that's going to
order it and finds out there'é no longer a catalog
number and the guy is out of business. That's flag
one that goes up that says, "Hey, I've got a problem."
And the engineer then comes in the c¢ircuit, I would
hope.

MR. GRIMES: Right.

CHAIRMAN CARR: Do you have a feel now that
you've got through all that, for instance, that we

were discussing on the flange issue, the difference
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between the misrepresented and the actually
substandard parts, just because it didn't have the
pedigree? And how many cases of really unsafe
components have we found? I understand the breakers
were really in an unsafe situation.

MR. TAYLOR: Yes.

MR. MIRAGLIA: Yes.

MR. GRIMES: I'd say the flanges were
substantially out of specification, but there were
enough margins in the plant to take care of that. So,
I wouldn't -- we finally concluded after -- it took a
good deal of examination and testing, but we finally
concluded that that was not an unsafe situation. It
was not clear at the outset.

The fasteners, we found in all cases, I
believe, that there was adequate margin, even though
there were some deficiencies.

The two cases of circuit breakers, the
molded case, which I think you were speaking of and
then I think there are some actual problems with metal
clad breakers also. So, those two cases, I would say,
present actual deficiencies.

COMMISSIONER ROGERS: Excuse me. Were they
actually installed?

MR. GRIMES: Yes.
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COMMISSIONER ROGERS: They were installed?

MR. GRIMES: Yes. In some cases they'd had
to be taken out of the plants.

Plate and piping material, again, there's
generally enough margin but you don't know that until
you've tracked it down and taken enough samples of a
specific case.

Valve and valve replacement parts, I would
say there's a potential there, but I don't think we've
found any specific case where there was an actual
problemn.

Relays and fuses, again, there's a
potential, but I don't think we've identified any
specific case where misrepresentation has led to the
safety problem.

CHAIRMAN CARR: Have you had enough of a
review of the program that they're planning to put in
to determine that if that program is effectively
implemented by the people who've committed to it, that
will really take care of the problem?

MR. GRIMES: We haven't seen the final
NUMARC program on these last three issues and we have
commented on some subdocuments where we have some
different views. So, I think there's a need for

further interaction with the industry on the details
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of their guidance, that we need to make sure that we
understand their position and they understand our
views. But I think the culmination of that should be
satisfactory by this summer, I would guess.

MR. MIRAGLIA: With respect to the generic
letter on commercial grade dedication, we essentially
endorsed that with some exceptions. If they
implemented a program along that line, that --

CHAIRMAN CARR: What kind of exceptions were
they? I didn't see -- I read where you said we
endorsed it with exceptions, but I couldn't £find
exceptions.

MR. BRACH: One of the exceptions, the EPRI
document allows a method for procurement and
dedication of commercial grade parts where part of
that reliance on the quality of that commercial grade
part is based on a 1ong—§tanding history or
relationship between the vendor and the utility
without audit. Our exception is that while that's
the --

CHAIRMAN CARR: He's always given me good
service, he'll probably continue to.

MR. BRACH: Yes. Our exception to that
example is while that's a base to give you comfort,

it's not a base under Appendix B to provide a
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determination of suitability for use.

CHAIRMAN CARR: Okay.

MR. BRACH: Audits require this on example.

MR. GRIMES: I think there was only one
other exception. I can't remember what it was.

MR. BRACH: It was related as well with
audit of vendors providing parts, reliance on
certifications from vendors.

MR. GRIMES: The EPRI document provides five
different methods, I believe --

MR. BRACH: Four.

MR. GRIMES: Four different methods of
qualifying commercial grade.

MR. BRACH: And we have an exception on two

of them.
CHAIRMAN CARR: Yes.
MR. GRIMES: We took tﬁo exceptions.
CHAIRMAN CARR: Does the staff agree with
that? When I read the comments and then I read

Appendix B, I didn't see what the lack of clarity
really was. Then I noticed it was mostly from the
vendors and I couldn't tell whether the vendor was
trying to become a sole supplier because he had a
completely approved program and therefore his comment

was, "You ought to make it as tough as heck and get
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rid of all the competition.” I couldn't tell.

Do you think that Appendix B is clear enough
that you don't have any trouble understanding what
requirements are on the people? I don't know what the
staff's position on the clarity of Appendix B is.

COMMISSIONER CURTISS: Let me just -- jJjust
on that subject, from the other paper, and this is the
reason I raise the question, there have been
differences both within the industry and the NRC staff
as to the expectations of what needed to be done to
dedicate commercial grade parts to meet the basic
requirements of Appendix B. That's the question I
guess I had, is there a difference of obinion within
the staff as to what Appendix B requires or
contemplates?

MR. GRIMES: I think in past years there's
been quite a variety of field interpretation of what
Appendix B contemplated in this commercial grade area.
Some areas it was looked at closely and in other areas
it was pretty much left alone. So, I think perhaps
there's been less than uniform staff interpretation of
the past. I think we've tried to have a lot of
discussions internally over the last two years and I
think we now have a pretty even understanding within

the staff of what the expectations are.
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CHAIRMAN CARR: Well, does the lack of or
the discussion about whether it's clear or not boil
down to the fact that just because you think it's
clear doesn't mean it stands up for enforcement?

MR. GRIMES: No. If I could go back to the
comments, the vendor comments, I think there they were
seeing a lot of different utility interpretations of
Appendix B and so they are —--

CHAIRMAN CARR: Everybody writes them a
different set of specs.

MR. GRIMES: Right. They would like their
life made easier by everyone doing things the same
way. There's a lot of flexibility and a 1lot of
different acceptable ways of doing things wunder
Appendix B. I think --

CHAIRMAN CARR: I can see that.

MR. GRIMES: -- they would like a 1little
more uniformity in that and we would like a 1little
more uniformity in that.

CHAIRMAN CARR: I see. I may want it
nickel-plated and somebody else may want it chrome-
plated and both cases meet our requirements and the
vendor would like to have just one. I can understand
that.

I think that takes 1into effect all my
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questions. Anybody —--

COMMISSIONER REMICK: I'd like -- several
things have come up that remind me of a point I'd like
that. Jim, you mentioned the industry kind of
coordination on some of this, sharing of information,
the indication that we take a couple of exceptions
because of audit. It reminds me of a case -- I have a
close friend who's a vice president of a small company
that provides scientific calibration equipnent. It's
not unique to the nuclear industry. In fact, they
supply this to a broad range of industries
international,.although it is a small company.

In fact, a few technical professionals that
run the company, they have told me on several
occasions that they're thinking very seriously of not
selling to the nuclear industry because they are
flooded with different utilities'coming. They'll send
two inspectors for two days and there are two
technical people in this small company, which has been
highly successful, and then another industry will come
and inspect themn. They Jjust feel that they can't
spare that type of effort to justify their continuing
to sell to the nuclear industry. It's a small part of
their overall market.

So, there is the danger of too much of the
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auditing, inspecting and so forth.

MR. TAYLOR: That comment has been heard
from suppliers for many, many years because there
is -- that then -- this NUPIC idea is a good idea
because if they get talent and audit, they can -- and
we acknowledge that that's appropriate.

MR. GRIMES: If he can do one five day
inspection in more depth than ten two day inspections.

MR. TAYLOR: We have seen that.

CHAIRMAN CARR: Well, is the intent then to
come out some list of blessed vendors?

MR. GRIMES: NUPIC will provide the audit
information and then utilities can use those audits as
a basis for their --

MR. TAYLOR: Their support for that audit
and they've looked at it.

MR. GRIMES: And sevéral utilities may put
people on the same audit teanm.

COMMISSIONER REMICK: Good. Good. I hope
it comes about.

CHAIRMAN CARR: One other question, I guess,
I'd like to ask you. Has anybody checked with the
automotive manufactures on fasteners? I would assume
they're one of the major users of fasteners.

MR. MIRAGLIA: I think because of
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Congressman Dingle's interest in the fastener
question, I think --

CHAIRMAN CARR: Everybody's into that act.

MR. MIRAGLIA: Yes, sir. I don't believe we
on the staff --

MR. TAYLOR: Bill, do you have anything you
want to say?

MR. BRACH: Not directly with the automotive
industry, no.

COMMISSIONER CURTISS: Just a quick

question --

CHAIRMAN CARR: Sure.

COMMISSIONER CURTISS: -- on the rulemaking.
What's the -- as you indicated in response to

Commissioner Remick's question, you intend to proceed
with that. Can you give us a feel for what the
resources and schedule would bé like on that or does
it hinge upon the actions in June?

MR. MIRAGLIA: I think at this point in time
we'd like to monitor and see where the industry is
going and the scope and depth of that and report back
to the Commission at a time as to how we think that
progress is going.

COMMISSIONER CURTISS: Okay. That's all I

have.
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CHAIRMAN CARR: Well, I'd like to thank the
staff for this informative briefing. This effort to
prevent installation of misrepresented or substandard
parts in nuclear power plants is important. Licensees
have the obligation, through their quality assurance
programs, to take reasonable steps to preclude the
introduction of substandard parts in the plant.

I urge staff to continue notifications to
industry and other government agencies when specific
examples are identified and to continue monitoring
industry initiatives to establish systems to detect
misrepresented parts and thereby prevent their use in
plants.

I would suggest the staff report back to the
Commission in about six months on this issue and the
industry actions to address the problem.

Do my fellow Commissioners have any other
comments?

If not, we stand adjourned.

(Whereupon, at 11:10 a.m., the above-

entitled matter was concluded.)
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AGENDA FOR STAFF PRESENTATION

o NRC action plan

o Summary of actions since December 1988
o NRC cpordlnatlon with other agencies

o Industry activities

o ANPR comments

o Current and planned staff activities
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NRC ACTION PLAN

Develop information to give licensees
Share information with other agencies
Investigate and take appropriate actions
Assess NRC regulatory framework
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SUMMARY OF ACTIONS
SINCE DECEMBER 1988

1. Misrepresented vendor products
o Fasteners
o Fittings and flanges
o Circuit breakers and parts
o Plate and piping material
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SUMMARY OF ACTIONS
(CONTINUED)

o Valves and valve replacement parts
o Relays and fuses
- Procurement issues
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SUMMARY OF ACTIONS
(CONTINUED)

2. NRC initiatives

o Issued Generic Letter 89-02 in
March 1989

o Issued Advance Notice of Proposed
Rulemaking (ANPR) in March 1989

o Procurement inspections of licensees
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NRC COORDINATION
WITH OTHER FEDERAL AGENCIES

o OMB is lead federal agency
o NRC’s Vendor Branch is focal poiﬁt

o Staff contacts established with DOE,
FAA, DOD, and NASA
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INDUSTRY ACTIVITIES

NUMARC formed Nuclear Plant Equipment
Procurement (NPEP) working group

NUMARC endorsement of EPRI guldelines
on dedication of commerclial grade parts

Joint utility audit program formed
Other initiatives under development
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ANPR COMMENTS

o Licensee and NUMARC responses
opposed to additional regulations

o Other Industry and Iindividual
responses indicated need for

clearer NRC positions
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CURRENT AND PLANNED
STAFF ACTIVITIES

o Keep industry informed of
misrepresented products

o Pursue investigations as appropriate
o Monitor Industry Initiatives
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- CURRENT AND PLANNED
STAFF ACTIVITIES (CONTINUED)

o Proceed with development of basis
for proposed rule which addresses
misrepresented products and commercial
grade procurement.“dedication issues

o Inspection and enforcement activities
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ADVANCE NOTICE OF PROPOSED RULEMAKING, "ACCEPTANCE OF
PRODUCTS PURCHASED FOR USE IN NUCLEAR POWER PLANT
STRUCTURES, SYSTEMS AND COMPONENTS"

To provide an information report to the Commission on the
status of the staff's actions to address misrepresented
vendor products.

In March 1989, the NRC issued, for public comment, an Advance
Notice of Proposed Rulemaking (ANPRg, "Acceptance of Products
Purchased for Use in Nuclear Power Plant Structures, Systems -
and Components." The ANPR requested public comment on
whether or how NRC regulations should be revised to provide
increased assurance that counterfeit or misrepresented vendor
products are not installed in nuclear power plants. This
status report provides a summary of the staff's analysis of
the public comments on the ANPR and a summary of NRC and
industry actions to address the problem of misrepresented
vendor products. The paper also provides a summary of staff
efforts and plans to develop a basis for proceeding with a
proposed rulemaking to more specifically identify additicnal
regulatory actiocns to assure that products purchased for use
in nuclear power plants will perform the functions necessary
to protect the public health and safety.

Recent experience has shown that some products purchased for
use in nuclear power plant structures, systems, and components
are substandard, have falsified records, or have been other-
wise misrepresented. Current NRC regulations do not specif-
jcally address measures for the detection of fraud nor

are they intended to detect vendors intentionally misrep-
resenting their products. Along with misrepresented vendor
products, the industry is also faced with another problem.

The number of vendors with manufacturing processes that meet
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the requirements of Appendix B to 10 CFR Part 50 has dimin-
ished; consequently, the number of commercial-grade items
procured and dedicated for safety-related applications in
nuclear power plants has significantly increased. Further,
the regulations do nat specifically address the quality
requirements for the dedication and use of commercial grade
items in safety-related applications. Experience has shown
that licensee procurement and dedication programs have not
effectively addressed substandard or misrepresented parts.
The Commission's recognition of the potential safety signifi-
cance of these circumstances led to the issuance of an
Advance Notice of Proposed Rulemaking (ANPR), "Acceptance of
Products Purchased for Use in Nuclear Power Plant Structures,
Systems and Components" (SECY 89-010), in March 1989.

The industry now recognizes the magnitude of the resources
that are required to perform an adequate dedication of a
commercial-grade item for safety-related application.
Dedication as used in this context is the process by which
commercial-grade equipment is upgraded to safety-related and
is thereby considered qualified for use in nuclear safety-

~related applications. The dedication process must include a

Discussion:

technical evaluation to determine the characteristics critical
to fulfilling the safety functions and an acceptance process
to ensure that these critical characteristics are met. NRC
concerns over misrepresented vendor products and commercial-
grade procurement and dedication practices have a common
element in that much of the fraudulent activity of which NRC
is aware has occurred in the commercial-grade product market.
The incoming product to a licensee's dedicaticn program is a
commercial-grade item. Staff actions discussed in this paper
are focused to address NRC concerns over both misrepresented
vendor products and dedication programs.

ANPR Comments

The ANPR solicited public comment on whether or how NRC
regulations should be revised to provide increased assurance
that counterfeit or misrepresented vendor products are not
installed in nuclear plants. The ANPR comment period closed
on July 5, 1989, and there were 64 letters of comment.
Forty-three letters were from organizations representing
Ticensees and 34 of these letters endorsed the comments
provided by the Nuclear Management and Resources Council
(NUMARC) without additional comment. A summary of the
public comments, developed by the Office of Research, is
presented in Enclosure 1. Licensee and NUMARC responses were
strongly opposed to additional regulations. Other industry
and some individual responses, althcugh not explicitly
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favoring regulation changes, indicated that clear NRC posi-
tions in several areas would be useful,

Current Requirements

Appendix B to 10 CFR Part 50 of the Commission's regulations
adopted in 1970 (35 FR 10498) establishes the quality assur-
ance criteria for safety-related structures, systems, and
components for nuclear power plants. The criteria are
generally structured to confirm the quality of products
designed, purchased, inspected, tested, and installed for

use in nuclear power plants. The criteria apply to all
activities that affect safety-related functions. Procedures
and actions by licensees and their representatives conforming
to these criteria are expected to detect substandard and poor
quality products but may not necessarily detect counterfeit
or fraudulently marketed products. As previously noted, the
regulations do not specifically state the quality requirement
for government and use of commercial grade items in safety-
related applications.

NRC Actions

The NRC inspection and investigative staff have been pursuing
instances of suspected counterfeiting or misrepresentation by
vendors. During the past 2 years, the NRC has issued over 25
bulletins, information notices, and supplements to alert the
nuclear industry to suspected misrepresentation by vendors.
The technical staff has also provided extensive technical
support to the Office of Investigations' and the Department
of Justice's review of vendors suspected of wrongdoing.

These staff efforts are intended to keep the industry fully
informed so that appropriate licensee corrective actions can
be taken and to assure that appropriate enforcement and
jnvestigative actions against vendors (and, where appropri-
ate, licensees) are also taken. The staff recognizes that
vendor misrepresentation is not a unique problem to the
nuclear industry in that counterfeiting and fraud can and do
occur in other industries. To assure that other Federal
agencies are informed of instances of vendor misrepresenta-
tion identified by the NRC, copies of NRC's bulletins and
information notices are forwarded to other agencies such as
Department of Energy (DOE), Department of Defense (DOD),
Federal Aviation Administration (FAA) and National Aeronautics
and Space Administration (NASA).

The NRC has recently joined the Government Industry Data
Exchange Program (GIDEP) which is a cooperative data exchange
program intended as a system for interagency and industry
sharing of vendor and equipment-related information and for
improving users' reliability and for reducing expenditures in

the procurement process. A1l NRC information notices and
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bulletins are currently being placed in the GIDEP system as
Agency Action Notices. In addition, NRC staff has developed
staff contacts in other agencies (DOE, FAA, DOD, and NASA)
to facilitate the exchange of this type of vendor-related
information. These efforts prompted NASA to volunteer to
arrange interagency meetings of FAA, DOE, DOD, NASA, and NRC
technical and investigative staff to discuss vendor counter-
feit and fraud issues, as well as mechanisms for interagency
exchange of such information.

The NRC's interest in encouraging improvements in licensee
procurement and dedication programs led to*the issuance

in March 1989 of Generic Letter 89-02, "Actions to Improve
the Detection of Counterfeit and Fraudulently Marketed
Products," which described to the nuclear industry charac-
teristics of effective procurement and dedication programs
and which provided NRC's conditional endorsement of an
industry guideline for evaluating the suitability of
commercial-grade products for use in safety-related appli-
cations.

Industry Actions

NRC requested that NUMARC lead and coordinate industry
actions to improve licensee performance in procurement and
dedication activities. NUMARC formed the Nuclear Plant
Equipment Procurement (NPEP) Working Group which is chaired
by Mr. William Cavanaugh, President and Chief Executive
0fficer of System Energy Resources, Incorporated (SERI). The
working group was formed to provide industry interaction with
the NRC, to coordinate industry activities, and to consider
industry initiatives to improve procurement practices.

The scope of the working group includes activities to address
improvements in licensee procurement programs and in the
licensee's ability to detect misrepresented vendor products.
The working group has also recognized the need for improvement
of programs used to dedicate commercial-grade items for use
in safety-related applications. Through NPEP's efforts, the
NUMARC Board of Directors has endorsed EPRI/NCIG-07, "Guide-
line for the Utilization of Commercial-Grade Items in Nuclear
Safety Applications." In March 1989, NUMARC reported that its
board had approved a commitment that all licensees would
implement programs in accordance with the EPRI guidelines by
January 1, 1990. A more detailed description of the NPEP
activities is provided in Enclosure 2.

The NRC staff has worked closely with the NPEP Working Group
and has held several meetings with the working group and
NUMARC staff to discuss the progress and status of industry
initiatives. In addition, the NRC and NUMARC staffs have
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held several public meetings to discuss individual bulletins
and information notices. Completion of most of the NUMARC
initiatives is now scheduled for March 1990 (previously
scheduled for November 1989) with implementation and guidance
workshops to be accomplished at later dates. Enclosure 3
contains NUMARC's current status and schedule for the

~initiatives.

The industry is also working to improve its efforts in the
area of vendor audits. The Nuclear Supplier Quality Assurance
Committee (NSQAC) and the Coordinating Agency for Supplier
Evaluation (CASE) have merged into a joint nuclear utility
audit organization referred to as the Nuclear Procurement
Issues Council (NUPIC). NUMARC is working with NUPIC to
ensure that industry objectives for more effective and
technically scoped audits are met. Further, the NUPIC
organization provides an effective forum for interchange of
vendor audit findings among the nuclear utilities.

Current Activities

Despite the NRC staff and industry efforts, problems with
product misrepresentation continue. NRC efforts will not
eliminate misrepresentation by vendors; rather, NRC efforts
are directed toward detection and verification activities to
assure that misrepresented vendor products are not installed
in nuclear plants.

NRC reviews and inspections have uncovered a wide range of
products that have been found to be misrepresented, including
fasteners, fittings and flanges, plate and piping material,
valves and valve replacement parts, metal-clad and molded-
case circuit breakers, circuit breaker trip units, relays and
fuses. In all of these cases, prompt notice was given to the
industry and appropriate action was taken. Although inspec-
tions have not found a large additional number of significant
hardware deficiencies nor have they caused plant shutdowns,
there is concern with the vulnerability of existing procure-
ment and dedication programs to the introduction of substandard
items. At this time, the staff believes that the appropriate,
resource-efficient course of action is to proceed with the
development of a proposed rule to more specifically address
licensee actions necessary to assure the quality of procured
parts, equipment and material through upgrading of procurement
and dedication programs.

The staff's consideration of the proposed rulemaking could
result in changes to 10 CFR Part 50, Appendix B, other
existing regulations in 10 CFR Part 50, or possibly new
regulations to address procurement and dedication programs.
Based on past experience, the staff believes that more
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regulatory guidance and direction as well as close coordi-
nation with the industry may be necessary to assure that (1)
the basic requirements for procurement and dedication are
clearly stated, (2) licensees are required to meet minimum
standards, and (3) existing programs and practices judged to
be adequate would be continued. The staff also believes that
the proposed rulemaking, in combination with the NUMARC
guidelines, would provide greater uniformity among licensee
programs. The rulemaking elements under consideration by the
staff are provided in Enclosure 4.

If the NUMARC NPEP action plan recommendations are implemented
on schedule and followed by the industry, it may not be
necessary to proceed with the rulemaking process. The staff
will continue to monitor industry initiatives to determine
whether progress made warrants a change in the staff con-
sideration of a proposed rulemaking. The staff will also

look into developing regulatory guidance to better define for
industry the NRC's position. Workshops with the industry to
discuss successful programs may prove helpful also.

The Office of the General Counsel has reviewed this paper and
has no legal objections to it. The staff will keep the
Commission informed of progress in the industry initiatives
in this program area and of staff efforts to proceed with
rulemaking.

Executive Director
for Operations
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Elements under Consideration by the
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STAFF ANALYSIS OF PUBLIC COMMENTS

Staff analysis of public comments received on the Advance Notice of Proposed
Rulemaking, "Acceptance Of Products For Use In Nuclear Power Plant Structures,
Systems, And Components" (54 FR 9229).

Attachment A - Contains an introductory summary of public comments, followed
by a more detailed analysis of typical public comments. Next to
each public comment is a letter/number designator identifying
the commentor (key in Attachment B).

Attachment B - Contains a list that identifies the organization and affiliation

of each commentor and provides the letter/number designator key
used in Attachment A.

Enclosure 1
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SUMMARY OF RESPONCES

SECTION ONE
PRODUCTS PROCURED FOR USE IN
SAFETY-RELATED STRUCTURES, SYSTEMS AND COMPONENT APPLICATIONS

1.1.1a In view of the problems that have been detected
with substandard, counterfeit, or fraudulently marketed
products, do the Commission’s current regulations
provide adequate criteria for ensuring the acceptability
of purchased products?

This question was specifically identified by 22 respondents.
Twenty of these provided an answer that was more than a one word
answer. Some gave one answer to Questions 1.1.la, b and c.

The conclusions of the licensees in general was one of adequacy of
the current regulations. In general the non-licensees conclusion
also was one of adequacy.

1.1.1b If the current regulations are considered
to provide adequate criteria, how should they be applied
to ensure that substandard, counterfeit, and
fraudulently marketed products are detected and
precluded from use in nuclear power plants?

This question was specifically identified by 19 respondents.
Seventeen of these provided an answer that was more than a one
word answer. Some gave one answer to Questions l1l.l1.la, b and c.

The licensee’s consensus was for use of Regulatory Guides and
endorsement of industry efforts. Some spoke of better
establishment / implementation of quality assurance programs and
need for the continual reevaluation and adjustment of those
programs. The non-licensees also spoke of these items.
Additionally it was stated that new regulations would not achieve
the desired results.

1.1.1c If the current regulations do not provide
adequate criteria, should the Commission establish
specific requirements or performance-based requirements
to ensure that products purchased for use in nuclear
power plant structures, systems and components satisfy
the operational requirements necessary to protect public
health safety?

This Question was specifically identified by 19 respondents.
Fourteen of these provided an answer that was more than a one word
answer. Some gave one answer to gquestions 1.1.1la, b and c.

Since most specific respondents had stated adequacy of the
regulations in question 1.1.la this qQuestion is somewhat moot.
With a choice between specific or performance requirements most of
those that made a selection selected performance regquirements.
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Many recommended the endorsement of the industry efforts.

SECTION TWO
DEDICATION OF COMMERCIAL GRADE PRODUCTS FOR USE IN
SAFETY-RELATED STRUCTURES, SYSTEMS AND COMPONENT APPLICATIONS

2.1.1 Should the Commission establish specific
requirements or performance-based requirements to ensure
that commercial grade products being dedicated for use
in safety-related nuclear power plant structures,
systems and components satisfy the operational

requirements necessary to protect public health and
safety?

. This question was specifically identified by 21 respondents.
Twenty of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.1.1 and 2.1.2 and
others gave one answer to 2.1.1, 2.1.2, 2.5.1a, 2.5.1b and 2.5.2.

In the portion of the ANPR that dealt with the dedication process,
that is section 2, there was not a question of "adequacy” of the
current regulations that was similar to question in section 1 for
the products procured for use in safety-related structures,
systems and component applications. That is question 1.1.1a. In
general the answer for licensees and non-licensees was no - don’"t
establish any more requirements. Many stated that the endorsement
of NCIG-97 by Generic Letter 89-02 had accomplished the
establishment and that "action was adequate.

2.1.2 Should NRC regulations be revised to endorse and
incorporate by reference, the Iindustry codes, standards,
or guidance documents for dedication programs of
commercial grade products for use in safety-related
structure, system and component applications?

This question was specifically identified by 19 respondents.
Fifteen of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.1.1 and 2.1.2 and
others gave one answer to 2.1.1, 2.1.2, 2.5.1a, 2.5.1b and 2.5.2.

The general and emphatic response was no change in regulations.
Those that favored regulations did so with some conditions. Most
favored endorsement of industry documents via a less rigid
regulatory document such as regulatory guides, policy statement,
or standard review plan section.

2.5.1a Are there any other agency/organization
standards or programs there should be adopted for use in
upgrading commercial grade products for use in safety
related systems?

This question was specifically.identified by 17 respondents.

Fifteen of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.5.1a and 2.5.1b and
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others gave one answer to 2.1.1, 2.1.2, 2.5.1a, 2.5.1b and 2.5.2.

Numerous documents, standards or programs were identified. These
included but were not limited to UL (Underwriters Laboratory), M
(Factory Mutual) and foreign systems. The latter may be of more
interest when the new European Common Market initiatives become
effective. In most responses the industry efforts by NUMARC were
identified.

2.5.1b Should these standards or programs be endorsed
by NRC regulations?

This question was specifically identified by 17 respondents.
Thirteen of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.5.1a and 2.5.1b and
others gave one answer to 2.1.1, 2.1.2, 2.5.1a, 2.5.1b and 2.5.2.

In general the answer was a no to the use of regulations. Those
commentors that appeared to be aware of the difference of
regulatory posture of a regulation and other regulatory documents,
for example regulatory guide, were specific in that the vehicle
should be by a less rigid regulatory document than a regulation.

2.5.2 Are there other alternatives that could provide
the necessary assurances?

This question was specifically identified by 17 respondents.
Thirteen of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.5.2 and 2.5.3 and
others gave one answer to 2.1.1, 2.1.2, 2.5.1a, 2.5.1b and 2.5.2.

The responses to this question were somewhat blurred with the
responses to question 2.5.1la which asked about "other agency /
organization standards or programs''. Many in responding to this
referenced the NUMARC efforts.

2.5.3 To what extent should any existing controls or
any additional controls being contemplated in the ANPR
be extended to nonsafety-related applications in
"balance of plant" structures, syvstems and components?

This question was specifically identified by 16 respondents.
Thirteen of these provided an answer that was more than a one word
answer. Some gave one answer to questions 2.5.2 and 2.5.3 and
others answered the question by reference to another answer.

In general the answer was don’t extend to "balance of plant”
(BOP). Just what the scope of BOP meant in the ANPR apparently
was not clear to the respondents. A minority responded with yes
if it had an effect on plant performance. Some said that if BOP
meant “"non-safety” or “"other than safety related"” then don’t
extend the controls. Some stated that if the efforts for the
components that were procured via Appendix B or the dedication
process were cost effective they would be extended by the
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IYPICAL RESPONDEDS

SECTION ONE
PRODUCTS PROCURED FOR USE IN
SAFETY-RELATED STRUCTURES, SYSTEMS AND COMPONENT APPLICATIONS

1.1.1a In view of the problems that have been detected with
substandard, counterfeit, or fraudulently marketed products. do
the Commission s current regulations provide adequate criteria for
ensuring the acceptability of purchased products?

SECY_005 Licensee

1.1.1a It is believed that the Commission”s current
regulations provide adequate criteria for ensuring the
acceptability of purchased products. Implementation of the
existing criteria is the responsibility of the licensed utility.
While we believe that the current regulations are sufficient, a
kegulatory Guide providing additional interpretations of
acceptable implementation of the regulations would be an
acceptable approach. This would allow the utilities the latitude
to commit to the implementation guidelines of the Regulatory Guide
or offer acceptable alternatives.

SECY_020 Designer

1.1.1a / 1.1.1c . - Presently, 19CFR50, Appendix B is utilized as
the controlling quality assurance program document for both
utilities and their suppliers. In today’ s environment, it has
become clear that a new governing quality assurance program
document is needed for suppliers if the nuclear industry is to
assure they are receiving an acceptable product.

On a supplier basis, 10CFR50, Appendix B has the following
deficiencies:

1. The overhead costs associated with maintaining such a
program are forcing an increasing number of suppliers to
drop their 10CFR50, Appendix B programs.

2. Current 10CFR50, Appendix B program requirements are not
performance based in many areas. Internal audit and
corrective action programs will not be maintained by
suppliers when nuclear orders represent less than 3% of
their workload. )

3. Suppliers” controls over their subtier suppliers can be
very weak and still comply with 10CFR50@, Appendix B. Many
suppliers qualify subtier suppliers strictly on receipt
inspection results. Receipt inspection, however, cannct
verify many key physical and performance parameters.
Normally no source inspections are performed. When audits
are performed, supplier auditors except for Section III
suppliers, do not have to meet any specific regulatory
qualification requirements.
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4. Design control requirements do not emphasize that for
replacement parts the supplier has to evaluate any design
changes to assure the item is either like-for-like or
equivalent to the item being replaced.

These new supplier qQuality assurance program requirements should
highlight the necessary controls to have a credible product
acceptance program. Suppliers normally would have better
capabilities than utilities to have an effective product
acceptance program because they:

(1) Better understand the product

(2) Know the acceptance criteria

(3) Have better leverage over subtier suppliers
(4) Have greater product testing capabilities

If the NRC’s goal of preventing the introduction of fraudulent or
substandard parts is to be effective, more pertinent controls
related to product acceptance must be invoked. Meanwhile,
nonperformance related regquirements should be eliminated to assure
supplier support for the new program.

In cases where a supplier refuses to implement a nuclear quality
assurance program, the methods outlined in NCIG/EPRI NP-5652
should be used for product acceptance whether the item is nuclear
unique or commercial grade. Thus, for all items intended for
safety related applications acceptance should be based

on either:

(1) implementation of the new supplier quality assurance
program regquirements or

(2) a product acceptance program based on NP-5652

SECY_033 Technical Society (Committee #1)
This review by ... committee members is not to be construed as an
approval or endorsement of the subject notice by .... Rather, the

review was performed and comments are submitted as a constructive
public service for the purpose of improving future revisions of
the subject document. In the time frame available for review and
comment, the opinions and comments generated, by necessity,
represent those of the reviewers and the consensus is that of the
individual committees rather than that of the .... ... At this
point however, we believe the key issues should deal with the
general questions of 1) the need for additional rules and, if
rules are determined necessary, what level of detail is
appropriate, 2) the need for additional requirements in
appropriate codes and standards that could be endorsed in NRC
rules or regulatory guides, or 3) the need for more limited-scope
guidance or work practice documents produced by standard groups or
industry sponsored activities that could be voluntarily adopted.
--- The ... Committee believes the current regulatory framework
(10 CFR 50, Appendix B and Regulatory Guides 1.28 and 1.33)
provides an adequate basis for assuring acceptable quality for the
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nuclear industry. New rules for quality programs are not required
to address the substandard and fraudulent material issue. Quality
programs implementing the current requirements and guidance have
proven effective for the vast majority of licensee, contractor or
supplier activities. However, it is desirable to take further
non-mandatory actions to reduce the risk that substandard or
fraudulently marketed products will be undetected. ... The most
effective way to assure the guality of the product is for the
purchaser to undertake actions that are independent of the
supplier. ... The ... Committee believes that the recent cases
of substandard or fraudulently marketed products were not caused
by the lack of detail rules or inadeguate quality standards. or
codes for nuclear power plants and do not dictate a need for more
prescriptive regulations. However, it may require a reemphasis or
a stricter adherence to existing regulations and requirements of
the applicable codes and standards. Additional rules for quality
programs do not appear warranted at this time. Some of these
incidents appear to be examples of parties acting in bad faith or
criminal actions which would never be totally preventable with any
amount of increased rulemaking or increase in prescriptive detail
in codes and standards. In lieu of more rulemaking in the quality
program area, it would appear that the best deterrent is
legislation making these criminal acts more of a risk and less
profitable to the perpetrators.

Increased technical involvement in the identification of specific
technical reguirements during the procurement process, testing of
products, auditing. and receiving inspection used in nuclear power
plants should be encouraged.

SECY_033 Technical Society (Committee #2)

... However, the concern is not related to the response to a
number of questions but rather to the determination of whether or
not requirements to preclude recurrence currently exist. Based on
the history of nuclear power construction activities and the
overwhelming success of the current requirements in assuring the
quality of purchased material, items and components, new rules for
programs related to procurement and supply are not warranted.

What is warranted is a shift in responsibility to reflect the
shift in the industry from plant construction to operation,
maintenance and modification. ... Basically, the purchaser must
recognize that, although documentation is a requirement. the
quality of material, items and components is best determined by
monitoring the supplier, witnessing supplier activities associated
with producing the product and increasing reliance on effective
receipt inspection including, as deemed necessary, appropriate
testing or verification of item characteristics. The importance
of, and a reliance on, the reguired documentation comes into play
when a purchaser determines the quality of supplier product in the
above fashion. -

SECY_049 Licensee

1.1.1a, 1.1.1b, 1.1.1c 10CFR50 Appendix B when utilized with
ANSI N 45.2, ANSI N45.2.13 and ANSI/ASME NQA 1 along with their
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corresponding regulatory guide endorsement, are felt to contain
adequate criteria for ensuring the acceptability of purchased
items. The concern with the regquirements is not in their content,
but in their interpretation, application, and implementation. All
nuclear QA procurement programs have been developed based upon
these requirements.

These requirements must be implemented to achieve an effective
product acceptance program rather than to achieve regulatory
compliance. An effective product acceptance program reguires
continual re-evaluation and adjustment to address current industry
issues. (e.g. substandard, counterfeit, fraudulent materials and
products). More specific regulations to improve current program
effectiveness would have to contain detailed information to
address all procurement scenarios with a minimum of
interpretations and implementations. Such regulations would
significantly limit the flexibility required to maintain the
program effective over time. Without this flexibility any program
can be only temporarily effective.

As the development and subsequent issue of new requirements can be
a time consuming process, it is recommended that the present
requirements be supplemented with industry developed guidelines.
NUMARC has recently endorsed one guideline on Commercial Grade
Dedication developed by EPRI and NCIG. Several additional
guidelines on procurement are also in process of development.
These activities and guidelines should be supported by the NRC.

Guidelines present the ability to convey and describe more detail
on effective implementation than "requirements” generally allow.
They also would better maintain themselves current with industry
issues through revisions initiated by the industry as appropriate.

SECY_053 Public Interest Organization

1.1.1a ... The solution is for the NRC to impose specific,
highly prescriptive regulatory requirements to ensure that
licensee programs will in fact detect substandard, counterfeit,
and fraudulent material before it is used in the plant.

SECY_058 Licensee

1.1.1a Current regulations provide criteria for acceptability
of purchased products. However., clarification regarding
application of the criteria may be advantageous to address
utilization of commercial grade materials and to screen out
substandard materials.

SECY_o061 Licensee

l1.1.1a - 1.1.1c: ... agrees with NUMARC - "Fraud is best detected
by vigilant. trained personnel who correctly implement
“regquirements” in their day-to-dayv practices”™ and that 10 CFR 50.
ANST N45.2.13 and NQA-1 ... contain sufficient requirements.”

1.1.1b If the current regulations are considered to
provide adeguate criteria, how should they be applied to
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ensure that substandard. counterfeit, and fraudulently
marketed products are detected and precluded from use 1Iin
nuclear power plants?

SECY_003 Supplier

1.1.1b Critical characteristics need to be evaluated on a
periodic basis by the end user. This is done by performing all
necessary tests on statistically similar lots.

SECY_010 NSSS

1.1.1b One area that seems to have room for some enhancement
concerns the specification of design criteria for the replacement
hardware. The original specification seems to be adequate but the
backfitting of design changes or hardware changes as they relate
to the supply of spare and replacement parts for the original
hardware stiff could use some work. It seems that imposing the
original requirements on a piece part is sometimes an impossible
task. But these are the issues that are addressed by the
industry’'s Nuclear Construction Issues Group (NCIG) and NUMARC
program recommendations. The methodologies proposed by the NCIG
Group for Commercial Grade Items (CGI) address CGI very well but
the same type of dedication and receipt inspection process is
essential for both safety-related, quality augmented and non-
safety related hardware.

SECY_020 Designer

1.1.1b See response above in 1.1.1a.

SECY_031 Licensee

1.1.1b Utilities should assess the risks posed by such

products, and use procurement requirements such as supplier
surveillance, supplier audit, special purchase order clauses and
receiving inspection techniques believed to effectively alleviate
the possibility for using such products where a potential hazard
to plant safety may exist. Perspective should be maintained as to
the real risk posed to nuclear safety represented by such items
when combined with the overall nuclear design, installation and
maintenance programs.

The ANPR does not adequately recognize the difficulties posed by
the existing nuclear supplier situation and current condition of
the nuclear industry which continues to suffer from the imposition
of retroactive requirements thereby creating continuing challenges
to the design basis and configuration management. Lack of
detailed equipment design drawings, proprietary information and
equipment obsolescence are some typical complications which create
extremely difficult engineering problems at a very intricate level
atypical to normal utility engineering projects.

Licensee is undertaking program enhancements, which are applied as
deemed warranted by engineering review to reduce the possibility
of using SCFMP. ({substandard, counterfeit or fraudulently
marketed products)} licensee is continuing to evaluate additional
control mechanisms while the existing control tocls are being
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implemented based on assessment of risk, cost and capabilities.
Based on the dynamic nature of these efforts, utilities will need
to focus efforts on the specifically identified problem areas in
the near term to address NRC concerns and assess the
effectiveness/ costs while Joint industry action initiatives aimed
at efficient long-term soclutions continue.

SECY_040 Licensee

1.1.1b See response above in 1.1.1a.

SECY_e42 NSSS

1.1.1b Current regulations should be enforced to ensure that

QA programs which fully meet 10CFR50 Appendix B requirements are
both developed and utilized by the utilities and all suppliers in
the procurement cycle. Emphasis should be placed on monitoring
those products that offer incentives to counterfeiters, that is,
safety related, out of production/ obsolete, high volume or high
dollar parts. Because of the financial incentives, many third
parties and others elect to buy commercial grade parts and attempt
to dedicate them rather than buy from a supplier who can provide
the same part as safety related under a 19CFR5@ Appendix B
program. Procurement from a supplier with an Appendix B program
should be the preferred approach.

SECY_e58 Licensee

1.1.1b Proscriptive criteria should not be established. The
NRC endorsement of the Electric Power Research Institute’s Nuclear
Construction Issues Group (EPRI NCIG) and Nuclear Management and
Resources council programs should provide the methodology for
detection of substandard or fraudulently marketed

products.
SECY_o0s61 Licensee
1.1.1b See response above in 1.1.1a.

1.1.1c If the current regulations do not provide
adegquate criteria. should the Commission establish
specific requirements or performance-based requirements
to ensure that products purchased for use in nuclear
power plant structures, systems and components satisfy
the operational requirements necessary to protect public
health safety?

SECY_001 Supplier

1.1.1c The Commission should establish a performance based
requirement for the entire industry, and forbid the industry from
moving out of the requirement so suppliers can have a thorough
understanding of the entire industry and its requirements.

" SECY_002 Individual _

1.1.1c Due to the nature of fraud, specific new regulations
will never cover all possible manifestations of this problem. A
general requirement, that personnel that specify receipt
inspection and dedication criteria, as well as personnel that
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perform vendor audits and receipt inspection, be made aware of apd
trained in the detection of fraudulent products would be the most
effective new regulation.

SECY_012 NSSS

1.1.1c Performance based criteria can be a valuable basis for
establishing adegquacy of parts, however, the wide variety of parts
and applications for those parts in nuclear power plants would
make it impractical for the Commission to establish general
criteria that would be appropriate for all potential users.
Licensee incoming inspection/tests should be adequate. Assurance
needs to be developed on the compatibility between supplier and
licensee tests. As an alternative it is recommended that
individual users be advised to develop and apply performance based
criteria, appropriate to the intended applications, for safety-
related parts.

SECY_020 Designer

1.1.1c See response above in 1.1.1a.

SECY_021 Services

1.1.1c Both specific requirements and performance based

requirements will be necessary.

SECY_040 Licensee

1.1.1c¢ See response above in 1.1.1a.

SECY_042 NSSS

1.1.1c Consistent application and enforcement of current

19CFR50 Appendix B programs is paramount to developing acceptable
vendors and producing high quality parts. Consider the following
situations:

1. Original Part - Safety Related
a) Original part no longer available
2. Original Part - Commercial Grade Dedicated to Safety Related

a) Changes made to design of original part (vintage)
b) Original part no longer available
3. Replace Original Safety Related Part with Commercial Grade
a) Changes made to design of original part (vintage)
b) Original part no longer available

In each of these situations, any changes in the part from the
original must be identified and evaluated for possible effects on
capability of the part to perform its intended safety functions or
the part must be qualified independently.

Part 5@ Appendix B, III, "Design Control" requires the following
with respect to any changes:

"Design changes, including field changes, shall be subject to
design control measures commensurate with those applied.to the
original design and be approved by the organization that performed
the original design unless the applicant designates another
responsible organization."”
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A major difference exists between the circumstances of procuring
parts for a nuclear power plant under construction and procuring
replacement parts for a nuclear power plant that is in operation.
In the case of a plant under construction. there is a strong
engineering design organization intimately involved in the
specification, procurement and acceptance of components. After
the plant goes into operation, that strong engineering team
generally is not intimately involved in the procurement cycle.
Most quality assurance programs were established prior to
construction with the presumption of intimate involvement of the
design engineering organization which by its very nature was
knowledgeable of the safety functions performed by each of the
components in the plant. Quality assurance programs as they
relate to procurement of components which are to be relied upon to
perform any safety functions should be amplified to reflect this
difference and to ensure that the .intent of Appendix B referenced
above is met. There must be appropriate involvement of
engineering personnel who are knowledgeable in all respects
related to, and who have acquired access to any necessary
proprietary information needed to perform the evaluations
necessary for ensuring that replacement parts are properly
qualified.

SECY_053 Public Interest Organization

1.1.1c The NRC should establish specific and prescriptive
requirements. Performance-based requirements are too broad and
vague, leaving too much discretion to the licensees, thereby
creating the potential for licensee programs of varying
effectiveness. This is precisely the situation we have now,
resulting from the vague, performance-based requirements of 1¢ CFk
50 Appendix B.

SECY_061 Licensee
1.1.1c See response above in 1.1.1la.
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SECTION TWO
DEDICATION OF COMMERCIAL GRADE PRODUCTS FOR USE IN
SAFETY-RELATED STRUCTURES, SYSTEMS AND COMPONENT APPLICATIONS

2.1.1 Should the Commission establish specific
requirements or performance-based requirements to ensure
that commercial grade products being dedicated for use
in safety-related nuclear power plant structures,
systems and components satisfy the operational
requirements necessary to protect public health and

safety?
SECY_002 Individual
2.1.1, 2.1.2 NRC Generic Letter 89-02 by conditionally

endorsing the guidelines contained in EPRI NP-5652 "Guideline for
the Utilization of Commercial Grade Items in Nuclear Safety-
Related Applications (NCIG-©07)" has already accomplished this.

SECY_004 Services

2.1.1 No. The staff has already conditionally endorsed
industry guidance (e.g. EPRI NP 4652) in Generic Letter 88-02. A
whole series of comprehensive guidelines and evolving "acceptable”
practice is in motion.

Finally, the NRC staff presentation at the NRC Information
Conference, Session 2, "Substandard Material and Equipment”, held
in Washington, DC on April 18, 1988 clearly indicated that the NRC
recognizes the positive contribution by industry. An actual
quotation from a recent NRC dialog with industry is provided in
response/comment 1.1.32.

SECY_005 Licensee

2.1.1 As discussed in gquestion 1.1.la, existing Commission
rules and regulations are in fact adequate to ensure that
commercial grade products being dedicated for use as well as
safety-related products satisfy operational requirements. The
qQuestion deals with the fact that implementation of existing
requirements vary from utility to utility. Therefore, it appears
that some level of performance based requirements should be
established to more adequately standardize implementation of
existing regulations within the nuclear power industry. The
performance based requirements should center on an individual
product’ s capability to meet its intended application as defined
by specific engineering evaluations.

SECY_oeZ20 Designer
2.1.1 ... The NRC should emphasize, however, that if suppliers
are performing the commercial grade item acceptance process, the

suppliers” acceptance/ dedication program shall also conform with
NCIG/EPRI NP-5€652.

SECY_028 Licensee

2.1.1, 2.1.2, 2.5.1a, 2.5.1b, 2.5.2 Although it is agreed
that NRC endorsement of industry documents is not necessary,
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licensee believes that an NRC position statement on such documents
would be beneficial.

SECY_042 NSSS

2.1.1 NSES believes that a policy statement and a subsequent
regulatory guide on commercial dedication would be appropriate and
could be put in place sooner than any new rule. Consistent
application and enforcement of current 19CFR5¢0 Appendix B programs
is paramount to developing acceptable vendors and producing high
quality parts... ... After the plant goes into operation. that
strong engineering team generally is not intimately involved in
the procurement cycle. Most gquality assurance programs were
established prior to construction with the presumption of intimate
involvement of a design engineering organization which by its very
nature was knowledgeable of the safety functions performed by each
of the components in the plant. Quality assurance programs as
they relate to procurement of components which are to be relied
upon to perform any safety functions should be amplified to
reflect this difference and to ensure that the intent of Appendix
B referenced above is met. There must be appropriate involvement
of engineering personnel who are knowledgeable in all respects
related to, and who have acquired access to any necessary
proprietary information needed to perform the evaluations
necessary for ensuring that replacement parts are properly
gualified.

SECY_049 Supplier )

2.1.1 Commercial grade products being dedicated for safety-
related nuclear power plant applications are generally not
supplied in compliance with 10CFR Part 59 Appendix "B" and 1@CFk
Part 21. As such, it appears that more stringent control, like
requirements for traceability and destructive inspection testing
of critical components, as well as routine functional testlng
during product acceptance should be considered.

SECY_053 Public Interest Organization

2.1.1 For the reasons stated above, the NRC should establish
specific, prescriptive requirements for dedicating commercial
grade products for use in safety-related applications in nuclear
power plants.

2.1.2 Should NRC regulations be revised to endorse and
incorporate by reference, the industry codes, standards.
or guidance documents for dedication programs of
commercial grade products for use in safety-related
structure, system and component applications?

SECY_002 Individual

2.1.2 See response above in 2.1.1.

SECY_004 Services

2.1.2 Yes. Endorsement by NRC precludes the moving target of
acceptability and differing interpretations inherent in
“"regulation by precedent”. The NRC conditional endorsement of
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EPRI NP5652 (NCIG-97) in Generic Letter 835-0Z should be the
beginning. Only through a standard set of criteria and acceptable
practice will the NRC and industry be cost-effectively and rapidly
ferreting out poor performance and improve on overall industry
performance. '

SECY_010 NSSS
2.1.2 No, endorsement of flexible industry developed guidelines
is preferred. .

SECY_9012 NSSS

2.1.2 No, regulation is not needed. What would be helpful

- would be for the NRC to formally endorse, via guidance documents
such as SRP°s, or Regulatory Guides appropriate industry
standards. so that vendors have clear indication of what NRC will
find acceptable.

SECY_031 Licensee
2.1.2 YES. The NRC's intent would be clarified by this action.

The industry actions to improve commercial grade programs via
industry consensus documents in cooperation with the NRC are
significant advances which will act to improve procurement of
commercial grade items for safety related use.

SECY_042 . NSSS
2.1.2 ... A regulatory guide on commercial dedication will be
beneficial to help assure consistent interpretation....

SECY_053 Public Interest Organization

2.1.2 Incorporation of industry codes, standards, and guidance
documents should be done only if the NRC determines that these
documents do in fact embody the activities and actions which the
NRC deems to be necessary for an effective upgrade program.

2.5.1a Are there any other agency//organization
standards or programs there should be adopted for use Iin
upgrading commercial grade products for use in safety
related systems?

SECY_005 Licensee

2.5.1a The only standard that currently exists is NCIG-07
generated by EPRI which provides a methodology for commercial
grade product upgrade.

SECY_007 Committee

2.5.1a, 2.5.1b, 2.5.2 We believe EPRI-NP5652 provides the
necessary guidance for the dedication process for the use of
¥commercial grade products in safety-related systems. We do not
currently envision a need for endorsement of other standards or
alternatives.

NRC endorsement of industry documents is not necessary. Because

such endorsement by its very nature could not be dynamic enough to
respond to rapidly changing situations. such endorsement may not
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be beneficial to achieving the goal of providing appropriate
protection to public health and safety. Further NRC regulation is
not appropriate unless the industry initiatives are unable to
satisfactorily address the underlying problems related to
procurement activities:; those activities are progressing at an
appropriate rate and the industry should be given the opportunity
to address and resolve those problems.

SECY_028 Licensee

2.5.1a, 2.5.1b, 2.5.2 Although it is agreed that NKC
endorsement of industry documents is not necessary, licensee
believes that an NRC position statement on such documents would be
beneficial.

SECY_042 NSSS
.2.5.1a The industry recommends four methods for commercial
"dedication.

These methods should compliment the dedicators Appendix B
responsibilities A regulatory guide on commercial dedication will
be beneficial to help assure consistent interpretation. NSSS
endorses NRC comments to the industry as discussed in Generic
Letter 89-02, specifically: Acceptance Method 2, "Commercial-Grade
Survey of Supplier,” should not be employed as the basis for
accepting items from suppliers with undocumented commercial
Quality control programs or with programs that do not effectively
implement their own necessary controls. Likewise, Method 2 should
not be employed as the basis for accepting items from distributors
unless the survey includes the part manufacturer(s) and the survey
confirms adegquate controls by both the distributor and the part
manufacturer.

Acceptance Method 4, "Acceptable Supplier/Item Performance

kecord,” ghould not be employed alone unless:

a. The established historical record is based on industry-wide
performance data that is directly applicable to the item’s
critical characteristics and the intended safety-related
application; and

b. The manufacturer s measures for the control of design,
process, and material changes have been adequately
implemented as verified by audit (multi-licensee team audits
are acceptable).

The NRC has further stated that if properly and effectively
implemented. the industry methods would satisfy existing
reguirements.

NSSS has faced the same issues of proper and effective programs
and implemented a program in 1984 to solve the problem of
diminishing support by the original equipment manufacturers.

Based on the knowledge gained by NSSS

in the Commercial Dedication Program over the past five years. the
following are some key elements of a proper and effective program.
o Any changes in a part from its original form, fit and
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function must be identified and evaluated for possible
effects on the capability of the part to perform its intended
safety functions or the part must be qualified

independently.

o The program must include a strong basis for demonstrating
qualification of the final item. Significant attention must
be given to establishing a tie to previous qualification of
the item or to present qualification, if necessary. This
effort should reference specific testing reports or analysis,
complying with IEEE 323 & 344. and similar documents. Also.
a technique for establishing the tested specimen’s physical
configuration should be developed.

o) The "critical characteristics”™ of the item must recognize the
need for a tie to the original gqualification.
o Dedicators should have a close working relationship with the

manufacturer in order to gain access to the necessary
information and to affect the necessary changes in the
manufacturing operation. Preference should be given to a
dedicator with this type of relationship.
As discussed by the NRC at the Regulatory Information Conference
in April 1989,

a larger fraction of safety-related equipment and material is
being procured by intermediate suppliers and “"upgraded” to
nuclear-grade for use in safety-related applications. The
intermediate suppliers may not necessarily have all the correct
engineering, design and material drawings, and specifications for
the item being upgraded and, as well. mayv have no way of knowing
with certainty if the item has been altered since original
manufacture.

2.5.1b Should these standards or programs be endorsed
by NRC regulations?

SECY_005 Licensee

2.5.1b It would be appropriate for the NRC to endorse NCIG-07
with the additional requirement that alternative methods for
dedication proven acceptable by individual licensees would be
appropriate.

SECY_00o7 Committee
2.5.1b See response above in 2.5.1a.
SECY_012 NSSS

2.5.1b No, regulation is not needed. What would be helpful would
be for the NRC to formally endorse, via guidance documents such as
SRP“s, or Regulatory Guides appropriate industry standards, so
that vendors have clear indication of what NRC will find
acceptable.

SECY_028 Licensee
2.5.1b See response above in 2.5.1a.
SECY_042 NSSS
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2.5.1b A policy statement and regulatory guide on commercial
dedication will be beneficial to help assure consistent
interpretation.

2.5.2 Are there other alternatives that could provide
the necessary assurances?

SECY_o001 Supplier

2.5.2 In my opinion, the NRC has ignored the military
procurement/quality system. This system with its continual
monitoring at the suppliers location should provide the necessary
quality levels for the industry.

SECY_o0oe4 Services

2.5.2 In recent years we have all seen a return to the realization
that engineering involvement is necessary and appropriate. A
"cook-book" or "fill-in the blanks"” approach is not adequate,
rrudent, or a basis to ensure technical adequacy. This trend back
to reasonable engineering must be encouraged by recognizing
application driven engineering differences exist. The review,
whether NRC or industry, must be performance based to preclude not
"punishing” engineering, which may be excellent, on the basis that
it does not fit some one’s checklist.

In addition, the implication that the 10 CFR 50 Appendix B
vendor which has a product which is superior in quality to a non
10 CFR 50 Appendix B vendor must be corrected. A utility may and
should be encouraged to select the best technical product, using a
thorough Commercial Grade Item Dedication Process, to demonstrate
adequacy. This places control in the hands of the licensees and
will minimize (although obviously not completely prevent)
fraudulent and counterfeit products provided by a supplier hiding
behind a 1¢ CFR 50 Appendix B, 10 CFR 21, and "Proprietary"”
programs. '

SECY_012 NSSS _

2.5.2 Not all devices sold domestically are manufactured in
this country. A potential source of additional guidance is the
Canadian Set Enforcing System and Quality Plan. The NRC needs to
recognize the existence and applicability of gquality standards
adopted by foreign manufacturers who produce gquality products for
application in the U.S. In addition the NRC should closely
coordinate its efforts with the principal NSSS vendors, with
NUMARC., ANSI, ASQC, etc. to assure high quality inputs and
sensible solutions.

SECY_031 Licensee

2.5.2 YES. The NRC endorsement could be through a generic
letter as opposed to formal rulemaking.

SECY_042 NSSS

2.5.2 Commercial dedication should be implemented in

situations only when manufacturers are unwilling or it is
impractical to manufacture under an Appendix B program.
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Preference should be given to manufacturers or manufacturers’
authorized agents for performance of commercial dedication due to
their ability to access design and other information beneficial to
the dedication process.

2.5.3 To what extent should any existing controls or
any additional controls being contemplated in the ANPR
be extended to nonsafety-related applications in
"balance of plant"” structures, systems and components?

SECY_001 Supplier

2.5.3 If it can be determined that a component would have no
impact on the plants performance, the no controls should
necessary.

SECY_004 Services
2.56.3 The drive to meet the Performance Indicators promulgated
by both Industry and NRC and a greater emphasis on engineered
solutions to problems will lead to improvements in balance of
plant. The addition of regulations to Balance of Plant would lead
to disincentive due to:
Increased complexity and perceived personal risk to make
improvements requiring regulatory oversite driven review.
Increased costs and resultant incentives for producers to
provide fraudulent and counterfeit products.
Diffusion of accountability and responsibility
. Potential for the economic ruin of the nuclear power plant
option in the US.

SECY_005 Licensee _
2.5.3 We do not believe that extending these controls to non-
nuclear-safety or balance of plant items is appropriate at this
time.

SECY_01le NSSS

2.5.3. ... Implementation of such guidelines should be
voluntary on the part of the various utilities and need not be
endorsed or used as an evaluation criteria by the NRC as they
expand their inspections to the non-safety related and Balance of
Plant structures, systems and components.

SECY_012 NS5S _

2.5.3 If a structure, system, component, or piece part is
determined to be nonsafety-related there appears to be little
jJustification to apply a level of control designed for safety-
related structures, systems, components, or piece parts. Non
safety-related structures, systems, components, or piece parts are
given no credit in accident mitigation and are analyzed to assure
that their failure can not contribute to an event. Therefore, the
issue of upgrading such hardware should center on economics of
operation rather than overstretching some tenuous connection to
safety of the public.

SECY_053 Public Interest Organization
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2.5.3 was answered by reference to 1.1.32 This question really
involves the adequacy of the designation of certain portions of

nuclear power plants as safety-related with the remainder as non-
safety-related. The present designation is widely recognized as
being unsatisfactory and too exclusive, as failures in non-safety

systems can challenge safety systems. It would be appropriate for
the NRC to consider rulemaking to expand the definition of safety-
related, or to add a new designation, e.g., potential to affect

safety, which would include those systems, failure or malfunction
of which could challenge or interact with a safety related system.
Before any such rulemaking is enacted, it is appropriate for the
NRC to begin to incorporate such a definition into new
requirements, such as the instant proposal.

SECY_058 Licensee
2.5.3 was answered by reference to 1.1.32. The items discussed in

paragraphs 1.1.1 through 1.1.31 should relate only to safety
related components. Extension of the requirements necessary for
safety-related components to the rest of the population is
unwarranted and would be extremely expensive. Prior to any
action. to extend these requirements to other than safety-related
components, a detailed assessment of the economic impact upon the
licensees should be performed. The impact upon ratepayers could
be extremely adverse.
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NUCLEAR MANAGEMENT AND RESOURCES COUNCIL

1776 Eye Street, N.W. o Suite 300 » Woshington, DC 20006-2496
(202) 872-1280

June 26, 1989

Mr. Frank J. Miraglia
Associate Director for Inspection

and Technical Assessment
Division of Nuclear Reactor Regulation
U. S. Nuclear Regulatory Commission
Washington, D. C. 20555

Dear Mr. Miraglia:

The purpose of this letter is to provide you with information regarding
the current and planned activities of the NUMARC Nuclear Equipment Procurement
(NPEP) Working Group. NUMARC agreed to provide this information in a previous
meeting held with you and your staff.

The Working Group is continuing to actively pursue improvements to
industry procurement practices. Attachment 1 is the Working Group Position
Paper, which describes the current focus of the Working Groups’s efforts.

As noted in the paper, the Working Group is investigating improvements in

the areas of vendor audits, joint vendor audits, receipt inspection, dedication
programs, obsolescence, detection of fraudulent activities, and information
exchange. In the area of joint vendor audits, the NSQAC and CASE organizations
are in the process of merging into a new nuclear utility joint audit
organization. NUMARC has established and is continuing dialogue with the

new organization to help ensure that its objectives are consistent with the
needs of industry.

Attachment 2 provides the current action plan of the Working Group,
including schedular milestones. The dates indicated for deliverables are
current best estimates. We will continue to keep you informed of further
developments in the activities of the Working Group.

If you desire additional information regarding the activities of the
Working Group, or have any questions, please contact me or Alex Marion of
the NUMARC staff.

Sincerely,

Wl Hptre

William H. Rasin
Director, Technical Division

WHR/reb
Attachments
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Attachment 1

NUCLEAR PROCUREMENT ISSUES

INTRODUCTION

During the past couple of years, the NRC has published, in Information Notices
and Bu11etihs, examples of deficiencies in vendor audits by licensees, receipt
inspection and testing, dedication of commercial grade items, and identified
examples of ingress of substandard and fraudulent materials. These examples
suggest that industry procurement quality programs are in neéd of reexamination
and possible improvement. It is recognized by both utilities and the NRC

that the intent of 10CFRS0 Appendix B was to assure quality through good

faith cooperation between suppHersl of products and services and end-user

utilities. Appendix B was not developed to detect fraudulent practices.

The NUMARC Nuclear Plant Equipment Procurement (NPEP) Working Group was formed
to provide unified nuclear industry interaction with NRC management on concerns
re]afing to procurement activities, coordinate industry activities and consider
industry initiatives relating to the improvement of procurement practices.

The Working Group concluded that present procurement process controls require
changes to address the noted deficiencies and at the same time address the
impact of fraudulent suppliers and false certification. Improvements in

supplier audit methodology, procurement practices, surveillance/source

1 For the purposes of this paper, the term supplier includes
manufacturers, vendors and djstributors.



inspection, receipt inspection, post-receipt testing practices and dedication
programs are warranted for long term resolution of industry concerns and NRC.
The key aspects of the procurement process that need to be addressed to ensure
the quality of procured items are content of procurement documents, source

inspections, audits of suppliers, and receipt inspection and testing.

This position paper offers several considerations relating to elements of
the industry procurement and quality programs where improvements are warranted.
These considerations represent the current focus of Working Group efforts.
Other considerations will be addressed as they are identified for further

action and resolution.
PROCUREMENT

Changes to several key aspects of general procurement practices can
significantly improve procurement quality programs and at the same time
minimize the impact of fraudulent practices. The Working Group believes

that the commitment of proper resources is important to assure product quality
is specified and verified. This includes the participation of necessary
engineering personnel in the development of meaningful procurement documents,
in the receipt inspection and testing process, and in the performance of
technical product audits to assure the technical performance capability of

purchased items is verified.

Another recommended change is to specify new products and to procure items

through normal supply channels. This involves direct procurement and shipment

2



from the manufacturer, ie. drop shipment, or through authorized suppliers with
traceability to the original manufacturer as appropriate. This requires
specification of performance characteristics and verification by surveillance

and/or testing that the product will perform as required.
VENDOR AUDITS

A comprehensive vendor/supplier audit program focuses on two different types
of audit approaches: PROGRAM and HARDWARE audits. PROGRAM audits review
administrative controls and implementation. HARDWARE audits assess

manufacturing process controls, design, inspection and test activities.

The PROGRAM audit is performed of suppliers of nuclear grade materials and
services and has been the primary means for verifying quality activities of
suppliers. The frequency of audits is determined by regulatory requirements
and by the past performance of the supplier based on the results of past
audits. This PROGRAM or HORIZONTAL audit assesses the adequacy of written

QA Programs to regulatory requirements, completeness and application of the
program to the items being procured. These audits examine the_quality program
requirements necessary for the supplier organizations providing items and

services to the nuclear industry.

The HARDWARE or VERTICAL (PERFORMANCE BASED) audit methodology provides
objective evidence of product quality and performance rather than the inferred
results based upon PROGRAM audits employed for Appendix B qualification
reviewsf This VERTICAL method begins with a completed item and, using

3



certifications and supporting documentatioﬁ, traces back through the
manufacturing process to sub-tier suppliers who provided the components and/or
raw materials. By tracing individual items, components or heat numbers through
the process used by the suppliers and manufacturers, a technical verification
may be achieved which is beyond that typical with the HORIZONTAL audit method.
The VERTICAL (PERFORMANCE BASED) audit focuses on specific areas such as
design, testing, inspection, material test reports, special processes,
personnel qualifications, and material control. Since certain administrative
controls are not typically reviewed during a VERTICAL audit, additional time
is available to thoroughly examine supporting technical documentation, data
sheets, test results, qualification, drawings, inspections aﬁd procedures to

confirm an item will perform it’s intended function.

The scope of the HARDWARE audit is not dictated solely by regulatory
requirements but by the quality and performance attributes applied to the
item being purchased from suppliers including sub-tier. This narrowing of the
audit scope provides a focus on the technical aspects of the program which
support acceptance of the item being purchased. The audit team should be
augmented with technical expertise, as necessary, to verify the validity of
engineering assumptions, design input and the effectiveness of manufacturing

and test controls.

These audits should be applied to selected suppliers or sub-tier suppliers
of complex items where testing and special processes are critical to the

quality and performance capability of the items.



The increase in industry resources to implement HARDWARE audits may be
minimized by the performance of cooperative utility audits under the auspices
of organizations such as the Nuclear Supplier Quality Assurance Committee
(NSQAC) and the Coordinating Agency for Supplier Evaluation (CASE).
Additionally, successful HARDWARE (PERFORMANCE BASED) audits may be used to
Justify a reduction in the number of PROGRAM audits for a given supplier.

The Working Group requested EPRI, NSQAC and CASE to develop guidelines in

the area of auditing practices.
RECEIPT INSPECTION

While receipt inspection and post-receipt testing is a vital part of assuring
quality, these constitute an after-the-fact review which at times identifies
nonconforming items and materials. Unfortunately, the rejection may result
in costly delays when coupled with the unavailability of alternative items.
It is important to identify the item’s quality and performance requirements
to ensure verification at various phases of the procurement process. This
can minimize the rejections after the item is received at the utility’s

warehouse.

The experiences with fraudulent materials have resulted in an increased need
to consider appropriate inspection and post-receipt verification testing to

assure quality and performance capability of purchased items. For example,

the use of metal alloy analyzers and Brinnell hardness testers may be

instrumental in verifying the capability of materials when certified



documentation is unavailable or questionable. Other actions taken in
understanding the procured item’s critical characteristics in support of it’s
performénce capability enhances the confidence level that appropriate items

are properly designed, procured, verified and installed.

The Working Group believes that the extent of verification implemented at
the receipt inspection phase depends upon the complexity of the item, its
critical characteristics and the intended application. The verification may
require engineering involvement initially in the specification of critical
characteristics and later in evaluating test results as part of the receipt
inspection phase. The verification can be applied to the appropriate

characteristics necessary to ensure quality and performance.

The Working Group requested EPRI, NSQAC and CASE to develop guidelines in

the area of receipt inspection practices.
DEDICATION PROGRAMS

Consistent implementation of formal dedication programs will contribute to
continued assurance that the correct and appropriate quality related items

are purchased, received, verified and installed. Well formulated dedication
programs will provide significant protection against the ingress of fraudulent

materials inte nuclear power plants.

Recognizing the need to improve industry practices in the dedication of

commercial grade items, the Working Group endorsed the EPRI/NCIG document,



uideline For The liza ommer r m Nuclear Saf

Related Applications (NCIG-07, NP-5652), issued June 1988. This document
offers four methods for accepting commercial grade items and these are:

1. Special tests and inspections,

2. Commercial grade survey of supplier,

3. Source verification and

4. Acceptable supplier/item performance record.
This guideline focuses on specifying the item’s critical characteristics in
the procurement process to provide assurance of its quality and performance

. capability.

The Working Group recommended NUMARC take action on an initiative to address
the dedication of commercial grade items. The NUMARC Board of Directors
approved-an industry initiative requiring the review and, if necessary, the
development or upgrade of current utility programs to meet the intent of the
guidance provided in the EPRI/NCIG document. Utility actions in response to
this initiative are to be completed by December 31, 1989.

OBSOLESCENCE

It is recognized that the surplus product market offers direct savings in
continuing the use of manufacturer’s outdated designs while at the same time
allowing end-user utilities to sustain previously established design approval.
However, this surplus market is a primary arena for fraudulent business
practices, namely refurbishing su}plus products for resale as new. A clear

example of the impact of these practices is provided by recent experience



with molded case circuit breakers where utilities were purchasing outdated

models as replacement items.

The Working Group is reviewing a draft guideline being developed by EPRI/NCIG
that offers guidance for establishing technical requirements for replacement
items that includes 1ike-for-1ike replacement, alternative replacement, and
initial procurement for modifications. This effort complements the commercial
grade item dedication guideline and provides specific consideration to critical
characteristics, specifications and acceptance requirements. Recommenditions
from the Working Group for NUMARC action on this final version of this
guideline will be proposed as appropriate.

The Working Grouh believes continued procurement of obsolete products in the
surplus market presents a potential for previously used equipment to be resold
as new or otherwise misrepresented. Ultimately the availability of many
products will diminish with time and upgrades to new designs will become

inevitable.

Additionally, the Working Group will pursue with the NRC the idea of removing
the regulatory disincentives associated with upgrading equipment to current
manufacturer and industry designs. These disincentives may include cost and
adequacy of the updated design due to the lack of assurance of successful
qualification testing. Also, current regulatory requirements suggest these
upgrades must satisfy the latest standards which may be beyond the original
plant design basis. A focus on established equipment performance

characteristics in support of the end-use application is necessary.



DETECTING FRAUDULENT ACTIVITIES

The recent experiences with fasteners, flanges and molded case circuit breakers
provide examples of fraudulent activities and the extent to which questionable
.suppliers will pursue selling counterfeit and fraudulent products. These
activities include false upgrading of materials and equipment, alteration of
manufacturer’s markings and labels, alteration of certification records,

alteration of test records, etc.

The detection of fraudulent activities §s typically after-the-fact, when the
item is ready for final inspection at the supplier’s facility or receipt
inspection at the plant site or later. The Working Group believes additional
utility and original equipment manufacturer efforts are necessary in preventing
fraudulent activities and discovery prior to final inspection or installation.
These efforts may include routine/regular examination of the supplier’s process
inspection activities, routine/regular examination of inspection records and
independent inspections and product performance based audits. Additionally,

'a sampling based examination of supplier rework activities and records combined

with independent testing may also be effective in detection and prevention.

Several aspects of the supplier’s prbgram may possibly provide a potential
for fraud and these may suggest a more thorough examination of-the supplier’s
programmatic and process controls. The more obvious aspects are: lack of
management control or involvement; unrealistic production goals given the

current inventory and personnel; unrealistic inspection goals to support key

9



areas of the production process; employer/employee relations in terms of the
company providing quality products; and working conditions. Although these
aspects are difficult to integrate into an inspection or audit plan, these

are considerations that the audit team members should be cognizant of since

they may lead to a potential condition resulting in fraudulent activities.

Additionally, bargain pricing and unusually short delivery schedules may
warrant further review or investigation on the part of the purchasing

organization.

INFORMATION EXCHANGE

The Working Group requested NSQAC and CASE to review the process of exchanging:
audit information between their membership, and to recommend the type of

supplier audit information necessary for industry wide dissemination.

Until such time that a decision is made on a more centralized information
system, the Working Group recommends INPO Nuclear Network be used in the

interim as the mechanism for providing appropriate information to the industry.

10



CONCLUSION

The Working Group believes it necessary for the nuclear utility fndustry to
implement actions in the areas noted above to improve industry procurement
practices. Additional initiatives or resolutions in support of these actions
will be developed by the Nuclear Plant Equipment Working Group as necessary.
The EPRI activities will be reviewed by the Working Group as these are
finalized. It 1s expected these activities will be completed by the end of
1989.

11



Attachment 2

NPEP WG ACTION PLAN
AUDITING PRACTICES
- Establish generic guidelines to include more technical based audits,
the vertical performance based audits, and joint utility audits
(EPRI/NSQAC/CASE draft guidelines)
- Integrate utility efforts via NSQAC/CASE

- Provide recommendations to NUMARC BOD 11/89

RECEIPT INSPECTION PROCESS

- Establish utility focus on performance by test, analysis, etc.

- Review the lessons learned from recent experiences with fasteners,
flanges and circuit breakers, and determine what can be done in
the future to minimize impact of fraudulent practices

- Establish guidelines to provide more technically based receipt
inspection and verification activities

(EPRI/NSQAC/CASE draft guidelines)

- Provide recommendation to NUMARC BOD 11/89.

DEDICATION PROGRAMS

- Endorsed EPRI/NCIG CGI Dedication Guideline for industry use as a
guidance document.

- NUMARC BOD action 3/8/89. Approved an Initiative for programs to
be in place by 12/31/89.

- NUMARC/EPRI training seminar 7/89

UTILITY/DISTRIBUTOR RELATIONSHIP

- Establish and maintain dialogue with the trade associations for
distributors of various electrical/mechanical components.

- Establish an effort to address the relationship between utilities
and distributors to ensure a common understanding is achieved in
detailing what can/cannot be expected of each. Address aspects
such as drop shipments, expected level of documentation, support
to quality audits and surveillances, etc.



OBSOLESCENCE

Evaluate EPRI/NCIG Technical Evaluation of Replacement Items (TERI)
for industry use as a guidance document.

Resolve disincentives with NRC.
Establish manufacturer support.

Provide recommendations to NUMARC BOD 11/89.

GENERAL PROCUREMENT

As appropriate, specify new and establish traceability to OEM or
define performance characteristics and verify. (Dependent on
complexity of item) This is not applicable to procurement of
services.

Recommend procurement through normal channels, ie. directly from
the manufacturer or authorized distributor with audit history by
individual utility or NSQAC/CASE.

Recommend commitment of necessary resources to ensure product qua11ty
and performance capability is estab11shed and verifiable.

Provide recommendations to NUMARC BOD 11/89.

INFORMATION EXCHANGE

Consider central clearing house for supplier/product information,
audit/inspection results and 1ist of unacceptable suppliers.

Share information-on audit results, rejections and joint utility
activities.

Obtain recommendations from NSQAC/CASE on type of data to be
centralized.

Employ INPO Nuclear Network in the interim.

GUIDELINES FOR DETECTING FRAUDULENT ACTIVITIES

Detail examples of fraudulent activities.

Identify considerations that have the potential for leading to
fraudulent -activities.

‘Detail programmatic aspects that have a potential for 1ead1ng to

fraudulent activities.

Provide recommendation to NUMARC BOD 11/89.
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NUCLEAR MANAGEMENT AND RESOURCES COUNCIL

4776 Eye Street, N.W. o Suite 300 » Washington, DC 20006-249%
{202) 822-4280

i

January 18, 1990

Mr. Frank J. Miraglia ‘
Associate Director for Inspection
& Technical Assessment _
Office of Nuclear Reactor Regulation
U.S. Nuclear Regulatory Commission ' -
Washington, DC 20555 .

Dear Mr. Miraglia:

- The purpose of this letter is to provide you with a progress report on
{ndustry activities to address 1m£rovements in the procurement process for
nuclear plant equipment. As you know the industry activities in this area
have been led by the NUMARC Nuclear Plant Equipment Progurement (NPEP) Working
_ Group chaired by Bi11 Cavanaugh, Presidant and CEQ of SERI. . In our June 26, -
1989, letter to you we attached a discussfon paper, "Nuclear Procurement
Issues,” that outlined the areas of procurement improvements under
consideration by the Working Group.

The Horking Group contfnued in its efforts and the following actions
have been taken by the {ndustry to data:

1. At the March 8, 1989 meeting of the NUMARC Board of Directors an
' industry initiative was established with regard to programs for

the use of commercial grade ftems (C6I) in safaty related
applications. This tnitiative called for the utilities to review
CGI programs to meet the intent of EPRI NCIE-07, “Guidelines for
the Utilization of Commercial Grade Items in Nuclear Safety
Related Applications,® and to complete this raview and implement
any necessary improvements by December 31, 1985. We are currently
collecting data from the industry regarding the status of
completion of this {nitiative. We will provide a report on this
status to you in February of this year.

2. To factlitate {ndustry wide sharing of information with respect to
specific component problems, the Institute of Nuclear Power
Operations {INPO) established a new cate*ony on the INPO Nuclear
Network System. NUMARC communicated by letter to the industry in
October 1989, regarding the existence of this category and
encouraging its use for expeditious sharing of {nformation
regarding specific equipment and material related problems.

3. A new industry organfzation, the Nuclear Procurement Issues
Committee [NUPIC), was formed by the integration of two previously
existing industry efforts. This new organization will serve two
distinct purposes. The first §s to facilitate the sharing of QA
auditing information amongst all utflitfes; and, the second
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purpose s to provide for joint QA aud1t1n$ activifies to more
efficiently and effectively conduct QA audits with reduced
resource impact for both utilitfes and suppliers. The NUPIC
organization is fully functional and 1s currently undertaking both
of these activitias.

4. The Working Group has reviswad and assessed EPRI NP-5652,

*Guideline for Technical Evaluation of Replacement Items in

! ' Nuclear Power Plants (TERI)." This guideline provides a process
for evaluating the acceptability bf replacement items such as
those that must be repliced due to aquipment obsolescence. The
Working Group acknowledged this document as providing a sound
process for replacement parts evaluations aad we will shortly make
this document available {ndustry wide. However, our reviews have
fdentified other established processes already fn place for these
evaluations that are ogua]]y affective and appropriate. We
therafore do not intend to make this document the subject of an
industry initiative.

In December of 1989 the NPEP Working Group completed assessment of the
renaining areas noted 1n our previously referenced discussion paper, "Nuclear
Procurement Issues.® The {tems remtining to be addressed concern guidelines
for performance based supplier audits, ?uide11nas for product acceptance
including receipt inspection and gasneral procurement practices including the
use of approved suppliers and original equipment manufacturers, Actions on
these remaining ftems will be brought before the NUMARC Board of Directors at
our next meeting scheduled for March 7, 1990. We will inform you immediately
after this Board of Directors meeting on the disposition of these items and
provide to you a comprehensive summary of industry actions to affect the
{mprovements in the procurement process that both the industry and the NRC
Staff belfave appropriate.

To provide you further detail on these specific areas, I have enclosed a
copy of the NPEP Working Group’s revised action plan for your information.

If you desire additional information regarding tha industry activities
described herein or the present activities of the NUMARL NPEP Working Group
please contact Alex Marion or Biff Bradley of the NUMARC staff.

Sincerely,

il

Wi114am H. Rasin
Director, Technfcal Division

WHR/rs
Enclosure

cc:  William Cavanaugh, SERI
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NPEP W& ACTION PLAM

PERFORMANCE BASED AUDITING T

. Establish goncric guidelines for the performance based audit
process and agreement of industry (individual utilitfes and NUPIC)
to utilize performance based audits where applicable. The
xuideIine document, "Guicelines for Performance Based Supplier

udits" has been produced by EPRI and reviawad by NUPIC.

- Establish utility implementation schedule and training program.

- Provide recommendation for industry initiative to NUMARC Board of
Directors at 3/7/90 meeting.

RECEIPT INSPECTION PROCESS

- Establish agreement of industry to perform procurement activities
in accordance with the "Guidelines for the Procurement and Receipt
of Items for Nuclear Power Plants,* a guideline document which has
been developed by EPRI to address proper determination of
technical and gua11ty requirements and the use of acceptance
pethods, including receipt inspection, to verify these
requirements., These guidelines focus on the need for engineering
fnvolvement in these phases of the procursmant process, and will
incorporate lessons learned from recent experiences with
substandard and fraudulent products.

- Establish utility impiementation schedule and training program.

. Provide recommendation for industry initjative to NUMARC Board of
Directors at 3/7/90 meeting.

DEDICATION PROGRAMS

- Endorsed EPRI document NP-55652, "Guideline for the Utilization of
Commercial Grade Items (CGI) in Nuclear Safety Related
Applications® for industry use as a guidance document.

- NUMARC Board of Directors action on $/8/89. A provod an
Initiative for programs to ba in place by 12/31/89.

- NUMARC/EPRI training seninars held in 7/89.
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"% OBSOLESCENCE

- Evaluate EPRI document NP-6406, "Guidelina for tho?iichn1c|1

: Evaluation of Replacement Items in Nuclear Power Plants (TERI)"
for use as industry guidance. This guideline provides a process
for ova1uating acceptability of replacement Items, the need for
which may be brought about by equipment obsclescence. The Working
Group has completed i1ts evaluation and has recommended
acknowledgment of this document as providing a sound process for
replacement part technicil evaluations. However, other

* established processes for technical evaluations are effective and
appropriate, so use of the TERI document would not be untlaterailly
required through an industry initiative. This acknowledgement of
IE:I :ns addressed in a December 8, 1989 NUMARC letter to the

ndustry.

- Acknowledgement of the TER] document will be discussed in the
updated "Procurement Issues® paper.

*  GENERAL PROCUREMENT .

- Obtain commitment to apply appropriate resources, including
technical resources (e.g., test equipment, enginsering personnel)
to procurement activitias to ensure product quality and :
performance capadbility 1s-established and verifiable.

- Provide for increased and improved utility use of goint audits.
Establish industry agreement to use and support NUPIC, including
provision of auditors and technical personnel to support NUPIC
performance based audits. ' )

- Obtain agresment to sgocif{ new products and, where appropriate,
to establish traceability to OEM or define performance
characteristics and verify (dependent on complexity of item).
This 1s not applicable to procurement of services.

- Recommend procurement through normal channels, {.e. directly from
the manufacturer or authorized distributor with audit history by
individual utility or NUPIC,

- Encourage use of newly developed INPO Nuclear Network category
"Parts and Materials Information Exchange®” and existing activity
®Nuclear Quality Assurance Information Exchange® as c1onr1ng house
for supg1iar/product information and audit/inspection results.
NUMARC Tetter to $ndustry of Octobar 24, 1989, notified utilities
of NETWORK categories and ancouraged use for above purposes.

- Provide recommendation for industry initiative to NUMARC Board of
Directors at 3/7/90 meeting.
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INFORMATION EXCHANGE z

- Uti1i2e Nuclear Network for communication of procurement
{nformation. .

- Share information on audit results, rejections and joint utility
activities through NUPIC. .

. Industry conmitmant will be integrated {nto above Ganeral
Procurement Initiative.

GUIDELINES FOR DETECTING FRAUDULENT ACTIVITIES

- Detail examples of fraudulent activities.

. Identify considerations that have tha potential for leading to

fraudulent activities.

- Detail programmatic aspects that have a poteatial for leading to

fraudulent activities.

- These items will be treated as appendices to the "Procurement and
Receipt® guideline document (see above) that will be proposed as
an industry inftiative at the NUMARC BOD meeting on 3/7/%0.

UTILITY/DISTRIBUTOR RELATIONSHIP-

- Establish and maintain diatogue with the trade associations for
distributors of various electrical/mechanical components.

- Establish an effort to addrass the relationship between utilities
and distributors to ensure a common understand1ng 1s achisved in
detailing what can/cannot be expected of each. Address aspects
such as drop shipments, expacted level of documantation, support
to quality audits and surveillances, atc.

- Util1ty/Distributor relationship will be discussed in the updated
'Prpcurement Issues® paper.
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ELEMENTS UNDER CONSIDERATION BY THE STAFF FOR PROPOSED RULE

The staff is considering addressing the foilowing elements in possible

changes to or additions to existing regulations in 10 CFR Part 50 or to the

quality assurance criteria contained in 10 CFR Part 50, Appendix B. The

:ggu]atony changes being considered include the following requirements for
icensees:

1. Have procurement programs that assure engineering involvement in
specification of procurement requirements, definition of testing
requirements, evaluation of tests, inspection, and reviews of received
items, and assurance of suitability of procured items for each individual
application,

2. Have procurement programs for new equipment that require, when feasible,
all procurements for safety-related applications be made from an equipment
manufacturer (EM) with an Appendix B manufacturing process, or, if it is
not possible to procure new items produced under an Appendix B manu-
facturing process from an EM, require the procurement of an item from an
EM with a commercial grade dedication process or an EM authorized source
with a commercial grade dedication process. If procurement from an EM or
EM authorized source cannot be made, have procurement programs for new
equipment that allow commercial grade dedication by the licensee.

3. Have procurement programs for refurbishment of equipment that require
procurement from an EM, or if it is not possible to procure the refur-
bishment activity from an EM, require the procurement from an EM authorized
.source. Control all refurbishment activities with quality programs
commensurate with the safety significance of the item being refurbished
and the requirements of Appendix B. If procurement from an EM or EM
authorized source cannot be made, have procurement programs for refur-
bishment of equipment that allow commercial grade dedication by the
licensee.

4. Revise receipt inspection programs to include measures specifically
designed to detect counterfeit, fraudulent, or otherwise misrepresented
vendor products.

5. Establish a basis for accepting a vendor's statement of traceability of
procured items tc the EM. In many cases, traceability of items to the
EM is necessary to establish acceptable product and material quality.
In such instances, licensees must develop effective programs for
controlling the procurement chain and verifying equipment traceability
to the EM.

6. For items not used in safety-related applications but whose failure
could initiate plant transients or ccmplicate recovery from an event,
establish traceability, commensurate with the safety significance of the
item, to the EM.

7. Revise vendor audits of safety-related and commercial-grade items tc
ensure they are of sufficient sccpe and technical depth tc provide a
basis for acceptance of vendor-provided materials and equipment and
related certifications.

Enclosure 4



v A7

8. Require reporting to the NRC the results of audits of vendors that
cause the licensee to discontinue use of the vendor.
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UNITED STATES OF AMERICA
NUCLEAR REGULATORY COMMISSION

AFFIRMATION/DISCUSSION AND VOTE

PUBLIC MEETING

Nuclear Regulatory Commission
One White Flint North
Rockville, Maryland

Thursday, April 22, 1990

The Commission met in open session, pursuant to Notice,

at 3:30 p.m., Kenneth M. Carr, Chairman, presiding.

COMMISSIONERS PRESENT:

KENNETH M. CARR, Chairman

THOMAS M. ROBERTS, Commissioner
KENNETH M. ROGERS, Commissioner
JAMES R. CURTISS, Commissioner



STAFF SEATED AT THE COMMISSION TABLE:

SAMUEL J. CHILK, Secretary of the Commission
WILLIAM C. PARLER, General Counsel



PROCEEDINGS
3:30 p.m.
CHAIRMAN CARR: Good afternoon, ladies and
gentlemen. This is an affirmation session. We have one item
to come before us this afternoon. Before I ask the Secretary

to lead us through the item for affirmation, do any of my

- fellow Commissioners have any opening comments they would like

to make?

If not, Mr. Secretary, you may proceed. Do we need
a recorder?

MR. CHILK: No, we are going to pick it up from the
tape in my office.

CHAIRMAN CARR: Okay.

MR. CHILK: The item before the Commission is
SECY-90-69 entitled "Fitness-for-Duty Rule Stay Request" filed
by several Diablo Canyon employees.

The Commission is being asked in this paper to act
on an Order responding to a February 2, 1990 motion requesting
a partial stay of the Commission's final rule and statement of
policy concerning fitness-for-duty programs as applied to
certain employees of the Pacific Gas and Electric Company's

Diablo Canyon Nuclear Power Plant.



A1l Commissioners have approved the Order attached
to our March 21st memorandum which denies the motion as
essentially moot since the Court of Appeals for the Ninth
Circuit has already denied the stay motion pending appeal.

Will you please affirm your votes?

(Chorus of ayes)

CHATIRMAN CARR: Anything eise to come before us
today?

MR. CHILK: I have nothing.

CHAIRMAN CARR: A1l right. We stand adjourned.

(Whereupon, the foregoing proceedings was adjourned

at 3:35 o'clock, p.m.)
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