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April 27, 1992

Mr. Donnie H. Grimsley fREC00M Of INf0RMU10N
Director ACT REQUE$rDivision of Froodom of Information and 7A g g/ fPublication Services
Office of Administration b /o/ ./QJU.S. Nuclear Regulatory Commission
Washington, D.C. 20555

Dear Mr. Grimsley

Pursuant to the Freedom of Information Act, and the implementing
regulations in 10 CPR 59.23(b), I hereby request the certainThe documentsNuclear Regulatory Commission (NRC) documents.
requested relate to one or both of the following letters which
are attached.

JgttMir_d May 22, 1990 letter ,to Mr. James M. Taylor, NRC
Executive Director for Operations, from Mr. William
Conway of the Arizona Public Service Company for a
"clarlfying letter" concerning certain Diagnostic
Evaluation Team observations.

Letter _B July 13, 1990 3etter from Mr. James M. Taylor, NRC
Executive Director for Operations, to Mr. Conway,
Executive Vice President Nuclear at Aricona PublicService Company and/or the mat ers discussed in
that letter.

We hereby request the following documents:

1. Copies of all memoranda, letters or other NRC correspondence
written by, for or to:- the Executive Director for Operations,

- the Deputy Executive Director for Operations,
- the Director of Nuclear Reactor Regulation,
- the NRC Commissioners,
- the members of the Palo Verde Diagnostic Evaluation

Team,- the Director of the Office of Analysis and Evaluation
of Operational Data, and

- the Administrator and Deputy Administrator of NRC
Region V,which addressed or discussed, at least in part, the request

in the attached letter A.
.
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transcrip/or staffmembersts or reports of all2. Copies of the notos, minutes,
andmeetings of the NRC Commissioners

identified in Request 1 above, which_ addressed or discussed,
at least in part, the roguest in the attached letter A.

3. Copies of all memoranda, letters or other NRC correspondence
written by, for, or to:

the Executive Director for Operations,-

- the Deputy Executive Director for Operations,
- the Director of Nuclear Reactor Regulation,
- the NRC Commissioners,
- the members of the Palo Verde Diagnostic Evaluation
Toam,

- the Director of the Office of Analysis and Evaluation
of Operational Data, and

- the Administrator and Deputy Administrator of NRC ,

Region V,
which addressed or discussed the attached letter B and/or the
matters discussed in that letter.

4. Copies of the notes, minutes, transcripts or reports of all
meetings of the NRC Commissioners and/or staffmembers
identified in Request 3 above, which addressed or discussed,
at least in part, the attached letter B and/or the matters
discussed in that lotter.

5. Copies of the notes, minutes, transcripts or reports of all-
telephone conversations between representatives of Arizona
Public Service Company and the NRC Coomissioners and/or j

staffmembers identified in Roquest-1 above which addressed or
-

discussed either letter A and/or the matters discussed in
those letters.

These records are sought to aid in an investigation being
conducted by the California Public Utilities-Commission, a state
agoney, into the operation of the Palo Verde Nuclear Generating
Stations (CPUC Docket No. I.89-12-018). Accordingly, if the
search costs exceed the. minimum specified in 10 CFR 59.39, we
request that any search fee be waived pursuant to 10 CFR
59.41(c). The information requested will be used by the
Commission to better understand the manner in which the NRC
regulatos Palo Verde in relation to the CPUC's regulation of
Southern California Edison's ownership share of the plant.

If you have any questions regarding this request, please do not
hesitato to contact me at (415) 703-1440.

'
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Thank you in advance for your prompt attention to this request.

Sincerely,

*
4,

James E.j carff
Staff At orney

Attorney for the Division of Ratepayer Advocates
.

Attach 1 tents
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Docket tios. $0 $28/529/530
,

Mr. James M. Taylor
F.xecutive Director for Operations
U. S. !1uclear Regulatory Counission
One White Plint North
1155$ Rockville Pike
Rockville, Maryland 2085,2

Dear Mr Taylor:

Subject: State Regulat.ory Use of NRC Reports
file: 90 056 026

the NRC Staff has recently had several meetings with the coeusission,As you know,
in which the Cornirsion has expressed concern about the potential-impact of state
ecoromic regulation on the safe operation of nuclear power plants and, in
particular, the misuse .of Commission evaluations of licensee perfomance by state
Public Utility Commissions. The purpose of this letter is to bring to your

instances where commission evaluation findings haveattention two such recent
been taken out of context and misused, and to request your assistance in
obtaining a clarifying letter from the NRC. (Both r:stters, incidentally, have
received extensive media coverage.)

The Palo Verde f acility is the subject of a recent Diagnostic Evaluation by the
NRC Staff and its consultants. The Diagnostic Evaluation Report (DER) contains
constructive criticism and notes opportunities for improvement which Arizona
Public Service (APS) is addressin5 The' DER, however, also includes.
retrospective observations regarding APS' preparation for and readiness to
undertake co:nercial operation, as well as observations about the effects of the
decline in the stock of APS' parent, Pinnacle Vest Capital Corporation (Pinnacle
Vest), on the stability of Pelo Verde's work force and organization.

to the f e rme r , the DER's language concerning APS' preparation for andAs
readiness to undertake cocnercial operation has already been Thized upon by the
Arizona Corporation Commission (ACC), which will be considering the prudence of
Palo Verde construction later this year (see enclosed article from Arnong
Espeli.t,: March 21, 1990), and has been referred to in proceedin6s before the
Texas PUC involving one of Palo Verde's co owners, El Paso Electric Company.
In addition. the ACC has used observations in the DER about the effects of the
declining Pinnacle Vest stock. on Palo Verde in a complaint filed with the
Securities and Exchange Commission (see enclosed excerpts f rom - Iht,.Mhgna
C9 CpArJ ti on Commi.igion '_s._Coyol a i n t Pericton for RevocarBn otAdification of
fin 0*de ''e s t C3PiM.l_C_o_tpora ti on's Emoti on . R e cue s t for HeaI1Dg _and PeritioD
19 Int entat. .May 1,1990) . .
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The DER's observations regarding the preoperational period are *Tected

throughout, but the essential observations are captured in the DER cove *et,.

which purpotts to connect the root causes and alleged problems t N

preoperational era to:

(1) insufficient technical and management depth to support startup and
operation of a three. unit facility,[and]

(2) during startup. =anagement and technical resources were focused on
the next unit to go on line at the expense of the operational units
resulting in a backlog of technical and programmatic issues.

I was not with APS during this early period but, being aware of the excellent
reputation enjoyed by the p roj ect throughout this era and the Commission's
deliberative process in considering the issuance of operating licenses, I was
surprised at these observations and somewhat skeptical, particularly because the
LER does not cite supporting facts.

Be c ause of our concern regarding these retrospective observations and their
potentially damaging effect in pending state proceedings, APS ur.dertook a
comprehensive review of contemporaneous analyses and conclusions by the
Coenission, the NRC Staff and the ACRS regarding the readiness of APS to operate
the Palo Verde units. The record shows that Palo Verde was subject to intensive
scrutiny by the Commission, the Staff and the ACRS as clearly reflected in the
transcripts of numerous Commission and ACRS meetings, _ operational readiness
inspections, safety evaluation reports and related documents. On the basis of
these reviews, the Corunis s ion, the Staff and the ACRS reached judgments
concerning the very issues which are the subject of the DER's observations
regarding the preoperational era.

The underlying record of the NRC findings, taken as a whole, fairly reflects:-

(1) APS senior management was deeply involved in virtually every phase
of preparations for commercial operation.

(2) APS demonstrated substantial organizational depth and experience in
support of operations.

-

(3) Testing, fuel loading and startup of each unit were done in a
deliberate, cautious and conservative manner.

(4) Management applied the " lessons learned" from preoperational tasting -
and startup. This operated prospectively and retrospectively; Lg_
corrective measures to address problems identified _ during the testing-
and startup vere applied to subsequent unit (s); subsequently
identified problems were " fixed" on previously licensed units.

_ __ -__ _ _ _ _ _ _
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(5) APS staffin5 of the Palo Verde units with operating personnel
exceeded NRC requirements in both numbers and qualifications.

(6) Operating personnel generally performed well and were complimented
from time to time for their demeanor, professional attitude and
adherence to procedures.

(7) Outage management was well organized and several scheduled and
unscheduled outages vere effectively and efficiently managed.

(6) operational procedures were upgradsd as experience was gained from
the initial operation of each unit.

(9) Quality assurance activities were emphasized throughout the entire
organization in connection with the testing and initial operttion

4 of the Palo Verde units,

Moreover, SALS reports and SERs in the 1983 87 period reflect confidence on the
part of the NRC, its Staff and the ACRS in the operational readiness of the Palo
Verde units and the APS staff.

Excerpts f rom NRC inspection reports , SERs , SALP reports , transcripts of ACRS
subcommittee. and full committee meetings and reports of NRC " full power * meetin6s
indexed to the foregoing areas are enclosed for your consideration.

It was not surprising in the review of this record to find favegable
determinations in each of these areas , because positive findings on such matters
cust be made by the commission before authorizing operations. What is

impressive, however, is that the record reflects that the APS organitation and
its preparations for operation were not merely minimally adequate but generally
regarded by the Commission, its Staff and the ACRS as especially effective. It,

does not appear that the DER veighs Palo Verde's past record; indeed, it is not
referred to. Although it is not clear why the preoperational period is germane
to the DER, if it is included, it should fairly reflect the available record as
do other areas of the DER.

The ACC also used the DER's observations regarding the effects of the decline
in Pinnacle M4st stock on the stability of Palo Verde in a request to the SEC
for revocation of Pinnacle West's status as an exempt holding company. Although
APS recognizes that the NRC cannot control the use to which its observations may
be put, the use of these observations in the ACC's complaint is particularly
disturbing.

- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
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APS scknowledges that the decline in the value of Pinnacle Vest stock may be,
or have been, of concern to some employees, but no evidence exists to shou that
the decline _ contributed to instability or insecurity in the Palo Verde vork

~

force. Clearly, significant "inacability" or " insecurity * vould have been
manifest in abnormal attrition and/or hiring problems. A review of data during
the period of Pinnacle West's financial difficulties (1988 1990) reveals no
abnormal attrition nor evidence that Palo Verde personnel lef t the employ of APS
for this reason. Moreover, during this same period. APS has, as noted in the
DER. hired an extremely vell qualified group of officers and senior managers.

The ACC Complaint also quotes the DER to the ef fect that APS' new management team
was on board and improvement initiatives were being implemented, but notes that
the rate of imprevacant is inhibited by, among other things, " organizational
instability , uncertainty and insecuri ty . " However, the DER made clear that:

the team found no evidence to suggest that financial difficulties at
Pinnacle West or APS appropriation levels had jeopardized safety systems
or the safe operation of the units... De resources (money, people,
equipment, materials and facilities) provided to Palo Verde by APS vere
generally adequate to meet needs.

Again, while some individuals tnay have conveyed insecurity and uncertainty about
thatthe organization in the course of their interviews with NRC teaa members,

is to be upected in a period of significant management chan5e. The coccents
in the DER appear to have been derived f ro:n inte rviews and not otherwise
supported in the DER. Additionally, they have been presented in a way which
allows them to be elevated to general conclusions and to be othetvise misused.

APS believes that clarification of the DER, by issuance of a supplemental letter
from the NRC Staff, is both necessary and appropriate in the circumstances.
APS is greatly concerned that unless the DER is clarified to reflect the f ac,ts
outlined in this letter, it vill be misunderstood and misused to penalize APS
and its co-ovners. I believe the NRC shares this cencern, never intended its
DER to be used in this manner, and, therefore, I urgently request your assistance
in this matter. Should you desire further infor=ation in preparing a clarifying
letter along the lines discussed above, please advise me, In any event, I would
appreciate an opportunity to meet with you on this matter at your earliest

=convenience.

Sincerely,

NY,

Enclosures

cc: J. 3. Martin, Region V

,
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Mr. William F. Conway g y g 1990
Exttutive Vice President
Huelaar J. N. BAILEYArizona Public Service Ccmpany

- P. O. Box 53999
Phoenix, Arfzona 65072 3999

-

Cear Mr. Conway:
22, 1990, in which you ref er to recent

I am responding to your letter dated Mayinstances where you believe that diagnostic evaluation findings associated withYour letter also
Palo Verde have been taken cut of context and misused.
etquestod clarification on .inforcation docueented in the Palo Verde Otagnostic
Evaluation Te6n (CET) re; ort. The purpose of this letter is to respond to
thest areas.

As backgrcund. and as discussed in the Palo Verde report, a primary objective
of tha eYaluation was to determino the probable root Caus05 for any perforraDet -Knowledge of the

problems observed by the OET at the tice of the evaluation. probable root causes enables the Commission staff to evaluate the adequacy and
ccmpleteness of the ongoing or planned corrective actions and thus the
likelihood for sustained and permanent performance improvement.

The two observations contained in tha DEP. ccver letter and in the report that
,you find trcublesome are: ~

(1) insufficient technical and canagement depth to support
startup and operation of a three-unit f acility, and

during startup, management and technical resources wert focused on(2) the next unit to 90 on line at the expenst of the operational units
resulting in a backlog of technical and progrecatic issues.

In retrospect, I would agree that the statements would be clearer and more
During the startup and optration ofuseful if placed in an overall centext.

the Palo Verde units the utstion of management depth and technical
iscussicn. Improvements were made by Palo Verdecapability was a tcple of

during the course of this progression; however, with each additional unit, th>
ExceDt for the scale of the Palo Verde project, theredemands grew as well.

is nothing unusual about this etcpared to other new plants going through the
initial startuo and operation. Although the issue of improvements in
manageraent end technical depth was discussed during this period, the staffComparing the startu;
repeatedly four.d that the capability was satisf actory.and initial operation of Palo Verde with others in the Region such as San
Onofre, Diablo Canyon, and WMP-2, Palo Verde is considered about average.

1-1
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2Mr. William F. Cerway

:erning item (2), wo agree that there was, in gertral, a diligent af fort to.
'lve problems en each unit and forward fit thest resolutions prior to

.

But in the context of continually increasingrt

startup of subsequent units.
management and technical challenges, associated with the magnitude of the
increasing project, the staff believes there were some areas that were not
dealt with ceepletely)and subsequently became urgent (system enginteringAgain, this has been a situation common to other multiprograms, maintenance .

The problea was that at the end of the startup phase, theunit sites.
reoganization in 1987 did not position the utility well to complete resolution
of the backlog of technical #nd progmcatic issues expediticusly.

Another area you reavasted be reconsidered was the coxxonts regardir.g
at Palo Verdo due to the Pinnacle West business" instability" and "lnsecurity d

situation. The staf f agrees that this is not a significant concern and would
not appear to be having any adverse affect on plant ;crsonnel. As you ;oint

out, the staff made this citar in the report. The staff agree' ' 7 t any
insecurity or uncertainty that exists is considered normal to t, ;sually

attendir.g managtacnt changes and it; rover.ents.

Fir, ally, the ut has expressed its cencern rosarding the misuse of staf f
This concern nas pri:.cipally been directed at the potentialevaluations.

safety offects of ;erformance incantives established by State Public Utility
Comissiens for nuclear power plants. In order to make their views known on
this hsve, the (cinission, following 4-brisfing on April 3,1990, directed the
staf f to develop a policy statement on the potential impacts of the policies
and actions of state reg >1atory bodies, emphasizir.g that such acticns can have
either a positive or negative impact on safety and to establish 4 tracking.
systta to mcnitor propcsals for, and implementation of, performance incenthes
applicable to nuclear power plants.

In conclusien, as I stated in my }4rch 15 1990 let',er which transmitted the
Palo Verde DET report to you, we believe e,PS now has a gocc understanding of
the major performance problems affecting Palo Verde. We also believe that the
1989 managecent changes combined with the numerous initiativas underway have
shown progress in resolving Palo Verde management issues, I icok forward to
receiving your formal response to the DET report.

Sincerely,

g,.~ -

k$
vfmes li. Tag 4cr

j AP.cutive Director for Operations

1-?


