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April 5, 1993

Chairman Ivan Selin
U.S. Nuclear Regulatory Commission
Washington, DC 20555

Dear Chairman Selin:

Haddam Neck Plant
Millstone Nuclear Power Station, Unit Nos. 1, 2, and 3
Final Policy Statement on
Possible Safety Impacts of Economic Performance Incentives

Nuclear Safety Engineering Group Evaluations

In its Final Policy Statement on Possible Safety Impacts of Economic Performance
Incentives, dated July 24, 1991, 56 Fed. Reg. wu. 142, pp. 33945-33947 ("Final
Policy Statement"), the NRC expressed its concern that certain forms of economic
performance incentive regulation have the potential for adversely affecting
nuclear plant operation and public health and safety. In particular, the NRC
stated its concern "about any State pi.blic utility commission’s undue reliance
on a utility’s corrective actions follcwing an incident to justify the
disallowance of costs related to the incident" 56 Fed. Reg. 33947. The NRC
expressed its intention to continue to monitor state regulatory actions to
identify changes in existing programs and how the programs have been implemented.
The NRC also urged Ticensees to inform the NRC of economic performance incentive
programs that can affect safety.

Northeast Utilities (NU) has been periodically providing the NRC with information
relevant to this matter. One example''’ dealt with a proposed disallowance at
our Millstone Unit No. 2 facility stemming from an isolated employee error
performing routine surveillance.

g, J. Mroczka letter to S. J. Chilk "Draft Policy Statement -- Possible
Safety Impacts of Economic Performance Incentives: Report of NNECO,
Proposed Econumic Disallowance Penalty," dated March 28, 1991.
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Further to our continuing dialogue on this matter, Northeast Nuclear Energy
Company (NNECO) hereby notifies the NRC of a decision by a hearing examiner of
the Massachusetts Department of Public Utilities (DPU) which NNECO believes has
the potential to adversely affect plant operation and public health and safety.
The hearing examiner’s decision was diametrically opposed to the decisions of the
Connecticut Department of Public Utility Control (DPUC) on the same issue. The
Connecticut decisions were provided to the NRC in January of this year. Pending
review of the final order from the hearing examiner, Western Massachuselts
Electric Company (WMECO), a subsidiary of NU, intends to request that the hearing
officer’s decision be reviewed by the DPU, who may benefit from any thoughts the
NRC may have about the possible impact of such a decision cn public health and
safety.

The Massachusetts decision grants the Massachusetts Attorney General’s motion to
compel WMECO, NNECO’s affiliate, to produce reports and other documents prepared
by NU’s Nuclear Safety Engineering Group (NSEG) in an economic regulatory
proceeding in Massachusetts, subject to a confidentiality agreement. WMECO
objected tc the Attorrev General’s request, on the grounds that such documents
are subject to the privilege of self-critical assessment and therefore are not
discoverable, and that, whether or not the privilege is applicable, strong public
policy reasons support nondisclosure. In particular, there is a strong public
policy in favor of encouraging candid internal self-assessments by operators of
nuclear power plants. If NSEG documents are used as evidence to support an
economic disallowance, the employees whose job it is to prepare such reports will
view adverse decisions from economic regulators as incentive to be less than
fully candid in future NSEG reports. Because the NSEG’'s function depends upon
absolute candor and complete attention to the details of operational events at
nuclear plants to prevent recurrence, without regard to other potential
implications of their work, any diminution of that candor could have 2n adverse
impact on plant operation and public health and safety.

This issue arose in the context of the DPU’s annual review of the performance of
the generating units in which WMECO owns an interest, including Millstone Units
Nos. 1, 2, and 3, the Haddam Neck Plant, Vermont Yankee, Maine Yankee, and Yankee
Rowe. The Massachusetts performance review program is described in NUREG/CR5975,
"Incentive Regulation of Investor-Owned Nuclear Power Plants by Public Utility
Regulators," Sec. 2.9. If the DPU finds, as a result of its review, that
mana ement’s activities with respect to any outage during the performance year
were imprudent, it is authorized to disallow the recovery through rates of
replacement power costs related to that outage.

The 1991-92 performance review is currently in the discovery phase. As required
by the DPU’s rules, WMECO has filed voluminous contemporaneous documentation
concerning the outage events at each plant during the performance year. WMECO
has also responded to almost 700 detailed information requests from the Attorney
General, the purported advocate for consumer interests in Massachusetts. It is
anticipated that the Attorney General will argue for disallowance of replacement
power costs based on its analysis of the information filed by WMECO. WMECO's
total exposure is greater than $20 million.
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As part of its massive discovery effort, the Attorney General has requested WMECO
to provide reports and other documents prepared by NSEG. The NSEG is the group
that NNECO has tasked with performing independent assessments of operational
events at plants operated by NNECO and Connecticut Yankee Atomic Power Company.
The NSEG also recommends corrective actions to prevent their recurrence. The
Attorney General is sponsoring two witnesses whose usual method is to extract
self-critical statements and conclusions from the NSEG reports and submit them
to the economic regulator as evidence of imprudence.

NSEG reports were similarly sought by the Connecticut Office of Consumer Counsel
(0CC) for use by one of the same adversary witnesses in a Connecticut DPUC
proceeding investigating the prudence of outage costs incurred by The Connecticut
Light and Power Company (CL&P), NNECO and WMECO's Connecticut aftiliate. In
September 1992, in a decision previously provided to the NRC, the Connecticut
DPUC sustained CL&P’s objection to producing such documents to the OCC, on the
grounds that:

“[tlhe self-critical assessment conducted by the NSEG is consistent
with the type of evaluation conducted by the NRC, and is designed
not to assign fault for a particular incident but to i-prove
reliability and achieve higher levels of safety in the future
operation of CL&P’'s nuclear facilities. Such self-critical
assessment is governed by the privilege against disclosure of self-
critical assessments. Clearly, there is a strong public interest in
encouraging continued internal performance assessments by operators
of nuclear power plants. That public interest is not served if
disclosure of the result of such performance assessments is
compelled, resulting in a chilling effect on the thoroughness and
candor with which those assessments zre performed. Furthermore, the
benefits of the search for improved safety at nuclear power plants
far outweigh the interest in disclosure of the information sought by
the OCC in Interrogatories 8(b) and 8(c)."

NNECO submits that, unlike the Connecticut decision quoted above, the
Massachusetts hearing examiner’s decision compelling WMECO to produce the NSEG
reports is precisely the type of regulatory activity that was identified as a
cause for concern in the NRC’s Final Policy Statement. If the employees
responsible for preparing NSEG reports know that their evaluations will be used
as the basis for imposing a financial disallowance, there is a risk that they
will be less candid in preparing their reports. The potential for economic
disallowance will have a chilling effect on their work, and the ultimate result
will be an adverse effect on nuclear safety.

The NRC also recognized the possibility of such an adverse effect in the Final
Policy Statement and reiterated that concern with specific reference to use of
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SALP ratings in economic incentive programs in NUREG/CR5975, where it stated
that:

"The NRC Staff focuses on the issues identified in the SALP report
and apparent root causes of problems. The NRC's concern is that the
safety of the unit could be adversely affected if the issues
identified in SALP reports are obscured because of concerns over the
financial consequences incurred as a result of specific SALP
ratings”

“[t]he NRC perceives a program that employs SALP ratings as one that could
inhibit the operating staff and management from disclosing safety-
significant information, which is cause for major concern.”

In the same NUREG, it was acknowledged that:

"[i]ncentive programs that focus on nuciear safety rather than
economic operation of nuclear units have one more drawback. They
may interfere with the exclusive Federal regulatory authority under
the Atomic Energy Act over safety matters at nuclear power plants
(56 FR 33947)."

SUMMARY

Pending the DPU hearing examiner’s final decision, which the company will forward
to you, this issue will be presented to the full DPU for review through the
Company’s appeal of the hearing examiner’s decision. If the NRC has views on
this issue that were not expressed in earlier statements concerning the possible
effects of performance incentive regulaticn, it may wish to express those views
at this time.

We appreciate your consideration of the above matters and will continue to keep
you informed. Please contact me at (203) 665-5323, or Richard M. Kacich at (203)
665-3298 if you have any questions.

Very truly yours,

NORTHEAST UTILITIES

Sk
. eka (J

Executive Vice President

cc: See Page 2
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cc: Commissioner J. R. Curtiss
Commissioner G. DePlanque
Commissioner F. J. Remick
Commissioner K. C. Rodgers
J. M. Taylor, Executive Director for Operations
T. E. Murley, Director, Office of Nuclear Reactor Regulation
F. P. Gillespie, Director, Program Management, Policy Development &
Analysis Staff

U.S. Nuclear Regulatory Commission
Attention: Document Control Desk
Washington, DC 20555



Connecticut Yankee-Power Company
Breakout of c/KWH

Operating Revenues
Sales
c/KWH

Major Components-Dollars
Fuel
Non Energy O&M
Depreciation
All Other
Total

Major Components c/KWH
Fuel
Non Energy O&M
Depreciation
All Other
Total

Book Value - § in Millions

1970 1980 1992
21,951,110 78,552,000 206,831,422
3,637,721 3,563,138 3,891,764
0.62 2.20 5.31
5,204,871 18,422,000 31,366,495
5,468,868 37,894,000 95,918,458
3,765,600 5,234,000 19,015,437
7,511,771 17,002,000 60,531,032
21,951,110 78,552,000 206,831,422
015 0.52 0.81

0.1% 1.06 2.46

0.11 0.1% 0.49

0.21 0.48 1.56

0.62 2.20 5.31

$46 $51 $100
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By Mike Ciccone
Milistone 2 Staff Engineer
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Incentive Plan Extended To Nuclear



can give NU? What's the most important thing NU can give you?

INew Engineering Support Training Program Developed




APPLAUSE
Drechsler Wins ASME Award

. -

ABOVE, from left: Matt
Kupinski, Subhash
Chandra, John Opeka

RIGHT, from left: Eric
DeBarba, Matt Kupinski,
Subhasi; Chandra,

Bob Harris

EPRI Honors Chandra, Kupinski

From left: Len Johnson, Gerry Drechsler, Bernie Fox Subhash Chandra. supenvisorin Engineenng Mechanics, and

| | 1 »

(:“)rfy‘{__;vp."b~ erhas won the Engineer of the Year Award from Matt Kupinski, manager of Mechanical ang vil Enaineering. wers
the Amencan Society of Mechanical Engineer ASME Ar awarded the 1992 Technology Transfer A from EPR
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presentation of the award on February 19. A letter Fox wrote t ntegrated corrosion control technology for Connect Y anke
Drechsler informing him of his honor was turned into an engraved  and Milistone 1, 2 and 3
plague, whict Fox presented during the ceremony
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nance Subcommittee on Vibration Monitoring
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Millstone 2 Refueling Outage continued

ABOVE LEFT: Maintenance
ABOVE RIGHT: Maintenance
Planning

RIGHT: Outage Planning
BELOW LEFT: Nuclear Docu-
ments and Services

BELOW RIGHT: Instrumentation
and Control
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note to Berlin E-135.
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Published for the NU Nuclear
organization by the Nuclear In-
formation Services section of
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Your votes have been tallied!! Your top four
choices are Northeast Exposure, Northem Lights,
NUclear News and Inthe Loop.

Cast your final vote by March 26 by calling
Debbie Beauchamp at (203) 665-5188, VAX
BEAUCDL, or Fax (203) 665-5072 or send a

Nuclear, Berlin IRG
Complete 1993 I'TBP

You Asked Us...

1 Why is NUclear News printed on such expensive

' paper when we 're supposed to be cutting costs?

| We use coated recycled paper for NUclear News

| because photographs are much clearer and sharper than

| they would be on uncoated stock where the ink tends to
spread. Because we use so many photos, we believe the
|| slight extra cost of coated paper s reasonable

3 } Here is how the actual costs for recycled paper

|| compare for a recent issue of NUclear News: coated

| stock - $325; uncoated stock - $275. Non-recycled paper
|| would be about $50 less

| S—— S—
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By Chuck Scopelitis
Milistone Computer Services Manager

The Nuclear organization recently completedits jointeffortwith the
Berlin Information Resources Group onthe 1993 Nuclear Information
Technology Business Plan (ITBP).

The Nuclear ITBP includes afive-year planfor software development
priorities, personal computer acquisitions, and overall computer strate-
gies. The ITBP will be consolidated with similar plans from other groups
within NU and the combined effort will be established as the NU ITBP, a
companion piece to the NU Business Plan.

The Nuclear ITBP will place additional emphasis on effective and
efficient information exchange withinthe Nuclear organization, and
througnout the corporation, by continued networking o r =8, collaboration
on the use of standard or open products, and increased computer access
for Nuclearemployees.

The NU ITBP is expected to be issued very soon. To suppon the on-
goingimplementationof our ITBP, a Nuclear Information Technology
Advisory Committee (NITAC) has been established by John Opeka.

For more information, feel free to contact your NITAC committee
representatives:

Mike Bain, CY x3635

Tom Maynes, Seabrook x3123
Rick Borg, CY x3649

Ray Palmieri, MP x4286

Jeff Cataudella, MP x2603

Chuck Scopelitis, MP x4244
Lloyd Frazee, Berlin x5636

Bob Traggio, Berlin x3876
George Gram, Seabrook x4399
Marty Van Haltern, Berlinx5321
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PROCESS MAPPING GIVES NUCLEAR OPERATIONS A NEW WAY TO WORK

Scenctio 1: A frog was merrily hop-
ping along when he leaped into a kettle of
boiling water. He immediately skedaddied.

Scenario 2: A frog was hopping along
when he leaped into a kettle of cool water.
He stayed. A low flame slowly warmed the
water. The frog adapted; he didn't realize
the water was boiling until it was too late.

The moral: It's easy not to notice the
gradual evolution of processes and proce-
dures. Butafter ycars, theresultisatangled
maze that interferes with work, says Bob
Place, supervisor of the Administrative
Control Procedures (ACP) Rewrite Group.

“We were like the frog, adjusting to
the climate,” Place said. "We didn’t realize
we were getting to the boiling point where
processes were falling apart.”

Six managers, supervisors and engi-
nieers from Millstone and Connecticut Yan-
kee were loaned to form the ACP Rewrite
Group in 1991. “We were just supposed to
rewrile procedures. But we found that was
not the issue anymore, we had process
problems,” Place said.

A concept called process mapping was
used to analyze and simplify how work gets
done. Procedures are the detailed steps of
an action, while a process is the overall
action. For example, if going to the store
were the process, getting your checkbook,
driving the car and walking in would be the
procedures to accomplish it

Bill Diffley Associates, a Madison-
based consulting firm, introduced process
mapping o NU, Diffley had used it at
General Electric and offered it as a proven
concept for any industry, Place said. Ituses
a standard methodology to pinpoint prob-
lems and work out solutions:

- Figure out all the steps you now take;

- Identify problem areas;

- Identify areas needing improvement,

- Set a mission statement, goals and

cpecifications for the overall process;

- Qutline the process as you want iL.

Place, Paul Parulis, Paul Blomberg,

TCLEAR

January 1993

4 # N\ »
Bob Place, ACP Rewrite Group
Roy Brown, Vincent Papadopoli and Ron
Rothgeb were facilitators for about 60 me
chanics, technicians, planners, supervisors,
engineers and operalors from Millstone
and CY who spent two months mapping the
work control process. "We brought to-
gether people from different departments
because they know what it takes Lo get work
accomplished,” Place said. "This is the
most important part, the people doing the
work are the ones who design the new way
of doing business.”

Two groups working separately filled
four bulletin boards each with colored
squares, tnangles, circles and arrows W
show how work control is usually done

They trimmed it to two boards afier pro-
cess mapping. They also cut it from six
phases to three, which reduces the number
of hand-offs and increases efficiency and
control.

Fred Dacimo, Millstone Site Services
director and the PEP Action Plan manager
for Procedures, said employee input will
be the key to the success of process map-
ping. “People in the know are telling us
tow it should be done,” he said

The biggest advantage w the new
work control process is an integrated eam
concept. All planning will be done by an
integrated team, and another group will
perform the wark. Four teams--one each
from CY and the Millstone plants--will
include key members from each depart-
ment involved in the job who can autlo-
matically perform reviews and approvals

The new mapping whittlcs an 80-
page process to about 10 pages, Parulis
said. Rewriting procedures, oo, will help
tighten the process. “We're reducing a lot
of extraneous words,” he said.

A Writer's Guide was developed to
update procedures at Millstone and CY,
make procedures more user-friendly and

See WORK PROCESS on back



Nuclear Regulatory Commission staff
members say that NU is making progress
toward implementing its Performance En-
hancement Program.

Eight senior managers from NU pre-
sented components of the program (o the
NRC Millstone Assessment Panel, which
called the meeting at Millstone on January
13. The panel’s job will be 1o determine
whether PEP is acceptable w the NRC.

James Wiggins, deputy director of the
NRC Division of Reactor Projents, said the
agency's role is not Lo scrutinze every
detail of NU's plan. But NRC officials
wanted an update to be assured that the
program will improve performance at the
four Connecticut plants.

Wiggins said the NRC was particu-
larly interested in NU's presentation on
three areas of PEP:

- scope, 1o ensure that the Action Plans
are adequatcly addressing root causes,

TOP, Proce-
dures for the
current work
control process
take up four
bulletin boards.
RIGHT, a
streamlined
process fits on
two boards.

NRC MILLSTONE ASSESSMENT PANEL GETS UPDATE ON PEP PROGRESS

“We see a lot of preliminary work, but as you indicated, the
vast majority of your work has yet to go.”

— James Wiggins, NRC

- communications, to ensure that in-
formation about PEP is reaching into all
levels of the organization;

- implementation, including the vali-
dation and verification process that will be
used to ensure that PEP really is achieving
its goals.

“We see a lot of preliminary work, but
as you indicated, the vast majority of your
work has yet 1o go,” Wiggins sad. NRC's
Richard S. Barkley said the panel hopes 10
complete its evaluation of PEP by spring

Seven of PEP's 42 Action Plans are
finished, and their effectiveness 1s cur-
rently being evaluated. Seventeen PEP

programs will be completed in 1993, eight
will be done in 1994 and the rest will be
finished by 1997.

John Opeka said NU spent only $12.2
million of the $19.2 million budgeted for
the program in 1992, including hiring 226
workers. More than $30 million is bud-
geted for 1993,

“It’s a very complex process and un-
dertaking,” Opeka said. “But the value of
PEP will become more and more obvious as
new PEP initiatives are put into place, exist-
ing programs are streamlined, unnecessary
paperwork is eliminated, and we see real,
tangible results.”
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PROCESS MAPPING Contint

pains,” he said,
“but by June we'll
sec results.” Pro-
cess mapping has
been done for
safety tagging

Published for the NU Nuclear Organization by
the Nuclear Information Services section of

Corporate Communications.

improve procedure compliance. It also will hclp to standardux
procedures. The new work control plan is scheduled to take
effect in late April, Dacimo said. “We'll feel some growing

P YTV e

WORK ORDERS
Number of work orders each year
MP1 12,000 MP2 18,000
MP3 27,000 CY 15,000

and is under way for design control in Berlin. It also is planned
for material control and documentation control.

The ACP Rewrite Group is scheduled o work on process
mapping through 1993 and may continue beyond then.
process mapping should go on indefinitely, Place said.

"Familiar patterns for doing something should always be
changing,” Place said. "They have to be dynamic. This concept
is being accepted throughout the business warld to position
companies for the year 2000 and beyond. The only businesses
that will survive and be profitable are those that can work like
this and be ready to make customer-focused changes.”

But
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