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Executive Summary

This report is the result of an approximately two month long investigation undertaken by Concentric
Energy Advisors at the request of IFlorida Power & Light's Law Department. Our investigation was

triggered by a letter that was sent to IFPL Group’s CEO from W
within the nuclear division of FPL. This letter made several allegations relating to seniof
management’s performance regarding the cost estimation and project controls functions of the

Company’s Extended Power Uprate projects, and rised concerns about the timeliness and reliability
of FPL’s internal and external reporting of EPU-related information,

Our investigation has focused on two separate sets of issues stemming from the letter and our
subsequent information gatheting process: 1) whether FPL’s decision to continue pursuing the
EPU Project in 2009 was prudent, and whether the costs that have been incurred for this project
were all prudently incurred, and 2) what policies, procedutes or practices within FPL's EPU Project
may need to be revised or reinforced to address the concerns raised in this letter.

Our investigation has included 13 interviews and the review, or re-review, of thousands of pages of
documentation produced by the EPU Project in 2008, 2009, and 2010. We have concluded that:

1. FPL’s decision to continue pursuing the EPU Project in 2009 was prudent and was expected

to be beneficial to FPL’s customers; FPL properly considered an updated cost estimate in its

updated feasibility analysis in July 2009, which reinforced the conclusion that significant
benefits were expected from the Project.

All of FPL’s expenditures on the EPU Project have been prudently incurred,

Certain information provided by FPL in the 2009 NCRC was out-of-date and did not

represent the best information available at that time; FPL is currently taking steps that

Concentric believes will address this concern for the future,

4. The EPU Project management did not consistently follow certain procedures that were
intended to govern this project in 2009; in addition, the Project’s senior management in the
first half of 2009 was slow to respond to concetns that were raised regarding the Project’s
cost estimates; these issues are currently being addressed by the senior management team
that was installed in the second half of 2009.

5. FPL should consider taking certain actions that are discussed in the body of this report to
sttengthen the Project Controls organization and to better ensure compliance with existing

procedures,

el
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I Introduction

On February 19, 2010 Mr. Lewis Ilay, the Chairman and Chief Executive Officer of FPL Group,

Inc (“FPL Group™) received a letter fro Lcttcr”) an
of Florida Power & Light Company L”).! The
‘concetns about the “cost performance in Nuclear Projects and Fxtended

Power Uprate in 2009” and allegations related to the repotting of this performance to FPL’s
executive management and the Florida Public Service Commission (“FL PSC”)

Concentric Enetgy Advisors, Inc (“Concentric”) was provided an electronic copy of this letter by
FPL’s Law and Regulatory Affaits Departments on Match 10, 2010. A copy of the letter is attached
as Exhibit 1. Following initial discussions between Concentric and FPL, Concentric was retained by
FPL’s Law Department on March 15, 2010 to conduct an independent investigation of the claims
and matters set forth in the Letter? A copy of Concentric’s engagemcnt letter is included as

Exhibit 2. Pursuant to Concenttic’s engag ic i p di to FPL’s
Law Department, and specifically td
All data requests were sent directly to s designee, |} )
Concentric’s findings and recommendations in this matter are being pxovxded dlrectly to

Concenttic’s investigation of the allegations raised in th Letter explicitly excluded matters
related to the petformance review okq and all other human resources related matters,
Concentric understands that these matters are being and will continue to be handled internally by

FPL’s Human Resources Department.

The remainder of our report is otganized into eight sections. Section II presents a summaty of
Concentric’s work plan that was used to perform this investigation. Section III includes a summary
response to th Letter, including reference to an interlineated copy of the Letter.
Section IV presents a chronology of key events related to the Letter occutring between
January 2008 and Maxch 2010. Section V teviews Concentric’s findings related to FPL’s decision to
proceed with the Extended Power Uprate Projects at the Company’s St. Lucie (“PSL”) and Turkey
Point (“PTIN”) Nucleat Power plants (“EPU Projects™). As discussed further in this section,
Concentric has focused its attention in this matter on the nuclear units in Flotida due to the state
regulatory structure. Section VI reviews the implications of the Letter and Concentric’s
investigation of FPL’s activities in the Nuclear Cost Recovery Clause " C”} dockets in 2008 and
2009 A review of Concenttic’s findings related to the flow of infotmation from FPL to the FL
PSC and its staff (“FL PSC Staff”) can be found in Section VII. Similatly, a review of the flow of
information within FPL can be found in Section VIII. Finally, a review of Concentric’s findings and
specific recommendations can be found in Section IX. These recommendations should be read in
conjunction with the pre-filed direct testimony of Mr. John J. Reed, filed with the Florida Public
Service Commission o March 1* and May 3" in Docket 100009-EL

! udc as of the teer is m
2 gemcnt Letter from to John Reed, Re: ent Invesngation of February 19, 2010

correspondence to Mr. Lewis roup Chairman and CEO, I\Iarch 15,2010,
3 FL PSC Dockets 080009-EI & 090009—31 In Re: Nuclear Cost Recovery Clause.
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IL Concenttic Overview and Workplan

Concentric is a management and economic consulting firm based in Marlborough, MA. Concentric
has previously been retained by FPL to provide regulatory support on a variety of matters including
testimony before the FI. PSC. A list of Concenttic’s prior work for FPL is provided in Exhibit 3.
Concentric’s work plan for this investigation is provided below.

A. Qverview of Scope

Concentric’s scope of work regarding the investigation of allegations contained in tl'.tc- letter
included a factual review of the events between August 2007 and March 31, 2010. Concentric then

sought to determine how this sct of events supported or contradicted the allegations contained in
thehlctter and affected the distribution of information within FPL and to the FL PSC. Finally

we have provided our recommendations for improvements that will help prevent similar issues from
occutring in the future .

As outlined below, the assertions outlined in thc— Letter largely fall within two categories: 1)
the prudence of FPL’s actions and the distribution of information to the FL PSC and; 2) the internal

distribution of EPU Project-related information.

B. Sources of information

Concentric’s investigation into this matter relied upon two primary pathways for information. First,
Concentric submitted a number of requests for documentation to FPL in otder to deepen our
knowledge of the allegations set forth in the Letter and to independently confirm details
provided to us in the interviews described below. A Tog of Concentric’s document requests can be

found in Exhibit 4.

Concenttic also requested and conducted 13 separate interviews. Eight of Concentric’s interviews
were conducted in person at the offices of FPL or at an off-site location, depending on the location
of the interviewee. The remaining five interviews were conducted via telephone. All of
Concentric’s interviews occurred between the weeks of March 15 and April 12. Concentric selected
specific individuals to be interviewed based upon the allegations contained in the -'_,etter, our
ptiot interviews, and Concentric’s understanding of the EPU Project organization. Concentric
considets the names of the individuals we interviewed to be confidential. Ptior to beginning each
interview, Concentric reviewed the FPL Code of Business Conduct and Ethics (the “Code”) with
each interviewee. This review included a specific discussion of each employee’s “responsibility to
report any actual or suspected violation of a law or regulation, any actual or suspected fraud, and any
other violation or suspected violation of this Code.” Similarly, Concentric reiterated the Company’s
non-retaliation commitment outlined in the Code’ At the conclusion of each interview, the
interviewees were given an opportunity to raise any additional concerns they may have had.

The information Concentric relied upon in this investigation was supplemented by Concentric’s
existing knowledge of the EPU Projects’ organization and activities.

+  FPL Group, Inc, Code of Business Conduct and Ethics, most recently revised October 16, 2009, p. 2.
s Ibid.

Page 2 of 23
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C. Independence

Throughout Concentric’s investigation into the allegations contained within the - Letter,
Concentric maintained our independence from FPL’s Law and Regulatory Affairs Departments.
Our approach to investigating theg Letter and the allegations contained therein is our own,
and not the result of specific directions from FPL, its employees, ot contractors. To this end, FPL
did not place any constraints on Concentric’s access to cutrent and former employees. Lastly,
Concentric was not constrained by budget or schedule expectations on the part of FPL.

Concentric’s findings in this matter ate based upon our review of original sources. Concentric did
not rely solely upon statements by FPL employees or contractors. - Instead, Concentric reviewed and
verified assertions made in the Letter and Concentric’s interviews with contempotaneous
documents produced by the EPU Profect team whenever possible. The documents relied upon as
part of this investigation are presented in Exhibit 5.

D. Report Organization

Concentric’s report is divided into two major categories. First our teport addresses those items
which are ditectly related to the FL PSC and prudence of FPL’s decisions and actions. Second,
Concentric has reviewed and addressed the development and distribution of information within
FPL. Concentric notes this division is necessary to differentiate those matters which may affect
FPL’s recovery of costs and interaction with the FL PSC, from those matters which represent best
practices in the development and distribution of information within FPL.

Sections III and IV of the report provide factual backgrounds for both categories of this repott.
Sections V through VIII address the matters related to the FL PSC and the ptudence of FPL’s
decisions and actions. Finally, Sections IX and X address FPL’s development and internal
distribution of information relating to the EPU Project forecast.

E. Key questions

Concentric’s review of the allegations raised in th Letter and our interviews, identified three
key questions which are related to the prudence of FPL’s actions. These key questions are intended
to determine whether any imprudent costs were passed onto FPL’s customners, or if FPL did provide
relevant information from the FL PSC.

1. Did FPL make the correct decision to proceed with the EPU Projects in 2009 in light of the
best information available at the time decision was made? This question is a threshold issue

for assuring prudent conduct on the part of FPL.
2. Were ayy costs incurred that should not be passed on to FPL’s customers on the grounds of

imprudent decision-making?
3. Was the information provided to the FL PSC and the interveners in each of the NCRC

dockets accurate, consistent, timely and reliable?

Concentric also identified two key questions which relate to the internal development and
distribution of EPU Project-telated information. These key questions are intended to determine if
FPL’s executive management were informed as to the direction of the EPU Project.

Page 3 of 23
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1. Was the information flowing from the EPU Projects to FPL’s executive management

accurate, timely, consistent, and reliablep
2. What polices, processes, and procedures, if any, need to be reviewed as a result of

Concentric’s findings?

III. Response to Sy L etter

Exhibit 6 presents a copy of rhe- Letter to which Concentric has added its summary-level
obsetvations that resulted from our investigation of the allegations contained therein. In addition,

each observation contains a citation to this report.

As can be seen in Exhibit 6, most of the factual assertions raised in the-Lcttcr wete shown to
be accurate. Specifically, Concentric has noted documentation which confirms

statements related to the timing of the initial scoping studies by Shaw and the ongoing changes in
the overall project scope. However, Concentric believes the evolving scope of the EPU Projects to
have been the predictable result of the regulatory and engineeting factors which are inhetent in any

complex nuclear retrofit project.

Along these same lines, Concenttic has teviewed certain reports relied upon by [ NG «©
support his assettion that as of November 2009, the EPU Projects were continuing to measure their
cost performance relative to the original 2007 cost estimates. These reports, the November PTN
Total Project Cash Flow Report® and the PSL Annual Project Cash Flow Report’, confirme

assertion. However, all of the Executive Steeting Committee (“ESC”) presentations since
TJuly 25, 2009, and specifically in November 2009, used the updated cost forecast.®

Concentric also found evidence which indicates the w and theg
wete alerted to the potential for underestimated costs at as eatly as April 2008.
t opporiunities wete noted throughout the second half of 2008, and specifically in Decembet,
2008 when these individuals were presented with a preliminary revised forecast for PSL. This
followed the award of an engineering, procurement and construction (“EPC”) contract for the EPU
Ptojects to Bechtel Corporation (“Bechtel”). At this time, the PSL Project Team was told to
continue refining their forecast until February 2009 when it was reviewed again by the EPU senior
inanagement. As noted in Section IV, the forecast presented in February 2009 was significantdy

higher than the 2008 forecast.

Overall, Concentric found to be credible. The basis of this finding includes Concentric’s
interview withq, e fact mtﬂhose to send his letter on a non-anonymous
basis, and the supporling documentation produced ot cited b_ Moreover, Concentric
believes is a capable project controls employee with a strong background within his
employment history includes the previous positions noted in the

Letter' and many years of priot project controls employment as a contractor at FPL’s PTN site, as
well as other nuclear facilities in the US. FPL had enough confidence jngcapabﬂities to

¢ Total Project Cash flow, PIN EPU Project 2009, November 2009.
7 Annual Cash Flow, PSL EPU Project, October 2009.

8 Hxtended Power Uptates, Exccutive Steering Committee, St. Lucie and Turkey Point November 13, 2009, p. 5.
?  CR 2008-11443, April 3, 2008.

10 ‘cttct, p.2
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.

ve him responsibility for multiple major projects and a staff of approximately 100 peaple.”” While
h was not awate of all of the developments and documents relating to the preparation and
presentation of cost estimates and his knowledge of the information flow for the EPU Projects
ceased when he left the Project in July, 2009, his letter is largely factually accurate.

IV.  Chronology of Events

A chronology of the EPU Projects is presented in Exhibit 8. A summary of the chronology,
including the major events relevant to Concentric’s review arc highlighted below. This chronology
was used to more fully understand the ongoing dynamics of the EPU Projects and the precise timing
of certain EPU Project activities. The summaty presented below should not be used as a substitute
for a review of the entire chronology presented in Exhibit 8.

A.  Chronology

‘The EPU Projects began in 2007, at which time FPL undertook an initial scoping study to determine
a rough order of magnitude (“ROM”) cost estimate based upon a preliminary assessment of the
components which would require replacement to operate PSL and PTN at the uprated conditions.”
Concentric understands, as originally proposed, the EPU Projects were expected to commence
operations post-2012, but the schedule was advanced following the FL PSC’s rejection of the Glades
Power Park Determination of Need in 2007." FPL filed for a Determination of Need for the EPU

Projects on September 17, 2007.%

In the winter of 2007 and 2008, FPL retained Shaw to review IFPL’s initial scoping study and to
confirm or reject the results of this analysis. Concentric understands from our interviews that these
studies generally confirmed the PPL scoping analysis, but some discrepancies telated to the
replacement or refurbishment of certain components existed for Turkey Point. The initial cost
estimate included a contingency allocation of approximately 45%.'

In Aptil 2008, the EPU Project team assigned to PSL (the “PSL Project T'eam™) identified the
potential to exceed the original FPL & Shaw scoping estimates. At this time, the PSL Project Team
initiated Condition Report 2008-11443 (the “CR”) which stated the “EPU Project Feasibility Study
may not have captured the full spectrum of modifications necessary” fot the uptate.”’ In response
to this CR, the EPU Project team developed a “High Risk Mitigation Plan” which was attached to
the CR." The High Risk Mitigation Plan included a list of actions which were required to be

)

1t Thid.

1z Pollowing our interview with 'on March 17, 2010gnotiﬁcd Concentric and FPL via email on
Magch 19, 2010 of potential retaliation against him by his suparvisor. A copy of this email is attached as Exhibit 7.
Concenttic reported this email to FPL’s Law Department. It is Concentric’s understanding this matter was
addressed by the PPL Human Resources ("HR”} Department,

13 Plorida Power & Light Company’s Petition to Determine Need for Expansion of Electrical Power Plants and for
Exemption from Rule 25-22.082, E.A.C,, Docket No. 070602-El, September 17, 2007,

4 Florida Public Service Commission, Order No, PSC-08-0021-FPOF-EI, January 7, 2008.

15 Florida Power & Light Company’s Petition to Determine Need for Expansion of Electrical Power Plants and for
Exemption from Rule 25-22.082, F.A.C., Docket No. 070602-El, September 17, 2007,

1 Ibid.

17 CR 2008-11443, “Detailed Description,” April 3, 2008, p. L.

% Ibid, p. 8.
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completed by the EPU Project team including preparation and submission of a revised cost estimate

to the among other items. The High Risk Mitigation Plan was signed by the
an theHbut not thc* Concentric does
not believe that this High Risk Mitigation Plan was ever completed.  Concentric also requested a

copy of the revised cost estimate described in the High Risk Mitigation Plan, but was told that this
document could not be located, nor could its existence be confirmed."

Throughout the period from August 2008 to November 2008, the PSL trend register indicated a
potential for underestimation of the EPC costs for the PSL EPU. On November 7, 2008 the EPU
Projects’ EPC vendor submitted a revised forecast of $262MM for the PTN EPU.” This compares
to the scoping analysis assumption of $225MM.™

In December 2008, the PSL Project Team again identified the potential to exceed the original
forecast following the exccution of the EPC agreement with Bechtel. A preliminaty, revised fotecast
for PSL was prepared and provided to the EPU Project management at that time. EPU Project
management, however, requested that the PSL Project Controls group further refine and develop
the revised forecast.

CR-2008-37753 was written by the PSL Project Team in December 2008 and noted the EPU Project
is a major change for PSL and should have a change management plan in place. In addition, CR-
2008-37753 goes on to state that CR-2008-11443 was closed with sevetal future actions contained
within a risk mitigation plan and tracked separately within the EPU Risk Mitigation Program. CR-
2008-37753 concluded that there was a “missed opportunity” to treat CR-2008-11443 as a change

management plan.”?

A sccond meeting to review the revised PSL forecast occurred in February 2009. This meeting was
attended by the EPU Project management team and reportedly included who was
appointed thems of January 2009, and the PSL Project Team. At
this time EPU Senior Management was presented with a forecast of approximately $785 MM for
PSL, an inctease of approximately $129 milli the then current budget.? It was reported to
Concentric that the kesponded with a number of
questions related to the basis for the revised forecast and requested additional refinement of the
forccast.

A similar exercise was undettaken for PTN in March 2009, and PTN began to report its
performance relative to this revised forecast. However, the PTN Project Team was instructed by
the to revise the initial reports, to measure cost performance relative
to the original project baseline because the revised estimate still had to be “validated,” and because
an “extensive effort [was] about to begin to evaluate [PTN’s] estimated cost to complete for the

PTN EPU Project.”

9 ‘The June 8, 2008 Risk Register includes an item which is similar to the High Risk Mitigation Plan, but the documents
required to close out this High Risk Mitigation Plan could not be located.

2  Bxtended Power Uprates, Project Update, Turkey Point, July 25, 2009, pp. 25-26.

2 Ibid.

2 CR 2008-37753, “Additional Information,” December 10, 2008, p. 1.

2 Summary Cash Flow EPU Total 090217 Reviewed.xls, “PSL EPU Project Total,” February 17. 2009.

4 Hemail of-o anonymous recipient, dated Match 26, 2009.
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On May 1, 2009 them submitted pre-filed, ditect testimony in Docket 090009-E1
before the FL. PSC.® In this testimony, the | , stated “The EPU Projects are
progressing on schedule and within budget.” Additionally, this pre-filed direct testimony stated

“There are no changes at this time to the total non-binding cost estimate provided in May 2008 in
Docket 080009-EL”% At the same time, FPL submitted the pre-filed, ditect testimonies o

and Mr. John J. Reed, Chairman and CEO of Concenttic.

At the end of May 2009, the EPU Project management team reported to the ESC that the Bechtel
BPC estimates had increased to a level in excess of Bechtel’s indicative bid.* The ESC is charged
with corporate governance of the EPU Project, and includes FPL's President, Chief Nuclear Officer,
Chief Financial Officer, FPL Group’s President, and several others. This increase was reported to
be the tesult of higher than expected projections of field non-manual and manual labor hours.”
Similatly, the current EPU estimates were reported to include redundant project management and
oversight costs which the EPU Project management team believed may be able to be eliminated to
reduce the EPC vendor’s forecast.”® Finally, it was reported that the EPU scope had grown larger
than the indicative bid presented in November 2008. The EPU Project management team noted
that the current estimates were based on preliminary design information, and that the project was in
the process of refining new “level 1” estimates® A target completion date of June 30, 2009 for the

new “level 1>’ estimates was presented to the ESC at this meeting.”? :

Pollowing the May 2009 ESC presentation, the EPU Project management team undertook an EPU
Modification Scope Review for both PTN and PSL.* The results of these reviews were reported on
June 16, 2009 and recommended the elimination of a substantial number of modifications as not
necessary to operate in an uprated condition.*

The subsequent ESC meeting was held on June 23, 2009.* In this presentation, the EPU senior
management teamn noted that the EPU Projects were completing “level 2” estimates and reiterated
the concerns related to the EPC estimates since Bechtel’s indicative bid in November 2008.% This
presentation was relatively short and precipitated a much more detailed cost review in July 2009,

During the intetvening period between the June and July 2009 ESC presentations, the EPU Project
team expended considerable effort to produce a detailed, “line-by-line” cost review for both the PSL
and PTN project. Concurrently, a decision to replace the EPU senior management team was made.

As a result FPL’s exccutive team recruited four cmiloi'ecs for the BEPU Project team includini anew

¥ Direct Tcstimony'ﬁ‘df}- Daocket No. 090009-ET, May 1, 2009.

%6 Ibid. atpp. 2-3.
27 PFlorida Power & Light Company’s Petition for Approval of Nuclear Power Plant Cost Recovery Amount for the

Period January — December 2010, May 1, 2009
28 PExtended Power Uprates, Executive Steering Comunittee Update, Saint Lucie & Tutkey Point, May 2009 p. 3.
¥ Ibid, p. 14.
3 Ibid.
3 Ibid, p. 15.
2 Ibid,, p. 18.
3 PTN EPU Scope Review dated June 2009, PSL EPU Modification Scope Review dated June 16, 2009,

M Ibid.
¥ Extended Power Uprates, Executive Steering Committes Meeting, Saint Lucie & Turkey Point, Junc 23, 2009,

% Ibid, p.12.
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These individuals were selected and recruited from within FPL
between the end of June 2009 and July 25, 2009.

At the July 25, 2009 ESC presentation, the new EPU senior management team was introduced and
the ESC was briefed in detail on the revised cost forecast. At this time, the forecast for PTN was
revised upward by approximately $161 million from $749 million to $910 million” Similary, the
PSL forecast was revised upward by approximately $140 million from $656 million to $796 million.®

The slides which presented this information to the ESC noted that the “cutrent budget” was being
increased to the “current forecast.™ Simultaneously, the ESC was advised that the May 1, 2009
NCRC feasibility filing had been based on included the original 2008 cost forecast, and revised
feasibility scenarios were presented based upon the cutrent forccast as of July 25, 2009.‘“’ These
revised feasibility scenatios confirmed the continued cost effectiveness of the EPU Projects. FPL
has repotted that the ESC assigned additional action items related to the revised forecast to the EPU
Project Management Team. These action items included continued negotiations to reduce Bechtel’s

COsts.

Following the July 25, 2009 ESC meeting, [ <t the EPU Project and returned to FPL’s
Nuclear Projects Department.*

No ESC meeting was held in August 2009, but both EPU Projects produced a cash flow report. In
the case of PTN, the Total Project Cash Flow report was not updated to reflect the revised forecast
that had been presented to executive management on July 25, 2009. In contrast, the PSL Annual
Project Cash Flow report was reviewed, the budget performance indicator was changed to red, and
the total project cost summary presented on this report continued to be shown as “under review.””

On September 8, 2009 the NCRC hearings in Tallahassee began. During these hearings the_
*csﬁﬁ«i that should he be asked the same questions contained within his

pre-filed, direct testimony his answers would remain the same."

On September 9, 2009, the ESC was presented with a newly revised forecast that further increased
the cost the EPU Projects by approximately $104 MM total for both sites.*® "This presentation stated
that approximately 30% of the total project costs have “high certainty.”*

At the October 22, 2009 ESC meeting, the ESC was advised that the cutrent forecast for the
projects was unchanged, but that the contingency had decreased by approximately $12 million.”” In
addition, the AFUDC estimate was decreascd by approximately $150 million to $200 million™® A
footnote in the presentation indicates the AFUDC was reduced to reflect FPL’s pro-rata share of

37 Extended Power Uprates, Project Update, Turkey Point, July 25, 2009, p. 5.
3 [xtended Power Uprates, Project Update, Saint Lucie, July 25, 2009, p. 8.
3 Jbid., p. 11 aud Extended Power Uprates, Project Update, Turkey Point, July 25, 2009, p. 8.

10 Ihi
1 "Total Project Cash Flow, PI'N EPU Project 2009 August 2009,

4 Annual Cash Flow, PSL EPU Project, Au

4 “Transcript of Direct Examination of September 8, 2009, pp. 208-209.
4 Extended Power Uprates, Executive Steering Comunttee, St. Lucie and Turkey Point, September 9, 2009.
% Ibid, p. 9.

47 Bxtended Power Uprates, Executive Steering Committee, St. Lucie and Turkey Point, October 22, 2009.
# Ibid, p. 6.
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PSL Unit 2.* The remaining values shown in this presentation are depicted as the full cost of the
EPU Projects regardless of ownership.

Also in October, PSL produced two different Annual Project Cash Ilow Reports with different
budget petformance indicators and different total project cost summaries. The first of these reports
is dated October 1, 2009.° This report includes a red performance indicator and the total project
cost summary is listed as “under review”. The second report is dated October 2009. The budget
petformance indicator in this report is listed as yellow and the total ptoject cost summaty is changed
to $651 million.” No one with whom Concentric spoke could explain the difference or the reason

for the two reports.
B. Y i £ r

Concentric has developed the following conclusions which are relevant to the three key questions
noted in Section II to be relevant to the prudence of I'PL’s management decisions and the two key
questions related to the information development and distribution within FPL:

s ‘lhe original FPL and Shaw scoping studies provided the basis for FPL’s decision to proceed
with the EPU Projects in 2007,

* ‘The EPU senior project management was alerted to the potential for the forecast to increase as
eatly as April 2008 through CR-2008-11443,

¢ ‘The EPU senior project management reviewed a preliminary, revised forecast for PSL as early as
December 2008 and a more refined version of this analysis in February 2009.

* The EPU senior management prepared the July 25, 2009 ESC presentations with the intent of
providing a detailed, line-by-line review of the changes to the forecast.

¢ As of July 25, 2009, FPL believed the IIPU Projects continued to be economic based on the
revised forecast and projected incremental output.

s The ms aware of and had assisted in the presentation of a revised cost
estimate to FPL’s execulive managers on July 25, 2009,

V. FPL% Decision to Proceced with the EPUs

In determining whether EPU Project costs were prudently incurred, the FL, PSC will be concerned
with two items. First is whether the decision to proceed with the project was prudent based on the
expected economic and other benefits to FPL’s custorners. That question is addressed below.
Second, the FL PSC will be concerned with whether the EPU Project’s costs were prudently
incurred. This question is addressed in Section VL.

The initial decision to pwceéd with the EPU Projects was made in August 2007 on the basis of
FPL’s preliminary scoping analysis which predicted, at a high level, which plant componcms would
require replacement or modification to support the increased output of the plants.’?  As was

=

> Ibid, pp. 6, 18.
Annual Cash Flow, PSL EPU Project, October 1, 2009.
' Anaual Cash Flow, PSL BPU Project, October 2009

2 Shaw Stone & Webster, Inc.,

February 2008 and Shaw Stone & Webster, Inc.,
Scoping Study, Pebruary 2008.

PR
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necessarily the case, this work was completed absent any detailed design work. The information
presented in this study was used as one component of a feasibility analysis which compared the
opetating cost of FPL’s portfolio of generating resources with and without the EPU Projects.”? In
addition to the estimated cost to complete the EPU Projects, this analysis relied upon the projected
level of incremental output, the commercial operations dates of the EPU Projects and the duration
of the outages. To the extent the resource portfolio that included the EPU Projects was projected
to be cheaper to operate than the generating portfolio absent the EPU Projects, it was deemed the
EPU Projects were in the best interest of FPL and its customers. Thus the question becomes would
reporting of the revised forccast to FPL's Executive Management have materially affected the
feasibility analysis and influenced FPL’s executive management’s decision to proceed with the EPU
Projects in 2008 or again in 20097

It would not be appropriate to assume FPL’s executive management should have become aware of
the revised cost estimate in December 2008. The estimate that was prepared at this time was
preliminaty in nature and warranted additional review by the EPU Project team to further align it to
the EPU senior management’s objectives for the EPU Projects. Virtually all interviewees agreed with

this conclusion.

It is Concentric’s conclusion that, at-best, awateness of a revised forecast could have been improved
by five months. Concentric believes the five month timeframe is approptiate given the February
2009 meeting between the EPU senior management and the PSL ptoject team. As noted above, this
meeting followed an initial review of the PSL cost estimate in December 2008. Following a
conclusion as to how much awareness of the revised forecast could have improved in the “best case
scenario,” Concentric evaluated whether this would have affected FPL’s decision to proceed with
the EPU Projects. In this regard, it is important to note that roughly contemporaneouns with the
revision to the cost estimate, FPI, also learned that a higher level of incremental output may be
produced by the EPU Projects. This additional output was the result of more detailed engincering
which had been completed since the original scoping studies in 2007.™

As noted above, FPL’s decision to proceed with the EPU Projects was based on an economic
feasibility analysis which relied upon the expected incremental output of the facilities as well as the
expected cost, among other items. Due to the increase in the projected output of the EPU Projects,
the economic feasibility analysis was not substantially affected by the revised cost estimate. Indeed
the July 25, 2009 ESC presentation for PSL indicates that, when both the higher costs and greater
output ate considered, the EPU Projects continued to be economic, although approximately 14-59%
less s0, as compared to the information submitted on May 1, 2009 to the FL PSC.* Advanced
awareness of the increased cost estimate in the best case scenario would not have altered FPL’s
decision to proceed with the EPU Projects. Further, Concentric notes that prudence is defined by a
range of reasonable actions, not by perfect or even significantly above average petformance. Thus,
EPU Senior Management did not act imprudently by presenting the revised forecast to the ESC in
July 2009 rather than Februaty 2009.

53 Florida Power & Light Company’s Petition to Deterimine Need for Expansion of Electrical Powet Plants and for
Exemption from Rule 25-22.082, F.A.C., Docket No. 070602-El, September 17, 2007.

3 Extended Power Uprates, Project Update, ‘Turkey Point, July 25, 2009 and Extended Power Uprates, Project Update,
Snint Lucie, July 25, 2009.

35 Extended Pawer Uprates, Project Update, Saint Ludie, July 25, 2009, Pg. 50.
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V1.  ‘The Review and Approval of EPU Costs in the NCRC

Concentric’s review of the-Lcrter has illustrated the distinction between the cost estimation
ptocess and the incurrence of specific costs. The former is the projection of future costs without
the actual expenditure of company or customer dollars. The latter is more critical to the FL PSC’s
review and involves the actual expenditure of company and customer dollars or the commitment to

do so at a later date.

'I'hc- Letter indicates concerns are specific to the cost estimation process within
the EPU Projects and more specifically the reporting of revised cost estimates to FPL’s executive
management and the FL. PSC. Th Letter does not identify any costs which are the result of

an imprudent action bir FPL, Concentric confirmed this understanding of the-]'.ettet during

our interview with

Similarly, Concentric found no indications of costs that were the result of imprudent decisions or
actions on the part of FPL’s management. This conclusion was reinforced by all interviewees.
When asked whether they were aware of any costs that should not be passed along, the unanimous
answer was “no”. Indeed acknowledged during our interview that “the costs will be
what they [are]” and his concerns are related to what information would be presented to the FL
PSC. As a result, Concentric believes there are no costs which should be subject to disallowance by
the FL PSC on the basis of imprudent decision-making,

VII. ‘The Flow of Information to the FL PSC

A.  Scope of Inquiry

The chronology of events presented in Section IV of this report led Concentric to focus on the 2009
NCRC proceedings®™ in order to assess whether the information presented by FPL in those
proceedings relating to the EPU cost estimates, schedule, and cost-effectiveness was accurate and
consistent with the standards expected for testimony before, and submissions made to, a regulatory
agency. This includes ensuring that approved changes to the project forecast were clearly
communicated to the FL PSC in a timely manner.

There were three sepatate sets of activities in the 2009 NCRC proceedings in which information
about the status of the EPU was presented: 1) pre-filing of testimony, both direct and rebuttal, 2)
production of documents and answering of interrogatories in the discovery processes, and 3)
testimony at the hearings. In the 2009 NCRC proceedings, pre-filed testimony on these imatters was
submitted on May 1, 2009 (direct} and August 10, 2009 (rebuttal); documents were provided and
interrogatoties were responded to from January, 2009 through the hearing; the hearings on these
issues were held on September 8, 2009.>" Since an important clement of this investigation has been
about the timeliness of internal and external information flow, we have chosen to examine FPL’s
actions in the three separate timeframes discussed above,

% FL PSC Docket No. 090009-EL
57 Ihid. Pre-filed testimony was also filed on March 2, 2009. That testimony related to 2008 costs. Given Concentric’s

conclusions in Section VT, the testimoriy is not addressed in this section.
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B. -filed Test] !
FPL presented four witnesses in the 2009 NCRC proceedings on issues relating to the EPU:

=
M. |olm l Rccdl Chairman and CEO of Concentric”, and
1

The issues within the scope of this investigation, /e, the projected cost to completion, schedule, and
cost-effectiveness of the EPUs, were presented in *direct testimony®, and the
exhibits sponsored by him, and that information was used it cost-cffectiveness analyses.”
Mr. Reed’s testimony related to nuclear project controls, procedutes, policies, and practices, and the
prudence of FPL’s costs. He offered no estimate of the projected costs to completion or opinions
on the cost effectiveness of the EPUs. estimony related to the accounting for FPL’s
incurred costs and the 2009-2010 projected costs.* She did not offer any estimate of the projected
costs to completion or opinions on the cost cffectiveness of the EPUs. Therefore, our review has

focused on the testimony of- and, to a lesser extent

The pre-filed Direct Testimony filed by— on May 1, 2009 included the following

statements:

9

“The EPU Projects are progressing on schedule and within budget, to defiwer the substantial benefits
of additional nuclear generating capacity fo customers from FPLs existing St Lacie (PSL) units 1
& 2 and Twrkey Point (PTN) Units 3 &4 nuclear power plants.’”

“There are no changes at this time to the total non-binding cost estimate provided in May 2008 in
Docket 080009-IEL. And, as demonstrated by EPL witness [ the uprate project contines to be
cost effective when compared to the addition of other generation alternatives.”™

“Appendix 1 includes the TOR. schedules that compare the current projections to FPL's ariginally
Sited St. Lacie and Turkey Point costs ... At this tinre, FPL has not identified any need to revise
the total non-binding cost estimate provided last May in Docket 080009-EI.  As would be
expected, the Company continnes to enaliate the cosls associated with this project. As activities such
as final eugineering analyses and design, associated NRC requivenents and  reviews, and
constrnction planning are mors clearly defined, the Company will make any necessary revisions fo Ihe

 Disect Testimony of | N EJ . Docket No. 050009-E1, Mey 1, 2009. Y JIPe5: the EPU Peoject
in July, 2009, and left FPL in January, 2010.

¥ Direct Testimony o yDocket No, 090009-EI, May 1, 2009.

©@ Direct Testimony of John J. Reed, Docket No. 090009-EI, May 1, 2009,

% Direct Testimony o Docket No. 090009-EI, May 1, 2009.

% Direct Testitmony of] , Docket No. 090009-E1, May 1, 2009.

8  Direct Testimony o ociet No, 090009-I1, May 1, 2009,

¢ Direct Testimony o  Docket No. 090009-E1, May 1, 2009.

% Direct Testimony of Docket No, 090009-EI, May 1, 2009, p. 2.

& Ibid, pp. 2-3.
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original cost estimate. The TOR schedules provide the best information currently available for the
cost recovery period throngh 2070."%

The TOR (True-Up to Original) schedules include Schedule TOR-7, which was sponsored by-
and which continued to tely on the cost estimate submitted in Docket 080009-EI, along
with a restatement of the caveat that the Company continued to evaluate the costs of the project.®®

As of May 1, 2009 (the date the prefiled testimony quoted above was filed), the following events had
transpired:

s A Condition Report (CR-2008-11443) dated 4/3/08 raised concetns about the
validity and reliability of the EPU cost estimate that was used in Docket 070602-EI”
and thatd continued to use in May 2009

s The PSL EPU trend reports for August 2008 through November 2008 had raised
concerns about substantial underestimation of the PSL project costs™

s  On November 7, 2008, Bechtel informed FPL that its estimate of costs for the PTN
EPUs had increased by $37 million; this higher value was used in the Bechtel
contract

s In early December, 2008 the EPU’s Project Controls Group identified that the May
2008 cost estimate was likely to be too low given the Bechtel contract and cost

o A Condition Report dated 12/10/08 concluded that the resolution of the 4/3/08

Condition Report was a “missed opportunity””

® On February 17, 2009,& was presented with an analysis prepared by
Project Controls and the PSL site that their forecast for PSL was $129 million above
the May, 2008 estimate”

s By March 26, 2009 the PTN site team had also concluded that the cost estimate

should be raised above the May 2008 estimate; a decision was made to not use the
2374

highet cost estimate because it was considered “preliminary

. h participated in developing a presentation in late Aptil/eatly May 2009
informing the ESC that while Bechtel had estimated higher costs, the forecasts for
PSL and PIN were unchanged from the May 2008 estimates; the Projects’ cost
status is shown as “green.””

As shown by this chronology, the EPU’s cost estimates were cleatly in a state of rapid flux by May 1,

2009. While there was mounting evidence to indicate that an upward revision to the cost estimate
was likely, as of May 1, 2009*11“ not reported such an increase to the ESC nor had

Ibid,, p. 24.

Direct Testimony ofg Docket No. 090009-E1, Exhibit 1, May 1, 2009, p. 104.

Florida Power & Light Company’s Petion to Determine Need for Expansion of Electrical Power Plants and for
Escmption from Rule 25-22.082, F.A.C,, Docket No. 070602-El, September 17, 2007, ’

7 Extended Power Uprates, Project Update, Tatkey Point, July 25, 2009 and Extended Power Uprates, Project Update,
Saint Lucie, July 25, 2009.

" PSL Trend Register
72 CR 2008-37753, “Additional Information,” December 10, 2008, p.1.

N Sumemary C "Total 090217 Reviewed xls, “PSL EPU Project Total,” February 17. 2009,
™ Email from to anonymous recipient, Marech 26, 2009.

3 Bxtended Power Uprates, Executive Steering Committee Meeting, Snint Lucie & Tuckey Point, May 1, 2009, p. 8.

883
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an increase been approved. \’(’hat— had reported to the ESC was consistent with what
his Direct Testimony reported to the FL PSC. Additionally, Schedule TOR-7 appropriately
indicated the Company continued to evaluate the costs of the EPU Projects.

C. r Pro

Concentric requested, received and reviewed all documents produced and interrogatory responses
submitted by FPL in Docket 090009-EI and pertaining to the EPU budget, schedule and cost
effectiveness. Our review led us to follow up on one interrogatory response, submitted in response
to Staffs Fifth Set, No. 53, for further analysis.”® This interrogatory response, which is attached as
Exhibit 9, sought a listing of each analysis that FPL was offeting to satisfy the requirements of
Section 366.93(5) F.S., which requires an annual comparison of the budgeted and actual costs as
compared to the estimated in-service cost of nuclear projects. The response, which was submitted
on August 17, 2009, refers to Schedule TOR-7 which contains the Company’s annual comparison of
budgeted and actual cost. Schedule TOR-7 was submitted on May 1, 2009, and is described as a

“snapshot” of a continuous process.”

Between May 1, 2009 and August 17, 2009, major changes wete made to the forecast for the EPU
Projects. On May 31, 2009, the PTN EPU budget indicator was shown as red, indicating a setious
challenge to meeting the existing budget.® On June 3, 2009, Bechtel submitted a “P50” (mean
value) cost estimate for PTN that was $108 million above the May, 2008 estimate.”” On June 23,
2009, advised the ESC of the Bechtel estimate®, and the ESC instructed him to
prepare a “line-by-line” updated forecast for the projects to be reviewed at the next ESC meeting,
This updated estimate was prepared at the direction of, y several staff reportedly
working seven days a week for a month and was presented to the ESC at an all-day, Saturday
meeting on July 25, 2009. In the week leading up to that meeting, the EPU leadership team was
replaced, and was reassigned to a position outside of the EPU, although he actively
participated in the July 25, 2009 presentation. That presentation established new cost estimates for
the EPU Projects which were approximately 21% higher than the May 2008 estimates.”” Therefore,
Schedule TOR-7, which is referred to but not attached to the response to Staff 5-53, was out of date

by August 17, 2009,

However, the interrogatory only asked for a /fising of the responsive analyses, not for FPL’s current
or updated analyses. Concentric views the response to Staff 5-53 as being accurate, reliable, and
responsive, even though the document referred to was out-of-date. The respondent answered the
question in a forthright fashion based on all of the information known to this person at the time.

¥ Response to Docket No. 090009-EI, Smff's Fifth Set of Interrogatories, Interrogatory No. 53.

7 Ibid

% Total Project Cashflow, PIN EPU Project 2009, May 31, 2009.

7 Extended Power Upmtes, Project Update, Turkey Point, July 25, 2009, pp. 25-26.

8 Rxtended Power Uprates, Executive Steering Committee Meeting, Saint Lucie & Turkey Point, June 23, 2009, p. 12.
8  Extended Power Uprates, Project Update, Turkey Paint, July 25, 2009 and BExtended Power Uprates, Project Update,

Saint Lucie, July 25, 2009,
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D.  Testimony at Hearing

As stated eatlier, - and- appeared at the NCRC hearings on September 8, 2009,
At the hearing, the following exchange took place betwee and counsel for FPL":

BY MR. ANDERSON:

0. I 1 asked you the same questions contained in_your prefiled direct testimony, wonld your
answers ¢ the same?

A Yes, they would be.

MR. ANDERSON: FPL asks that the prefiled direct testimony be inserted into the record as
thongh read.

The exchange with counsel had the effect of asserting that all of the statements in the pre-filed

testimony, and the exhibits sponsored b remained truthful and accurate as of
September 8, 2009. This followed introducing several corrections to etrata in his
pre-filed testimony, and updating his prefiled testimony to reflect his new title and responsibilities

with IFPL.

As of September 8, 200 had participated in the development of highly detailed cost
projections for the EPU Projects, and had presented these new estimates to several senior FPL and
contractot personnel on July 25, 2009.* The new estimates for PSL wete caveated as still being “at
the conceptual level*” (as were the May, 2008 estimates®”) and the comment was made that the full
scope was still not known. However, the new values were cleatly labeled as the “Current Forecast,”
and the statement was clearly made that the “Current Budget” (the May, 2008 values) was being
increased to the “Current Forecast” The July 25, 2009 presentation offers an extensive
perspective on the shortcomings of the May, 2008 estimates and the lessons that should be learned
from this expetience.®” Concentric also notes that the ESC was explicitly advised that the new cost
estitmates were inconsistent with the May, 2008 and May, 2009 data that had been presented to the
FL PSC and that several new economic feasibility analyses had been performed, which updated
those analyses that had been submitted to the FL PSC eleven weeks earlier.® The new feasibility
analyses continued to show that the projects were beneficial to customers, although less so than in

the May 1, 2009 filing.*

Based on the information presented above, Concentric has concluded that by the time -

took the stand on September 8, 2009, the information presented on Schedule TOR-7,
and the testimony rclated to it, was out-of-date. By this time,ﬁ had presented tevised

8 Transcript of Direct Examination of ~Septcmbcr 8, 2009, pp. 208-209.

85 MMeeting request for EPU Saturday Session, July 25, 2009, 8:00 AM to 3:30 PM.

8 Extended Power Uprates, Project Update, Saint Lucie, July 25, 2009.

8 Hlorida Power & Light Company’s Petition to Determine Need for Expansion of Electrical Power Plants and for
Exemption from Rule 25-22.082, F.A.C., Docket No. 070602-E1, September 17, 2007.

8 Hxtended Power Uprates, Project Update, Turkey Point, July 25, 2009 ad Extended Power Uprates, Project Update,
Saint Lucie, July 25, 2009.

8 1bid., pp. 38-40 and pp. 51-52, respectively.

88 Pxtended Power Uprates, Project Update, Saint Lucie, July 25, 2009, pp. 44-49.

# Ibid, p. 50.
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cost estimates to the ESC, and the EPU Project management team had begun relying on the revised
cost estimates. QOur opinion in this regard is also supported by the statements of nearly all of the
EPU Project personnel we interviewed (other than the two EPU Project personnel that participated
in the decision to not update the testimony).

In our interview with him, defended the September 8, 2009 reaffirmation of his pre-
filed testimony on the grounds that the July 25, 2009 cost estimates were prepared assuming the
validity of many unapproved scope changes and manpower estimates, and that they wete no better
than a “guess” with little support. He also indicated that he does not recall any discussion with
regatd to whether the updated estimate should be presented to the FL PSC.

Concentric agtees that the new cost estimates were based on only partially completed engineering
and design information, and that they were still subject to revision as new information became
available. However, that is always the case with a construction program such as the EPU Project,
and continues to be the case today. These facts do not support the continued use of information
that was bascd on even catlier conceptual designs and out-of-date manpower and material estimates
and which did not take into account executed major contracts. The new estimates wete the product
of more than a dozen people working extended hours for 2 month and had been reviewed by every
level of management in the EPU organization. They reflected far more knowledge about the scope
of the EPU Projects than had been used in the 2007-2008 Shaw scoping analysis, materials cost
estimates that were based on mote recent data and manpower estimates that reflected the revised
scope and loading estimates prepated by Bechtel. Most importantly, they wete presented to the
executives of FPL in charge of EPU governance (and who were responsible for approving budget
changes for the projects) as the best “line-by-line” estimates available at the time, werc matetially
different from the 2008 estimates, and have continued to serve as the reference point for all
subsequent revisions to the cost estimates, including those that were submitted to the FL PSC in
May 2010. In shott, while the July 25, 2009 and subsequent cost forecasts are and were preliminaty,
they represented the best information available at that time, were relied upon by FPL, and were
mote advanced that the 2007/2008 cost projections.

The documents we have reviewed, and our interviews, indicate that there was considerable
uncertainty among the project staff in September 2009 as to whether the new cost estimates were
approved or not, and internal reports were inconsistent in their use or non-usc of the updated
forecast (see Section VIII for additional details). The EPU staff had experienced significant
turnover and was also undergoing a major reorganization at that time, which appears to have
conttibuted to the lack of clarity on this point.

Concentric’s discussions with Company personnel have also indicated that the fact that the updated
feasibility analyses presented to the ESC on July 25, 2009 confirmed that the projects still offered

significant value to customers may also have been a consideration in the decision to not update
testimony. While Concentric agrees that the new analyses confirmed the conclusions in
testimony, we believe that a $300 million, or 27%, increase in the projected cost of
the EPU Project should have been discussed in the live testimony on September 8, 2009.

Concentric found no evidence to suggest thatpn the cost effectiveness of
the EPU Projects, had any knowledge that updated cost estimates were presented to the ESC. Tt is
our understanding that he relied on the cost estimates provided on Schedule TOR-7, as sponsored
bydand- was not in the EPU organization or the Nuclear Division of FPL.
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VIII. Recommendations for Improvements Related to the NCRC

Concenttic’s investigation into this matter has produced the below recommendation for process
improvement. These recommendations are intended to improve the distribution of information
within FPL, the NCRC docket team and to the FL PSC.

1. Concenttic recommends that the process be changed in order to provide timely and ongoing
information within the NCRC docket team throughout each NCRC review cycle. This will
help to ensure that any updated information is fully discussed within the NCRC docket team
and prevent future concerns related to flow of information to the FL PSC. Concentric has
been informed that this change has already been implemented.

2. Similar to the recommendation above, FPL and the FL PSC staff should revisit the issue of
intra/inter-cycle document production. The ongoing production of a limited number of key
project documents could enhance the FL PSC staff’s understanding of the projects and how
they are developing on an on-going basis.

3, The NCRC docket team has included and continues to include a number of first time
witnesses or witnesses with limited experience serving in this role. As a result, it is vitally
important that FPL’s Law and Regulatory Affairs Departments continue to provide explicit
instruction and guidance to these individuals. It is our understanding that the importance of
updating one’s pre-filed testimony and exhibits is an explicit part of the witness training
program, which we believe should be conveyed through written instructions,

4. As part of our investigation Concentric reviewed the list of invitees to the ESC
presentations. Noticeably absent from these lists of invitees in 2009 was a representative
from FPL's Regulatory Affairs and Law Departinents. Given the importance and scale of
the EPU Projects, and the alternative cost recovery treatment being afforded to these
projects, a relatively senior member of Regulatory Affairs Departiment should attend each
future ESC presentation. It is our understanding that this change has recently been

implemented.

IX. Information Development and Distribution within FPL,

The below discussion relates specifically to FPL’s internal distribution of EPU Project-related
information and forecast. In Concentric’s view, the below discussion should not be misconstrued to
determine the prudence of FPL’s decision making processes and therefore should not impact the
recovery of costs through the NCRC.

As described in Section IV, the initial EPU Project budget was established by the FPL and Shaw
scoping studies in 2007 and carly 2008. The EPU Projects also established a variety of project
instructions which identified the process for addressing changes or risk to this initial forecast. These
Extended Power Uprate Project Instructions (“EPPIs”) were first developed in spring 2008 and
were updated at various points in the project, including following the introduction of a new senior
management team in July 2009. Concentric’s teview of the EPPI’s have identified three which are
relevant to the reporting of revisions to the cost estimates within FPL: 1) EPPI-300, EPU Project
Change Control; 2) EPPI-320, Cost Lstimating; 3) EPPI-340, EPU Project Risk Management
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Program. For purposes of our review of these instructions, Concentric has segmented our review
into the pericd preceding July 25, 2009 and that after July 25, 2009,

A.  PreJuly 25, 2009 Information Flow

As early as April 2008, the EPU management team was made aware of concerns about the adequacy
of the Shaw scoping analysis and associated budget. These concerns re-surfaced after the Bechtel
contract was awarded in November 2008 and were brought to the attention of the EPU senior
management in December 2008 and Februaty 2009. By Februaty 2009 the EPU Project Controls
employees had developed a revised cost estimate, albeit in preliminary form, that projected a $129
million cost increase for PSL. The revised estimate was within 2% of the values ptesented to the
ESC in July 2009. Similar estimates had been developed for PTN by March 2009, but the EPU staff
was ditected to discontinue use of this estimate until management had reviewed it further.
Throughout late 2008 and the first six months of 2009, Bechtel submitted several revisions to its
cost estimates, all of which were substantially higher than its indicative bid and higher than the
estimate developed as part of the Shaw scoping analysis.

These events followed the publication of EPPI-300 on March 4, 2008. This project instruction
cstablished a formal process for identifying and tracking potential changes to the initial project
budget. EPPI-300 describes the purpose of the trend program as follows:

“This document shall be used for scope changes to Capital and O&M sub-projects
within the EPU Project. Changes to the approved budget will be made using the
approved Scope Change/Ttend Notice form (SCN/TN) which shall become part of
the budget records.”

These potential changes were divided into scope changes (i.e,, additional plant modifications} ot
trends (i.c., increased costs of completing approved scope). In order to address a trend, EPPI-300
dictates that the trend should be identified on a formal “Trend Register” and a SCN/TN should be
completed to request changes to the project forecast. The SCN/TN was then routed to the

or approval. ‘The process for addressing scope changes is similat, but requires additiona
review of the potential scope change to ensure it is necessary for the EPU Projects. Once an
SCN/TN is initiated, EPPI-300 requires the EPU Project Cost Engineer to establish a tracking
number and the potential budget impact of the SCN/TN. The Project Scheduler is responsible for
indicating the potential schedule impact. Once this information is added to the SCN/TN, it is
routed to the EPU Project tcam membet with the appropriate approval authority for the potential
cost impact. Upon approval, the SCN/TN is supposed to be incorporated into the project budget
and all future project reports.”

Concentric requested the EPU Projects’ Trend Registers and all SCN/TNs since Januaty 1, 2008
and received many, but not all, of the SCN/TNs prior to issuing out report. Based on our review of
the Trend Register and SCN/TNs between January 1, 2008 and July 25, 2009 it would appear that
the EPU Projects only partially complied with this EPPI-300. For PSL, a detailed and
conscientiously maintained Trend Register was maintained between summer 2008 and at least June
2009. However, it appears that the process for reviewing and approving trends was not

% EPPI-300, Project Change Control, Pg 3, Rev 00.
% Thid at 4-6.
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appropriately implemented at PSL. Many of the same trends. were identified cach month without
resolution ot incorporation into the budget. As an example, in nearly every month between August
2008 and June 2009 a trend was noted with regard to the EPC budget. These trend impacts ranged
between $10 million and $140 million. The EPC budget was only increased by $20 million during
this petiod. Similatly, the PSL Project Team did not prepare SCN/TN forms for trends that were
included on the trend register. For PTN, it would appear that the trend register was kept up to date
during this period and some of the trends or scope changes were outstanding for several months.

Finally, many potential scope changes ot trends appeat to have been captured on the Risk Register,
which, as discussed below was not synchronized with the project forecast, rather than the Trend
Register. For example, the CR discussed in Section IV above, resulted in a “High Risk Mitigation”
plan, but does not appear to have been included on the trend register. Thus potential scope changes
or trends were not adequately reflected within the forecast. Concentric also noted that prior to July
25, 2009, the —failcd to identify a source of the funds on the SCN/TNs for

neatly every form.

EPPI-320 provides the project instruction for cost estimating, including the development and
inclusion of contingencies and the estimates to be used on the SCN/TNs desctibed above. This
instruction was established in March 2008 and remains in effect today. Specifically, this instruction
states that “estimates should include project risks, uncertainties, and contingency. These should be
documented along with the methods for determining the percentage of tisk and the amount of
money associated with the contingency.” EPPI-320 also indicates that it is supplemental to the
Nuclear Projects Depattment Instruction — 304 (“NPDI-304).

FPL has defined the contingency as “an amount added to an estimate to allow for additional costs
that experience shows will likely be required. This may be derived either through statistical analysis
of past project costs, or by applying expetience gained on similar projects.”? NPDI-304 provides
additional guidance on the development of contingencies and states:

4,7.6. As a general rule, conceptual estimates should have a 25-30% contingency,
Level 1 or preliminary estimates should have 15-25% contingency and Level 2 ot
definitive estimates a 5-10% contingency. The exact percentage is determined on a
case by case basis.

The EPU Projects’ cost estimates fit the criteria for a conceptual estimate in 2008 and appear to
have achieved Level 1 status by the end of 2009. FPL’s practice ptior to July 25, 2009 was to label
the contingency as “Scope Not Defined”, or “Scope Not Estimated.” This line item, although it
referenced the EPU Projects’ risk matrices, was then used as a balancing variable to show a flat
overall forecast trend and was not based upon project risk. As a result, the contingency was
depleted month-by-month, the Risk Register was never synchronized with the project forecast and
the EPU Projects no longer maintained a level of contingency that is consistent with FPL’s
guidelines. In other words, the EPU senior management used the initial contingency as an
“allowance” that was to be used to meet increases in scope or cost rather than a value which reflects
the risk remaining in the project, including those identified by the Risk Registers. This practice was
acknowledged in the lessons leatned sections of the July 25, 2009 ESC presentations by the
statements that “...undefined scope depletion not dealt with in a timely fashion...undefined scope

72 NPDI-304, Estimate Preparation, Pg 9, Rev 0.
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allowance used in establishing base contracts and work left little for emergent items ot increased
scope.. .must include undefined scope allowance based on level of risk/progress on project.”

EPPI-340 was first initiated in February 2008 and establishes a process to ensure that each
“identified risk is recorded in a risk matrix, and evaluated for probability, consequence, cost,
schedule and project impact.” The process set forth within EPPI-340 does not include a clear link
to the EPU Projects’ forecasts, but rather is an evaluation tool for determining the level of
uncertainty remaining in the project. Indeed, the July 25, 2009 PSL ESC prescntation states “cutrent
undefined scope allowance is not aligned to the risk matrix...looked at the project only from a high
level risk.” Because the EPU senior management used the contingency as a balancing variable to
depict a flat forecast trend, the Risk Management Program was never used as presctibed by EPPI-
340. At best, by catly 2009, the risk registers became little more than a repository for project risks
and with little or no connection to the EPU Projects’ forecast.

With regard to the risk management process, the EPU’s assessment of its own performance during
this period, as presented to the ESC on July 25, 2009, was that:

It “underestimated the risk and costs associated with the fast track project,”

It “did not assess [the] capacity of [the] organization and costs,” and

“Early watning on cost overruns and undefined scope depletion were not dealt with in a
timely manner.”

Concentric concurs with these assessments, and notes that many of these issues have been remedied
through changes in procedures and the organizational structure since July 25, 2009.”

B. - 1formation IF

As part of its transition, the new EPU senior management team has undertaken a process to tevise
many of the EPPIs to address many of the lessons learned that were identified in the July 25, 2009
ESC presentations. As described below, this process has included extensive tevisions to EPPIs-300

and 340.

With regard to EPPI-300, this instruction has undergone at least four tevisions since July 2009 and
has been updated to include more rigorous trend identification, to more cleatly define the roles of
each person involved with the trend program and to define the timeframes for review and approval
of these forms. These revisions included a revision to the SCN/TN forms. This revision changed
the name of the form to explicitly include forecast variations. Similarly, the SCN/TN forms being
issued by the Project today dictate the source of the funds for each scope change or forecast
variance. The options for these funds include: 1) No change to project budget; 2) Contingency; 3)
Variance to approved budget; 4) Other. Nonetheless, the EPU Project continues to use the
contingency allowance to fund scope changes, rather than maintaining the contingency at a level that
appropriately reflects the risk to the cost forecast. Concentric believes scope changes should be
fonded through a forecast variance to eliminate the use of contingency as a forecast balancing
vatiable. This is consistent with NPDI-304 which states the following:

9 EPU lessons leamed PPL from April 2010.
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“Contingency usually does not include changes in scope, schedule or unforeseen
major events such as strikes, tsunamis, hurricanes or earthquakes.”

Lastly, the use of the trend program is improving with greater alignment between the Risk Register
and the Trend Register.

Concentric notes that issues of the project contingencies, risk register, and the relationship of each
to the cost projections are being addressed by the work soon to be completed by High Bridge.
Furthermore, on May 1, 2010 FPL filed an updated cost estimate range and feasibility analysis with
the FL. PSC. This updated cost estimate range included increased allowances for undefined scope
and risk. It is our understanding that EPU management considers its current approach to be an
intetim solution until the High Bridge results have been received and reviewed, and that the High
Bridge results will be used to compare against FPL’s current cost estimate range.

C.  Conclusions Related to Flow of Information within FPT,

Concentric has concluded that the EPU Project team did not adequately comply with its and FPL’s
published procedures for developing, estimating, approving, and tracking revisions to the cost
estimates and/or budget prior to July 2009. It is clear that the process requited for teleasing funds
from the contingency was not followed, and that all revisions to the cost estimates have not been
tracked through the trend program. These facts have resulted in widespread confusion within the
otganization regarding what the current approved budget or cost forecast is at any point in time,
who has to approve changes to that budget or cost forecast, whether there is a meaningful difference
between the tetms budget, cost estimate and cost forecast (all of which are used in different standard
reports), and how to measure and report variances from the budget/estimate/forecast. Many of
these same points were acknowledged by EPU management in the lessons learned sections of the
July 25, 2009 ESC presentations. Here the comments were made that “Individual Modification
Budgets and Site Department budgets [were] not established...did not use formal process such as
Plant Review Board to approve scope growth during design process ptior to 01/01/09...no formal
cost benefit was performed on design changes.”

Finally, due in large patt to the confusion discussed above, our review of the EPU’s standard repozts
and presentations has made us awate of several reports that were issued with some incotrect or out-
of-date information. These problems persisted after July 25, 2009 in the Monthly Operating
Reports (MOPRs), monthly cash flow reports, and ESC presentations. However, post-July 25, 2009,
the cotrect and updated information was available in the EPU Project’s presentations to the ESC.
We also received reports from individuals within FPL that documents they were responsible for
prepating were changed, after the originator had issued them, by someone else in the organization
and often with no explanation as to why the changes were made. In other instances, individuals
wete told to make changes by someone else within FPL. These accounts are difficult to verify, but
they do not represent a single account or example. In addition, Concentric has received some
documentation to corroborate these accounts, Some of these actions ate attributed to managets that
are no longer in the EPU organization, but they demonstrate the need for more definitive document

control and ownership procedures,

% Ibid.
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X. Recommendations for Improvements Related to FPL’s Internal Distribution of Cost
Estimates

Concentric’s investigation into FPL’s internal distribution of EPU Project-related Information
produced the below list of recommendations for process improvements. Many of these
recommendations ate intended to improve the disttibution of information within FPL, and the
NCRC docket team. In certain of the recommendations listed below, Concentric has noted that
changes to the EPU Projects since July 2009 may have already addressed these recommendations.
In those instances, we are stating the recommendation to demonstrate that all of the issues raised in

this report are being, or have been, adequately addressed.

1. To ensure that FPL and the EPU Project team should establish and implement explicit
report owners (by report). In addition, FPL and the EPU Project team should establish and
implement an explicit report sign off or dissent procedure that is analogous to the “blue
sheet” sign-off procedure used for information soutced from outside the business unit. In
addition, the report sign-off and dissent process should include a link to a company program
fot anonymously notifying superiors in the event of a concern with project reporting.

2, To the extent that a performance indicator (e.g., green, yellow, red) relies upon a calculation
in order to produce a particular indicator, the result of the undetlying calculation should be
reported along with the petformance indicator {e.g., budget or forecast petformance). By
providing the result of the underlying calculation, a report preparer or reviewer can quickly
identify any discrepancy between the performance indicator and the calculation that

produced that indicator.

3 FPL should consider changing the reporting relationship of the EPU Project Controls
Director. While the change in reporting from the EPU Project Director to the Vice
President of Power Uprate in 2009 was a positive development, the reporting relationship of
the EPU Project Controls Director may be improved by including either a solid or dotted
line outside of the EPU Projects. This could improve the independence of the Project
Controls Director and his staff. Concentric notes that future, large scale projects could
benefit from an independent project controls organization that incotporate best practices
from across the organization.

4, FPL’s current approach to establishing the EPU’s contingency (Scope Not Defined) uses the
contingency as the balancing variable to maintain the projects within their cost estimates.
'This is not consistent with FPL’s EPPI-300 or with sound project management ptactices.
The contingency should be based on the level of uncertainty in the project, which is best
captured through a probabilistic analysis of the cost estimate. Reductions in the contingency
should not typically be used to fund scope changes, and the contingency should only be
released if the uncertainty associated with the project has declined. Concentric notes that the
appropriate level of the contingency is an issue that is being addressed by High Bridge in its
current independent review of the project cost estimate. In addition, the EPU Project has
established a revised cost estimate range which was used in the Company’s feasibility analysis
and provided to the FL. PSC on May 1, 2010. The EPU Projects should establish a formal
internal process to approve and communicate EPU budget, forecast or estimate changes on
a total project basis each month (.e., not annual). This process should include a distribution
checklist to make certain all reports are updated consistently once a new budget, forecast or
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estimate is approved. Concentric notes that EPPI-300 has been revised twice since July
2009. If implemented thoroughly, these changes should address this recommendation.

5. To the extent CRs are utilized to document potential budget or cost estimate challenges, the
CR closure processes should be revised to prevent the closure of a CR prior to the
completion of a tisk mitigation plan. In the alternative, risk mitigation plans can be tracked
separately, but must not be closed until each of the action items listed on the risk mitigation
plan ate completed. Additionally, the completion of all action items must be documented
and those documents should be preserved in a central location. Concentric notes that the
EPU management team is already planning to address this change within the EPU action

item list,

6. FPL should continue to maintain EPU Project staffing as a high priotity. A sufficient
number of staff members are required to maintain adequate project control, including the
updating and production of project reports, Throughout our investigation it was noted to
Concentric that many within the organization were overwhelmed with the amount of work
that must be accomplished given the “fast-tracked” status of the project. At times, this may
have contributed to the inconsistency ot inaccuracy of certain project reports.

7. The EPU Project team should document the names of each ESC presentation attendec and
maintain this list of attendees with the ESC Presentations. This will increase the overall
transparency into the EPU Projects and document that the proper level of oversight is being
provided to the EPU Projects.

8. The tesults of this investigation should be provided to the Cotporate Responsibility Officer
for use in improving employee confidence throughout the organization. Our limited sample
of interviews indicates that there are, or have been, concerns about the uniform adherence to
the non-tetaliation provision of the Code of Conduct.

9. Concentric suggests FPL institute a procedurc for conducting organizational teadiness
assessments priot to commencing new complex, large-scale projects. 'This procedure should
include a documented review of the Project Plan to ensute that it adequately details how the
project is expected to evolve over time and ensure proper expectations related to
performance reporting and measurement are communicated throughout the project teams.
In addition, these assessments should include a detailed review of executive management’s
expectations regarding the development and updating of the project schedule, cost estimate,

budgets and reports.

10.  Concenttic and the EPU Project management team should conduct an investigation close-
out mecting at the end of this investigation. This meeting will review Concentric’s findings
in this investigation, address management’s response to those findings and discuss ways in
which processes or procedutes could be improved to prevent similar project challenges.
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Pebruavy 19, 2010

Mr. Lotvls Hay

Florida Power and Light

PPL Group Chairman and CBO
700 Universe Blvd,

Juno Boeach, FFL 33408

Dear Mr, Hay:

Lam wrlting {o you with my concerns about cost performance in Nuolear Proleots and Exiended
Power Uprate (BPU) In 2009, With the exodus of the entlre Sr. BPU Projeot Management Team,
Tam belng ofted as one of many targets Iu the failure of BPU in 2009,

In May 2008 by [}
my counterpart for BPU was released, Iwas told by the

Twould have to assume the BPU responsibliity as well
as my ourrent roll. Jn January 2009 1 filled both positions reporting to*. 1 hiad over
100 poople (contrastors and EPL) reportiiig to me at five sites and a Corpornle Projeot Controls

roup. From July 2009, which {s when I Jeft EPU, until late November 2009, I reported again fo

. While reporting tﬂ, he told o a number of tines he thought X was
oing & good job, During the tite I worked fb he took me to dinner and exprossed

his appreciation for my support while working for him,

In my roview I am aconsed of not providing adequate information oy forecasting for both the BPUJ
Project aud Nuclear Projests In 2009, Ta my knowledge thete was nover a mejor Issue witha
Monthly Varlance Report or a Slte Project Status Roport for Nuolear Projecis, From a Project
standpoint, 2]l projeots were on farget or explained in varlances. Ido not bulieve any oited Issuss
were aresult of a Project Controls shortcoming. For Powor Uprate, my Project Cottrols Team
developed extensive project indicators in Pebruary of 2009 and patierned them after those used to

support the “Blg Dig" Boston Artery, These indicators included Eamed Value Metrlos. These
Maroh 2009, The !

Indioators were approved by the Project Team and prosented 1
original Indloators are still on the BPU SharePolutwebsites for you to view, The Isaies offecting

project performance for BPU were the faot that the BPU Project Teams could wot support update
of the indicators dus to contluuing basellne reviews and scops additions that were not proviously

{dentified, Tho scoping study and budget estimates were completed by tho Shaw Company and
wero commissioned by the and comploted before ! Jolned the Project, Theso
estimates ware not adequale and Sr, Management sontinned changing phllosophy on what was to

be Inolnded and not inoluded In these esthnates. As a result there was no Projeot bagollne !
established and overall Project performatco was vory poor, The vould I
complaln about having poor performance Indicators however as Project Conirols, wo could not .
deliver a positive messago If there was nono to deliver, The sltuation confinued to worson
through the spring of 2009, Projeot Managers and Engineers were not corroc'ini {ssues and the
Sr. Managers would not acespt the poor performancs messages. Th was
told in Jate 2008 before T was assigned fo BPU that the profects were In frouble, My Team
continued to dollver this tessage along with poor weekly performance reviews. Finally In July
0t 2009, Sr, Managoment deofded [t was time to Inform Bxeentive Managors of the poor
condition of BPU which precipltated tho roplacement of the cutire BPU Project Sr, Managoement
Team, My Projeot Controls group prepared detalled roviews (hat wero presented to*
Inte in July 2009 on the poor condition of BPYJ,
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At tho timo, the cost overview for PSL was: Original Budget $656MM, Currént Foreoast

$795MM showing 8 negativo varlance of ($139MM). For FTN: Orlginal Budget was $749MM,
Current Forecast $909MM with a noiativc varlanco of (§160MM). ?

These
nuinbers olenrly show the gravity of BPU nogntive pecformance. To my knowledge, theso
numbers have contloued fo worsen with the new Project Toam 1o where for PTN aud PSL, the
‘T'eam doss not have a olear iden of whaf the final costs will be,

Tam concernied about how FPL will report these findlngs at the upeoming PSC hearings, Any
Information from BPU other than which was presented to Management last summor will bo s
maudpifation of the truth. Current reporting for PTN and PSL doss not contaln information
showing there s serlous trouble witl these Profects. The troubls was enough to replace the onfite

8r. Project Teom,
Buolosed with this Jetier are the presentations given to, Iast July, Ifyou luvestigats
current estimates for PTN and PSL, thoy were stated in Novembeay 2000 as being the orlginat
haw estimates. Currently tho numbers are in veviow,
That's alwast 2

times the original Shaw budgot estimate, -

My team delivered the correot message to Sy, Management. Sr, Management did not want to-
accopt tho messnge, My Final Evaluation for 2009 is the only poor evaluation I've ever had in
my ontire opreer having worked In Projeot Controle for some 30 years, My former positions
bufore comiug to RPL weto with ARRS Corporation, Burllngame, CA whers X was Projeot
Controls Consultent/Manager for NASA In Houston working with the Program Management
Division of the International Space Statlon, Also with ARES, I was a Project Consujtant for the
DARHT Project (Dual Axls Radlograplie Hydrotest Faomty) at Los Alamos National Laboratory
whore T was part of a Project Team that earaed the DOB Bxeallence award for Defense Systoms,
Tor tho record, my Toeam told the truth about the BPU financlal condition and that truth did not

mest FPL cxpeomtlons.

Finally, I know this lottor comes at a timewhon FPL has ordered tho Invostigation of smployee
gongerns stomming from the Jan. 20" and Pob, 4* letters. Lam In no way assoclated with those
ietters. [only seok to express my concorn about npeoming PSC hearings and my unjustifted
negativo omployeo review. I havo copled my supervisor and human resources,

Thank yon for taking the time to read this leftor. ;

-~

Co;
Cot i
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\ Florida Power & Light Company, P. 0. Box 14008, Juno Beach, FL 33408-0420
‘Law Department -

FPL (561) 6917135 (Faeslmlie)

c-malls

Macch 15, 2010

John Reed '
Chiof Bxecutive Officer

Concentrle Energy Advigsors

293 Boston Post Road West

Sulte 500 )

Martborough, MA 01752

Re:  Independent Investigation of February 19, 2010 Correspondence to Mr. Lewis Hay, FPL
Group Chalrman and CEO

Dear Mr, Reed:

The purpose of this leiter Is to request that your company conduct an independent faotual
investigation with respact to the statements and subleot matter contained in the referenced
correspondence, a copy of which s attached, with the exception of matters pertaining to the employee
performance review of the author of the correspondence.

. The engagement should be handled subjeot to the terms and condlitions of the consulting services
agresment amendment that applies to your company's work for FPL #hrough December 31, 2010, and
billed to FPL separately from other work performed under that amendment.

Please direct any requests for support or information required to suppott your work to me, and
report the results of your investigation to me. I would appreolats it if you would sign and retumn a copy of
this letter to ms acknowledging agresment to perform the above-referenced soops of work subject to the
terms stated herein,

Enclosure

- ACCEPTED AS OFZYM 15 s010

an FPL Group company
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Project List for Florida Power and Light

NAME START DESCRIPTION
DATE
FPL Regulatory Advisory 4/1/2005 ! Witness training to help FPL prepare for the
cross- examination phase of their rate case
FPL New Nuclear Filings 7/25/2007 | Provided Florida Power & Light Company with

regulatoty support services and expert
testimony associated with its Need Study filed
with the Flotida Public Service Commission
and follow-on support as needed at the NRC
FPL New Nuclear Cost 4/12/2008 | Prepared expert testimony on behalf of FPL to
Recovery Clause Filing support the reasonableness of theit project
management, risk management and cost
estimation practices.

FPL Rate Proceedings 4/22/2008 | Retained as a consulting expert in anticipation
Support/Benchmarking of possible future FPL rate proceedings

FPL Renewable Portfolio 12/31/2008 | Assisted FPL with an assessment of various
Standard mechanisms that have been developed both

nationally and internationally to promote
renewabie technologies

FPL 2009 New Nuclear Cost 1/1/2009 Prepared expert testimony on behalf of FPL to
Recovery Clause Filing support the reasonableness of their project
management, risk management and cost
estimation practices.

FPL Secutitization Testimony 1/15/2009 | Provided testimony commenting on state
issuance of securitization bonds for new nuclear
plants.

FP&IL. 2010 Nuclear Cost 1/1/2010 Prepared expert testimony on behalf of FPL to

Recovery Clause Filing support the reasonablencss of their poejct

management, risk management, and ocst
estimation practices,
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Request # Request Received
1 All data request responses or production of 3/26/2010
docoments related to the EPU Projects from
Docket 090009-El including those related to the
testimonies of—&

2 A list of all FPL employees or contractors 4/8/2010
working on the EPU or related projects who 4/19/10
WeLe involunta.rily te:minated, ICﬁSSig‘qu or (Contractors)

transferred between July 2008 and today,
including a list of the reasons for each
employee’s ot contractor’s involuntary
termination, reassignment or transfer. This list
should include the reasons for the involuntary

termination of [ NG

3 Any employee concerns or condition reports 3/26/2010
issued between July 2008 and today, and related
to the EPU cost estimate or schedule, and all
employee letters to I'PL employees or Board
mermbers expressing concerns or allegations
pertaining to the FPCS nuclear cost recovery

proceedings.
4 All exccutive management reports, briefings or  |4/1/2010
presentations related to the BPU since
December 28, 2009.
5 All EPU MOPRs since 1/1/2010 4/1/2010
6 A list of the EPU employees or contractors and

the dates of all training on the FPL Code of
Conduct and Employee Concerns Program.
Please include all materials used during this

ining,

7 Would it be possible to get a copy of CR-2008- 13/30/2010
114437 This was referenced in CR-2008-37753

8 The last page of this document includes a 3/30/2010

document entitled “High Risk Mitigation Plan™.
That document includes 2 list of 6 mitigation
actions, responsibility for completing those
actions and a due date for each action. Would it
possible to find each of the documents that were
developed in response to mitigation actions and
determine when each mitigation action was
completed?

9 With regard to the attached 2009 DR response, |3/31/2010
‘would it be possible to get the amounts that are
redacted from the table on Pg. 2-3

4/6/2010  |calculations for all AFUDC amounts (i.e., ~$350,
$370, $200 MM, ctc) preseated to FPL’s
executive management between January 1%, 2009
and today.
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Request # Request Received

4/6/2010  |the lessons learned documented in the July 25, |4/7/2010
2009 Executive Steering Committee
presentations. These lessons learned can be
found on pages 51-52 of the PTN presentation
and pages 38-40 of the PSL presentation. This is
written confirmation of a request given ol
orally.

4/6/2010  |Please confirm whether there was an August 4/6/2010
Executive Steering Committee
meeting/presentation. If there was, please
provide a copy of the presentation or report used
duting the meeting,

4/6/2010  |PSL EPU Sensitivity Analysis from February,  |4/6/2010
2009 from
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Annual Cash Flow, PSL EPU Ptoject, August 1, 2009

Annual Cash Flow, PSL EPU Project, October 1, 2009

Annual Cash Flow, PSL EPU Project, October 2009

CR 2008-11443, April 3, 2008

CR 2008-37753, December 10, 2008

Direct Testimony of John J. Reed, Docket No. 090009-EI, May 1, 2009

Ditect Testimony o Docket No. 090009-El, Exhibit 1, May 1, 2009
Docket No. 090009-EI, May 1, 2009

. Direct Testimony o , Docket No. 090009-EI, May 1, 2009

to anonymous recipient, March 26, 2009:

March 19, 2010, to] John Reed, Sam Eaton, re:

PN E LD

_ D
= o

=

=, 3

B

|t

-y

=]

3

For your consideration

. Email from mo Samuel Eaton, Project
Manager, dated March 10, 2009.

. Engagement Letter from to John Reed, Re: Independent Investigation of
Febtuaty 19, 2010 correspondence to Mr. Lewis Hay, FPL Group Chaitman and CEQ,
March 15, 2010
14. EPPI-300, Project Change Control, Rev 00
15. EPU lessons learned PPL from Aptil 2010
16. Extended Power Uprates, Executive Steering Committee Meeting, Saint Lucie & Turkey
Point, May 1, 2009

17. Extended Power Uprates, Executive Steering Committee Meeting, Saint Lucie & Turkey
Point, June 23, 2009

18. Extended Power Uprates, Executive Steering Committee, St. Lucie and Turkey Point
September 9, 2009 .

19. Extended Power Uprates, Executive Steering Committee, St. Lucie and Turkey Point,
October 22, 2009

20. Extended Power Uprates, Exccutive Steering Committee, St. Lucie and Turkey Point,
November 13, 2009
21. Extended Power Uprates, Project Update, Saint Ludie, July 25, 2009
22. Extended Power Uprates, Project Update, Turkey Point, July 25, 2009
23. FL PSC Docket 080009-EI In Re: Nuclear Cost Recovery Clause
24. FL PSC Docket 090009-EI, In Re: Nuclear Cost Recovery Clause
25. FL PSC Docket 100009-Ii1, FPL Notice of Intent to Retain Party Status, January 6, 2010
26. Florida Power & Light Company, Code of Business Conduct and Ethics, most recently
revised October 16, 2009

27. Flotida Power & Light Company's Pedtion for Approval of Nuclear Power Plant Cost
Recovery Amount for the Period January — December 2010, May 1, 2009

28. Florida Power & Light Company’s Petition to Determine Need for Expansion of Electrical
Power Plans and for Exemption from Rule 25-22.082, F.A.C,, Docket No. 070602-I1,
September 17, 2007

29. Florida Public Service Commission, Order No. PSC-08-0021-FOF-E], January 7, 2008

30 etter

31. Meeting request for EPU Saturday Session, July 25, 2009, 8:00 AM to 3:30 PM

32. NPDI-304, Estimate Preparation, Rev 0

e
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W
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33. PSL EPU Modification Scope Review dated June 16, 2009
34. PIN EPU Scope Review dated June 2009
35. Response to Docket No. 090009-EI, Staff’s Fifth Set of Interrogatories, Interrogatory No.

53

36. Shaw Stone & Webster, Inc., St. Lucie Nuclear Plant, Balance of Plant, Extended Power
Uprate Scoping Study, February 2008

37. Shaw Stone & Webstet, Inc. JMMM&L&MQ&B&MQLM
uprate Scoping Study, February 2008

38. Summary Cash Flow EPU Total 090217 Reviewed.xls, “PSL EPU Project Total,”” February
17. 2009

39. Total Project Cash Flow, PTN EPU Project 2009, May 31, 2009

40. Total Project Cash Flow, PTN EPU Project 2009, August 2009

41, Total Project Cash flow, PTN EPU Project 2009, November 2009

42, Transcript of Direct Examination of—, September 8, 2009
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February 19, 2010

Mr. Lewis Hay

Florida Power and Light

FPL Group Chairman and CEO
700 Universe Blvd.

Juno Beach, FL 33408

Dear Mr. Hay:

I am writing to you with my concerns about cost performance in Nuclear Projects and Extended
Power Uprate (EPU) in 2009, With the exodus of the entire Sr. EPU Project Management Team, I
am being cited as one of many targets in the failure of EPU in 2009.

As @ brief history, T was hired asm May 2008 byl
. In December of 2008 my counterpart for was released. Iwas told by the

I would have to assume the EPU responsibility as well
as my current roll. In January 2009 I filled both positions reporting to&. Ihad over

100 people {contractors and FPL) reporting to e at five sites and a Corporate Project Controls
i&)ﬁ. From July 2009, which is when I left EPU, until November 2009, I reported again to

. While reporting to he told me a number of times he thought I was
oing a good job. During the time I worked for he took me to dinner and expressed
his appreciation for my support while working for him,

In my review I am accused of not providing adequate information or forecasting for both the EPU
Project and Nuclear Projects in 2009,
Concentric has found no reason lo dispute any of the assertions above. Concentric's
scope of work doss not include any issues related to the employee’s performance
appraisal. It is our understanding that FPL has independently initiated corrective
action regarding review. See Section | of the report.

To my knowledge there was never a major issue with a Monthly Variance Report or a Site Project
Status Report for Nuclear Projects. From a Project standpoint, all projects were on target or
explained in variances. I do not believe any cited issues were a result of a Project Controls
shortcoming. For Power Uprate, my Project Controls Team developed extensive project
indicators in February of 2009 and patterned them after those used to support the "Big Dig"
Boston Artery. These indicators inchided Earned Value Metrics. These indicators were approved
by the Project Team and presented to in March 2009. The original indicators are still
on the EPU SharePoint website for you to view. The issues effecting project performance for
EPU were the fact that the EPU Project Teams could not support update of the indicators due to
continuing baseline reviews and scope additions that were not previously identified.

Concentric generally concurs with these assertions; while we ralse concerns regarding
ceitaln procsdures within the Project Conirols group, we do not helieve that the EPU's
Project Controls personnel or work product is or has been deficient. Concentric agrees
that prior to July, 2009 the ongoing baseline reviews and scope additions were the
principal drivers of cost uncertainty. See Section IV of the report.
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The scoping study and budget estimates were completed by the Shaw Company and were
comumissioned by the_ui completed before I joined the Project.

Concentric note: Shaw’s scoping estimates were completed in February 2008. .
R /oined FPL in May 2008 and the EPU Project in January 2009.

These estimates were not adequate and Sr. Management continued changing philosophy on what
was to be included and not included in these estimates. As a result there was no Project baseline
established and overall Project performance was very poor. The-would
complain about having poor performance indicators however as Project Controls, we could not
deliver a positive message if there was none to deliver. The situation continued to worsen

through the spring of 2009, Project Managers and Engineers were not correcting issues and the
Sr. Managers would not accept the poor performance messages.

With the benefit of hindsight, it is clear that the Shaw analysis did not include all of
the scope required for the uprates; however, Concentric has not developed an
opinfon as to whether it was rellable or adequate when it was prepared. Concentric
did find evidence of concarns with the study's completeness shortly after It was
prepared (see Report Sactlon 1V) and of frequent scope changes throughout the
history of the EPU project. We view these scope changes as the predictable result
of more detailed engineering analyses, which were the principal cause of the poor
psiformance indicators.

Cur interviews provided credible evidence that prior to July, 2009 EPU senior project
management was slow to respond when presented with revised cost forecasts and
concerns about the rellability of the Shaw study. See Report Section VIil.

The —was told in ate 2008 before I was assigned to EPU that the projects
were in trouble.

Concentric was able to confirm through the course of its interviews, that the [JJ]Jl}

was alerted to the potentlal for increased cost estimates at PSL &
PTN in late 2008. In addition, Concentric noted and reviewed two PSL. Condition
Reports from 2008 which Indicated the potential for additional scope and cosi
challenges. See Section IV of the report,

My Team continued to deliver this message along with poor weekly performance reviews.
Finally, in July of 2009, Sr. Management decided it was time to inform Executive Managers of
the poor condition of EPU which precipitated the replacement of the entire EFU Project Sr,
Management Team.

Concentric has confirmed that the Project Controls group continued to prasent EPU
senior management with documented concerns about the project’s cost foracast in
the first few months of 2008 (see Section IV of the report) This information, after
being briefly raised in the June, 2008 ESC meeting, was presented in detail to the
ESC In July, 2008. it is also Concentric's understanding that during the time period
between June and July 2008, executive management made the decision fo change
much of the EPU senior project management.
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My Project Controls group prepared detailed reviews that were presented k-late in
July 2009 on the poor condition of EPU.

The July 25, 2009 ESC presentations presented detailed cost reviews. Concentric’s
inferviews confirmed the attendance o

-Fd and representatives from Bechtel, amongst
others. See Section IV of the report.

At the time, the cost overview for PSL was: Original Budget $656MM, Current Forecast
$795MM showing a negative variance of ($139MM). For PTN: Original Budget was $749MM,
Current Forecast $909MM with a negative variance of ($160MM).

Concentric has confirmed these values. See Section IV of the report.

For PBN: Original Budget was $357MM, Current Forecast $497MM with a negative variance of
($140MM). These nuinbers clearly show the gravity of EPU negative performance. To my
knowledge, these numbers have continued to worsen with the new Project Team to where for
PTN and PSL, the Team does not have a clear idea of what the final costs will be,

Concentric’s scope of work focused on the Florida EPU projacts, not Point Beach in
Wisconsin. Following the July 28, 2009 ESC presentations, the EPU project team
has reported additional cost escalation at PTN & PSL In ESC presentations. The
forecast as of December 2003 was $831 MM for PSL and $1012 MM for PTN. The
current forecast for both PTN & PSL remain under review pending a third parly cost
analysis for PTN U3. See Report Section VIIi.

[ am concerned about how FPL will report these findings at the upcoming PSC hearings. Any
information from EPU other than which was presented to Management last summer will be &
manipulation of the truth, Current reporting for PTN and PSL does not contain information
showing there is serious trouble with these Projects. The trouble was enough to replace the entire

8r. Project Team.
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Enclosed with this letter are the presentations given to -last July. If you investigate
current estimates for PTN and PSL, they were stated in November 2009 as being the original

Shaw estimates. Currently the numbers are in review.

F stated that his concerns about reporting to the PSC were generated by
s review of the November PSL Annual Project Cash Flow and PTN Total Project

Cash Flow reports. Concentric has reviewed the reports cited by- and
has determined that he is correct that they incorrectly relied upon the orlginal need
determination cost estimates. These inaccuracies were corrected on a golng forward
basis prior to this investigation commencing. [ did not seem aware of the
post-July 2009 ESC presentations or the revised cost forecast presented thersin.
Concentric has confirmed that the correct Information about the post-July 2009
status of the cost estimates, including the July ESC presentations attached by

to his letter, was provided by FPL to the PSC staff as part of its review for the

2010 NCRC. See Section IV of the report.

For PBN, the estimate was slated in December 2009 as being $552MM and currently I believe it
is over $600MM. That's almost 2 times the original Shaw budget estimate,

My team delivered the correct message to Sr. Management. Sr. Management did not want to
accept the message. My Final Evahuation for 2009 is the only poor evaluation Pve ever had in
my entire career having worked in Project Controls for some 30 years. My former positions
before coming to FPL were with ARES Corporation, Burlingame, CA where I was Project
Controls Consultant/Manager for NASA in Houston working with the Program Management
Division of the International Space Station, Also with ARES, I was a Project Consultant for the
DARHT Project (Dual Axis Radicgraphic Hydrotest Facility) at Los Alamos National Laboratory
where I was part of a Project Team that earned the DOE Excellence award for Defense Systems.
For the record, my Team told the truth about the EPU financial condition and that truth did not

meet FPL expectations.

Finally, I know this letter comes at a time when FPL has ordered the investigation of employee
concerns stemming from the Jan. 20® and Feb. 4" letters. I am in no way associated with those
letters. I only seek to express my concern sbout upcoming PSC hearings and my unjustified
negative employee teview. I have copied my supervisor and human resources.

Thank you for taking the time to read this letter.

Ce:
Cc:
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Sam Eaton

From:
Sont;
To:

Cc:
Subject;

importance: High

in my opinlon, my relationship wlthmls becoming Increasingly strained. | don’t feel | have a success path
to developing a professional relationship with him that can benefit FPL, He has been cordial In public but in the one-on-
one closed door “touch base” session we had yesterday he continued to tell me how dissatlsfied he Is with my
performance. He has not put me on a formal A-PIP that I'm aware of (as | discussed with you} however, he has given me
exercises {with changing verbal expectations} that makes me suspect he thinks he’s established me in the program. |
feel, especially with_eaﬂy departure yesterday, that | am the next target for elimination from-
organization. He told me In private that he does not Intend being fired as his predecessors for poor performance and he
will not let a few “stupid” people affect his management effectiveness.

[ feel it's time for me to develop an exit strategy from FPL. | need to discuss this with you at our next meeting since | still
have financlal commitments from when | was hired. | need to minimize my financial exposure In leaving the company.
Also, as a part of my own professional attitude, | want to make sure there is an adequate turnover for someone chosen

to be my successor.

Thank you In advance for your help with this and | look for to speaking with you soon, Hopefully we can have this
discussion garly next week.

1
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i s BVENT G0 SOURCE s i i
2/08 Shaw Scoping Studies completed for PTN & PSL.  |Shaw BOP Scoping Studies for PTN &
PSL, 2/2008
4/3/08  |CR 2008-11443 initiated: "EPU Project Feasibility
Study may not have captured the full spectrum of
modifications necessary .. .";* CR 2008-11443
notified; High Risk Mitigation Plan developed; no
follow-up repotts found in file,
5/08 hired as Letter dated February 19,
' 2010; Interviews B
5/15/08  [EPC costs for PTN EEPU estimated to be
$225.2MM, based on Shaw estimates; included in  {7/25/09 ESC Briefing, PIN, p. 26
scoping analysis.
8/08 PSL EPC trend would increase budget for EPC
ﬁ.:o:r'x 74 MM to §84 MI'M with the note “Pofenml PSL Trend Register
significant overrun-detailed proposal evaluation
requived.”
9/08  |PSL EPC trend would increase budget for EPC
from $74 MM to $f1 38 MM with the note PSL Trend Register
orecast based upon cutrent
contract scoping strategy.”
10/08  |PSL EPC trend would increase budget for EPC
from §74 MM to $139 MM with the note PSL Trend Register
n forecast".
10/15/08 [EPC costs for PTN EPU estimated to be .
$212.9MM, based on Bechtel indicative staffing, 7/25/09 ESC Briefing, PTN, p. 26
11/08 PSL EPC trend would increase budget from $74
MM to $138 MM with the note h PSL Trend Register
Forecast”,
11/7/08 |EPC costs for PTN EPU now forecast to be ,
$2620M vs, $225MM in scoping analysis. 7/25/09 ESC Briefing, PIN, p. 26
11/22/08 A tter dated February 19,
leaves project. 2010; Interviews; EPU_Movement Out
Of EPU Since July 2008, XIS
12/1/08  |PSL project controls identifies potential cost over-
tun following award of Bechitel EPC agreement. Interview
Preliminaty forecast provided to EPU senior project
management.
12/10/08 |CR 2008-37753 initiated: PSL EPU should have
Change Management Plan developed and
documented; CR 2008-11443 raised issue but was  |CR 2008-37753

opportunity”.
1/1/09 assumes additional role o tter dated Febraary 19,
2010; Interviews
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PSL. Trend Register

H=DATBE ENT.
PSL EPC trend would increase budget from $95
MM to $234 MM with note "Forecast based upon all
2/09 data received ftom Bechtel to date-additional
clatification will follow with agreements on target
prices.”
Meeting of
2/17/09 to discuss changes to the PSL forecast.

MM, $134MM above scoping estimate.
e, S SRR -

2/28/09

Draft analysis indicates PSL. cost estimate is §785

SUMMARY CASHFLOW EPU TOTAL
090217 REVIEWED.X1LS

performance issues.

B Interview; EPU_Movement of out EPU
Project Since July 2009.XLS

3/2009

3/26/09

PSL EPC trend would increase budget for EPC
from $95 MM to $235 MM with note "Forecast
based upon most recent data received from Bechtel.
Bechitel to provide total project forecast by

5 / 15/2009."

PSL Trend Register

asked to remove preliminary forecast
from PTN EPU Site Monthly Cost Report and to
replace the preliminary forecast with the original
need determination forecast until the preliminary
forecast is more certain. Interviews iudicatci
as not satisfied with this outcome.

Interviews; Email from-

dated March 26, 2009,

4/30/09

Last date of documents typically provided to FL
PSC Internal Controls auditors.

Interview

5/09

PSL EPC trend would increase EPC budget from
$95 MM to $235 MM with note "Forecast based
upon all data received from Bechtel to date-
Additional efforts undetrway to reduce forecast.”

PSL Trend Register

5/09

ESC advised that Bechtel estimate is greater than
bid; cost forecasts for PSL ($682MM) and PTN
(§770MM) remain unchanged; cost indicators for
PSL are all green; cost indicators for PTN are mixed

red and preen,
. , resigns
5/1/09 from EPU project,

5/09 ESC Btiefing, pp. 3, 4, 27, 28

Interview; EPU_Movement Out of EPU
Since July 2009.31.S
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5/1/09

i EVENT
re-filed direct
FL PSC. States "The EPU projects are progressing
on schedule and within budget" and "At this time,
FPL has not identified any need to revise the total
non-binding cost estimate provided last May in
Docket 080009-EL " Sponsors Schedule TOR-7
which includes $1.4 B project costs or $1.7 B in-
service costs. States this represents the current
estimated in-service costs. FPL also submitted the
pre-filed, direct testimon

, and Mr. John J. Reed, Chairman and CEO
of Concentric.

testimony submitted to|

Pre-Filed Direct Testimony o-
, Pg 2, Appendix I, Pg. 104

5/1/09

PSL Annual Cash Flow Repott inclodes green
petformance indicator for budget forecast. Notes:
"Cost status is based on the current approved
Project funding. Detail forecast at Completion is
underway." Total Project Cost Summary listed as
under review.

PSL Annual Cash Flow Report, 5/1/2009

5/31/09

PTN Total Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:
"Cost status is based on the cutrent approved
Project funding. Status will be reset upon approval
of additional fund as applicable.” Total Project Cost
Summary listed as §747 MM.

PTN Total Project Cash Flow Report,
5/31/2009

Late May 09

Work on revised PTN & PSL cost forecast begins
following 2-3 wecks of intensive review of PBN
forecast and re-estimation.

Interview

6/09

PSL EPC wend. Would increase budget for EPC
from $95 MM to §235 MM with note "Forecast
based upon all data received from Bechtel to Date-
Additional Efforts Underway to Reduce Forecast."

PSL Trend Register

6/09

PTN Total Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:
"Cost status is based on the current approved
Project funding. Status will be reset upon approval
of additional fund as applicable. Total Project Cost
Summary listed as $745MM.

PTN Total Project Cash Flow Report,
6/2009

6/09

PTN EPU Scope Review. Recommended deleting
steamn generator FP replacement, replacement of
No.1-4 feedwater heaters, replacement of 1 SI'P
HX, exciter rewinds, and SDV replacement from

PTN EPU Scope Review, June 2009

EPU scope. Downsized 1 new SFP HX,

ICDR 8.3 Supplemental
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1 DATE”

6/1/09

PSL Annual Cash Flow Report includes yellow
petformance indicator for budget forecast. Notes:
"Cost status is based on the current approved
Project funding. Detail forecast at Completion is
underway.” Total Project Cost Summary listed as
"In Review",

PSL Annual Cash Flow Repott, 6/1/2009

6/3/09

6/17/09

"|PSL EPU Modification Scope Review.

Bechtel submits P50 forecast for PTN EPC costs at
$333.6MM vs. $225.2MM in 5/08 scoping analysis.

7/25/09 ESC Briefing, PTN, p. 26

Recommended deleting U1 exciter rewind, No. 5
feedwater heater, repowering condensate pump C,
purchase of one circulating water pumnp rotating
assembling and refurbishment of others, and DEH
constant pressure pumps from EPU scope, Limited
pneumatic controls replacement.

6/17/09 PSL EPU Modification Scope

Review

6/23/09

BSC advised that Bechtel estimate is greater than
indicative bid, but that PSL and PTN cost estimates
temain unchanged at $682MM and §770MM; SNE
(contingency) has declined from $182MM to
$14MM for PSL and from §204MM to $28MM for
PTN.

6/23/09 BSC Briefing, pp. 3, 4

7/09

PTN Total Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:
"Cost status is based on the cutrent approved
Project funding. Status will be reset upon approval
of additional fund as applicable. Total Project Cost
Sumimnary listed as $745MM.

PTIN Total Project Cash Flow Repost,
7/2009

7/1/09

Bechtel submits revised P50 cost forecast for PTN
at $337.3MM vs. §225.2MM in 5/08 scoping
analysis,

7/25/09 ESC Briefing, PTN, p. 26

7/1/09

PSL Annual Cash Flow Report includes yellow
performance indicator for budget forecast. Notes:
“Cost status is based on the current approved
Project funding. Detail forecast at Completion is
underway.” Total Project Cost Summary listed as
"In Review".

PSL Annual Cash Flow Report, 7/1/2009

7/14/09

Bechtel reduces P50 cost forecast for PTN to
$277.5MM as result of scope reductions.

7/20/09

7/25/09 ESC Briefing, PTN, p. 26
Letter dated February 19,

2010

7/20/09

transferred back to Nuclear Projects nization,
New
and nnounced

for EPU Project,

Interviews;

7/25/09

ESC advised that PSL EPU cost forecast is now

7/25/09 ESC Briefing, PSL, p.8

$796.0MM, up 21.3% from 5/08 original estimate.
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EDATE

7/25/09

ESC advised that Needs filing is based on $651MM

PSL cost estimate vs. current estimate of $790MM; 7/25/09 ESC Briefing, PSL, pp. 44, 50

ESC also informed that CVPRR is still highly
positive,

7/25/09

ESC briefed that PTN 3&:4 uprates are now targeted
to have LAR submittals delayed by 10 months,
outage durations targeted have increased by 112 to

160 days, and in-service dates have slipped by 1 7/25/09 ESC Bricfing, PTN, p. 3

month (U-3) and 2 months (U-4); while outage
durations are to be approved by longer
durations have been included in business model.

7/25/09

ESC briefed that current cost estimates for PTN

b 9,
EPU have increased by 21.4% from $749.2MM to 7/25/09 ESC Bricfing, PTN, p. 5

$909.7MM; risk register not synchironized with cost
estimate, and carries BV of §147,1MM.

8/2009

PIN Total Project Cash Flow Report includes green
petformance indicator for budget forecast. Notes:

"Cost status is based on the current approved PTN Total Project Cash Flow Report,
Project funding, Status will be reset upon approval |8/2009

of additional funds as applicable." Total Project
Cost Summaty changed to §750MM.

8/1/09

PSL Annual Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:

"Cost status is based on current approved project  |PSL Annual Project Cash Flow Report,
funding. Detail Forecast at Completion is 8/1/2009

underway." Total Project Cost Summary remains
"under review".

8/17/09

FPL answers Staff Interrogatory 3-53 with reference
to Schedule TOR-7. States "the cost to complete
cach project is subject to constant consideration and
revision, and will be subject to continuous analysis
until each project is placed in service. For the
reporting obligations described above, FPL takes &
"snapshot" of this continuous process at a particular
point in time,"

Staff Interrogatory 3-53,

9/2009

PIN Total Project Cash Flow Report includes
yellow performance indicator for budget forecast.

Notes: "Cost status is based on the current PTN Total Project Cash Flow Report,
approved Project funding. Status will be reset upon |9/2009

approval of additional funds as applicable." Total

Project Cost Summary remains $750MM.
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9/1/09

SL Annual Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:
"Cost status is based on cutrent approved project
funding. Detail Forecast at Completion is
underway." Total Project Cost Sutnmary remains
"under review".

SOURCE

PSL Total Project Cash Flow Report,
9/2009

9/8/09

FL PSC Hearings in Tallahassee, FL. —

confirms that the same answers contained within his
pre-filed direct testimony would be given today if he
was asked the same questions.

Electronic transctipt of hearing in Docket
090009-EL, Vol 2, Pg 209

9/9/09

BSC advised that cost estimnate has increased by
$144MM ($1.85B vs. $1.71B) since last ESC briefing
6 weeks earlier; PSL is now at $§831.2MM and PTN
is at $1019MM; risk and contingency components
have supplanted scope not defined as budget
category.

9/9/09 ESC Biefing, p. 4,9

10/1/09

There ate two PSL October 2009 Annual Project
Cash Flow Repotts with different budget
performance indicators. PSL Annual Project Cash
Flow Repott includes red performance indicator for
budget forecast.” Notes: "Cost status is based on
current approved project funding. Detail Forecast af
Completion is underway." Total Project Cost
Summary remains "under review". The second PSL
Annual Project Cash Flow Report includes yellow
pecformance indicatot in one and red in another.
Notes: "Preliminary engineering analyses ate
identifying additional project scope. Engineering is
evaluating options and budget impacts.” Total
Project Summary is changed to $651MM.

PSL Annual Project Cash Flow Report,
10/1/2009, PSL Annual Project Cash
Flow Report, 10/2009

10/09

PTN Total Project Cash Flow Report includes
yellow perforiance indicator for budget forecast.
Notes: "Preliminary engineering analysis are
indentifying additional project scope.” Total Project
Cost Sumumary remains $750MM.

PTN Total Project Cost Summary,
10/2009.

10/22/09

ESC advised that cost forecast is unchanged at
$1.843B; contingency (balancing vatiable) has
decreased by $12MM; AFUDC estimate has been
revised downwards by $200MM, and now reflects
only FPL share (all othet costs presented are full
phnt cost); total EPU cost estimate at $2.078B, with
transmission and AFUDCG; cost per kW is roughly

same as needs filing.

10/22/09 ESC Briefing, p. 3
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10/22/09

ESC given tables for PSL and PTN where "Total
Project Cost Sumnary” uses original 5/08 cost
estimates not cutrent estimates; indicatot for budget
is yellow, but should have been red per report
ownet.

10/22/09 ESC Briefing, pp. 30, 31;
interview notes

11/2009

PIN Total Project Cash Flow and PSL Annual
Cash Flow Reports include yellow performance
indicator for budget performance and the Total
Project Cost Summaties are the original 5/08 Need
Determination values.

PTN Total Project Cash Flow and PSL
Annual Cash Flow Repotts, 11/2009

11/13/09

ESC advised that cost forecast remains unchanged
at $1.843B; contingency has been reduced by
§7.7MM.

11/13/09 BSC Briefing, p. 3

11/13/09

ESC presented with tables for PSL and PTN whete
total project cost shown is 5/08 estimate, not
carrent estimate; budget forecast indicator is shown
as yellow, but should have been red per report
ownet.

11/13/09 ESC Briefing, pp. 40, 41;
intervicw notes.

12/09

12/5/09

PTN Total Project Cash Flow and PSL Annual
Cash Flow Reports include red performance
indicator for budget performance and the Total

PTN Total Project Cash Flow and PSL
Annual Cash Flow Reports, 12/2009

Project Cost Summaties are listed as under review.
| , formet:
resigns as a result of performance issues.

Interview; EPU_Movement of out EPUJ
{Project Since July 2009.XLS -

12/8/09

High Bridge Associates retained to provide 3rd party| EPL Parchase Order 00127777, 12/08/09

estimate of PTN U3,

12/28/09

ESC provided with tables for PSL and PIN whete
project cost summary shows 5/08 estimates, not
cutrent estimates, and budget forecast indicatot is
mistakenly shown as yellow, not red. However, in
balance of the report, the current cost forecast is
$1.843B; cost contingency category has been
eliminated and "scope not defined” ("SND") has
been re-established; SND has decteased by §4.8MM;
Support of Point Beach is placing additional strain
on PSL and PTN resources; LAR analysis is driving
scope/cost increases.

12/28/09 ESC Briefing, pp. 2, 5, 8, 13,
18,19

1/15/10

Annual cash flow slides for ESC presentation
modified to cleatly state what relates to the total
project forecast and the annual forecast.

1/15/10 ESC Briefing

Risk register for PTN increased by $9.5MM, with
equal reduction in contingency.

PTN risk register, 3/4/10, changes tab

1/21/10

2/8/10

Risk register for PTN increased by $10.1MM, with
equal reduction in contingency.

PTN risk register, 3/4/10, changes tab
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2/15/10

A DATE

ebruary 2010 ESC Presentation presents a white
annual budget indicatot for PSL and a green annual .

budget indicator for PTN. Total project cost are 2/15/10 ESC Briefing
listed as under review.

2/19/10

Letter smtho Lewis Hay. -Lettet dated February 19,

2/23/10

riefing indicates three PTN U3 fall outage
modification shave the potential to exceed the 35 12/23/ 10- Update, p. 15
days allotted to this outage.

2/23/10

riefing states no "significant change in total
weighted risk cost.” 2/23/ 1jJ Update, pp. 19-22

2/23/10

PTN main steam pressute drop concetn identified [2/23/10 PTN Main Steam Pressure Drop

to - No recovery cost provided. and Reduce Turbine Inlet Pressure
presentation

3/1/10

-Update states "no significant change in total
weighted risk cost.” 3/1/ lo-lpdatc, pp- 19-22

3/4/10

Risk register for PTN increased by $342.7MM, due
ptimatily to potential for increased staffing; equal
reduction in contingency. Project is working to PTN risk register, 3/4/10, changes tab
complete 29 pre-outage modifications to expedite
workload.

3/10/10

Concenttic's receipt o-lctter dated Email &om—m
February 10, 2010, Eaton dated March 10, 2010

3/18/10

March 2010 ESC briefing cancelled. 3/19/10 ESC briefing

3/22/10

pdates indicated $30.2MM added to risk
register for PTN main steam pressure loss recovery.
Additional $28MM & $9MM added to risk register
for additional PTN Field Non Manual ("FNM"
support and startup and testing. Updat{c later ) 3/22/ 10- Update, pp. 3, 13-14, 32
indicates Fligh Bridge Associates believes FNM may
be undervalued. PSL annual budget performance
indicator changed to yellow.

3/29/10

Additional §14.1MM added to PTN risk summary
(weighted). $13.8MM relates to additional LLW

disposal due to previous S/G tube leaks. Note that |3/29/ ’10- Update, p. 19
this is in addition to $11.2 MM already in budget.

4/8/10

Update indicates LAR reevaluation may
requite addition of check value to mitigate PTN

main steam pressure drop. Cost increase is listed as
§5MM. Risk segister is updated with $19.IMM of |/ 10 W Updace, pp- 3, 21

weighted risk costs include $5MM for 1nain steam
check valve.
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Exhibit9: Response to Staff DR 5-53

Florida Power & Light Company
Docket No. 090009-E1

Staff"s Fifth Set of Inferrogatorles
Interrogatory No. 63

Page 1 of 1

Q.
Section 366.93(5) F.S., states: The utility shall report to the commission annually the budgeted

and actual costs as compared to the estimated inservice cost of the nuclear or integrated
gasification combined cycle power plant provided by the utility pursuant to s. 403.519(4), until
the comunercial operation of the nuclear or integrated gasification combined cycle power plant.
The utility shall provide such information on an annual basis following the final order by the
commission approving the determination of need for the nuclear or integrated gasification
combined cycle power plant, with the understanding that some costs may be higher than
estimated and other costs may be lower.

Please provide a listing of each analysis you believe is contemnplated by Section 366.93(5) F.S,
and should be included in a utility’s annual NCRC filings. Include in your response estimates of
the cost and time required to prepare each listed analysis.

A,
Section 366.93(5) requires the annual reporting of the actual and budgeted costs to complete the

project as compared to the estimated in service cost provided pursuant to 403.519(4), F.S. FPL
provides this information in Page 464 of the annual FERC Form 1 filing, It is FPL's
understanding that the FPSC developed Page 464 (contained within the FPSC section of FERC
Form 1) to satisfy the requirement of this statute. Additionally, FPL includes this information as
part of its Nuclear Cost Recovery filing as TOR-7. These f{ilings satisfy the requirement of

Section 366.93(5).

The cost to complete each project is subject to constant consideration and revision, and will be
subject to continuous analysis until each project is placed in service. For the reporting
obligations described above, FPL takes a “snapshot” of this continuous process at a particular
point in time. This js a data gathering exercise which utilizes the output of existing processes
that would be performed regardless of this reporting requirement. It takes professionals
throughout the FPL organization several weeks of work to gather and prepare this information.

Page 1 of 1
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June 21, 2010

| have completed a review of the report entitted JEIPnvestigation
Report" prepared by Concentric Energy Advisors (CEA). While | agree with many
of the recommendations, there is one area of the report In particular that | believe
warrants clarification: the assertion in section D that “a 300M, or 27% increase in
the projected cost of the [Extended Power Uprate] project should have been
discussed in the live testimony of Sept. 8, 2009." On the surface, the timeline
presented seems to support this as a reasonable conclusion. However, the
investigative report does not reflect the series of discussions that occurred
between various members of executive management between the time of the
award of the Engineering, Procurement, and Construction (EPC) contract to
Bechtel Power Corporation (Bechtel) and the Florida Public Service Commission
(FPSC) hearing on EPU project cost recovery in September 2008.

In summary, it was well known that Bechtel has a reputation for taking
narrow views of contracts, excluding legitimate scope, and generally being
difficult to work with after having won a bid as the low cost bidder. indeed, FPL
Group had previous experience with this type of business practice on the Marcus
Hook project several years before awarding the EPU EPC contract to Bechtel.
Prior to awarding the EPU EPC contract, senior FPL management had extensive
discussions on this point, and were prepared to "push back" if and when we
observed the pattern. Not surprisingly, following the contract award Bechtel in
late 2008 and through the winter of 2009, FPL began to receive forecasts for
both Turkey Point and St. Lucle that reflected significant increases in costs for
the projects. While there was acknowledgement that as detailed englneering
proceeded, there would be additional scope, and therefore cost, there were also
indications that there were opportunities to eiliminate scope and reduce costs as
well, that simply were not being acted upon. The interactions between FPL and
the major vendors on the EPU project continued during the first half on 2009 with
littie progress made on reducing costs, with the major focus being on Bechtel.

This culminated in the July 25, 2008 meeting discussed in the CEA report.
During that meeting, which included FPL executive management (including
myself) and Bechtel executive management, along with staff from both
organizations, there was a principal focus on cost. During the meeting, there was
an acknowledgement that there were, in fact, opportunities to eliminate costs that
had not been acted upon, and some anecdotal examples were discussed. In
summary, the meeting ended with Bechtel agreeing at FPL's request to dedicate
resources in conjunction with FPL to identify and eliminate unnecessary costs,
including duplicative overhead. It was agreed that the team would report its
results following completion to FPL EPU management, which in turn would be
provided to FPL executive management.

Page 10f2
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The CEA report asserts that the new estimates developed after the EPC
contract award to Bechtel were more reflective of current cost projections and
should have been discussed in September 2009 at the FPSC hearings. While it
is true that more was known about the ulfimate scope in September 2009, the
Bechtel cost projections had not been fully vetted or challenged by FPL, including
executive management, at that time. n fact, Bechtel had already agreed during
the July 25 meeting thal Qpportunities existed to reduce scope and cost
Bechtel's track record at managing costs was not good and FPL had an
obligation to fully understand and challenge each and every cost increase, line by
line, before agreeing to the increased projections. This work had not been
completed as of September 2009,

From my pe;spectwe as of September 2009, Bechtel projecled cosis
during the period of time in question were not fully validated, and the projections
were not ripe for presentation to the FPSC knowing that more work remained to
be completed. Therefore, | disagree with the assertion in the CEA report that
FPL should have updated the project cost estimate dunng the Septembef 2009
hearings before the FPSC.

-
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I have reviewed the [ Investigation Report prepared by Concentric Energy
Advisors (CEA). In my view, the CEA Report provides only a limited perspective from a

project controls standpoint, The CEA Report is incomplefe because it does not provide
iy prpciv st ncomin
d:rticularly in the July-September imeframe. The following provides that

perspective,

In the summer of 2009, I had concerns about the total EPU project cost forecast.

o First, the scope of the project was continuing to change based on the progress of
the engineering analysis required to support the Nuclear Regulatory Commission
(NRC) license amendment requests (LAR) and the design engineering that was
just beginning. As a point of comparison, at this titne (one year later), only one
LAR for one of the four FPL units has been submitted to NRC and design
engineering is only approximately 13 percent complete.

» Second, the more significant driver causing the project controls organization to
forecast a higher cost to EPU senior management was information provided by
Bechtel Power Corporation (Bechtel) in regards to their forecast of the necessary
resources to staff, manage, and implement the uprates. At this time, senior FPL
management had significant concerns about the accuracy of the Bechtel forecast.

The EPU senior management team reported to the Executive Steering Committee
(ESC) that it had evaluated what it would cost to self-perform the uprate for a given site
and compared this estimate to the Bechtel forecast. The EPU senior management team
determined that the Bechiel estimate was significantly higher in comparison. This
position taken by the EPU management team was the catalyst for the detailed review
conducted and presented to the ESC on July 25, 2009. During that meeting it was evident
that Bechte! senior management and EPU senior management were very far apart on the
resources required based on the cuirent scope, to engineer, procure, and implement the
EPU projects. Senior management consldered the Bechtel position to be a “no risk”
proposition for Bechte! and, accordingly, believed the Bechtel estimate to be
unreasonably conservative. As a result, senior management did not accept Bechtel’s
position and the higher forecast,

FPL senior management then directed the EPU management team to fake a
number of actions, including potential removal of Bechtel from all or a portion of the
project; consideration of other engineering, procurement, and construction (EPC) vendors
to perform all or part of the work; and pursuit of a strategy to resolve the delta between
FPL and Bechtel. FPL senior management also reemphasized its expectation that the
EPU team was to continue to challenge the scope of the project.

During August-September 2009, the EPU management team’s priorities were to
reorganize the EPU project team. and structure, conduct an orderly transition, and
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evaluate options to leverage the Company’s position relative to Bechtel. During this time,
my direct reports and I initiated a number of activities, One initiative was the engagement
of URS/Washington Group (URS) as to their availability and capability in regards to
EPUs, URS wanted to know if FPL intended to terminate Bechtel’s role in the project.
The EPU management team told URS that although FPL was not happy with Bechtel, no
conclusions had been reached with regard to staying with Bechtel, switching to self-
perform all or part of the work, or switching to a different BPC contractor in whole or in

part.

I requested and received a proposal from URS as to the scope and cost for an
independent estimate for the EPU project, At this same time the EPU senior team
reviewed the capability of a number of independent organizations that could provide a
“bottom up” cost estimate and risk analysis for major projects. The purpose was to bring
a range to the project estimate, quantify the risk, and validate and or leverage the Bechtel
input into the total project estimate. In parallel with the aforementioned activities, the
EPU management team was working with Bechtel to climinate any redundancy and
identify opportunities to streamline the project to reduce the Bechte] estimate. Ultimately,
the option of changing vendors was eliminated due to a number of factors (e.g.,
demobilization and start-up costs, schedule impacts, organizational distractions).

Given this factual backdrop, when reading the CEA report it should be considered
that during September and October 2009, there was activity ongoing to review, challenge,
and consider alternatives to Bechtel’s project cost forecast, and to develop alternatives to
Bechtel as the EPC contractor.
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