UNITED STATES
NUCLEAR REGULATORY COMMISSION

REGION 1V

611 RYAN PLAZA DRIVE, SUITE 400
ARLINGTON, TEXAS 76011-4005

August 30, 2005

Gregg R. Overbeck, Senior Vice
President, Nuclear

Arizona Public Service Company

P.O. Box 52034

Phoenix, AZ 85072-2034

SUBJECT: MIDCYCLE PERFORMANCE REVIEW AND INSPECTION PLAN -
PALO VERDE NUCLEAR GENERATING STATION

Dear Mr. Overbeck:

On August 3, 2005, the NRC staff completed its performance review of Palo Verde for the first
half of the calendar year 2005 assessment cycle. Our technical staff reviewed performance
indicators (Pls) for the most recent quarter and inspection results over the previous 12 months.
The purpose of this letter is to inform you of our assessment of your safety performance during
this period and our plans for future inspections at your facility in order for you to inform us of
any planned inspections that may conflict with your plant activities.

This performance review and enclosed inspection plan do not include physical protection
information. A separate letter designated and marked as “Proprietary Information in
accordance with 10 CFR 2.390” will include the physical protection review and resultant
inspection plan.

Plant performance for the most recent quarter for all three units was within the Degraded
Cornerstone column of the NRC’s Action Matrix based on a Yellow inspection finding in the
Mitigating Systems cornerstone. The issue involved your discovery in July 2004, following
notification from another facility where a similar problem had been identified, that a significant
section of containment sump safety injection piping at all three units was void of water. The
voided section of piping had the potential to prevent the fulfillment of the safety function to
remove residual heat and mitigate the consequences of a loss-of-coolant accident. In response
to this finding you initiated a number of investigative teams to identify the root and contributing
causes of the finding and to develop corrective actions to preclude repetition. The root cause
analyses were ongoing at the end of this assessment period.

On June 14, 2005, Arizona Public Service Company (APS) submitted a letter to the NRC
requesting postponement of the planned NRC supplemental inspection (Inspection

Procedure 95002, “Inspection for One Degraded Cornerstone or Any Three White Inputs In a
Strategic Performance Area”) in order to allow sufficient time to complete the root cause
evaluations and develop corrective actions. Accordingly, the NRC staff will conduct the
inspection in September 2005. While we agree with the basis for your request, you should
recognize that the postponement of the closure of this issue and our inspection will result in the
Yellow finding remaining open for a least five quarters.



Arizona Public Service Company -2-

In our annual assessment letter dated March 2, 2005, we advised you of a substantive
crosscutting issue in the area of human performance. This substantive crosscutting issue
primarily involved personnel errors (e.g., failure to follow procedures) and resource issues (e.g.,
inadequate procedures). During the current 12-month assessment cycle there were 18 findings
of very low safety significance (Green) with human performance attributes in the Initiating
Events, Mitigating Systems, Barrier Integrity, Emergency Preparedness, and Public Radiation
Safety Cornerstones. The findings have the same common themes as those described in the
annual assessment letter. Recent noteworthy examples included the failure of personnel to
follow procedures during the operation of fuel handling equipment, an inadequate surveillance
procedure which resulted in an inadvertent safety injection actuation and injection, and
inadequate procedures for the operation of multiple charging pumps and a makeup pump from
the refueling water storage tank. Additionally, the NRC staff identified a new causal factor
involving organizational issues (e.g., communications between departments). Noteworthy
examples included the inappropriate sequencing of work that resulted in a loss of vital power to
one train of the engineered safety features system and the failure to promptly notify the control
room of a condition that impacted the operability of the emergency core cooling system.

In our March 2, 2005, annual assessment letter we also advised you of a substantive
crosscutting issue in the area of problem identification and resolution. This substantive
crosscutting issue involved implementation problems associated with identifying problems and
entering them in the corrective action program, evaluating conditions in the corrective action
program, and implementing effective corrective actions. During the current 12-month
assessment cycle there were 20 findings of very low safety significance (Green) with problem
identification and resolution attributes in the Initiating Events, Mitigating Systems, and Barrier
Integrity Cornerstones. These findings have the same common themes as those described in
the annual assessment letter. Recent noteworthy examples included the failure to implement
corrective actions to preclude the failure of gasket retaining bolts on emergency core cooling
system valves, the failure of personnel to suspend spent fuel movements upon discovery of a
degraded condition, and the failure to revise procedures to ensure auxiliary feedwater check
valves were appropriately tested.

Your staff initiated several reviews to determine the root cause analyses of the underlying
performance deficiencies and to develop corrective actions to improve performance in these
substantive crosscutting areas. The root cause analyses were ongoing at the end of the
assessment period. We noted that, while you have implemented some corrective actions to
improve performance, these activities were not fully effective in developing a continuing
performance improvement trend. Therefore, both substantive crosscutting areas will remain
open. We will continue to monitor your actions to address the crosscutting areas through
implementation of the resident inspector baseline inspection program and during the
January 2006 biannual problem identification and resolution inspection. The closure of these
issues will be based on the thoroughness of your root cause evaluations and whether your
corrective actions are successful in improving performance within the specific areas previously
discussed.

The March 2, 2005, annual assessment letter discussed aspects of your actions to enhance the
safety conscious work environment at Palo Verde. Additionally, the results of a Palo Verde
employee survey completed in March 2005 were discussed with the NRC during public
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meetings conducted on April 5, 2005, and August 18, 2005. The results of the survey indicated
that, with some exceptions, there has been improvement in the work environment and
employee willingness to raise safety issues. As discussed during the August 18, 2005,
meeting, there were some conflicting elements within the survey results (e.g., statisticai results
of survey questions relative to write-in comments) and the results indicate some pockets of
potential issues needing further action on your part. We understand the steps you are planning
to take to address these and will continue to conduct focused reviews of your activities within
this area as part of our implementation of the baseline inspection program.

On April 8, 2005, the staff issued a Severity Level 111 violation and proposed imposition of a
$50,000 civil penalty in accordance with the NRC's Enforcement Policy. The violation involved
the NRC's identification of a failure to perform a 10 CFR 50.59 safety evaluation and receive
prior NRC approval of a change to Procedure 41ST-1S109, "ECCS (emergency core cooling
system) Leak Test." This change resulted in the draining of ECCS suction piping from the
containment sump following local leak rate testing. If an evaluation had been performed in
1992, then it would have led to a conclusion that the change was contrary to the description of
the facility in the Updated Final Safety Analysis Report and that such a change would have
required NRC review and approval prior to implementation. In response to this finding, you
initiated several investigative teams to identify the root and contributing causes of the finding
and to develop corrective actions to preclude repetition. The root cause analyses were ongoing
at the end of the assessment period. The NRC staff will conduct an inspection of your root
cause analyses and corrective actions during the September 2005 planned supplemental
inspection.

On June 27, 2005, the staff issued a Severity Level Il violation in accordance with the NRC’s
Enforcement Policy. The violation involved the NRC's identification of a change to the Palo
Verde Emergency Plan without prior Commission approval, which decreased the plan's
effectiveness. The change involved the removal of a classifiable condition from two emergency
action level (EAL) definitions, which made the EALSs technically inaccurate and unable to be
implemented as written. In response to the finding, APS made revisions to the Emergency Plan
to correct the discrepancies, added staffing to the emergency planning department to ensure
appropriate reviews of changes to the Emergency Plan were conducted, and completed a
review of the change process for the Security Plan, Quality Assurance Program, and Fire
Protection plans. The NRC staff will conduct an inspection of your root cause analyses and
corrective actions prior to the annual assessment review in February 2006.

The enclosed inspection plan details the inspections, except those related to physical
protection, scheduled through March 31, 2007. In addition to the baseline inspections, NRC will
also be implementing Inspection Procedure 50001, "Steam Generator Replacement
Inspection," relative to the planned replacement of the Unit 1 steam generators. The inspection
plan is provided to minimize the resource impact on your staff and to allow for the early
resolution of any scheduling conflicts and personnel availability issues well in advance of
inspector arrival onsite. Routine resident inspections are not listed due to their ongoing and
continuous nature. The inspections in the last 9 months of the inspection plan are tentative and
may be revised at the end-of-cycle meeting.

In accordance with 10 CFR 2.390 of the NRC'’s “Rules of Practice,” a copy of this letter and its
enclosure will be made available electronically for public inspection in the NRC Public
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Document Room or from the Publically Available Records (PARS) component of the NRC’s
document system (ADAMS). ADAMS is accessible from the NRC Web site at
http://www.nrc.gov/reading-rm/adams.html (The Public Electronic Reading Room).

If circumstances arise which cause us to change the inspection plan, we will contact you to
discuss the change as soon as possible. Please contact Troy W. Pruett at (817) 860-8173 with
any questions you may have regarding this letter or the inspection plan.

Sincerely,

Al I

Bruce S. Mallett
Regional Administrator

Dockets: 50-528
50-529
50-530

Licenses: NPF-41
NPF-51
NPF-74

Enclosure:
Palo Verde Inspection/Activity Plan

cc w/enclosure:

Steve Olea

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

Douglas K. Porter, Senior Counsel
Southern California Edison Company
Law Department, Generation Resources
P.O. Box 800

Rosemead, CA 91770

Chairman

Maricopa County Board of Supervisors
301 W. Jefferson, 10th Floor

Phoenix, AZ 85003

Aubrey V. Godwin, Director

Arizona Radiation Regulatory Agency
4814 South 40 Street

Phoenix, AZ 85040

Craig K. Seaman, Director

Regulatory Affairs

Palo Verde Nuclear Generating Station
Mail Station 7636

P.O. Box 52034

Phoenix, AZ 85072-2034

Hector R. Puente

Vice President, Power Generation
El Paso Electric Company

310 E. Palm Lane, Suite 310
Phoenix, AZ 85004

Jeffrey T. Weikert
Assistant General Counsel
El Paso Electric Company
Mail Location 167

123 W. Mills

El Paso, TX 79901
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John W. Schumann

Los Angeles Department of Water & Power
Southern California Public Power Authority
P.O. Box 51111, Room 1255-C

Los Angeles, CA 90051-0100

John Taylor

Public Service Company of New Mexico
2401 Aztec NE, MS Z110

Albuquerque, NM 87107-4224

Thomas D. Champ

Southern California Edison Company
5000 Pacific Coast Hwy, Bidg. D1B
San Clemente, CA 92672

Robert Henry

Salt River Project

6504 East Thomas Road
Scottsdale, AZ 85251

Brian Almon

Public Utility Commission
William B. Travis Building
P.O. Box 13326

1701 North Congress Avenue
Austin, TX 78701-3326

Karen O'Regan

Environmental Program Manager
City of Phoenix

Office of Environmental Programs
200 West Washington Street
Phoenix, AZ 85003

Institute of Nuclear Power Operations (INPO)
Records Center

700 Galleria Parkway SE, Suite 100

Atlanta, GA 30339
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Electronic distribution by RIV:

Regional Administrator (BSM1)

DRP Director (ATH)

DRS Director (DDC)

DRS Deputy Director (KMK)

Senior Resident Inspector (GXW2)

Branch Chief, DRP/D (TWP)

Senior Project Engineer, DRP/D (JFD)

Team Leader, DRP/TSS (RLN1)

RITS Coordinator (KEG)

V. Dricks, PAO (VLD)

W. Maier, RSLO (WAM)

C. Gordon (CJG)

DRS Branch Chiefs (LJS, MPS1, REL, NFO)
S. Richards, Chief, NRR/DIPM/IIPB (SAR)

M. Case, Deputy Dir. for Inspection and Programs (MJC)
B. Sheron, Associate Dir. for Project Licensing and Technical Analysis (BWS)
T. Bergman, Chief, ROPMS, OEDO (TAB)

H. Berkow, Director, LPD4, NRR/DLPM (HNB)
D. Collins, Chief, PDIV-2, NRR/DLPM (DXC1)
M. Fields, NRR Project Manager (MBF1)
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