BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

DOCKET NO. 100009-EI
ORDER NO. PSC-10-0541-CFO-EI
ISSUED: August 23, 2010

In re: Nuclear cost recovery clause.

ORDER GRANTING REVISED CONFIDENTIALITY REQUEST BY
FLORIDA POWER & LIGHT COMPANY (DOCUMENT NO. 06975-10)

On August 17, 2010, Florida Power & Light Company (FPL) filed responses to staff’s
Seventh Set of Interrogatories (Document No. 06789-10) and Staff’s Fourth Request for
Production of Documents (Document No. 06790-10). Included in those responses were an
employee complaint letter filed in response to Production of Document Request Number 21 and
an investigative report (Concentric Report) regarding that letter filed in Response to Production
of Document Request Number 25. Discussion of the letter and report were contained in
Commission staff’s audit report attached as Exhibit FR-1 to the pre-filed joint testimony of
Commission staff witnesses Lynn Fisher and David Rich. At the time of filing those responses
to staff’s discovery, FPL filed its Notice of Intent to Claim Confidential classification of portions
of those responses and responsive documents.

On August 2, 2010, Order No. PSC-10-0482-PCO-EI was issued setting a Confidentiality
Evidentiary Hearing for August 20, 2010, to consider confidentiality requests for all testimony
and hearing exhibits that are to be used during the Nuclear Cost Recovery Hearing (main
hearing). Pursuant to that Order, staff filed its list of issues to be considered at the August 20,
2010 Confidentiality Evidentiary Hearing. Included in its list of issues for that hearing was
FPL’s response to staff’s discovery and to the Concentric Report.

During the Confidentiality Evidentiary Hearing, FPL stated that it withdrew its request
for the confidential treatment of the Concentric Report, except for employee names and
positions. On August 23, 2010, FPL filed with the Commission Clerk the revised confidential
document with FPL employee names and titles highlighted to remain confidential (Document
No. 06975-10). FPL asserted that the highlighted information is proprietary confidential
business information within the meaning of Section 366.093(3), Florida Statutes (F.S.). FPL
argued at the Confidentiality Evidentiary Hearing that the FPL employee names and positions
should be kept confidential to protect FPL’s competitive interests, since revealing names of FPL
employees would impair FPL’s ability to hire and retain certain highly-skilled individuals. FPL
stated that FPL employee names and titles as they appear in a report such as the Concentric
Report, are intended to be and are kept confidential by FPL. FPL also filed a revised redacted
version of the Concentric Report (Document No. 06977-10). A copy of the revised redacted
Concentric Report is attached to this Order as Attachment A.

Based on the foregoing, I find that the redacted information in the attached Concentric
Report meets the requirements of Section 366.093(3), F.S. All prior requests for confidentiality
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of the Concentric Report are superseded by FPL’s filing of Attachment A and are deemed
withdrawn.

Pursuant to Section 366.093(4), F.S., the information for which confidential classification
is granted herein shall remain protected from disclosure for a period of 18 months from the date
of issuance of this Order. At the conclusion of the 18-month period, the confidential information
will no longer be exempt from Section 119.07(1), F.S., unless FPL or another affected person
shows, and the Commission finds, that the records continue to contain proprietary confidential
business information.

Based on the foregoing, it is

ORDERED by Commissioner Nathan A. Skop, as Prehearing Officer, that Florida Power
and Light Company’s Request for Confidential Classification of Document No. 06975-10, as
shown in Attachment A to this Order, is granted. It is further

ORDERED that the information in Document No. 06975-10 for which confidential
classification has been granted shall remain protected from disclosure for a period of 18 months
from the date of issuance of this Order. It is further

ORDERED that this Order shall be the only notification by the Commission to the parties
of the date of declassification of the materials discussed herein.

By ORDER of Commissioner Nathan A. Skop, as Prehearing Officer, this _23rd day of
August , 2010

N O A
NATHAN A. SKOPY
Commissioner and Prehearing Officer

(SEAL)

LCB
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and
time limits that apply. This notice should not be construed to mean all requests for an
administrative hearing or judicial review will be granted or result in the relief sought.

Mediation may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.

Any party adversely affected by this order, which is preliminary, procedural or
intermediate in nature, may request: (1) reconsideration within 10 days pursuant to Rule 25-
22.0376, Florida Administrative Code; or (2) judicial review by the Florida Supreme Court, in
the case of an electric, gas or telephone utility, or the First District Court of Appeal, in the case
of a water or wastewater utility. A motion for reconsideration shall be filed with the Office of
Commission Clerk, in the form prescribed by Rule 25-22.0376, Florida Administrative Code.
Judicial review of a preliminary, procedural or intermediate ruling or order is available if review
of the final action will not provide an adequate remedy. Such review may be requested from the
appropriate court, as described above, pursuant to Rule 9.100, Florida Rules of Appellate
Procedure.
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Executive Summary

This report is the result of an approximately two month long investigation undertaken by Concenttic
Energy Advisors at the request of Flotida Power & Light's Law Department. Our investigation was
triggered by a letter that was gent to IPL Group’s CEO from

within the nudear division of IFPL. This letter made severl oS g (o seniof
mansgement’s perfonmance regarding the cost estimation and project controls functions of the
Compsany’s Extended Power Uprate projects, and raised conceens about the timeliness and reliability
of FPL’s inteenal 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 FPLs decision to continue pursuing the
EPU Project in 2009 was prudent, and whether the costs that have been incurred for this project
weze sll prodently incurred, and 2) what policies, procedures 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
dacumentation 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 prodent snd was expected

to be beneficial to FPL's customers; FPL propedly consideted 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 expendituces on the EPU Project have been prudently incorred.

Certain information ptovided 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 BEPU Project management did not consistently follow certain procedures that were
intended to govemn this project In 2009; in addition, the Project’s senior mansgement in the
first half of 2009 was slow to respond to cancerns that were eaised regarding the Project’s
cost estimates; these issues are currently being addressed by the senior manegement 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
strengthen the Project Controls organization and fo better cnsure compliance with existing

procedures,

bl o4

ICDR 8.3 Supplemental CONFIDENTIAL 011400
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1. Introduction

On February 19, 2010 Mr. Lewis Hay, the Chaitman and Chicf Executive Officer of FPL Group,

Inc (“FPL Group™) received = letter fi Letter”), an

employee within the! >f Florida Power & Light Company L)' The

Letter included concerns about the “cost performance in Nucleat Projects and Extended

ower Uprate in 2009” and allegations related to the teporting of this performance to FPL's
executive management and the Flotida Public Setvice Commission (“FL PSC")

Concentric Enetgy Advisors, Inc (“Concentric”’) was provided an electronic copy of this letter by
FPL’s Law and Regulatory Affairs Departments on March 10, 2010. A copy of the letter is attached
as Exhibit 1. Following initial discussions between Concenttic 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 thef] Letter.? A copy of Concentric’s engagement letter is included as
Exhibit Z. Pursuant to Concentric’s ement b Concentric is reparting di to FPL’s
Law Department, and specificnlly
All data requests were gent ditectly™tc ighe

Concentric’s findings and recommendations in this matter are being provided directly &

Concentric’s investigation of the allegations raised In the Letter explicitly exchaded mattets

related to the performance review ofq and all othet 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 organized into cight sections. Section II presents a summatry of
Concentric’s wotk plan that was used to perform this investigation. Section ITI includes a sammary
response to th Letter, including refetence to an interlineated copy of the Letter.
Section IV presents a chronology of key events related to the Letter occutning between
January 2008 and March 2010. Section V reviews Concentric’s fin related to FPL’s decision to
proceed with the Extended Power Uprate Projects at the Company’s St. Lucie ("PSL”) and Turkey
Point (*PTN") Nuclear Power plants (“EPU Projects™). As discussed further in this section,
Concentric lras 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 ") dockets in 2008 and
2009 A review of Concentric’s findings related to the flow of Information from FPL to the FL
PSC and its staff (“FL PSC Staff”) can be found in Section VIL Similacly, & review of the flow of
information within I'PL can be found in Section VIIL. 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 Mt. John J. Reed, filed with the Florida Public
Service Coramission on March 1* and May 3" in Docket 100009-EL

J tide as of the etter ig
* Letter from to Joha Investigation of Februasry 19, 2010

correspondence to Mr. A roup Chairman and CILO, March 15, 2010.
3 FL PSC Dockets 080009-EI & 090009-E], In Re: Nuclear Cost Recovery Clause.
Page 1 of 23
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1L Concentric Overview and Workplan

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

A. QOverview of Scope

Concentric’s scope of work regarding the investigation of allegations contained in thc- letter
included a factmal review of the events between Augnst 2007 and March 31, 2010, Concentric then
sought to determine how this sct of events supported or contmdicted the allegations contained in
thelliig letter and affected the distribution of information within FPL and to the FL PSC. Finally
we have provided onr recommendations for improvements that will help peevent similar issues from

occutring in the future .

As outlined below, the assertions outlined in the| Letter lasgely 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 BEPU 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 order to deepen out

knowledge of the allepations set forth in the er and to independently confirm details
provided to us in the intetviews described below. A log of Concentric’s docuinent requests can be
found in Exhibit 4, ‘

Concenttic also requested and conducted 13 separate interviews. Eight of Concentric’s interviews
were conducted in pesson at the offices of FPL or at an off-site location, depending on the location
of the intecvi The ining five intetvicws were conducted via telephone. Al 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!.ettcr, our
prior interviews, and Concentric’s understanding of the EPU Project otganization. Concenttic
congiders the names of the individuals we interviewed to be confidential. Ptior to beginning each
interview, Concentric reviewed the FPL Code of Business Conduct and Hthics (the “Code”) with
each Interviewee. Thia review included a specific discussion of each employee’s “responsibility to
teport any actual ar 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-tetaliation commitment outlined in the Code’ At the conclusion of each interview, the
interviewees were given an opportunity to raise any additionsl concemns they may bave had.

The information Concenttic relied upon in this investigation was soppl ted by C tric’s
existing knowledge of the EPU Projecty’ organization and actvities.

¢ FPL Group, Inc, Code of Butiness Conduct and Ethics, most recently revised October 16, 2009, p. 2.
5 Ibid

Page20f23
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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 the- Letter and the allegations contained therein is our own,
and not the result of specific directions from FPL, its employees, or contractors. To this end, IF’L
did not place any constrsints on Concentric’s access to current and former employees. Lastly,
Concenttic was not constreined by budget or schedule expectations on the part of FPL.

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

D. Repost Organization

Congcentric’s report is divided into two mmjor categories, First our report addresses those items
which are divectly 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 diffcrentlate those matters which miay affect
FPL’s tecovery 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 report.
Sections V through VIII address the matters reiated to the FL PSC and the prudence 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 forccast.

E. Key questions

Concentric’s review of the allegations raised in th Letter and our interviews, identified three
key questions which are refated to the prudence of s actions. These key questions are intended
to determine whether any imprudent costs were passed onto FPL’s customess, 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 asy 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 mansgement 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
accumte, timely, consistent, and reliable?

2. What polices, processes, and procedures, if sny, need to be reviewed as & result of
Concentric’s findings?

1T, Response o Letter

Exhibit 6 presents a copy of the- Letter to which Concentric has added its summary-level
observatons that resolted from our investigeton of the allegations contained therein. In addition,
cach observation conting a ctation to this report.

As can be seen in Exhibit 6, most of the factual assertions raised in the [ Letter were shown to
be accurste. Specifically, Concenttic has noted documentation which confitms

statensents related to the timing of the initial scoping studies by Shaw and the onpoing 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 engineering factors which are inherent in any
complex nuclear retrofit project.

Along these same lines, Concentric has teviewed certain reports relied upon by- to
suppott his assestion that as of November 2009, the EPU Projects were continuing to messure their
cost perfotmance 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’, confirm
assertion. However, all of the Executive Steeting Committee (“ESC™) presentations since
iy 29, 2009, and specifically in November 2009, used the updated cost forecast.!

Concentric also found evidence which indicates t}wm snd theH
W alerted to the potential for undereatimated cost at PGl as eacly as Apnil 2008,

ies were noted throughout the second half of 2008, and specifically in December,
2008 wihen these individuals were presented with a preliminaty revised forecast for PSL. This
followed the award of an engineering, procurement and construction (“EPC”) contract for the EPU
Projects to Bechtel Carporation (“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
management. As noted in Section IV, the forecast presented in February 2009 was significandy
higher than the 2008 forecast.

Overall, Concentric found Hto be credible. ‘The basis of this finding includes Concentric’s

interview with e fact atwe to send on 8 Con-ANONYMONs

basis, and the documentation pi ot cited bﬂh{omvet, Concentric

i is a capable project controls employee with & strong background within his
employment history includes the previous positions noted in the

many years of prior project controls employnwent as a contmetor at FPL's PTN ‘site, as

well as other nuclear facilities in the US. FPL hed enough confidence in [ lspsbilites o

“Total Project Cash flow, PIN EPU Project 2009, Novernber 2009.

Annual Cash Flow, PEL EPU Project, October 2009,
Extended Power Upsates, Hxecutive Steering C i St. Lucie and Tutkey Podnt November 13, 2009, . 5.

CR 2006-11443, Apsit 3, 2008. N
P2

P

Page 4 of 23
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ve him responsibility for multiple major projects and & staff of approxirately 100 people.’! While

was not aware of all of the developments and documents relating to the preparation and

presentation of cost estimates and his knowledge of the information fow for the EPU Projects
ceased when he left the Project in July, 2009, his letter is largely factually sccurate.”?

IV.  Chronology of Events

A chronology of the EPU Projects is presented in Exhibit 8, A summaery of the chronology,
including the major events televant to Concentric’s review are highlighted below. This chronology
was used to mote fully understand the ongoing dynamics of the EPU Projects and the precise timing
of certain EPU Project activities, The summaty presented helow should not be used as & 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
& rough order of magnitude (“ROM™)} cost estimate based upon s preliminary t of the

components which would require replscement to operate PSL and PTN at the uprated conditions.*
Concentric understands, as orginally 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 Pack 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 FPL's initial scoping study and to
confirm or reject the results of this analysis. Concentric understands from our intetviews that these
studies generally confirmed the FPL scoping analysis, but some discespancies related to the
replacement or refurhishment of certsin components existed for Turkey Point. The initial cost
estimate included a contingency slilocation of approximately 45%.'

In April 2008, the EPU Project team assigned to PSL (the “PSL Project Team™) identified the
potental to exceed the otiginal FPL & Shaw scoping estimates, At this time, the PSL Project Team
initisted Condition Report 2008-11443 (the “CR") which stated the “EPU Project Feasibility Study
may not have captured the full spectrum of modifications necessacy” for the upate”’  In response
to this CR, the EPU Project team developed a2 “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

1

1 Ihid.

# Following ou interview wirh JJIon March 17, 2010, notified Concentric and FPL via emafl on
March 19, 2010 of potential retalintion against him by his copy of this amuil is arached as Bxhibit 7.
Concenttic reportx! this email to FPL's Taw Dep It s Ci i’y wnd ding this matter was

sddreased by the FPL uman R {HR™) Dep
. ¥ Ploride Power & Light Company’s Petition to Determine Need for Expansion of Elecuical Power Plants and for
ion from Rule 25-22.082, .A.C., Docket No. 070602-E1, Septetber 17, 2007,
" Florida Public Service Commission, Order No. PSC-08-0021-FOR-BI, January 7, 2008.
1 Riorida Power & Light Company’s Petition to D ine Need for Expanaion of Electrical Power Plants and for
Esemption from Rule 25-22.082, F.AC,, Docket No, 070602-El, September 17, 2007,
* Ihid

3 CR 2008-11443, "Detiled Description,” Aptil 3, 2008, p. {.
¥ Ibid,p.8

Page 50f23
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completed by the EPU Project team including preparation and submission of a revised cost estimate
smong other items. The High Risk Mitigation Plan was signed by the
th but not the Concentric does
Risk Mingation Plan was ever compiet centric 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 lockted, nor could its existence be confirmed."”

Throughout the pedod from Angust 2008 to November 2008, the PSL trend register indicated &
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 scoplng 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 preliminery, revised forecast
for PSL was peepared and provided to the EPU Project mansgement st 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 bave a change management plan in place. In addition, CR-
2008-37753 poes on to state that CR-2008-11443 was dlosed with several future actions contained
within & risk mitipation 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
manggement plan,?

A second meeting to review the revised PSL forecast occurred in February his meeting was

attended by the EPU Project management team and reportedly included who was
appointed th of January 2009, and the PSL Project Team. At
this ime EPU henior Management was presented with a forecast of approximately $785 MM for
PSL, an inctease of g inately $129 milli the then current budget.® It was reported to
Concentric that the| ponded with a number of

questions related to the basis for the revised forecast and requested additional refinement of the
forecast,

A similar exercise was undertaken for PIN in March 2009, and PTN began to report its
performance relative to this revised forceast. However, the PTN Project Team was instrueted by

the to revise the initial reports, to measure cost performance relative
to the original project & sse the revised estimate still bad to be “validated,” and because
an “extensive effort fwas] about to begin to evaluate [PTN's] estimated cost to complete for the
PTN BPU Project”™

1 ‘The June 8, 2008 Risk Register includes an iteny which is similar to the High Risk Mitigation Plan, but the docuraents
required to closs out this High Risk Mitigation Plan could not be located.

2 Bxtended Power Uprates, Project Update, Tutkey Paint, July 25, 2009, pp. 25-26.

n Ihid

2 CR 2008-37753, "Additions) Informstion,* December 10, 2008, p. 1.

B Summacy Cash Flow EPU Total 090217 Revicwed.xls, “PSL EPU Project Total,” February 17, 2009,

¥ Emil of-o snonymous tecipient, dated Macch 26, 2009.

Page 6 of 23
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On May 1, 2009 the submgitted pre-filed, ditect testimony in Docket 090009-El
before the FL PSC. testimony, the stated “The EPU Projects are

progressing on schedule and within budget.” Additionally, this pre-filed ditect testimony stated
“There ate no changes at this time to the total non-binding cost estimate provided in May 2008 in

Docket 080009-B17% At the same time, FPL submitted the pre-filed, direct testimonics o!l?=
__ ¥ and Mr. John J. Reed, Chairman snd CEO of Concenttic.

At the end of May 2009, the EPU Project management team reported to the ESC tlut the Bechtel
EPC 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 Nuciear Officer,
Chief Financial Officer, FPL Group’s President, and severat others, This increase was reported to
be the result of higher than expected projections of field non-manual and manual abor houts,”
Similagly, the cutrent EPU estimates were reported to include tedundant project management and
‘oversight costs which the EPU Project management team believed roay be able to be eliminated to
reduce the EPC vendor’s forecast.” Finally, it was teported that the EPU scope had grown larger
than the indicative bid presented in November 2008. 'The EPU Project management team noted
that the cutrent 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 17 estimates was presented to the ESC at this ineeting.*?

Pollowing the May 2009 ESC presentation, the EPU Project management tesm 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 4 substantial number of modifications as not
necessary to opetate i an uprated condition.>

The subsequent ESC meeting was held on June 23, 2009 In this presentation, the EPU senior
management team noted that the EPU Projects wete 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 2609,

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 zeview for both the PSL
and PTN project. Concurrently, a decision to replace the EPU senior management team was made.

As a result FPL’s executive team recruited four emi}oiees for the BPU Pxoi'ect team inc}udini a new

Direct Tesrimonyfﬁﬁu Daocket No. 090009-E1, May 1, 2009,

Ibid. at pp. 2-3.

Flarida Power & Light Company’s Petition for Approval of Nuclear Power Plant Cost Recovery Amount for the
Period January — December 2010, May 1, 2009,

HExtended Power Uprates, Executive Steedng Commitree Update, Saint Lucie & Thrkey Paing, May 2009 p. 3.
ibid., p. 14.

ibid,

Ibid, p. 15.

Ihid, p. 18.

PTN EPU Scope Review dated June 2009, PSL EPU Modification Scope Revicw dated June 16, 2009.

bid. '

Extended Power Uprates, Executive Steexing Cornmittee Meeting, Saint Lucie & Turkey Point, Junc 23, 2009.
Ibid, p. 12.

¥R2
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q These individuals were selected and tecruited from within FPL
between the end of June and July 25, 2009.

At the July 25, 2009 ESC presentation, the new EPU senior management team was introduced and
the ESC was bricfed in detwil on the revised cost forecast. At this time, the forecast for PTN was
revised upwasd by approximately $161 million from $749 million to $910 million.” Similady, 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 “cutrent forecast”” Simultaneously, the ESC was sdvised that the May 1, 2009
NCRC feasibility filing had been based on included the original 2008 cost forecast, and revised
fenuibility scenarios were presented based upon the current forecast as of July 25, 2009 These
zevised feasibility scenarios confirmed the continued cost effectiveness of the EPU Projects. FPL
has reported that the ESC assigned additional action iteras related to the revised fotecast to the EPU
Project Management Team. These action items included continued negotistions to reduce Bechtel’s
costs.

Following the July 25, 2009 ESC meeting, JJJJEJ!<f: the EPU Project and returned to FPL's
Nuclear Projects Department.®

No ESC meeting was held in Auguat 2009, but both EPU Projects produced & 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 suinimary presented on this report continued to be shown s “ander review.*?

tember 8, 2009 the NCRC hearings in Tellahassee began, During these hearings the
tified that should he be asked the same questions contained within bis
pre-filed, testimony his answers would remain the same*

On September 9, 2009, the ESC was presented with 3 newly revised forecast that fucther increased
the cost the BPU Projects by approximately $104 MM total for both sites.™ "This presentation stated
that approximately 30% of the totsl project costs have “high certalnty.”*

At the October 22, 2009 ESC meeting, the ESC was advised that the current forecast for the
profects was unchanged, but that the contingency had decroased by approximately $12 million.” In
addition, the AFUDC estimate was decreased 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

7 Esterded Power Upaates, Project Updste, Tuckey Point, July 25, 2009, p. 5.

% Rxtended Power Uprates, Project Updste, Saint Lucis, July 25, 2009, p. 8.

»  Ibid, p. 11 and Bxtended Power Upratea, Peoject Update, Turkey Point, July 25, 2009, p. 8.
4 v

at

2 Yol Cash Flow, PIN EPU Project 2009, August 2009,
# Ansusl Cash Flow, PSL EPU Project, At
T ipt of Direct Examination o Seprember 8, 2009, pp. 208-209.
4 Bxtended Pawer Upeates, Executive 2, §t. Lucie and Turkey Point, Scprembez 9, 2009,
4 Thid,p.9.
 Exeotod Powes Uptates, E Steesing Committee, St. Lucie and Tutkey Point, Qctober 22, 2009,
#* Ihid, 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 diffecent
budget performance indicators and different total project cost summaries. The first of these reports
is dated October 1, 2009.® This report inchides a red performance indicator and the total project
cost summary is listed as “under review”. The second report is dated October 2009. The budget
performance indicator in this report is listed as yellow and the total project cost summary is changed
to $651 million.” No one with whom Concentric spoke could explain the difference or the reason

for the two reports.

B. Key Conclusions from Chtonology

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

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

s ‘The EPU senior project management was alerted to the potential for the forecast to increase as
early as Aptil 2008 through CR-2008-11443.

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

s 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 belicved the BPU Projects continued to be economic based on the
revised forecast and projected incremental output.

s The Wﬂs aware of and had assisted in the presentation of a revised cost
estimate to € €X managers on July 25, 2009.

V. FPL’a Decigion to Proceed with the EPUs

1n determining whether EPU Project costs wete prudently incurred, the FL PSC will be concerned
with two jtems. First is whether the decision to proceed with the project was prudent based on the
expected economic and other benefits to FPL's customers. That question is addressed below,
Second, the FL PSC will be concemed with whether the EPU Project’s costs were prudently
incurred. This question is addressed in Section VI.

The initial decision to proceed 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 components would
require replacement or modification to support the increased output of the plants® As was

® Ibid, pp. 6, 18.

% Anausl Cash Flow, PSL BPU Project, October 1, 2009,

8t Annual Cach Tlow, PSL BPU Project, October 2009,

% Shew Stone & Webster, Inc., Tuckey Paint Nucleac Plant. Balagce of Plsar, Extended Power Upeate Scoping Study,
Pebruaty 2008 and Shaw Stone & Webster, Inc., St. Lucic Nuclear Plant, Balaoce of Plant, Bstended Power Upeate
Scopiag Study, Pebrusty 2008.
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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
operating 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 commetrcial operations dates of the EPU Projects and the duration
of the outages. To the extent the resource portfolio that included the EPU Projects was ptojected
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
repotting of the revised forccast to FPL's Exccutive Manrgement 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 2009?

It would not be appropriate to assume FPL’s executive management should have become aware of
the revised cost estimate in December 2008. ‘The ecstimate that was prepared at this tme was
preliminary 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. Vittually all interviewees agreed with

this conclusion.

Tt is Concentric’s conclusion that, at-best, awareness of a revised fotecast could have been improved
by five months., Concentric believes the five month timeframe is approprinte given the February
2009 meeting between the EPU senior management and the PSL project team. As noted above, this
meeting followed an initial review of the PSL cost estimate in December 2008. Following a
conchusion as to how much awateness 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 contemporaneous with the
revision to the cost estimate, FPL, 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 engineering
which had been completed since the orlginal scoping studies in 2007.>

As noted above, FPL's decision to proceed with the EPU Projects was based on an economic
feasibility analysis which telied 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 anslysis was not substantially affected by the tevised cost estimate. Indeed
the July 25, 2009 ESC presentation for PSL indicates that, when both the higher costs and greater
output are considered, the EPU Projects continued to be economic, although apptoximately 14-59%
less so, 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 scenstio would not have altered FPL’s
dedision 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.

% PMorida 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,

3 Extenided Power Upeates, Project Update, “Yurkey Point, July 25, 2009 and Extetided Power Uprates, Project Update,
Saint Lucie, July 25, 2009.

53 Bxtended Power Upsstes, Project Update, Saint Luce, July 25, 2009, Pg. 50.
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V1.  The Review and Apptoval of EPU Costs in the NCRC

Concentric’s review of the-Lettcr has illustrated the distinction between the cost estimation
process and the incuerence of specific costs. “Ihe 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 ind.imtcs— 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

menagement and the FL. PSC. Th Letter does not identify any costs which are the result of
an imprudent action by FPL. Concentric confirmed this understanding of the-Letter during
our interview withh

Similarly, Concentric found no indications of costs that were the sesult 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 concetns are related to what information would be presented to the FL
PSC. As 2 result, Coneentric believes thete 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 i Section IV of this repott 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 regulatoty
agency. This includes ensuring that approved changes to the project forecast were clearly
communicated to the FL PSC in a timely manner.

Thete 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 testitnony, both direct and rebuttal, 2)
production of documents and answeting of interrogatories in the discovery processes, and 3)
testimony at the heatings. In the 2009 NCRC proceedings, pre-filed testitmony on these matters was
submitted on May 1, 2009 (direct) and August 10, 2009 (rebuttal); documents were provided and
interrogatoties were tesponded to from January, 2009 theough the hearing; the hearings on these
issues were held on Septenber 8, 20097 Since an important clement of this investigation has beea
about the timeliness of internal and external information flow, we have chosen to examine FPL’s
actions in the three separate imeframes discussed above.,

% RL PSC Docket No. 090009-El
37 Ibid. Pre-filed testimony was slso filed on March 2, 2009. That testimony related to 2008 costs. Given Concentric’s
lusions in Section VI, the testimony is not add d in this secti
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B. -filed Testi q
FPL presented four witnesses in the 2009 NCRC proceedings on issucs relating to the EPU:

-
M. iohn i Rcedl Chairman and CEO of Concentric™, and =~
1]

‘The issucs within the scope of this investigation, L4, the projected cost to completion, schedule, and
cost-effectivencess of the EPUs, were presented in %dhcﬂ testimony®, and the
exhibits sponsored by him, and that information was used | cost-cffectiveness analyses.”
Mr. Reed’s testimony related to nuclear project controls, procedures, policies, and practices, and the

pindence of FPL’s costs. He offered no estimate of the projected costs to completion or opinions
on the cost effectiveness of the EPUs. hesﬁmony related to the accounting for FPL's
incutred costs and the 2009-2010 projected costs.® She did not offer any cstimate of the projected
costs to complction or opinions on the cost effectiveness of the EPUs, Therefore, our review has
focused on the testimony o and, to a lesser exten

The pre-filed Direct Testimony fled by N o~ May 1, 2009 included the following
statements:

“The BPU Projects are progressing oit sebedude and within budget, to defiver the subsioutial benefits
of additional nuclear gewerating eapacity to customsers fronms FPL's existing St. Lucie (PSL) wits 1
&2 and Turkey Pojnt (PTN) Units 3 & 4 nuckar power phants. "

“There are ne dhayges at this tve fo the total wou-binding cost estimate prowided in May 2008 in
Docker 080009-EL. And, as demonserated by FPL witness [ the nprase project comtinmes to be
cost gffective when compared fo the addition of other gensration mlternatives. ™

“Appendix: 1 inclndes the TOR. schedples that corpare the enrrent projecions to FPL's orjgivally
Jeled 51, Larcie and Trrkgy Point easts ... At this time, FPL bas vos identified any need to ravive
the fotal non-binding cost astimate provided tast May in Decket 080009-EL . As wonld be
expected, the Company continues fo enaliaie the cosis astociated with 1bis project. As activities siely
as final suginesring analywes and design, nssociated NRC requivements and  nvigws, aud
consirnetion Planuing are mors chearly defined, the Company will moke aity nevessary rewsions fo the

# Direct Testimony ot IR Dockct No. 090009-E, May 1, 2009. {JJJER=: the EPU Project
in July, 2009, and in Januacy, 2010.
Ditect Testimony o

Docket No. 090009-131, May 1, 2009.
Daocket No. 090009-E1L May 1, 2009,

“ No. 090009-531, May 1, 2009,
“ Dacket No. 090009-B1, May 1, 2009,

@ Docket No. 090009-E1, May 1, 2009, p. 2.
“
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original cost estimate. The TOR schedules provids the best information eurrently available for the
cost rgorry peried throngh 2010.°%

The TOR (T'rue-Up to Original) schedules include Schedule TOR-7, which was sponsored by [l
and which continued to rely on the cost estimate submitted in Docket 080009-EI, along
wwiths a restatemcnt 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 concems about the
validity and reliabiﬁi of the EPU cost estimate that was used in Docket 070602-E1%

and tha continued to use in May 2009™

& The PSL BEPU trend reports for August 2008 through November 2008 had mised
concerns about substantal underestimation of the PSL project costs™

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

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

» A Condition Report dated 12/10/08 concluded that the resolution of the 4/3/08
Condition Report was a “missed tunity””

s On Febtuary 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™

& By March 26, 2009 the PTN site team had also concluded that the cost estimate
should be tised above the May 2008 estimate; a decision was made to not use the

highez cost estimate because it was considered “preliminacy™™
. participated in developing a presentation in late Aptil/early May 2009
informing the ESC that while Bechtel had estimated higher costs, the forecasts for

PSL and PTN 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 clearly in a state of mpid flux by May 1,
2009. While there was mounting evidence to indicate that an upward revision to the cost estimate

was likely, a8 of May 1, 2009 had not reported such an incresse to the ESC nor had
€ Thid, p. 24.

#  Direct Testitvony of Docket No. 0950009-B1, Exhibit 1, May 1, 2009, p. 104,

“ Florida Power & Light # Detition to Determine Need for Expantion of Electrical Power Plants and for

Exemption from Rule 25-22.082, F.A L, Docket No. 070802-El, September 17, 2007,

™ Extended Power Uprates, Project Update, Tudkey Point, July 25, 2008 and Extended Power Uprates, Project Update,
Saiat Lucle, July 25, 2009.

7+ PSL Trend Registor

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

M Sommary “Total 090217 Reviewed.xls, “PSL EPU Project Toml,” February 17. 2009,

™ Emasil from 0 avonTinous reciplent, Masch 26, 2009,

" Mxtended Power Upeates, Steesing Committee Meeting, Saiat Liscie & Tuckey Point, May 1, 2009, p. 8.
Page 13 of 23

ICDR 8.3 Supplemental CONFIDENTIAL 011413




ORDER NO. PSC-10-0541-CFO-EI ATTACHMENT A
DOCKET NO. 100009-EI
PAGE 20

FPL 152914
CONFIDENTIAL NCR-10

CONFIDENTIAL

an increase been approved. What—had reported to the ESC was consistent with what
his Direct Testimony reported to the FL PSC. Additdonally, Schedule TOR-7 appropristely
indicated the Company continued to evaluste the costs of the EPU Projects,

C.  Interropatory Responses and Production of Docurnents

Concentric requested, received and reviewed all documents produced and interrogatosy responses
submitted by FPL in Docket 090009-EI and pertaining to the EPU budget, schedule and cost
effectivencas. Our review led ua to follow up on one interrogatory responae, submitted in response
to Staff's Fifth Set, No. 53, for further analysis.” This interrogatory response, which is attached as
Exhibit 9, sought a Hsting of cach analysis that FPL was offeting to satisfy the requirements of
Section 366.93(5) .5, which requires an annual comparison of the budgeted and actual costs as
compared to the estimated in-serviee cost of muclesr projects. The response, which was submitted
on August 17, 2009, cefers to Schedule TOR-7 which contsins the Company’s snnua! comparison of
budgeted and actual cost. Scheduie ’1‘0R~7 was submitted on May 1, 2009, and is described as 2
“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 serions
challeage to moeeting the existing budget” On June 3, 2009, Bechtel submitted a “P50” (mesn
value) cost estimate for PTN that was $108 million above the May, 2008 estimate.” On June 23,
2009, advised the ESC of the Bechtel estmate®, and the ESC insteucted him to
prepare a “line-by-line’” updated forecast far the projects to be reviewed at the next BSC meeting.
This updated estimate was prepared at the direction ofé:y several staff reportedly
wotking seven daye a2 week for a month and was presented to the ESC at an all-day, Satorday
meeting on July 25, 2009. In the week leading up to that meeting, the EPU leadership team was
teplaced, and was reassipned to a position outside of the EPU, although he actively
participated in the July 25, 2009 presentation. That presentation established new cost cstimates for
the EPU Projects which were approximately 21% higher than the May 2008 estimates. Thezefore,
Schedule TOR-7, which is referred to but not attached to the response to Staff 5-53, was oot of date
by August 17, 2009,

However, the interrogatory only asked for a Jling of the responsive analyses, not for FPL’s current
ot 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 » forthright fashion based on &l of the information known to this person at the time,

*  Response to Docket No. 090009-E1, Staff's Fifth Set of gatories, I gatory No. 53,
T Ihi

¥ Totul Project Cashfiow, FIN BPU Project 2009, May 31, 2009,

7 Extended Power Upeates, PmbctUpda!r,Tnfkermjul;?& 2009, pp. 25-26.

»  EBxtended Power Uprstes, E: ¥ Jeeting, Saint Lucie & Turkey Point, June 23, 2009, p. 12.
# Extended Powet Upentes, quUpdam.‘I\tkamet.jn)yzs,Mufﬂxmded Power Upimtes, Project Update,
Saint Lucie, July 25, 2009,
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D.  Testimony at Hearing

As stated enclier, JINNE: «oc R ~rpcaced 2t the NCRC heatings on September 8, 2009.
At the heating, the following exchange took place bctwccn—md counsel for FPL™;

BY MR. ANDERSON:

£ Y1 asked you the same questions ontained in your profiled direct tistimony, wonid yonr
anrwers be ihe same?

A Yus, they wonld br,

MR ANDERSON: FPL asks that the prefiled diveet testimony be inseried into the rvcord as
thasgh read.

The exchange with counsel had the effect of ass
testimony, and the exhibits sponsored
September 8, 2009. This foll
pre-filed testimony, and updating his pre
with FPL.

As of September 8, Mhﬁd patticipated in the development of highly detailed cost
projections for the EPU Projects, and had prescoted these new estimates to several senior FPL and

contractor personiiel on July 25, 2009 The new estimates for PSL were 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 wete clearly labeled as the “Current Forecast,”
and the statement was dearly made that the “Curtent Budget” (the May, 2008 valies) was being
increased to the “Current Forecast™ The July 25, 2009 presentation offers an extensive
petspective on the shortcomings of the May, 2008 estimates and the lessons that should be learned
from this experience.”” Concentric also notes that the ESC was explicitly advised that the new cost
estimates were inconsistent with the May, 2008 and Muy, 2009 data that had been presented to the
FL PSC and that scveral new cconomic feasibility analyses had been performed, which updated
thosc analyscs that had been submitted to the FL PSC eleven weeks earliee® 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, Concentrc has concluded that by the time [N

took the stand on September 8, 2009, the information presented on Schedule TOR-7,
and the testimony related to jt, was out-of-date. By this _ had presented revised

that all of the statements in the pre-filed
remained truthful and accurate as of
introducing several corrections to eczata in his
testimony to reflect his new title and responsibilities

32 Transcdpt of Direct Examination of ptember B, 2009, pp. 208-209,

# Alecting request for EPU Satusday Session, | , 00 AM ro 330 PM.

& FPxtended Power Upentes, Project Update, Salnt Lucie, July 25, 2009,

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

8 Hxtended Power Uprates, Project Update, Tuckey Point, July 25, 2002 asf Extended Power Upaates, Project Update,

Saint Lucie, July 25, 2009.

Tbid., pp. 28-40 and pp. 51-52, respectively.

Extended Power Uprutes, Project Updste, Saint Lace, July 25, 2009, pp, 44-49.

hid, p. 50.

3 -]
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cost estimates to the ESC, and the EPU Project mansgement team had begun relying on the revised
cost estimates. Our 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 personned tha participated
in the decision to not update the testimony).

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

Concentric agrees that the new cost estitnates were based on only partially completed engineering
and design informetion, and that they were stll 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 ke into account executed major contracts. The new estimates were the product
of more than 8 dozen people working extended hours for 2 month and had been reviewed by every
level of management in the EPU organizaton. They reflected far mote knowledge abont the scope
of the EPU Projects than had been used in the 2007-2008 Shaw scoping analysis, matesials cost
estimates that werc based on more recent data and manpower estimates that reflected the revised
scope and loading estimates prepated by Bechtel. Most importantly, they were presented to the
executives of FPL in chatpe 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, were materially
different from the 2008 estimates, and have continued to serve as the reference paint for all
subsequent revisions to the cost estimates, Including those that were submitted to the FL PSC in
May 2010. In short, while the July 25, 2009 and subsequent cost forecasts are and were preliminary,
they represented the best information available at that time, were relicd upon by FPL, and were
mote advanced that the 2007/2008 cost projections.

The documents we have reviewed, and our interviews, indicate that there wus considerable
uncertainty among the project staff in September 2009 as to whether the new cost estimates were
approved of not, and internal reports were inconsistent in their use ot non-use of the updated
forecast {see Section VII for additional details). The EPU staff had experienced significant
tomover and was also undergoing a major reorganization at that time, which appears to have
contributed to the lack of claity 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 offeted
ignificant value to customets tay also have been a considemtion in the decision to not update JJIf
teatimony. While Concentric agrees that the new snalyses confitmed 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 thWn the cost effectiveness of
the EPU Projects, had any knowledge that u cost estimates were presented to the ESC, Tt is
our understanding that he relicd on the cost estimates provided on Schedule TOR-7, as sponsored
bydﬂnd- was not in the EPU organization ot the Nuclesr Division of FPL.
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VIII. Recommendations for Improvements Related to the NCRC

Concentric’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 tearn and to the FL PSC.

1. Concentric recommends that the process be changed in order to provide timely and ongoing
information within the NCRC docket team throughout esch NCRC review cycle. This will
help to ensure that any updated information is fully discussed within the NCRC docket team
and prevent fi concerns related to flow of information to the FL PSC. Concentric has

been informed that this change has already been implemented.

Z Similar to the recommendstion above, FPL and the L PSC staff should revisit the issue of
intra/inter-cycle document production. The ongoing production of & limited number of key
project documents could enbance 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 ot 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 iraportance 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 instructons.

4. As part of our investipation 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 Departments. Given the importance and scale of
the HPU Projects, and the alternative cost recovery treatment being afforded to these
projects, a relatively senior member of Regulatory Affaies Departinent should attend each
future BESC 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 discossion should not be misconstrued to
determine the prudence of FPL’s decision nwking processes and therefore should not impact the
recovery of costs through the NCRC.

As descebed in Section 1V, 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 paints in the project, including following the introduction of a new senior
management teatn in July 2009, Concenttic’s review of the EPPI’s have identified three which are
relevant 1o the reporting of revisions to the cost estimates within FPL: 1) EPP1-300, EPU Project
Change Control; 2) EPPI-320, Cost Estimatings 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 period preceding July 25, 2009 and that after July 25, 2009,

A, PreJuly 25, 2000 Information Flow

As catly as April 2008, the EPU management team was made aware of concerns about the adequacy
of the Shaw scoping analysis and associated budget. These concems re-surfaced after the Bechtel
contract was awarded in November 2008 and were brought to the sttention of the EPU senior
mansgement in December 2008 and Februaty 2009. By February 2009 the EPU Project Controls
employees had developed & revised cost estimate, albeit in preliminary form, that projected a $129
million cost increase for PSL. The revised estimate was within 2% of the valucs presented to the
ESC in July 2009. Similar estimates had been developed for PTN by March 2009, but the EPU staff
way directed 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 revigions to its
cost estimates, all of which wore substantially higher than its indicative bid and higher than the
estimate developed as part of the Shaw scoping analpsis,

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

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

These potentisl changes were divided into scope changes (i.e., sdditional plant modifications) or
trends (i.c., increased costs of campleting approved scope). In order to address = trend, EPPI-300
dictates that the trend should be identified on a formal “Trend Register” and 2 SCN/TN should be
to request changes to the project forecast. The SCN/TN was then routed to the'
approval. ‘The process for addressing scope changes Is similar, but requires addition:
teview of the potentisl scope change to ensure it is necessaty 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/IN, it is
routed to the EPU Project team membee with the appropriate approval authority for the potentisl
cost impact. Upon spproval, the SCN/TN is supposed to be Incorporated into the project budget
and zll future project reports.™

Concentric requested the EPU Projects’ Trend Registers and afl SCN/TNs since Januacy 1, 2008
and received many, but not all, of the SCN/TNs priot to issuing our 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 Jeast June
2009. However, it appears that the process for reviewing and approving trends was not

= BPPI-300, Project Change Control, PR 3, Rev 00.
# Tbid at 4-6.
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appropriately implemented at PSL. Many of the same trends. were identified cach month without
tesolution ot jncorporation 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 tanged
between $10 million and §140 million. The EPC buxiget was only increased by $20 million during
this period.  Similarly, 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 seversl months.

Finally, many potential scope changes or trends appear to heve been captured on the Risk Register,
which, as discussed below was not synchronized with the project forecast, rather than the Trend
Register. Por example, the CR discussed in Section IV above, resulted in a “High Risk Mitigetion”
plan, but does not appear to have been included on the trend register. Thus potential scope changes
ot trends were not aﬂtﬂy reflected within the forecast. Concentric also noted that prior to July
25, 2009, the ailed to identify a source of the funds on the SCX/TNs for
nearly 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 described above. This
instruction was established in March 2008 and remalins in effect today. Specifically, this instruction
states that “estimates should include project risks, uncertinties, and contingency. These should be
documented along with the methods for determining the percentuge of risk and the amount of
money associated with the contingency.”” EPPI-320 also indicates that it is supplemental to the
Nuclear Projects Department Instruction — 304 ("NPDI-304").

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

4.7.6. As a general mle, conceptual estimates should have a 25-30% contingency,
Level 1 or preliminacy estimates should have 15-25% contingency and Level 2 or
definitive estimates a 5-10% contingency. ‘The exact percentage is determined on 2
case by case basis.

‘Ihe EPU Projects® cost estimates fit the cdteda for a conceptual estimate in 2008 and appear to
have achieved Level 1 status by the end of 2009. FPL’s practice prior to July 25, 2009 was to label
the contingency as “Scope Not Defined”, or “Scope Not Estimated.” This line jtem, although it
referenced the EPU Projects’ risk matrices, was then used as 2 balancing variable to show a flat
overall forecast trend and was not based npon 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 ot cost rather than a value which reflects
the risk remaining in the project, including those identificd by the Risk Registers, This practice was
acknowledged in the lessons leamed sections of the Tuly 25, 2009 ESC presentations by the
statements that .. .undefined scope depletion not dealt with in a timely fashion. . .undefined scope

7 NPDI-304, Estimste Preparation, Pg 9, Rev 0.
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allowance used in establishing base contracts and wotk left little for emergent items or increased
scope...must include undefived scope allowance based on level of risk/progress on project.”

EPPL.340 was first initiated in Febroary 2008 and establishes 8 process to ensure that cach
“identified risk is recorded in a risk mmtrix, and evalvated for probability, consequence, cost,
schedule and project itnpact.” The process sct 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 remsining in the project. Indeed, the July 25, 2009 PSL ESC prescntation states “cutrent
undefined scope atlowance is not aligned to the risk matdx...looked at the project only from a high
level risk.” Becnuse the BPU senior mansgement used the contingency as a balancing vadable to
depict a flat foreonat trend, the Risk Management Program was never used as prescribed by EPPI-
340. At best, by early 2009, the risk registers becatne little more than a repository for project risks
and with litde 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 “undercstimated the risk and costs associated with the fast track project,”

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

&  “Early warning on cost overruns and undefined scope depledon 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 procedutes and the organizational structure since July 25, 2009.”

B.  PostJuly 25, 2000 Information Flow

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

and 340.

With regard to EPPI-300, this instruction has undergone at least four revisions since July 2009 and
has been npdated to include more sgorous trend identification, to more deatly 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 & revision to the SCN/TN forms, This revision changed
the name of the form to explicitly Include forecast varistions. 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 optiona 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 maintalning the contingency at a level that
appropristely reflects the risk to the cost foreonst. Coneentric believes scope chanpes should be
funded through # forecast variance to eliminate the use of contingency as a forecast balancing
vatiable. This is consistent with NPDI-304 which states the following:

# EPU lecrons lenmed PPL from Apail 2010.
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“Contingency usually does not include changes in scope, schedule or unforeseen
mmajot cvents such as strikes, tsunamis, hurricanes or earthquakes.”

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

Concentric notes that issucs of the project contingencies, risk registet, and the relationship of each
to the cost projections are being addressed by the work soon to be completed by High Bridge.
Burthermore, 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 sllowances for undefined scope
and risk. It is owr understanding that EPU management conxiders its cutrent approach to be an
interim solution until the High Bridge renults have been received and roviewed, and that the High
Bridpe results will be used to compate against FPL’s current cost astimate range.

Concentric has concluded tlat 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 priar to July 2009. It is clear that the process requited for releasing funds
from the contingency was not followed, and that all revisions to the cost estimates have not been
tracked through the trend progmm. These facts have resulted in widespread confusion within the
organization regarding what the cutrent 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 2 meaningful difference
between the terms budget, cost estimate and cost forecast (ll of which are used in different standard
reports), and how to messure and report vatiances from the budget/estimate/forecast. Many of
these same points were acknowledged by BPU mansgement in the lessons leamed sections of the
July 25, 2009 BESC presentations. Here the comments were made that “Individusl Modification
Budgets and Site Depattment budgets [weee] not established. . .did not use formal process such as
Plant Review Board to spprove scope growth during design process prior to 01/61/09...n0 formal
cost benefit was performed on design changes.”™

Finally, due in lazge patt to the confusion discussed above, our seview of the EPU’s atandard reports
and presentations has made us aveare of several reports that were issued with some incorrect 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 correct and updated information was available in the EFU Project’s presentations to the ESC.
We also received reports from individuals within FPL that documents they were responsible for
preparing wete changed, after the otiginator had issucd them, by someone else in the organization
and often with no explanstion us to why the changes wete made. In other instances, individuals
were told to make changes by someone else within FPL. These accounts are difficult to vexify, but
they do not represent a single account or example. In addition, Concentric has received some
documentation to cortobarate these sccounts, Some of these actions are ateributed to managets that
are no longer in the EPU organization, but they demonstrate the need for more definitive document

control and ownership procedures.
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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 Projoct-related Information
produced the below list of recommendations for process improvements. Many of these
recommendations are intended to improve the distribution of information within FPL, and the
NCRC docket team. In cextain 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 reconumendation to demonstrate that all of the jssues 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 BPU 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 sourced from outside the business noit. In
addition, the report sign-off and dissent process should include a link to 2 company program
for 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 calenlation
in order to produce a particular indicator, the result of the underlying calculation should be
reported along with the performance indicator (e.g, budget ar forecast performance). By
providing the result of the underlying ealculation, a report preparer or reviewer can quickly
identify any discrepancy between the performance indicator and the calculaton that
produced that indicator.

i FPL should consider changing the reporting refationship of the EPU Project Contrals
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 Ditector and his staff. Concentric notes that future, large seale 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 EPUs 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 practices.
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 fond scope changes, and the contingency should only be
teleased if the uncerminty assodated 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 sddition, the EPU Project has
established a revised cost estimate sange which was nsed 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 (Le., not annual). This process should include 2 distribution
checklst to make certain all reports ate updated consistently once a new budget, forecast or
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estimnate is approved. Concentric notes that EPPL-300 has been revised twice since July
2009. 1f implemented thoroughly, these changes should address this recommendation.

5, To the extent CRs are utilized to document potentisl budget or cost estimate challenges, the
CR closure processes should be revised to prevent the closure of a CR prior to the
completion of 4 tisk mitigation plan. In the alternative, risk mitigation plans can be tracked
sepatately, but mrust not be closed until each of the action items listed on the risk mitigation
plan are completed.  Additionally, the completion of all actlon items must be documented
and those documents should be preserved in a central location, Coneentric notes that the
EPU management team is already planning to address this change within the EPU action
item list.

6. FPL should continue to mainmin EPU Project staffing as a high priority. A sufficient
number of staff members are required to maintain adequate project contral, including the
updating and production of project reports. Throughout out investigation it was noted to
Concentric that many within the orgenization 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 or inaccutacy of certain project reports.

7. The EPU Project team should document the names of each ESC presentation attendee and
maintein this list of attendees with the ESC Presentations. ‘This will increase the ovemlit
teansparency 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 ta the Corporate Responsibility Officer
for use in improving employee confidence throughout the otganization. Our limited samnple
of interviews indicates that there are, or have been, concerns about the uniform adherence to
the non-remliztion provision of the Code of Conduct.

9 Concentric suggests FPL institute ¢ procedure for conducting organizations! readiness
assessments prior to commencing new complex, large-scale projects. This procedute should
inchade & docutnented review of the Project Plan to cnsure that it adequately details how the
project is expected to evolve over time and ensute proper expectations related to
performance reporting and measurement are communicated throughout the project teams.
In addition, these ssseasments should include a detsiled review of executive management’s
expectations regarding the development snd updating of the project schedule, cost estimate,

budgets and reports.

10.  Concentric and the EPU Project management team should conduct an investigation close-
out meeting 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 procedures could be improved to prevent timilar project challenges.
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Exhibit 1{JJILetcer
Pebruary 19, 2010
Mr. Letvia Hay
Florida Power and Light
PPL Group Clialnuen and CBO
700 Universe Bivd.

Juno Beach, 'L 33408

Deoar Mr. Hay:

I ain wrlting fo yor with my concerns about oost perfoymance in Nuclear Projeots and Exiended
Power Uprato (RPU) In 2009, With the sxodus of the entire Sr, BPU Project Managsment Team,

1 awm belng olted a3 ous of may targets lu the fallvre of BPU In 2009,

Ag a brisfhistory, Twas hired In May 2003 by [l
jop ooun for wag released, 1 was tokd by the

I'would have fo assvme the BPU blifty as well
a8 my ourrent roil, Jn January 2009 1 both positions reposting 1hed over

100 poople (contrastors and FPL) reportiiig to me at flve sltes and & e Praject Controls
July 2009, which {s when 1 Jeft RPU, until laio November 2008, X reported agaln fo

. Whils rtlngtm he told mo a number of tlines he thought X was
s good job, Dummolm mFlwwokmowdlnnorandexpmnd
his appreciatlon for my support while working for him,

In my roview I am acoysed of not providing adequate information of forecasting for both the BPTY
Project aud Nucloar Prajects In 2009, Ta my knowledge theve was nover s major lssue witha
Monthly Vardance Report or a Slto Project Status Roport for Nuolear Projocts, From s Projeoct
standpolnt, a1l profects were on target or explairiod in varlances. I do not ballove any olted issues .
were arosult of a Project Corirols shoricoming, For Power Uprals, my Project Controls Team )
doveloped extansive project indlcators in Febrmary of 2009 wwumd thom after those used to i
support the “Rlg Dig” Boston Artery, Theso indlcatory fnol ‘alio Metrics. These
Indlostors were approved by the Projeot Teamn and prossnted Maroh 2009, The
orlginal ndiotors are still on the RFU StmrePolut-wabsite foryon to viow, The Jssies offecting
project pecformance for EPU wore the fhot that the BFU Projeot Teams coutd ot support updale ;
of tho indicators dus to contluuing bassline reviews and soope additlons that were 1ol previously ‘I
|

{dontified. Tho scoping budget ostimates were completed by tho Shaw Company and
wero conunissloned by the and compileted before I jolnod the Projeot. These
ostimatos wers not adsquais and 8r, t oontivned ohanging phllosophy on what was to
be inotnded and not lnofuded In thoss ostlinatey, As u rosult thore was no Projeot basellne
establislied and overall Project performancs was vory poor. Tho Id

complnin about having poor performanos Indicators however as , we could not
deliver a poslttve measago if thore was nono to deliver. The situation continued to worson

through the spring of 2009, Projeot Managors and Buglnoers were Issues and tho
St. Mentgers would not aocapt tho poor parformance messages. was
told in fate 2008 beforo I was assignod to BPU that the projects were

ouontinuod to doliver this message along with poor weekly performance roviews, Rloally in July

! 0£2009, Sr. Managomant deoldod [t wag time to bifbrin Bxeoutlve Managers of the poor
condition of BPU which precipltated the ropisconont of tho catire BPU Projeot Sr, et
‘Team, My Projeot Controls group prepared dotalled reviews that woro presented

{ate in July 2009 on the poor condition of BPU,
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At the tin, the cost overview for PSL was: Original Bodget $656MM, Curréut Porecast
$795MM showing a negativo varlance of ($130MM), For PTN: nal Budget was $749MM,
Cursort Forecast $909MM with n vs varianeo of ($160M "

numbore olemrly show the gravity of BPU negative 0. To my edge, theso
numbers have contimied to worsen with the now Prolect Toam to whero for PTN aad PSL, the

‘Tonm dous nothaye n olsar idea of what the flan! costs will be,

Tam ooncerned about how FPL wiil repart theso fndlngs at the npeoming PSC hearlngs, Auy
infarmation from BPU othier than which wae 1o Managsment last sunmor will be s
manipisiation of the truth, Currest reporting for PTN and PSL doss niat contsin Information
showing thero Is sorlovs trouble with thess Projects, The trouble was enough to repluce the enfive

8r. Project Teom,
Enolosod with this Joifer are the presentations glven ast Yuly. If’;mlﬂmﬁ
aurrent estimates foe PTN snd PSL, thoy wore stated In N o 2000 as al
extimates. Cureently tho numbers are in veview. !
That's shuost 2

times the ortxinal Shaw brdgot oxtimats, *

My team dolivered the correot messags to Sr. Mamsgement. Sr, Mammgemant did not want to-
avcopt o messge, My Final Byaluation for 2009 {s the only poor evaiuation Pve ever had in
nty enitfro oareer having worked I Profeot Cantrole for some 30 years, My former positions
bofore comlng to FPL, weso with ARES , Burlingame, CA whero X vess Projeot
Controfs ConsilinatManager for NASA In workmgwlﬂs the Program Managoment
Division of the Intecnational Space Stetfon, Also with ARBS, 1 was & Prajeot Consullang for the
DARET Projeot (Dual Axis Radlogeapltto Bydrotest Pacliity) at Los Alsmos Natlonal Laborstory
wisore [ wan part of n Projeot Toam thnt eatned the DOB Bioolionce svned for Defanse Systoms,
Yor the record, niy Team told the teuth about the BPU finenclal condition and hat truth did not

oot FEL cxpeointions,

Finally, Tknow this lsitor cames at n timo when FFL has ordered tho lavestigation of anpores .
vancsrns stornig from the Jan, 2™ snd Rob, 4 fetters, 1am In sio way sasoctated with tho

fotters. £ only seok to express my conoon about npeoming PSC bearings and my unjustified
negative omployes review. I have copled my supervizar and hitnmm rosourcss,

Thoskyon for taking the time to read thie letien. ’

liagc 20f2
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Ferida Powey & Light Company, P. 0, Box 14080, Juno Bsach, FL 23008-3220
Law Deparmwent

FPL (s!s ) 6317135 (Facalinile)
L

o-maih

March 15, 2010

John Reed [
Chiof Bxesutive Officer

Concentris Energy Advisors

203 Boston Post Road West

Sulte 500

Marlborough, MA 01752

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

Dear Mr. Reed:

The purposs of thix letter Is to request that your company conduct an Independent faotual
inveetigation with respect to the siatements and subject matter oontsined In the reforonced
correspondence, a copy of which Is attached, with the exception of matters pestaining to the employes
perfonmance review of the author of the correspondence.

. The engagement should be handled subjoot to the terms and condltions of the consulfing services
agreoment amendment that applics'to your company’s work for FPL fhrough December 31, 2010, and
b!llodhmwlyﬂomoﬁnrwwkpufomwd vnder that amendment.

Pleaso direct any requests for support or information required to suppost your work to me, and
the results of your Investigation to me. I would appresiate it If you would sign and retum & copy of
!l:llWto;no::kmwledghgmmmtpperfomthumnfu‘meodmpotwmkmbjoonnﬂn
tarms stated herein.

Exnclosure

-ACCEPTED AS OPM 2010

an FPL Group oompany

Page1of1
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Project List for Florida Power and Light

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

regulatory support services and expert
testimony associated with its Need Study filed
with the Flotida Public Setvice Commission
and follow-an support as needed at the NRC

FPL New Nuclear Cost 4/12/2008 | Prepared expert testimony on behslf of FPL to

Recovery Clause Filing support the rensonableness of their project
management, risk manageinent and coat
estimation practices.

FPL Rate Proceedings 4/22/2008 | Retained a8 a consulting expert in anticipation

Support/Benchmarking of possible futare FPL rate proceedings

FPL Renewable Portfolio 12/31/2008 | Assisted FPL with an assessment of various

Standard mechanisms that have been developed both
mationally and intermstionally to promote
renewable technologies

FPL 2009 New Nuclear Cost 1/1/2009 | Prepared expert testimony on behalf of FPL to

Recovery Clause Filing suppart the ressonableness of their project
management, risk mansgement and cost
estimation practices.

FPL Secutitization Testimony 1/15/2009 | Provided testimony comimenting on state
issuance of securltization bonds for new nuclear
plants,

FP&E, 2010 Nuclear Cost 1/1/2010 | Prepared expert testimony on behalf of FPL to

Recovery Clause Filing support the reasonableness of their posjct
management, tisk managanent, and ocst
estimation practices.

Page tofil
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Request #

Request

Received

ALl data request responses or production of
documents related to the EPU Projects from
Docket 090009-El, including those related to the
testimonies

3/26/2010

A list of all FPL employees or contractors
working on the EPU or related projects who
weze involuntarily terminated, reassigned or
teansferred between July 2008 and today,
including a list of the reasons for each
employee's or contrector’s involuntary
termination, reassignment or tranafer. This list
Id include the for the involontaty

— ]

4/8/2010
4/19/10
{Contractors)

Any employee concerns or condition reports
issued between July 2008 and today, and related
to the BPU cost estimate or schedule, and all
employee letters to FPL cmployees or Board
members expressing concerns or allegrtions
pettrining to the FPCS auclear cost recovery
proceedings.

3/26/2010

All exeentive management reports, briefings or
presentations related to the BPU since
December 28, 2009.

4/1/2010

w

All EBPU MOPRs since 1/1/2010

4/1/2010

A list of the EPU employees or contractors and
the dates of all training on the FPL Code of
Conduct and Employee Concemns Program.
Please include all iaterials used during this

training.
Would it be possible to pet 8 copy of CR-2008-
114437 This was referenced in CR-2008-37753

3/30/2010

Tlse last page of this document includes a
docutnent entitled “High Risk Mitigation Plan”.
'That document inciudes 2 list of 6 mitigation
actions, responsibility for completing those
actions and 4 due date for each action. Would it
possible to find cach of the documents that were
developed in response to mitigation actions and
determine when each mitigation action was
completed?

3/30/2010

With regard to the attached 2009 DR response,
'would it be possible to get the amounts that are
redacted from the able on Pg. 2-3

3/31/2010

4/6/2010

calculations for all AFUDC amouats (ie., ~$350,
$370, $200 MM, ctc) presented to FPL's
executive management between January 1%, 2009

nnd today.
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Request #

Request

Received

4/6/2010

the lessons learned documented in the July 25,
2009 Exccutive Steering Committee
presentations. These lessons leazned can be
found on pages 51-52 of the PTN presentation
and pages 38-40 of the PSL presentation. This is
written confirmation of # request piven

ornlly.
Y,

4/7/2010

4/6/2010

Plense confiem whether there wis an August
. om @ P :
»

minyptumu%on. I£ thete was, please
ide & copy of the presentating or repart used
ing the nweting,

4/6/2010

4/6/2010

PSL EPU Sensitivi  Analysis from Pebruary,
2009 from

4/6/2010

ICDR 8.3 Supplemental
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Annual Cash Flow, PSL EPU Project, August 1, 2009
Annuzl Cash Flow, PSL EPU Project, October 1, 2009
Annusl Cash Flow, PSL EPU Project, October 2009
CR 2008-11443, April 3, 2008
CR 2008-37753, December 10, 2008
Direct Testimony of John ]. Reed, Docket No. 090009-E1, May 1, 2009

? Docket No, 090009-E1, Exhibit 1, May 1, 2009
Docket No. 890009-E1, May 1, 2009

Docket No, 090009-El, May 1, 2009

11. Email fi

to snonymous recipient, March 26, 2009:
March 19, 2010, mb John Reed, Sam Eaton, re:
For your

y eI
12. Bmail MWO Samuel Faton, Project
Manager, dat 10, 3

13. Engagement Letter from o John Reed, Re: Independent Investigation of
Februaty 19, 2010 correspondence to Mr. Lewis Hay, FPL Group Chairman and CEOQ,
March 15, 2010

14. EPPI1-300, Project Change Control, Rev 00

15. EPU lessons learned PPL from April 2010

16. Extended Power Uprates, Executive Steering Committee Meeting, Saint Lucie & Turkey
Paint, May 1, 2009

17. Extended Power Uprates, Executive Steeting Committee Meeting, Saint Lucie & Turkey
Polnt, fune 23, 2009

18. Extended Power Uprates, Executive Steeting Commirtee, 5t. Lucie and Turkey Point
September 9, 2009 .

19, Extended Power Uprates, Executive Steering Committes, 5t. Lucie and Turkey Point,
October 22, 2009

20. Extended Power Uprates, Exccutive Steering Committee, St. Lucie and Turkey Point,
Novembet 13, 2009

21. Extended Power Uprates, Project Update, Saint Ludie, July 25, 2009

22, Bxtended Power Uptates, Project Update, Turkey Polnt, July 25, 2009

23, FL PSC Docket 080009-EI In Re: Nucleat Cost Recovery Clause

24. FL PSC Docket 090009-El, In Re: Nuclear Cost Recovety Clause

25. FL PSC Docket 100009-EI, 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 Petition for Approval of NMuclecar Power Plant Cost
Recovery Amount for the Petiod January — December 2010, May 1, 2009

28, Florida Power & Light Company’s Petition to Determine Need for Expansion of BElectrieal
Power Plans and for Exemption from Rule 25-22.082, F.A.C., Docket No. 070602-11,
September 17, 2007

29. Flotida Public Service Commission, Order No. PSC-08-0021-FOF-EI, January 7, 2008

30

OENAmELpR

3. request for EPU Satusrday Scssion, July 25, 2009, 8:00 AM to 3:30 PM
32. NPDT-304, Estimate Prepatation, Rev 0
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33. PSL EPU Modification Scope Review dated June 16, 2009

34. PTN EPU Scope Review dated June 2009

35, Response to Docket No. 090009-EL, Staff's Fifth Set of Interrogatories, Interropatory No.
53

36. Shaw Stone & Webster, Inc., St Lucie Nuclest Plant. Balagce of Plant, Extended Powes
i February 2008

37. Shaw Stone & Webster, Inc,, Tutkey Poi les; B
upsate Scoping Study, February 2008 :

38. Sumimary Cash Flow EPU Totat 090217 Revicwad.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

#1. Totul Project Cash Row, PTN EPU Project 2009, November 2009
42. Transcript of Ditect Examination o September 8, 2009
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February 19, 2010
Mr. Lowis Hay
Floride Power and Light
FPL Group Chairmian and CEO
700 Universe Bivd.

Juno Beach, FL 33408
Dear Mr. Hay:

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

May 2008 byl
] 3 : . Iwas told by the
Twould have to assume the EPU ibility as well
nuary 2009 1 filled both positions reporting Thad over

100 people (contmctom and FPL) reporting to ne at five sites and a Corporate Project Contrals
From July 2009, mm%mu until November 2009, I reported again to

‘While reporting he told me a number of times ho thought I was
g 8 good job. During the time for he took me to dinner and expressed
hi apprecistion for my support while working for him,

In my review I am accused of not providing adequate information or forecasting for both the BPU
Project and Nuclear Projects in 2009.
Concentric has found no reason to dispute any of the assertions above. Concentric’s
scops of work doas nol Include any issues relaled to the employee’s psrformance
appraisel. It Is our imderstending that FPL has Independently initiated correclive
action regarding roview. Ses Section | of the reporl.

To my knowledge there was never a major issue with a Monthly Variance Report or a Site Praject
Status Report for Nuclear Projects. From a Project standpoint, al! projects weze 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 Pebruary of 2009 and pattarned them after those used to support the "Big Dig"
Boston Artery. These indicatars included Eamed Value Metrics. These indicators were approved
by the Project Team and presented to iz March 2009. The original indicators are still
on the EPU SharePolut websits for you to visw. The issues effecting project performance for
EPU wete 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 gensrally concurs with these assertions; while we ralse concemns regarding
cerlain procedures within the Project Controls group, we do not belleve that the EPU's
Project Controls personnel or work product Is or has been deficient. Concentric agrees
thet prior to July, 2009 the ongolng baseline reviews and scope edditions were the
princlpal drivers of cost uncerteinty. See Saction IV of the raport.
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The scoping study and estimates were completed by the Shaw Company and were
commissioned by completed before | joined the Project.

Concentric note; Shaw's scoping estimates were completed In February 2008. .
N oinsd FPL in May 2008 and the EPU Project in January 2009,

These estimates were not adequate and St. Management continued changing philosophy on what
was to be included and not included in these estimates. As a result the Projeot baseline
established end oversl! Project performance wes very poor. The wounld
complain about having poor performance indicators however as Project Controls, we conld not
deliver a positive message if there was none to deliver, The situation continued 1o worsen
through the spring of 2009. Project Managers and Engineers were not convecting issues and the
Sr. Managers would not accept the poor performance messages.

With the benefit of hindsight, it Is ciear that the Shaw analysis did not Include all of
the scope required for the uprates; howsver, Concentric has not developed an
opinjon as to whether it was reflable or sdequate when K was prepared. Concentric
did find evidence of concems with the study’s completeness shortly after It was
prepared (see Report Section IV) and of frequent scope changes throughout the
history of the EPU profect. We view these scope changes as the predictable result
of more detailed engineering analyses, which were the principal cause of the poor
performance Indicalors.

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

The —was told in late 2008 before I was essigned to EPU that the projects
were in trouble,

Concentric was abls to confirm through the courss of its interviews, that the [JJIJIl}

[ was alarted to the potential for Increased cost estimates at PSL &
PTN In Iate 2008. In addition, Concentric noted and reviewed two PSL Condition
Reports from 2008 which indicated the potential for additional scope and cost
challenges. See Sectlon 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 fime to inform Executive Mansagers of
the poor condition of EPU which precipitated the replacement of the entire EPU Project Sr,
Management Team.

Concentric has confirmed that the Project Confrols group continued to present EPU
senior management with documented concsms about the project’s cost foracast In
the first few months of 2008 (see Section IV of the reporl) This information, after
being briefiy relsed In the June, 2008 ESC meeling, was presented in detall to the
ESC In July, 2009. It Is aiso Concentric’s understanding that durlng the time period
betwsen June and July 2008, executlve management made the dedision to change
miuch of the EPU senfor profect management.
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My Project Controls group prepared detailed reviews that were presented 1ol NI =< i»
July 2009 on the poor condition of EPU.

The July 25, 2009 ESC presentations presenled detalled cost reviews. Concenlric’s
Interviews confirmed the aifendance

and represenial from Bechtel, amongst

others. n IV of the report.

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

 Concentric has confirmed thess values. Ses Section IV of the report.

For PBN: Original Budget was $357MM, Current Forecast $497MM with a negative veriance of
{$140MM). These numbers clearly show the gravity of EPU negative performance. To my
krowledge, these numbers have continued to worsen with the new Project Team to where for
PIN and PSL, the Team docs not linve a cleer idea of what the final costs will be.

Concentric's scope of work focused on tha Floride EPU projects, nol Poinf Beach in
Wisconsin, Folfowing the July 25, 2009 ESC presentations, the EPU projsct team
has reported additions! cost escalatlors at PTN & PSL In ESC presentations. The
forécast as of December 2009 was $831 MM for PSL and $1012 MM for PTN. The
current forecast for both PTN & PSL remain under review pending a third pary cost
analysis for PTN U3. See Report Section VIll.

I amt concerned about how FPL will report these findings at the upcoming PSC bearings. Any
information from EPU other than which was presented to Management last summer will bea
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 fetter are the presentations given to—last July. H you investigate
current estimates for PTN and PSL, they were stated in November 2009 as being the onginal
Shaw estimates. Currently the numnbers are in review,

Fstet&d that his concerns about reporting to the PSC were generated by
s review of the November PSL Annua! Project Cash Flow and PTN Total Project
Cash Flow reparts. Concentric has reviewed the reports cited by IR and
has determined that he Is correct that they Incorrecily relfed upon the original need
determination cost estimates. These Inaccuracies were corrected on a golng forward
bass prior to this investigation commencing. [ cid not seem awers of the
post-July 2009 ESC presentations or the revised cost forecast presented therein.
Concentric has confirmed that the correct Infarmation about the post-July 2009
statug of the cost estimates, including the July ESC presentations attached by IR\
N <o 1is Iotter, 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 S600MM. That's almost 2 times the original Shaw budget estimate,

My team delivered the correct message to Sr. Managemant. Sr. Management did not want to
accept the message. My Final Evatuation for 2009 is the only poor evaluation Fve ever had in
my entire career having worked in Project Conirols for sone 30 years. My former positions
before coming to FPL wers with ARES Corporation, Burlingsme, CA where T was Project
Controls Consultant/Maneger for NASA in Houston working with the Program Mansgement
Division of the Tnternational Space Station, Also with ARES, I was 2 Project Consultant for the
DARHT Project (Dual Axis Radiographic Hydrotest Facility) at Los Alamos Natlonal Laboratory
whoee 1 was part of ¢ Project Team that earmed the DOE Excellence eward for Defense Systems.
For the record, my Team told the truth about the BPU financial condition and that truth did net

meet FPL expectations.

Finally, I know this letter comes nt 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 sssociated with those
Jetters. I only seek to express my concern about upcoming PSC henarings and my unjustified
negstive employes review, I have copied my supervisor and human resources.

Thank you for taking the time to read this letter.
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Sam Eaton

From:
Sent:
To:

Ce:
Subject:

importance: High

In my opinion, my relationship WWE becoming Increasingly strained. | don’t feel | have a success path
to developing a professional refat p m 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 dissatisfied he Is with my
performance. He has not put me on a formal A-PIP that '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 wmﬂenﬂy departure yesterday, that | am the next target for elimination fmm—
organization. He toid 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 financial commitments from when 1 was hired. 1 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 early next week,

1
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Shaw Scoping Studies completed for PTN & PSL.  [Shaw BOP Scoping Studies for PIN &

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 reports found in file.

5/08 hired Letter dated Febrosry 19,
’ 2010; Interviews

5/15/08  |EPC costs for PTN EPU estmated to be
$225.2MM, based on Shaw estimates; included in  |7/25/09 ESC Briefing, PIN, p. 26
ecoping analysis.

8/08 PSL EPC trend would increase budget for EPC
from $§74 MM to $84 MM with the note *Potential .
significant overrun-detailed proposal evaluation PSL Trend Regiater
required.”
9/08 PSL EPC trend wonld increase budget for EPC
from 374 MM to $138 MM with the note s
forecast baged upon current PSL Trend Register
cofiteact scoping steatepy.”
PSL EPC trend would increase budget for EPC
from §74 MM to $139 MM with the note PSL Trend Register
forecast”.
10/15/08 |EPC costs for PTN EPU estimated to be .

$212.9MM, based on Bechtel indicative smffing, |/ 2>/ 00 LoC Befefing, PTN, p. 26

11/08 PSL EPC trend would incresse t from $74
MM to $138 MM with the note [PSL Trend Register

10/08

Porecast".
11/7/08  |BYC costs for PIN EPU now forecast to be .
$262MM vs, $225MM in ing analysi 7/25/09 ESC Briefing, PTN, p. 26
7 | A, W
eaves project. 2010; Interviews; EPU_Movement Out
OFf EPU Since July 2008.XLS
12/1/08  PSL project controls identifies potential cost over-
run following award of Bechtel EPC agteement. Taterview

Preliminaty forecast provided o EPU senior project

management.

12/10/08 |CR 2008-37753 initisted: PSL. EPU should have
Change Management Plag developed and
documented; CR 2008-11443 maised issue butwas  |CR 2008-37753

closed with no additional activity traced; "missed

nity”,
1/1/09 assumes additional role o._ztre: dated Februaty 19,
2010; Interviews

Page 1 of 8
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PSL EPC trend would increase budget from $95
MM to $234 MM with note “Forecast based upon alf
2/09 data reccived from Bechtel to date-additional PSL Trend Register
clatification will follow with agteements on target

T DATE -

Meeting of T ‘
2/17/09 to discuiss changes to the PSL forecast. SUMMARY CASHFLOW EPU TOTAL
Draft analysis indicates PSL. cost estimate is $785 1090217 REVIEWED.XLS

$134MM sabove scoping estimate. .
resigns for Interview; EPU_Movement of out EPU

Project Since July 2009.XLS

2/28/09 petformance issues.

PSL PPC trend would increase budget for EPC
from $95 MM to $235 MM with note "Forecast
3/2009 based upon most recent data received from Bechtel, [PSL Trend Register
Bechtel to provide total project forccast by
5/15/2009."

asked to remove preliminary forecast
from PTN EPU Site Monthly Cost Report and to
replace the preliminary forecast with the original Taterviews; Email fmm—
¢4

3/26/09  |need determination forecast until the prelimi 2000
forecast is more certain, Interviews ind‘::\eﬁ dated March 26, :

not satisfied with this outcome.

Last date of documents typically provided to FL .
4/30/09 PSC Internal Controls auditors. Interview
PSL EPC trend would increase EPC budget from
$95 MM to $235 MM with note "Forecast hased .
upon a1l data received from Bechtel to date- PSL Trend Register
Additional efforts undetway to reduce forecast.”
ESC advised that Bechtel estimate is greater than
bid; cost forecasts for PSL ($682MM) and PTN
5/09 (§770MM) remain unchanged; cost indicators for  5/09 ESC Briefing, pp. 3, 4, 27, 28
PSL are all green; cost incicatots for PTN are mixed

red aud
W zesigns|interview; EPU_Movement Out of EPU
/9% |G om BPU project, Since July 2009.XLS

3/09

Page2 of 8
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5/1/09

re-filed direct testimony submitted to)
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

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

Pre-Filed Direct Testimony o!

|

, Pg 2, Appendix 1, Pg, 104

5/1/09

PSL Annual Cash Flow Report includes green
pesformance indicator for budget fozecast, 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

of additional fond s applicable.” Total Project Cost
Summary listed as §747 MM.

PIN Total Project Cash Flow Report,
Project fonding. Status will be reset upon approval [5/31/2009

Late May 09

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

Interview

6/09

PSL EPC wend. Would increase budget for EPC
from $95 MM to $235 MM with note “Forccast
based upon sll data received from Bechtel to Date-
Additionsl Efforts Underway to Reduce Porecast.”

PSL Trend Register

6/09

PIN Total Project Cash Flow Report includes red
pesformance indicator for budget forecast. Notes:
"Cost status is based on the current spproved

of additional fund as applicable. Total Project Cost
Summacy listed as §745MM.

PTN Toral Project Cash Flow Report,
Project funding. Status will be reset upon approval |6/2009

6/09

PTN EPU Scope Review. Recon ded deleting
steatn genemtor FP replacement, replacement of
No.1-4 feedwater hesters, teplacement of 1 SPP
HX, excites rewinds, and SDV replicement from
EPU scope. Donvnsized 1 new SFP HIX,

PTN EPU Scope Review, June 2009

ICDR 8.3 Supplemental
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2 DATBE

PSL Annual Cash Flow Report includes yellow
performance indicator for budget forecast. Notes:
"Cost status is based on the current approved

6/1/09 Project funding. Detxil forecast at Cfnp:pletim is PSL Anaual Cash Flow Report, 6/1/2009
underway.” Total Project Cost Summary listedas -
"In Review",

Bechtel submits P50 forecast for PTN EPC costs at
6/3/09  |$333.6MM vs. $225.2MM in 5/08 scoping snalysis. {7/25/09 ESC Brcfing, PTN, p. 26

"IPSL BPU Maodification Scope Review.
Recommended deleting U1 exciter rewind, No. 5
feedwater heater, repowering condensate pump C, A

6/17/09  |purchase of one circulating water puinp rotating !al/;}//og PSL EPU Modification Scope
assembling and refurbishinent of others, and DEH il
constant pressure pumps from EPU scope, Limited
pneumatic controls replacement.

BSC advised that Bechte! estimate is greater than
indicative bid, but that PSL and PTN cost estimates
remain unchanged at $682MM and §770MM; SNE .

6/23/09 (contingeacy) has declined from $182MM to 6/23/09 BSC Brcefing, pp. 3, 4
$14MM for PSL and from $204MM to $28MM for
PIN.

PTN Total Project Cash Flow Report includes red
performance indicator for budget forecast. Notes:
"Cost status is based on the curtent approved PIN Total Project Cash Flow Report,

7/09 Project funding. Status will be reset upon approval |7/2009
of additional fund as applicable. Total Project Cost
Summary listed as $745MM. !
Bechtel submits revised P50 cost forecast for PTN
7/1/09  |at$337.3MM vs. $225.2MM in 5/08 scoping 7/25/09 BSC Bricfing, PTN, p. 26

analysis. ;

PSL Annual Cash Flow Report includes yellow
performance indicator for budget forecast, Notes:
“Cost status is based on the current approved

709 |y et funding, Detail forecast st Completion js | o 1Al Cash Flow Report, 7/1/2009
undenway." Total Project Cost Summary listed as
“In Review",

?;'ﬁgdm e cesat of cope sotuctons. . |7/25/09 ESC Briefing PTN, p. 26
R ' Letter dated Februsty 19,

7/20/09 b cloar Pr 3 . 12010

7/14/09

Interviews;
for RPU

Project.
ESC advised that PSL EPU cost forecast is now .
7/25/99 {6796, 0MM, up 21.3% from 5/08 osiginal estimate, |/ 2>/ 0 ESC Driefing, PSL, p.8

Page4 of 8
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T

TADATE

ESC advised that Needs Gling is based on $651MM
PSL cost estimate vs. current estimate of $796MM; A

7/25/09 |BSE wso informed that CVPRR is sell highly |/ 2>/ 0% FESC Driefing, PSL, pp. 44, 50

positive,

HSC briefed that PTN 3&4 uprates are now targeted

to have LAR sobmittals delayed by 10 months,

cutage durations targeted have increased by 112 t0
160 days, and in-service dates have slipped by 1 .

7/25/%9 | onths (U-3) and 2 months (U-d) while outage | 2>/ 09 ESC Bricfing, PIN, p. 3

durstions are to be approved by- longer

durations have been included in business mode),

ESC briefed that curtent cost estimates for PTN
EPU have increased by 21.4% from §749.2MM to . N

$90.7MM; risk reglstez not synchronized with cout |1/ 2>/ 09 ESC Bricfing, PN, p. 5
estimate, and carries BV of §147,1MM.

PITN Total Project Cash Flow Report includes green
performance indicator for budget forecast. Notes:
"Cost stetus is based on the cusrent spproved PTN Total Project Cash Flow Report,
Project funding, Status will be reset upon approval |8/2009

of additional fonds as applicable." Total Project
Cost Suromaty changed 1o $§750MM,

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 Porecast at Completion is 8/1/2009

underway.® Total Project Cost Summary remaing
“urider review”.

FPL answers Staff Interrogatory 3.53 with reference
to Schedule TOR-7. States "the cost to complete
each profect is subject to constant congideration and
revision, and will be subject to continuous analysis
until each project is placed in service. For the
teporting obligations descibed above, FPL takes 2
"snapshot” of this continuous process at & particular
point in time,"

PIN Toml Project Cash Flow Report includes
yellow pesformance indicator for budget forecast.
(Notes: "Cost status is based on the current PTHN 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.

7/25/09

8/2009

8/1/09

8/17/09 Staff Interrogatoiy 3-53,

9/2009

Page50f8
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URCE

sl Project Cash Flow Report includes red

| pecformance indicator for tudget forecast. Notes:

"Cost status is based on cusrent approved project [ PSL Tonl Project Cash Flow Report,

Funding, Detail Forecnst at Completion is 9/2009

underway.” Total Project Cost Sunmacy remains

"under review".

FL PSC Hearings in Taliahassee, FL. JNNINE

confirms that the same answers contained within his N . .o

9/8/09  |pre-fled direct testimony would be given today if he| <t OPC frnscript of hearing in Docket
| 090009-EI, Vol 2, Pg 209

was asked the same questions.

125C advised that cost estimate has increased by
$144MM (51.85B va. $1.71B) since fast ESC briefing
6 weeks earliers PSL is now at $831.2MM and PTN X

is at $1019MM; risk and contingency components 9/9/09 ESC Beiefing, p. 4,9
have supplanted scope not defined as budget :
cal :

‘There are rvo PSL October 2009 Anousl Project
Cash Flow Reports with different budget
petformance indicators. PSL Annual Project Cash
Flow Report includes ted performance indicator for
budget forecast.” Notes: *Cost status is based on
cutrent approved project funding, Detail Fotecast af
Completion is onderway." Total Project Cost PSL Annusl Project Cash Flow Report,
10/1/09  |Summary remains "undet review”. The second PSL {10/1/2009, PSL Annual Project Cash
Annual Project Cash Flow Repott includes yellow  |Flow Report, 10/2009

pecformance indicator in one and red in another,
Notes: "Peeliminaty engineering analyses are
identifying additional project scope, Engineering is
evaluating options and budget impacts.” Total
Project Summary is changed to $651MM.

PTN Total Project Cash Flow Reportincludes

yellow pecfonmance indicator for budget forecast. .

10/09  |Notes: "Preliminary enginesring analysis are mw Project Cost Summay,
indentifying additional project scope.” Total Project '

Cost§ Y ins F750MM.

BESC advised that cost forecast is unchanged at

$1.843B; contingency (balancing warable) ling

decreased by $12MM; AFUDC catimate has been

revised downwards by $200MM, and now reflects . s

only PPL share (all other costs presented aze full 10/22/09 ESC Briefing, p. 3

plant cost); total EPU cost estimate at $2.078B, with

transmission and AFUDC; cost per KW s ronghly

same s needs filing,

9/9/09

10/22/09

Page 6 0f 8
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SDATE: “EVENT =SOURCE CEE e
ESC given tables for PSL and PIN where "Total
Project Cost Suminazy" uses original 5/08 cost . .
10/22/09 |estimates not cuzent estimates;indieator for budget ||/ 22/09 ESC Bricfing. pp 30.3%
ix yellow, but should have been red per repart erview notes
ownet.
PTIN Totsl Project Cash Flow and PSL Annual
Cash Flow Reports include yellow performance PTN .
11/2009  lindicator for budget performance and the Totl m&ﬁtgx Cash }:1‘0?;;;3:981‘
Project Cost Summaries ate the original 5/08 Need poits,
Determination values.
ESC advised that cost forecast remains unchanged
11/13/09  |at $1.843B; contibgency has been reduced by 11/13/09 TSC Brefing, p. 3
$1.IMM.
ESC presented with tables for PSL and PTN where
total project cost shown is 5/08 estimate, not . .
11/13/09  |cutrent estimate; budget forccast indicator s shown ;:;:13./09 %:’c Briefing, pp. 40, 41;
5 yellow, but should bave been red per report rrcw notes.
owner,
PTN Total Project Cash Flow and PSL Annuat
12/09 Cash Flow Reponts include red pexformance TIN Totel Project Cash Flow and PSL
indicator for budget performance and the Total Annual Cash Flow Repoarts, 12/2009

12/8/09

High Bridpe Associates retained to provide 3rd
estimate of PTN U3,

FPL Purchase Order 00127777, 12/08/09

12/28/09

BSC provided with tables for PSL and PTN where
project cost summary shows 5/08 estimates, not
current estimates, and budget forecast indicwtor is
mistakenly shown as yellow, not ted. 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-cstablished; SND has decreased by $4.8MM;
Support of Point Beach is placing additional ateain
on PSL and PTN resources; LAR analysis is driving
scope/cost increnses.

12/28/09 ESC Bricfiog, 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 BESC Briefing

1/21/10

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

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

2/8/10

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

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

ICDR 8.3 Supplemental
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ATE

Pebruary 2010 ESC Presentation presents a white

annos! budget indicator for PSL and a green annual 2/15/10 ESC Briefing

2/15/10 budget indicator for PTN. Total project cost are
listed as under review.
2/19/10 | Lettex sent o Lewis Hay, " - caed Fobruary 19,
riefing indicates three PTN U3 fall outage
2/23/10  |modification shave the potential to exceed the 35 |2/23/100 Update, p. 15
days allotted to this outage.
- e -
2/23/10 mﬁhgﬁg e significant change in total 1o 11 R Update, pp. 19-22
PTN main steam pressute drop concem identified  12/23/10 PIN Main Steam Pressure Drop
2/23/10  |jto - No recovery cost provided. and Reduce Turbine Inlet Pressure
presentation

3/1/10 @ggﬁ‘;;ﬁ’f no significant change in total |,/ o N0 date, pp. 19-22

3/4/10

Risk register for PIN increased by $42.7MM, doe
primatily to potential For increased staffing; equal
reduction in contingency. Project is working to
complete 29 pre-outage modifications to expedite
worklond.

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

3/10/10

Concentric's teceipt of letver dated

February 10, 2010.

Eoail from
Haton dated March 10, 2010

to Samuel

3/18/10

Mupch 2010 ESC briefing cancelled.

3/19/10 BSC briefing

3/22/10

pdates indicated $30.2MM added to risk
register for PTN main steam pressute loss recovery.
| Additionsl $28MM & $9MM added to tisk egister
for additional PTN Field Non Manual ("FNM™
support and startup and testing, Update later
indicates High Bridge Associates believes FNM may
be undervalued. PSL annual budget performance
indicator changed to yellow.

3722/ 10 Update, pp. 3, 13-14, 32

3/29/10

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

this is in addition to $11.2 MM nlready in budget.

disposal due to previous 5/G tube leaks. Note that |3/29/ 10l Update, p. 19

4/8/10

-Updnte indicates LAR reevaluation may
require addition of check valuc to mitigate PTN

$5MM. Risk register is updated with $19.1MM of
weighted risk costs include §5MM for main steam
check valve.

ronin steam pressure drop. Cost increase is listed as 4787100V pdate, pp. 3, 21
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Florida Power & Light Company
Dockest No. 090009-E1

Stal™s Fifth Set of Inferrogatories
Interrogatory No. 53

Page 1 of 1

Q.

Section 366.93(5) F.S., states: The utility shail report to the commission annually the budgeted
and sctual costs as compared to the estimated inservice cost of the nuclesr or integrated
gasification combined cycle power plant provided by the utility pursuant to s. 403,519(4), until
the commerscial 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
commiasion 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 conteinplated by Section 366.93(5) F.S,
and should be included in a utility’s annval NCRC filings. Include in your response estimates of
the cost and time required to prepere each lisied analysis,

A,
Section 366.93(5) requires the anoual 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 anousl 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 satiafy the requirement of thig statute. Additionally, FPL includes this information as
part of its Nuclear Cost Recovery filing as TOR-7. These filings 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 enalysis until each project is placed in service. For the reporting
obligations described above, FPL tekes a "snapshot” of this continuous process at a particular
point in time. This js a data gethering 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 0f1
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June 21,2010

1 have completed a review of the report entitied linvestigation
Report® prepared by Concentric Energy Advisors (CEA). While | agree with many
of the recommendations, there s one area of the report In particular that | belleve
warrants clarification: the asaertion {n sectlon D that "a 300M, or 27% Increase in
the projected cost of the [Extended Power Uprate] project should have been
discusead In the live testimony of Sept. 8, 2009."” On the surface, the timeline
presented sesms to support this as a reasonable conciusion. Howsver, the
Investigative report does not reflect the serles of discussions that occurred
between varlous 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 confraocts, 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 preparaed to "push back® if and when we
obearved the pattern. Not surprisingly, following the contract award Bechtet in
tate 2008 and through the winter of 2009, FPL began fo recelve forecasis for
both Turkey Point and St. Lucie that reflacted significant increases in costs for
the projects. Whila there was acknowledgement that as detailed enginearing ;
procesded, there would be additional scope, and therefore cost, there were also i
indications that there were opportunities to eliminate scope and reduce costs as
weli, 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 2000 with
little progress made on reducing costs, with the major focus bsing on Bechtel. :

This culminated in the July 25, 2008 meeting disoussed In the CEA report.
Ouring that meeting, which included FPL executive management (including
myself) and Bechtel executive management, along with staff from both
organizations, there was a principal focua on cost. During the mesting, there was
an acknowiedgement that thers 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 idantify and eliminate unnacessary costs,
Including duplicative overhead. It was agreed that the team would raport its
results following compietion 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 astimates’ developed after the EPC
contract award to Bechtel were more. reflective of cumrent 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 scopé in September 2009, the
Bechtel cost projections had not been fully vetied or challenged by FPL, including
executive management, at that time. In fact, Bechfel had already agreed during
the July 25 meeting that opportunities 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
fine, before agreeing to the increased projections. This work had not been
comipleted as of September 2009,

From my perspective, as of September 2009, Bechtel projected costs
during the peried of time in question were not fully validated, and the projections
were not ripe for presentation fo the FPSC knowing that more work remained to
be completed. Therefore, | disagree with the assertion in the CEA repoit that
FPL should have updated the project cost estimate durmg the SePtember 2008
hearings before the FRPSC.

-
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I have reviewed the [l investigation Report prepared by Concentric Energy
Advisors (CEA). Inmy view, the CEA Report pravides only a limited perspective from a

project controls standpoint, The CEA Report is incomplets because it does not provide
my perspective as the j

ﬂ:ﬁouwiy in the July- m eframe. The following provides that
perspective.

In the summer of 2009, 1 had concems about the total EPU project cost forecast.

o  First, the scope of the project was continuing to change based on the progress of
the enginesting analysis required to support the Nuclear Regulatory Commission
(NRO) licenss amendment requests (LAR) and the design engineering that was
just beginning. As a point of comparison, at this time {one year Jater), 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 siaff, manage, and implement the uprates. At this time, senior FPL
management had significant concerns sbout the accuracy of the Bechtel forecast.

The EPU senior management team reported to the Executive Steering Commiittes
{BSC) that it had evaluated what it would cost to self-perform the uprats for a given site
and compared this estimate fo the Bechtel forecast. The EPU senior management team
determined that the Bechiel estimate was aignificantly higher in comparison. This
position taken by the EPU management team was the catalyst for the detailed review
conducied and presented to the ESC on July 25, 2009, During that meeting it was evident
that Bechiel senior management and EPU senior management were very far apart on the
resources required based on the current scope, 1o engineer, procure, and implement the
EPU projects, Senior management consldered the Bechtel position to be a “no risk”
proposition for Bechtel and, accordingly, believed the Bechtel estimate to be
unreasonably conservetive. As a result, senior management did not accept Bechtel’s
position and the higher forecast.

FPL senfor management then directed the EPU management team to teke a
number of actions, including potential removal of Bechtel from all or 8 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 end Bechtel. FPL senjor management also resmphasized 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 prioritics were to
reorganize the BEPU project team. and structure, conduct an orderly transition, and

Page 1 of 2
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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 avaifability and capability in regards to
EPUs, URS wanted to know if FPL intended to tezminate Bechtel’s role in the project.
The BPU 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 paralle} with the aforementioned activities, the
EPU management team was working with Bechtel to eliminate any redundancy and
identify opportunities to streamline the project to reduce the Bechtel 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 CBA report it should be considered
that during September and October 2009, there was activity ongoing to review, challengs,
and consider alternatives to Bechtel’s project cost forecast, and to develop altematives to
Bechtel as the EPC contractor.
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