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DIRECT JOINT TESTIMONY OF LYNN FISHER AND DAVID RICH

Q. Mr. Fisher, please state your name and business address.

A. My name is Lynn Fisher. My business address is 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850,

Q. By whom are you employed?

A. I am employed as a Government Analyst 11 by the Florida Public Service Commission
(FPSC or Commission) in the Office of Auditing and Performance Analysis.

Q. What are your current duties and responsibilities?

A, 1 perform reviews and investigations of Commission-regulated utilities, focusing on
the effectiveness of management and company practices, adherence to company procedures,
and the adequacy of internal controls. Mr. Rich and I jointly conducted the 2011 review of
Florida Power & Light Company’s (FPL) project management internal controls for the nuclear
plant uprates and new construction projects underway at the St. Lucie and Turkey Point sites,
Q. Please describe your educational and relevant experience.

A, In 1972, I graduated from Florida State University with a Bachelor of Science degree in
Marketing. My relevant utility background includes over ten years in telecommunications
industry sales, sales management, and marketing management positions, and over twenty
years experience with the FPSC in management auditing, performance analysis, process
reviews, and complaint investigation. Since joining the Commission, I have participated in
numerous reviews of utility operations, systems, and controls, each of which culminated in a
written audit report similar to those attached as exhibits to this testimony. In 2008, 2009, and
2010, I participated in the review of FPL’s project management controls for nuclear plant
uprate and new construction projects. I have previously been involved 1in filing a report and
testimony in Docket No. 080009-EI, Docket No. 090009-El, and Docket No. 100009-El.

Q. Have you filed testimony in any other dockets befor@ ThE Eolimistioh® - DATE
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A. Yes. In addition to the testimony filed in the dockets just discussed, 1 filed testimony
in 2005 in Docket No. 050045-E1. The testimony consisted of a review of distribution electric
service quality for FPL’s Vegetation Management, Lightning Protection, and Pole Inspection
processes.

Q. Mr. Rich, please state your name and business address.

A My name is David Rich. My business address is 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0830.

Q. By whom are you employed?

A I am employed as an Operations Review Specialist by the FPSC in the Office of
Auditing and Performance Analysis.

Q. What are your current duties and responsibilities?

A. I perform reviews and investigations of Commission-regulated utilities, focusing on
the effectiveness of management and company practices, adherence to company procedures
and the adequacy of internal controls. Mr. Fisher and I jointly conducted the 2011 review of
FPL’s project management internal controls for uprate and new construction projects
underway at the St. Lucie and Turkey Point sites. In 2009 and 2010, I participated in the
review of FPL’s project management controls for nuclear plant uprate and new construction
projects and filed those reports as testimony in Docket No. 090009-EI and 100009-EI.

Q. Please describe your educational and relevant experience.

A [ am a 1978 graduate of the United States Military Academy at West Point, with a
Bachelor of Science degree and a concentration in Engineering. A Masters of Arts degree in
National Security Affairs from the US Naval Postgraduate School followed in 1987. 1 am also
a graduate of the US Army Command and General Staff College and the Republic of Korea
Army Command and General Staff College. My relevant utility expertence includes over

eight years with the FPSC in management auditing, utility performance analysis, process

-3-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

reviews, and trend analysis. Since joining the Commission, I have participated in numerous
reviews of utility operations, processes, systems and controls, each of which culminated in a
written audit report similar to those attached as exhibits to this testimony.

Q. Have you filed testimony in any other dockets before the Commission?

A. Yes. 1 have previously filed testimony in Nuclear Cost Recovery Clause proceedings
in Docket No. 090009-El and Docket No. 100009-El

Q. Please describe the purpose of your testimony in this docket.

A. Our testimony presents two audit reports entitled Review of Florida Power & Light
Company’s Project Management Internal Controls for Nuclear Plant Uprate and
Construction Projects for the years 2010 and 2009 attached as Exhibits FR-1 and FR-2,
respectively. These reports were requested by the Commission’s Division of Economic
Regulation to assist with the evaluation of nuclear cost recovery filings.

Exhibit FR-1 reviewed the period January 2010 through May 2011 and reports on key
project events, project controls, and contract activities for the St. Lucie Units 1&2 and Turkey
Point Units 3&4 uprate projects, and for the new construction project at Turkey Point Units
6&7.

Exhibit FR-2 reviewed the period January 2009 through April 2010 and reports on key
project events, project controls, and contract activities for the St. Lucie Units 1&2 and Turkey
Point Units 3&4 uprate projects, and for the new construction project at Turkey Point Units
6&7. Though this report was filed as testimony last year, it was not formally entered into the
hearing record.

Q. Please summarize the areas examined by your review of controls.
A. The Office of Auditing and Performance Analysis conducted a review of the internal
controls and management oversight of the nuclear projects underway at FPL. We examined

the organizations, processes, and controls being used by the company to execute the Extended
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Power Uprate of St. Lucie Units 1&2 and Turkey Point Units 3&4 and the construction of the
new Units 6&7 at Turkey Point. This is the fourth annual review of the company’s controls
for its nuclear uprate and construction projects. The 2008, 2009, and 2010 reports, entitled
Florida Power and Light Company’s Project Management Internal Controls for Nuclear
Plant Uprate and Construction Projects, were published in August 2008, July 2009, and July
2010, and filed in Docket No. 080009-El, Docket No. 090009-E1, and Docket No. 100005-El,
respectively. The primary objective of each annual review is to document project key
developments, along with the organization, management, internal controls, and oversight that
FPL has in place or plans to employ for these projects. The internal controls examined
annually are related to planning, management and organization, cost and schedule conirols,
contractor selection and management, auditing, and quality assurance.

Q. Does this conclude your testimony?

A, Yes.
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1.0 EXECUTIVE SUMMARY

AT A GLANCE

NEw NUCLEAR PROJECGT (NNP} .

¢ Cost estimate has increased slightly, now in a range from $12.85 billion to $18.75
billion.

Schedule is unchanged; in-service dates remain 2022 and 2023.

Major construction contract not signed; window of opportunity approaching.

Long lead forging agreement extended to July 2011; parties working to further
extend it.

LK 2 2

EXTENDED PaoweR UPRATE PrRoOJECT (EPU)

¢ Project cost estimate has increased, now in a range from $2.32 billion to $2.48
billion.

¢ To date, five License Amendment Requests (LAR) accepted for review by the NRC.

¢ Some remaining outage dates have shifted; project end date of January 2013 is
unchanged.

+ Work stoppages have occurred, one costing approximately || Gz

1.1 PURFOSE AND DOBJECTIVES

At the request of the Florida Public Service Commission’s (Commission or FPSC) Division
of Economic Regulation, the Office of Auditing and Performance Analysis performed the fourth
annual review of the internal controls and management oversight of the nuclear projects
underway at Florida Power & Light (FPL or the company). This review examines the adequacy
of project management and internal controls employed in FPL's New Nuclear Project (NNP) to
build Turkey Point Units 6&7 and the Extended Power Uprate (EPU) of St. Lucie Units 1&2 and
Turkey Point 384.

The primary objective is to provide an independent account of the project activities and to
evaluate the internal controls used on these projects. The information in this report may be
used by Division of Economic Regulation staff to assist in an assessment of the reasonableness
of FPL project cost-recovery requests.

FPSC audit staff published previous reports in 2008, 2009, and 2010, each entitled
Review of Florida Power & Light's Project Management Internal Controls for Nuclear Plant
Uprate and Construction Projects. These reports are available electronically, at:

¢ http://mwww floridapsc. com/publications/pdf/electricqgas/FPLNuclear2008.pdf

+ hitp://www fioridapsc.com/publications/pdf/electricgas/FPLNuclear2009.pdf
< http://www floridapsc.com/publications/pdi/electricgas/FPLNuclear2010.pdf.

1 EXESUTIVE SUMMARY
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The time frame covered by the annual review is January 2010 to May 2011. In addition
to examining the adequacy of project management and internal controls for FPL's uprate and
new nuclear construction projects, this annual review also addressed issues deferred from the
2010 Nuclear Cost Recovery Clause (NCRC) proceedings." These issues revolved around
whether EPU schedule delays, increased costs, task rework, or unnecessary expenditures
occurred during the 2009 project management changeover. Also at issue was whether FPL
provided full and accurate information to the Commission regarding EPU cost estimates.

The internal controls assessed were related to the following key areas of project activity:

Planning

Management and organization

Cost and schedule controls
Contractor selection and management
Auditing and quality assurance

4400

internal controls are the vital mechanisms used by the company to stay within budget
and on schedule. According to the Institute of Internal Auditors’ Standards for the Professional
Practice of Internal Auditing, appropriate internal controls allow an organization to:

Produce accurate and reliable data

Comply with applicable laws and regulations
Safeguard assets

Employ resources efficiently

Accomplish goals and objectives

L 2L 2R 2K 3

Well-conceived, comprehensive internal controls cannot exist in a vacuum. Ineffective
unless emphasized and embraced throughout an organization, internal controls assist with the
challenges of risk management and decision making. Risks must be identified and appropriate
protections established to prevent, mitigate, or eliminate them, and prudent decision making
results from well-defined processes that address risks, needs, and capabilities. Adherence to
written procedures, effective communication, vigilant internal and contractor oversight,
combined with ongeoing auditing and quality assurance efforts are essential to ensure that
project costs are prudently incurred.

Specifically, according to the Internal Control Integrated Framework designed by the
Committee of Sponsoring Organizations of the Treadway Commission, an internal control
should consist of five interrelated components. The components are:

Control environment

Risk assessment

Control activities

Information and communication
Monitoring

L 2K 2K 2R O

! Attachment A, FPSC Order No. PSC-11-0095-FOF-EI, issued February 2, 2011.

EXECUTIVE SUMMARY 2
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When looking at the effectiveness and efficiency of operations, the reliability of financial
reporting, and compliance with applicable laws and regulations, all five components must be
present and function effectively to conclude that internal controls are effective. This report will
document the existence of each of these five components for FPL project management.

1.3 METHDDOLOGY

Planning, research, and data collection for the EPU follow-up review were performed in
November and December 2010. Interviews were conducted in December 2010.

The planning, research, and initial data collection for the internal controls review took
place in January through March 2011. Additional data collection, site visits, interviews, analysis,
and report writing were conducted between March and May 2011. The information compiled in
this report was gathered via company responses to audit staff document requests, visits to FPL
offices in Juno Beach, and interviews with key project personnel. Audit staff aiso reviewed
testimony, discovery, and other filings in Docket Nos. 100009-El and 110009-El.

A large volume of information was collected and analyzed. Information collected from
FPL included the following categeries:

Policies and procedures

Organizational charts

Project timelines

Vendor and contract updates

Vendor invoices

Scope analysis studies by FPL and consultants
Internal and external audit reports

Quality control reviews

1.4 CONCLUSIONS

1.4.1 NEw NuUucLEAR PROJECT

Audit staff believes that FPL is committed to pursuing the option to build two new
AP1000 nuclear reactors, Turkey Point Units 6&7, employing a deliberate, incremental
management approach to the project. The NRC licensing process defines the project critical
path and will remain FPL’'s primary focus through late 2013. The current project timeline
targets completion of Unit 6 construction in 2021 and Unit 7 in 2022, with start-up following a
year later for each unit. EXHIBIT 1 shows the current project timeline.

LR 20 2K 2% 2K 2% 2N 4

3 EXECUTIVE SUMMARY
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2007 | 2008 | 2009 { 2010 | 2011 | 2012 | 2013 | 2014 { 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023

Need Filing -

Licensing, FL Site
Certification
Licensing, USACE
Environmental

Licensing, NRC COLA

Prep, Engineering Design

Prep, Defining Contracts

Prep, Site Preparation

Prep, Long Lead
Procurement

Construction, Unit 8

Testing & Startup, Unit 6

Construction, Unit 7

Testing & Startup, Unit7

EXHIBIT 1 Source: Document Request Response, PTN 6&7 DR-1

Cost estimates for the project lie in a range from $12.85 billion to $18.75 billion. This
range is slightly wider than a year ago, the lower end lower by $1.77 million (0.014 percent), and
the higher end increased by $3.84 million (0.020 percent).” Expenditures for calendar year
2010 totaled $25.6 million, which was $17.0 million below estimates. The variance stems from
lower than anticipated costs and shifting some tasks to later project phases.® EXHIBIT 2 shows
historic and estimated costs for the project, from 2007-2011.

TURKEY POINT 6&7 ESTIMATED EOSsT

2007 - 201 1

Project Cost Estimates Lo:roo;l,igh Lov?fool-?igh ' Lovfrool-?igh | : Lov?rml-?i;}'n:f | Lovzvalgh
$20 Billion $17.768 $17.76B $17.76B $18.75B $18.758
$15Billion | 515 g $12.088 $12.08B Y S288
$10 Billion
$ 5 Billion

EXHIBIT 2 Source: Witness Scroggs, TOR-2, May 2010 Testimony

: Docket No. 110008-El, Schedule TOR-2 {True —-Up to Original), SDS-18, filed May 2, 2011.
* Docket No. 110009-E}, Schedule T-6B (True-up), SDS-3, filed March 1, 2011.

EXECUTIVE SUMMARY 4




Docket No. 110009-EI
Review of Project Management Internal Controls
Exhibit FR-1, Page 11 of 42

The Combined Operating License Application (COLA) for Turkey Point 6&7 was
submitted to the Nuclear Regulatory Commission (NRC) in June 2009 and continues to move
through the review and approval process. Staff believes that, barring regulatory delays or
schedule delays resulting from NRC responses to the nuclear event in Fukushima, FPL should
receive COLA approval by the end of 2013.

FPL has yet to sign a comprehensive construction contract. Staff believes that the
window of opportunity for negotiating and signing a construction contract is still relatively distant
but must be executed by 2013-2014 to avoid impacting the current project schedule. Whether
the contract will be an Engineering, Procurement, and Construction contract with a single
vendor, or the Engineering and Procurement with one vendor and the Construction portion of
the contract with a separate vendor is undecided.

The company has again extended its long lead forging reservation agreement until July
2011, with the intention of negotiating a further extension. Eventual cancellation could cause
FPL to loss up to $10.8 million in reservation fees. Staff believes that FPL must negotiate a
binding agreement by 2015 to lock in a manufacturing start date that avoids schedule slippage
of in-service target dates.

Staff believes that Turkey Point 6&7 project controls and oversight remain adequate.
The company states that organizational structures associated with controls and oversight are
fully functioning, staffed with subject matter experts focused on moving forward.

FPL is focused primarily on licensing at all levels and responding to regulatory requests
for additional information. At the federal level, the COLA is submitted and NRC approval review
is underway. State Site Certification Application (SCA) and local permitting are taking longer
than expected. The transmission portion of the SCA was determined complete in December
2010. Uncertainty exists for the overall licensing schedule and intermediate milestone target
dates. Staff believes some additional schedule shift may occur, but the timing or extent cannot
be foreseen because the majority of project execution, construction, and expenditures lie
beyond 2014. The overall project schedule remains unchanged, with Turkey Point 6&7 in-
service dates still targeted for 2022 and 2023, respectively.

Regulatory responses to the Fukushima accident may affect NRC schedules, permit
timeliness, access to capital, hearing dates, and public opinion about new nuclear construction.
FPL New Nuclear project managers universally expressed the opinion that regulatory changes
will occur. The nature of change and the impacts on project cost and schedule cannot be
predicted.

Staff believes FPL has a system of internal controls, risk evaluation, management
oversight, and regular periodic reports that address the Turkey Point 6&7 project schedule,
budget, costs, vendor performance, and risks. FPL controls are responsive to new and
continuing project requirements and capable of evolutionary change. EXHIBIT 3 is a depiction
of the history of relevant key issues.

5 EXECUTIVE SUMMARY
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TURKEY POINT 6&7 ISSUES

. Y N Y4 N Y
EPC o oy
Project COLA or Long Lead Fukushima
Cost Schedule EP&C Forging N
Estimate Contract Agreement _ _
\. AN _J\ AN ANE _
. N N N ~
4 h Signed 2008,
2007 to 2009, COLA No decision expires 12/09. Occurred in
a range of submitted 6/09 on EPC or $10.8M fee; 2011
$12.08B to NRC dockets EP&C; opting Extension to
$17.76B in 11/09 to wait 6110
- AN J\ AN AN J
- ™ N N N ™
Range revised NRC issues No decision Extension to Occurred in
in 2010, COLA review on EPC or 3 2011
$12.854B to schedule 5/10 EP&C; opting
$18.746B to wait
. AN AN AN AN J
" ™ N N
4 Extend to Impact(s)
Slight revision; Responding fo No decision 6/11, then unknown;
$12.852B to RAls on EPC or 1, possible NRC
$18.750B EP&C; opting negotiating regulatory
L to wait extension changes
o _/ AN L AN _/
™ N @ )
g Anticipates A Must begin
Use project ElS in 10/12; Initiate in the forgings NLT Adapt to
controls and completion of 2013 - 2014 2015 to meet regulatory
oversight to COLA review timeframe in-service andfor safety
control costs by end-2013 schedule changes
- AN AN J\ AN J

1.4.2 EXTENDED POWER UPRATE PROJECT
In early 2010, FPL shifted the expected completion date for the Extended Power Uprates
from December 2012 to fate January 2013. The current timeline for the EPU project is provided

in EXHIBIT 4.

Source: Staff Analysis

EXECUTIVE SUMMARY
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EPU PrROJEERT SCHEDULE

2009

2007 2010

Need Determination ¢

Current Timetine 2008

LAR Analysis

LAR RAls and NRC
Reviews

Long Lead Material

Engineering Design

Outage & Start-Up
EXHIBIT 4

Source: Document Request Response, EPUDR 2.8

FPL has also identified a new non-binding cost estimate range for the uprates. With the
longer and more complicated outages planned for 2011 and 2012, audit staff believes additional
design modification work and cost increases may be ahead. EXHIBIT 5§ shows estimated costs
for 2007-2011.

EPL ESTIMATED COST

2007 - 2011

2010

Cost Estimates

2007

2008

2009 -

Low

High

$3.0 Billion

$2.5 Billion

$2.0 Billion

$1.798

$1.798

$1.798

$2.054

$2.299

$1.5 Billion
$1.0 Billion

$0.5 Billion

EXHIBIT 5 Source: Witness Jones, Schedule TOR-2, May 2011 Testimony

In 2010, FPL made progress on the EPU License Amendment Requests (LAR). The
company is responding to NRC Requests for Additional Information (RAI). LAR engineering
and scope changes made during 2010 have resulted in increased costs.

During 2010, FPL had difficulties in keeping Bechtel on schedule for compieting Turkey
Point outage design packages. Design engineering was behind schedule. Lack of quality and
timeliness contributed to a decision to defer certain packages and work to later ocutages. In
early 2011, Bechtel made changes in its project management team to better support
engineering design packages.

In 2010 and early 2011, FPL experienced several work stoppages. FPL claims that the
costs of these events are charged back to the responsible contractor, but costs not covered by
contractor liability or other insurance may currently be submitted through the NCRC recovery
process. Staff believes that costs not recaptured by contractual remedies, if submitted for

7 EXECUTIVE SUMMARY
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recovery, including the |l in the current FPL request, should be closely examined for
suitability under the clause.

Based on deferred issues from the 2010 NCRC hearings, staff conducted a foliow-up

review in late 2010, investigating events of the 2009 EPU management changeover.

Staff

found no indication of unnecessary EPU work or rework, overpayments to vendors, or
overcharging by vendors due to project mismanagement.

NRC response to Fukushima may impact the timeliness of the LAR approval process
and public opinion about continued nuclear operations. FPL EPU project managers expressed
the opinion that regulatory changes will occur.
scheduie is unknown.

The potential for impact to project cost and

Staff is concerned that additional delays during the longer and more complex outages
remaining in 2011 and 2012, or increased scope from LAR licensing, may extend project
completion further, into late 2013 or beyond. The schedule could also be extended if the NRC
fails to approve any of the LARs within the timeframes currently anticipated.

Staff believes that the EPU management and internal controls are responsive to current

project requirements and capable of change to meet future project issues.

description of the history of relevant key EPU issues.

EPU PROJECT ISS5UES

EXHIBIT 6 is a

( ™ r N ™~ 7 _
Key Project LAR Outages - Work
EVENTS Cost Schedule Stoppages ;
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2.0 NEwW CONSTRUCTION, TURKEY POINT 6&7

2.1 KEY PROJECT DEVELOPMENTS

2.1.1 SIGNIFICANT EVENTS OVERVIEW

FPL states that during the past year its Turkey Point 6&7 project efforts remained
focused on facilitating reviews of federal and state license and certification applications. Below
is a list of accomplishments during 2010 for the Turkey Point 6&7 project. Several additional
events are also discussed in more detail later in the report.

Completed project schedule and cost estimate reviews
Confirmed a new project cost estimate range
Received its COLA review schedule from the NRC
Received Miami-Dade County approval of a Comprehensive Development
Master Plan for temporary construction of roads to support the project; permitting
authority is required
Secured a Joint Participation Agreement with Miami-Dade County with roles and
responsibilities for providing reclaimed water to the project for cooling
Received a Prevention of Significant Deterioration permit from FDEP
Received a construction permit for an exploratory Underground Injection Control
Weli

. Received a construction permit for a Dual Zone Monitoring Well system

* Transmission portion of the Site Certification Application is complete

LR X X 4

*

* o

NRC MEETINGS HELD

fn July 2010, the NRC held a public meeting to obtain input on the scope of the
Environmental Impact Statement (EIS). In November, an NRC Atomic Safety and Licensing
Board held a pre-hearing conference to address contentions proposed by three parties seeking
leave to intervene to challenge portions of the Combined License Application.

STATE SITE CERTIFICATION AFPPLICATION PROCESS CONTINUES

The non-transmission portion of the SCA review produced additional agency questions
and requirements for completeness, extending the schedule for FPL to address the issues. FPL
states it narrowed the number of items to be addressed for the plant and non-transmission
portions.

The SCA process is proceeding aiong two parallel tracks in 2011, transmission and
plant. [n the plant track, FPL provided its fourth completeness response in late February. In
transmission, two important milestones occurred in the first half of the year. Interested parties
proposed alternate corridors in early May. Agency reports on the FPL preferred corridor were
filed in June, with several interested municipalities involved.

LICENSING AND CONSTRUCTION PHASBES BEPARATION

The original project plan divided the Turkey Point 6&7 project into four phases —
exploratory, licensing, preparation, and construction, with some early site preparation activities
overlapping with licensing. FPL shifted preparation tasks into the construction phase during
2010. The company is now focused solely on licensing, expecting to begin site preparation
activities in mid-2013.

9 NEwW CONSTRUCTION
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IN-SERVICE DATES LUNCHANGED
Prior to last year's NCRC hearings, FPL revised the in-service target dates for Turkey
Point 6&7, shifting them to 2022 and 2023 respectively. Those in-service and intermediate

project milestone dates remain unchanged this year.

schedule over time.

EXHIBIT 7 shows changes to the

PRCO - »
Phase Original 1YearAgo ' Current -
Licensing Start 2007 2007 2007
Complete 2012 2013 2013
Site Preparation Start 2010 2014 2014
Complete 2012 2016 2018
Generation Plant Start 201372015 2016 2016
Complete 201872020 202272023 2022 /2023
Transmission Facilities Start 2010 2014 2014
Complete 2020 2023 2023

EXHIBIT 7 Source: Schedule TOR-7, May 2010 Testimony

While not affecting the ultimate in-service dates for either unit, FPL contends that the
company is experiencing regulatory schedule variance and minor delays. The company says
the delays and variances are the result of slower than anticipated federal and state application
approval processes.

Future schedule turbulence is possible at all regulatory levels. To preclude delays as
much as possible, FPL states it is closely coordinating with all agencies, meeting regularly with
them, timely responding to Requests for Additional Information from various agencies, and
insuring that applications are complete when submitted.

In the near term, FPL's concentration on securing necessary licenses or regulatory
approvals will remain the focus throughout the balance of 2011, all of 2012, and most of 2013.
The company currently expects to complete licensing in late 2013.

ESTIMATED CoOST RANGE OF $12.85 BiLvioN TD $18.75 BILLION

FPL currently estimates the Turkey Point 6&7 completed project cost to be in a range
from $12.85 billion to $18.75 billion.* The range is slightly increased from last year's estimate.
The lower end is slightly less ($1.77 million, 0.014 percent) and higher on the upper end, ($3.84
million, 0.02 percent). Expenditures for caiendar year 2010 totaled $25.6 million, $17.0 million
below projections. The variance stems from lower than anticipated costs and shifting some
tasks to later phases of the project.’

COLA REVIEW SCHEDULE ISSUED IN MAaY 2010

FPL submitted its Combined Operating License Application (COLA) to the Nuclear
Regulatory Commission in June 2008. The NRC docketed the COLA in November 2009 and
issued the COLA review schedule in May 2010. This schedule anticipates the issuance of a

* Docket No. 110009-El, TOR-2 (True —Up to Original), SDS-18, filed May 2, 2011
* Docket Ne. 110009-El, Schedule T-6B (True-up), SDS-3, filed March 1, 2011.
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final Environmental Impact Statement in October 2012 and a Final Safety Evaluation Report in

December 2012. Adding 12 months for mandatory hearings, FPL estimates its COLA review for
Turkey Point 6&7 will be completed by the end of 2013.

FPL continues to receive NRC Requests for Additional Information (RAI) during the
COLA evaluation process. Counting the requests is subjective, since NRC communications
often contain multiple requests. To date, the NRC has issued 328 separate Requests for
Additional Information. Of those, 160 related to safety (including security and emergency
preparedness) and 168 refer to environmental matters. FPL states that the company responds
to each in a timely manner, seeking to comply with a 30-day deadline for safety issues and a
45-day requirement for environmental items. Fifty-five RAls remain open.

FPL recognizes that COLA delays are possible. Regulatory changes resulting from the
incident at Fukushima may impact the NRC review and approval schedule. The NRC is also
concurrently reviewing other U.S. applications of similar design. Seven applications now under
review also use the AP1000 design, with four having in-service dates prior to FPL’s dates.

LICENSING COSTS LOWER THAN EXPECTED

In 2010, licensing costs totaled $30.27 million compared with the earlier company
estimate for the year of $35.44 million. The variance ($5.16 million) is the result of lower than
expected costs for NRC fees, Bechtel COLA support, transmission permitting, Site Certification
Application support, New Nuclear Project staffing, and from unused contingency.®

NRLC EXTENDS AP1000 DEsSIaN CERTIFICATION AMENDMENT REVIEW

in December 2010 Westinghouse provided the NRC Revision 18 to the AP1000 Design
Certification Amendment. The current schedule for NRC rulemaking is September 2011 but
may be delayed by a May 2011 NRC announcement citing three additional technical issues with
the design: ~

L J The containment vessel internal pressure calculations must be revised. The NRC
will review the revisions in June 2011.

* The NRC challenged the analytical guidelines of the Shield Building Design
Report. Westinghouse will conduct further load combination calculations.

2 Preliminary Westinghouse calculations validating the design of the passive
containment cooling system tank were questioned by the NRC. Westinghouse is
working to verify the calculations.

AP1000 design certification by the NRC is a prerequisite for FPL to obtain a Combined
Operating License. Recognizing this, FPL created its project schedule with margin to allow for
some process delay. Additional adjustments to FPL's NRC review schedule, if any, will affect
that margin.

CONSTRUCTION CoONTRAERT DEcis=iaoN DELAYED UNTIL 201 3-2014

FPL has deferred a decision on whether to use a single vendor for a combined
engineering, procurement, and construction (EPC} contract or one contractor for the
engineering and procurement portions and a separate vendor for construction. The company

® Docket No. 110009-El, T-Schedules, SDS-1, Pre-Construction, T-6B {True-up), filed March 1, 2011
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says it feels no pressure at this point to enter into either type and believes a lack of schedule
clarity makes it advantageous to defer the decision.

FPL is balancing currently known aspects of cost, workforce availability, and other
factors against tomorrow's unknowns. Although the company may be accepting some risk by
deciding to defer this decision, FPL believes a patient posture currently best serves its interests.
The company acknowledges that the latest this decision could be made without incurring
additional schedule delay is probably in the 2013-2014 timeframe.” FPL does not believe
deferring a major construction contract negatively impacts the overall project cost or schedule.

LONG LEAD FORGING RESERVATION ABREEMENT DEFERRED ABAIN

A Forging Reservation Agreement between FPL. and Westinghouse Corporation was
signed in 2008. This agreement reserved manufacturing capacity until December 2009 for
specialized, ultra-heavy AP1000 forgings. The original agreement included a reservation fee of
$10.8 million.

Before the original expiration date, the parties signed a six-month extension without
changes or costs, shifting expiration to June 2010. FPL and Westinghouse have since agreed
to three additional extensions, shifting the expiration to March 2011, then June 2011, and
currently to July 2011. The latest change preserves the original terms and specifications, with
negotiations ongoing to further extend the expiration date. FPL expects resolution before the
current contract expires.

FPL believes that extending the current agreement best meets its interest by reducing
current expenditures, preserving flexibility and cost certainties while securely holding a
manufacturing slot, and minimizing financial exposure should they decide to defer or cancel the
project. FPL acknowledges risk that at some point the agreement could be dissolved instead of
extended. The contract specifies a partial refund of reservation fees, minus 15 percent for
administration, if Westinghouse is able to remarket the slot. If Westinghouse is unable to
remarket the reservation, FPL could lose the entire $10.8 million reservation fee.

While FPL believes that extending the agreement is the proper course in the near term,
it also realizes that the time for a decision is approaching. Long lead forgings issues must be
settled and manufacturing begun no later than 2015 in order to meet current in-service dates.

The highly specialized Japanese long lead forging facilities are located well away from
the damage zones associated with the 2011 earthquake and tsunami. FPL does not believe
these natural disasters or their aftermath will result in any impact to Turkey Point 6&7 project
scheduie or cost.

JOINT DWNERSHIP NOT A PRIDRITY

In 2008, the Commission ordered FPL to maintain regular discussions with prospective
joint owners. In 2010, FPL provided four quarterly status reports to the Commission, but
conducted only one meeting, in May. Potential participants include the Florida Municipal Energy
Association, Florida Municipal Power Agency, Orlando Utiiities Commission, Jacksonville
Energy Association, Semincle Electric Cooperative, Ocala Electric, and Lakeside Electric.

During interviews for this review, FPL stated that the benefits of joint ownership must be
comparable to the value forgone by customers. FPL continues to believe it will need 100

7 Scroggs, FPL Interviews, April 5, 2011,
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percent of the Turkey Point 6&7 capacity for its own use and additional owners will only diminish
the amount of power available to FPL customers. Based on these facts, staff does not believe

joint ownership is or will be an FPL priority.

2.1.2 TURKEY PoOINT 6&7 PROJECT COST ESTIMATES

The original FPL determination of need cited a cost range from $12.08 billion to $17.76
billion, divided into four categories: site selection, pre-construction, construction, and Allowance
for Funds Used During Construction (AFUDC). See EXHIBIT 8.

TURKEY PaoINT 6&7

2007 DETERMINATION OF NEED COST ESTIMATE

Category Low High
Site Selection $8,000,000 $8,000,000
Pre-construction $465,000,000 $465,000,000
Construction $8,149,000,000 $12,124,000,000
AFUDC $3,461,000,000 $5,160,000,000
TOTAL $12,083,000,000 = $17,757,000,000 . -
EXHIBIT B — . Source: S&hedﬁ!e Tdé-z, SDS-} 8, May 2011 Teist.v;n.%ony.

Current FPL project cost estimates appear below, in EXHIBIT 9. The all-in cost of
bringing Turkey Point 6&7 online is now predicted to be in a range from $12.85 billion to $18.75
billion. The company believes the most likely outcome is that project costs will be in the upper
end of the range. In the current estimate range, low and high endpoints are up $769.5 million
(6.4 percent, low side) and $993.5 million (5.6 percent, high side) compared to the original need
determination filing.

TURKEY PDINT 687

CURRENT TOTAL IN-SERVICE COsT ESTIMATE

Category ) Low © . Highteoin
Site Selection $6,118,105 $6,118,105
Pre-construction $229,490,909 $251,411,898
Construction $8,974,728,121 $13,153,504,833
AFUDC $3,642,182,163 $5,335,446,159
TOTAL $12,852,519,298 © $18,750,480,995
EXHIBIT 9 Source: Schedule TOR;2, SDS-18, May 2011 Testimony

Turkey Point 6&7 site selection was complete as of 2009. Actual expenditures were 24
percent lower than originally predicted.

The current cost estimate range for pre-construction is 50.6 percent and 45.9 percent
lower than the 2007 Need Determination for the low and high values. Those figures do not

represent savings, however.

Money was deferred from pre-construction to the construction

phase when licensing and construction were decoupied in 2010. Deferment caused an

13
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increase of $825.7 million on the low end of the construction phase estimate and $1.03 billion
on the high side.

2.1.3 PROJECT FEABIBILITY ANALYSIS SUPPORTS CONTINUATION

Project feasibility analyses are conducted annually for the Turkey Point 6&7 project as
part of ongoing executive management oversight and as part of annual FPSC Nuclear Cost
Recovery Clause hearing testimony. These analyses consider multiple scenarios, varying
conditions, and assumptions to determine feasibility, while providing additional accountability
and project oversight. Each annual study uses updated fuel cost forecasts, environmental
forecasts, capital cost estimates, and sunk costs.

FPL states that the analytical methodologies and approaches used in the 2010 feasibility
study are nearly identical to those of the 2007 need determination and previous annual
analyses. FPL updated its assumptions in early 2010 and included them in all its 2010 resource
planning analyses. Among the assumptions revised for this year's analysis are:

¢ FPL’s load forecast
® Assumed in-service dates of 2022 and 2023, and
¢ Financial / economic assumptions.

In response to an FPSC order, FPL also updates and includes five informational
categories in its annual long term feasibility analysis including:

Fuel forecasts
Environmental forecasts
Breakeven costs

Capital cost estimates, and
Sunk costs.

>0

The company states that its most recent feasibility analysis predicts the project remains
solidly cost-effective in six of seven base case scenarios for fuel and environmental compliance
costs, and predicts a break even outcome in the seventh scenario. The company states that
this year's study fully supports continuation of the Turkey Point 6&7 project, and that the project
remains feasible and viable, offering substantial benefit over any non-nuclear alternatives.

2.2 PROJECT CONTROLS AND OVERSIGHT

2.2.1 PRrRoOoJECT CONTROLS EVOLVE
FPL believes that the Turkey Point 6&7 project controls and oversight are
comprehensive, adequate, and responsive to the project. Primary controls are:

+ Budgeting and reporting process,

4 Schedule and activity reporting processes,

+ Contract management process, and

+ Internal and external oversight processes.

Internal and external oversight elements and processes consist of:

+ Executive management,
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Subordinate managers,
Subject matter experts (SME) and team members,
Mutually reinforcing schedules and cost controls, and
Regular updates on risk, cost, and schedule.

L 2R 2% 2% 2

The Project Controls group provides management with regular reports on schedule,
budget, costs, vendor performance, and risks. They use Primavera scheduling software,
capable of real time updating and monitoring. Primavera can also sort data by need, producing
customized status reports.

Project managers, technical representatives, and quality assurance personnel daily
watch vendor performance, ensuring tasks performed meet contract time and cost constraints.
Integrated Supply Chain {ISC) sourcing specialists and contract managers monitor contract
change orders and contractor performance. Cost or schedule anomalies are reported, allowing
quick risk identification and prioritization, development of mitigation strategies, and the
implementation of solutions.

Changes to Turkey Point 6&7 project controls over the last year continued as an
evolutionary process. Some control tools are direct results of recommendations contained in
the 2009 project management review by Concentric Energy Advisors. FPL made no changes to
project management controls as a result of any quality assurance reviews or internal/external
audits conducted in 2010.

FPL uses white papers when appropriate to capture key project decisions. Each
memorandum records thought processes and decision making architecture in near real time,
preserving it for iater review or recall. FPL management believes these documents represent
their adherence to and a desire for a high degree of project management transparency.

In 2010, FPL created five new procurement process manuais, one new project guideline,
11 project instructions, and one desktop instruction. The company also revised one
procurement process manual and one project guideline.

Looking ahead, FPL also produced a discovery production instruction for the NRC COLA
hearings. This document was created in anticipation of COLA litigation. It includes tools for
devising strategy and a control process for responding to NRC discovery obligations.

2.2.2 RIsKk MANAGEMENT REPORT DEVELOPED

FPL has developed and implemented a High Level Risk Summary and Quarterly Risk
Assessment. Used to characterize and track project risk, each was employed throughout 2010.
The reports provide detail on the probability of occurrence for each risk, with analysis of
potential impact(s) to project implementation, cost, and schedule. Six areas are routinely
assessed to identify risk, estimate probability of occurrence, and gauge potential consequences:

Economic feasibility
Technological feasibility
Regulatory recovery
Local approvals

State approvals

Federal approvais

LR 2 2% 2 4
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FPL believes these reports better establish issue ownership, provide greater detail for
project managers at alt levels, and are reviewed more frequently than previous risk summaries.

2.2.3 MANAGEMENT OVERSIGHT EVDLVING

FPL made no major changes to its project management oversight, but the systems,
procedures, reports, and policies used in management oversight continue to evolve. Among
actions to be implemented in 2011 is a revision of the monthly project dashboard.

2.2.4 AUDITS TARGET PROJECT EXPENDITURES AND CONTROLS

FPL Internal Audit reviewed the New Nuclear Project during 2010. According to the
Internal Audit Manager, this audit examined approximately 50 percent of the project dollars
flowing through the NCRC process. Findings were minor and were shared with the process
owners, Regulatory Affairs, Legal, and Executive Management. The audit did not recommend
any changes for Turkey Point 6&7 controls or processes. A 2011 internal audit will be
conducted, with the same level of coverage as the 2010 review.

JEFFERSON WELLS AUDIT FINDINGS MINOR

In 2010, Jefferson Welis completed an audit of 2009 expenditures, characterizing the
Turkey Point 6&7 project controls as adequate and noting that costs were appropriately
charged. Staff summarized that audit in last year's report.

In early 2011, FPL Internal Audit group again used Jefferson Wells to audit 2010 project
expenditures. Auditors reviewed sample transactions for project expense reporting, invoices,
and payroll processes. The audit was outsourced to allow FPL Internal Audit to concentrate its
limited audit resources eisewhere. The audit report was completed in May 2011, identifying a
need for only minor corrections and adjustments. All were completed by FPL during the audit.

Staff reviewed the audit report, noting a few exceptions in documentation of project
expense reporting. All findings were minor and corrected. Employee training is ongoing. No
exceptions were noted in payroll or vendor invoices. The audit found that Turkey Point 6&7
controls are good and costs are appropriately charged to the project.

CoONCENTRIC CaoNTROLS REVIEW CITES AREAS FOR IMPROVEMENT

In the first quarter of 2010 Concentric Energy Advisors reviewed and evaluated 2009
project internal controls. In January and February of 2011, Concentric conducted another
review, this time with a focus on 2010 project activities.

Concentric reviewed Turkey Point 6&7 project policies, procedures, and instructions,
particularly those revised in the last year. Current organizational structures and milestones
were evaluated. Concentric also evaluated project actions and decisions for prudence using
three criteria as determining factors:

® Prudence relates to actions or decisions; costs alone cannot be prudent or imprudent

¢ A presumption of prudence exists and the burden to show imprudence falls on the
challenger

® An exclusion of hindsight; judgment based on things known or knowable at the time

Using these criteria and its observations of FPL management controls, contract
oversight, administrative processes, and project internal procedures, Concentric concluded that
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neither FPL project management decision-making nor actions led to imprudent project costs.
Concentric also cited six areas for project improvement.® These observations included
procedural, reporting, or training shortcomings noted during the review. In response, FPL
revised management Dashboard reports, updated invoicing checklists and approval sheets, and
adopted improvements to its Cost Recovery Detail report. One recommendation to adopt
required time intervals for review of FPL Project Instructions is under review.

2.2.5 QUALITY ASSURANCE AUDITED By NRC

Quality Assurance holds vendors accountable for process and product quality. Regular
oversight of vendor activity and procedures, development of new Quality Assurance programs,
off-site inspections of key component manufacture, and review of New Nuclear Project
procedures continues. During 2010, Quality Assurance assessors monitored vendor
compliance with contracts and FPL procedures. No areas of non-compliance were noted in
2010.

NRC inspectors audited FPL in February 2011 to verify the effective implementation of
project Quality Assurance processes and procedures. The inspection assessed compliance
with provisions of 10 CFR Part 21° and portions of Appendix B, 10 CFR Part 50."

FPL Quality Assurance stated that this review was a routine and standard NRC
inspection evaluating whether FPL Quality Assurance for COLA development contained controls
consistent with federal nuclear requirements. It was not the result of a complaint or suspicion of
project mismanagement. Quality Assurance acknowledges that NRC inspectors found FPL
noncompliant with 10 CFR Part 21 and stated that the company takes the violations seriously.
Specifically, the NRC inspectors noted that:

¢ The FPL procedures used are inappropriate to evaluate deviations or failures to
comply associated with substantial safety hazards and to notify the NRC within the
required timeframe of identification of a defect or a failure to comply.

¢ FPL procedures ENG-QI-2.2 and IP-801 included definitions different than those
used in 10 CFR 21.3, “Definitions,” and aitered their intended meaning."

FPL Quality Assurance also explained that the violations stemmed from NRC-approved
fleet procedures employed by FPL's New Nuclear Project group, in a common practice known
as “bridging.” Subsequently, the fleet processes were updated without parallel changes in
FPL's New Nuclear group, creating the discrepancies found by NRC inspectors.

FPL responded in writing to the NRC findings by the May 2011 due date. The company
response addressed probable cause and corrective actions underway or scheduled. FPL pians
to continue to use the nuclear fleet processes as bridging documents, but strengthened with
specific Turkey Point 6&7 detail.

® FPL witness Reed, Docket No. 110009-El, testimony filed March 1, 2011, Exhibit JJR-5.

° “Reporting of Defects and Noncompliance”

D Appendix B, 10 CFR Part 50, “Quality Assurance Program Criteria for Nuclear Power Plants and Fuel Reprocessing Plants”

" ENG-QI-2.2, “10 CFR 21 §SH Evaluation/Reporting,” Revision 6, July 2010 and IP-801, “Evaluating and Reporting Defects and
Failures to Comply for Substantial Safety Hazards in Accordance with 10 CFR Part 21,” Revision 15, September 2008,
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2.3 CoONTRACT OVERSIGHT AND MANAGEMENT

FPL states that since April 2010, it made no revisions to project contractor selection or
contract management policies. FPL has signed new contracts and made changes to existing
ones through change orders.

Two years ago, FPL decided that significant expenditures for preliminary design,
procurement, and construction planning were premature. The company opted to defer these
activities until licensing is more complete. FPL continues to believe this strategy provides
additional risk control.

Bechtel remains the primary contractor for COLA and SCA support. Specialty
engineering companies support the Ammy Corps of Engineers permit and other permit
applications. Westinghouse/Shaw is providing support to FPL and Bechtel for COLA review and
RAI responses.

2.3.1 CoNTRACTS EXECUTERD DR MODIFIED

During 2010, FPL New Nuclear initiated one new contract in excess of $1,000,000. In
early 2011, FPL added another. Five change orders also exceeded $100,000. Combined, the
new contracts and change orders represent less than 1 percent of the estimated total project
expenditures.

Open contracts whose value exceeds $250,000 appear below in EXHIBIT 10. Totals
reflect the original contract plus increases from subsequent change orders. The Bechtel
contract is the largest at h Competitively bid and signed in 2007, the contract has
nearly 30 change orders. All change orders are documented by single or predetermined source
justifications.

TURKEY POINT 6&7

CONTRACTS GREATER THAN $250,000

Status Contactor Description o 1 Amount Type:
Open Bechtel Power Corporation COLA /1sCAprep &RAlsupport (I | C.S. P
Open BVZ Power Partners- Nuclear Engineering / construction plan B sF
Open Layne Christensen Co. Exploratory / UIC well installation | [N C
Open Dickerson Florida, Inc. Exploratory UIC well site prep [ ] C
Open Golder Associates Inc. Post-SCA submittal support ] S

Environmental Consulting and
Olp2 Technology, Inc. SCA support m— .
Open Westinghouse Electric Co. COLA/SCA prep & RAI support B s
. . Conceptual engineering of
SEE0) IR S el cooling water supply / discharge e — C/S
. " Advanced Nuclear Technoclogy
Open Electric Power Research Institute program participation [ ] S
Open McNabb Hydro geologic Consuiting UIC SME support [ ] S
Open | Eco Metrics, Inc. Environmental consulting [ ] S
Open Ecological Associates Seagrass survey / report [ ] S
Open | Jefferson Wells New Nuclear audit N c-
Open mgNabb Hydro geologic Consulting, Post-SCA / UIC licensing . s
* C = Competitive Bid, S = Single/Sole Source, and P = Predetermined Source
EXHIBIT 10 Source: Schedule T-7, FPL Testrmony, March 2010
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The BVZ contract, was originally estimated at [ . The scoie of work was

finished in late 2009, below the estimate. FPL paid the final invoices in early 2010,
but the contract remained technically open in FPL's accounting system. The company asserts it
has initiated steps to formally close the contract.

Unlike last year, when three change orders (Bl were greater than $1 million,
only five change orders during this review period exceeded $100,000. EXHIBIT 11 lists these
change orders.

Cl RO ER RE A 2 A 41 00,000
Contractor Description © ] Amount -
Westinghouse Electric Co. COLA prep and RAI support [
Golder Assaciates, Inc. Post-SCA submittal support [ ]
Environmental Consulting and Technology, Inc. | SCA support [ ]
Eco-Metrics, Inc. Environmental consulting services I
HRD Engineering Engineer cooling water supply & discharge [ ]
EXHIBIT 11 Source: Document Request Response, PTN 647 DR-1.33

Change orders were reviewed for adherence to FPL internal controls, processes, and
content. No anomalies were found.

2.3.2 INVOICE SAMPLING FOUND NOoO ERRORS

As part of its ongoing audit oversight, staff reviewed 2010 invoices from four vendors:
Bechtel Power Corporation, BVZ Power Partners — Nuclear, Golder Associates, Inc., and
Environmental Consulting and Technology, Inc. Staff requested for review the invoices from
four separate months for each vendor:

¢  Bechtel - March, May, August, and October

* Golder — February, April, July, and December

¢ Environmental Consulting and Technology — January, June, September, and
November

¢ BVZ - March, June, July, and December

The total value of Bechtel invoices audit staff reviewed was . or N
percent of 2010 expenditures.’? FPL appropriately disaliowed slightly more than , the
majority from warranty work that should not have been billed. Nearly |l of additional
disallowance was related to erroneous work charges caught by FPL controls. FPL processed
eight change orders to the contract during these four months. Each change order was
administrative, with no cost impact to the contract.

The Golder Associates invoices reviewed totaled ||l or Il percent of 2010
expenditures. July invoices were adjusted for small, non-reimbursable items. FPL processed

"2 Docket No. 110008-E!, Schedule T-7A, SDS-3, filed March 1, 2011
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three change orders during the reviewed months. Change Order No. 1 and Change Order No.
3 were administrative with no cost impact. Change Order No. 2 had an impact, raising the not-
to-exceed contract value to

For Environmental Consulting and Technoiogy, Inc., only three of the four months had
activity. Staff reviewed the invoices, totaling ﬂ or percent of 2010 expenditures.
No disallowance by FPL was noted and two change orders were included. Change Order No. 1
approved a contract increase of no more than ﬁ and Change Order No. 3 raised the not-
to-exceed contract value to

The BVZ contract is inactive and complete. No invoices or change orders were
processed during the months reviewed.

Staff notes that FPL policies and procedures are followed. Pushback and disallowances
occurred and were documented by FPL contract oversight personnel. When required, the
appropriate signatures authorizing various levels of expenditure were on the FPL Invoice
Checklist / Approval Form.

2.3.3 CONTRACT MANABEMENT POLICIES UNCHANGED
FPL made no revisions to contract management policies or procedures during 2010. In
addition, no changes were made to contractor selection policies or procedures,

The company states that it continues to refine existing controls in an ongoing,
evolutionary manner. Managers believe invoicing mistakes and erroneous vendor overcharges
are routinely and quickly discovered under existing protocols, each invoice to be validated by at
least two reviewers as it moves through the payment process. FPL states that it continues the
practice of monthly reviewing every invoice received during the month. Each invoice is
compared to prevailing labor rates; hours are reviewed by sub-job, and travel expenses are
checked for appropriateness, applicability, and justifications.
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3.0 EXTENDED POoOwER UPRATE

3.1 FoLLOw-uPr DOF 2009 DEFERRED ISSUES

The 2010 NCRC order deferred resolution of all FPL-specific issues until the 2011
NCRC.™ Among other things, the Commission believed deferring the determination of
prudence would allow a more thorough examination of EPU management changes in 2009.
This belief formed the basis of a follow-up review, conducted in late 2010. During this review,
staff conducted a thorough review of events leading to and following the EPU management
changes. Staff requested relevant documents, conducted interviews, inspected invoices, and
reviewed personnel evaluations from the EPU projects.

Audit staff issued five document requests, and interviews were conducted with the
former president of FPL Group Nuclear, current and former vice presidents for uprates, the
Chief Nuclear Officer, other EPU managers, and the CEO of Concentric Energy Advisors.
Concentric's audit report questioned whether subpar performance ptayed a role in the EPU
changeover and was critical of FPL's lack of full disclosure at NCRC hearings about rising
project cost estimates. The Concentric report concluded by making recommendations for
remedtal actions or programs.

Audit staff also conducted a targeted review of invoices and change orders from the five
largest EPU contracts to determine whether established procedures were followed. Staff
reviewed a sample of invoices and change orders to determine if project expenditures were
necessary and justified. The samples covered three months prior to the EPU management
changeover, the month changes occurred, and a three month period following the changes.
Invoices for long lead items were also reviewed. EXHIBIT 12 and EXHIBIT 13 show the
amount invoiced under each contract and the dollar totals reviewed by staff.

ST. Lucie EPU INVOICES REVIEWED

ApPr-OcT 2009

Bechtel Siemens Westinghouse . | Shaw/SWEC .
Sinvoiced | NN IS N I I | B | 553698180
£
Povonsd | EENNEN | EENNNN | BEENER | BN BN BN | 25458620
Staff
0,
%o , 26.27 93,69 36.26 46.21 22.63 51.14 53.00
Reviewed
EXHIBIT 12 Source: Document Request Response, DR-5, EPU Follow-up

'3 Order No. PSC-11-0095-FOF-El
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TurRkeY POINT EPU iNVOICES REVIEWED

APR-OcCcT 2009

Bechtel Siemens | Westinghouse | Shaw/SWEC Areva Long Lead TOTAL
$invoiced | NN N W I N | B | scc601.940
$ -
hoacar | NENEEN | NS | N | BN | BN B | so7ooet
Staff
o,

% . 50.85 99.45 60.37 62.73 79.14 71.13 64.74
Reviewed
EXHIBIT 13 Source. Document Request Response, DR-5, EPU Foliow-up

Staff believes that the key contracts reviewed, representing the major vendors involved,
and the proportion of total dollars investigated provide a comprehensive sampling. Invoices and
justifications were completed in accordance with existing FPL procedures. Responsible
individuals provided the appropriate authorizations when expenditures exceeded limits
established by FPL guidelines. Staff found no evidence of improper or duplicative invoicing,
unnecessary work or rework, overpayments, overcharging, or other examples of
mismanagement by the former EPU management team. The amounts invoiced by vendors and
paid by FPL corresponded. Appropriate pushback was documented for unallowable vendor
expenses.

Audit staff's review of personnel evaluations provided no indications of mismanagement
by the previous EPU team or dissatisfaction on the part of FPL senior executives with the
performance of former EPU management personnel.

Staff agrees with FPL witness Reed that FPL did not take the initiative to more fully
inform the Commission about significantly increasing, but not fully vetted, cost estimates during
the NCRC hearings in September 2009. Staff believes that FPL should adopt a fuller
transparency before the Commission.

3.2 KgeY PrROJECT DEVELOPMENTS

3.2.1 ST. Lucie 1 LAR WITHDRAWN AND RESUBMITTED

FPL originally submitted the St. Lucie Unit 1 License Amendment Request to the NRC in
April 2010. The NRC staff acceptance review identified three areas deficient in scope and
depth, preventing the NRC from completing a detailed technical review. Areas identified as
insufficient were spent fuel criticality analysis, control rod withdrawal at power, and the station
blackout coping analysis.

During the summer of 2010, FPL provided additional information to the NRC and held
meetings to address concerns regarding the application. FPL argued that the NRC staff
concerns represented a small percentage of the total application and additiona! information
could be completed after the NRC acceptance for review. However, the NRC required the
additional information prior to acceptance for review. On August 13, 2010, FPL notified the
NRC that it was withdrawing the St. Lucie Unit 1 LAR.
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FPL quickly responded to NRC feedback, and resubmitted the application on November
22, 2010. On March 9, 2011, the NRC issued its acceptance for review of the FPL $t. Lucie
Unit 1 LAR, and commented that the submission now contained sufficient technical information
to make an independent assessment regarding the proposed license amendment. FPL
currently estimates that the St. Lucie 1 EPU LAR will be approved in March 2012, unless
additional information requests and further delays are experienced.

3.2.2 ST. LuciE 2 LAR SuUBMITTED

FPL submitted the St. Lucie Unit 2 EPU LAR in late February 2011. The company
anticipated an NRC acceptance review would be received by April 2011, and a final NRC
approval of the EPU LAR would follow in April 2012. As of June 2011, however, the NRC had
not issued an acceptance review notification.

In March 2011, FPL moved the estimated start of the St. Lucie Unit 2 Spring 2012
outage from April to June 2012. This outage schedule change may provide the 12-14 months
necessary for the NRC to approve the St. Lucie Unit 2 EPU LAR and for FPL to complete the
uprate in the fail of 2012.

Further delay of Unit 2 EPU LAR acceptance by the NRC, a large number of NRC
requests for additional information seeking technical information, or a withdrawal and submittal
scenario similar to St. Lucie Unit 1 LAR, could push the completion of the project further into
2013. However, FPL could complete the uprate work in September 2012 as scheduled and
continue running St. Lucie Unit 2 at the currently licensed power level until the NRC provides
final LAR approval. In either case, further delays would prevent St. Lucie from operating at the
new uprate level until the NRC approves the LAR.

3.2.3 TURKEY POINT 3&4 LAR SuUsBMITTED
FPL submitted the Turkey Point Unit 384 Alternate Source Term (AST) LAR to the NRC
in June 2009. FPL anticipates NRC approval of this LAR in June 2011.

The Turkey Point Spent Fuel Criticality LAR was submitted to the NRC in August 2010
and has been accepted for review by the NRC. FPL anticipates approval of this LAR in August
2011.

The Turkey Point Unit 3&4 EPU LAR was submitted to the NRC in October 2010, and
accepted for review in March 2011. FPL anticipates final approval of this LAR by early 2012, in
time for the Unit 3 outage in February 2012. Any delays in the LAR approval will likely impact
both the Unit 3 Spring 2012 outage and the Unit 4 Fall outage in late 2012,

The Turkey Point Core Operating Limits Report LAR was submitted in February 2011
and accepted by the NRC for review in March 2011. FPL expects approval of this LAR by
March 2012.

3.2.4 WORK STOFPPAGES DCCURRED IN 2010 AND EARLY 2011

The EPU project experienced two work stoppages in 2010 and one in early 2011 that
impacted EPU project scheduling and costs. One work stoppage in 2010 happened outside of
an outage and had little project impact. However, the two other work stoppage events occurred
during an outage and impacted both project schedule and costs. The work stoppages are
discussed below.
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SIEMENS WORK STOFFPASBE AT TURKEY POINT UNIT 3

The work stoppage impacting the project schedule and costs the least occurred in
October 2010. Under Station Area Operations Work Order No. 10-030, the Turkey Point Unit 3
main transformer upgrades were to be completed by Siemens in October 2010. On October 186,
2010, Siemens workers reported completing the station area operations work package, and the
main transformer was reieased from clearance as if all work was completed. Upon completion

of the work, the 480-volt feed to the main transformer control cabinet was energized.

A Siemens worker went back to the control cabinet and

The work stoppage averted potential damage to the main transformer equipment and
injury or death to the worker attempting to connect the cables to the control cabinet breaker.
The event resulted from differences in Turkey Point plant processes and those Siemens
workers followed at other plants.

FPL site controls address work stand downs and stoppages. These controls are
designed to ensure workers complete activities according to approved policies, procedures, and
engineering and design specifications, under safe, secure, and professional working conditions.

Siemens work was stopped on Saturday, October 16, 2010, and approval was given to
go back to work on Tuesday morning, October 19, 2010. The company stated that the Siemens
work stoppage did not impact the duration of the overall Turkey Point project schedule in 2010.
The total number of days spent to perform the analysis, complete corrective actions, implement
recommendations, and complete the documentation to close out the Action Reguest is
approximately five days. FPL stated that the associated with the
work stoppage were

BECHTEL WORK STOPPAGE ISSUED AT TURKEY POINT UNIT 3
On November 2, 2010, FPL required its Engineering, Procurement, and Construction

(EPC) contractor to halt all uprate work, curtailing plant walk downs being performed at the
Turkey Point Unit 3 site. The action was due to a

FPL required Bechtel to instifute an immediate human performance stand down and a
detailed human performance improvement action plan. The purpose of a work stand down is to
prevent workers from using unaccepted work techniques that can potentially cause harm to
individuals and the plant. The stand down caused FPL and Bechtel to focus on those conditions
causing the potential danger, and provided necessary refresher training to workers prior to
allowing them back to work.

Upon completion of the corrective actions on November 11, 2010, Bechtel was allowed
to resume work in the field on November 15, 2010. The project incurred a two-week delay in
demobilization activities after the Turkey Point Unit 3 initial outage.

According to EPU site personnel, this stand down also delayed the start of Turkey Point
Unit 4 initial pre-outage construction activities. Following the stand down, an initial estimate of
the total costs was approximately [[JJJlll. FPL is submitting [l for recovery this year
under the NCRC process. Negotiations are underway to determine what amounts might still be
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subject to reimbursement between the parties. Staff believes that costs associated with stand
downs should be closely reviewed to make sure an appropriate amount is borne by the
contractor.

FPL does not have a specific timetable for resolution. However, audit staff believes that
costs not recaptured through contractual remedies, including the submitted this year as
part of the NCRC process, should be closely examined for suitability to recover.

SIEMENS WORK STOPPAGE AT 5T. LucieE UNIT 2
Audit staff believes the work stoppage at St. Lucie Unit 2 was an avoidable event. As an
event occurring in 2011, the costs associated with it will be part of the 2012 NCRC hearings.

The scheduled St. Lucie Unit 2 refueling outage began in January 2011 and was
scheduled to be completed in March. Approximately 30 days into the outage, work was halted
due to damage caused by Siemens workers

At the time of the
incident,

FPL called an immediate work stoppage on the stator core iron and a root cause
analysis was performed by FPL and Siemens. The initial cost estimate associated with the
i i FPL noted that those costs have been somewhat

Audit staff reviewed the root cause analysis and believes Siemens has accepted full
responsibility for the work stoppage and damage to the rotor stator. Siemens liability is
contractually limited to approximately ' FPL has not yet determined the full extent of
costs associated with the work stoppage and subsequent outage delay.

The work stoppage delayed compietion of the St. Lucie Unit 2 outage and the start of
two outages later in 2011. The unit was brought back on line on May 7, 2011. FPL originally
expected an additional 20 megawatts of increased power output from more efficient turbine
operations. Preliminary testing in early June confirmed the increased power achieved was
approximately 34 megawatts. However, due to the extended outage, replacing Unit 2 base load
generation may incur additional costs. FPL had not yet completed a fuil assessment of all costs
associated with the work stoppage.

Currently, costs not covered by contractor liability or other insurance can be submitted
through the NCRC process for recovery. Staff believes that costs not recaptured by contractual
remedies, if submitted for recovery, should be carefully considered and closely examined for
suitability under the clause.

3.2.5 EPU OUTABGE DATES EXTENDED

In early 2011, FPL made changes to three of the four remaining outages scheduled to
start in 2011 and 2012. The St. Lucie Unit 1 Fall outage (110 days) was changed to start in
November 2011 and compiete in March 2012. The St. Lucie Unit 2 Summer outage (95 days)
was changed to begin in June 2012 and end in September 2012.

'* EPU Document Request Responses 3.6
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FPL moved the Turkey Point Unit 3 Spring outage (120 days), to begin in February 2012
and compilete in June 2012. The Turkey Point Unit 4 Fall outage (120 days) scheduled to begin
in October 2012 and complete in January 2013 was not changed. EXHIBIT 14 shows the
changes made to the uprate outage schedule.

EPU OuTAGE CHANGES

e | Proioue | Previows | b | Revssasin | Reveed | yoas
PSL Unit 1 08/29/11 121711 110 11/26/11 0311512 110
PTN Unit 3 01/09/12 05/08/12 120 02/06/12 06/05112 120
PSL Unit 2 04/20M12 07/24M2 95 06/2712 09/30/12 95
PTN Unit 4 10/01/12 01/29113 120 10/01112 01/2813 120

EXHIBIT 14 Source: Document Request Response, EPU DR 2.8

FPL explained the changes were made to provide additional time for engineering and
planning. Staff believes the additional time necessary was caused partly by Bechtel's lack of
timeliness and quality completing design modifications, additional LAR engineering necessary to
support the LAR submittals, and delays associated with the St. Lucie Unit 2 work stoppage.

3.2.6 BECHTEL CHANBES MANABEMENT AT TURKEY POINT 3&4

In early 2010, FPL experienced difficulty keeping Bechtel on schedule with design
packages for the upcoming Turkey Point Unit 3&4 outages. Design engineering was
considerably behind in early 2010, and the lack of quality and timeliness contributed to the
decision to defer certain design packages and work into the next Unit 3 outage during the
Spring of 2012.

in May 2010, Bechtel did not respond to project scope changes in a timely manner,
prompting FPL to require a Change Management Plan. The plan defined specific changes
required to manage the deferral of certain modifications to the next Unit 3 outage. During June,
Bechtel continued to mobilize staff to complete the currently approved staffing plan and
approved scope changes.

FPL continued to pressure Bechtel to improve timeliness and quality of design
engineering packages throughout the summer. These issues improved some during the latter
part of 2010, but Bechtel made changes to its project management team at Turkey Point in early
2011. Bechtel made the change to support FPL's needs to complete the upcoming 2011 and
2012 outage engineering design packages.

EPU management at Turkey Point indicated the new Bechtel project management team
is more responsive to FPL needs and requests. FPL believes the design engineering quality
and timeliness issues have been addressed. Design engineering is completed for the first two
2011 outages and is being completed for the Unit 3 Spring 2012 outage. The Turkey Point Unit
4 Spring 2011 outage began in March and finished in May 2011. All work scheduled for the
outage was completed.
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3.2.7 2011 CosT ESTIMATE INCREASED
The 2010 EPU estimate for the uprate projects ranged between a low of $2,053 million
and a high of $2,299 million, with a difference of $246 million (12.0 percent). In May 2011, FPL
witness Jones identified an increased estimate range for the completion of the St. Lucie and
Turkey Point uprate projects.

The 2011 estimate range is between a low of $2,324 million and a high of $2,479 million,
with a difference of approximately $155 million (8.7 percent). The difference between the two
estimates is $271 million (13.2 percent increase) on the low end and $180 million (7.8 percent
increase) on the high end. Compared to the initial 2007 Need Determination estimate of $1,798
million, the current high range of $2,479 million is $681 miillion (37.9 percent) greater.

EXHIBIT 15 shows the estimated construction and carrying charges for the years 2007-
2011 and compares the need determination estimate with the FPL May 2010 and 2011 non-
binding estimates. The exhibit also shows the percent change in each category between the
2007 need estimate and the high end of the 2011 estimate range.

EPL CaosTtT ESTIMATES AND PERCENT CHANGE

2007 - 2011

. 2007 2010 Range _ '2011 Range 12007 to .
Category -Need Estimate (million) - : {million) - 2011 %
{million) Low High Low High - | :Change -
Construction $1,446 $1,900 $2,141 $2,114 $2,265 56.6%
AFUDC and
Carrying 352 $153 $158 $209 $214 -39.2%
Costs
TOTAL $1,798 $2,053 $2,209 $2324 | “$2479 | 37.9%
EXHIBIT 15 Source: May, 2010 Schedule TOR-2, and Witness Jones May 2011 Testimoﬁy, pg. 32

The increase in construction costs between the 2007 need estimate and the high end of
the new estimate is an increase of 56.6 percent. According to FPL, the difference is due to
project uncertainties such as increased licensing costs, unknown risks, scope modifications,
added engineering and design costs, added power block engineering and procurement, and
ongoing contracts for the remaining outages. FPL states that as final design engineering
analyses, NRC licensing reviews, and construction planning go forward, the company will be
able to provide greater certainty in the range and tota! project cost forecast.

The March 2011 testimony of FPL witness Jones states that approximately 50 percent of
the design modification phase is complete, representing approximately 625,000 hours of the
940,000 hours estimated in this phase (as of April 2011). FPL has confirmed to audit staff that
design modification hours for the current project scope may increase, but could not state
specifically how much the increase might be at this time.

Audit staff identified the potential for project schedule delays and additional outages in
its July 2010 report. The longer and more complex EPU outages planned for 2011 and 2012
could increase the project scope and number of design modifications further. Audit staff
believes these types of changes could increase project costs beyond the 2011 estimate range.
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Audit staff has confirmed with EPU management that the 2011 estimate could increase in 2012
or 2013, but FPL could not provide any specific range at this time.

3.3 PROJECT CaONTRODOLS AND OVERSIGHT

3.3.1 CHANGES To CONTROLSE AND OVERSBIGHT

FPL's EPU team makes modifications to its project controls on an ongoing basis.
However, EPU site management has the flexibility to determine whether additional procedures
and controls are necessary for their plant site. Audit staff believes that benefits for having
consistently similar controls for both sites exist, but realizes the need for flexibility to reflect the
level of control necessary at each plant site.

In addition to EPU Project Instructions, project management must follow FPL Nuclear
Policies and Procedures. These procedures are directed at nuclear operations fleet-wide as
well as each site, and must be followed by EPU project management during the uprate project.
During 2010, one new EPU Project Instruction was completed, nine were revised, and two were
deleted from service. Five EPU Project Instructions are being considered by FPL for further
revision during 2011.

Bechtel also has an established set of policies and procedures that guide it in the
engineering, procurement, and construction of the project. Bechtel's Nuclear Work Process
Procedures are required to conform to FPL's policies and procedures, as well as all regulatory
requirements for nuclear construction and operation.

3.3.2 PROJECT RISK

The Executive Vice President & Chief Nuclear Officer holds daily fleet operations
conference calls with all FPL sites. These daily calls provide all FPL sites the ability to discuss
site events, exchange operational best practices, discuss similar operating experiences and
solutions, offer insights to problematic conditions, and brainstorm common issues. During
outage conditions, these daily calls aid EPU management in a similar way by considering
conditions and situations experienced in other uprate projects.

FPL identifies significant EPU project risks weekly in the Risk Registers and includes
them in the Monthly Operating Performance Report. The probability of each identified risk
occurring and the estimated potential cost impact determine the weighted cost value assigned.
Mitigation activities and strategies are developed and assigned to specific project team
individuals for risk resolution. When each risk is satisfactorily mitigated, the risk is closed in the
Risk Registers and removed from the total risk potential estimated for the project.

Project risks are updated and vetted in the quarterly Vendor Integration Meeting that
includes vendor management, FPL executive management, and EPU project management
representatives. FPL conducts a weekly meeting with the Executive Vice President Nuclear
Division & Chief Nuclear Officer to update FPL senior level management of project risks and
mitigation strategies employed.

3.3.3 INTERNAL AND EXTERNAL AUDITS COMPLETED

FPL's Internal Audit group hired Jefferson Wells to complete an annual audit of 2010
EPU project transactions. The audit reviewed sample transactions related to project expense
reporting, invoices, and payroll processes. FPL outsourced the annual audits to more efficiently
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use its limited internal audit staff resources on higher risk audits. The 2010 EPU Project
transactions audit report was completed in May 2011. The audit examined EPU project
transactions during 2010. The audit report noted that minor corrections and adjustments were
identified and completed. All were completed by FPL during the audit.

Annual reviews of the EPU project controls have been completed by Concentric Energy
Advisors, Inc. since 2008. Concentric has also occasionally performed other work for FPL, such
as the review of a 2010 employee complaint letter. During 2010, FPL implemented the control
changes recommended by Concentric in its annual review, as well as those identified during the
investigation of the employee complaint. o

In late 2010, FPL hired WPD Associates to complete the annual 2010 EPU controls
review. WPD Associates is a small consulting company specializing in project management.
The WPD president, FPL witness Derrickson, concluded that the EPU controls meet 11 of 12
ingredients he believes are good indicators a project is being prudently and reasonably
managed. He noted that one of the 12 ingredients did not apply to FPL, and he made no
recommendations for improvement. The ingredients used by Mr. Derrickson are:

Management commitment
Financial resources

Realistic and firm schedule

Clear decision making authority
Fiexible project control tools
Teamwork — Individual commitment
Engineering ahead of construction
Early startup involvement
Organizational flexibility

Ongoing critique of the project
Bethesda office for licensing
Owner takes the project lead

L 28 2K I 2R 2N 2% O 2% 2% 2K 2N J

3.3.4 RQUALITY ASSURANCE ®

FPL's Quality Assurance group provides the EPU projects with oversight of all safety-
related work and major non-safety projects valued greater than $100,000. Quality Assurance
staff assigned to each site conduct quality surveillances and work inspections, provide daily
quality summaries, and prepare safety-related nuclear oversight reports. Other staff members
are responsible for completing off-site vendor oversight, including reviews of specifications,
manufacturing processes, and delivery of safety-related equipment.

Audit staff reviewed the FPL Quality Assurance Daily Quality Summaries for the period
March through December 2010. Seven of 25 St. Lucie EPU Quality Assurance summaries (28
percent) and 15 of 53 Turkey Point summaries (28 percent) contained at least one issue
identified as unsatisfactory.

FPL QA reported weaknesses in vendor quality procedures, controls, and vendor
supervision of processes. Only one review finding was considered significant, and FPL
addressed it through additional vendor oversight and corrective cooperation. There were no
unresclved major quality assurance issues impacting the projects during 2010.
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3.4 CONTRACT OVERSIGHT AND MANAGEMENT

Contract oversight and management are shared between the EPU Contracts Group,
Project Controls, site technical representatives, and the Integrated Supply Chain (ISC). ISC
also provides long-lead procurement, contract management, and administrative support as
required. Periodic evaluations are completed for major contractors to document overall
performance.

3.4.1 BECHTEL PERFORMANCE EVALUATIONS '

In 2010, FPL conducted a Bechtel performance evaluation for each uprate site. Audlt
staff reviewed both vendor performance evaluations completed by FPL. Although the vendor
was the same at each site, the results were significantly different.

ST. LuciE EFU

The evaluation of Bechtel's St. Lucie performance was completed during the first St.
Lucie Unit 1 outage, in April-May 2010. The evaluation measured five areas: safety, human
performance, quality, schedule, and management. Bechtel earned an overall rating of .
percent and received an equivalent percentage of the incentive available for that outage. FPL
viewed the result as favorable.

TURKEY PoOINT EPU
In August 2010, FPL evaluated Bechtel Turkey Point performance, shortly before the
first outage (Unit 3). Six areas were measured: quality of work, schedule, organization and
management, responsiveness and cooperation, safety, and ALARA'® compliance. The
evaluation was during much of 2010."®

Project management changes made by Bechtel in early 2011 have
improved performance.

3.4.2 EXISTING CONTRALCTS

During early 2010, the EPU Contracts Group continued to make revisions to existing
contracts, outgrowths of increased LAR engineering detail, the mid-course review, and outage
optimization."” In addition, FPL moved some early outage activities to later outages, creating
reguirements to store some equipment and modify delivery dates for other items.

There are three types of existing EPU contracts: competitive, single/sole source and
original equipment manufacturer (OEM). Fifty currently existing EPU contracts with values
greater than $250,000 were opened from 2007 to 2009. During 2010, two closed, 11 had no
invoice activity, and the remaining 37 had expenditures of $236.3 miilion.

Twenty-three (46 percent) of existing contracts were competitively bid ($578.1 million),
22 (44 percent) are sole/single source ($365.8 million), and five (10 percent) are OEM ($54.3
million). Thirty-seven (74 percent) are more than $1 million, totaling $997.3 million. Overall,
existing contracts make up $1 billion (82 percent) of the $1.1 billion total contract dollars.

1: 10 CFR 20.1003, Code of Fedaral Regulations; acronym for "as low as (is) reasonably achievable,” exposure to ienizing radiation.

Changes include scope changes, modification of technical specifications, delivery dates, terms and conditions, and funding.
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3.4.3 NEwW CaNTRACTS - 2010
During 2010, FPL implemented 54 new EPU contracts greater than $250,000; of these,
17 had no charged expenditures. The remaining 37 had project expenditures of $18.6 million.
Four contracts were completed during the year, with a total value of $3.8 million.

The total estimated value of new contracts was $81.8 million dollars, or about 8 percent
of all uprate project contract dollars. Twenty-five (46 percent) of these are competitively bid, 11
(20 percent) are single sourced, nine (17 percent) are OEM, four (eight percent) are Previously
Determined Source (PDS), and five (nine percent} are replacement contracts.

Sixteen (30 percent) new contracts opened in 2010 are greater than $1 million and total
approximately $70.2 million. Eight (50 percent) were competitively bid, two (13 percent) were
single/sole source, four (24 percent) were OEM, and two (13 percent) were PDS.

FPSC audit staff reviewed the sole/single source justifications for ali single/sole source
contracts. The justifications sufficiently comply with FPL procedural requirements for third party
to understand the rationale for single sourcing the work rather than using competitive bidding.

EXHIBIT 16 lists the 2010 new contracts with values greater than $1 milion. The
contract number, work description, contract amount, and contract type are shown.

EPU CUurRrRENT CONTRACTS GREATER THaAN $1 MILLION

No. Description Amount Type. ..
52 Replacement Condensate Pumps (PSL) | Competitive
53 Condensate Pumps (PTN) — Competitive
54 | Main Feed water Pumps (PTN) [ ] Competitive
56 | Turbine Digital Upgrade (PTN) [ ] Competitive
57 Etectro-Hydraulic Fluid Systems (PTN) _ Competitive
64 | Pre-planning Turbine Generator Installation Work (PSL) [ ] Single Source
69 | LAR/RAI for Non-Fuels NSS related scope (PSL) [ ] Predetermined Source
74 | Main Steam Turbine Control Replacement (PSL) ] Competitive
76 | Furnish New Spent Fuel Pool Heat Exchangers (PTN) [ ] Competitive
77 | Rewind/Refurbish/Upgrade Condensate Pumps (PTN) [ ] Competitive
79 | Initial Payment for LOI Stator Core Donut (PSL) [ OEM
82 | Rod Control System Upgrades (PSL) [ ] OEM
85 | NSSS Engineering and Modification Support (PTN) ] Predetermined Source
92 | Turbine Generator Installation (PSL) [ Single Source
100 | CEDMS Power Switch Refurbishment (PSL) [ ] OEM
102 | Implementation Spares for Turbine Generator (PSL) I OEM
TOTAL | $70,216,425
EXHIBIT 16 Source: Schedufe T-7, Witness Jones, March 2011

3.4.4 CONTRACT MANAGEMENT AND DOVERSBIGHT
Contract management is essentially unchanged from a year ago. Contract
management and oversight is a shared responsibility of the EPU Project Site Manager and
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Technical Representatives/Contract Coordinators who administer site services. At the

completion of authorized work, the Technical Representative/Contract Coordinator is

responsible for verifying that the contractor met all obligations and determines if any outstanding

contract deliverables exist. These representatives and coordinators also determine whether

billed work is satisfactory, make sure the level of approval necessary for payment is present,
and close out the contract when all work is compieted.

Bechtel interfaces with both EPU Project and site management to provide contract
oversight during the project. As the EPC contractor, Bechtel coordinates the work of contractors
toward the completion of the construction and testing portion of the EPU projects. Bechtel is
also responsible for providing nuclear work procedures, performance indicators, and monitoring
for on-site contractors. FPL reviews these procedures to ensure they conform to FPL
procedures and updates them when necessary.

3.4.5 EPC CaoNTRACT OVERSIGHT

As discussed in staff's July 2010 audit report, FPL and Bechtel are joint managers of the
Engineering, Procurement, and Construction (EPC) contract for the duration of the St. Lucie and
Turkey Point Uprate Projects. The FPL and Bechtel Project Director/Managers resolve any
matters relating to EPC contracts. The Contract Change Control Process for documenting
contract scope, schedule, and cost changes is documented in each site's EPC contract.

Any changes to the EPC contract scope are handled through project scope change
requests or negotiated contract revisions. Change requests are submitted to the FPL Site
Project Managers by Bechtel. These change requests are reviewed and vetted by the site
managers and the Site Director.

FPL’s Nuclear Filing Requirements Scheduie T-7A shows the combined value of the
Bechtel EPC contracts for the St. Lucie and Turkey Point uprates is approximately
The total of these two contracts represents [J] percent of the current $1.1 billion total value of
EPU Project contracts.

From Schedule T-7A, the combined EPC contract expenditures in 2010 were

B rPL spent approximately [l on the Turkey Point EPC contract and ‘

on the St. Lucie contract. As of the end of 2010, the cumulative uprate expenditures for the

EPC contracts were approximately [} ]I (Bl percent) for the Turkey Point contract and
(Il percent) for the St. Lucie contract.

Since April 2010, FPL. made a total of five revisions to the Bechtel EPC contracts, three
at St. Lucie and two at Turkey Point:

ST. Lucie EPU

The first revision for the St. Lucie EPC contract was issued in June, incorporating an
amendment modifying the balance of plant specifications for EPU activities. Two additional
revisions were issued in September to increase the authorization to expend by | . and
to revise the compensation and payment section of the contract for target pricing. Including the
2010 revisions, St. Lucie EPC expenditures remained below the total contract value of

TURKEY POINT EPU
Two revisions were made in October to the Turkey Point EPC contract. The first
replaced Appendix 2, Compensation and Payment, to include target pricing. The second
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increased the EPC contract authorization from | N toc IR i support of project
management, engineering and implementation costs through the end of 2011. Including the

2010 expenditure authorizations, the Turkey Point EPC contract remained below the total
contract value of
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adopt far more transparency in future testimony to this Commission, precluding a similar fevel of
uncertainty about project performance.

NRC response to Fukushima may impact the timeliness of the LAR approval process
and public opinion about continued nuclear operations. EPU project managers expressed the
opinion that regulatory changes will occur. The potential for impact to project cost and schedule
is unknown.

Audit staff believes there couid be project cost impact due to additional LAR engineering
and scope changes. Some added costs to support the LARs are likely.

Staff is concerned that additional delays during the longer and more complex outages
remaining in 2011 and 2012, or increased scope from LAR licensing, may extend project
completion further, into iate 2013 or beyond. The schedule could also be extended if the NRC
fails to approve any of the LARs within the timeframes currently anticipated.

During 2010 and early in 2011, FPL experienced several work stoppages and stand
down events that created project delays and increased costs. Staff believes that the Siemens
St. Lucie 2 work stoppage represents an avoidable event with significant cost impact. FPL
claims that the costs are charged back to the responsible contractor to the extent permitted
under the contract, but under current rules may submit those not recovered by warranty, liability
insurance, or legal remedy through the NCRC recovery process. Staff believes that costs not
recaptured by contractual remedies, if submitted for recovery, including the [l in the
current FPL request, should be closely examined for suitability under the clause.

Staff believes FPL has an adequate system of project controls, risk evaluation, and
management oversight for the St. Lucie and Turkey Point EPU projects. Regular periodic
reports address the project schedule, budget, costs, risks, and vendor performance.
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1.0 Executive Summary

1.1 Purpose and Objectives

At the request of the Florida Public Service Commission’s Division of Economic
Regulation, the Performance Analysis Section of the Office of Auditing and Performance
Analysis conducted this review. This is the third annual review in an ongoing oversight program
to examine the adequacy of project management and internal controls employed in the
company’s uprate and new construction efforts. The time frame covered by this report is January
2009 to June 2010.

FPSC audit staff’s previous reports were published in August 2008 and July 2009,
entitled Review of Florida Power and Light’s Project Management Internal Controls for Nuclear
Plant Uprate and Construction Projects. Each is available electronically:

http://www.floridapsc.com/publications/pdfielectricegas/FPLNuclear2008.pdf
http://www.floridapsc.com/publications/pdf/electricgas/FPI Nuclear?009.pdf.

The focus of this report is on providing an update of events occurring in the past year.
For additional historical information, the reader is referred to the 2008 and 2009 editions of this
report.

FPSC audit staff reexamined the organizations, processes, and controls used by Florida
Power & Light Company (FPL, the company) to execute the Extended Power Uprates (EPU) of
St. Lucie Units 1 & 2 and Turkey Point Units 3&4, and the construction of Turkey Point Units
6&7.

Every audit or review undertaken by the Performance Analysis Section has four general
objectives:

Evaluation of company management to determine how efficiently resources are being
used and that adequate control policies and procedures are in place,

Identifying areas to improve managerial or operational practices,

Evaluating company performance, and

Enhancing public and Commission understanding and knowledge of company
operations through reporting accuracy.

An additional core objective of the 2010 Review of Florida Power and Light Company’s
Project Management Internal Controls for Nuclear Plant Uprate and Construction Projects is to
document key developments and organization changes while reassessing management processes,
internal controls, and oversight mechanisms currently in place. The information provided in this
report may be used by the Division of Economic Regulation staff to assist in an assessment of
the reasonableness of the FPL project cost-recovery requests.
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1.2 Scope

The internal controls assessed were related to the following key areas of project activity:

Planning

Management and Organization

Cost and Schedule Controls
Contractor Selection and Management
Auditing and Quality Assurance

Internal controls are the vital mechanisms used by the company to stay within budget and
on schedule. According to the Institute of Internal Auditors’ Standards for the Professional
Practice of Internal Auditing, appropriate internal controls allow the organization to:

Produce accurate and reliable data

Comply with applicable laws and regulations
< Safeguard assets
:  Employ resources efficiently

Accomplish goals and objectives

Well-constructed internal controls assist with the challenges of risk management and
decision making. Risks must be identified and appropriate protections established to prevent,
mitigate, or eliminate them. Prudent decision making results from orderly, well-defined
processes that address known risks, needs, and capabilities. Adherence to written procedures,
effective communication, vigilant internal and contractor oversight, as well as ongoing auditing
and quality assurance efforts are essential to ensure that project costs are prudently incurred.

Specifically, according to the Internal Control Integrated Framework designed by the
Committee of Sponsoring Organizations of the Treadway Commission, an internal control
should consist of five interrelated components. The components are:

Control environment

Risk assessment

Control activities

Information and communication
Monitoring

The synergy and linkage among these components forms an integrated system which
reacts to changing conditions. The internal control system must be intertwined with the entity’s
operating activities. When looking at the effectiveness and efficiency of operations, the
reliability of financial reporting and compliance with applicable laws and regulations, all five
components must be present and function effectively to conclude that mternal operational
controls are effective. This report will assess the adequacy of each of these five components for
FPL project management.
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1.3 Methodology

Planning and research for this review were performed in January and February 2010.
Data collection, site visits and interviews, analysis and report writing were conducted in March
through May 2010. The information compiled in this report was gathered via company
responses to FPSC audit staff document requests, a visit to the Turkey Point site, and interviews
with key project personnel. FPSC audit staff also reviewed testimony, discovery and other
filings in Docket Nos. 090009-E1 and 100009-EI.

A large volume of information was collected and analyzed. Specific information
collected from FPL included the following categories:

Policies and procedures

Organizational charts

Requests for proposals

Contractor bids and proposals

Bid evaluation analyses

Contracts

Project scope analysis studies by FPL and consultants
Internal and external audit and investigation reports

1.4 Conclusions

1.4.1 Turkey Point 6&7 Project Events and Developments

FPL remains committed to bringing two new AP1000 nuclear reactor generating plants
into service. However, since FPSC audit staff’s previous report, FPL has made significant
changes to the estimated in-service dates for Turkey Point 6&7. The original dates were 2018
and 2020, respectively. FPL now estimates the units will come on line in 2022 and 2023.

FPL has also significantly changed cost projections, estimating increases of up to $989.6
million. The company now estimates the total, in-service cost for Turkey Point 6&7 to be in a
wide range from $12.9 billion to $18.7 billion.

The company is in the licensing phase and expects licensing efforts to continue as its
primary focus through 2011. FPL has chosen to separate the licensing and preparation phases of
the project. FPL believes current economic and regulatory uncertainties make expenditures
beyond those associated with completion of licensing to be unwise and premature at this time.
FPL believes this approach provides the greatest ability to control costs, mitigate risk, and ensure
the eventual, safe, and successful implementation of Turkey Point 6&7.

The company did not apply during the Department of Energy’s first wave of solicitations
for federal loan guarantees. FPL believed the program was insufficiently funded with undefined
costs, benefits, and responsibilities. FPL is monitoring the program and will consider applying if
future offerings are made by the Department of Energy.
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The Combined Operating License Application (COLA) was submitted to the Nuclear

Regulatory Commission in June 2009, three months later than originally planned. FPL chose to

delay in order to better prepare the application. To date, FPL has received only four Requests for
Additional Information from the NRC, and has timely responded to each.

FPL has not signed a comprehensive project construction contract and does not expect to
revisit negotiations for one unti! at least December 2011. Since January 2009, the largest current
project contract, for licensing and post-application support increased $21.6 million. FPL has
also extended a resolution of its long lead forging reservation agreement until March 2011.
Eventual cancellation could cause FPL to lose a portion of its $10.8 million reservation fee.

1.4.2 Conclusions and Recommendations

FPSC audit staff concludes that, in the near term, FPL is primarily focused on obtaining
necessary licenses and permits at local, state, and federal levels and answering requests for
additional information from various agencies. The company has revised cost and schedule
estimates, in response to market and regulatory conditions. As a significant result, long lead
forgings and the signing of a major construction contract have been deferred. Though far from
inactive, the preponderance of Turkey Point 6 & 7 project execution still remains over the
horizon.

FPSC audit staff has no recommendations at this time for the Turkey Point 6&7 project.
FPSC audit staff will continue to closely monitor project progress, costs, and controls.

1.4.3 Extended Power Uprate Project Events and Developments

EXHIBIT 1 provides a timeline of significant events and the key developments
impacting the uprate projects during 2009 and 2010. Most of these events occurred in 2009, with
some continuing to impact the project into mid-2010. Each key development and the related
impact to project schedule and cost is discussed in Section 3.1.

On May 3, 2010 FPL announced a new EPU project non-binding cost estimate range
between $2.05 billion and $2.30 billion for the St. Lucie 1&2 and Turkey Point 3&4 uprate
projects. The estimate is between $255.5 million (14 percent) and $500.5 million (28 percent)
greater than the need determination estimate. The increase is based on key events encountered
during 2009, expected increases in LAR engineering costs, expected increases in Engineering,
Procurement, and Construction (EPC) vendor costs, weighted estimates of project risks, and
future unidentified project costs to complete the uprates during 2011 and 2012.

During 2009, FPL’s senior management made the decision to replace the EPU
Management team. Senior management appears to have believed the management team could
not provide the necessary control of EPC contractor estimates and that more aggressive actions
were required. FPSC audit staff’s opinion is that this change was made in part due to
performance issues. Though FPL disagrees, an investigative report by Concentric Energy
Advisors. Inc. (Concentric) appears to confirm FPSC audit staff’s opinion.

As part of FPL’s efforts to identify potential efficiencies and improvements in project
work scope and schedule, a mid-course review was completed, resulting in significant scope
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revision and increased project scope changes. An outage optimization review conducted in mid-

2009 aligned outage and licensing schedules, eliminating overlapping activities, and
rescheduling much of the uprate work to longer outages later in the project.

Significant EPU scope, schedule, and budget changes required contract renegotiations to
reflect new project scope, reducing contract costs by - FPL made additional revision to
its scheduled submission of St. Lucie Unit 2 License Amendment Request from first quarter
2010 to year end 2010 due to plant technical issues, and could incur illion in additional
costs to submit and support the License Amendment Requests.

FPL also initiated a third party assessment and budget estimate by High Bridge
Associates, Inc. (High Bridge), costing JJJJJl] for Turkey Point Unit 3 to validate necessary
work scope, detailed modification estimates, implementation strategies, and provide a close
range of costs.

1.4.4 Conclusions and Recommendations

Based on the events and developments described above, FPSC audit staff concludes that
EPU management was replaced in part due to performance issues. Therefore, FPSC audit staff
recommends the Commission closely examine associated project costs in a future proceeding.

5 EXECUTIVE SUMMARY
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Technical challenges at both sites;
adjust LAR schedule to late 2009
and 2Q2010

Bechtel submits excessive
jmanhour estimates, FPL asks for
additional estimates

PTN AST LAR Submuitted

Scope Changes & Contract
Renegotiations

Outage Opimizancn Review

Mid-course Review

EPU Senior Management Changes

EPU Project Reorfganization

LAR Schedule Changes

SFWMD adopts 5th Supplemental
Agreement for SCA; Monitoring
wells at PTN

Atlantic Civi) files against 5th
Supplemental Agreement & PTN
{Monitering Plan

[Highbridge Assessment & Budget
Esti for PTN

Project Nonbinding Cost Estimate

EXHIBIT 1

Saurce: FPL response to Document Reguest 1.1, 1.2, 1.4, 1.6, 2.1, 3.4, 3.5and 3.13
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2.0 New Construction of Turkey Point 6&7

2.1 Turkey Point 6&7 Key Project Developments

2.1.1 Significant Events

In-Service Date Delay

FPL has chosen to defer the in-service dates for Turkey Point 6&7. From the original
projection of 2018 and 2020, respectively, the on line dates have been delayed to 2022 and 2023
(EXHIBIT 2).

Turkey Point 6&7

Project Milestones |

Phase : " Original Revised
Licensing Start 2007 2007
Complete 2012 2013
Site Preparation Start 2010 2014
Complete 2012 2016
Related Facilities Start 2010 2014
Complete 201872020 2022 /2023
Generation Plant Start 2013 /2015 2016
Complete 2018/2020 2022 /2023
Transmission Facilities Start 2010 2014
Complete 2014 2023
EXHIBIT 2 Source: Schedule TOR-7, May 3, 2010 Testimony

In the near term, FPL’s concentration on securing necessary licenses or regulatory
approvals will remain the focus for the remainder of 2010 and 2011. FPL denies that schedule
changes are in any way a result of FPSC rate case dectsions.

FPL attributes the multi-year delay decision for both reactors to revised expectations
regarding the licensing process and their impact on moving ahead with long lead procurement
and core contracts. In addition, the company believes that insufficient schedule clarity currently
exists to set a clear path toward major construction activities.

In-service deferral is not uniform for the two units. Turkey Point 6 is deferred four years
(2022) and Turkey Point 7 is delayed three years (2023). FPL states that original in-service
dates were conservatively framed, assuming two years between units. Company expectations
now indicate the time between units can be reduced to one year.

FPL believes in-service deferral comes at a cost. In the company’s current estimates,
final cost is projected to increase as much as $989.6 million (5.8 percent) beyond the original
need determination filing estimate.
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Licensing and Preparation Phase Separation
The original project plan divided the Turkey Point 6&7 project into four phases —
exploratory, licensing, preparation, and construction. Some preparation activities were to
overlap with the licensing phase. FPL has now decided to distinctly separate the two phases and

is now focused strictly on licensing efforts.

The FPL internal project review led to a decision to separate the phases. Expenditures
initiating preparation phase activities were deemed premature. Over $58 million, earmarked for
Engineering Design and Procurement, that would have been part of an EP or EPC contract, was
deferred beyond 2011. An indication of the cost impact can be seen in the actual/estimated 2010
spend rate of $5,068,289 and the projected 2011 rate of $4,720,004. Initiation of Preparation
phase activities is now projected for late 2013 or early 2014.

COLA Submission
- FPL submitted its Combined Operating License Application, or COLA, to the Nuclear

Regulatory Commission on June 30, 2009. This date represented a three-month delay over the
original target date.

The company chose to delay its COLA submission in order to further refine content,
stating the decision to delay was based on adherence to its deliberate, stepwise approach to
project management. Specifically, the slippage was the result of a change in scope, leading to
inclusion of site-specific geotechnical information for Turkey Point 6&7 that addressed concerns
similar to those the NRC identified in the Progress Energy Levy COLA review.

According to FPL managers, the delay helped make the COLA submission more
comprehensive and, in their opinion, reduced the number, scope, and severity of subsequent
NRC Requests for Additional Information (RAI). To date, FPL has received four RAl’s, an
exceptionally low number compared to industry norms that often number in the hundreds. FPL
responded to each RAI. FPL states that schedule impact from its decision to delay COLA
submittal cannot be determined but may reduce the overall schedule because of fewer RAI’s.

The COLA was docketed by the Nuclear Regulatory Commission on November 11,
2009. The Nuclear Regulatory Commission issued the FPL. COLA review schedule in late May
2010. This schedule proposes issuance of a final Environmental Impact Statement in October
2012 and a Final Safety Evaluation Report in December 2012.

The current estimate for completion by the Nuclear Regulatory Commission is
approximately 30 months. Another 12 months are allocated for mandatory final hearings. That
brings the total review to an estimated 42 months, slightly longer than the current industry
average of 41 months. Adhering to the estimate, FPL’s COLA review for Turkey Point 6&7
should be completed in either the late 2013 or early 2014.

IPL recognizes that there may be further delays in the COLA process because the NRC
is currently reviewing several other applications. Seven of those currently under review are also
based on the AP1000 design. Four have in-service dates prior to FPL.
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Expenditures increased approximately $5 million for COLA preparation in 2010, a direct

result of FPL choosing to address issues cited by the NRC in other applications rather than wait

to do so through the RAI process. Bechtel COLA-prep contract change orders drove 2010

spending beyond original estimates. According to FPL, this is essentially money moved forward
from future projections and is not expected to have any impact on overall project cost.

Construction Contract Deferred

FPL has not reached a decision on whether to contract with only an Engineering,
Procurement and Construction contract or with separate contractors for the EP and C portions of
the project. The company states that it feels no pressure to enter into either type of mega-
contract given the recently adjusted in-service dates for Turkey Point 6&7.

FPL recognizes the uncertainty associated with signing either type of contract later rather
than sooner. Costs for materials and capital are known today but difficult to predict in the future.
Demand for skilled manpower may be high when FPL is ready to sign a contract. For now, FPL
believes a wait-and-see posture best serves company interests and does not expect to revisit
negotiations for a contract until at least the end of 2011.

FPL does not believe there are negative schedule or cost impacts from deferring a
decision on selection of a contract type (EPC or EP & C). The deferred in-service dates allow
FPL to study which type will be a better fit, provide more benefit, contain less risk, control costs,
and offer the greatest value for expenditures. r

Withdrawal of the Limited Work Authorization (LWA)

FPL included a Limited Work Authorization application with its June 2009 COLA. An
approved LWA would have allowed certain preparatory construction activities in advance of
approval and issuance of the combined operating license for full construction and operation.

However, factors caused FPL to change its mind about the value of an LWA. First, the
NRC informed petitioners that it could not review LWA and COLA requests concurrently. FPL
analyses also revealed a smaller window of opportunity than had previously been anticipated
regarding completion of LWA construction activities. As a result, FPL management no longer
believed an LWA retained sufficient value or leveraged enough schedule advantage to proceed.
FPL also did not want to accept risk of possible COLA review delays caused by a separate LWA
approval process. In a November 2009 white paper entitled “Decision to Withdraw Limited
Work Authorization Request,” FPL memorialized its rationale for terminating the LWA. 1t was
withdrawn later that month.

Obtaining Other Regulatory Approvals

FPL is seeking an Environmental Resource Permit from the Army Corps of Engineers
(ACOE). The ACOE is the federal agency with jurisdiction over wetlands likely impacted by
Turkey Point 6&7 construction and supporting infrastructure. The Army Corps of Engineers will
utilize the Environmental Impact Statement developed by the NRC in the COLA process as its
record of decision. Therefore, the timeline for review and approval of an Environmental
Resource Permit is estimated to follow issuance of the final Environmental Impact Statement by
about 6 months.
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FPL proposes using some existing transmission right-of-way within Miami-Dade County.

Two areas represent potential challenges. FPL wants to swap right-of-way owned in the western

part of the county for land east of Everglades National Park. Although Federal legislation in

2009 directed the exchange, required reviews are currently underway. FPL expects to complete

this swap sometime before the end of 2010. Environmental issues and the interests of multiple
federal and state agencies will affect the ultimate approval of this segment.

At the state level, FPL continues work on its Site Certification Application. Submitted in
June 2009, the Florida Electrical Power Plant Siting Act establishes a 15-month period for a
decision. Interest by multiple state agency stakeholders resulted in a large number of inquiries.
FPL is continuing to respond to questions from the Florida Department of Environmental
Protection to support a determination of completeness. Such a determination culminates in the
Project Analysis Report and scheduling of land use hearings, anticipated in early 2011.

Land use hearings lead into the Site Certification Application Hearing expected in
June/July 2011. FPL believes its application to be complete and comprehensive, that it will
move through the review without major delay. A decision by the Florida Power Plant Siting
Board is expected in late 2011.

Included in FPL’s June 2009 SCA submission were provisions for new transmission lines
to interconnect and integrate Turkey Point 6&7 into FPL’s system and the bulk electric system.
FPL states that it cannot meet the FPSC need determination to reliably interconnect or comply
with mandatory reliability standards without approval for each of these lines:

Two 500kV lines between the proposed Clear Sky substation on the Turkey Point site
and the existing Levee site substation in northwest Miami-Dade County,

A 230kV line between the proposed Clear Sky substation and the existing Pennsuco
substation in northern Miami-Dade county,

A 230kV line between the proposed Clear Sky substation and the existing Turkey
Point substation (all within FPL property), and

A 230kV line connecting the proposed Clear Sky substation to the existing Davis
substation in southeast Miami-Dade County and the existing substation in downtown
Miami.

Line routing has been investigated for the past two years, with input from local
governments and agencies as well as FPL customers and non-customers located along the routes.
A key FPL proposal before the Miami-Dade County Board of County Commissioners was
adopted in late April 2010. This proposal supports temporary infrastructure (roadway)
improvements, some using existing transmission corridors.

Also at the local level, FPL is focusing efforts on cooling water, transmission rights-of-
way, and infrastructure issues. FPL’s current cooling water plan relies on reclaimed wastewater
from Miami-Dade County as the primary source. An agreement on reclaimed water must be
reached with the county for implementation. Radial collector wells at the site would provide a
secondary source, drawing from Biscayne Bay. The backup supply does not require a similar
agreement but does require approval within the Site Certification Application process.
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Potential challenges exist for the water sources. Commercial and environmental

permitting issues remain for reclaimed water and its pre-treatment. Use of this water may lead to

regional usage concerns and questions about contaminants. Radial well technology is relatively

new and expected to generate close scrutiny. And the considerable interest for all water-related
issues in South Florida may lead to more extensive regulatory review and/or modeling studies.

Schedule turbulence in 2010 and 2011 is possible at all levels requiring regulatory
approval, but largely outside FPL control. To preclude delays, the company states that it is
closely coordinating with all agencies, communicating regularly, timely responding to Requests
for Additional Information, and making applications complete.

Long Lead Equipment Forging Reservation Agreement Deferred

A Forging Reservation Agreement between FPL and Westinghouse Corporation was
signed in 2008. This agreement reserved manufacturing capacity for specialized, ultra-heavy
forgings required by the AP1000. The original agreement between the companies included a
reservation fee of $10.8 million from FPL and had an expiration date in December 2009,

Before the original expiration date, the parties agreed to a six-month extension without
changes or costs. Changing the termination date from December 2009 to June 2010 allowed
FPL to complete project schedule reviews in early 2010.

An FPL white paper written in March 2010 stated the project schedule reviews provided
clarity of two factors influencing long lead forgings. First, FPL decided not to initiate a
construction contract in the near term. Further, changing conditions have reduced worldwide
market demand for such specialized manufacturing capability.

Given those considerations, FPL and Westinghouse agreed to another extension of the
long lead forging reservation agreement. The latest change preserves the original terms and
specifications, but extends expiration to March 2011.

FPL recognizes that keeping the agreement intact is in its best interest, preserving
flexibility and cost while holding the FPL place in line. It also recognizes risk that at some point
the reservation agreement may be dissolved instead of extended. Terms specify a refund of the
reservation fee, less 15 percent for administrative costs, if Westinghouse can remarket the
manufacturing slot. The amount if Westinghouse is unable to remarket the slot is not specified.
In that case, FPL could lose a greater portion of its reservation fee.

DOE ILoan Guarantee Application Deferred

FPL states that the company had two reasons not to submit a Department of Energy
(DOE) Loan Guarantee Program application during the first solicitation. Initially, the federal
government allocated a relatively small amount ($18 billion) for what FPL believed might be a
large number of applicants. FPL. also considered the Loan Guarantee program largely undefined
regarding participants’ cost, benefits derived, or loan structure. FPL states that the application
deadline may have required the company to rush through its technology selection process.

' “Decision to Extend Forging Reservation Agreement”, exhibit SDS-16, May 3, 2010 testimony.
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Still, FPL is monitoring the first wave of DOE loan guarantees. The company believes

this will result in more clarity about costs, benefits, and structure. Should additional funds be
made avatlable and another solicitation occurs, the company will consider application.

The decision not to join the first wave of applicants had no impact on the original FPL
ttmetable and did not contribute to the deferral of in-service dates. There will be a fee due to the
federal government for guaranteeing any loan. This fee should be offset by lower interest rates
and costs offered by lenders who believe a government guarantee lowers their risk.

Organizational Changes

Overall, project organization remains unchanged. There are two principal organizations,
Project Development and New Nuclear Projects, each led by a vice-president. They are jointly
responsible for coordinated, integrated project execution. The Vice-President, New Nuclear, is
responsible for NRC licensing, project engineering, and construction. The Vice-President,
Project Development, is responsible for all other aspects of project development, including site
certification, local zoning, public relations, and FPSC regulatory issues.

Some key personnel changes have occurred, however. The vice-president of New
Nuclear Projects retired early in the second quarter of 2010. Leveraging expertise, project
familiarity and experience with the Bechtel contract, the Director of Nuclear Licensing assumed
the responsibilities of the vice-president, New Nuclear Projects. Some New Nuclear personnel
have also temporarily been reassigned to the uprate project as a result of the schedule shift.
According to FPL, this will help control New Nuclear project costs. FPL plans to bring these
personnel back to the New Nuclear Project when the project transitions to construction.

2.1.2 Turkey Point 6&7 Project Cost Estimates

It is important to revisit how FPL arrived at current project cost estimates. The original
FPL determination of need cited a cost range from $12.1 billion to $17.8 billion. This total is
divided into four categories -~ site selection, pre-construction, construction, and Allowance for
Funds Used During Construction (AFUDC). Original FPL estimates are shown in EXHIBIT 3:

Turkey Point 6&7

2007 Determination of Need Cost Estimates
Category Low High

Site Selection $8,000,000 $8,000,000
Pre-construction $465,000,000 $465,000,000
Construction $8,149,000,000 $12,124,000,000
AFUDC $£3,461,000,000 $5,160,000,000
TOTAL $12,083,000,000 $17,757,000.000

EXHIBIT 3 TOR-2, Section 8(¢f), May 3, 2010 Testimony

Current FPL project cost estimates appear below, in EXHIBIT 4. The all-in cost of
bringing Turkey Point 6&7 online is now predicted to be $12.9 billion to $18.7 billion, with the
likelihood that it will be in the upper end of the range.
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Site Selection $6,118,105 $6,118,105

Pre-construction $217,831,895 $244,883,895
Construction $8,988,395,000 $13,162,439,000
AFUDC $3,641,949,106 $5,333,202,845
TOTAL £12,854,294,106 $18,746,643,845

EXHIBIT 4 TOR-2, Section 8(f), May 3, 2010 Testimony

Turkey Point 6&7 site selection is complete. Actual expenditures were 24 percent lower
than originally predicted.

Current low and high end estimates for pre-construction are 53.2 percent and 47.3
percent lower than the estimates contained in the original FPL need determination. Most is not
actual savings, however. The majority of costs are simply deferred from pre-construction to
construction due to the separation of the project’s licensing and preparation phases.

Moving pre-construction costs to construction resulted in that phase having the largest
change in estimated cost, from nearly $840 million more on the low end, to as much as $1.04
billion in additional costs for the high end estimate. The low and high are up 10.3 percent and
8.6 percent respectively from the original filing.

In the company’s most recent estimate, project final cost is expected to increase $771.3
million (6.4 percent higher than the low end estimate) to as much as $989.6 million (5.6 percent,
higher than the high end estimate) compared to the original need determination filing.

2.1.3 Project Feasibility Analysis

Project feasibility analysis is conducted annually for the Turkey Point 6&7 project and
results are presented to FPL executive management. The analysis consists of multiple scenarios,
varying conditions and assumptions to determine feasibility while providing an additional
element of accountability control and project oversight. Each annual study uses updated fuel
cost forecasts, environmental forecasts, capital cost estimates, and sunk costs.

FPL states that the analytical methodologies and approaches used in the 2010 feasibility
study are nearly identical to those of the 2007 need determination and in the 2008 and 2009
analyses. However, some assumptions used in the 2010 analysis changed from previous years,
including

Changes to the Turkey Point Unit 6&7 in-service dates,
A prediction of lower future natural gas prices, and
Less consumer demand beginning in 2015 and extending through 2040.

The company states that regardless of the changes to critical assumptions, the 2010
feasibility analysis predicts the project remains cost effective in each of seven base case
scenarios for fuel and environmental compliance costs. The company states that this year’s
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study supports continuation of PTN 6&7 project, and that the project remains feasible, viable,
and offers substantial benefit over any non-nuclear alternatives.

2.2 Turkey Point 6&7 Project Controls and Oversight

FPL believes that Turkey Point 6&7 controls and oversight are adequate and responsive
for moving the project forward. Subject matter expertise is in place, providing information,
project oversight and fiscal accountability.

The company states that the project controls and oversight staff observed in prior years
remain in place with subject matter experts and team members focused on moving Turkey Point
6&7 forward. FPL managers state that the primary project controls are:

Budgeting and reporting process,
Schedule and activity reporting processes,
Contract management process, and
Internal and external oversight processes.

The internal and external oversight processes consist of:

Executive management,

Subordinate managers,

Subject matter experts (SME),

Mutually reinforcing schedules and cost controls, and
Regular updates on risk, cost, and schedule.

Project Controls group provides management with regular reports detailing schedule,
budget, costs, vendor performance and risks. Primavera 3 remains the principal scheduling
software, capable of monitoring and updating functions. It can sort data and produce customized
management and status reports.

Project Managers, Technical Representatives, and Quality Assurance personnel monitor
vendor performance, ensuring task completion is timely and within budget. FPL Integrated
Supply Chain (ISC) sourcing specialists and contract managers closely monitor contract changes
and contractor performance. Schedule and cost anomalies are reported to management. These
reports assist management to identify and prioritize risks, develop remedies, and to implement
solutions.

2.2.1 Changes to Project Controls

FPL made some changes to project controls since the 2009 FPSC staff audit report.
Among these are development and use of new tools to record and assess risk, or to document
important project decisions. In an acknowledgment by FPL of the value offered by outside
assessment, several newly developed tools resulted directly from recommendations contained in
a project management review conducted by Concentric Energy Advisors.
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FPL now uses memoranda or “white papers” to memorialize and explain key decisions

for the Turkey Point 6&7 project. FPL believes memoranda convey important control

characteristics to the project going forward. Each memorandum is a record of the current

thought processes and decision architecture at the time of decision. Each provides a significantly

higher level of real-time and historical documentation for decisions. And, management states
that these documents furnish higher transparency regarding project management.

2.2.2 Changes to Risk Management

FPL developed a High Level Risk Summary in 2009 to record an assessment of project
risks over time. The report is used to provide detail on the probability of occurrence for each
risk and a separate analysis of the impact to project implementation, cost, and schedule. FPL
believes that this report establishes ownership, provides greater detail, and is reviewed more
frequently than previous risk summaries.

2.2.3 Changes to Management Oversight
The company states that it engaged in a diverse effort during the past year to improve
management oversight processes. These actions included:

Updating of Process Control Guidelines,

Mandatory training on expense reporting, local disbursement, and payroll practices,
Improving the Monthly Cost Report and Management Meeting processes, and
Thorough review of team reports and updating of team instructions/forms.

2.2.4 Audits

There are no internal or external audits in progress at this time. FPL has none planned for
the balance of 2010. A schedule for 2011 has yet to be developed. However, FPL states that it
believes auditing and quality assessment play an integral role in keeping projects on time, costs
on target, and management attuned to project tempo. The company states that it uses a
comprehensive set of audit activities to monitor, assess, and document project activities and that
such internal control reviews and financial audits support prudency determination.

Three audits or reviews conducted during the past year are of special interest:

A sub-tier audit of Bechtel Power Company,
An audit of project expenditures by Jefferson Wells International, Inc, and
A process and controls review by Concentric Energy Advisors, Inc.

The Bechtel audit began in February 2009, with audit findings issued in June 2009. The
audit examined sub-tier vendors whose expenditures exceeded $100,000. The period covered

was Januﬁ 2008 to January 2009. InaﬁproEriate markuis totalinﬁ $45,060 were discovered.

FPL recovered in full, deducting the amount from a subsequent payment to Bechtel.

Jefferson Wells Audit
The Jefferson Wells audit focused on the propriety of project expenditures from January
through December 2009. The purpose was to determine if expenditures were project related, had
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been charged properly, and in accordance with existing controls. Areas examined included

employee expense reports and payroll, third party invoices, and reconciliation of amounts
included on the FPSC filings.

In its conclusion, Jefferson Wells opined that FPL currently has in place adequate
controls and that costs incurred are being appropriately charged to the project.

Concentric Project Controls Review

The review by Concentric Energy Advisors provided FPL with feedback on company
efforts to develop the new deployment schedule, FPL’s process to evaluate and revise project
cost estimates, benchmarking cost estimates against those of similar new U.S. construction, and
an assessment of the feasibility analysis. Concentric concluded that processes to revise project
schedule and cost estimates are reasonable and produce appropriate results. Controls remain
effective and largely unchanged. Concentric also concluded that FPL’s feasibility analysis is a
reasonable approach to evaluating project costs.

At the conclusion of the review, Concentric made 12 specific observations addressing
possible changes or improvements. Concentric states that FPL adequately responded to each
observation, adopting four and keeping three more under consideration for implementation.
Changes adopted by FPL include using memoranda to memorialize key decisions, establishing
witness points for manufacturing activities, creating spreadsheets to track pending invoice
credits, and improving the transparency of invoice review and approval processes.

FPL believes three others are adequately addressed by existing company practices or
procedures. A recommendation for updating Project Instructions annually was adopted, but
modified to biennially. Finally, FPL considers the recommendation to develop a workforce
contingency protocol a matter for future planning, when the project pace increases and moves
nearer to actual construction.

One Concentric recommendation not adopted by FPL is noteworthy, that of an annual
review to ensure Bechtel is billing in accordance with the terms and conditions of the contract.
Concentric believed this to be particularly important regarding Bechtel subcontractors. FPSC
audit staff agrees that accurate, concise, and timely billing is particularly key regarding
subcontractors. This is an issue that FPSC audit staff believes should be reconsidered for
implementation as the project moves to the construction phase, with significant accelerated pace
and scope.

FPL does not believe an annual Bechtel review is necessary but retains the option to
conduct one if future conditions warrant. The company is confident that existing contract
management and controls personnel are already providing a sufficiently high level of scrutiny to
contracts, contractors, their subcontractors, and every invoice received for payment. FPSC audit
stafl agrees that, at the present state of the project, biennial reviews are sufficient. However,
FPSC audit staff believes that an annual review of Bechtel and subcontractor billing has merit
and should be reconsidered for implementation by FPL as the project moves to construction.
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2.2.5 Quality Assurance
The organization and goals remain unchanged. Quality Assurance (QA) and it’s
fundamental operating reference, the Quality Assurance Oversight Plan, exist to hold vendors
~.accountable for process and product quality. QA is budgeted and directed by New Nuclear
Projects, with procedures and process control exercised by Nuclear Assurance. Independence is
maintained by the QA program manager reporting directly to the Director of Nuclear Assurance.

FPL project management is aware of the importance of such assessments and as a result
focuses attention on it. Initiatives since April 2009 include:

Oversight of vendors” on-site activities
Contractor procedure review
Development of new QA programs
Reviewing NNP project procedures

During oversight observations of vendor activity, QA assessed vendor compliance with
contract terms and conditions as well as with FPL procedures. No areas of non-compliance were
discovered.

QA also undertook a self-assessment to insure compliance with NRC regulations and to
determine whether FPL had vulnerabilities similar to those the NRC identified during audits of
other utilities’ new nuclear applications.” This FPL QA review concluded that some
vulnerability existed. Violations from other nuclear projects seen by FPL as potentially relevant
to the Turkey Point 6&7 project included:

Failure to control and identify procedures developed and implemented under the QA
Program for the COLA, (FPL believed this partially applicable),

Failure to include instructions for notifying appropriate levels of management if a
condition adverse to quality is identified, (partially applicable), and

Procedures did not include records retention requirements (applicable).

As a result, QA Program plan QI-2-NNP-01 - “Quality Assurance during the Pre-
Construction Phase of the PTN 6&7 New Nuclear Project” - was revised, staffed, and
distributed. A need to improve training regarding 10CFR21 was also identified. This training
has been developed, scheduled, and is ongoing.

2 NRC Inspection 05200012/2009201 & 05200013/2009201 from the South Texas Project, March 2, 2009; NRC
Inspection 05200025/2009-201 & (5200026/2009-201 from the Southern Nuclear Operating Co., April 16, 2009.
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2.3 Turkey Point 6&7 Contract Oversight and Management

There have been no revisions to the New Nuclear Projects contractor oversight and
management plan since April 2009. However, there were changes to existing contracts as well
as new contracts signed during the last year. These are discussed in more detail below.
However, the key story during the last year is deferment of contracts originally expected to be
either already in place by now or to be exercised in the near future.

Delays anticipated for in-service dates for Turkey Point 6&7 have created a significant
shift in changes to existing contracts or the signing of new ones. In 2009, FPL decided that
expenditures toward the preliminary design, procurement, and construction planning steps
contained significant risk of being inefficient or premature. The company decided to defer such
activities until the licensing process is further along and believes this strategy provides additional
risk control.

FPL has made one warranty claim against the || SN ontractor JEGTGEGEEN
I (o nonconformance and incomplete work. Informed in December 2009
that hundreds of pages of the*were missing from the [

FPL. began an investigation to determine the circumstances. Subsequently, FPL issued a
warranty claim agains in January 2010. In accordance with contract provisions for
arranted that its work would meet high standards of care, skill,
and diligence, in keeping with industry standards and expected levels of professional
competence. FPL expectsi to absorb all costs and expenses associated with preparation
and filing of the correction. FPL aliowed|ilij to continue work because a full resolution is
expected by mid-2010.

Bechtel has the primary contract for COLA and Site Certification Application preparation
and support while specialty contract engineering companies support the Army Corps of
Engineers permit and other permit applications. Westinghouse/Shaw will provide support to
FPL and Bechtel in review of the COLA.

2.3.1 Contracts Executed or Modified

From January 2009 through April 2010, FPL initiated 65 new contracts or change orders.
Most are relatively low in value, particularly when compared to the overall project cost
estimates. Combined, these contracts and change orders represent less than 1 percent of the
estimated total project expenditures.

Forty-six (71 percent) of the contracts are valued below $500,000. Twelve change orders
(18 percent) had no monetary value at all, either correcting administrative errors or adjusting
terms and conditions of original contracts or an earlier change order.

FPL executed 11 contracts or change orders greater than $250,000 (EXHIBIT 5). Four
have values greater than $1 million - BecW, BVZ Power Partners
Nuclear , Golder Associates , and Environmental Consulting and
Technolol. Totals reflect the original contract plus all subsequent change order
increases.
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Contracts Greater than $250,000

Status Contactor ' Description -

 Amount 'T‘vpc"*'

. COLA/SCA Prep and RAI
Open | Bechtel Power Corporation S B C.S.P
Engineering and Construction
Open | BVZ Power Partners- Nuclear Plan B sr
Open | Golder Associates Inc, Post-SCA submittal support ] S
Environmental Consulting and
Open Technology SCA Support ] S
Open | Electric Power Research Institute Advanced Nuclear Technology e S
Open | Westinghouse Electric Co. (S:I%I];'::tSCA Prep and RAI T sr
Open | Ecological Associates Seagrass Survey / Report [ ] S
Open | Eco Metrics, Inc. Environmental Consulting ] S
Closed | Optimal Geometric Right-of-way survey e S
Open | HDR Engineering Aquifer Performance Testing ] S
. . Post-SCA submittal, UIC
Open McNabb Hydrogeologic Censuiting, Inc. T —— ] S

* C = Competitive Bid. S = Single Sowrce. and P = Predetermined Source
EXHIBIT 5 Source: Schedule T-7, FPL Testimony, March I, 2010

The Bechtel contract is currently the largest by a wide margin. The Bechtel contract is
nearly than the sum of all other contracts greater than $250,000 -- | EGN
to Competitively bid and signed in 2007, the original Bechtel contract now has
20 change orders. All change orders are documented by single or predetermined source
justifications. Change orders from January 2009 through April 2010 added || 204,

without further extension, the contract will expire in late 2011. Three of the change orders are
valued at more than $1 million (EXHIBIT 6).

Turkey Point 6&7

Change Orders Greater than $1 Million — 2009

Contractor Description Amount

Bechtel Power Corporation CO#18 - COLA / SCA Preparation and Support |
Bechtel Power Corporation CO #12 - COLA / SCA Preparation and Support |
Bechtel Power Corporation CO##14 - COLA / SCA Preparation and Support |
EXHIBIT 6 Source: DR-4.4

FPSC audit staff reviewed all change orders for adherence to FPL internal controls,
processes, and content. Particular scrutiny was given to those change orders valued over $1
mitlion. FPSC audit staff found no anomalies and is satisfied that all change orders were
necessary for COLA and SCA preparation and support, and that they do not result from poor
performance or errors by either party. FPSC audit staff bases this on the close inspection of the
change orders as well as the extremely low number of Requests for Additional Information FPL
has received from the NRC.
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2.3.2 Changes to Contract Management

Changes to FPL contract management in 2009 were evolutionary. FPL refined existing
controls and procedures rather than creating new ones. Contract managers assert that any
invoicing anomaltes are quickly discerned under the present system of review. Every invoice is
scrutinized by at least two reviewers as it moves through the payment processing system.
Monthly, every invoice received during the month is reviewed against prevailing labor rates,
hours are tallied by sub-job, and all travel expenses are reviewed for cost appropriateness, project
applicability, and required justifications. FPL states it retains the option of a wholesale audit of
Bechtel in the future, auditing as needed instead of according to a specified time interval.
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3.0 Extended Power Uprate

3.1 Extended Power Uprate Key Project Developments

FPL characterizes the status of the Extended Power Uprate (EPU) projects as in the early
stages of the Engineering Design Modification Phase, with the License Amendment Request
(LAR) analyses nearing completion. Most long lead equipment is ordered and expected to be
delivered to support the Implementation Phase, with the exception of possible scope changes.
FPL is currently refining the project scope and budget, as significant events during 2009 have
modified the project implementation activities.

In early 2009, Bechtel had begun staffing for engineering, procurement, and construction
activities. Bechtel began completing the Project Integration Plan and engineering design
modification work packages necessary to implement the St. Lucie and Turkey Point uprates.
Bechtel also began developing procedures to guide the engineering, procurement, and
construction activities of the uprate.

In April 2009, FPL encountered plant-related technical issues impacting its LAR
schedule, causing EPU management to extend the submittals to the second quarter 2010. Later
in 2009, FPL revised the expected submittal date to fourth quarter 2010. This change resulted
from the need for additional engineering and analysis to meet NRC requirements within the LAR
submittal.

In May 2009, Bechtel submitted its estimated project man-hour forecast to FPL for the
uprate projects. Bechtel forecast [l man-hours to complete the project compared to a
previous estimate of [JJJJJJJlJ man-hours. As a result of the large difference in estimates from
Bechtel, EPU Management asked Bechtel to provide additional estimates in June 2009,
including a best-case/worse-case estimate, and including revised outage windows with possible
scope reductions.

These events led original EPU Management to begin a mid-course review of the project
work scope, design modifications, and estimated schedule and costs. As FPL continued detailed
LAR engineering, it became apparent that FPL should re-evaluate the scheduling of its planned
outages, project scope, resources, and budget.

In early July 2009, FPL Group senior management made a decision to replace the
original EPU project senior management. FPL Group senior management wanted new EPU
senior management to reassess the project scope, challenge the EPC contractor estimates,
consider alternative EPC vendors for at least a portion of the work, and engage third party
support to assist in advancing the completion of project cost estimates. FPL’s Chief Nuclear
Officer announced the EPU senior management change on July 15, 2009, along with other
nuclear fleet organizational changes. The new EPU senior management team began in August
2009, and soon thereafter, an EPU organizational structure change was announced.
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As a result of the events described above, FPL modified its EPU outage schedules to

reflect necessary changes in the License Amendment Request schedule, address project technical

challenges, and minimize the overlap of scheduled unit outages under the previous schedule.

Eight Key Project Developments impacted the St. Lucie and Turkey Point EPU projects during
2009 into 2010. These Key Project Developments discussed below include:

New uprate project nonbinding cost range estimate
Replacement of EPU management and re-structure
Mid-course review

Outage optimization review

Scope changes and contract renegotiations

Schedule changes to the License Amendment Request
Third party assessment and Turkey Point budget estimate
Three new significant risks identified in 2010

3.1.1 New Uprate Project Non-binding Cost Estimate

FPL states that the completion of the St. Lucie Unit 1 LAR, and the work being done on
the remaining LAR submittals in 2010, allowed FPL to identify project modifications necessary
for the project and to quantify known project risks. FPL considers the project to be in the early
stage of design engineering, and notes that an uncertainty of project scope and total costs
remains. As FPL continues to complete final design engineering, regulatory licensing reviews,
and construction planning, the company will receive additional certainty to more accurately
forecast total EPU project costs.

FPL now believes that a range of costs, rather than a single cost estimate, is the best way
to forecast the project costs. The original non-binding cost estimate provided in FPL’s need
determination filing in September 2007 was $1,798 million. This figure was based on
preliminary feasibility and scoping studies performed by FPL during that time frame.

EXHIBIT 7 shows the estimated Construction and AFUDC & Carrying Charges from
the September 2007 need determination filing. Generally, uprate projects have no site selection
and pre-construction costs included because the work is completed on existing plant facilities at
existing company locations.

Extended Power Upra‘té

2007 Determination of Need Cost Estimate

Category _ - _ Estimate

Construction o $1,446,304,000
AFUDC & Carrying Charges $351,696,000
TOTAL $1,798,000,000
EXHIBIT 7 TOR-2, Section 8(f), Witness Jones, May3,2010 Testimony

The 2010 FPL estimated range of costs for the St. Lucie and Turkey Point uprates is
shown in EXHIBIT 8. FPL suggests that this range of costs is now a better method to examine
the estimated project costs due to the current uncertainties contained in the project scope, budget,
and schedule.

EXTENDED POWER UPRATE 22




Docket No. 100009-EI
Review of Project Management Internal Controls
Exhibit FR-2, Page 29 of 56

Exté—ndéd Power 'Upr:até . .

2010 Total Completion Cost Estimates

Catego ry _ S ; Low -
Construction $1,899,860,223

$2,140,660,840
AFUDC & Carrying Charges $153,602.007 $157,850,612
TOTAL $2,053,462,230 $2,298,511,452

EXHIBIT 8 TOR-2, Section 8(f), Witness Jones, May 3, 2010 Testimony

Based on the current estimate range, the low total cost estimate is $255.5 million (14
percent) greater than the need determination estimate. The high total cost estimate is $500.5
million (28 percent) greater than the need determination filing estimate.

FPL attributes the differences in the original project need estimate and the current
forecast range to increased costs for expected LAR submittal and defense, as well as increased
EPC vendor costs expected due to scope additions identified through the review of
implementation modifications.

FPL believes additional EPC costs are expected due to the complexity of completing the
modification implementation work for the uprates. These costs will be necessary to support
work to secondary plant floor elevations and existing plant structures, necessary to carry the
heavier equipment and modifications installed during the EPU.

FPL explained that limited work space and equipment staging costs will increase, in
conjunction with the plant refueling activities during the outage, and the complexity of
modifying numerous pieces of equipment. Lifting and moving replacement equipment to be
installed takes a rigging plan, equipment staging, and heavy lift devices, to accomplish the
scheduled work. These project costs also increase as new scope and activities are added to the
project.

The company stated that performing work safely in an operating plant requires that
federal, state, and local regulations are followed. Schedule integration, directing when and
where heavy equipment cranes and other devices will be used, and where equipment will be
staged to support work activitics are important costly activities. Costs associated with training,
instructing, monitoring and overseeing work forces also figure into project cost increases when
plant change modification scope is increased.

FPL believes these and other project activities not yet identified will further increase the
range of costs to complete the uprates by year end 2012. Currently, FPL estimates the high end
of the cost range to be $2,300 million.

In May 2010, FPL witness Jones announced in his testimony that FPL will produce
between 399MW and 463MW from the St. Lucie and Turkey Point uprates. FPL’s current
estimate is that a total of 450MW will be produced by the uprated units. The original FPL
estimate provided during the need determination proceeding was for a total of 208MW from
Turkey Point Units 3&4 and 206MW from St. Lucie Units 1&2, for a total of 414MW from the
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uprates. The newly estimated difference in generation represents an additional 36MW, of
generation, or 8.7 percent more MW than initially specified in the need hearing.

FPL also completed its annual EPU project feasibility analysis. Using the new 450MW
production level, rather than the best case production level of 463MW, and the high end of the
new non-binding project cost range ($2,300 million) FPL concluded that the EPU project
continues to remain cost-effective. FPL projected the EPU nuclear uprates to be cost-effective in
all 7 of 7 base case scenarios used to assess the project feasibility.

3.1.2 EPU Management Replacement and Restructure

In 2009, FPL changed EPU project management teams and re-structured the EPU project
organization. The new EPU project management team was tasked with more aggressive
management of the EPC Contractor, and the new EPU project organization was structured to de-
centralize much of the project support responsibilities to the on-site EPU teams.

Removal of EPU Senior Management Team

In July 2009, FPL senior management changed EPU project management teams. The
significance of this event is that FPL senior management believed the original team was not
performing as expected. Senior management believed that a change in EPU management was
necessary to ensure the project quality and forecasted costs were not compromised. FPL senior
management noted

Both previously assigned VP level managers were no longer involved in the EPU
project because FPL Group senior management decided that changes to these
leadership positions would enhance FPL's ability to bring the EPU projects to
successful completion, promote effective succession planning and talent
utilization, and improve the quality and timeliness of forecasted project costs.

According to FPL, the original management team had not been aggressive in keeping cost
estimates from the EPC Contractor under control. FPL senior management stated that the
original EPU project team was not able to accomplish this. FPL senior management further
noted:

One of the biggest drivers of the decision was FPL Group senior management’s
identification during the second quarter of 2009 of the need to more aggressively
explore and implement ways to test, validate and report cost estimate information
such as that which the company had been receiving from its Engineering,
Procurement and Construction (“EPC”) contractor for the uprates project, Bechtel
Power Corporation. FPL Group senior management believed that the newly
assigned EPU senior management team was better suited to carry out this task.

FPL senior management stated that Bechtel’s estimates for additional staffing to
complete scheduled outage work had not been challenged aggressively enough by the original

* FPL response to staff data request DR-8.9,
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EPU management team during late 2008 and continuing into 2009. FPL senior management
stated:

One of the specific business chailenges was that during late 2008 and continuing
into 2009, FPL had been receiving Bechtel submissions that proposed
substantially more staffing to perform the uprate work than Bechtel had
previously estimated. The company wanted more aggressive actions taken to
robustly challenge Bechtel’s proposals, and to determine whether Bechtel’s
proposed staffing and resulting costs were reasonable.

Examples of the types of actions that FPL Group senior management wanted new
EPU senior project management to implement included: reassessing project
scope, challenging Bechtel’s estimates, considering alternative EPC vendors for at
least a portion of the work, and engaging third party support to assist the new
management team in advancing the project cost estimates.

The FPL senior management statements above indicate that EPU management
performance was questioned during the period from late 2008, when the EPC Contractor was
approved, through the removal of the original EPU management team in July 2009. During this
time frame, Bechtel had mobilized staffing to the project and was in the process of completing
initial deliverables of the St. Lucie and Turkey Point EPC contracts.

In the period January through May, Bechtel began conceptual engineering of plant
modification packages for the St. Lucie and Turkey Point initial outages. In May 2009, Bechtel
submitted a man-hour estimate for the projects to EPU management. This estimate was 700,000
man-hours greater than expected by FPL and the company began examining reasons for the
estimated increases, as well as potential strategies for attacking the increases. EPU management
asked Bechtel to reconsider the estimate, identify potential efficiencies to reduce costs, and
submit a new estimate in June 2009.

FPSC audit staff believes that FPL senior management identified performance issues
within the EPU management team that may have allowed Bechtel-related costs to rise
unnecessarily. The failure of EPU management to adequately question and manage those costs
was cited as one of the reasons FPL senior management changed the EPU management team in
July 2009. Since May 2009 the following key EPU management changes were made:

Vice President Power Uprates transferred to Nuclear Projects and later retired
Vice President EPU-Implementation resigned for performance issues

Turkey Point Site Director was terminated for performance issues

Director of EPU Projects resigned

EPU Project Control Supervisor transferred to Nuclear Projects and later resigned

FPL later completed efforts including the mid-course review, outage optimization,
renegotiation of contracts, changing of LAR submittal dates, and hiring a third-party consultant
to evaluate the Turkey Point Unit 3 project and develop a detailed cost estimate with
recommended modifications. FPSC audit staff believes that some portion of these efforts to
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correct the St. Lucie and Turkey Point uprate project schedule and budget were the results of the
EPU management poor performance.

However, FPSC audit staff believes some of FPL’s efforts could have been part of the
iterative process of project evaluation, due to the natural progression of designing and
implementing a complex project such as the four uprates. Based on the events and developments
described above, FPSC audit staff concludes that EPU management was replaced in part due to
performance issues. Therefore, FPSC audit staff recommends the Commission closely examine
associated project costs in a future proceeding.

Actions of New EPU Senior Management Team

As discussed above, FPL senior management identified specific types of actions it
expected from EPU project management. FPL Group senior management expected EPU project
management to reassess project scope, challenge Bechtel estimates, consider alternative EPC
vendors for a portion of the work, and engage third party support to assist in advancing project
cost estimates.

In August 2009, the new EPU senior management team began operation and soon
announced a new organizational structure for the EPU project. The new team later completed
the outage optimization review, modified the licensing submittal schedule, and hired a third-
party consultant to evaluate the project scope and budget for Turkey Point Unit 3 in December.
These efforts are discussed further in sections 3.1.3 through 3.1.8.

A new EPU organizational structure implemented in August 2009 further moved
responsibilities for project implementation to each of the sites. The EPU organization continues
to be headed by the VP Nuclear Power Uprates. The Controls Director, Implementation Owner-
South, Nuclear Cost Recovery Interface Manager, Licensing and Regulatory Interface, and
Implementation Owner-Midwest report directly to the VP Nuclear Power Uprates. The Quality
Assurance function reports on a dotted line basis to the VP Nuclear Power Uprates.

The new Implementation Owner-South position provides direction to the Turkey Point
and St. Lucie EPU Site Directors. The EPU Director position at Juno Beach was no longer
required, and those responsibilities were transferred to the Implementation Owners. The EPU
Modification Director position at Juno Beach was also no longer required, and those
responsibilities were transferred to the individual EPU Site Directors, who have a modification
Enginecring Manager and organization reporting to them.

A dedicated Project Controls organization established at each site reports directly to the
Controls Director at Juno Beach, and has dotted line responsibility to the Site Director. Day-to-
day implementation of EPU project controls activities occurs at the individual site level, with
consolidated monthly reporting and oversight being completed at the Juno Beach level. The
current EPU organizational structure reduced the size of the core team at the Juno Beach
corporate offices, while the majority of the EPU Project organization is now functioning at the
respective sites.

EXTENDED POWER UPRATE 26




Docket No. 100009-EL
Review of Project Management Internal Controls
Exhibit FR-2, Page 33 of 56

3.1.3 Mid-Course Review

In mid 2009, FPL undertook a mid-course review to reassess the scope, schedule, and
costs for the EPU projects. EPU management stated that the mid-course review reduced or
eliminated significant work scope and identified additional cases where increased scope changes
were necessary. A summary of some items considered, and scope changes made at each plant
site, as a result of the mid-course review are discussed below.

Turkey Point 3&4

The mid-course review tested the information previously received through scoping
reviews, engineering studies, and system assessments conducted in the 2007-2008 time frame.
FPL began to look at possible ways to reduce project costs and implement efficiencies when the
EPC Contractor costs were forecast beyond the milestone amounts stipulated in the contract, and
numerous other technical challenges arose within the project.

Examples of the Turkey Point 3&4 scope changes due to the mid-course review include
decisions regarding the condensate pump and steam generator feedwater pump. Original EPU
scope included replacing the condensate pumps and motors, and maintaining an installed spare
condensate pump selection. The original scope also included the replacement of the steam
generator feedwater pumps. The mid-course review examined four options, and recommended
installing three new condensate pumps and using the existing steam generator feedwater pumps.

The original EPU scoping study called for the replacement of all feedwater heaters (1-6)
at each unit. During the mid-course review, the decision was re-evaluated and FPL determined
there was no need to replace feedwater heaters 1-4. Therefore, only the number 5 and number 6
feedwater heaters were scheduled to be replaced.

Revised recommendations were made to retain the four feedwater heaters, develop and
perform pre-EPU inspections to confirm the material condition of feedwater heaters, and confirm
that no modifications are required prior to the EPU. In addition, the recommendation included
developing post-EPU inspection plans for each feedwater heater, developing trend data, and
implementing digital upgrades to the entire feedwater heater level control system.

The initial EPU scope for spent fuel pool cooling was to install a temporary cooling
system for each unit during the installation of new heat exchangers for both units. The mid-
course review and evaluation identified that smaller supplemental heat exchangers could be
installed without interrupting the normal cooling system operation. FPL will retain the current
spent fuel pool heat exchanger and install a small supplemental heat exchanger, eliminating the
need for the temporary cooling system additions.

Other modifications removed from the Turkey Point EPU scope, as a result of the mid-
course review, are the main generator exciter rewind being done as a risk management issue and
recommended to be deleted from EPU scope, and the steam dump to condenser valves
recommendation to retain the existing condenser steam dump valves.

The removal of these scope items from the Turkey Point EPU project significantly
reduced some costs. However, during the mid-course review period other modifications and
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scope changes were identified that offset some or all of the savings from the changes described

above. EPU management states that as the modification work packages are completed, in late

2011 the project’s final scope, budget, and schedule will be further refined. However, based on

the changes identified to date, the anticipated project risks, and the remaining work to be

completed, FPL has established a new uprate project non-binding cost estimate range for the

total EPU project, approximately 14 percent to 28 percent higher than the original need
determination estimate for the project.

St. Lucie 1&2

As with Turkey Point Units 3&4, major scope elements of St. Lucie Units 1&2 were
evaluated during the mid-course review. Several key scoping changes were identified including
an exciter refurbish/rewind in the original EPU scope review. During the mid-course review,
FPL determined through closer evaluation that the exciter itself does not require modification to
handle increased excitation at uprate conditions. Therefore, the exciter was deleted from the
EPU scope.

The original EPU scoping study for the number 5 feedwater heaters at St. Lucie
recommended replacing the feedwater heaters including the relief valves and vent stacks. The
original scoping study concluded that under EPU operating conditions the heaters would not
provide the recommended ten percent margin above the design pressure. Replacement feedwater
heaters would be designed to EPU conditions to provide the required margin. The EPU scoping
study recommended a detailed review of the feedwater heaters at EPU conditions by the FPL
vendor contracted for the review of the St Lucie Unit 1&2 number 5 feedwater heaters at EPU
conditions. The recommendation of the study was to modify certain equipment rather than
replacing the feedwater heaters as originally planned.

FPL’s plan to replace all existing pneumatic level control systems with a digital level
control system at the St. Lucie Units was reconsidered during the mid-course review. As a
result, FPL determined that the modification of all pneumatic controls was not required to
support EPU operating conditions. Therefore, the accepted recommendation was to limit EPU
scope to those controls associated with a heater or moisture separator reheater being replaced,
rather than replacing all existing pneumatic level control systems.

During the mid-course review FPL also re-evaluated the original decision to install a new
section to the existing switchgear and rewind or replace the condensate pump motor. FPL
determined that the pump re-powering is not required for EPU. FPL concluded that the
meodification corrects an existing design deficiency and removed the modification from the EPU
scope. The pump re-powering “work will be completed under plant maintenance.

Additional modifications removed from the St. Lucie EPU scope as a result of the mid-
course review included the circulating water pump refurbishment which was determined to be a
maintenance item, condenser material upgrades and repairs were removed from EPU and placed
into plant budget, and the condensate pump rotating element replacement for Unit 1 was
determined to be acceptable for EPU operation.
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The removal of these scope items from the St. Lucie EPU project significantly reduced
some costs. However, during the mid-course review period other modifications and scope
changes were identified that will offset some of the savings from the changes described above.
3.1.4 Outage Optimization Review
In early August 2009, FPL directed Bechtel to provide a preliminary scope list of Project
Change Modifications for the first outage of Turkey Point Unit 3. Bechtel was requested to
develop a resource-loaded engineering schedule and estimated cost for each of the 18 listed
modifications for the outage. FPL EPU management also directed Bechtel to revise the project
work plan to reflect a new outage optimization scenario of short and long outages (35 days and
88 days) to level engineering activities and modify the existing outage schedule.

FPL explained that the purpose of the outage optimization scenario was to better align the
outage schedule with anticipated changes in the LAR licensing schedule, and to reduce potential
outage overlaps between the St. Lucie and Turkey Point schedules. FPL noted that the existing
evenly-staged 55-day to 65-day outage events included overlapping work activities for some of
the scheduled outages. This presented engineering, manpower, and other challenges. FPL
realized that the existing outage schedule would need to be replaced with one including shorter
initial outages followed by longer subsequent outages. FPL states that the outage optimization
review eliminated overlaps of the previous schedule, allowed some work planned for the first
outage to be moved to the second, and will allow FPL to complete EPU projects within the
original established schedule time frame of 2012.

In the event that work or equipment delays are experienced with either short or long
outages, FPL could move final work into a third outage if necessary. Although the potential risk
of a third outage existed even with the original outage schedule, such action would delay the full
benefits of the uprate until at least the next outage cycle in 2013 or 2014. TIf EPU work is
extended to a third outage, FPSC audit staff believes project costs will certainly increase.

3.1.5 Scope Changes and Contract Renegotiations

During 2009, the need for more detailed LAR engineering, the mid-course review, and
the outage optimization review helped FPL further revise and refine the uprate project scope,
schedule, and budget. These efforts also necessitated that FPL renegotiate certain contracts with
vendors due to scope reductions, modifications, and additions.

During the period May 2009 through February 2010, FPL made between 250 to 300
contract revisions to 80 existing contracts’ scopes, terms and deliverables. FPL’s EPU Contracts
Group stated that the vast majority of these changes reflected FPL scope refinements.

FPL states that the greatest impact to long-lead equipment contracts was caused by the
mid-course review and outage optimization activities. FPL estimates that the net impact of the
renegotiated contracts between May 2009 and February 2010 decreased the total amount of EPU
contracts by approximately $893,000. According to FPL, the net change to the Turkey Point
EPU contracts increased approximately $3.2 million, while the net change to the St. Lucie EPU
contracts decreased by approximately $4.1 million. FPL noted that the changes in the contracts
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for Turkey Point Units 3&4 were as a result of the Mid-course Evaluation and the QOutage
Optimization efforts during 2009.

3.1.6 License Amendment Request Schedule Change

In April 2009, EPU management adjusted its expected License Amendment Request
submittal dates for the four units to late 2009 through the second quarter 2010. FPL explained
that the reason for extending the Turkey Point Units 3&4 dates into 2010 was a 2008 NRC
policy change, which constrained electric utilities from filing more than one application at a time
with the Commission. FPL noted that this “de-linking” decision required the Alternate Source
Term LAR submittal to be filed and reviewed independently of the EPU LAR, effectively
lengthening time frames for completing the NRC license approval process. An Alternate Source
Term LAR addresses the licensing basis by adopting an alternative source term radiological
analysis methodology for a potential Loss of Coolant Accident as allowed in Title 10 of the Code
of Federal Regulations, Part 50, Section 50.67.

As shown in EXHIBIT 9, FPL planned to file four independent LARs with the NRC
during the 2009-2010 time frame. The St. Lucie Unit 1 EPU LAR was initially scheduled for the
fourth quarter 2009, followed by Unit 2 in the first quarter of 2010. FPL had intended to submit
an Alternate Source Term LAR for Turkey Point Units 3&4 in the second quarter of 2009,
followed by an EPU LAR for both units in the second quarter 2010. As scheduled, FPL filed the
Turkey Point Alternate Source Term LAR for Units 3&4 in June 2009.

Extended Power Uprate

Projected / Actual LAR Submittal Dates
As of May, 2009 As of May, 2010 Submitted

Port St. Lucie 1EPU LAR 4™ Quarter 2009 2" Quarter 2010 April 2010

Port St. Lucie 2 EPU LAR 1* Quarter 2010 3" Quarter 2010 =

Turkey Point 3&4 AST LAR 2™ Quarter 2009 2™ Quarter 2009 June 2009

Turkey Point 3&4 EPU LAR 2™ Quarter 2010 3 Quarter 2010 -
EXHIBIT 9 Source: FPL Responses to DR-3.5

Turkey Point 3&4

Several notable events delayed the Turkey Point EPU LLAR submittals during 2009,
requiring a LAR Recovery Plan. In each case, FPL and its contractors identified corrective
actions necessary to improve results, and recover to meet the established project schedule.

Westinghouse Recovery Plan

The first event involved the Westinghouse containment analysis and long term cooling
analysis needed to support the EPU LAR for Turkey Point Units 3&4. FPL reports that this
effort took significantly longer to address than was originally forecast. FPL took steps to
identify how to reach acceptable results for the EPU LLAR over a number of months, using
revised inputs and analyses to guide the resolution effort. A Westinghouse Recovery Plan was
designed, to reforecast the completion of necessary calculations and LAR report sections under
their scope, and FPL updated the project schedule accordingly. The Recovery Plan was followed
and Westinghouse returned to the new LAR target schedule.
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LAR Recovery Plan

Later in 2009, a second event impacted the LAR schedule for Turkey Point 3&4. In
some cases, FPL found there was insufficient detailed design information to base an evaluation
of acceptability under EPU conditions for a number of areas. FPL stated that the number of
issues requiring management action exceeded the capability of the site team. FPL then assigned
critical technical leadership staff to the effort and developed action plans for each technical issue.
These action plans were added to the project schedule, and FPL believes the submittal date for

the Turkey Point Units 3&4 EPU LAR will be in early to mid July 2010.

FPL notes that the Turkey Point licensing schedule is likely to extend if the NRC does
not allow FPL to submit the EPU LAR, targeted for June 2010, prior to the NRC approval of the
Turkey Point Alternate Source Term submittal. FPL would be forced to wait until after the NRC
rules on the approval for the Alternate Source Term LAR, currently estimated to be completed
in June. If the NRC delays the approval of the Alternate Source Term LAR, and does not allow
FPL to submit the EPU LAR as scheduled, the EPU LAR for Turkey Point could be delayed.

Site Certification Application Condition of Certification

The third event impacting the Turkey Point 3&4 EPU project was related to conditional
certification activities for the Site Certification Application. On October 14, 2009, the South
Florida Water Management District adopted the Fifth Supplemental Agreement, and closed the
remaining open condition of site certification. The agreement includes a requirement for
additional monitoring wells and a monitoring plan to begin two years prior to and after the
completion of the Unit 3&4 uprates. FPL is currently proceeding with the implementation of the
groundwater monitoring program and development of the monitoring plan.

FPL determined that the results of the cooling canal system monitoring plan at Turkey
Point are related to current operations. Therefore, funding for the monitoring plan is separate
from the EPU budget and handled through the Environmental Cost Recovery Clause. FPL
believes there are no expected challenges to the Turkey Point 3&4 uprate project schedule or
costs due to cooling water requirements or conditions. However, FPL notes that on December
10, 2009 Atlantic Civil, Inc. filed an amended petition for formal hearing on the Fifth
Supplemental Agreement with the South Florida Water Management District. The timing and
outcome of this proposed hearing are not currently known. According to FPL, the full impacts of
the notable events described are yet to be determined.

St. Lucie 1&2

Two notable events were experienced during 2009 that also delayed the LAR efforts for
St. Lucie Units 1&2. The first event happened as FPL work progressed for the St Lucie EPU
LAR. A number of technical issues arose that were not originally envisioned by FPL. FPL
states that these issues challenged their ability to obtain successful results for the LAR, on the
first attempt, in some cases due to expanding regulatory standards. FPL determined that it could
not continue to support work product reviews and technical resolutions for both St. Lucie Unit 1
and St. Lucie Unit 2 EPU LAR projects at the same time. Therefore, FPL temporarily placed
EPU LAR work at St. Lucie Unit 2 on hold to focus on the Unit 1 LAR activities. FPL began
actions to define and schedule resolution steps for known technical issues, refine resource
estimates, and recruit and assign additional qualified resources.
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During this time, the company examined ways of leveling project schedule resource

demands to match available resources and minimize schedule impacts. As a result of these

actions, FPL delayed the St. Lucie Unit 1 EPU LAR submittal date to April 16, 2010 and the St.
Lucie Unit 2 submittal to October 15, 2010,

The second notable event impacting St. Lucie EPU LAR efforts involved plant cooling
water discharge temperature limits. FPL identified that under post-EPU operation, heated water
exiting the discharge system would exceed operational heat limits prescribed by the Florida
Department of Environmental Protection during portions of the summer peak use period.

This condition would require generation curtailment for portions of the summer peak
period after the EPU was implemented, unless regulatory revisions were approved. FPL applied
to the Florida Department of Environmental Protection for a revision to the St. Lucie discharge
temperature limits. FPL states that the requested permit revision meets all Florida water quality
standards, and would ensure plant curtailments would be unlikely after the EPU is completed.

FPL’s decision to slow the St. Lucie Unit 2 LAR analysis and focus on St. Lucie Unit 1
carried additional time and expense to the project. The increase in time was necessary to resolve
technical challenges, and to perform additional scope for the technical issues. FPL has estimated
that the additional costs to resolve technical challenges for the St. Lucie Unit 2 LAR engineering
effort were between ||| || NI dollzrs. The estimated cost impact for completing
additional scope necessary for both the St. Lucie Unit 1 and Unit 2 LAR technical challenges is
expected to reacw dollars. FPL has included a weighted risk value
of an additional dollars in its risk matrix in anticipation of potential delays due to

NRC review of the LAR, which could lead to additional analyses, or modifications.

Potential legal challenges, or negative monitoring results could cause the South Florida
Water Management District or the Florida Department of Environmental Protection to order
additional conditional approval requirements. If this occurs, it is possible that the EPU project
could experience additional project delays and costs. However, FPL believes that the probability
of the cooling canal system monitoring plan impacting the EPU remains low.

NRC LAR Approvals

FPL believes the 14-month NRC approval schedule for EPU LARs will support the
currently established EPU implementation dates, although significant challenges are being
addressed by project management. FPL acknowledged that it is attempting to resolve other
challenges identified during the LLAR process including:

Initial EPU analyses showed less operating margin than required for regulatory
approval,

Existing design information was insufficient to justify EPU conditions,

Regulatory standards pertaining to spent fuel criticality have been expanded, and

The lack of available qualified engineering resources could cause future project
delays.
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FPL pointed out that the NRC License Amendment Request approval process can take

longer if Requests for Additional Information (RAIs) are not answered in a comprehensive and

timely manner. FPL has only received a small number of RAIs for the initial Turkey Point

Alternate Source Term LAR, in early 2009. FPL notes that it is trying to respond as rapidly as

possible to the NRC, but that additional RAIs may be following later, and could possibly impact

the project schedule and costs. Therefore, FPSC audit staff believes some potential exists for

project schedule delays and increased costs in 2010 and 2011, as a result of the NRC LAR
reviews and RAI process.

3.1.7 Third Party High Bridge Assessment of Turkey Point Unit 3

In December 2009, FPL contracted High Bridge Associates, Inc. to provide a third-party
bottom-up estimate of the Turkey Point Unit 3 uprate project. FPL chose an outside estimator
because of an expectation that a third-party estimate would be significantly more detailed than
one FPL could complete internally, and provide a more comprehensive range of costs, project
risks, implementation strategies, and detailed estimates for recommended modifications. FPL
noted in its selection of High Bridge that the company’s extensive experience examining project
risks, options, scope, strategies and costs, would produce a finished report whose analysis would
be integral to project management of the Turkey Point Unit 3 project. FPL also believes that
analysis, insights, and lessons learned from the High Bridge report will be transferrable to the
remaining uprate projects.

In early May 2010, High Bridge briefed FPL on the project and provided its initial draft
report. The draft report consists of four volumes -- executive summary and explanation of
methodologies employed, along with three notebooks of modification-by-modification analysis.
High Bridge had no substantial findings in the draft report.

After reviewing the draft for accuracy, validation of assumptions, and duplications or
omissions, FPL asked High Bridge to revise certain portions. Revisions included a fuller, more
simplified explanation of estimating processes, risk methodology, and risk models designed to
improve understanding of readers who are not professional estimators or familiar with High
Bridge analytical methods.

In June 2010, FPL states that it worked with High Bridge to better understand and
reconcile differences between the estimates and FPL design specifications. This process was
intended to assess and improve the accuracy of those estimates.

That same month, FPL again asked High Bridge to revise the draft, focusing specifically
on the Turkey Point 3 scope of work, common modifications between Unit 3 and Unit 4, the Unit
3 proportionate share of indirect and distributable costs, and the results of risk analyses for each
modification. FPL requested these changes to better match the draft to specific Unit 3 scope of
work and to modifications analyzed in detail by High Bridge.

Also in June 2010, FPL used detailed portions of the High Bridge draft in a cost
reconciliation process with Bechtel. FPL indicates that it used information for nine specific Unit
3 modifications, for which design engineering was 90 percent complete. FPL was able to
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identify potential cost savings through this process, attainable if Bechtel executed the plans as
discussed in the reconciliation process.

The High Bridge assessment provides insight into additional scope changes,
modifications, risks, and cost estimates associated with the Turkey Point Unit 3 uprate. FPL
intends to use the detailed review by High Bridge as validation of the revised Bechtel work
scope, forecasts, and designs, for the Turkey Point Unit 3 uprate project, and to possibly apply
this or a similar validation approach to remaining unit uprates. FPL notes that all budgeting for
the EPU project is currently being reviewed to further refine the uprate project costs. FPL
indicates that it may request High Bridge to estimate costs for the remaining uprates at Turkey
Point and St. Lucie, and that the effort may continue into 2011.

3.1.8 New Significant Risks Identified in 2010

In March 2010, FPL identified three new significant risks that represent potential
schedule and cost impacts to the Turkey Point EPU projects. These three significant risks add a
total weighted risk value of [ JJJ NN to the project. These and other project risks are
followed monthly on FPL’s Risk Register for the Turkey Point Project. The monthly Risk
Registers track the status of these and other project-related risks, risk mitigation strategies, and
progress to date in resolving risks.

Bechtel Additional Staffing Request

In March 2010, Bechtel provided FPL with a request for additional staffing to complete
the Turkey Point EPU projects totaling || NNl FPL responded to Bechtel that it needed
additional information by March 18, 2010 to support the increase.

Since that time, FPL says that it is reviewing Bechtel’s recent trends for supplemental
construction staffing for upcoming outages and is aligning current staff with the execution
strategy. In the interim, FPL has approved several additional construction staff positions
necessary to prepare for the upcoming Turkey Point Unit 3 outage. FPL notes that it is
calculating a forecast variance and is considering Bechtel’s recent trends before making a final
decision on the Bechtel request.

Pressure Discrepancies

FPL has found discrepancies between the design pressure used for the Siemens Turbine
Upgrade Contract and actual plant parameters, and estimates that costs to resolve this issue will
reach _ Currently, several options are being reviewed including, replacing the main
steam internal valve and the main steam contro! valve, removal of the flow nozzle, and
increasing the average coolant temperature. FPL is also evaluating the impacts of each option.

Since March 2010, FPL states that engineering review and analysis has been completed
by Shaw and FPL to resolve the discrepancies between the Main Steam Pressure design used for
the Siemens Turbine. FPL decided to modify plant parameters, by replacing the main steam
isolation and check valves with valves of lower differential pressure. This modification required
FPL to change the contract. FPL states it is also removing existing main steam flow nozzles and
relocating the flow measurement device for each steam generator. The increase in project costs
to resolve these differences is estimated to be i
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Start-Up and Testing Staffing and Support Budget Underfunding
In March 2010, EPU management told FPL senior management that the start-up and
testing staffing and support budget for the St. Lucie and Turkey Point uprate projects had been
under-funded by approximately i dollars. FPL reviewed the start up staffing plan at
both sites for accuracy and consistency to more accurately compare costs related start-up and

testing budgets experienced at other sites.

According to FPL, it transferred the Turkey Point start-up and testing responsibilities
from the EPC Contractor to FPL’s project staff, and completed the staffing plan and budget in
the first quarter of 2010. Staffing and budget requirements were based on the proposed
modification scope identified through the fourth quarter of 2009 and reflected the testing
required to complete those modifications for Turkey Point Units 3&4. The current Turkey Point
Start-Up and Testing Staffing budget is approximately || | | | I

The current St. Lucie budget for Startup and Testing Staffing was developed, and
approved by EPU senior management, in the second quarter of 2010. The St. Lucie EPU
staffing requirements and budget were developed based on the proposed modification scope
identified through the first quarter of 2010. These included start-up and testing requirements for
the identified modifications to implement the EPU modifications at St. Lucie Units 1 & 2. The
current St. Lucie EPU Startup and Testing Staffing budget is approximately

Further assessments of these issues in the future may increase or decrease the estimated
costs at risk. Each of these risks is an ongoing challenge to the project, and will be followed by
EPU management through FPL’s monthly Risk Registers until resolved.

3.2 Extended Power Uprate Project Controls and Oversight

EPU Project controls and oversight were described in previous annual FPSC audit staff
reports entitled Project Management Controls for Nuclear Plant and Construction Projects
which were filed as testimony in 2008 and 2009. The uprate project uses a myriad of scheduled
daily, weekly, monthly, and ad hoc meetings, conference calls, schedules, reports, executive
presentations, and technical challenge boards, to monitor EPU project schedule and costs, and to
inform and involve FPL executive management.

EPU project controls also include the Extended Power Uprate Project Instructions
(EPPIs), as methods and procedures guidelines for project specific activities. The Nuclear Work
Process Procedures (NWPPs) are maintained by Bechtel as engineering, procurement, and
construction contractor. FPL also maintains an EPU Governance and Oversight Protocol that
describes the project purpose, scope, direction and management expectations. This document
was revised in May 2009,

3.2.1 Changes To Controls and Oversight

FPL made modifications to its EPU project controls and oversight during 2009, to
improve existing procedures and implement new procedures where needed. Some control
changes were recommended by Concentric Energy Advisors, as a result of its EPU project
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controls review. The control and oversight modifications completed in 2009, and those currently
planned for 2010 are discussed below.

Changes to Project Controls

EPU management eliminated Weekly VP Conference calls, implemented site specific
project management controls, made revisions to EPU Project Instructions (EPPIs), and
implemented the Bechtel EPC Nuclear Work Process Procedures (NWPPs) during 2009. FPL
explained that the call was redundant to the increased number of Chief Nuclear Officer briefings,
and was eliminated. In addition, FPL continued to modify its Project Management controls
during 2009. EXHIBIT 10 shows FPL site level project management controls implemented for
the St. Lucie and Turkey Point projects.

'Extended Power Uprate

Project Management Controls

Description - Location

Plan of the Day Accountability meeting every workday with key personnel to review Both
and report on daily work plans and look ahead.

2 | Monthly Cost Reviews with FPL. management and Bechtel (EPC Contractor) with St. Lucie
focus on forecast at completion. '

3 Risk Review meeting with managers once a week. Both

4 Review Key Performance Indicators (KPIs) with managers once a week. Both

5 EPU Leadership meeting once a week with Bechtel and FPL site managers to discuss Both
project strategies and progress.

6 | Plant Change Modifications (PCMs) 8 week look ahead meeting once a week. Both

7 | EPU Alliance meeting held on a biweekly basis. Both

8 Bechtel Schedule Performance (SP) and Cost Performance (CP) meeting once a week. Both

9 | Senior management Integrated Supply Chain (ISC) meeting once a week. Both

10 | Work Package Development Review meeting once a week beginning in early 2010, Both

11 | Change Control Board Review Meeting with managers once a week to review and T .

. urkey Point

approve Change/Trend at site level.

12 | Project Challenge Meeting once a week starting in 2010. Turkey Point

13 | Project Station Work Control Meeting once a week, Turkey Point

EXHIBIT 10 Source: Response to EPU DR-1.6¢

Most controls are the same at both sites, but EPU management at each site has flexibility
to determine whether to implement each of the listed controls. FPSC audit staff believes there
are benefits for having consistently similar controls for both sites, but also realizes that there are
differences in the control needs for each plant site.

EXHIBIT 11 lists the newly added, revised, and deleted EPPIs during 2009. As shown
in the exhibit, four new EPPIs were completed, 11 were revised, and six were deleted.

In addition, Bechtel has an established set of policies and procedures that guide it through
the project. These Nuclear Work Process Procedures are required to conform to FPL’s policies
and procedures, as well as all regulatory requirements for nuclear construction and operation.
The EPC contract specifies that a Project Implementation Plan be developed and presented to
FPL. Part of the Project Implementation Plan is the establishment of Nuclear Work Process
Procedures. Between July and December 2009, Bechtel and FPL EPU management completed
the documentation and conformance of Bechtel NWPPs for the EPU projects.
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Extended Power U[ira'-te. |

Project Management Instructions

No. Description - 7 New  Revised  Deleted

EPPI-180 | EPU Nuclear Cost Recovery v
EPPI-820 EPU Project Environmental Control Program v
EPPI-920 EPU Environmental Control Program v
EPPI-1010 ]égglgllxg)lcane Response Plan (subsequently incorporated into /
EPPI 410 Project Plans and Tasks v
EPPI 420 Project Governance and Oversight Document v
EPPI 440 Field Activity Monitoring Plans v
EPPI 470 EPU Project Recovery Plans e
EPPI 480 Work Package Planning Standard R
EPPI 490 EPU Project Qutage Preparations v
EPPI 100 glrrgj;;c;ts Instructions-Preparation, Revision, and Cancellation 7
EPPI 110 EPU Project Expectations and Conduct of Business v
EPPI 130 EPU Project Contractor Staffing v
EPPI 140 Roles and Responsibilities v
EPPI 160 EPU Formal Correspondence v
EPPI 300 EPU Project Change Control v
EPPI 320 Cost Estimating v
EPPI 340 EPU Project Risk Management Program v
EFPPI 380 EPU Project Self Assessment v
EPPI 610 EPU License Amendment Writers Guide e
EPPI 810 St. Lucie EPU Severe Weather Preparations v
EXHIBIT 11 Source: Document Request Respanse EPU DR-1.6¢

3.2.2 Project Risk

In September 2009, the EPU Risk Matrix was renamed the EPU Risk Register.
Significant EPU project risks are identified and added to the project Risk Registers, and reported
monthly with other monthly monitored project activities and events. The Risk Registers provide
a summary view of major project risks which are assigned potential costs and levels of
probability. By estimating the weighted costs and the probability of the risk FPL arrives at the
weighted value of each risk. Mitigation activities and strategies are also developed to resolve the
risk. As these project risks are mitigated, the overall weighted costs are to be reviewed and
updated. Once the risk is satisfactorily dealt with it is removed from the Risk Registers.

Project risks are also updated and vetted in Vendor Integration meetings that include
vendors, FPL executive management, and EPU project management representatives. In addition
to these quarterly meetings, FPL also conducts weekly Executive Vice President and Chief
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Nuclear Officer meetings to update FPL executive management of project risks and mitigation
strategies to be employed.

Several FPL actions taken in 2009 were aimed at reducing risks associated with the EPU
project. The LAR licensing submittals, mid-course review, outage optimization, and High
Bridge bottom-up estimate for Turkey Point Unit 3, were FPL efforts to further modify project
scope, align the outage schedule with resources, and develop a refined project scope and budget.
These activities caused FPL to review and reassess previously completed project work,
determine where possible work efficiencies were available, and examine more closely the scope
of each planned outage for risk.

As a result of these efforts, FPL identified both efficiencies of reduced work scope and
necessary additional scope modifications, which will modify schedule and increase project costs.
FPL believes that as the company continues to move closer to EPU construction, additional risks
may be identified. An example of these is the three significant risks identified by FPL Project
Management in March 2010, for the Turkey Point project. These three risks represent
approximately [ ] QB in additional costs to the Turkey Point EPU project. The potential
of unidentified risks, and future project scope modifications, could lead to future increases in the
FPL range of estimated costs for implementing the Uprate projects.

Changes To Management Oversight

The EPU Project Governance and Oversight Protocol, Revision 1, documents FPL’s
replacement of the EPU Project Steering Committee with the Vendor Integration Committee
mentioned above. The Vendor Integration Meeting is used by FPL to review vendor status
related to the project and resolve roadblock issues.

While the EPU Project Steering Committee met every four to six weeks, the Vendor
Integration Meeting is held quarterly. Although this would seem to lengthen the time frame
between executive views of key events, the FPL daily, weekly, and monthly meetings and
monthly project management reports provide executive management with interim views of
important events and key project risks.

FPSC audit staff believes the replacement of the EPU Project Steering Committee with
the Vendor Integration Committee reduces redundant meetings and allows adequate regularly
scheduled daily, weekly, and monthly reporting to FPL’s Project Management and executive
level management.

With the EPU organizational changes in July of 2009, FPL established a dedicated
controls organization reporting to the Conirols Director at Juno Beach. The Controls Group was
organized by FPL in this manner to standardize project governance and oversight over project
controls, and to provide independence from the site implementing organizations. A staff of four
reporting to the Controls Director in Juno Beach is responsible for cost analysis, scheduling,
support services, and key performance indicator measurement and reporting for the EPU project.

Day-to-day implementation of EPU project controls activities occurs at the individual
sites. Each site has an Uprate Cost Engineer who reports directly to the Controls Director, and

EXTENDED POWER UPRATE 38




i Docket No. 100009-EI

Review of Project Management Internal Controls

Exhibit FR-2, Page 45 of 56

indirectly to the site level Project Manager and the Project Director. The Uprate Cost Engineer

tracks costs associated with the uprate and provides input from the site level to monthly project
reports, including the Monthly Operating Performance Report.

The Controls Group is generally involved with contractor Recovery Plans on the front-
end of the process by identifying potential delays or cost overruns. When estimated milestones
or key cost indicators are not on target, the Controls Group becomes aware of a potential
problem. EPU Site Directors are responsible for oversight regarding the timely completion of
Recovery Plan actions. This group attends trending meetings, reviews estimates from scope
change recommendations, assists the Project Manager and Integrated Supply Chain when
necessary to verify contract deliverables, and monitors invoice discrepancies

3.2.3 Audits and Investigations

FPL conducts an annual audit of the EPU project charges and transactions recorded
throughout the year. This audit reviews sample financial transactions related to expense reports,
invoices, and payroll made to the project. FPL has also used Concentric to perform external
audits and investigations.

Internal Audits

FPL’s Internal Audit group completed the annual audit of EPU project transactions
through year-end 2008, and presented the audit results in May 2009. In 2009, FPL Internal
Audit completed an audit of EPU transactions through July, and contracted with Jefferson Wells
to complete the remainder of the audit. FPL’s contract with Jefferson Wells is a three-year
agreement to complete the annual audits for the EPU project.

Jefferson Wells is being used because FPL Internal Audit would not normally audit EPU
every year. FPL Internal Audit explained that, in the past, findings were few, and risks were
low. FPL internal audit staff is generally used to audit high and medium risk conditions, and are
generally limited by staff resources. Therefore, FPL decided to outsource the annual audits to
more efficiently use limited internal audit staff resources. Jefferson Wells will also be
completing the audits for 2010.

The 2009 EPU Project audit report indicated very few erroneous transactions, and those
were not considered by the Jefferson Wells audit team to be of significant impact. The audit
report noted that all error corrections were appropriately completed by the company during the
audit. No significant issues were identified by the Jefferson Wells during the audit, or by FPSC
audit staff during its review of the report.

External Audits

Annual reviews of the EPU project controls are completed by Concentric Energy
Advisors, Inc. These reviews provide Concentric’s conclusions on the adequacy of EPU project
controls and provide recommendations for improvements. Concentric’s review of EPU controls
for 2009 was completed in January 2010. Concentric noted that the 2010 work is additive to the
work completed in 2009 and 2008. Concentric’s 2009 observations regarding the EPU project
internal controls were provided in FPL’s May 3, 2010 testimony and include the following
topics:
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Ensure that EPU fills key positions in a timely manner.

Consider develop a workforce contingency plan for labor shortages that may impact
the EPU project.

Create key decision memoranda to document for decisions with a magnitude of 1% or
greater.

Provide additional detail on the monthly budget variance reports.

Develop a clear process to ensure EPU Project vendors bill the appropriate regulated
and un-regulated plants.

Concentric’s 2010 recommendations for improved EPU controls include:

The initial cost estimate used for EPU budgeting has likely gone stale and FPL should
revisit its cost estimate.

Further effort to clearly communicate between project team members is necessary.
The EPU team should include additional staffing information in reports to senior
management.

Further enhancement to procurement procedures should be made in 2010.

Lack of experience in QA/QC should be improved by adding an individual with
design engineering experience.

Additional management oversight of the turbine rotor manufacturing may be
warranted in the future.

MBEEate | ctter Investigation
On March 15, 2010 Concentric Energy Advisors (Concentric) was retained by FPL’s

Law Department to conduct an independent investigation of an FPL employee complaint letter.
The letter was dated February 19, 2010 and sent to Mr. Lewis Hay, FPL Group Chairman and
Chief Executive Officer. The complaint expressed concerns regarding the following:

EPU Project teams could not support updated indicators due to continuing
baseline reviews and scope additions not previously identified.

EPU Senior Management changed the philosophy of what was to be included in
project estimates, resulting in no project baseline to measure against performance.
Project Managers and engineers were alleged to have not corrected project issues,
and EPU Senior Management would not accept the poor performance messages
being sent by Project Controls.

EPU Senior Management was slow to respond to changes in cost forecasts and
concerns about the reliability of scoping studies.

How the company would report budget information to the FPSC in hearings.

Concentric’s investigation established a chronology of events that examined FPL EPU

senior management actions since the EPU projects began in 2007 and followed events through
October 2009. Concentric’s account of the timeline is as follows:

The original FPL and Shaw scoping studies provided the basis for FPL’s
decision to proceed with the EPU Projects in 2007.
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The EPU senior project management was alerted to the potential for the
forecast to increase as early as April 2008 through [condition report] CR-2008-11443.
The EPU senior project management reviewed a preliminary, revised forecast f?r
PSL as early as December 2008 and a more refined version of this analysis in
February 2009.

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

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

The VP of Power Uprate was aware of and had assisted in the presentation of a
revised cost estimate to FPL’s executive managers on July 25, 2009.

Concentric conducted a number of employee interviews and reviewed numerous EPU
documents to test the complaint concerns expressed. The investigation confirmed many of the
concerns. On June 21, 2010 Concentric provided a final report with its conclusions. Concentric
concluded the following:

FPL’s decision to continue pursuing the EPU Project in 2009 was prudent and was
expected to be beneficial to FPL’s customers; FPL properly considered an updated
cost estimate in its updated feasibility analysis in July 2009, which reinforced the
congclusion that significant benefits were expected from the Project.

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

Certain information provided by FPL in the 2009 NCRC was out-of-date and did not
represent the best information available at the time; FPL is currently taking steps that
Concentric believes will address this concern for the future.

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

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

The Concentric investigation also examined the 2009 Nuclear Cost Recovery Clause
proceedings to evaluate whether information provided to the FPSC during the proceedings was
“accurate and consistent with the standards expected for testimony before, and submissions made
to, a regulatory agency”. Concentric identified that budget estimate information provided by the
Vice President Uprates in his May 2009 testimony had changed and the change was not
discussed in the hearing. Concentric stated in its report that:

While Concentric agrees that the new analyses confirmed the conclusions
in Mr. | tcstimony, 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,
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In an interview with Concentric, FPSC audit staff determined that FPL witnesses are

prepared by their attorneys for potential questions that might be asked during the hea_rileg, as

most witnesses are. During the interview, Concentric agreed that Mr. B t2d participated

in a line-by-line budget discussion with FPL’s Executive Steering Committee in July 2009, and

therefore, understood that the budget information provided in May 2009 was indeed incorrect by

the time of the hearing on September 8, 2009. Yet, when asked by FPL attorney Anderson, “If1

asked you the same guestions contained in your prefiled direct testimony, would your answers be
the same?” Mr. answered “Yes, they would be ™.

FPSC audit staft and Concentric agree that Mr. _ knew the budget estimate was
being reviewed and likely would change. In fact, Concentric states in the B investigation
report:

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

Upon completing its investigation, Concentric provided FPL with four recommendations
intended to “improve the distribution of information within FPL, the NCRC docket team and to
the FL PSC”. These recommendations are:

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

Similar to the recommendation above, FPL and the FL PSC staff should revisit the
1ssue of intra/inter-cycle document production. The ongoing production of a limited
number of key project documents could enhance the FL PSC staff’s understanding
of the projects and how they are developing on an on-going basis.

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

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

by changes made to the EPU Projects since July 2009. However, the recommendations are

addressing issues raised in the report and Concentric wants to be sure all the recommendations
are adequately addressed.

A draft report of the [JJJJl] Investigation was issued to FPL on April 22, 2010. After
several meetings and calls to discuss and refine the drafi report, FPL management response
letters were issued by the Vice President Uprates and the Vice President Nuclear-Transition,
previously the President, Nuclear Division during 2009. A final report including those responses
was submitted by Concentric on June 21, 2010. FPL has disagreed with some of the Concentric
recornmendations provided in the report and the company asserts that recent procedural changes
have resolved some issues.

3.2.4 Quality Assurance

FPL’s Quality Assurance group provides oversight of all safety-related work and major
projects valued greater than $100,000 including the St. Lucie and Turkey Point EPU projects.
The FPL Quality Assurance Group has a dedicated staff person assigned to each plant. This staff
conducts on- site quality surveillance reviews, work inspections, daily quality summaries and
nuclear oversight reports of safety-related work activities.

Two other staff members are responsible for completing off-site vendor Quality
Assurance oversight work, including quality reviews of vendor specifications, manufacturing,
and delivery of safety-related equipment for the EPU project. FPL Quality Assurance supports
the EPU project by conducting off-site reviews of safety-related equipment, vendor
manufacturing processes, vendor quality contro!, and vendor manufacturing of equipment to
required specifications.

During 2009, Bechtel became responsible for safety and non-safety Quality Control
related work associated with contractor/subcontractor work activities while on-site. The Project
Impiementation Plan (PIP) documents the FPL/Bechtel Division of Responsibilities for Quality
Assurance on the EPU projects.

Section nine of the Project Integration Plan documents the Quality Assurance Program
Design and implementation work on safety-related Structures, Systems, and Components (SSCs)
for the EPU Project. This is to be performed in accordance with the Bechtel Quality Assurance
Program that complies with the requirements of Title 10 of the Code of Federal Regulations, Part
50, Appendix B. Bechtel’s program is subject to approval by FPL’s Quality Assurance Group.

Activities that affect safety-related SSCs are beyond the scope of the Bechtel Quality
Assurance Program and must be performed in accordance with the FPL Quality Assurance
Program. Bechtel must provide written notification and obtain acceptance from the FPL Project
Manager and Quality Assurance Manager if Bechtel intends to conduct any 10CFR50, Appendix
B related work. The Quality Assurance Manager is the focal point for Bechtel QA.
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3.3 EPU Contract Oversight and Management

FPL oversight and management of EPU contracts is shared between the EPU Contrag:ts
Group, Project Controls, Technical Representatives at the sites, and the Integrated Sup_ply Chain.
With the changes made to the EPU organization in August 2009, more responsibility is given to
the sites for day-to-day contract administration and scope change control.

A Bechtel central Procurement Group is structured to support procurement for the EPU
Projects at Turkey Point and St. Lucie. Bechtel has a Site Procurement organization at each site
for day-to-day procurement activities,. Major and long-lead item procurement, contract
management, and administrative support is provided by the FPL Integrated Supply Chain
organization, EPU Contracts Group, and Project Controls as required.

3.3.1 Changes To Existing Contracts

During 2009, the EPU Contracts Group continued to make revisions for many reasons
including scope changes, modification of technical specifications or delivery dates, changes to
terms and conditions, and additional funding. These changes were outgrowths of increased
detailed LAR engineering, the mid-course review, and the outage optimization review.

These efforts also necessitated that FPL renegotiate certain contracts with vendors due to
scope reductions, modifications, and additions identified. FPL made changes to the equipment
procurement contracts to better align the delivery dates and payment milestones with the
installation dates per the outage optimization plan.

As noted previously, during the period May 2009 through February 2010, FPL made 250
to 300 contract revisions to 80 existing contracts scope, terms and deliverables. Excluding
corporate blanket accounts, the net difference to all EPU contracts renegotiated, from May 2009
through February 2010, was a reduction of approximately

Nuclear Filing Requirements Schedule T-7 filed in this docket, shows there were a total
of 32 existing contracts greater than $250,0000 (opened prior to 2009) with 2009 EPU
expenditures. These contract expenditures totaled $195.5 million, representing approximately
20.8 percent of the total $942.1 million in estimated fina) contract dollars.

3.3.2 New Contracts

During 2009, FPL implemented 20 new EPU services and materials contracts greater
than $250,000. The total estimated final amount of new contracts was $38.9 million. Eleven of
the 15 (75 percent) greater than $250,000 were competitively bid, three (15 percent) were single
sourced, and two {10 percent) were Original Equipment Manufacturer (OEM). FPSC audit staff
reviewed the three justifications prepared for single source contracts and found them sufficient
for a third-party to understand FPL’s reasoning for single sourcing rather than competitively
bidding the work.

Of the 20 new contracts approved during 2009, 12 were greater than $1 million. Eleven
of the 12 contracts greater than $1 million were bid competitively. The single source contract
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was for Procedure Writing and totaled [JJJJNEJ. These contracts greater than $1 million
represent $34.6 million (89 percent) of the $38.9 million new contract dollars for 2009.

EXHIBIT 12 lists the new contracts over $1 million for 2009. The contract number,
work scope, contract amount, and contract type are shown.

Extended Power Uprate '.
Contracts Greater Than $1 Million - 2009

Description " Amount
1 Normal Containment Coolers & Testing Services (PTN) R Competitive
2 | EPU Warehouse (PTN) I Competitive
3 ISO Phase Duct Coolers and Testing Services (St. Lucie) ] Competitive
4 | ISO Phase Duct Coolers, Installation, & Testing (PTN) | Competitive
5 Replacement Main Feedwater Pumps and Testing (St. Lucie) ] Competitive
6 Main Feedwater Isolation Valves and Testing Services (PTN) | [ NN JNEN Competitive
7 Replacement Heater Drain Pumps (St. Lucie) | Competitive
8 Step-Up Transformer (PTN) ] Competitive
43 Inductors (PTN) _ Competitive
44 Replacement Transformer Coolers (St. Lucie) s Competitive
45 Cooling Water Heat Exchangers (PTN) R Competitive
47 Procedure Writers (PTN) I Single Source
TOTAL | $34,649,404
EXHIBIT 12 Source: Schedule T-7

3.3.3 Changes To Contract Management

FPL’s NAP-420 procedure has provided guidelines for basic nuclear contract
development, administration, and oversight. This procedure has been useful to EPU
procurement and contract administration since the project’s inception. In October 2009, FPL
converted this procedure to the standard fleet platform and cancelled NAP-420. This change
standardized the procedure for fleet application under AD-AA-100-1002 and designated NAP-
420 as guideline PR-AA-1000 for fleet use.

Contract oversight is the shared responsibility of the EPU Project Site Manager and
Technical Representatives/Contract Coordinators who administer site services. These functions
coordinate performance reviews for contractors working on the site. Upon completion of the
authorized work, the Site Technical Representative/Contract Coordinator is responsible for
verifying that the contractor has met all obligations and will determine whether any outstanding
contract deliverables exist. Technical Representatives/Contract Coordinators are responsible for
determining whether billed work is completed satisfactorily and determining the level of
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approval necessary for payment. The site Technical Representatives/Contract Coordinators are

responsible for closing out the contract once all site work has been completed. Bechtel interfaces

with both Juno EPU Management and EPU site management to provide contract oversight
during the project.

As the Uprate EPC contractor, Bechtel coordinates the work of contractors toward the

~completion of the construction and testing portion of the EPU projects. Bechtel provides

procedures, performance indicators, and monitoring, for on site contractors. These procedures
and performance indicators were implemented during 2009.

3.3.4 EPC Contract Oversight

FPL and Bechtel are joint managers of the Engineering, Procurement, and Construction
(EPC) contract for the duration of the St. Lucie and Turkey Point Uprate Projects. The FPL and
Bechtel Project Director/Managers resolve any matters relating to the EPC Contracts, or their
interpretations of the contract. Contract administration is performed in accordance with the
requirements of the Contract terms. The Contract Change Control Process for documenting
contract scope, schedule, and cost changes, is documented within Appendix A of each EPC
contract.

The combined value of the Bechtel EPC contracts for the St. Lucie and Turkey Point
uprates is approximately $421 million. The total of these two contracts represents

of the total EPU Project contracts value. The combined 2008 and 2009
expenditures for the individual contracts are approximately of the
_ Turkey Point Contract, and St. Lucie

Contract. From Schedule T-7, the combined contract expenditures in 2009 totaled

During 2009, the FPL Contracts Group made two modifications/revisions to the Bechtel
Turkey Point blanket purchase order. Release 2/Revision 1 increased Bechtel funding by -
- in May 2009. This funding allocated previously authorized blanket order funds
supporting the ongoing project management and engineering activities for Turkey Point Units
3&4. Release 2/Revision 2 increased Bechtel funding by h dollars in July 2009 for the
same reason. While these two purchase orders were completed during 2009, the total blanket
amount of the contracts remains the same.

As discussed earlier, EPC Contract provisions call for a Project Implementation Plan
(PLP) to provide direction and guidance for completion of the EPU projects. According to FPL
the original PIP issued January 12, 2009 was subsequently revised on May 15, 2009 and again on
October 10, 2009. The PIP includes information related to the project including:

Scope of work to be completed,

Bechtel/FPL project team organizations and responsibilities,
Administrative information,

Contract administration and changes,

Information Systems and Technology,

Project Controls Organization and Reporting,

Quality Assurance Program,
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Records Management,
Project Process Controls,
Radiation Protection,
Condition Reporting,
Safety and Security,
Project Construction,
Start-Up Implementation, and
NDE Organization and Procedures.

Project scope changes requested by Bechtel are submitted to the FPL Site Project
Manager, reviewed and vetted by site managers and the Site Director. Approved changes are
submitted through a Potential Scope Change/ Delay Notice (PSCD) document to the Controls
Group. The Controls Group reviews the PSCD and submits it to EPU Project Management and
FPL executive management, for review and approval at appropriate levels. Once the PSCD is
approved, the change is entered into the schedule and the EPU Contracts Group issues a PO to
perform the added scope of approved work.

Bechtel completes Monthly Reports outlining project status, scope changes, schedule
risks, cost increases, key performance indicators, and roadblocks to progress. These monthly
reports are reviewed by the EPU project management team and FPL executive management.
The EPU Controls Group completes monthly project reports that present a comprehensive look
at the project schedule, budget costs, contractor key reporting indicators, and potential project
risks for FPL’s EPU management team and executive management.

FPL states that the EPU Site Project Manager, and the Bechtel EPC team protect the
project from substandard contractor work by monitoring contractor performance, scheduling
delays, and cost performance. FPL’s EPU Site Project Manager is to coordinate all contractor
work completed on the Uprate project with Bechtel’s EPC team. Together with the EPC team,
the Site Project Manager is responsible for reporting potential project risks, delays, or work
stoppage issues, upward to the EPU Site Director. If project scheduling or budgeting are
seriously jeopardized by contractor non-performance, the EPU Site Director may request the
removal of non-performing contractors and secure other contractors to perform the scope of
work. Based on the scope of work and potential seriousness of any future contractor non-
performance, FPL senior management may become involved with the non-performing
contractor’s company, or may choose to replace the contractor.
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4.0 Conclusions

4.1 Turkey Point 6&7

4.1.1 Project Events and Developments

FPL remains committed to bringing two new AP1000 nuclear reactor generating plants
into service. However, since FPSC audit staff’s previous report, FPL has made significant
changes to the estimated in-service dates for Turkey Point 6&7. The original dates were 2018
and 2020, respectively. FPL now estimates the units will come on line in 2022 and 2023.

FPL has also significantly changed cost projections, estimating increases of up to $989.6
million. The company now estimates the total, in-service cost for Turkey Point 6&7 to be in a
wide range from $12.9 billion to $18.7 billion.

The company is in the licensing phase and expects licensing efforts to continue as its
primary focus through 2011. FPL has chosen to separate the licensing and preparation phases of
the project. FPL believes current economic and regulatory uncertainties make expenditures
beyond those associated with completion of licensing to be unwise and premature at this time.
FPL believes this approach provides the greatest ability to control costs, mitigate risk, and ensure
the eventual, safe, and successful implementation of Turkey Point 6&7.

The company did not apply during the Department of Energy’s first wave of solicitations
for federal loan guarantees. FPL believed the program was insufficiently fuﬁdéd with undefined
costs, benefits, and responsibilities. FPL is monitoring the program and will consider applying if
future offerings are made by the Department of Energy. a

the Nuclear

The Combined Operating License Application (COLA) was submitted
Regulatory Commission in June 2009, three months later than originally planned. FPL chose to
delay in order to better prepare the application. To date, FPL has received only four Requests for
Additional Information from the NRC, and has timely responded to each.

FPL has not signed a comprehensive project construction contract and does not expect to
revisit negotiations for one until at least December 2011. Since January 2009, the largest current
project contract, for licensing and post-application support increased $21.6 million. FPL has
also extended a resolution of its long lead forging reservation agreement until March 2011.
Eventual cancellation could cause FPL to lose a portion of its $10.8 million reservation fee.

4.1.2 Conclusions and Recommendations

FPSC audit staff concludes that, in the near term, FPL is primarily focused on obtaining
necessary licenses and permits at local, state, and federal levels and answering requests for
additional information from various agencies. The company has revised cost and schedule
estimates, in response to market and regulatory conditions. As a significant result, long lead
forgings and the signing of a major construction contract have been deferred. Though far from
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inactive, the preponderance of Turkey Point 6 & 7 project execution still remains over the
horizon.

FPSC audit staff has no recommendations at this time for the Turkey Point 6&7 project.
FPSC audit staff will continue to closely monitor project progress, costs, and controls.

4.2 Extended Power Uprate

4.2.1 Project Events and Developments

On May 3, 2010 FPL announced a new EPU project non-binding cost estimate range
between $2.05 billion and $2.30 billion for the St. Lucie 1&2 and Turkey Point 3&4 uprate
projects. The estimate is between $255.5 million (14 percent) and $500.5 million (28 percent)
greater than the need determination estimate. The increase is based on key events encountered
during 2009, expected increases in LAR engineering costs, expected increases in Engineering,
Procurement, and Construction (EPC) vendor costs, weighted estimates of project risks, and
future unidentified project costs to complete the uprates during 2011 and 2012.

During 2009, FPL’s senior management made the decision to replace the EPU
Management team. Senior management appears to have believed the management team could
not provide the necessary control of EPC contractor estimates and that more aggressive actions
were required. FPSC audit staff’s opinion is that this change was made in part due to
performance issues. Though FPL disagrees, an investigative report by Concentric Energy
Advisors. Inc. (Concentric) appears to confirm FPSC audit staff’s opinion.

As part of FPL’s efforts to identify potential efficiencies and improvements in project
work scope and schedule, a mid-course review was completed, resulting in significant scope
revision and increased project scope changes. An outage optimization review conducted in mid-
2009 aligned outage and licensing schedules, eliminating overlapping activities, and
rescheduling much of the uprate work to longer outages later in the project.

Significant EPU scope, schedule, and budget changes required contract renegotiations to
reflect new project scope, reducing contract costs by I 7Pl made additional revision to
its scheduled submission of St. Lucie Unit 2 License Amendment Request from first quarter
2010 to year end 2010 due to plant technical issues, and could incur h in additional
costs to submit and support the License Amendment Requests.

FPL also initiated a third party assessment and budget estimate by High Bridge
Associates, Inc. (High Bridge), costing [JJJJJl] for Turkey Point Unit 3 to validate necessary
work scope, detailed modification estimates, implementation strategies, and provide a close
range of costs.

4.2.2 Conclusions and Recommendations

Based on the events and developments described above, FPSC audit staff concludes that
EPU management was replaced in part due to performance issues. Therefore, FPSC audit staff
recommends the Commission closely examine associated project costs in a future proceeding.
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