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1 PROCEEDI NGS
2 (Transcript follows in sequence from
3  Volune 2.)
4 M5. BARRERA: | believe you all have the
5 exhibits that we're planning to use on this
6 conver sati on.
7 Thereupon,
8 STEVEN D. SCROGGS
9 was called as a witness, having been previously duly
10 sworn, was exam ned and testified as foll ows:
11 EXAM NATI ON
12 BY MS. BARRERA:
13 Q M. Scroggs, can you turn to your March
14  testinony, Page 15, Lines 13 through 167
15 Page 137
16 Q Page 15.
17 A Page 15, sorry.
18 Q And then Lines 13.
19 A Yes, |I'mthere.
20 Q Okay. There you explained that FP&L found it
21  necessary to revise the project schedule. Can you
22 please briefly explain under what circunstances the
23 question of revising the project schedule arose in
24 2014.
25 A We received two new pieces of information
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1 fromthe NRC, a revised schedule for review of the
2 safety analysis, and a revised schedule for review of
3 the environnental analysis. Those set new dates for
4 events leading up to the conbined license in the first
5 quarter of 2017, so we wanted to incorporate that.
6 We al so wanted to incorporate sone of the
7 lessons that we've been | earning through observation of
8 the Vogtle and Summer projects, and we wanted to
9 include the effects of the anendnents to the Nucl ear
10 Cost Recovery Statute in 2013. Those were the three
11 mgj or changes that warranted a revi sed project
12 schedul e.
13 Q kay. And did the revision include a change
14 or new information regardi ng the AP1000 technol ogy?
15 A No, ma'am there was no updated change to
16 that technol ogy.
17 Q kay. And did sone other event, change or
18 new information regarding the Turkey Point site require
19  revision?
20 A Not com ng to m nd.
21 Q kay. Can you please turn to the exhibit
22  identified as Hearing Exhibit Nunber 8, which is
23 Exhibit SDS-7, to your March testinony.
24 A Yes, | have SDS-7.
25 Q kay. Can you please identify which of the
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1 cost categories in your exhibit include the cost for

2 the 2014 project review

3 A The project review woul d have been | argely

4  conducted under the licensing costs category.

5 Q And | et ne ask you sonme questions about

6 initial assessment studies. How does FP&L defi ne

7 initial assessnment studies? |In other words, what are

8 they?

9 A The studies are those necessary to help us

10 refine the schedule estimate by | ooking at very

11  specific construction activities. There's sone 20, 25
12 different individual activities that as a result of the
13 2014 project schedule, CB& , Chicago Bridge & lIron, who
14 is the constructor on the Summer and Vogtle projects,
15 specifically identify in order to inprove your schedul e
16 accuracy, you wll want to do additional studies on

17 these areas. So that's how we cane up with the list of
18 initial assessnent studies that would hel p us inprove
19  our schedul e accuracy.

20 Q And can you describe the type of activities
21  that need to be perfornmed to devel op the studies?

22 A Yes. There's a nunber of activities related
23 to determining a rough site |layout so that that site

24 | ayout could be used to determ ne how many | ogi sti cal
25 noves are necessary for certain activities. Designs
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1 related to slurry walls and other specific construction
2 that is unique to the Turkey Point 6 and 7 sites, or
3 construction itens, construction events such as
4 concrete batch plant devel opnent and i npl enentati on
5 that would help us understand what the true critical
6 path and necessary coordination and tim ng of these
7 events are to have the nost efficient schedule.

8 Q And can you state what the objective for

9 these studies are; what is the nmain objective to

10  conduct thenf

11 A The main objective is to refine the project
12 schedul e so that when we conduct the feasibility

13 analysis in 2016, we're doing that wth the best

14 schedul e information that's avail abl e.

15 Q kay. And FP&L estinmates that the conbined
16  operating license will be issued about March 2017; is
17 that correct?

18 A Yes, mm' am

19 Q And isn't it true that if there were

20  energents that del ayed the issuance of the conbi ned

21  operating license beyond March 2017, FP& w || have

22 prematurely undertaken the initial assessnment studies?
23 A | don't believe that's the case, ma'am no.
24 Q Wy ?

25 A These initial assessnments include information
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1 that won't change over tine. |It's about the sequence
2 in which you do certain construction, the type of
3 equipnent and material and | abor that you need to do
4 the activities. That won't change. Itens that would
5 change are the specific costs of the materials or |abor
6 rates. Those aren't a part of the initial assessnent
7 studies.
8 So the life, the shelf |life, shall we say,
9 maybe you could say, of the initial assessnent studies
10 is considerable. | would expect themto be rel evant
11 for several years.
12 Q Now, please turn to Exhibit 43, which is
13 identified as a late-filed exhibit to your deposition,
14 and it consists of a slide presentation.
15 A | have it.
16 Q kay. Please turn to Slide Nunmber 5.
17 A "' mthere.
18 Q kay. And ny question is, what is the
19 difference between a conplete study and a final report?
20 A A conplete study is essentially the project
21 that the consultant would provide to us for our review.
22 Then we weigh in with our thoughts, our questions, our
23 anendnents, perhaps, to reflect what we believe is nore
24  accurate or just information that the consultant didn't
25 cover, and that is then turned into a final study. So
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1 the final study is a joint product consultant in FP&L,
2 whereas a conplete study would be the initial input
3 fromthe consultant.

4 Q And does FP&L plan to file this final report
S5 wth the Conm ssion?

6 A Yes, the study will be available for review
7 In response to your question, | don't know of a

8 specific reason why we would file it in this docket

9 next year, but it's certainly information that would
10 informny testinony and woul d be available for the

11 Staff and the Conm ssion.

12 Q And then this final report would not be used,
13 | "' mimagining, to support your petition for

14  pre-construction work, to begin pre-construction work?
15 A Yes, it would. It would be part of a body of
16 work that would informthe schedule for the feasibility
17 anal ysi s.

18 Q kay. And does FPL plan to file this final
19 report with the NRC in support of its |license

20  application?

21 A No, there's no entry point for this

22 particular study in the NRC part.

23 Q And do the initial assessnent study reports
24  discuss potential and different tineline scenarios and
25 constraints?
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1 A Yes.
2 Q kay. Now, please turn to Slide Nunber 6 and
3 7 fromyour presentation, Exhibit Nunber 43. Isn't it
4 true that several of the itens under Category Atitled
5 "Modul e, Subnodual, Assenbly," are activities to be
6 undertaken after the receipt of the COLA and after a
7 decision has been nmade to proceed with post-licensure
8 work?
9 A There wll be activity simlar to all of
10 these done in pre-construction to devel op the final
11 plan. Again, the purpose of those activities, the
12 purpose of those studies would be to result in a
13 schedul e that we would go get a bid on. That's not the
14  purpose and scope of these studies.
15 These studies are to informand refine the
16  project schedule estimate so that we know that when we
17 provide a feasibility analysis based on a certain
18 project schedule, that we have the best information
19 possible within this tinme frame to support that
20 feasibility anal ysis.
21 Q And isn't it true that the initial assessnent
22  studies inplenent the post-licensure activities?
23 A No.
24 Q And why not ?
25 A Again, their purpose, objective and scope is
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1 not to inplenent post-licensure activities. They are
2 not sufficiently detailed and do not result in a bid
3 specification that could be then used to obtain binding
4 bids. So they are an increase in the |evel of detail
5 that we currently have, but they are not the
6 inplenentable schedule that will be created in
7 pre-construction work to support bids.
8 Q And are these study itens intended to address
9 factors such as supply chain performance and quality
10 assurance performance that could inpact either cost or
11 schedul e?
12 A To the extent that these areas of study, the
13 results of the first wave of construction, particularly
14 npodul e, subassenbly and | ogistics plant. Sone of the
15 delays seen in the first wave is based on how t hey
16  noved nodul es, how they constructed them how they
17 noved themon site for assenbly.
18 So these are really the first steps in
19 taking -- or sone of the first steps in taking the
20 information we observed in the first wave of
21 construction, incorporating that so that we don't nake
22 those mi stakes in the second wave of construction.
23 Q Does the scope of work for initial assessnent
24  studies include issuing notices to proceed with site
25 clearing work or any post-licensure work?
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1 A No. No.
2 Q kay. Please turn to Slide Nunmber 12. And
3 that's the 2015 Increased Estimate Due to COL and
4  Engineering Challenges. What are the conbi ned
5 operating |license and engi neering chall enges referenced
6 here?
7 A In the conbi ned operating license, it's a
8 conbination of additional fees that we'll be paying to
9 NRC for the continued conpletion of the safety review,
10 nostly seismic in nature, and our contractor, Bechtel,
11 who is conpiling those additional pieces of
12 information, additional costs for Bechtel to do that.
13 In the engi neering and construction, it's
14  primarily the increase in the annual fee to participate
15 as one of the AP1000 owner group nenbers.
16 Q Can you pl ease go back to Slide 5. And
17 according to this tineline, FP& w || make the
18 information in the final reports for Category A B and
19 C generally available for review by the Conm ssion,
20  Staff and others not later than the first quarter of
21 2016; is that correct?
22 A That's correct.
23 Q And the renmaining Category D report woul d not
24 pbe available for review until 2017, correct?
25 A That's correct.
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1 Q Are the Category D assessnents interdependent
2 onthe results of Category A, B or C assessnents?

3 A Yes.

4 Q And has FP&L finalized the scope and issued
5 bids on any of the four categories?

6 A W' ve issued an award, a contract on

7 Category AL W' ve issued an RFP for Categories B and
8 C. And we are evaluating those bids now W have not
9 issued an RFP for Category B work.

10 Q Thank you.

11 | would |ike you to now please turn to

12 Exhibit 38, and in particular, the FP& response to

13 OPC s Interrogatory Nunber 19.

14 A |"m not sure | have that.

15 Q It should be part of the -- Exhibit 38.

16 MR. SAYLER It's paper clipped together with
17 t he ot hers.

18 THE WTNESS: | do have it.

19 BY MS. BARRERA:

20 Q kay. Al right. And in Interrogatory

21 Nunmber 19, were the discussion regarding | essons

22  |earned factored into the current cost estimte and

23  project schedule for Turkey Point Units 6 and 77?

24 A Yes, to the extent that they're reflected in
25 the revised project schedul e.
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1 Q In Exhibit 30 -- we're going to be going back
2 and forth to exhibits, and |I'm sorry about that, but
3 that's the way it is.

4 Can you please turn to Exhibit 30, FP&L

5 response to Interrogatory Number 3. In that

6 interrogatory, FP&L stated that there are issues that

7 are expected to be resolved by October of 2015 and are
8 not expected to inpact the NRC s review schedul e for

9 FP&L's COL.

10 FP&L's -- this response concerning nmatters

11 that surfaced in 2014 in other projects that could

12 affect the Turkey Point Units 6 and 7, FPL identified
13 certain itens. And does FPL currently expect these

14  jissues to be resolved w thout adverse inpact to the

15 revi ew schedul es?

16 A At present tine, yes, we do expect themto be
17 resolved wi thout inpact to our schedul e.

18 Q kay. |If you can turn to your May testinony,
19 Page 24. At Line 18, you begin a discussion concerning
20 initial assessment studies. You state that the studies
21 are to informa decision to proceed to begin

22 pre-construction worKk.

23 What is your definition of the phrase

24 "pre-construction work"” as used in this context?

25 A As ny understanding of the use of the termin
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1 the revised NCRC Statute, | believe the Statute is 3C,
2 pre-construction work are those activities to be
3 acconplished after receipt of a COL.

4 Q And in Exhibit 31, if you can turn, which are
5 FP&L's response to Staff's Interrogatory Nunber 9, if

6 you can go to that.

7 A "' mthere.

8 Q kay. Is it correct that FP&L's filings do
9 not list any contracts associated with inplenenting the
10 initial assessnent studies?

11 A That's correct.

12 Q kay. And when does FP&L plan to begin to

13 nmake expenditures on the initial assessnent studies?

14 A We have begun. W initiated the studies in
15  June of this year.

16 Q kay. And can you explain why none of the

17 contracts listed on 7A and 7B schedul es include the

18 work for the initial assessnent studies?

19 A Because the contract was not issued until

20 after the May 1 filing. They did not appear on the

21 schedul es.

22 Q And in your May testinony, back on Pages 24
23 and 25, you associate the initial assessnent studies

24 activity of preparation of a 2016 anal ysis of the

25 feasibility of conpleting Turkey Point 6 and 7; is that
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1 correct?
2 A Yes, ma' am
3 Q And is FP&L's annual analysis of feasibility
4 of conpleting Turkey Point 6 and 7, is that work that
5 the NRCrequires inits review of FP&L's COL?
6 A It's work that's related to it. It is not
7 specifically -- the feasibility analysis is not
8 specifically required for the NRC for the conbi ned
9 |icense.
10 Q Do you provide any -- does FP&L provi de any
11 information to the NRC based on the information
12 contained in the feasibility studies?
13 A In the broad sense, FPL represents to the NRC
14 that we are in conpliance with all state and | ocal
15 regulations related to the pursuit of the conbi ned
16 license. So in that in respect, yes.
17 Q kay. Now, the initial assessnent studies is
18 work that the NRC requires in its review of FPL's CCL
19  application?
20 A Explicitly, no. They don't require a study
21 called an initial assessnent. However, they require us
22 to conply with the conditions and conformw th the
23 license requirenents.
24 These studies are being done to nake sure we
25 know what it's going to take in terns of tine and
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1 effort to conply and conformw th the conbined |icense.
2 Soin that respect, they are related to conpliance with
3 the conbined |icense.

4 Q And does the NRC require updates of the total
5 cost to conplete the Turkey Point project as part of

6 its application review?

7 A As a part of our annual update to the

8 conbined license, we provide current cost information
9 for the project.

10 Q Does the NRC require FP&L to seek binding

11 bids prior to COL approval ?

12 A No, the NRC nmakes no commercial requirenents
13 of the applicant.

14 Q kay. Can we turn to your May testinony at
15 Page 11, and that woul d be Line 19.

16 A " mthere.

17 Q kay. And there you describe the inpact of
18 the 2013 Nucl ear Cost Recovery Statutory Anmendnents.
19 As a lay person, is it your understandi ng

20 that the 2013 anendnents prohi bit FP&L from undertaking
21  any activity not required by the NCRC in its review of
22 the COL application?

23 A That's not ny understandi ng, no.

24 Q What is your understandi ng?

25 A My understanding is that the NCRC Anended
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1 Statute tal ks about costs that are related to obtaining
2 or maintaining the conbined |icense, and that because
3 these costs are related to the conbined |icense through
4 the cost recovery process, by which pursuit of that
5 conbined license is funded, that these initial
6 assessnents are therefore related to the conbi ned
7 license.

8 Q kay. Can you turn to Pages 24 and 25 of

9 your My testinony?

10 A " mthere.

11 Q kay. And in there you discuss a plan for

12 2016 filings with the Comm ssion.

13 Is it true that those plans depend on the NRC
14  conpleting its review process?

15 A Yes.

16 Q | would like you nowto turn to Exhibit 31,
17 and that's Interrogatory Nunmber 6.

18 A " mthere.

19 Q kay. And in this, FP&L indicates key

200 m | estones.

21 Is it true that the NRC plans to conplete its
22 environnental reviewin February of 20167

23 A That's correct.

24 Q And does the NRC plan to conplete a safety

25 review in October of 20167
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1 A That's correct.
2 Q And isn't it true that the NRC s process
3 allows for hearings subsequent to these reviews and
4 before the ultimte decision on COL issuance?
5 A That's correct.
6 Q Soisn't it true then that the certainty of
7 the conbined operating license is a key factor
8 affecting FP&L's tineline for filing a request to begin
9 post-licensure work?
10 A That's correct. |In Exhibit SDS-12, we
11 provide our best estimate of how the ASLB hearing wl|
12 be sequenced follow ng the safety and environnent al
13  review and prior to the COL deci sion.
14 Q Is it FP&L's position that initial assessnent
15 studies are necessary to prepare the feasibility
16 analysis for the 2016 NCRC proceedi ngs?
17 A Yes, they are necessary to prepare the best
18 inforned feasibility analysis.
19 Q Soisn't it true that there's a possibility
20 that the plan for 2016 Comm ssion filings as presented
21 in your testinony could change?
22 A That's a possibility, yes.
23 Q Can you please turn to Exhibit 35. It's a
24 docunent entitled "PTN Units 6 and 7 Level 1 Baseline."
25 It's the big spreadsheet that we gave you. The one
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1 that was filed with the Comm ssion was 8-by-11, and |I'm
2 an old woman and | cannot see that clearly.

3 A | have the schedule in front of ne.

4 Q So we nade it bigger.

5 Thi s docunment is about FP&L's current

6 critical path tineline, correct?

7 A Yes.

8 Q And in formulating your May testinony, did
9 vyourely onthis information in your docunent?

10 A Yes, | did.

11 Q The second activity listed on this chart is
12 the initial assessnents and has a finish date of

13  12/31/ 2016, correct?

14 A That's correct.

15 Q And the sixth activity listed is perform

16  pre-construction activities.

17 s the start date projected to take place
18 after the receipt of the COL? Wat is that date?

19 A Yes. In this schedule, the receipt is the
20 earliest practicable date, which is 12/31/2016.

21 Q And does the start date of the sixth activity
22 depend on the results of the initial assessnent

23  studies?

24 A Yes. They wll informthe pre-construction
25 activities.
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1 Q And pl ease turn to Exhibit 31, response to
2 | nterrogatory Nunber 43. This exhibit is a conposite
3 of FP&L's response to Staff's second set of
4 | nterrogatories Nunber 43 and data FP&L attached to its
3) response.
6 Can you pl ease state what these docunents
7 show.
8 A "' msorry, can you hel p ne again.
9 Exhibit 317
10 Q Exhibit 31 would be Interrogatory 43.
11 A Unfortunately, Interrogatory 43 is not
12 attached to it. Let nme see if I can find it sonmewhere
13 else. It's not attached to it.
14 Q It's 38, I"'msorry.
15 A Yes, | have it. Thank you.
16 Q |"msorry. Can you please state what these
17 docunents show.
18 M5. CANO | amsorry, can you pl ease repeat
19 t hat back, what docunents are you | ooking at.
20 CHAl RVAN GRAHAM I nterrogatory 43.
21 M5. BARRERA: Yes, sir.
22 M5. CANO If | nmay direct the wi tness, that
23 was the | oose interrogatory not with the cover.
24 Thank you.
25 THE WTNESS: | have it.
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1 BY MS. BARRERA:

2 Q kay. Can you explain what these docunents

3 show exactly?

4 A At request of Staff, we've conpared the

5 results of the overnight capital cost and break-even

6 cost estimates over tinme. And essentially the green in
7 my copy, green bands relate to the capital cost

8 estimate range, and the |ight blue bands estimate to

9 the break-even cost ranges.

10 Q kay. And is it true that one of the results
11  of the initial assessnment studies could be a decrease
12 in the high-low range of estimted overni ght capital

13  expenses?

14 A The inpact of the cost of the initial

15 assessnents is to address schedule. So because the

16 capital cost estimate range is an overni ght cost and

17 doesn't specifically speak to schedul e, because it's

18 just a point intinme, no. But it wll, the initial

19 assessnent studies, if they change the project

20 schedule, it would affect the overall project cost.

21 Q Thank you.

22 M5. BARRERA: | have no further questions.
23 CHAl RMVAN GRAHAM  Conmi ssi oners?

24 Conm ssi oner Br own.

25 COW SSI ONER BROWN:  Thank you, M. Scroggs.

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 356
1 | know you've been here for a few hours, so | just
2 have one or two questions for you.

3 THE W TNESS: Yes, ma'am

4 COW SSI ONER BROAN: I n your testinony, you

5 talk a | ot about the Nuclear Cost Recovery Statute
6 and the devel opnent that led up to inplenentation
7 of the Nuclear Cost Recovery Statute. You also

8 state in your testinony that the del ays that

9 occurred with Turkey Point 6 and 7 in the project
10 schedules is a result of the NRC del ays as well as
11 t he Anended Nucl ear Cost Recovery Statute, right?
12 THE W TNESS: Yes, ma'am

13 COW SSI ONER BROMN: Can you say exactly what
14 the direct costs are as a result of the anmendnent
15 to 366.93., the anmendnents to that?

16 THE W TNESS:. Because they're conbined with
17 the NRC delay | think would be challenged to

18 di vi de those up separately. They are sequential,
19 so the two-and-a-half years that result fromthe
20 Nucl ear Cost Recovery Amendnent decoupling our

21 ability to sinmultaneously do pre-construction and
22 construction activities adds two-and-a-half years.
23 COW SSI ONER BROMN:  And |' ve been wanting to
24 ask this question of the 1QU s for a long tine, so
25 this is a good opportunity to doit, wth regard
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1 to the anended statute. Wth the additional
2 interimreview steps, do you think that the
3 amended 366.93 really hinders an 1 QU from pursui ng
4 new nucl ear devel opnent ?
5 THE WTNESS: | would say, no, it doesn't
6 hi nder us. It does add delay and it adds tine in
7 It and it adds conplexity. But it wouldn't
8 prevent us from continuing forward.
9 COW SSI ONER BROMWN: | expected that answer,
10 but | just figured | would ask it.
11 Thank you, very nuch.
12 CHAI RVAN GRAHAM  Conmi ssi oner Bri sé.
13 COW SSI ONER BRI SE:  Thank you, M. Chairman.
14 | have a couple of questions for you, M. Scroggs.
15 And Conmmi ssi oner Brown touched a little bit on the
16 | npact of tinme on the cost, so | wanted to address
17 the inpact of tine affecting the feasibility of
18 the overall project.
19 And from FPL's perspective, at what point, if
20 that time continues to nove and there isn't --
21 let's say we get past 17 and we don't have a
22 | icense and so forth or aren't in a better
23 position with the license -- when does the project
24 |l ose its feasibility and viability?
25 THE WTNESS: That would be very difficult to
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1 say with respect to all of the other factors,
2 natural gas price in the future, em ssions
3 conpliance. The good news is as we get further
4 out there, we get a better understandi ng and
5 hi gher certainty about what those val ues woul d be.
6 It's remarkabl e at this stage that over eight
7 years of tinme, the cost estimte and the
8 feasibility analysis continues to show the
9 benefits of this project for our custoners even
10 t hough conbi ned cycle plants are getting nore
11 efficient, natural gas is at an all tinme low So
12 It would be difficult for ne to project.
13 There woul d be potentially a point in the
14 future, if natural gas prices were to remain | ow,
15 em ssi ons conpliance costs never cone about, that
16 a delay could be the critical deciding factor in
17 feasibility anal ysis.
18 COW SSI ONER BRI SE:  Ckay. So the foll ow ng
19 question is if we didn't have the advanced cost
20 recovery clause, would FPL be pursuing this
21 project today the way it's pursuing it?
22 THE WTNESS: Certainly not the way it's
23 pursuing it today. W believe that the cost
24 recovery clause provides custoners with the
25 significant benefits for the interest aspect of it
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1 and it provides FPL the reliability of regulatory
2 consi stency so that we can go out to the market
3 and obtain market support for the capital project.
4 Absence that signal of support, FPL is out,

5 you know, trying to obtain financing for a very

6 expensive project without a clear denonstration of
7 the state's support.

8 COW SSI ONER BRI SE:  Ckay. So at what point
9 woul d it have stopped pursuing the project wthout
10 t he cl ause?

11 THE WTNESS. Qite early on.

12 COW SSI ONER BRI SE:  Ckay. Thank you.

13 CHAl RMVAN GRAHAM  Any ot her Conm ssi oners?

14 (No response.)

15 CHAl RMVAN GRAHAM  Redirect ?

16 M5. CANO | have a couple questions. Thank
17 you.

18 EXAM NATI ON

19 BY MS. CANO

20

Q M. Scroggs, Ms. Christensen asked you a few

21  questions repeatedly using the term pre-construction

22  phase or pre-construction. Wat is your understanding

23 of pre-construction as that termor variations of that

24 term

25

Is used as it applies to the project?

A Pre-construction includes the tine frane
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1 between the end of site selection and the end of site
2 clearing.

3 Q kay. Thank you.

4 Ms. Meéndez, on behalf of the Cty of Manm,
5 asked you sone questions about the timng of

6 pre-construction of transm ssion lines for the project
7 and asked whether you' re aware of any testinony that
8 those transmi ssion lines mght be constructed earlier
9 than you testified to here today. Do you recall that
10 |ine of questions?

11 A | do.

12 Q kay. To the extent prior years' testinony
13  supported earlier in-service dates than we're talking
14 about here today, would that al so have i npacted

15 transm ssion construction tim ng?

16 A Yes, that could be part of it, as well as
17 there are other transm ssion projects ongoing at

18 different points in tinme. And during the site

19 certification process, sone of those additional

20 projects, not this Turkey 6 and 7 transm ssion, but
21  other simlar projects were being discussed.

22 Q Ms. Mendez al so asked you a coupl e of

23 guestions about the cooling canals at Turkey Point and
24 jssues related to those. Wat is the relationship

25 between the existing Turkey Point cooling canals and
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1 the Turkey Point 6 and 7 project?
2 A The only interface between the 6 and 7
3 project and the cooling canal system woul d be
4 stormwater runoff fromthe physical Turkey Point 6 and
S 7 into the cooling canals thensel ves.
6 Q And lastly, the Cty of Mam asked you about
7 consideration of potential co-ownership arrangenents
8 for the Turkey Point 6 and 7 project. Could you please
9 explain the process of considering potenti al
10  co-ownership arrangenents, as FPL may do so.
11 A Yes. As | described, the need determ nation
12 and subsequent anal ysis has assuned that our custoners
13 will nmake use of 100 percent of the output and
14  therefore 100 percent of the value. |If we were to
15 enter into sone agreenent where a portion of that val ue
16 and project was shared with another entity, we would
17  expect sone levels of fair conpensation for what FPL
18 custoners have invested to get to the project at this
19  point.
20 M5. CANO | have one final redirect, but
21 It's only appropriate or necessary, | should say,
22 If an exhibit of OPC s is entered into the record
23 over objection. So | would like to reserve ny
24 right to ask one nore question to the extent that
25 exhibit is admtted.
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1 CHAl RMVAN GRAHAM  Restate that. You |ost ne.
2 M5. CANO It is Exhibit 72.

3 CHAl RMVAN GRAHAM  Ckay.

4 M5. CANO | plan to object to the extent OPC
5 plans to nove it into the record, and they may not
6 even be planning to do so. And if it is,

7 nonet hel ess, noved into the record, then I do have
8 one redirect question on it.

9 CHAl RMVAN GRAHAM  Why don't you just go ahead

10 and ask your redirect.

11 M5. CANO  Sure.

12 BY MS. CANO
13 Q M. Scroggs, OPC and FI PUG asked you at a
14 very high |l evel sone questions about the cost
15  experience at Levy Nucl ear Power project. How do FPL's
16  pre-construction period activities conpare to the
17 pre-construction period activities of the Levy project?
18 M5. CHRISTENSEN. |'mgoing to object. |
19 think that's a little bit beyond the scope of what
20 t he question was.

21 MR. MOYLE: Plus I'"mnot sure that he had
22 much i nformati on about the Duke-Levy concept. He
23 followed it fromafar. But now she's asking him
24 to get into detail that | don't think he has.

25 M5. CANO That's fine. I'll wthdraw the
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1 questi on and renenber that when we tal k about
2 exhi bits.
3 CHAl RMVAN GRAHAM  Ckay. W'l tal k about
4 exhi bits.
5 Fl ori da Power & Light.
6 M5. CANO Yes. Thank you. FPL noves
7 Exhibits 2 through 13.
8 CHAl RMVAN GRAHAM  Two t hrough 183.
9 (Exhibit Nos. 2 through 13 were received in
10 evi dence.)
11 M5. CHRI STENSEN. | woul d go ahead and nove
12 Exhibits 72, 73 and 74. Al though, | would note 72
13 Is an order, so the necessity of noving it into
14 the record seens a little bit noot, but | would do
15 It for convince sake. But if it's going to create
16 a problem --
17 CHAl RMVAN GRAHAM | was just going to say
18 since it's a final order, | don't think we even
19 need to nove it. W'II|l just nove 73 and 74.
20 M5. CHRI STENSEN:. Thank you.
21 (Exhibit Nos. 73 and 74 were received in
22 evi dence.)
23 M5. MENDEZ: Could we take judicial notice of
24 72 just since it's an order, just for the record?
25 CHAI RMVAN GRAHAM  Yeah.
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1 MS. MENDEZ: Thank you.
2 M5. HELTON: And, M. Chairman, can we ask
3 the parties if they're going to object to the
4 exhibit, the better tine to do it would be when
5 the exhibit is first presented for cross
6 exam nati on purposes?
7 CHAl RMVAN GRAHAM Wy is that?
8 M5. HELTON: So that all the parties have
9 notice of that to that effect, and so that they
10 may reply to the objection as necessary. And then
11 potentially so you could go ahead and rule on it
12 at that tinme instead of waiting until the end when
13 no one is aware or on notice that there's an
14 obj ection to the exhibit.
15 CHAl RMVAN GRAHAM  Dul y not ed.
16 Do we have any ot her exhibits?
17 M5. MENDEZ: The Gty of Manmi, Exhibit 75.
18 CHAl RMVAN GRAHAM  Ckay.
19 M5. MENDEZ: That was marked.
20 CHAl RMVAN GRAHAM | f there's no objection to
21 Exhi bit 75, we'll nove that into the record as
22 wel | .
23 (Exhibit No. 75 was received in evidence.)
24 CHAl RMVAN GRAHAM  Ckay. Are there any other
25 exhi bits?
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1 MS. BARRERA: No.
2 CHAl RMVAN GRAHAM  Ckay. Would you like to
3 excuse your wtness for now?
4 M5. CANO For now. But he'll be reappearing
5 for rebuttal.
6 CHAl RMVAN GRAHAM  Let's nove on to Di az,
7 Dr. D az.
8 M5. CANO All parties have agreed to
9 stipulate to Dr. Diaz's testinony and his one
10 exhibit into the record, and he's been excused
11 fromappearing. So at this tinme, FPL noves or
12 requests that the prefiled direct testinony of
13 Dr. Diaz's testinony be inserted into the record
14 as read.
15 CHAl RVAN GRAHAM W& wil|l enter Dr. D az's
16 direct testinony into the record as though read.
17
18
19
20
21
22
23
24
25
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
DIRECT TESTIMONY OF NILS J. DIAZ
DOCKET NO. 150009-EI

March 2, 2015

Please state your name and business address.

My name is Nils J. Diaz. My business address is 2508 Sunset Way, St.
Petersburg Beach, Florida, 33706.

By whom are you employed and what is your position?

I am the Managing Director of The ND2 Group (ND2). ND2 is a consulting
group with a strong focus on nuclear energy matters. ND2 presently provides
advice for clients in the areas of nuclear power deployment and licensing, high
level radioactive waste disposal and storage issues, and advanced security systems
development.

Please describe your other industry experience and affiliations.

I presently conduct policy advising and consulting for governments and industry,
and hold board memberships in private institutions. I recently chaired the
American Society of Mechanical Engineers Presidential Task Force on Response
to Japan Nuclear Power Plant Events and two major reviews of the Safety Culture
and the Quality Assurance Program for the Hanford Waste Treatment Plant. [
previously served as the Chairman of the United States Nuclear Regulatory

Commission (NRC) from 2003 to 2006, after serving as a Commissioner of the
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NRC from 1996 to 2003. Prior to my appointment to the NRC, [ was the Director
of the Innovative Nuclear Space Power and Propulsion Institute for the Ballistic
Missile Defense Organization of the U.S. Department of Defense, and Professor
of Nuclear Engineering Sciences at the University of Florida. [ have also
consulted on nuclear energy and energy policy development for private industries
in the United States and abroad, as well as the U.S. Government and other
governments. 1 have testified as an expert witness to the U.S. Senate and House
of Representatives on multiple occasions over the last 30 years. 1 also served as a
Commissioner on Florida’s Energy and Climate Commission from 2008 to 2010.
Additional details on my background and experience are provided in my resume,
which is attached as Exhibit NJD-1.

Are you sponsoring any Exhibits in this case?

Yes. I am sponsoring Exhibit NJD-1 - Summary Resume of Nils J. Diaz, PhD.
What is the purpose of your testimony?

The purpose of my testimony is to review the prudence of Florida Power & Light
Company’s (FPL’s) continued pursuit of a Combined Operating License (COL)
for the Turkey Point Nuclear Units 6 and 7 (Turkey Point 6 & 7) project in 2014,
in accordance with applicable nuclear industry and regulatory considerations.
How have you prepared for your review of FPL’s approach to the licensing
of Turkey Point 6 & 7?

I continue to be well-informed of FPL’s Combined Operating License Application
(COLA) for the Turkey Point 6 & 7 project, since participating in the Need

Determination proceedings and in subsequent Nuclear Power Plant Cost Recovery
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proceedings for these units. I am also well-informed on the subject of the
Westinghouse AP 1000 reactor referenced by FPL in its COLA, beginning with
its Design Certification review when I was on the NRC, and continuing reviews
after I left the Commission. I have reviewed FPL’s project approach to the
management and licensing of the Turkey Point proposed units, as described in
detail in the Direct Testimony of Steven Scroggs, FPL’s Senior Director for
Project Development for the Turkey Point 6 & 7 project, filed with the
Commission prior to 2015 and on this date. I have also discussed FPL’s licensing
approach and related project management issues with Mr. Scroggs, Mr. Maher
(Senior Director Licensing), and other FPL personnel, including reviewing
correspondence from the NRC to FPL related to the schedules of its
environmental and safety reviews for the Turkey Point 6 & 7 project. Finally, I
am cognizant of past and ongoing NRC reviews of other COL applications, and of
key regulatory issues important to the timely licensing of the Turkey Point Units 6
and 7.

Was FPL’s approach to the continued pursuit of a COL for the Turkey Point
6 & 7 project in 2014 prudent?

Yes. Based on my review, the decisions and management approaches used by
FPL during 2014 were prudent and consistent with a reasonable strategy for
pursuing the licensing of the proposed Turkey Point 6 & 7 project.

Please discuss what major events or issues have recently challenged the

NRC'’s capability to conduct their licensing processes?
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Since March 2011, there have been three major issues that have challenged the
NRC’s capability to orderly discharge their licensing obligations for nuclear
power plants. These three major events or issues are: Japan’s Fukushima multi-
reactor event following a beyond-design-basis tsunami and the subsequent follow-
up by the NRC to use a Lessons Learned approach for assuring the continuing
safety of U.S. nuclear power plants; the suspension of licensing and the major
generic environmental work conducted to respond to the U.S. Court of Appeals
for the D. C. Circuit’s order on the safety of spent fuel storage and the so-called
Waste Confidence Rule; and the suspension and re-activation of the Yucca
Mountain licensing proceedings. Each of these issues required significant
redirection of NRC staff and Commission involvement and, therefore, challenged
the effective and efficient licensing processes for nuclear power plants. A short

summary of the status of each one of these issues is provided below.

Status of NRC regulatory actions related to Fukushima: The vast majority of the
NRC regulatory actions on the Fukushima Lessons Learned concerned operating
reactors. The impacts on new reactor licensing are more easily addressed, and are
mostly restricted to areas of seismic and flooding protection, blackout protection,
fuel pool instrumentation and emergency response. The overriding criteria are to
maintain cooling to the core, the containment, and the spent fuel pool. The NRC
continues to recognize that the AP 1000 passive-safety reactor selected for the
Turkey Point Units have significant safety enhancements inherent to the design

addressing the safety criteria, and would only require appropriate improvements
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in well-defined areas. Presently, the action matrix to address the Fukushima-
related issues for the AP 1000 appears completed and no further licensing

schedule impacts are expected from this issue for Turkey Point.

Status of the Waste Confidence Rule: As anticipated, the NRC issued a final rule
on the remanded Waste Confidence Rule on August 26, 2014. The ruling, made
effective after publication in the Federal Register on September 19, 2014,
effectively resolves the issues on the storage of spent fuel and ends the power
reactor licensing suspension. The new rule, re-named the “Continued Storage of
Spent Nuclear Fuel Rule”, adopts the findings from the NRC generic
environmental impact statement; it establishes that spent nuclear fuel can be
safely managed in dry casks for the short term (up to 60 years), the long term
(another 100 years), and for indefinite time frames. The new rule does not rely on
the availability of a repository for the safe storage of spent fuel. Therefore, the
regulatory issue is presently resolved and no longer presents an impediment for

the licensing of Turkey Point Units 6 and 7.

Status of the Yucca Mountain Licensing Review: Since 2010, the review of the
Yucca Mountain licensing application has been stopped and then restarted, with
complex legal and budgeting issues complicating progress, and consequently
caused instabilities in NRC’s staffing assignments. On October 16, 2014, the
NRC issued the very important Volume 3 of the Yucca Mountain Safety

Evaluation Report (“SER”), “finding that the Department of Energy’s repository
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design meets the requirements that apply after the repository is permanently
closed, including but not limited to the post-closure performance objectives in
NRC’s regulations” (NRC News, 10/16/2014). On December 18, 2014, the staff
issued Volume 4 (Administrative and Programmatic Requirements) of the SER,
and on January 29, 2015 the staff issued the final parts of the review, Volume 2
(Repository Safety Before Permit Closure) and Volume 5 (Proposed Conditions
and License Specifications), which completed the SER. Although the future of
Yucca Mountain is still in doubt, the work done resolved a significant part of the
overload on the NRC staff, and allows for the resumption of more standard review

schedules.

In summary, the above-discussed regulatory issues are resolved to the point that
they no longer present a challenge to the licensing of Turkey Point Units 6 and 7.
Is the new NRC estimated schedule for the issuance of the Turkey Point
Units 6 and 7 COL license reasonable?

Yes. The NRC staff had previously identified issues affecting staff’s ability to
complete its safety review in areas of geology, seismology and geotechnical
engineering, and in identifying alternative sites as an issue impacting the
environmental review. FPL committed to address these concerns, performed
pertinent site investigations supporting their RAI responses and developed an
approach addressing the alternative site issues to conform to requirements by the
NRC and USACE. With letters on April 17, 2014 and August 26, 2014, the NRC

notified FPL that the Staff had received sufficient information to proceed with the
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COLA and to provide new schedules for the safety and environmental reviews.
Upon evaluation of the proposed safety and environmental review schedules, and
the diligence of the FPL staff in closing out key areas of interest raised by the
NRC staff, it is my opinion that these schedules are presently on track to meet the
milestones. The new schedules call for a final EIS issued to the Environmental
Protection Agency by February 2016 and a final SER by October 2016. Both
dates are supportive of an estimated December 2016 - March 2017 issuance of the
COL. I believe that it is reasonable to expect issuance of a COL to FPL’s Turkey
Point Units 6 and 7 by those dates.

Are there other NRC regulatory issues that FPL is monitoring?

Yes. FPL continues to monitor progress on the design finalization, and especially
on issues that could require review and approval by the NRC prior to issuance of
the COL. FPL’s COLA application is part of the AP 1000 Design Centered
Review Process, with the Levy project as the lead COL. Presently, issues with
Interim Staff Guidance 11 design changes to the control room and the condensate
return feature are being analyzed, as well as how FPL can benefit from this work
for the Levy COL. Another issue that is being monitored for the potential to
impact regulatory licensing or inspection activities within the AP 1000 Design-
Centered Working Group is the Instrumentation and Control (I&C) Systems
Design Acceptance Criteria (DAC). The 1&C systems at both the Vogtle and
Summer reactor projects will be first-of-a-kind; it is expected that the issues
resolved by their DAC would be complete enough to benefit the Turkey Point

units. However, the complexity of the I&C systems and the lengthy regulatory
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reviews for its acceptance deserve the consistent attention being given by the FPL
staff. Finally, the NRC staff is trying to make improvements to 10 CFR Part 52
and specifically to the clarity of AP 1000 Design Certification Document
information, reducing ambiguity that could impact the extent of NRC review
during construction. FPL staff continues to monitor these issues to increase the
predictability of the Turkey Point 6 & 7 COL issuance.

Is it feasible for FPL to receive a COL to pursue construction and operation
of Turkey Point 6 & 7?

Yes. I am confident that FPL will receive a COL license by March 2017,
satisfying NRC requirements for public health and safety, the environment and
the common defense and security.

Does this conclude your direct testimony?

Yes.
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1 M5. CANO And then | wll also nove
2 Exhi bit 14.
3 CHAl RMVAN GRAHAM  And seei ng no obj ections,
4 we'll enter Exhibit Nunber 14 into the record as
5 wel | .
6 (Exhibit No. 14 was received in evidence.)
7 CHAl RMVAN GRAHAM  That brings us to Reed.
8 MR. DONALDSON: At this tinme, FPL calls John
9 Reed to the stand.

10  Ther eupon,

11

12 was called as a wtness, having been previously duly

13 SWOr n,

14

15 BY MR DONALDSON:

16

17

18

19

20

> O » O

Q

21 addr ess.

22

23 is 293 Boston Post Road West, Marl borough,

24 Massachusetts.

25

A

Q

was exam ned and testified as foll ows:

JOHN J. REED

EXAM NATI ON

Good eveni ng, M. Reed.

Good eveni ng.

You were here when the w tnesses were sworn?
Yes, | was.

Wul d you pl ease state your nane and busi ness

My nane is John J. Reed. M business address

By whom are you enpl oyed and i n what
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1 capacity?
2 A "' mthe Chai rman and CEO of Concentric Energy
3  Advisors.
4 Q Have you prepared and caused to be filed 38
5 pages of prefiled direct testinony in this proceedi ng
6 on March 2nd, 20157
7 A Yes.
8 Q Do you have any changes or revisions to your
9 prefiled direct testinony?

10 A No, | do not.

11 Q If | were to ask you the sane questions

12 contained your prefiled direct testinony, would your
13 answers be the sanme?

14 A Yes, they woul d.

15 MR. DONALDSON: Chai rman Graham FPL asks

16 that we insert M. Reed's prefiled direct

17 testinony into the record as though read.

18 CHAl RVAN GRAHAM W& will enter M. Reed's
19 testinony into the record as though read.

20

21

22

23

24

25
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
DIRECT TESTIMONY OF JOHN J. REED
DOCKET NO. 150009

March 2, 2015

Section I: Introduction

Q. Please state yout name and business address.

Al My name is John J. Reed. My business address is 293 Boston Post Road West,

Marlborough, Massachusetts 01752.

By whom ate you employed and what is your position?

1 am the Chairman and Chief Executive Officer of Concenttic Energy Advisors,
Inc. (“Concentric”).

Please describe Concenttric.

Concenttic is an economic advisory and management consulting firm
headquartered in Marlborough, Massachusetts. Concentric provides consulting
services related to energy industry transactions, enetgy market analysis, litigation,
and regulatory support.

Q. Please describe yout educational background and professional expetience.
I have mote than 38 years of expetience in the energy industry, having served as
an executive in energy consulting firms, including the position of Co-Chief
Executive Officer of the largest publicly-traded management consulting firm in
the United States and as Chief Economist fot the largest gas utility in the United

States. I have provided expett testimony on a wide vatiety of economic and
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financial issues related to the enetgy and utility industry on numerous occasions
before administrative agencies, utility commissions, courts, arbitration panels and
elected bodies across North America. T also have provided testimony on behalf
of FPL in its Nuclear Cost Recovery Clause (“NCRC”) proceedings for the last
seven years. A summary of my educational background can be found on Exhibit
JJR-1.

Are you sponsoring any exhibits in this case?

Yes. T am sponsoting Exhibits JJR-1 through JJR-4, which ate attached to my

direct testimony.

Exhibit JJR-1 Résumé of John J. Reed
Exhibit JJR-2 Expert Testimony of John J. Reed
Exhibit JJR-3 PTN 6 & 7 Organization Charts

What is the purpose of your testimony in this proceeding?

The putpose of my testimony is to review the benefits of nuclear power and the
appropriate prudence standard to be applied to Florida Power & Light Company’s
(“FPL” or the “Company”) decision-making processes in this NCRC proceeding
before the Florida Public Service Commission (the “FPSC” or the “Commission”).
In addition, I provide a review of the system of internal controls used by the
Company in 2014 in creating the opportunity to construct two new nuclear
generating units at FPL’s existing Turkey Point (“PTN”) site (the project to
develop two new nuclear units is referred to herein as “PTN 6 & 7” or the
“Project”). Finally, I provide an opinion on whether the PTN 6 & 7 expenditures

for which FPL is seeking recovery in this proceeding have been prudently incurred.
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Please describe your experience with nuclear power plants, and specifically
your expetrience with major construction programs at these plants.

My consulting experience with nuclear power plants spans mote than 30 years. My
clients have retained me for assignments relating to the construction of nuclear
plants, the purchase, sale and valuation of nuclear plants, power uprates and major
capital improvement projects at nuclear plants, and the decommissioning of
nuclear plants. In addition to my work at FPL’s plants, I have had significant

expetience with those activities at the following plants:

e Big Rock Point e  Oyster Creek
¢ Bruce Power e Dalisades

e Callaway e Peach Bottom
¢ Datlington e Dilgrim

¢ Duane Arnold ¢ Point Beach

e Fermi e  Drairie Island
s (Ginna e Salem

e Hope Creek s Seabrook

¢ TIndian Point ¢ Vermont Yankee
e Limerick o  Wolf Creek

s Millstone e Vogtle

¢ Monticello

¢ Nine Mile Point

I have been active on behalf of a number of clients in pre-construction
activities for new nuclear plants across the United States and in Canada.
Preconstruction activities I have supported include state and federal regulatory
processes, raising debt and equity financing for new projects, and evaluating the
costs, schedules and economics of new nuclear facilities. In addition, T have
provided nuclear industry clients with detailed reviews of contracting strategies,

cost estimation practices, and construction project management.
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Please summatize your testimony.

The remainder of my testimony covers five main topic areas. Section II contains
an introduction to the Project and a brief discussion of the benefits of nuclear
power to Florida. Section III describes the appropriate prudence standard that
should be applied in this case, and discusses precedent with respect to the
prudence standard in Florida. Tn Section TV, I discuss the internal controls,
processes, and procedures that were the focus of Concentric’s review. In Section
V, I discuss Concentric’s review of the PTN 6 & 7 Project. My conclusions are
provided in Section VI. Each of those topics is summarized below.

FPL’s four existing nuclear reactors in Florida have provided, and continue
to provide, substantial benefits to Florida customers. Those benefits include
virtually no ait emissions, increased fuel diversity, reduced exposure to fuel price
volatility, fuel cost savings, highly reliable base load capacity, and efficient land use.
Additional nuclear capacity thatis being developed through the PTN 6 & 7 Project
would provide more of those same benefits to Florida.

The rule that governs the Commission’s review of FPL’s nuclear projects
calls for an annual prudence determination. The prudence standard encapsulates
three main elements. First, prudence relates to the reasonableness of decisions
and actions, not costs incurred by a utility. Second, the prudence standard includes
a presumption of prudence with regard to the utility’s actions. Absent evidence to
the contrary, a utility is assumed to have acted prudently. Third, the prudence
standard excludes the use of hindsight. Thus, the prudence of a utility’s actions
must be evaluated on the basis of information that was known ot could have been

known at the time the decision was made.
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Concentric has reviewed the processes and procedures that were used to
manage and implement the PTN 6 & 7 Project in 2014. That review has focused
on the Company’s intetnal controls that are in place to provide assurance that the
Company meets its strategic, financial, and regulatory objectives related to the
Project. Our teview is premised on a framework developed by Concentric when
advising potential investors in new nuclear development projects and our recent
regulatory expetience.

What are your conclusions with regard to the costs at issue in this
proceeding?
Concentric has concluded that all of the 2014 costs for which FPL is seeking

recovery have been prudently incurred.

Section II: Introduction to the Project and Benefits of Nuclear Power to Florida

Please generally describe PTN 6 & 7.

The PTN 6 & 7 Project remains focused on obtaining the licenses and permits
that will provide FPL and its customers the option to construct two new nuclear
units at the existing PTN site. Specifically, through PTN 6 & 7, FPL continues to
create the opportunity to construct approximately 2,200 MWe of new nuclear
capacity. ‘The Company’s project management strategy remains focused on
presetving flexibility and maintaining petiodic hold points and off-ramps during
which PTN 6 & 7’s progress can be deferted for further analysis or progressed to
more advanced stages of development. At each major hold point a decision on
whether to move forward with development will be made based on the Project’s

ability to achieve a balance of high value to customers and decreased exposure to
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risk. Once the Project has obtained all relevant permits and its Combined License
(“COL”) from the Nuclear Regulatory Commission (“NRC”), the option to
construct will last for a period of at least 20 years.

Has nuclear power benefited FPL customers?

Yes it has. Nuclear power continues to play a crucial role in FPL’s power
generating fleet. The four reactors at FPL’s existing St. Lucie and PTN sites have
been in operation for an average of over 39 years. For neatly four decades, these
units have provided numerous and substantial benefits to Florida customers by
reliably producing carbon-free energy, enhancing fuel diversity, and insulating
customers from commodity price spikes.

Is it prudent to continue the development of additional nuclear capacity in
Florida?

Yes. Itis prudent to continue the development of additional nuclear capacity in
Florida to the degree that the capacity can be developed on an economic basis over
its full life-cycle.

What ate the advantages of using nuclear power as a base load energy
source?

One of the greatest advantages to additional nuclear power is that it has virtually
no carbon dioxide, nitrogen oxide or sulfur dioxide emissions. Unlike alternative,
base load sources in Florida, nuclear energy does not burn fossil fuels and,
therefore, emits no greenhouse gases (“GHG”) or other combustion
byproducts. Based on Energy Information Administration (EIA) data, the four
nuclear units FPL operates in Florida currently avoid approximately 13 million

tons of CO- emissions per year compated to an average natural gas-fired,
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combined cycle generating station.! 'The magnitude of avoided emissions is even
greater when compared to other carbon-based fuels (e.g, oil, coal) assuming each
fuel is used to produce the same amount of energy.

In addition to its environmental benefits, nuclear power provides a vital
source of diversification to the electric generation mix. In recent years, Florida
has become increasingly dependent on natural gas as a fuel source for electric
generating facilities. According to the Florida Reliability Coordinating Council’s
2014 Load and Resource Plan, natural gas generated approximately 59% of
Florida’s electrical energy in 2013 — more than all other fuels combined. Over the
next decade, natural gas is expected to increase its share of the state’s primary fuel
sources for electtic generation. In order to mitigate the incremental dependence
on natural gas, utilities in the state should continue to develop alternatively-fueled
facilities. This will help limit the state’s exposure to natural gas price spikes and
potential supply disruptions.

How does the current price of natural gas compare with recent trends in
natural gas prices?

Although the price of natural gas is currently on the low end of what we have
observed in recent years, it is naturally subject to price changes. From 2002
through 2008, spot natural gas prices at Henty Hub rose from approximately $2.50
to over $14.00 per million British Thermal Units (“MMBtu”)* befote falling to
curtent levels in response to new supply discoveries and advances in technologies
used to recover gas from shale formations. The price of natural gas at the Henry
Hub, a common trading location, fell to approximately $2 per MMBtu in July 2012

but then increased to an average of $4.37 per MMBtu in 2014.> While even the
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cutrent wholesale price of natural gas remains below historical levels, it is
important to consider the long-term outlook when evaluating the benefits of
resoutrce diversity over the anticipated 60-year life-span of a nuclear facility.

Does natural gas price volatility remain a relevant concern today?

Yes, it does. For example, in the first three months of 2014, several regions around
the US experienced a “Polar Vortex,” an extreme winter weather event that was
marked by significant spikes in the price of natural gas and electricity as a result of
temporary gas supply constraints. In New England, natural gas prices in 2012
averaged $3.76/MMBtu, with a high of $9.82/MMBtu over the first three months
of that year. However, due to extreme weather and supply shortages, gas prices
averaged $20.33/MMBtu, with spikes as high as $77.60/MMBtu in the same
period in 2014,

Electricity markets experienced similarly substantial effects as a result of
the fact that New England relies on natural gas for over 45% of its generation.
While two years eatlier New England’s electricity prices averaged $31/MWh from
January through March with a peak of $58/MWh, in 2014 prices over the period
averaged $142/MWh and reached $334/MWh in late January.

The difference in the wholesale price of electricity between the first three
months of 2012 and the same period in 2014 totaled $3.5 billion for the New
England states. In addition, the increase in gas prices is estimated to have added
hundreds of millions of dollars, if not billions, to the bills of gas consumers. These

effects dramatically increased customers’ bills, and have proven to be long-lasting.
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While I recognize that there are distinct differences between the market
structures that apply in Flotida and New England, the difference in exposute to
unexpected costs is one of degree, not susceptibility.

What factors could affect the market for natural gas?

There are several factors that could have a significant impact on the market for
natural gas, including the export of natural gas in the form of liquefied natural gas
(“LNG”). Thete are a number of LNG export facilities at various stages of
permitting and development in North America. These export terminals are being
developed to setrve the considerable demand for natural gas from markets outside
the country. If and when the terminals enter service, the volume of gas flowing
through them could significantly affect the domestic market for gas both as a
source of home heating and for power generation and industrial use.

It is conceivable that incremental demand from export terminals can be
met by increases in the development of natural gas resources in the shale
formations throughout the United States. However, at this early stage we ate
already seeing changes in the flow of gas along major interstate pipelines, which
could affect the regional market for natural gas. Natural gas to serve Florida
curtently comes largely from resources in Texas and the Gulf of Mexico, but is
expected to come from resoutces in the Marcellus Shale in the near future as
additional infrastructute to bring gas resources to the state come online.

How does resource diversity benefit customers in Florida?
Resource diversification provides numerous benefits to Florida residents by
mitigating exposute to any single fuel source. This concept, as explained in

modern portfolio theory, is based on the idea that a group of diverse assets
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collectively lower the risks relative to holding any individual asset or type of asset.
Diversification of fuel sources—through added nuclear power and additional
renewables—insulates consumers from commodity price fluctuations and reduces
the risk profile of Florida’s electric generation mix.

Diversification through pursuit of the option to construct new base load
alternatives to natural gas is patticulatly important in the wake of decisions to
permanently retire nuclear facilities and to halt development of new nuclear units
in the Southeast region, but outside of FPL’s system.

Is it appropriate for the Commission to continue to allow recovety of costs,
including cattying costs, through the annual NCRC process?

Yes. Itis appropriate to allow for cost recovery through the annual NCRC process
given the magnitude of the potential benefits of additional nuclear capacity. The
NCRC is important for both the Company and its customers. It provides FPL’s
debt and equity investors with some measure of assurance concerning cost
recovery if their investments are used prudently. In addition, by permitting
recovery of carrying costs associated with construction, the NCRC eliminates the
effect of compound interest on the total project costs, which will reduce customer
bills when the facilities are fully implemented.

Are there benefits of nuclear power other than those that quantitatively
affect the price of electricity?

Yes. One benefit of nuclear generation that is often overlooked is its relatively
small footprint compated to other clean, emissions-free technologies. Nuclear

power plants require less land, and thus limit the degree of forest cleating, wetlands
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encroachments, and other environmental impacts associated with siting other

kinds of generating facilities.

Section III: The Prudence Standard

Please generally desctibe the prudence standard as you understand it.
The prudence standard is captured by three key features. First, prudence relates
to actions and decisions. Costs themselves are neither prudent nor imprudent. It
is the decision or action that must be reviewed and assessed, not simply whether
the costs are above or below expectations. The second feature is a presumption
of prudence, which is often referred to as a rebuttable presumption — the burden
of showing that a decision is outside of the reasonable bounds falls, at least initially,
on the patty challenging the utility’s actions. The final feature is the total exclusion
of hindsight. A utility’s decisions must be judged based upon what was known or
knowable at the time those decisions were made by the utility.
What test for prudence has been adopted by the Commission?
The Commission has prohibited the use of hindsight when reviewing utility
management decisions and has instead chosen to strictly follow the standard I
described above. As it has in prior years, in 2014, the Commission reaffirmed this
approach (Order No. PSC-14-0617-FOF-EI):

“T'raditionally, we regulate by examining the prudence of utilities’

management, financial, and operational activities prior to allowing

cost recovety for those actions. ..Speculation and hindsight review

are not consistent with the prudence standard recognized by this

Commission, and has been rejected as a basis for finding
imprudence.”

11
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Section IV: Framework of Internal Controls Review

What is meant by the term “internal control” and what does it intend to
achieve?
Internal control is a process used by organizations to provide a reasonable
assurance of the effectiveness of operations, the reliability of financial reporting,
and compliance with applicable laws and regulations. Internal controls inform
decision-making by tracking the organization’s performance relative to its various
objectives. Internal control is a process that responds to the dynamic nature of
organizations and projects over time. Finally, internal control can provide only
reasonable assurance. Expectations of absolute assurance cannot be achieved.
Please desctibe the framework Concentric used to review the Company’s
system of internal control as implemented by the PTN 6 & 7 Project in 2014.
As in ptior years, Concenttic focused on six elements of the Company’s internal
controls:

¢ Defined corporate procedures;

e Written project execution plans;

e Involvement of key internal stakeholders;

e Reporting and oversight requirements;

s Corrective action mechanisms; and

e Reliance on a viable technology.
Each of these elements was reviewed for the following five processes:

e DProject estimating and budgeting processes;

e DProject schedule development and management processes;

12
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¢ Contract management and administration processes;
¢ Internal oversight mechanisms; and

¢ TFxternal oversight mechanisms.
Concentric’s work in this proceeding is additive to our work reviewing the Project
in prior years. In other words, Concentric’s review of PTN 6 & 7’s 2014 activities
incorporates the information and understanding of the Project gained during
Concentric’s reviews of FPL’s activities from 2008 through 2014.
Please describe how Concentric performed this review.
Concentric’s review was performed over the period from December 2014 to
February 2015. We began by reviewing the Company’s policies, procedures and
instructions with particular emphasis placed on those policies, procedures or
instructions that may have been revised since the time of Concentric’s previous
review. In addition, Concentric reviewed the curtent project organizational
structures and key project milestones that were achieved in 2014. Concentric then
reviewed other documents and conducted in-person interviews of more than a
dozen FPL personnel to make certain that PTN 6 & 7’s policies, procedures, and
instructions were known by the Project teams, were being implemented by the
Project, and have resulted in prudent decisions based on the information that was
available at the time of each decision.

Concentric’s interviews included representatives from each of the

following functional areas:

¢ Project Management;

¢ Project Controls;

¢ Integrated Supply Chain Management (“ISC”);

13
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¢ Employee Concerns Program;

¢ Quality Assurance/Quality Control (“QA/QC”);

e Internal Audit;

e Transmission;

e FEnvironmental Services; and

e Licensing and Permitting.
Please describe why you believe it is important for FPL to have defined
corporate procedutes in place throughout the development of the Project.
Defined corporate procedures are critical to any project development process as
they detail the methodology with which the project will be completed and make
certain that business processes are consistently applied to the project. To be
effective, these procedures should be: (1) documented with sufficient detail to
allow project teams to implement the procedures; (2) clear enough to allow project
teams to easily comprehend the procedures; and (3) revisited and revised as the
project evolves and as lessons ate learned. Itis also important to assess whether
the procedutes ate known by the project teams and adopted into the Company’s
culture, including a process that allows employees to openly challenge and seek to
improve the existing procedures and to incorporate lessons learned from other
projects into the Company’s procedutes. Within PTN 6 & 7, the Project Controls
staff is primarily responsible for ensuring the Company’s corporate procedures are
applied consistently by the various FPL and contractor staff members who are
working on the Project. However, it is acknowledged that this is a shared

responsibility held by all Project team members, including the project managerts.
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Please explain the importance of written project execution plans.

Written project execution plans are necessaty to prudently develop a project. These
plans lay out the tesoutce needs of the project, the scope of the project, key project
milestones or activities and the objectives of the project. These documents are
critical as they provide a “roadmap” for completing the project as well as a
“yardstick” by which overall performance can be monitored and managed. It is
also important for the project sponsor to require its large-value contract vendors
to provide similar execution plans. Such plans allow the project sponsor to
accurately monitor the performance of these vendors and make certain at an eatly
stage of the project that each vendor’s approach to achieving key project
milestones is consistent with the project sponsot’s needs. These project plans
must be updated to reflect changes to the project scope and schedule as watranted
by project developments.

Why is it important that key internal stakeholders are involved in the project
development process?

One of the most challenging aspects of prudently developing a large project is the
ability to balance the needs of all stakeholders, including various Company
representatives and the Company’s customers. This balance is necessary to make
certain that the maximum value of the project is realized. By including these
stakeholders in a transparent project development process and by continuing to
engage stakeholders throughout the execution of the project, key project sponsors

will be better positioned to deliver on high-value projects.
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Why is it important to have established reporting and oversight
tequitements?

Effective internal and external communications enable an organization to meet its
key objectives, and allow employees to effectively discharge their responsibilities.
By having an established repotting structure and periodic reporting requirements,
the project sponsot’s senior management will be well-informed of the status of the
project’s various activities. Reporting requirements give senior management the
information it needs to use its background and previous experience to prudently
ditect the many facets of the project. In addition, established reporting
requirements ensute that senior management is fully aware of the activities of the
respective project teams so management can effectively control the overall project
tisks. In the case of PTN 6 & 7, this level of project administration by senior
management is prudent considering the large expenditures required to complete
the Project and the potental impact of the Project on the Company overall.

In order to be considered robust, these teporting requirements should be
frequent and periodic (e, established weekly, and monthly reporting
requirements) and should include vatying levels of detail based on the frequency
of the report. The need for timely and effective project reporting is well
recognized in the industry. A field guide for construction managets notes:

Cost and time control information must be timely with little delay

between field work and management review of performance. This

timely information gives the project manager a chance to evaluate

alternatives and take cotrective action while an oppottunity still
exists to rectify the problem areas.*

16
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What is the purpose of cottective action mechanisms and why are they
important to ensute the Company is prudently incurring costs?

A cottective action mechanism is a defined process whereby a learning culture is
implemented and nurtured throughout an organization to help eliminate concerns
that can intetfere with the successful completion of the project. Corrective action
mechanisms help identify the root cause of issues, such as an activity that is
trending behind schedule, and provide the opportunity to adopt mechanisms that
mitigate and correct the negative impact from these issues. A robust corrective
action mechanism assigns responsibility for implementing the corrective actions
and a means by which these activities are managed. In addition, a corrective action
mechanism educates the project team in such a manner as to ensure project risks
ate prudently managed in the future.

Ate there any other elements of the Company’s internal controls included
in your review?

No. Thete were no other elements of the Company’s internal controls included

in my review.

Section VI: PTN 6 & 7 Project Activities in 2014

How is this section of your testimony organized?

This section describes Concentric’s review of the five key processes (Ze., project
schedule development and management, project estimating and budgeting,
contract management and administration, internal oversight mechanisms, and

external oversight mechanisms) as they were applied to PTN 6 & 7 in 2014.

17




10

11

12

13

14

15

16

17

18

19

20

21

22

393

As a preliminary matter, what did your review lead you to conclude with
regard to the prudence of FPL’s actions in 2014 on the PTN 6 & 7 Project?
FPL’s decision to continue putsuing PTN 6 & 7 in 2014 was prudent and was
expected to be beneficial to customers. In addition, Concentric’s review indicates
that FPL’s management of the PTN 6 & 7 Project over the course of 2014 has
resulted in prudenty-incurred costs. During 2014, FPL continued its methodical
approach to achieving its licensing goals, and to identifying the costs and benefits
of pursuing the option to build new nuclear capacity for its customers.

How was PTN 6 & 7 organized in 2014?

The 2014 PTN 6 & 7 organizational structure is depicted in Exhibit JJR-3. The
project continues to be developed primarily within two separate, but collaborative
business units (“business units” or “functions”): Project Development and New
Nuclear Projects. While these business units each report through the same
executive management chain, their objectives are tied to each group’s respective
capabilities. That approach allows FPL to ensure the most qualified group is
utilized to accomplish the Project’s objectives.

Mr. Scroggs, the Senior Director Development, is responsible for aspects
of the Project not related to the NRC in 2014, while Mr. Maher, the Senior
Director Licensing, remains responsible for submitting and defending the PTN 6
& 7 Combined License Application (“COLA”). Mr. Reuwer, the Senior Director
Construction, will be responsible for the engineering, procutement, construction,

and subsequent start-up of the Project.
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While the Project remains in its current phase of development, Mr. Reuwer
is responsible for determining the proper sequencing of planning activities, which
directly informs Project cost expectations and, thus, the annual feasibility analysis.
Wete there any changes in executive responsibility for the PTN 6 & 7
Project in 2014?

Not in 2014. In March 2013, the New Nuclear Projects and Project Development
business units were moved from the Engineering and Construction organization
to the Nuclear Division within FPL, which is led by the Company’s Chief Nuclear
Officer (“CNO”). This change was made to reflect the project’s current focus on
licensing and development of the option to construct the new units.

In 2014, who was responsible for the New Nuclear Projects organization?
The CNO was suppotted directly by a Development Director, a Licensing
Director and a Construction Director, who each manage a portion of the New
Nuclear Projects otrganization. The Licensing Director was supported by multiple
Licensing Engineers and Document Control personnel and the Construction
Director was suppotted by a staff of engineers. As a whole, the New Nucleat
Projects business unit received support from other business units within FPL
through mattix relationships.

What internal FPL departments suppotted these business units in 2014?
These business units received support from FPL’s Juno Environmental Services,

Law Depattment, and ISC, among others.
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Did Concentric have any observations related to the PTN 6 & 7
otganizational structure in 2014?

Yes. Concentric believes the otganizational structure appropriately assigned
responsibility to those employees best equipped to respond to the Project needs
and propetly reflected the Project’s focus on the licensing and permitting stage
that the Project is currently in.

What major milestones wete achieved by PTN 6 & 7 in 2014?

The main focus of the New Nuclear Project in 2014 was to continue to make
progress with federal and state licensing reviews. To that end, PTN 6 & 7 achieved
several important milestones during the year.

The Company continues to make progress on the Land Exchange
Agtreement for the transmission corridor. The Everglades National Park Draft
Environmental Impact Statement (“EIS”) for the Land Exchange was published
in January 2014 and was followed by a sixty day public comment period.
Negotiations ate curtently taking place, with a final EIS expected in mid-2015.

On May 19, 2014, the State of Florida Electrical Power Plant Siting Board
approved the Final Order of Certification for the Project, enabling it to pursue
development of the eastern and western transmission lines (z.e., the East Preferred
Corridor and West Consensus Cortidor). Four parties have filed appeals to the
Final Order, which the Third District Court of Appeal expects to address by April
2016.

At the federal level, the NRC released an updated environmental milestone
review schedule in April and issued a revised overall COLA milestone review

schedule in August 2014. FPL completed an initial schedule review for the
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purpose of feasibility analyses based on the NRC’s COLA review schedule in
December 2014. This assessment of the Project schedule was completed with the
assistance of Chicago Bridge and Iron (“CB&I”), which has a part in managing the
construction of both the VC Summer new nuclear facility in South Carolina and
the Plant Vogtle new nuclear project in Georgia. In addition, the Project
continued to respond to Requests for Additional Information (“RAIs”) from the
NRC as that agency’s staff reviews the PTN 6 & 7 COLA. FPL completed all
environmental RATs in March 2014 and closed out the remaining RAIs related to
safety in June 2014. As of year-end 2014, there were no remaining open RATs.
Were there changes in 2014 that affect expectations for the timing of future
regulatory approvals?

Yes. As I mentioned above, the Project received an updated licensing review
schedule in 2014, after delays related to staffing challenges at the NRC and
litigation of the NRC’s Waste Confidence ruling (discussed below), which was
addressed in September of 2014.

Do challenges facing the NRC still affect the PTN 6 & 7 Project?

Yes. The NRC was presented with two significant challenges in 2011 that I have
discussed in priot years and that continue to affect the nuclear industry. In March
2011, the earthquake near Japan’s Fukushima Daiichi Nuclear Generating Station
prompted the NRC to shift considerable resources to an emergency task force
assigned with ensuring that both existing and proposed U.S. nuclear facilities are
adequately protected from similar seismic events. An earthquake that struck
Virginia only months later caused additional reassignment of NRC engineering

staff members to an assessment of that incident.
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As a result of these emergent priorities, members of the teams assigned to
teview licensing applications for new nuclear projects were tasked with other
priorities, delaying technical reviews of new nuclear licensing applications. FPLis
not alone in having been affected by those staffing challenges. Exelon, Tennessee
Valley Authority, PSEG, and other project sponsots have also received revised
review schedules.

In addition, in June 2012 the United States Court of Appeals for the
District of Columbia Circuit overturned the NRC’s 2010 update to its Waste
Confidence Rule, which determined that spent fuel could be safely stored at power
plants for 60 years beyond their operation. As a result, the NRC temporarily
refrained from granting licensing permits for new nuclear plants or renewing
licenses of existing facilities until sufficient envitonmental studies could be
concluded and the issue of how to store radioactive waste was sufficiently resolved.
In August 2014, the NRC issued its Continued Storage of Spent Nuclear Fuel Rule,
adopting findings from a supporting generic environmental impact statement
(“GEIS”), which concludes that spent nuclear fuel can be safely managed in dry
casks during short-term, long-term, and indefinite timeframes. While this decision
ends the two-year licensing suspension, challenges to the new rule have been filed
and are awaiting an NRC decision.

Please describe key 2014 decisions related to PTN 6 & 7.

On the state level, FPL made a number of key decisions regarding stipulation
agreements with stakeholders in the SCA process. By working closely with other
parties, FPL was able to reach agreements that limited the scope of the SCA

appeals process, pteventing an even more protracted schedule.
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As it has in years past, FPL determined in 2014 that continuing to extend
PTN 6 & 7’s reservation agreement with Westinghouse for reactor vessel head
ultra-heavy forgings presented the best value to customers. Constraints with
regard to ultra-heavy forgings have loosened considerably in recent yeats, and FPL
has continued to maintain flexibility with regard to the agreement by regularly
extending the terms while the Company evaluates the risks and benefits of
maintaining the reservation.

Lastly, FPL has begun to reevaluate its execution schedule for the new
units based on the NRC’s new review schedule and other schedule-related
development constraints.

Was PTN 6 & 7 deemed feasible by the Company during the period of your
review?

Yes. In the second fiscal quatter of 2014, the Company performed a feasibility
analysis regarding PTN 6 & 7, concluding that the project continued to be cost-
effective in seven of 14 scenarios. In six of the remaining seven scenarios, the
breakeven nuclear capital cost fell above the low end of FPL’s non-binding
estimated range of capital costs for PTN 6&7, but below the high end of the range.
FPL revisits its feasibility analysis on an annual basis in accordance with NCRC

requirements.
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Project Schedule Development and Management Processes

Please describe how the PTN 6 & 7 Project team produced and managed
the schedule of 2014 Project activities.

The initial PTN 6 & 7 Project schedule, which was developed early in PTN 6 & 7
life cycle, continues to be refined and managed using an industry standard software
package developed by Primavera Systems, Inc.

Who is tesponsible for reviewing and maintaining the Project’s schedule?
The PIN 6 & 7 project schedule is currently managed by the New Nuclear
Projects and Project Development business unit leaders.

What procedures or Project Instructions existed in 2014 to govern the
development and tefinement of the PTN 6 & 7 schedule?

New Nuclear Project - Project Instruction 100 continues to govern the
development, refinement and configuration of the project schedule. No
substantive changes were made to this Project Instruction in 2014.

What mechanisms wete in place to ensute that the PTN 6 & 7 Project team
prudently managed its schedule petformance?

The PTN 6 & 7 Project team proactively monitored and managed its schedule
petformance on a weekly and monthly basis. In addition, the PTN 6 & 7 Project
team has incorporated similar reporting requirements into its contracts with key
vendors, such as Bechtel, tequiting them to submit monthly progress reports

detailing their progress to date including any projected delays.

24




10

11

12

13

14

15

16

17

18

19

20

21

22

23

400

Did FPL tevise the overall PTN 6 & 7 Project execution schedule in 20147
Yes, it did. State policy and federal review schedules continue to evolve, which
has caused the Company to revise its schedule expectations for the Project.

As T discussed above, after FPL received an updated COLA review
schedule from the NRC, the Company conducted a detailed assessment of the
development sequence that would be needed to complete the Project. As a result
of this analysis, FPL has revised the commercial operation dates for the two new
units to 2027 and 2028.

What developments have contributed to this schedule revision?

First, as a result of the resource constraints and scheduling delays that have
materialized throughout the NRC’s COLA review process, the date by which FPL
currently expects to receive its COL is now March 2017, approximately two and a
half years later than initially expected.

In addition, revisions to Florida’s NCRC limit the recovery of costs related
to preconstruction and construction work before the NRC grants a COL to the
Company. This limits FPL from undertaking certain stages of project
development in parallel. Under conservative schedule assumptions, this has the
effect of extending the overall Project timeline by an additional two and a half
years for a total of five years of delays outside of the Company’s control.

Did Concentric have any obsetvations related to risks the Project faces as a
result of these NRC and policy-based delays?
Yes. The new timeline results in economic, financial, labor, weather, and nuclear

industry uncertainties related to the Project. Extending the commercial operation
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date of the new PTN units to 2027 and 2028 leaves the Project exposed to these
various types of uncertainty for a longer period of time.

Can you further describe the tisks that you have listed above that could
result from these NRC and policy-based delays?

Yes. Economic risks are associated with the influence of macroeconomic factors,
such as load growth, inflation, and other events on the Project. Financial risks
include interest rate risk, capital availability risk, and stock market risk. Labor risks
pertain to the impact of changing workforce costs and skilled labor availability.
Weather risks refer to the potential for adverse weather conditions to cause
construction delays. Finally, nuclear risks, such as safety incidents at other nuclear
sites, licensing revisions, and mandated design changes could cause the NRC to
suspend licensing activities or create further regulatory requirements for nuclear
plants. Extending the development time of PTN 6 & 7 increases the odds of
these risks materializing, any one of which has cost and schedule implications.
Did Concentric have any obsetvations telated to how the PTIN 6 & 7 Project
team managed and tepotted its schedule performance in 20142

Yes. Concentric believes the PTN 6 & 7 Project team has taken appropriate steps
to prudently manage and report on its schedule performance, which include
keeping executive management informed on the Project’s progress against its
schedule plans and aware of the issues that have affected the Company’s ability to

complete the Project on its original schedule.
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Project Estimating and Budeeting Processes

Please describe how the project budgets were developed for PTN 6 & 7 in
2014.
As in prior years, the PTN 6 & 7 budgets were developed based on feedback from
cach department that supports the Project. Those budgets included a bottom-up
analysis that assessed the resource needs of each department during the year. A
15% contingency adjustment was applied to each request for undefined scope or
project uncertainties that could not be predicted at the beginning of the year.
Was the process used by PTN 6 & 7 to develop its budgets consistent with
the Company’s policies and procedures?
Yes, the process utilized by PTN 6 & 7 to develop its 2014 budgets was consistent
with FPL’s corporate procedures, which outline the process to be used by each
business unit when developing annual budgets.

No changes wete made to the procedures that govern the development of
project budgets during 2014.
What mechanisms did the PTN 6 & 7 Project team use to monitor budget
petformance in 2014?
The PIN 6 & 7 Project team used numerous reports to manage budget
performance. Those reports are more fully described by FPL Witness Scroggs in
Exhibit SDS-5. Throughout the year, on a monthly basis, the PTN 6 & 7 Project
Management team received reports detailing budget variances by department, with
explanations of the variances. Those reports included a description of all costs
expended in the current month and quarter as well as year-to-date and total

cumulative spending. In addition, the PTN 6 & 7 Project team published quattetly
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“Due Diligence” repotts for the Company’s senior executives. Further, project
management presented a status update to FPL’s senior management on a periodic
basis. Those presentations included a desctiption and explanation of any budget
vatiances ot significant challenges.
What are yout obsetvations regarding the Company’s Quartetly Risk
Assessments?
The Quarterly Risk Assessments, which contain an assessment of key issues in six
areas (i.e., COLA, Army Corps of Engineers Section 404b and Section 10 Permits,
State Site Certification, Undetrground Injection Control Permit, Miami Dade
County Zoning and Land Use, and Development Agreements), along with FPL’s
mitigation strategy, continue to be important tools to assist the Company in
analyzing, monitoting, and mitigating risks. The Quarterly Risk Assessments also
provide the Company with another method of tracking trends in key issues facing
the project, as well as the potential impacts to implementation, cost, and schedule.
The Quartetly Risk Assessments are one of the methods by which FPL’s
senior leadership is apprised of the PTN 6 & 7 Project’s status. The assessments
are, therefore, important to cleatly communicate all risks and the full suite of
mitigation strategies being considered for the project.
Are those reporting mechanisms consistent with the PTN 6 & 7 Project
Execution Plan?
Yes. Reporting mechanisms in place throughout 2014 were consistent with the

PTN 6 & 7 Project Execution Plan.
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Within the PTN 6 & 7 Project team, who was responsible for tracking and
repotting project expenditures?

Responsibility for tracking and reporting project expenditures was held by the
PTN 6 & 7 Project Controls Senior Financial Analyst. The Senior Financial
Analyst reviewed and approved significant vendor invoices and tracked the
Project’s expenditures telative to its annual budget. The processes in place for
approving invoices and tracking project expenditures are contained in formal
procedures used by the PTN 6 & 7 Project team. These procedures are reviewed
regulatly, and are updated as changes become necessary.

Did Concentric have observations related to the PTN 6 & 7 budget
processes?

Concentric found that in 2014 the PTN 6 & 7 Project team acted prudently when
developing its annual budget and in tracking its performance relative to the annual
budget. As in years past, the PTN 6 & 7 Project team developed a series of reports
that track budget performance on a cumulative and periodic basis, along with a
process for describing variances in actual expenditures relative to the budget. The
PTN 6 & 7 budget processes continue to include a vatiety of mechanisms that
ensure that the Project’s management and the Company’s senior management are
well informed of the Project’s performance.

Has FPL developed a cost estimate that is sufficiently detailed for the
curtent phase of the project?

Yes, it has. FPL’s cost estimates ate cutrently indicative in nature, and will need

to be much more definitive before FPL commits to the construction phase of the
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Project. The Company plans to obtain a mote definitive cost estimate as the
Project progtesses beyond the licensing phase.

Did FPL review its overnight cost estimate for the PTN 6 & 7 Project in
20147

Yes. After conducting a review of cost trends among other AP1000 projects, FPL
determined that no change in its cost estimate was warranted in 2014. Concentric
understands that the Company plans to continue monitoring cost trends among
the other utilities pursuing new nuclear units, and FPL will work with them and its
contractors to update cost estimates in the future, as appropriate.

Did FPL review its total project cost estimate for the PTN 6 & 7 Project in
20147

FPL began to reevaluate its non-binding estimate of total costs for the PTN 6 &
7 Project in 2014, but it has not yet completed this work. It would be reasonable
to expect that the significant expansion of the Project’s development timeline will
result in an increase in the total Project cost estimate due to additional escalation
and financing costs that will accrue during a longer development period. FPL
plans to complete this assessment of its non-binding cost estimate as part of its

2015 feasibility analysis.

Contract Management and Administration Processes

Did PTN 6 & 7 require the use of outside vendors in 2014?
Yes. In otder to avoid the need to recruit, train and retain the significant number
of employees required to obtain a COL and Site Certification, to complete other

project activities, and to respond to interrogatories from federal, state, and local
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agencies, FPL continued to use a number of outside vendors in 2014. Those
vendors were utilized to provide ongoing post-submittal support, among other
tasks. As has been the case in years past, FPL’s use of outside vendors and
contractors is consistent with standard practices in the new nuclear industry.
How did the PTN 6 & 7 Project team make certain that it was prudently
managing and administeting its procurement processes?

FPL has a number of corporate procedures related to the procurement function.
In addition, ISC, which has overall responsibility for managing FPL’s commercial
interactions with vendors, produced a desktop Procurement Process Manual that
provides more detailed instructions for implementing the corporate procedures
while also containing nuclear-specific procurement procedures. The corporate
procedutes, along with the Procurement Process Manual, are sufficiently detailed
to ensute that ISC prudently manages the procurement activities that must take
place to support an endeavor such as PTN 6 & 7. Additionally, those procedures
cleatly state a preference for competitive bidding except in instances where no
other supplier can be identified, in cases of emergencies, or when a compelling
business reason not to seek competitive bids exists.

Were any procedures used by the ISC team revised in 2014?

In 2014 no changes wete made to procedures governing contractor oversight and
management.

Did Concenttic review examples of how these processes were implemented
throughout 2014?

Yes. Concentric reviewed information related to new contracts, purchase orders

and change orders issued for the Project that involved at least $50,000 of
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contracting or expenditure. PTN 6 & 7 entered into only three such contracts in
2014. Of these, two were competitively soutced and one was single-sourced.
What processes wete in place to ensute that PTN 6 & 7 received the full
value for the goods and services that were procured in 2014 and that
approptiate charges were invoiced to the project?

In order to ensure that the Company and its customers received the full value of
the goods and services that were procured, the PTN 6 & 7 project directors and
their staffs were responsible for reviewing each invoice received from the major
PTN 6 & 7 vendors. To perform that review, the Project Control Senior Financial
Analyst received the invoices from each of the Project’s vendors. Upon receipt,
an Invoice Review/Verification Form that detailed which technical ot functional
representative was responsible for reviewing each section of the invoice was
attached to the invoice. That form and the respective invoice were then sent to
each reviewer to verify that the appropriate charges were included in the invoice
and that the work product met PTN 6 & 7°s needs and contractual provisions ptior
to payment. When discrepancies were identified, FPL sought a credit on a future
invoice or deducted the amount from the current invoice depending on
discussions with the vendor. Similar processes are utilized by the FPL departments
that support PTN 6 & 7.

Does Concenttic have any obsetvations related to FPL’s management of the
contract management and administration processes?

Yes. Concentric found that FPL managed the contract management and
administration process according to its corporate procedures and guidelines in

2014, and that these costs wete prudently incurred.
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Tnternal Oversight Mechanisms

What internal reporting mechanisms were used to inform the Company’s
senior management of PTN 6 & 7’s status and key decisions?

The PIN 6 & 7 Project team continued to use a number of petiodic reposts in
2014 to inform the project management team and the Company’s executive
management of progress with PTN 6 & 7. Those reports are described in greater
detail in the direct testimony of FPL Witness Scroggs and are used to make certain
that the costs PTN 6 & 7 is incurring ate the result of prudent decision-making
processes.

Additionally, there were two active internal oversight and review
mechanisms for PTN 6 & 7: the FPL Internal Audit Department and the FPL
QA/QC depattment.

Please describe the FPL Internal Audit Depattment and its function.

FPL’s Internal Audit Department performs regular audits of PTN 6 & 7, not only
focusing on the eligibility of the costs being recorded to the NCRC for recovery
from customers, but also considering internal controls as part of its review process.
Fach year, the FPL Internal Audit Department performs an audit of PTN 6 & 7
to test whether charges billed to the project are appropriate and that those chatges
are being accounted for correctly.

Costs incurred by the New Nuclear Project in 2014 are currently being
reviewed by the Company’s Internal Audit Department. As of January 2015, a

final report was expected to be issued by Internal Audit in April 2015.
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Did the Internal Audit Group have any advetse findings related to PTN 6
& 7 in 2014?

No, it did not.

Please describe the FPL QA/QC function and its purpose.

The FPL QA/QC function is responsible for implementing the Company’s QA
Program, which was mandated by the NRC in 10 CFR 50, Appendix B. Federal
regulations define a vatiety of criteria that guide QA programs for nuclear
programs. Itwas the responsibility of the QA/QC employees to ensute that FPL’s
QA program met those criteria, and that the PTN 6 & 7 Project was being
implemented appropriately by the Project team and its vendors.

In 2014 the QA/QC function remained independent and separate from
the PTN 6&7 Project and reported to the Company’s CNO through the Director
of Nuclear Assurance.

What QA activities related to the PTN 6 & 7 Project took place in 2014?
The QA/QC function was responsible for reviewing certain activities by the
Project’s vendors, both at the Project site as well as at vendor facilities. Activities
conducted by the QA/QC function on behalf of the Project included in-person
reviews of vendoss’ methodologies, qualifications, and QA programs.

Were any QA/QC issues found in 20147

The QA/QC surveillance audits produced only minor findings in its reviews.
These concerns were addressed to the satisfaction of the QA/QC team
immediately. In addition, one warranty claim was identified in 2014 with Rizzo
Associates for rework associated with RAI responses regarding geotechnical work.

This claim was resolved in October 2014.
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Does the Company maintain other intetnal oversight and review
mechanisms for PIN 6 & 7?

Yes. The Company maintains other internal oversight mechanisms that ate
available to help ensure that PIN 6 & 7 is prudently incurring costs. The first of
those mechanisms is the FPL Corporate Risk Committee. This committee consists
of FPL director-level and other senior employees, and is charged with ensuring
that the project appropriately considers risks when making key project decisions.
That committee is available to the project when necessary as an additional
oversight tool.

Did Concentric have any obsetvations related to PTN 6 & 7’s internal
oversight mechanisms?

Yes. Concentric has found that FPL’s internal oversight mechanisms were

prudently and appropriately applied in 2014.

Excternal Quersight Mechanisms

What external review mechanisms were used by the PTN 6 & 7 Project team
in 2014 to ensure the Company is prudently incurring costs?

PTN 6 & 7 and FPL have been subject to several external reviews. These reviews
are utilized to make certain that industry best practices are incorporated into PTN
6 & 7 and to improve overall project and senior management performance. These
reviews include Concentric’s review of the Company’s activities and project

controls and the FPSC Staffs financial and internal controls audits.
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Ate thete other external information soutces telied upon by the PTN 6 & 7
Project team?

Yes. In 2014, FPL maintained membership in several industry groups that relate
to the development of new nuclear projects. Those groups include APOG (the
AP1000 owners group), the Electric Power Research Institute, and Nuclear Energy
Institute, among others. Hach of those groups provides the PTN 6 & 7 Project
team with access to a breadth and depth of information that can be used to
enhance the PTN 6 & 7 Project team’s effectiveness.

Did Concentric have any observations related to the external oversight
mechanisms utilized by FPL in 20147

Based on Concenttic’s review to date, Concentric believes the PTN 6 & 7 Project
team is proactively seeking to incorporate best practices into the management of
PTN 6 & 7. That is being achieved by retaining outside experts to review and
comment on certain aspects of the project and by soliciting external information

sources that can provide useful guidance to the Project team.

Section VII: Conclusions

Please summatize your conclusions.

It is my conclusion that FPL’s decision making and management actions as they
related to 2014 costs for which FPL is seeking recovery were prudent, and it is
thus my opinion that FPL’s 2014 expenditures on PTN 6 & 7 were prudently
incurted. FPL continued its methodical approach to achieving its licensing goals,
which will allow it to continue to create the option to build new nuclear capacity

for the benefit of its customers.
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For nearly four decades nuclear power has provided substantial benefits to
utility customers in Florida. Those benefits include electric generation with no
GHG emissions, fuel cost savings, fuel diversity, reduced exposure to fuel price
volatility and efficient land use. As a result, it is prudent for FPL to develop
additional nuclear capacity for its customers. FPL continues to develop PTN 6 &
7 through capable project managers and ditectors that are guided by detailed
company procedures and appropriate management ovetsight.

Does this conclude your testimony?

Yes, it does.
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1  BY MR DONALDSON:
2 Q M. Reed, are you al so sponsoring Exhibits
3 JIJR-1 one through JJR-3 to your direct testinony?
4 A Yes.
5 Q Do you have any changes to those exhi bits?
6 A No, | do not.
7 Q M. Chairman, just for the record, those are
8 listed on Staff's Conprehensive Exhibit List as 15, 16
9 and 17.
10 CHAl RMVAN GRAHAM  Dul y not ed.
11 BY MR DONALDSON:
12 Q Pl ease provide your summary to the
13 Conmi ssion, sir.
14 A Certainly. Good evening. The purpose of ny
15 testinony is to review the benefits of nucl ear power
16 and the appropriate prudence standard to be applied to
17 FPL' s deci si on-nmaki ng processes. | provide a review of
18 the systemof internal controls used by the conpany in
19 2014 in devel oping and mai ntaining the opportunity to
20 construct two new nucl ear units known as Turkey Point 6
21 and 7. Finally, | provide an opinion on whether the
22 2014 Turkey Point 6 and 7 expenditures were prudently
23  incurred.
24 Wth regard to the benefits of FPL's nucl ear
25 fleet, | discuss the fact that nucl ear power continues
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1 to provide significant benefits to FPL's custoners by

2 providing fuel diversity, |ow operating costs, and

3 em ssions-free energy.

4 My testinony then progresses to prudent

5 standard, which is captured by three key futures.

6 First, prudence relates to actions and deci si ons.

7  Costs thensel ves are not prudent or inprudent.

8 Second, the standard incorporates a

9 presunption of prudence. And third, the standard

10 requires exclusion of hindsight. The utility's

11 deci sions nust be judged based upon what was known or
12 noble at the time the decision was nade.

13 In order to devel op ny opinions, ny staff and
14 | conducted docunment reviews and interviewed FPL staff
15  nenbers between Decenber 2014 and January 2015.

16  Concentric reviewed both the sane assessnents that we
17 had conducted annually since 2008.

18 My review indicates that FPL's policies and
19  procedures are thorough, well-docunented and have been
20  adopted conprehensively by the rel evant project teans
21 and incorporated into the conpany's culture.

22 My testinony next addresses how t hese

23 internal controls were inplenented by Turkey Point 6

24 and 7 in its devel opnent activities. Throughout 2014,
25 the project successfully applied these processes to the
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1 state level activities involved in the site
2 certification and the transm ssion of | and exchange.
3 At the federal level, FPL continued to work
4 wth the Nucl ear Regul atory Conm ssion to advance the
5 devel opnent of an updated |icensing review schedul e,
6 which was rel eased in August of 2014. FPL now expects
7 toreceive its COL by March of 2017 and has
8 appropriately applied its processes to revise the
9 commercial operation dates for Turkey Point 6 and 7 to
10 be 2027 and 2028.
11 The conclusions | present in ny testinony
12 include: First, FPL's project managenent practices and
13  procedures for Turkey Point 6 and 7 are reasonabl e and
14  neet or exceed industry nornms. Second, the appropriate
15  oversight of the project has included internal and
16 external project reviews to strengthen conpliance with
17 the conpany's policies. And third, all of the 2014
18 Turkey Point 6 and 7 costs for which FPL is seeking
19 recovery in this case were prudently incurred.
20 That concludes ny summary. Thank you.
21 MR. DONALDSON: FPL tenders the witness for
22 Cross exam nati on.
23 CHAl RMVAN GRAHAM  Thank you. Wl cone,
24 M. Reed.
25 THE W TNESS: Thank you.
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1 CHAI RVAN GRAHAM  OPC.
2 MR. SAYLER: Good eveni ng, M. Chairnman.
3 Erik Sayler with OPC. | do have sone exhibits for
4 use, | would |Iike for soneone to pass them out for
5 me. They are three different exhibits.
6 CHAl RMVAN GRAHAM  They are headi ng your way.
7 MR. SAYLER  Yes, one of the exhibits is 73,
8 had been previously identified as Exhibit 73.
9 CHAl RMVAN GRAHAM  Ckay.
10 MR. SAYLER: So it doesn't need to be marked.
11 | wasn't sure how many exhi bits woul d be passed
12 out between Ms. Christensen and |, so | figured it
13 woul d be easier to provide it to everyone again a
14 second tine.
15 CHAl RMVAN GRAHAM  That's fi ne.
16 MR. SAYLER: The other two exhibits are
17 excerpts from Southern Alliance versus G aham a
18 Fl ori da Suprene Court case. |It's at your pleasure
19 If you want to mark it for identification. |
20 don't plan to nove it into the record because it
21 Is a Florida Suprene Court case.
22 And the sane thing with the next case, which
23 Is a Final Oder PSC- 14-0617. |If you would |ike
24 to have it identified for the record or
25 conveni ence of people referring to it, but again
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1 simlar to the final order of this case, we don't
2 necessarily need to nove it into the record.

3 CHAl RMVAN GRAHAM  Let's go ahead and put a

4 nunber on it. So we'll do the Suprene Court Order
5 as 76 and we'll do the Final Order as 77.

6 (Exhibit Nos. 76 and 77 were marked for

7 I dentification.)

8 MR. SAYLER: Al right, thank you.

9 CHAl RVAN GRAHAM  And t he ot her one was

10 already identified as --

11 MR. SAYLER:  Exhi bit Nunber 73.

12 CHAl RMVAN GRAHAM  Seventy-three. [It's al

13 yours, M. Sayler.

14 MR. SAYLER: Al right. Thank you,

15 M. Chairman.

16 MR. DONALDSON: Can you wait a second, |

17 haven't received it.

18 CHAI RMAN GRAHAM | 'msorry, | didn't realize
19 it hadn't nmade it your way.

20 What happened to your extra hel per, Staff?
21 M5. BARRERA: | have no idea.

22 M5. HELTON: She may have gone hone. | know
23 she has a son that just started school this week.
24 MR. SAYLER. Al right. M. Chairman, if

25 you' re ready.
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1 CHAl RMVAN GRAHAM  Sure. Thank you, Li sa.

2 EXAM NATI ON

3 BY MR SAYLER
4 Q Good eveni ng, M. Reed.

5 A Good eveni ng.

6 Q My nane is Erik Sayler, with the Florida

7 Ofice of Public Counsel. How are you doi ng today?

8 A "' mdoing well. Thank you.

9 Q Al right. You have been providing testinony
10 in this docket for a nunber of years; is that correct?
11 A Yes.

12 Q And generally it relates to the review of

13 FPL's plans for constructing this nuclear power plant
14 at Turkey Point 6 and 77
15 A It has included that. Many of ny prior
16  appearances also dealt with the uprate project.

17 Q Al'l right. Thank you.

18 Just a series of just kind of high-Ievel
19  background questions as it relates to construction of
20  nmega projects.

21 You woul d agree that in any nmega construction
22 project like Turkey Point 6 and 7, before it's being

23  built, it would be inportant for the project to be

24 econom cally beneficial to the conpany as well as to --
25 or in the case of utility projects, economcally
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1 beneficial to the custoners?
2 A Yes.
3 Q And to determne that a project is
4 economcally beneficial to the conpany or its
5 custoners, a robust economc feasibility anal ysis of
6 sone sort is usually perfornmed, correct?
7 A That is correct.
8 Q And when conducting a robust econom c
9 feasibility analysis, a conpany should use the best,
10 nost current up-to-date information available; is that
11 right?
12 A Yes, it shoul d.
13 Q For instance, if natural gas prices were a
14  data input, you would want to use a 2015 forecast for
15 patural gas as opposed to a 2010 forecast for natural
16  gas?
17 A Yes. Presumably the 2015 forecast is nore
18 up-to-date and nore consistent with current
19  expectations.
20 Q And you woul d agree that the overall total
21  project cost is a key input to the economc viability
22 anal ysi s?
23 A It is, yes.
24 Q And because | arge anounts of noney wll be
25 incurred by FPL, once it noves fromthe COL phase to
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1 the pre-construction phase, you would agree that FPL
2 should use realistic total project cost estimates in
3 its feasibility analysis?
4 A Yes, | agree with that.
5 Q And you woul d agree that in light of the
6 statutory changes to the Nucl ear Cost Recovery Statute
7 that the Turkey Point 6 and 7 project nust be shown to
8 Dbe feasible before the project enters the
9 pre-construction phase?
10 A | agree, yes.
11 Q Al right. Wuld you take a | ook at your
12 Concentric Energy Advisor's Update to AP1000?
13 A This is Exhibit 73?
14 Q Yes, sir.
15 A | have that.
16 Q And your conpany devel oped this report which
17 FPL submtted for use in this docket?
18 A That's correct.
19 Q Al right. For the purposes of the
20 transcript, I'll refer toit as the AP -- or the
21 Concentric AP1000 Cost Update Report or the Concentric
22 Report. And you're generally famliar with this
23 report, correct?
24 A | am yes.
25 Q Al right. The Concentric AP1000 Cost Update
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1 Report relied upon information that the Georgia Public
2 Service Conm ssion's construction nonitor provided; is
3 that correct?

4 A | think it nmentioned it. It relied on a

5 series of information fromthe Georgi a cases, but we

6 did nention, as | recall, the consultants nonitoring

7 the construction project as well.

8 Q And that would be on Page 2, the third

9 paragraph down, second paragraph under project Vogtle;
10 is that correct?

11 A That is correct.

12 Q Al right. And the consultants nonitoring
13  this project for the Georgia Public Service Conmm ssion
14  indicated that there are schedul e del ays and ongoi ng
15 |itigation between the Vogtle project owner and the

16 contractors which could materially affect the Vogtle's
17 overnight costs; is that correct?

18 A Are you reading fromsone portion of that

19 report or did | msunderstand what you were doi ng?

20 Q Basically | was reading that however

21  paragraph and just getting to the essence of it. Wuld
22 you agree that schedul e del ays and ongoing litigation
23 wll affect the overnight cost for the project Vogtle?
24 A They coul d affect the overnight cost. |

25 don't think that statenent is made there. They are
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1 going to affect the actual cost.
2 Q kay. Excuse ne. So that schedul e del ays
3 and litigation will affect the actual cost?
4 A Yes.
5 Q kay. And you would agree that while
6 schedul e delays and potential litigation costs can
7 inpact the total cost for the Vogtle project, you would
8 agree that this Concentric AP1000 Update Report did not
9 incorporate those potential costs in the anal ysis?
10 A No. What | would say is we incorporated all
11 of the information that was avail able as of the date of
12 the report, which is Decenber of 2014. At that tine,
13 the proceedings in Georgia indicated that the
14  consultants retained by the Conm ssion expected that
15 costs woul d be higher, but that information was not yet
16 public. So as of the date of the report, | believe we
17  reflected all of the schedule information and cost
18 information that was public.
19 Q And according to your report in that however
20  paragraph, it discusses a schedul e slippage; is that
21 right?
22 A It does, yes.
23 Q kay. And then the |ast sentence of that
24  sane paragraph says, "Wile devel oping i ssues can
25 materially affect the overnight cost, inpact and del ays
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1 of ongoing litigation has not been reflected in CGeorgia
2 Power's reported figures"; is that correct?

3 A That's correct. It has not been reported and
4 therefore it was not incorporated into the data at that
S tine.

6 Q Al right. And so these recent chall enges,

7 as your report states, were not incorporated into the

8 analysis, correct?

9 A Right. They were unknown as of the end of

10  2014.

11 Q Al right. Wuld you agree that your report
12 does not contain the full anpbunt of the owner's costs
13 and contractor's costs for project Vogtle?

14 A It contains all of the information for the

15 owner's cost known as of that date. The contractor's
16  cost, whether they are higher or |ower than the owner's
17 cost, is not public information.

18 Q Al right. But you would agree that the

19 owner's cost plus the contractor's cost would be

20 additive and be reflected in the final cost of project
21 Vogtl e?

22 A No, | don't agree with that. As | understand
23  your question, we may need to define contractor's cost.
24 The owner's cost are what the owners pay to the

25 contractors and for interest associated with
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1 constructing the project. The contractor's costs are
2 their own internal costs, which would include cost of
3 subcontractors, cost of their own staff, and profit and
4  over head.
5 Q kay. And to the extent that the
6 contractor's costs exceeded the anmobunt that the owner's
7 costs are obligated for, that delta above and beyond
8 that contracted anount, soneone is going to have to pay
9 for that, and would that be additive to the owner's
10 cost?
11 A As | understood your question, if the
12 contractor |ost noney on the project, nmeaning its costs
13 were higher than the revenues it received fromthe
14 owner, would that cost be additive to the owner's cost
15 to determne the total project cost? The answer to
16 that is no. The total project cost is the owner's cost
17 and that is the cost to the owner.
18 What may be either the profit or |loss of the
19 contractor is not sonething that one would factor into
20 the project cost. The project is defined by what
21  Ceorgia Power and its co-owners are paying for the
22 plant as they receive it.
23 Q Al right. Let ne see if | understand it.
24  The total project cost for project Vogtle would be the
25 anount that the owners pay for, not the actual cost to
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1 build the plant?
2 Hypot heti cal | y speaking, say the owner's
3 cost, they are on the hook for $10 billion, it costs
4  Chicago Bridge & Iron $12 billion, so there's a
S $2 billion delta, what is the total cost of the
6 project? Is it 10 billion or the 12 billion that was
7 actually incurred by the contractor?
8 A No, it's 10 billion fromthe perspective of
9 Ceorgia Power and its co-owners. It's 12 billion from
10 the perspective of CB&l.
11 But when one exam nes and benchmar ks one
12 plant against the other, whether the contractor is
13 earning a profit or deriving a loss is not sonething
14  that you build into the benchmark cost for that plant.
15 An exanpl e woul d be, again, with a conbi ned
16 cycle plant, if the contractor you hire, let's say
17 Bechtel or anybody else, that builds a gas-fired
18 conbined cycle plant derives a profit fromit, that
19 doesn't nean you woul d deduct that profit fromthe cost
200 of the plant to determine -- in your words, the cost of
21  the plant -- anynore than you would add a loss to
22 determne the cost of the plant.
23 Q Al right. Thank you for that explanation.
24 But you would also agree that if it costs
25 Chicago Bridge & Iron $12 billion to build the plant,
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1 then that $12 billion cost would be reflected in the
2 cost that CBI would charge FP&L to build the plant?
3 A No, | totally disagree. And that's the
4  subject, actually, of ny rebuttal testinony. But I
5 totally disagree that a loss on a prior project is
6 sonething that CB& would either seek to charge FPL or
7 be able to charge FPL.
8 Q So is your testinony that the real actual
9 cost to build a nuclear power plant, an AP1000 project,
10 would not be reflected in the cost that that contractor
11 woul d charge FP&L?
12 A No. The contractor would charge FPL, or seek
13 to charge FPL, an anobunt for building Turkey Point 6
14  and 7 based upon everything that's different in that
15  project and based upon everything that was | earned by
16 the contractor and by the industry in prior projects.
17 So whether there was a loss or a gain, all of that
18 would be factored into the bid that CB& would submt
19 in terns of pricing its project to FPL for Turkey Poi nt
20 6 and 7.
21 But the short answer is there is no recapture
22 or recovery of a prior loss. And | would expect, as
23 |"ve said in ny rebuttal, all of the I essons |earned
24 fromthe prior four units would in fact be reflected in
25 the quote that CB& mnekes for Turkey Point.
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1 Q Al right. M. Reed, that was a little bit
2 longer of an answer than | was expecting.
3 Wuld you turn to Page 3 -- or excuse ne.
4 Wth regard to the Summer project, would you agree that
5 the cost data in the Concentric Report doesn't include
6 the nost current cost data associated with that
7  project?
8 A It includes all of the data -- current cost
9 data as of Decenber of 2014.
10 Q And on Page 1, it states the total cost
11  estimate has not changed in the |last two years?
12 A Right. Wat it says specifically is that the
13 owners/sponsors of the project have not changed the
14  forecast in that two-year period.
15 Q So there are two years of potential costs
16 that either could be the sane or increased that have
17 not been accounted for in your analysis, correct?
18 A The owners/sponsors of Sumrer submt annual
19  cost updat es.
20 Q How about yes or no and then feel free to
21 el aborate?
22 A Certainly. Wy don't you restate the
23  qguestion.
24 Q Certainly. So if their total cost estinmate
25 has not been updated in the last two years, there's the
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1 potential that increased costs have occurred and those

2 costs are not reflected in your report; is that

3 correct?

4 A No, that's not correct. Let's refer to the

5 sentence on Page 1. What it says is, "Total costs

6 described in an update SCANA filed with regulators in

7  Septenber of 2014 indicate that the total cost estinmate

8 has not changed in the last tw years."

9 So there has been an update submtted. And
10 what it said is that the estimate that we had two years
11 ago is still our current estimate. So | would not
12 accept that there are increases that are not reflected

13 in that.

14 Q Al'l right. Turn to Page 3 of your report.
15 A | have that.

16 Q Al right. 1In that paragraph, the second
17  sentence says, "Duke wll, however, continue its

18 efforts to obtain a construction and operating |icense
19 per a settlenent agreenent with the Staff of the

20 Fl ori da Public Service Comm ssion."

21 Do you see that?
22 A | do.
23 Q Were you aware that the settlenent agreenent

24 was between the Ofice of Public Counsel and FlI PUG FRF

25 and ot her intervenors and not Staff?
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1 A | think I should stand corrected on that, |
2 think you're right.
3 Q Al right. Wuld you agree that the cost of
4 project Vogtle and the Sumrer project reported by the
5 owners is not the total cost being expended on those
6 projects?
7 A | woul d agree that the cost being spent by
8 the owners, the sponsors, is not the sane as the cost
9 being incurred by CB& and its subcontractors.
10 Q Al right.
11 A The two could be higher. One could be higher
12 or |ower than the other.
13 Q Al right. And you would agree that it would
14  be inportant to incorporated the experiences of Vogtle
15 and Summer, including the total project costs,
16  including those incurred by the contractor but not
17 charged to the owners, in checking the reasonabl eness
18 of FPL's cost estimates for the project?
19 A | agree that total project costs, as | have
20 defined the term which are the costs incurred by the
21 owners/sponsors of the project, should be considered.
22 | don't think the | osses or profits derived by the
23 contractors enter into the equation.
24 Q And you woul d agree that the true cost or the
25 total project cost for Vogtle and Summer will be best
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1 reflected in the firmbids that FPL receives fromthe
2 contractors who will be perform ng the engi neering,

3  procurenent and construction for Turkey Point 6 and 7?
4 A No. | believe what wll be reflected in the
5 bids that FPL receives for Turkey Point 6 and 7 are

6 costs to build 6 and 7, not the cost for Vogtle or

7 Sumer .

8 Q So the costs for Vogtle and Sumrmer will not
9 informthe bids that FPL receives?

10 A They will informthe bidders, as they wll

11 informFPL in evaluating the bids. But the two

12 projects have different scopes, different sites, and
13  the costs for the bidders that they submt for Turkey
14  Point 6 and 7 wll reflect that project and not another
15  project.

16 Q Al right. And you would agree that at this
17 stage of the project, it would be difficult for FPL to
18 obtain firmbids to construct Turkey Point 6 and 77

19 A | woul d say i npossi bl e.

20 Q kay. And you woul d agree the reason why it
21 would be difficult to obtain those bids is because of
22 uncertainties and risks associated with constructing
23 such a |l arge nega project?

24 A Yes, | would say that there's uncertainty in
25 the schedule, in the scope. Both of those would nmake
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1 providing a binding bid or a fixed price bid inpossible
2 at this point.

3 Q kay. | have a few questions about the

4  concepts of contingency in the use of construction

5 projects. Are you famliar wwth the term sir?

6 A Yes.

7 Q Al right. You would agree that in a

8 conplicated nega construction project, such as

9 constructing a nucl ear power uprate or a new nucl ear
10 wunit, the owner should include an appropriate anount of
11 contingency in the budget for things |ike undefined
12 scope or project uncertainties?

13 A Yes.

14 Q And when it cones to contingency in the

15 context of construction projects, you would agree that
16 a construction contingency is generally conprised of an
17 anmount of noney set aside for unforeseen itens or

18 issues as they arise throughout a project?

19 A Contingency is for nore than unforeseen

200 items. |I'mhaving a hard tinme follow ng the rest of
21 t hat .

22 Q Sur e.

23 A So | couldn't agree with your definition.

24 Contingency covers nuch nore than just unforeseen

25 itens.
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1 Q Okay. What is your definition of

2 contingency?

3 A Contingency, for a project of this magnitude,
4 includes, first of all, estimation uncertainty. That's
5 uncertainty with regard to the estimation of price and
6 costs of conpleting any conponent. It includes risks

7 and the value-adjusted risk matrix, if you will.

8 You typically would develop a list of risks

9 to the project schedul e and scope, and you woul d then
10 probabilistically weight those into the cost forecast
11 and the contingency as well. And finally, it includes
12 what's referred to as a marginal reserve or a

13 contingency that represents unknown unknowns beyond

14  estimation uncertainty and beyond the risks that have
15  been probabilistically adjusted.

16 Q Al right. And you would agree that no

17 matter the size or conplexity of a construction

18 project, nore often than not itens or issues that arise
19 due to unforeseen conditions, detail conflicts -- or

20 excuse nme -- itenms or issues arise often for unforeseen
21 conditions, detail conflicts, design changes,

22 et cetera? Basically things happen during the course
23 of the project that increase the cost of the project?
24 A Thi ngs happen during the course of the

25 project that change the price or the cost of the
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1 project that can be either up or down.
2 Q Al right. And you would agree that the
3 anpunt of contingency needed to adequately budget a
4 cost of a project is inversely proportional to the
5 level of design maturity?
6 A Yes. The level of contingency is directly a
7 function of the level of detailed engineering and
8 design that's done for the project. The |ower the
9 level of detail ed design engineering, the higher the
10 overall contingency between those three categories |
11 nmenti oned.
12 Q And the greater the uncertainty, the greater
13 the ampunt of contingency is needed?
14 A Yes.
15 Q Al right. And you would agree that the true
16 cost of a project will not be known until the designs
17 are conplete and market-based pricing is applied by
18 obtaining bids or receiving firmnegotiated offers for
19 confirmng the work?
20 A No, | don't think you would know the true
21  cost of the project even then. You only know the true
22 cost of the project when it's conpl et ed.
23 Q kay. Until the designs are fully
24  engi neered, the bids obtained and/or firmconstruction
25 contracts are priced, you would agree that it's very
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1 inportant to have the right anmount of contingency in a
2 project budget to account for those uncertainties?

3 A Yes, | agree it's very inportant to have the
4 right anobunt of contingency.

5 Q And even after obtaining bids or negotiated

6 EPC contract, you would agree that sone | evel of

7 contingency would still be needed?

8 A "' m presum ng the EPC contract is not a fixed
9 price contract, yes.

10 Q kay. And in your opinion, for an unlicensed
11 nucl ear power plant project, how nuch contingency do

12 you think woul d be advi sabl e? What percentage anount?
13 A There is no answer to that question. You

14 can't answer it yes or no or any other nunber. As

15 M. Scroggs indicated earlier, the right way to devel op
16 the contingency is by classification of the cost

17 elenments of the plant, so that you have one | evel of

18 contingency for foundation and concrete work, another
19  for conponents, another for fabrication, another for

20 each mmj or conponent of the project. One devel ops

21  those contingencies based on your historic operating

22  experience and the industry's experience with each

23  conponent.

24 So there is no nunber overall for the project
25 other than one that m ght sinply be the additive
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1 average of all of those conponents put together on a

2 weighted average basis. But it differs with each

3 classification of plant, and it differs very much based
4 on the level of devel opnent, as we said, of detailed

5 engi neering and design.

6 Q And isn't it true that for this stage of

7  Turkey Point 6 and 7 project, that FPL has utilized a

8 15 percent contingency anount?

9 A Again, it varies by categories. But it has
10 used between 15 and 20 for different categories at this
11 stage.

12 Q Al right.

13 A Based upon ny nost recent review

14 Q Al right. And that would be according to

15 your testinony at Page 28, Lines 7 and 8, correct? And
16 that was 15 percent contingency adjustnent for

17 undefined scope or project uncertainties that cannot be
18 predicted at the beginning of this year?

19 A Coul d you give ne that page reference, again?
20 Q Page 27, Lines 7 and 8.

21 A That's not the conplete answer. On that page
22 it says, "Those budgets included a bottomup analysis
23 that assessed the resource needs of each departnent

24 during the year. A 15 percent contingency adj ustnent
25 was applied to each request for undefined scope or
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1 project uncertainties.”
2 So here we're tal king about project budgets
3 developed in 2014. This is not the overall cost
4 estimate for the plant.
5 Q kay. And in your testinony, M. Reed, you
6 testify as to the proper prudent standard to be used by
7 the Conm ssion?
8 A Yes.
9 Q Al right. And you would agree that the
10 Commission and its Staff are famliar with the
11 Comm ssion's standards of prudence which applies to
12 these proceedi ngs?
13 A Yes, | think so.
14 Q And you woul d agree that the utility has the
15  burden of proof to prove that it acted prudently?
16 A Once that prudence has --
17 Q Yes or no?
18 A kay. Thank you. No. Once the --
19 Q You don't believe that the utility has the
20 burden of proof to prove that it acted prudently?
21 A Not initially, no. As |I've said in ny
22  testinony, and as the Comm ssion has noted, there
23 begins -- the analysis begins with a presunption that
24 the costs were prudently incurred. |f that presunption
25 is overcone and it is a rebuttable presunption, then
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1 the utility has the burden of proof in establishing
2 that the costs were prudently incurred.
3 Q Al right. Wuld you please take a | ook at
4 the exhibit that says excerpt from Southern Alliance
5 versus G aham
6 A | have that.
7 Q Are you famliar with this case?
8 A In general terns, yes.
9 Q Al right. If you'll turn to the |ast page,
10 there's a highlighted section.
11 MR. DONALDSON: Let ne just raise an
12 objection. If the witness is not famliar with
13 this and it's not part of his testinony, | would
14 just ask that -- raise that objection for the
15 record.
16 MR. SAYLER. |I'msorry, | didn't catch it.
17 MR. DONALDSON: Yeah. |'mobjecting to the
18 fact that you're using a Suprene Court case or
19 that it is not part of his testinony.
20 MR. SAYLER  Ckay.
21 BY MR SAYLER:
22 Q Wul d you take a nonent to famliarize
23 yourself with the highlighted portion of this Suprene
24 Court case?
25 A |'ve read the highlighted portion.
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1 Q Al right. 1Isn't it true that according to
2 the Florida Suprene Court, the Comm ssion's prudence
3 standard is -- and | quote -- "A reasonable utility
4  manager woul d have done in |light of the conditions and
5 circunstances that were known or should have been known
6 at the tinme the decision was made"?
7 A Yes, that is the quote that's there fromthe
8 PSC order.
9 Q Al right.
10 MR. SAYLER: And for the record, that PSC
11 order, it has a LEXUS cite and a Westlaw cite, but
12 t he Comm ssion order cite is PSC 11-0547- FOF- El
13 BY MR SAYLER
14 Q Isn't it true that you failed to cite a
15 reference to the Suprene Court precedent or decision in
16  your testinony?
17 A "' mnot sure | understand the question. D d
18 | fail to provide a Suprene Court citation, is that
19  your question?
20 Q Did you reference this case in your
21 testinony?
22 A | did not.
23 Q And you woul d agree that a Florida Suprene
24 Court decision regarding the Conm ssion's standard of
25 prudence is binding on the Conm ssion, correct?
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1 A That may call for a |l egal conclusion.
2 Q Al'l right.
3 A But that's ny understanding as a | ay person.
4 Q Al right. And returning to your standard of
5 prudence, as you testified on Page 11 of your direct
6 testinony, you would agree that for your standard of
7 prudence, you had three key features or three prongs?
8 A Yes.
9 Q kay. And in your second prong, as you
10 nentioned earlier, you believe that there's a
11 presunption of prudence with regard to utility's
12 actions or there's a rebuttable presunption of
13 prudence; is that correct?
14 A Yes.
15 Q Al right. And you would agree that,
16 according to the Florida Suprene Court, the
17 Comm ssion's standard of prudence is what a reasonable
18 utility manager woul d have done in light of the
19 conditions and circunstances that were known or shoul d
20 have been known at the tinme the decision was made? You
21 would agree that the Suprene Court's standard of
22 prudence contains no rebuttable presunption?
23 A No, | don't think that's the question that
24 was addressed to the Suprene Court so, no, | can't
25 agree with that.
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1 Q kay. And in your testinony, you also state
2 that the Comm ssion is prohibited from hindsi ght review
3 of autility's nmanagenent deci sions, correct?

4 A Correct.

5 Q And it is your testinony that the Conm ssion
6 has instead chosen to strictly follow this three-prong
7 standard of prudence that you describe in your

8 testinony, correct?

9 A Yes.

10 Q Al right. And in support of that, you cite
11 another Conmmi ssion order; is that correct? If you'l

12 1 ook at the other handout.

13 A | do cite a Conm ssion order at the bottom of
14  Page 11 of ny direct testinony, yes.

15 Q The ot her exhibit, excerpt from Final O der
16  PSC-14-0617. If you'll turn to the | ast page, Page 14.
17 Wul d you take a nonent and conpare the highlighted

18 portions to that in your testinony.

19 And you woul d agree the highlighted portion

20 is what you quoted in your testinony?

21 A Parts of the highlighted, yes.

22 Q Al right. And the part that you did not

23 include fromthis order starts wwth a sentence, "It is

24 in the utility's best interest”; do you see that?

25 A | see that sentence, yes.
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1 Q Al right. Wuld you read that for the
2 record, sir?
3 A Certainly. "It isinthe utility's best
4 interest to nmanage itself in a prudent manner and with
5 consideration for its custoners' interests. The
6 failure to do so can result in the disallowance of cost
7 recovery by this Comm ssion. |Indeed, this docket
8 operates on the prem se that prudent costs are eligible
9 for recovery under the statute and that prudently
10 incurred costs will not be subject to disallowance."
11 Q Al right. And you would agree that this
12 Commi ssion order did not quote the Comm ssion's
13 standard of prudence as it was set forth on Page 14,
14  the reasonable utility manager standard?
15 A |"'msorry, |'ve |ost your question.
16 Q Al right. You would agree that this order
17  does not reference the Suprene Court's -- or the
18  Suprenme Court's standard of prudence for Conmm ssion
19 decisions or review of utility decisions; is that
20 correct?
21 A | can accept that subject to check. W only
22 have a brief excerpt of this order.
23 Q kay. Would you turn to Footnote 13 of the
24 2014 order, the one that you quoted?
25 A | have that.
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1 Q Al right. You'll see that Footnote 13,
2 cites to tw different orders of the Conmm ssion. Do
3 you see that?

4 A Yes.
5 Q The second order is PSC- 11-0547-FOF. Do you
6 see that?
7 A | do.
8 Q Were you aware that this is the final order
9 which the Suprene Court cited for the Conm ssion's

10 standard of prudence?

11 A Thi s being the Novenber 23rd, 2011?

12 Q Yes, sir.

13 A No, I'mnot aware of that.

14 Q Al right. Thank you M. Reed, | have no

15  further questions for you on direct, but |I do have sone
16 for you on rebuttal. Thank you very nuch.

17 A Ckay.

18 MR. LAVIA: No questions fromthe Retail

19 Federati on, M. Chairmn.

20 CHAI RVAN GRAHAM  FI PUG?

21 MR. MOYLE: Thank you, M. Chairnman.

22 EXAM NATI ON

23 BY MR MOYLE:

24 Q Good evening, M. Reed. How are you?

25 A "' mgood, sir, thank you. Good eveni ng.
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1 Q Good. So | |look at your testinony, and it
2 strikes ne that you're largely testifying as an expert
3 wtness as conpared to a fact witness. AmIl correct in
4 that?
3 A Yes.
6 Q kay. And so you don't in your testinony go
7 in and say, hey, |I'man expert in one, two, three,
8 four, five areas, correct?
9 A " msorry.
10 Q There's nowhere in your testinony that you
11  say here are the areas for which | have experti se,
12 where you claimthat you're an expert in one, two,
13 three, four or five areas, correct?
14 A No. | think I present ny CV and ny |ist of
15  prior appearance which speaks to ny areas of expertise.
16 But | would agree the testinony doesn't include a
17 proffer, if you wll, of qualification in a specific
18 category of expertise.
19 Q You've testified in a |lot of proceedi ngs over
20 the years?
21 A Yes, sir.
22 Q And you're aware that the practice in other
23 jurisdictions is to say, |I'man expert and here is what
24 "' man expert in?
25 A Sonetines, | would agree with that.
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1 Q kay. So just so |'mclear, because it wll
2 help ne shape ny questions a little bit, what are the
3 areas tonight that you are professing to have expertise
4 in?

5 A Let's begin with the econom cs and finance of
6 nucl ear power projects and project managenent, project
7 control and scheduling procedures for nega projects,

8 especially nuclear power nega projects. In addition,

9 the application of the prudent investnent test to those
10 kinds of projects for cost recovery.

11 Q Is that a | egal expert? Are you saying

12 you're a |l egal expert?

13 A No, as a matter of regulatory policy.

14 Q Anyt hi ng el se?

15 A No. | think that covers it for the purposes
16 of this testinony.

17 Q So you spent a lot of tinme |ooking at FPL's
18  procedures, right?

19 A | did.

20 Q And | guess that would be covered within the

21 anbit of your project managenent expertise; is that

22 right?

23 A Yes.

24 Q Have you ever managed a nucl ear project

25 yourself?

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 445
1 A No. |'ve conducted a nunber of reviews of
2 the construction of nuclear projects, but | have not
3 personally constructed one or supervised the
4  construction of one.
5 Q kay. And when | asked you about the |aw,
6 you said, no, you're an expert in regulatory policy.
7 How is regulatory policy typically set? Do you have an
8 under st andi ng?
9 My inpression is it is set by state or
10 federal statute, rules and orders of Conmm ssions.
11 A | think that's generally true, yes.
12 Q And you're not a |l awyer, correct?
13 A That's correct.
14 Q kay. So a lot of tinmes |awers, when
15  sonebody says sonething and they say this is the | aw,
16 and, you know, if you question it, you go what's the
17  reference for that, give ne a cite.
18 And | give you that just by way of a little
19  background because |'mreally interested in your
20 testinony that says that there's a presunption of
21 prudence -- if I'mreading it correctly -- there's a
22 presunption of prudence and really the burden rests on
23 intervenors to overcone that presunption.
24 Am | correct in understandi ng your view of
25 the presunption and how it works with respect to the
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1 burden?
2 A Partially. You are correct that | believe
3 there's a presunption of prudence. And that has been
4 addressed, | think, by this Conm ssion and by a nunber
5 of other Comm ssions. And, secondly, | believe it is a
6 rebuttal presunption, as | have indicated.
7 There's always a question as to what's
8 necessary to overcone that presunption in ternms of a
9 showng by an intervenor or Staff. But, yes, | do
10 believe there's a presunption and | do believe it can
11 be rebutted. And essentially at that point, the burden
12 of proof is with the conpany.
13 Q kay. So what is your authority for that
14 view?
15 A That's sonmething that -- 1'll start by
16 tal king about broadly. And I cannot quote to you the
17  cases that we reviewed here in Florida. That's the
18 kind of thing we could have done in discovery.
19 Q No, | don't -- I'mjust looking if you can
200 give ne a cite or a specific statutory rule or case
21 cite. |If you can't, that's okay, too, we can nove on.
22 A | cannot give you a specific rule or a case
23 citein Florida. | can tell you that --
24 Q Anywhere, any jurisdiction.
25 A Certainly. |If you |look at the National
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1 Regul atory Research Institute's Manual on Nucl ear
2 Prudence Reviews, it states that there is a presunption
3 of prudence and that that has been the general rule
4 across the country. As | recall, that derives fromthe
5 Brandeis separate concurring opinion in the Mssouri
6 Tel ephone case from about 1923, | think.
7 Q What you referenced was a, book what was it?
8 A Yes, the National Regul atory Research
9 Institute's Manual of --
10 Q Do you have to be a nenber to get their
11 publications?
12 A l"'msorry, let me finish ny answer. It's a
13 book they put together, or a manual they put together
14 in about 1985 on the conduct of nuclear prudence
15 reviews.
16 "' mnot sure, what was the rest of your
17 question?
18 Q | was just wondering if | could get a copy of
19 that. |Is that a public -- is that group sonething you
20 have to pay noney to or are you a nenber of that group?
21 A This Conmm ssion is a nenber of that group.
22 It is a public docunent, | believe.
23 Q Ckay. So no cases, no rules or no statutory
24  cites in Florida for your testinony related to
25  presunption?
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1 A Not that | can cite from nenory.
2 Q Do you have an understandi ng about who has
3 the burden of proof in this case as we're sitting here
4  today?
5 A CGeneral ly, the applicant, FPL.
6 Q So they have to convince the Conm ssion that
7 the Comm ssion ought to approve their request for
8 noney?
9 A Yes, | agree with that.
10 Q Are you famliar with the phrase -- we've
11 heard it nore, | think, in recent years than now --
12 "nucl ear renai ssance"?
13 A Yes.
14 Q What does that nean?
15 A It was a phrase that probably had its origins
16  about seven years ago and it related to the rebirth of
17 the nuclear power industry in terns of construction of
18 new nuclear units in the US.
19 Q | have not heard that term used nuch
20 recently, have you?
21 A Certainly it's been used less than in the
22 2008, 2009 tine frane.
23 Q And wouldn't it be fair also to say that the
24  excitenent and efforts to nove forward wth nucl ear
25 power that existed in that tinme franme we just discussed
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1 seven, six years ago has dissipated?
2 A No, | don't think dissipated is fair. A
3 nunber of projects have been either canceled or put on
4  hold, but obviously a nunber are still going forward.
5 Q How many have been cancel ed or put on hold,
6 if you know?
7 A Sonmewhere in the range of 15.
8 Q And how many are noving forward?
9 A In sone stage of noving forward, siX.
10 Q So that's about two-thirds of them have
11  decided not to nove forward, one-third, roughly? MW
12 math may not be right.
13 A That's generally a fair characterization.
14 Q And wthin the past three years, how many new
15  nucl ear projects have you worked on?
16 A New proj ects neani ng new construction? You
17 don't nean new to ne?
18 Q Right. Right. New nuclear, as | understand
19 it, is not an uprate, but it's sonebody comng in |ike
20 FPL here and saying, we're going to go through the
21  whole kit and caboodl e process to put in new nucl ear
22 units?
23 A | have worked on Turkey Point 6 and 7. 1've
24 worked on Comanche Peak 3 and 4, which is new nucl ear.
25 |"ve worked on the Harris proposals that existed for
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1 its new nuclear project. Al so, the Dom nion project in
2 North Anna. That may be nore than three years ago.

3 But those are the ones that cone to m nd.

4 Q And Harris is canceled, right? That's a Duke
5 project?

6 A It's at | east postponed, if not cancel ed,

7 yes.

8 Q How about Dom ni on?

9 Moving forward sl owy.

10 And then the second one you nentioned, |

11 thi nk Comanche?

12 A Comanche Peak, vyes.

13 Q What's the status of that?

14 A It still has its application pending before
15 the NRC, but it's essentially on hold.

16 Q Maybe in a simlar light to the Duke Levy

17 project?

18 A | think that's fair, yes.

19 Q Do you advise clients with respect to whet her
20 a nuclear project is economcally feasible?

21 A Yes.

22 Q And when you do that, what do you do to give
23 your advice?

24 A We do the sane type of work that's presented
25 here by Dr. Sim resource planning work that begins
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1 wth an evaluation of alternatives, develops a forecast
2 of gas prices, inflation, em ssion allowance prices,

3 many other factors, and run a resource planning nodel
4 to ascertain whether or at what cost a project is

S5 econom c or uneconomni cC.

6 Q And do you typically put that together in

7 kind of a final report that the client can look at? It
8 seens likeit's alot of information and a witten

9 report would be beneficial. AmI right?

10 A Soneti nes we do, yes.

11 Q kay. And you have not done that in this

12 case, correct?

13 A That's not ny role here. That's correct.

14 Q And you' ve never been asked to do that

15 either, have you?

16 A |"msorry, |'ve never been asked to do that?
17 Q Wth respect to Turkey Point?

18 A That's correct. | have been involved in

19 reviewng testinony of others in these cases on that

200 matter, but | have not been asked to prepare an

21 i ndependent resource plan.

22 Q Got you. Tell ne about your understandi ng of

23 FPL's construction estinmation practices.

24 A Can you be nore specific? That's a pretty

25  Dbroad question.
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1 Q You used that termin your testinony. | have
2 it on Page 3, Line 29.

3 A Yes.

4 Q Did you use it?

5 A Yes, | used the termcost estimation

6 practices and construction project managenent.

7 So i s your question what do | nean by cost

8 estimation practices?

9 Q Yes.

10 A We reviewed the conpany's practices, which
11  are witten docunents for the preparation of cost

12 estimates, its instructions, which are basically

13  written docunents that tell you how to prepare and how
14  to conduct yourself using the procedures and practices.
15 And we reviewed the estinmates that have been devel oped
16  over tinme for Turkey Point 6 and 7.

17 So it involves everything fromthe bottons-up
18 analysis that was originally done in 2007, the updates
19 to that analysis that have been done since. It

20 involves the contingency that's applied to it and

21  project controls for maintaining adherence to project
22 cost estimates.

23 Q Exhibit 3, you still have that in front of

24 you, don't you -- | nean 73, |'msorry?

25 A (Noddi ng head affirmatively.)
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1 Q This was your report, update to AP1000
2 project of cost?
3 A Yes, | have that.
4 Q So when you say Decenber of 2014, that's the
5 date of this report; is that right?
6 A Correct.
7 Q Did you author this report?
8 A It was authored by ny staff under ny
9 supervision and direction.
10 Q Okay. But you'll vouch for it as we talk
11 tonight?
12 A I will.
13 Q kay. The third bullet point down -- well,
14 |et nme ask you this. Wiy did you prepare this?
15 A Short answer is we were requested to prepare
16 it by FPL. It's been part of our work for themon this
17 project for the |ast seven years.
18 Q And do you understand why the information you
19  put together was requested?
20 A In order to benchmark the conpany's current
21 cost estinmate against other projects in the industry.
22 Q And is that useful? |Is that sonething you
23 would recommend be done?
24 Yes.
25 Q And why?
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1 A Oten it's inportant to understand if you
2 have a difference in your cost estimate fromindustry
3 trends or experience elsewhere that you understand why.
4 This helps to identify whether there is a difference
5 and what may be driving it.
6 Q And did FPL have a cost differential?
7 A As | think you can see on the first page,
8 FPL's estimate is within the range of other projects
9 but at the upper end of that range.
10 Q The third bullet point down, you say, quote,
11 "As discussed bel ow, Sout hern Conpany has not yet
12 updated its capital costs to include the effects of
13 these delays on the project.”
14 What's the basis for that information?
15 A Regul atory filings nade in Georgia sonetine
16  prior to Decenber of 2014.
17 Q Do you have an expectati on when the Sout hern
18  Company does update its capital costs, what that w ||
19 reflect?
20 A No.
21 Q WIIl it likely be an increase or a decrease
22 or you just don't have the ability to project that?
23 A | don't have the ability to predict it.
24 There is a note in here that others involved in
25 construction nonitoring expected that would result in

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 455
1 an increase. But it would be speculation for nme to try
2 to figure out or estimate what that's going to be.

3 Q During your work on nucl ear projects that

4  have gotten underway, if there are del ays associ ated

5 wth them doesn't that typically result in an increase
6 in cost as conpared to a decrease?

7 A Yes, it represents an increase in the total
8 cost, not in the overnight cost, but in the total

9 delivery cost.

10 Q kay. Has FPL updated its capital cost?

11 Yes.

12 Q When did they | ast update it?

13 A As part of the May 2014 filing in this case.
14 Q So alittle over a year ago?

15 A |"msorry, did | say 2014? My 2015, the

16 filing in this case.

17 Q You said '14.

18 A Yes, | neant to say 2015.

19 Q And what were the results of that update?

20 A They are nunbers that have been presented in
21 M. SimMs, Dr. Sims testinony, and M. Scroggs'

22 testinony, that the construction cost range i s between
23 13.7 and $20 billion.

24 Q And | see in your docunent you use -- this is
25 back on Page 3 under the section that says, "Projected
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1 total project cost."
2 A Yes.
3 Q You use a $21 billion figure for FPL's top
4 end cost, correct?
5 MR. DONALDSON:. M. Myle, where are you
6 referring to?
7 MR. MOYLE: On Page 3, he says, quote, "FPL's
8 2014 high end total cost estimate of 18.4 billion
9 for PTN 6 and 7 is within the range of
10 13.9 billion to 21 billion that is generated using
11 over ni ght costs from ot her AP1000 projects.”
12 BY MR MOYLE:
13 Q | think I msread that. You're saying that's
14 your range fromthe other projects; is that correct?
15 A Yes.
16 Q kay. So FPL is 20 nunmbers within that
17 range, is that the point you' re making there?
18 A No. Actually, the point | was making is that
19 18. 4, which was the cost estimate at that tinme, was
200 within the range.
21 Q You don't disagree with FPL's escal ating the
22 cost at 2.5 percent inflation, do you?
23 A To nove from 2014 to 2015, that's correct, |
24 do not disagree with that.
25 Q Your testinony tal ks about sone benefits to
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1 nuclear, there's also sone detrinents to nucl ear.
2 discussed those detrinents with the prior w tness.
3 Did we mss any in that discussion that you
4 can think of?
5 A No. The only aspect that | would add to that
6 is one of schedule. It is a challenge for any conpany
7 tocommt to a new nuclear project because of the |ong
8 lead tine associated with these projects. They have
9 great benefits, but one of the consequences of the
10 nature of the construction of these projects is you
11 have to plan for themlong in advanced. That neans
12 committing sonme dollars upfront to preserve an option
13 and then making an informed decision as to whether to
14 proceed with construction.
15 So sonme would view that as a risk or a
16 negative elenent of a nuclear project. It's an
17 inherent part of the project, but it is also one that
18 produces great |longtermbenefits. These are projects
19 that are expected to have a 60-year |ife, so one would
20 be reasonable to understand that it takes a | ot of
21  advanced planning to deliver that kind of benefit.
22 Q So if I were going to put together a |ist of
23 potential downsides, | could include schedule in
24 addition to high capital costs, an issue of handling
25 spent nuclear fuel and a risk of catastrophic failure?
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1 You can just give ne a yes or a no. | don't
2 need to get into all that again unless you di sagree
3 wth those as being detrinents or risks.

4 A | woul d agree that those are risks of a new
5 nuclear project.

6 Q kay. And | was going to ask you -- |'m

7 trying to nove through a little bit, so | was going to
8 ask you about hold points and off-ranps. You use those
9 phrases in your testinony, right?

10 A Yes.

11 Q Was the expl anation previously given

12 consistent with your view of what a hold point is or an
13 off-ranp is and that they're synonynous terns or do you
14 viewthemdifferently?

15 A | don't view them as being synonynous. A

16 hold point is essentially what's referred to in project
17 managenent as a gate or a stage gate. It's where you
18 stop, reassess and nake a decision as to whether to

19  nove through that gate or not.

20 An off-ranp is one possible outcone at a hold
21 point or at a stage gate of the decision-nmaking process
22 and that could be to discontinue the project. But

23 certainly a hold point or a stage gate is not

24 synonynmous with an of f-ranp.

25 Q kay. So | don't think M. Scroggs, when
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1 asked him said an off-ranp was di scontinuing a project
2 or termnating it. But that is, | guess, an option of
3 an off-ranmp?

4 A Yes, that is an option at the off-ranp.

5 Q kay. And as a matter of expertise that you
6 have in managenent, project nmanagenent -- what are we
7 calling this, a nega project; is that right?

8 A Yes.

9 Q And what's a nega project?

10 A Wel |, the nunber keeps changing, but it used
11 to refer to projects, construction projects in excess
12 of a billion dollars. Now it seens to have increased
13 to nost pressed to a billion-five.

14 Q So maybe this could be a nega, nega project
15 at 20, huh?

16 A It's a very sizable project.

17 Q Is it a good nmanagenent practice to build

18 into a project like this, hold points?

19 A Yes.

20 Q And how often, you know, should a hold point
21 be built in; every quarter, every six nonths, every

22 year?

23 A It typically depends on the funding | evels
24 and the schedule, so there is no single answer for

25 every nega project. But it's when you get to a next
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1 mgjor funding decision or activity. 1In a case |ike
2 this, of course, we know we have hol d points every year
3 that are inposed by the Nuclear Cost Recovery Rule.
4 But if we were in an unregul ated environnent,
5 that frequency of hold points or stage gates m ght be
6 less frequent than that, it nay be nore frequent. But
7 typically there is no set schedule, it's dependent upon
8 the funding activities and when you' re nmaki ng the next
9 mjor commtnent of funds.
10 Q Do you know if FPL has hol d points beyond the
11 annual filing that's nmade before this Comm ssion?
12 A Yes, it does.
13 Q And what are those?
14 A One of themcertainly is the receipt of the
15 COL. Another is expected to be issuance of any notice
16 to proceed to an EPC contractor. Those are exanpl es of
17 hol d points.
18 Q You talk a little bit about fuel diversity.
19 Are you confortable with having a conversati on about
20 t hat ?
21 A Yes.
22 Q And if | understood your testinony, you say
23 the nuclear unit helps mtigate agai nst sone exposure
24 to natural gas price spikes?
25 A That's correct, anong ot her things.

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 461
1 Q s there a point in your -- do you consider
2 yourself an expert on this topic?
3 A Yes.
4 Q kay. |Is there a point, in your opinion,
5 that there's too nmuch of a certain type of generation
6 froma particular fuel source?
7 A No. It's a fact specific determ nation.
8 |"ve seen individual utilities that plan on their own
9 that operate nore independently of a grid, where once
10  you cross a 50 percent threshold for any single fuel
11 type, you mght consider the systemto be overly
12 committed or under diversified.
13 Were you have a | arger resource pool to draw
14 upon from adjoining service territories and power
15 grids, one utility may feel confortable with a 70,
16 75 percent commtnent to one fuel type.
17 | can say ny own view of Florida is that
18 where we are at now, in the 65 percent range, and where
19 we would be headed w thout new nuclear, which is nore
20 than 75 percent conmtted to natural gas, would give ne
21 a lot of concern.
22 Q So over 75 percent is a problemin your
23  expert opinion?
24 A 75 percent is a problemin ny expert opinion
25 for Florida.
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1 Q And you referenced, | guess, a situation in
2 New Engl and where a 59 percent natural gas -- this is
3 on Page 7 -- strike that.

4 This is on Page 8. Am | reading your

5 testinony correctly that the purpose of this is to

6 point out sort of what can happen if you're too reliant
7 on a particular fuel type?

8 And you use an exanple in New Engl and where
9 New Engl and relies on 45 percent natural gas, and |

10 guess there were sone econom c problens that resulted
11 fromthat; is that right? Is that fair?

12 A More than sonme econom c problens. But, yes,
13 | cite to new England, | cite to the winter of 2014,

14 and to the bill that custoners in that region had to
15 pay associated with natural gas price volatility. That
16 total bill was approximately an increnmental $5 billion
17 for 90 days of gas price spikes in the region.

18 Q Do you know which state is nost reliant on

19 npatural gas for generating electricity?

20 A | don't know anynore. |t used to be Texas.
21 | think Florida nmay have overtaken it.

22 Q So if you were advising this Conm ssion, you
23  would probably tell them try to reduce the natural gas
24  dependence and reliance, if it can be done, through

25 nuclear and other non-gas resources; is that fair?
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1 A You don't have to nake that statenent
2 conditional. | amsaying that. |'msaying that in ny
3 direct testinony here.
4 Q "' mnot used to having you agree with ne that
S5  nuch.
6 A Keep goi ng.
7 Q What's the current price of natural gas?
8 A Oh, that's a good question because | | ooked
9 it up just before I canme up here. The closing price
10 today was $2.45 per MvBtu on Henry Hub. There you go.
11 Q You have sone testinony on Page 9 about
12 factors that could affect the market for natural gas
13 and you suggest, as | read it, that LNG export
14 facilities could put pressure and create additional
15 demand on natural gas; is that right?
16 A Yes, upward pressure on prices. And they
17  represent an enhanced demand for natural gas.
18 MR. MOYLE: |'mgoing to pass out an,
19 exhibit, if | could. Do you know what nunber this
20 m ght be?
21 CHAl RVAN GRAHAM  Nunber 78.
22 MR MOYLE: It is entitled "Mody's Report on
23 US Export LNG projects.”
24 (Exhibit No. 78 was marked for
25 I dentification.)
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1 BY MR MOYLE:
2 Q So |'ve handed you an exhibit that references
3 a Mody's Report on US Export LNG projects. Your
4 testinony was filed on March 2nd, 2015, correct?
3 A Yes.
6 Q And this story is shortly after that
7 April 7th, 2015, correct?
8 A That's correct.
9 Q Al right. The second sentence of the story
10 says, quote, "Mwody's says low LNG prices will result
11 in the cancellation of the vast majority of the nearly
12 30 liquefaction projects currently proposed in the US,
13 18 in western Canada and four in eastern Canada."
14 Did Mboody's largely get it right with this?
15 A | think so. The total there is 52 projects
16 across North Anerica. The US Departnent of Energy
17 estimates that prices in the US may be able to
18 withstand eight LNG projects being built before prices
19 start to show an upward trend as a result of LNG
20  exports.
21 Certainly, | don't know anybody that expected
22 52 to be built. But the statenent that the vast
23 mmjority of the 52 are likely to be canceled, | agree
24 with that.
25 Q So obviously to the extent projects are being
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1 canceled, that puts downward pressure on potenti al
2 demand of exporting natural gas, correct?
3 A No. It neans the upward pressure is |ess
4 than it would be if all 52 were built. But, again,
5 don't think anybody expected all 52 to be built.
6 Q Less international demand?
7 A No, actually, international demand is
8 increasing. But there's conpetition frominternational
9 suppliers that's cutting into the neeting of that
10  denand.
11 Q Have you ever advised a client to not nove
12 forward or to put on hold a nuclear project?
13 A Yes.
14 Q How many tines?
15 A W're getting a little bit into confidenti al
16 information with ny clients, but four tinmes in the past
17 five years.
18 Q Did they take your recommendation?
19 A Yes.
20 Q And why did you recommend that? You know,
21 you don't need to get into specifics but just on a
22 general basis?
23 A In general terns, because they were
24 uneconom ¢ or unfinanceabl e.
25 Q Are all four of theminvestor-owned
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1 utilities?

2 A No.

3 Q How many?

4 A Two.

5 Q Were the other two governnental entities?

6 They weren't nerchant nuclear plants, right?

7 A They were nucl ear, they were nerchant

8  nucl ear.

9 Q So with respect to construction right now,
10 there's only two plants that are being constructed, is
11 that right, Sunmer and Vogtl e?

12 A Two sites, four units, yes. Actually, that's
13 not true, also the TVA unit.

14 Q Does that have a nane?

15 A |'"ve forgotten what it is right now, |I'm

16 sorry. | think it's Watts Bar, but | would have to

17 check that.

18 Q This is on Page 14 of your testinony.

19 Actually, it starts on 13, with respect to these

20 interviews that you conducted fromrepresentatives of
21 FP&L.

22 A Yes.

23 Q So | take it that you conducted these

24 interviews to help fornmulate an opinion that they were
25 doing okay in their process; is that right?
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1 A "They" being --
2 Q FPL.
3 A -- FP&L?
4 Q Ri ght.
3 A Yes.
6 Q kay. So can you tell ne who you revi ewed
7 wth respect to the quality assurance or quality
8 control programthat's on Page 147
9 A | woul d have to check ny notes for the nane
10 of the individual, but it was a Q¥ QC manager within
11 the nucl ear organi zati on who was assi gned to new
12 nucl ear .
13 Q kay. How about environnmental services?
14 A Again, | would have to go back to check the
15 notes as to the nane of the individuals. It was a --
16 Q If | asked you about all of them would the
17 answer be the sane?
18 A Yes. Again, |I'mnot going to be able to
19 recall nanes of who was sitting in the neeting room
20 Q But you do these interviews every year,
21 right?
22 Correct.
23 Q Who's FPL's chief nuclear officer?
24 A Mano Nazar .
25 Q Did you interview himabout this project?
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1 A No. I'msorry, | may have m ssed the
2 qguestion.
3 Q You testify about the five-year delays. You
4 don't have any independent know edge of the basis for
5 those del ays, do you?
6 A No. | relied on the testinony of M. Scroggs
7 on that issue.
8 Q You do actually identify sonme nore risks than
9 we had tal ked about on Page 25, Line 22. | guess maybe
10 these are risks related to schedule, sub-risk; is that
11 right?
12 A These are risks that relate to schedul e.
13 Your earlier question was about specifically risks
14 related to nuclear power projects. This is a nore
15 general |ist of issues that relate to a schedul e del ay.
16 Q kay. So all of these issues are also
17 present with respect to the five-year delay that FPL is
18 presenting with now?
19 A Yes, | think they are applicable to the
20 five-year del ay.
21 Q And can you tell the Conmm ssion whether these
22 risks wll have negative or positive effects on the
23 project or you just -- sonme of themyou don't know?
24 A You actually don't know, because with a
25 nuclear project, the econom cs can shift based upon a
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1 delay, and they can actually shift to be nore
2 favorable. Sonme nuclear units today are actually
3 operating at a | oss.
4 And the market is expected to turn in the
5 2017, 2018, 2019 tine frame when carbon regul ation
6 really becones a fact. So in sone situations,
7 extending the start date and extending the life of the
8 units can actually inprove the econom cs.
9 Q Dependi ng on other market conditions such as
10 natural gas pricing or carbon pricing, correct?
11 A That's correct.
12 Q And we don't know what those will be?
13 A That's correct, we do not know today what
14  wll happen in 40 years or 60 years.
15 Q Has FPL -- do you know how long it's going to
16 take themto build these two units, Turkey Point 6 and
17 7?
18 A Are you tal king about the actual construction
19  duration?
20 Q Yes, sir.
21 A | don't think that's been determ ned yet.
22 That will be part of the process of neking a decision
23 both next year with regard to a new cost estinmate and
24 schedule and after with a decision when the COL is in
25  hand.
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1 Q What do they typically take, based on your
2  expert opinion?
3 A In the range of six years.
4 Q And ny inpression would be that it would take
5 six years whether you start tonorrow or whether you
6 start in 2020; is that right?
7 A Not entirely. You couldn't start tonorrow.
8 | f you were to decide tonorrow you're going to sign a
9 contract and issue a notice to proceed, you would have
10 a long ranp-up tine.
11 Q Just assune that you could start tonorrow. |
12 pean, | guess I'mtrying to ascertain, there's no
13  relationship between a delay and how long it woul d take
14  necessarily to do the bricks and sticks construction,
15 correct?
16 A That's correct, there's no clear relationship
17 between the delay and the duration of construction
18 activities.
19 Q You say on Page 26, Line 9 that weather risks
20 refer to the potential for adverse weather conditions
21  to cause construction delays. But | guess | was
22 confused by that. That would occur regardl ess,
23 correct? That's not in any way a consequence of a
24 five-year del ay?
25 A It's not a five-year delay in the start tine,
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1 that's correct. |It's not a consequence of that.
2 Q Page 28, Line 18, you use the phrase a "ful
3 suite of mtigation strategies being considered for the
4 project.” \What do you reference when you say a "ful
5 suite of mtigation strategies"?
6 A It includes everything with regard to
7 construction risk managenent, contractual risk
8 managenent and financial risk managenent. This goes to
9 the contracting in ternms of comrercial strategies that
10 you use in the EPC contract. For exanple, what do you
11 determne as a fixed price, a floating price, a firm
12 price or an indexed price.
13 Sone of those risks are hedgeabl e t hrough
14 risk managenent strategies involving construction
15 commodities or interest rates. So the full suite
16 includes a very |arge nunber of things fromcontracting
17 to literally things |like financial derivatives.
18 Q The EPC contract's not been signed. You
19 don't recommend that it be signed anytine soon, do you?
20 A | recomrend that it not be signed anytine
21 soon.
22 Q And part of the reason you recommend that is
23  because all of the sudden it then commts you
24 contractually, things change, you could be in a breach
25 of contract situation, is that right, part of the
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1 reason?
2 A | wouldn't assune you would get into a
3 breach, but you would get into a situation where you
4  have prematurely commtted to incur costs that may not
5 Dbe necessary.
6 Q Now, you follow these nucl ear projects,
7 you're aware that there's a lawsuit over an EPC
8 contract between Duke and Westinghouse, correct?
9 A | am
10 Q There's another litigation involving
11 Westinghouse and who is it, a Southern affiliate?
12 A Georgi a Power, yes.
13 Q Al right. And that's over an EPC contract
14 as wel|?
15 A The EPC litigation is actually with Chicago
16 Bridge & Iron. But, yes.
17 Q When, in your view, should an EPC contract be
18  signed?
19 A | think M. Scroggs was right on point when
200 he said there is value in waiting. You have nore
21  information, you have nore experience wth other
22 projects, and you have nore certainty with regard to
23 the econom cs of your project.
24 So the short answer is the |ast possible
25 nonent that you can sign it w thout endangering the

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 473
1 commercial operation date you have in mnd for the
2 project or the project cost estimates. So this is an
3 exanple of what's called the benefit of decision
4 deferral in decision analysis. There are benefits to
5 pushing it to the | ast possible date.
6 Q Page 30, you state, starting on Line 13, "It
7  would be reasonable to expect that the significant
8 expansion of the project's developnent tineline wll
9 result in an increase in the total project cost
10 estimate due to additional escal ation and financing
11 costs that wll accrue during a | onger devel opnent
12 period."
13 So we can agree that the delay results in
14 increased costs, correct?
15 A In ternms of total cost, yes.
16 Q Are there any other reasons why a delay would
17 result in increased costs besides the two you identify,
18 which are financing costs and additional escal ation?
19 A Those are the two that are nost certain. It
20 does expose you, as |'ve said earlier, to other risks,
21  risks of econom c changes, |oad forecast changes,
22 environnental |aw changes, you nane it. But the two
23 that are nost certain are inflation and interest rates.
24 Q M. Scroggs and | were tal ki ng past each
25 other about a conpetitive bid process. And on Page 32,
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1 Line 2, you specifically say -- | guess you revi ewed
2 three contracts that were for nore than 50, 000; is that
3 right?
4 A Did you say three?
5 Q Thr ee.
6 A Yes, that's correct.
7 Q And the one that was single source, what did
8 it relate to?
9 A As | recall, and this is operating from
10 nmenory, it related to the NRC COLA, and it was actually
11 a change order or expansion of an existing contract.
12 Q Do you have any recollection about the two
13 that were conpetitively bid and what those were for?
14 A No. They were both relatively small, but I
15 don't recall what they were from nenory.
16 Q Down on Page 32, further down on Line 16, |
17 think you're tal king about a process FPL has in place
18 to review invoices, correct?
19 A Yes.
20 Q kay. And did you determne in this review
21 process how nuch noney, if any, was saved as a result
22 of this review process?
23 A Wthin new nuclear, |I'mnot aware of any that
24 was saved in 2014, which was the scope of this review
25 W have seen significant savings in prior years, but |
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1 don't recall any being the product of invoice reviewin
2 2014.

3 Q As a business practice, you recommend that be
4 done regularly and routinely?

5 A That neaning the invoice review --

6 Q Ri ght.

7 A -- and the sign-off process, yes.

8 Q M st akes coul d be nmade, errors?

9 A That's correct.

10 Q You tal k about sonme of the audit functions

11 that were perfornmed on Page 33?

12 A Correct.

13 Q Is it a good nmanagenent practice to have an
14  outside audit periodically perforned on certain

15  Dbusi ness units?

16 A CGenerally, yes. And there is an outside

17 audit process at FPL.

18 Q And did you reference that in your testinony?
19 A No. That is a financial audit by the firms

20 outside financial auditors for public reporting

21  purposes. It's not a project audit.

22 Q Wth respect to a financial audit, do the

23 sane accountants go in and | ook at the nucl ear business

24 unit, Deloitte?

25 A | can't vouch to the fact that it's Deloitte.
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1 | am not sure who the firmis current outside auditors
2 are. But, yes, the sane firmthat's preparing your
3 accounting opinion for public reporting purposes woul d
4 Dbe the one that would cone in and performthat audit of
5 the financial aspects, the accounting aspects for the
6 new nucl ear projects.
7 Q Do you know when the last tinme that was done?
8 A | don't know. It's not been sonething that
9 we have focused on in our review
10 Q If it had been done recently, | assune you
11 woul d have come across it in your review, correct?
12 A No. | assune it actually was done recently,
13 and ny assunption would be that every mmjor project and
14  departnent has sone activities that are touched by the
15 external audit.
16 Q If it hadn't been done in sone tinme, would
17 you recommend that it be done?
18 A If the external audit had not conducted any
19 review of the new nuclear project, yes, | would.
20 Q In your reviews, did you have any findings or
21  suggestions for inprovenent?
22 A No, not this year. As you know, we have nmany
23 tinmes in the past, but not this year.
24 Q Let me goto a -- this is your Exhibit 2, and
25 it lists a whole bunch of proceedings that you' ve been
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1 involved in.
2 A Yes.
3 Q | assune that you were an expert witness in
4  these proceedi ngs?
3 A Yes.
6 Q And so that to the extent that there is a
7 subject matter, you believe you have expertise in it?
8 A Yes.
9 Q And you were involved in a case involving a
10  fiduciary duty; is that right?
11 A Can you give nme a page nunber?
12 Q You don't have a recollection of that?
13 A | think that issue has actually been touched
14  on many tinmes by ne in civil litigation. | think, for
15 exanple, that issue cane up in testinony | did in US
16 District Court in Western Colorado relating to a gas
17 pipeline project.
18 Q This is on Page 21 of 28. |Is that what
19 you're referring to?
20 A Yes. Actually, that's the sane one.
21 Q Have you ever given testinony about a
22 utility's fiduciary relationship to either its
23 shareholders or its ratepayers?
24 A | don't think | would say that any of ny
25 expert testinony has touched on a fiduciary duty to
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1 stockholders. | have -- | wouldn't describe it as a
2 fiduciary duty, but I would describe -- | have
3 testified about a utility's duties to its custoners,
4  yes.
5 MR. MOYLE: That's all | have. Thanks.
6 CHAl RMVAN GRAHAM  Ckay. W are getting
7 pretty close to -- actually, | think we're past
8 the two-hour mark for ny court reporter.
9 M. Cavros, how many questions do you have?
10 MR. CAVROS: Just two or three, just a
11 coupl e, two or three.
12 CHAl RMVAN GRAHAM  All right. Let's go
13 f orward.
14 MR. CAVROS: It will be fast.
15 EXAM NATI ON
16 BY MR CAVRCS:
17 Q Good eveni ng, M. Reed.
18 A Good eveni ng.
19 Q You had nentioned two -- actually, four units
20 that are in construction right now And those are the
21 Vogtle and the Summer units, correct?
22 A Yes.
23 Q kay. And both Georgia and South Carolina
24 have sone form of construction work in process,
25 financing laws in those states, is that correct, to
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1  support the construction?
2 A They have Cost Recovery Statutes that are
3 simlar to the Nuclear Cost Recovery C ause. | would
4  not describe those as construction work in progress.
5 Q Are you famliar with the Georgi a Nucl ear
6 Energy Financing Act?
7 A | think so, yes.
8 Q kay. And are you famliar with the Basel oad
9 Revi ew Act in South Carolina?
10 A Yes.
11 Q kay. And you know that Florida has a
12 construction work in progress |aw as wel|?
13 A CGeneral ly, yes.
14 Q CGeneral ly, yes, okay. And that lawis in
15 place because of the chall enges that power conpanies
16 face in reaching out into private markets to finance
17  these projects, correct?
18 A In part, yes.
19 Q kay. And that challenge is inforned by past
20 experience in the nuclear industry; is that right?
21 A | agree with that.
22 Q And you woul d agree that in the '70s there
23 were, I'mgoing to estimate, but about three dozen
24 nucl ear power plants that were cancel ed due to any
25 nunber of factors, but primarily drops in demand and

Premier Reporting Reported by: Michelle Subia



Florida Public Service Commission 8/18/2015

150009 Nuclear Cost Recovery Clause 480
1 increasing construction costs?
2 A | can't vouch for the three dozen nunber. |
3 would agree that there were several units canceled in
4 the 1970s. | would say the primary two -- the two
5 largest reasons were inflation and interest rates.
6 W're tal king about a period of tinme that many of us
7 renmenber, which was when inflation was 13, 14 percent
8 per year and interest rates were 17 percent per year.
9 Q Nevert hel ess, those plants were cancel ed?
10 A Correct.
11 Q Ckay.
12 MR. CAVRCOS: | have no further questions.
13 CHAl RMVAN GRAHAM City of Mam, you have
14 questions, don't you?
15 MR. HABER W do.
16 CHAl RMVAN GRAHAM Wl |, let's go ahead, this
17 Is a good tine to take a break for dinner. That
18 cl ock back behind us is about 7:15 p.m Let's
19 t ake about 45 mi nutes, so we'l|l cone back here at
20 eight o' clock. And then we'll let you finish up
21 on M. Reed and then we'll take M. Jacobs after
22 that, Dr. Jacobs after that.
23 kay, we are taking a break for 45 m nutes.
24 (Wher eupon, a recess was taken.)
25 CHAl RMVAN GRAHAM  Ckay, guys.
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1 M5. CANO  Chairman G aham
2 CHAl RVAN GRAHAM  Yes.
3 M5. CANO FPL has a scheduling offer to nake
4 or a wtness presentation offer to nmake.
5 CHAl RMVAN GRAHAM  Ckay.
6 M5. CANO |If the parties don't disagree,
7 we're willing to let Steve Simtake the stand only
8 once and present his direct and rebuttal on a
9 conmbi ned basis in the order of wtness where he
10 woul d ordinarily present his rebuttal.
11 CHAl RMVAN GRAHAM  Ckay. So you want himto
12 do his direct and rebuttal during the rebuttal, so
13 basically at the end?
14 M5. CANO  Yep.
15 CHAl RMVAN GRAHAM  Does anybody have a probl em
16 with that?
17 M5. CHRI STENSEN: OPC has no objection to
18 t hat .
19 CHAIl RMVAN GRAHAM  Retail Federation?
20 MR LAVIA: No.
21 CHAI RVAN GRAHAM  FI PUG?
22 MR. MOYLE: No objection. He'll go tonorrow,
23 | assune?
24 CHAl RMVAN GRAHAM  Maybe not .
25 MR. MOYLE: We would feel better about it if
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1 he went tonorrow.
2 CHAl RVAN GRAHAM | ' m sure a whol e | ot of
3 peopl e woul d.
4 Al right. So ny clock back there says three
5 m nutes after eight.
6 MR. DONALDSON: | was just going to say |
7 believe we're mssing the Gty of Mam.
8 CHAl RMVAN GRAHAM | was pretty cl ear about
9 what tinme we were getting started.
10 MR. SAYLER: | do know that the Cty is
11 W t hout transportation. | think they had to cab
12 It somewhere for dinner.
13 MR. KELLY: |s soneone out there to unl ock
14 t he doors?
15 MR. SAYLER: There they are.
16 MR. HABER We're sorry, Chair.
17 CHAI RMAN GRAHAM  City of Mam, we started
18 three m nutes ago.
19 MS. MENDEZ: It is hard when you don't have a
20 car and don't know your way around.
21 MR. HABER  Apol ogies for the delay. Wile
22 we do have sone questions for this witness, |I'm
23 al so aware that Wtness Jacobs for the OPC has
24 sone tine constraints. Do we want to pause this
25 one for a nonment and conme back to it and all ow
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1 Wtness Jacobs to go ahead or should | just
2 continue with ny questions?
3 CHAl RMVAN GRAHAM  How many questions do you
4 have for this w tness, half hour?
5 MR. HABER  No, under ten.
6 CHAl RMVAN GRAHAM  Ckay. Well, then let's
7 just go ahead with this w tness.
8 MR. HABER  Sounds good.
9 EXAM NATI ON
10 BY MR HABER:
11 Q M. Reed, you held yourself out as an expert
12 in several fields to M. Myle earlier, one of those
13 fields was fuel diversity, correct?
14 A Yes.
15 Q So you woul d agree that there are ways to
16  acconplish fuel diversity outside of diversifying by
17 fuel type, correct?
18 A | may be m ssing your question but, no, |
19 don't see that.
20 Q There's no way to diversify by fuel source?
21 A You're making a distinction that | don't
22 understand. Fuel type versus fuel source?
23 Q Fuel type: Nuclear, natural gas, coal, oil.
24 Fuel source, where it's actually -- where is the
25 requisitioned fronf
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1 A So as | understand your question, do | think
2 you can diversify, for exanple, by having natural gas
3 as your primary or only fuel, but sourcing sone of that
4 gas from Louisiana or Texas or Arkansas and that that's
5 sonehow diversifying, | would not accept that within ny
6 use of the termdiversification
7 Q kay. Well, then let's nove on to regulatory
8 policy. Actually, you know what, |I'mgoing to talk
9 about -- you said you were an expert also in the

10 econom cs of power projects.

11 You had tal ked before wth M. Myle also
12 about overnight costs. An overnight cost, in essence,
13  is what it would cost to build the plant tonorrow?

14 A Yes.

15 Q So it's not an accurate account of the cost
16 that ratepayers wll pay for this project, correct?
17 A That's correct. It's not neant to be an

18 estimate of what goes into rate base. It's a neasure
19  based upon a hypothetical, instantaneous construction.

20 Q And so delays in construction would increase

21  the actual costs of Turkey Point Units 6 and 77

22 A | f del ays occur, they are likely to increase

23 the actual costs, yes.

24 Q And those costs that are paid by ratepayers?

25 A Correct.
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1 Q Now we're going to tal k about regul atory
2 policy. So the Nuclear Cost Recovery Docket that we're
3 in right now, would you be confortable characterizing
4 that as an approved, assured recovery regul atory
3) process?
6 A Was your first word approved?
7 Q Yes, sir.
8 A And the second word is assured?
9 Q The term was approved, assured recovery
10 regul atory process.
11 A in General, yes, it's been approved by the
12 Legi sl ature and the Conm ssion. It provides assurance
13 of recovery of prudently incurred costs. So yes, | can
14  general ly accept what.
15 Q And prior to this process and prior to
16  adoption in other states, an after-the-fact prudence
17 review had been used?
18 A In sone states, yes.
19 Q Was Fl orida one of those states?
20 A Yes, Florida relied on after-the-fact
21 reviews.
22 Q So what is an after-the-fact prudence review?
23 A It's one in which the question of whether the
24  costs were prudently incurred and what costs should go
25 into rate base is determned after a plant has achi eved
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1 commercial operation.

2 Q So under that regulatory process, utilities
3 were at risk for their costs if their decisions were
4 |ater judged inprudent?

5 A That's correct. They still are under the

6 Nuclear Cost Recovery Rule. That aspect has not

7 changed.

8 Q Ckay.

9 MR. HABER  Thank you. No further questions.
10 CHAl RMVAN GRAHAM  Ckay. Staff?

11 M5. BARRERA: Staff has no questions.

12 CHAIl RMVAN GRAHAM  Commi ssi oners?

13 Conmm ssi oner Br own.

14 COW SSI ONER BROMN:  Thank you. | just have
15 a question for you. You |ooked at the

16 organi zational structure for Turkey Point 6 and 7,
17 correct?

18 THE W TNESS: | did.

19 COW SSI ONER BROMWN: | was | ooking at it,

20 It's one of your exhibits and attachnents in your
21 prefiled testinony. How nmany enpl oyees of FPL are
22 wor ki ng on the Turkey Point 6 and 7 project?

23 THE WTNESS: There are several. | can't

24 gi ve you a nunber that are working on it. The FPL
25 nucl ear division has a nunber of enpl oyees that
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1 provi de services to new nuclear. There are only
2 three that | know of that are full-time on new
3 nucl ear. But, again, the rest of the functions
4 are provided by individuals either within the
5 corporate functions or the nuclear division on an
6 as- needed basi s.

7 COW SSI ONER BROMWN:  So ancillary job

8 responsibilities but three full-tinme FPL hires are
9 dedi cated to Turkey Point 6 and 77?

10 THE WTNESS: Yes, there are certainly at

11 | east three. And that may be a question that a

12 subsequent FPL witness can answer nore fully, but
13 three that | amthinking of, yes.

14 COW SSI ONER BROMWN:  When you anal yze the

15 organi zational structure -- and you' ve been an

16 expert witness of FPL's in years prior -- has that
17 structure changed over tine?

18 THE W TNESS: For new nucl ear ?

19 COWM SSI ONER BROAN:  Un- huh.

20 THE WTNESS:. It has changed sonewhat. And
21 bel i eve one aspect of that is in the testinony of
22 M. Scroggs. There is now a director of

23 construction, M. Reuwer, who has been added to
24 that. And | believe that's a full-tinme new

25 nucl ear position. But apart fromthat, | don't
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1 bel i eve the structure has changed that nuch.
2 COW SSI ONER BROWN: Do you know when t hat
3 occurred?
4 THE WTNESS: | believe in 2014.
5 COW SSI ONER BROMWN:  2014. So really the
6 gi st of nmy questioning is to see how the
7 organi zational structure is either grow ng,
8 shrinking, staying the sane. Do you have an idea
9 of that?
10 THE WTNESS: It's not yet grown anything
11 close to what will be needed for construction. It
12 Is right now a tight organization with regard to
13 this phase of the devel opnent activities.
14 And all of the, as we've tal ked about, QA/ QC,
15 supply chain, legal, all of the other functions
16 coul d be provided out of the rest of FPL or the
17 rest of the nuclear organization.
18 So there hasn't yet been a need to fully
19 staff up exclusively within the new nucl ear
20 proj ect.
21 COW SSI ONER BROMN:  Then the majority of the
22 enpl oyees or contract enpl oyees or whatnot are
23 probably contracted out to third parties, |ike
24 engi neers, |lawers, et cetera, regulatory fol ks?
25 THE WTNESS: A lot of that done, again, on a
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1 shared basis within the nuclear division. You're
2 correct that a lot of the licensing activities for
3 the COL are under a contract to Bechtel, for
4 exanpl e, and others. There have been a nunber of
5 ot her contractors involved in that process, too.

6 But that doesn't nean that there aren't

7 activities going on within FPL by FPL enpl oyees,

8 It's just they are not full-time on new nucl ear.

9 COW SSI ONER BROMWN:  Are the majority of

10 operational costs relative to enpl oyee work on

11 Turkey Point 6 and 7 in-house or outsourced, or is
12 that a question for an FPL enpl oyee?

13 THE WTNESS: | think it should be for the

14 FPL accounting wtness. He can give you nore of a
15 breakdown on that. | can tell you in general

16 there's $19 and a half mllion in the budget for
17 2015. And of that, roughly 16 and a half mllion
18 has to do wth licensing. The vast nmgjority of

19 the licensing costs are external.

20 COW SSI ONER BROWN:  Ckay. Thank you. |

21 appreciate it.

22 THE WTNESS: Ckay.

23 CHAl RMVAN GRAHAM  Ckay. Redirect?

24 MR. DONALDSON: No redirect.

25 CHAl RMVAN GRAHAM  Ckay. Exhibits.
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1 MR. DONALDSON: At this tinme, FPL would |ike
2 to enter into evidence on Staff's Conprehensive
3 Exhi bit List 15, 16 and 17.

4 CHAl RMVAN GRAHAM  Ckay, 15, 16 and 17 for

5 FPL.

6 (Exhibit Nos. 15, 16 and 17 were received in
7 evi dence.)

8 CHAI RVAN GRAHAM  OPC?

9 MR. SAYLER: Qur exhibits were for cross

10 exam nati on purposes only so we're not going to
11 nove theminto the record.

12 CHAl RMVAN GRAHAM  Ckay. And | think that's
13 all we had.

14 MR. MOYLE: FIPUG had 78. W would nove it.
15 CHAl RMVAN GRAHAM  Ch, okay. The Moody one?
16 MR. MOYLE: Right.

17 CHAl RMVAN GRAHAM  Ckay. Any objection to
18 nmoving in 78 into the record?

19 MR. DONALDSON: No objection.

20 CHAl RMVAN GRAHAM  Ckay. We'll put Nunber 78
21 into the record.

22 (Exhibit No. 78 was received in evidence.)
23 CHAl RMVAN GRAHAM  All right. So M. Reed,
24 you are excused for right now.

25 (Proceedi ngs continued in Volune 4.)
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 01                   P R O C E E D I N G S

 02            (Transcript follows in sequence from

 03  Volume 2.)

 04            MS. BARRERA:  I believe you all have the

 05       exhibits that we're planning to use on this

 06       conversation.

 07  Thereupon,

 08                    STEVEN D. SCROGGS

 09  was called as a witness, having been previously duly

 10  sworn, was examined and testified as follows:

 11                        EXAMINATION

 12  BY MS. BARRERA:

 13       Q    Mr. Scroggs, can you turn to your March

 14  testimony, Page 15, Lines 13 through 16?

 15       A    Page 13?

 16       Q    Page 15.

 17       A    Page 15, sorry.

 18       Q    And then Lines 13.

 19       A    Yes, I'm there.

 20       Q    Okay.  There you explained that FP&L found it

 21  necessary to revise the project schedule.  Can you

 22  please briefly explain under what circumstances the

 23  question of revising the project schedule arose in

 24  2014.

 25       A    We received two new pieces of information
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 01  from the NRC, a revised schedule for review of the

 02  safety analysis, and a revised schedule for review of

 03  the environmental analysis.  Those set new dates for

 04  events leading up to the combined license in the first

 05  quarter of 2017, so we wanted to incorporate that.

 06            We also wanted to incorporate some of the

 07  lessons that we've been learning through observation of

 08  the Vogtle and Summer projects, and we wanted to

 09  include the effects of the amendments to the Nuclear

 10  Cost Recovery Statute in 2013.  Those were the three

 11  major changes that warranted a revised project

 12  schedule.

 13       Q    Okay.  And did the revision include a change

 14  or new information regarding the AP1000 technology?

 15       A    No, ma'am, there was no updated change to

 16  that technology.

 17       Q    Okay.  And did some other event, change or

 18  new information regarding the Turkey Point site require

 19  revision?

 20       A    Not coming to mind.

 21       Q    Okay.  Can you please turn to the exhibit

 22  identified as Hearing Exhibit Number 8, which is

 23  Exhibit SDS-7, to your March testimony.

 24       A    Yes, I have SDS-7.

 25       Q    Okay.  Can you please identify which of the
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 01  cost categories in your exhibit include the cost for

 02  the 2014 project review.

 03       A    The project review would have been largely

 04  conducted under the licensing costs category.

 05       Q    And let me ask you some questions about

 06  initial assessment studies.  How does FP&L define

 07  initial assessment studies?  In other words, what are

 08  they?

 09       A    The studies are those necessary to help us

 10  refine the schedule estimate by looking at very

 11  specific construction activities.  There's some 20, 25

 12  different individual activities that as a result of the

 13  2014 project schedule, CB&I, Chicago Bridge & Iron, who

 14  is the constructor on the Summer and Vogtle projects,

 15  specifically identify in order to improve your schedule

 16  accuracy, you will want to do additional studies on

 17  these areas.  So that's how we came up with the list of

 18  initial assessment studies that would help us improve

 19  our schedule accuracy.

 20       Q    And can you describe the type of activities

 21  that need to be performed to develop the studies?

 22       A    Yes.  There's a number of activities related

 23  to determining a rough site layout so that that site

 24  layout could be used to determine how many logistical

 25  moves are necessary for certain activities.  Designs
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 01  related to slurry walls and other specific construction

 02  that is unique to the Turkey Point 6 and 7 sites, or

 03  construction items, construction events such as

 04  concrete batch plant development and implementation

 05  that would help us understand what the true critical

 06  path and necessary coordination and timing of these

 07  events are to have the most efficient schedule.

 08       Q    And can you state what the objective for

 09  these studies are; what is the main objective to

 10  conduct them?

 11       A    The main objective is to refine the project

 12  schedule so that when we conduct the feasibility

 13  analysis in 2016, we're doing that with the best

 14  schedule information that's available.

 15       Q    Okay.  And FP&L estimates that the combined

 16  operating license will be issued about March 2017; is

 17  that correct?

 18       A    Yes, ma'am.

 19       Q    And isn't it true that if there were

 20  emergents that delayed the issuance of the combined

 21  operating license beyond March 2017, FP&L will have

 22  prematurely undertaken the initial assessment studies?

 23       A    I don't believe that's the case, ma'am, no.

 24       Q    Why?

 25       A    These initial assessments include information
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 01  that won't change over time.  It's about the sequence

 02  in which you do certain construction, the type of

 03  equipment and material and labor that you need to do

 04  the activities.  That won't change.  Items that would

 05  change are the specific costs of the materials or labor

 06  rates.  Those aren't a part of the initial assessment

 07  studies.

 08            So the life, the shelf life, shall we say,

 09  maybe you could say, of the initial assessment studies

 10  is considerable.  I would expect them to be relevant

 11  for several years.

 12       Q    Now, please turn to Exhibit 43, which is

 13  identified as a late-filed exhibit to your deposition,

 14  and it consists of a slide presentation.

 15       A    I have it.

 16       Q    Okay.  Please turn to Slide Number 5.

 17       A    I'm there.

 18       Q    Okay.  And my question is, what is the

 19  difference between a complete study and a final report?

 20       A    A complete study is essentially the project

 21  that the consultant would provide to us for our review.

 22  Then we weigh in with our thoughts, our questions, our

 23  amendments, perhaps, to reflect what we believe is more

 24  accurate or just information that the consultant didn't

 25  cover, and that is then turned into a final study.  So
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 01  the final study is a joint product consultant in FP&L,

 02  whereas a complete study would be the initial input

 03  from the consultant.

 04       Q    And does FP&L plan to file this final report

 05  with the Commission?

 06       A    Yes, the study will be available for review.

 07  In response to your question, I don't know of a

 08  specific reason why we would file it in this docket

 09  next year, but it's certainly information that would

 10  inform my testimony and would be available for the

 11  Staff and the Commission.

 12       Q    And then this final report would not be used,

 13  I'm imagining, to support your petition for

 14  pre-construction work, to begin pre-construction work?

 15       A    Yes, it would.  It would be part of a body of

 16  work that would inform the schedule for the feasibility

 17  analysis.

 18       Q    Okay.  And does FPL plan to file this final

 19  report with the NRC in support of its license

 20  application?

 21       A    No, there's no entry point for this

 22  particular study in the NRC part.

 23       Q    And do the initial assessment study reports

 24  discuss potential and different timeline scenarios and

 25  constraints?
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 01       A    Yes.

 02       Q    Okay.  Now, please turn to Slide Number 6 and

 03  7 from your presentation, Exhibit Number 43.  Isn't it

 04  true that several of the items under Category A titled

 05  "Module, Submodual, Assembly," are activities to be

 06  undertaken after the receipt of the COLA and after a

 07  decision has been made to proceed with post-licensure

 08  work?

 09       A    There will be activity similar to all of

 10  these done in pre-construction to develop the final

 11  plan.  Again, the purpose of those activities, the

 12  purpose of those studies would be to result in a

 13  schedule that we would go get a bid on.  That's not the

 14  purpose and scope of these studies.

 15            These studies are to inform and refine the

 16  project schedule estimate so that we know that when we

 17  provide a feasibility analysis based on a certain

 18  project schedule, that we have the best information

 19  possible within this time frame to support that

 20  feasibility analysis.

 21       Q    And isn't it true that the initial assessment

 22  studies implement the post-licensure activities?

 23       A    No.

 24       Q    And why not?

 25       A    Again, their purpose, objective and scope is
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 01  not to implement post-licensure activities.  They are

 02  not sufficiently detailed and do not result in a bid

 03  specification that could be then used to obtain binding

 04  bids.  So they are an increase in the level of detail

 05  that we currently have, but they are not the

 06  implementable schedule that will be created in

 07  pre-construction work to support bids.

 08       Q    And are these study items intended to address

 09  factors such as supply chain performance and quality

 10  assurance performance that could impact either cost or

 11  schedule?

 12       A    To the extent that these areas of study, the

 13  results of the first wave of construction, particularly

 14  module, subassembly and logistics plant.  Some of the

 15  delays seen in the first wave is based on how they

 16  moved modules, how they constructed them, how they

 17  moved them on site for assembly.

 18            So these are really the first steps in

 19  taking -- or some of the first steps in taking the

 20  information we observed in the first wave of

 21  construction, incorporating that so that we don't make

 22  those mistakes in the second wave of construction.

 23       Q    Does the scope of work for initial assessment

 24  studies include issuing notices to proceed with site

 25  clearing work or any post-licensure work?
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 01       A    No.  No.

 02       Q    Okay.  Please turn to Slide Number 12.  And

 03  that's the 2015 Increased Estimate Due to COL and

 04  Engineering Challenges.  What are the combined

 05  operating license and engineering challenges referenced

 06  here?

 07       A    In the combined operating license, it's a

 08  combination of additional fees that we'll be paying to

 09  NRC for the continued completion of the safety review,

 10  mostly seismic in nature, and our contractor, Bechtel,

 11  who is compiling those additional pieces of

 12  information, additional costs for Bechtel to do that.

 13            In the engineering and construction, it's

 14  primarily the increase in the annual fee to participate

 15  as one of the AP1000 owner group members.

 16       Q    Can you please go back to Slide 5.  And

 17  according to this timeline, FP&L will make the

 18  information in the final reports for Category A, B and

 19  C generally available for review by the Commission,

 20  Staff and others not later than the first quarter of

 21  2016; is that correct?

 22       A    That's correct.

 23       Q    And the remaining Category D report would not

 24  be available for review until 2017, correct?

 25       A    That's correct.
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 01       Q    Are the Category D assessments interdependent

 02  on the results of Category A, B or C assessments?

 03       A    Yes.

 04       Q    And has FP&L finalized the scope and issued

 05  bids on any of the four categories?

 06       A    We've issued an award, a contract on

 07  Category A.  We've issued an RFP for Categories B and

 08  C.  And we are evaluating those bids now.  We have not

 09  issued an RFP for Category B work.

 10       Q    Thank you.

 11            I would like you to now please turn to

 12  Exhibit 38, and in particular, the FP&L response to

 13  OPC's Interrogatory Number 19.

 14       A    I'm not sure I have that.

 15       Q    It should be part of the -- Exhibit 38.

 16            MR. SAYLER:  It's paper clipped together with

 17       the others.

 18            THE WITNESS:  I do have it.

 19  BY MS. BARRERA:

 20       Q    Okay.  All right.  And in Interrogatory

 21  Number 19, were the discussion regarding lessons

 22  learned factored into the current cost estimate and

 23  project schedule for Turkey Point Units 6 and 7?

 24       A    Yes, to the extent that they're reflected in

 25  the revised project schedule.
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 01       Q    In Exhibit 30 -- we're going to be going back

 02  and forth to exhibits, and I'm sorry about that, but

 03  that's the way it is.

 04            Can you please turn to Exhibit 30, FP&L

 05  response to Interrogatory Number 3.  In that

 06  interrogatory, FP&L stated that there are issues that

 07  are expected to be resolved by October of 2015 and are

 08  not expected to impact the NRC's review schedule for

 09  FP&L's COL.

 10            FP&L's -- this response concerning matters

 11  that surfaced in 2014 in other projects that could

 12  affect the Turkey Point Units 6 and 7, FPL identified

 13  certain items.  And does FPL currently expect these

 14  issues to be resolved without adverse impact to the

 15  review schedules?

 16       A    At present time, yes, we do expect them to be

 17  resolved without impact to our schedule.

 18       Q    Okay.  If you can turn to your May testimony,

 19  Page 24.  At Line 18, you begin a discussion concerning

 20  initial assessment studies.  You state that the studies

 21  are to inform a decision to proceed to begin

 22  pre-construction work.

 23            What is your definition of the phrase

 24  "pre-construction work" as used in this context?

 25       A    As my understanding of the use of the term in
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 01  the revised NCRC Statute, I believe the Statute is 3C,

 02  pre-construction work are those activities to be

 03  accomplished after receipt of a COL.

 04       Q    And in Exhibit 31, if you can turn, which are

 05  FP&L's response to Staff's Interrogatory Number 9, if

 06  you can go to that.

 07       A    I'm there.

 08       Q    Okay.  Is it correct that FP&L's filings do

 09  not list any contracts associated with implementing the

 10  initial assessment studies?

 11       A    That's correct.

 12       Q    Okay.  And when does FP&L plan to begin to

 13  make expenditures on the initial assessment studies?

 14       A    We have begun.  We initiated the studies in

 15  June of this year.

 16       Q    Okay.  And can you explain why none of the

 17  contracts listed on 7A and 7B schedules include the

 18  work for the initial assessment studies?

 19       A    Because the contract was not issued until

 20  after the May 1 filing.  They did not appear on the

 21  schedules.

 22       Q    And in your May testimony, back on Pages 24

 23  and 25, you associate the initial assessment studies

 24  activity of preparation of a 2016 analysis of the

 25  feasibility of completing Turkey Point 6 and 7; is that

�0394

 01  correct?

 02       A    Yes, ma'am.

 03       Q    And is FP&L's annual analysis of feasibility

 04  of completing Turkey Point 6 and 7, is that work that

 05  the NRC requires in its review of FP&L's COL?

 06       A    It's work that's related to it.  It is not

 07  specifically -- the feasibility analysis is not

 08  specifically required for the NRC for the combined

 09  license.

 10       Q    Do you provide any -- does FP&L provide any

 11  information to the NRC based on the information

 12  contained in the feasibility studies?

 13       A    In the broad sense, FPL represents to the NRC

 14  that we are in compliance with all state and local

 15  regulations related to the pursuit of the combined

 16  license.  So in that in respect, yes.

 17       Q    Okay.  Now, the initial assessment studies is

 18  work that the NRC requires in its review of FPL's COL

 19  application?

 20       A    Explicitly, no.  They don't require a study

 21  called an initial assessment.  However, they require us

 22  to comply with the conditions and conform with the

 23  license requirements.

 24            These studies are being done to make sure we

 25  know what it's going to take in terms of time and
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 01  effort to comply and conform with the combined license.

 02  So in that respect, they are related to compliance with

 03  the combined license.

 04       Q    And does the NRC require updates of the total

 05  cost to complete the Turkey Point project as part of

 06  its application review?

 07       A    As a part of our annual update to the

 08  combined license, we provide current cost information

 09  for the project.

 10       Q    Does the NRC require FP&L to seek binding

 11  bids prior to COL approval?

 12       A    No, the NRC makes no commercial requirements

 13  of the applicant.

 14       Q    Okay.  Can we turn to your May testimony at

 15  Page 11, and that would be Line 19.

 16       A    I'm there.

 17       Q    Okay.  And there you describe the impact of

 18  the 2013 Nuclear Cost Recovery Statutory Amendments.

 19            As a lay person, is it your understanding

 20  that the 2013 amendments prohibit FP&L from undertaking

 21  any activity not required by the NCRC in its review of

 22  the COL application?

 23       A    That's not my understanding, no.

 24       Q    What is your understanding?

 25       A    My understanding is that the NCRC Amended
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 01  Statute talks about costs that are related to obtaining

 02  or maintaining the combined license, and that because

 03  these costs are related to the combined license through

 04  the cost recovery process, by which pursuit of that

 05  combined license is funded, that these initial

 06  assessments are therefore related to the combined

 07  license.

 08       Q    Okay.  Can you turn to Pages 24 and 25 of

 09  your May testimony?

 10       A    I'm there.

 11       Q    Okay.  And in there you discuss a plan for

 12  2016 filings with the Commission.

 13            Is it true that those plans depend on the NRC

 14  completing its review process?

 15       A    Yes.

 16       Q    I would like you now to turn to Exhibit 31,

 17  and that's Interrogatory Number 6.

 18       A    I'm there.

 19       Q    Okay.  And in this, FP&L indicates key

 20  milestones.

 21            Is it true that the NRC plans to complete its

 22  environmental review in February of 2016?

 23       A    That's correct.

 24       Q    And does the NRC plan to complete a safety

 25  review in October of 2016?
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 01       A    That's correct.

 02       Q    And isn't it true that the NRC's process

 03  allows for hearings subsequent to these reviews and

 04  before the ultimate decision on COL issuance?

 05       A    That's correct.

 06       Q    So isn't it true then that the certainty of

 07  the combined operating license is a key factor

 08  affecting FP&L's timeline for filing a request to begin

 09  post-licensure work?

 10       A    That's correct.  In Exhibit SDS-12, we

 11  provide our best estimate of how the ASLB hearing will

 12  be sequenced following the safety and environmental

 13  review and prior to the COL decision.

 14       Q    Is it FP&L's position that initial assessment

 15  studies are necessary to prepare the feasibility

 16  analysis for the 2016 NCRC proceedings?

 17       A    Yes, they are necessary to prepare the best

 18  informed feasibility analysis.

 19       Q    So isn't it true that there's a possibility

 20  that the plan for 2016 Commission filings as presented

 21  in your testimony could change?

 22       A    That's a possibility, yes.

 23       Q    Can you please turn to Exhibit 35.  It's a

 24  document entitled "PTN Units 6 and 7 Level 1 Baseline."

 25  It's the big spreadsheet that we gave you.  The one
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 01  that was filed with the Commission was 8-by-11, and I'm

 02  an old woman and I cannot see that clearly.

 03       A    I have the schedule in front of me.

 04       Q    So we made it bigger.

 05            This document is about FP&L's current

 06  critical path timeline, correct?

 07       A    Yes.

 08       Q    And in formulating your May testimony, did

 09  you rely on this information in your document?

 10       A    Yes, I did.

 11       Q    The second activity listed on this chart is

 12  the initial assessments and has a finish date of

 13  12/31/2016, correct?

 14       A    That's correct.

 15       Q    And the sixth activity listed is perform

 16  pre-construction activities.

 17            Is the start date projected to take place

 18  after the receipt of the COL?  What is that date?

 19       A    Yes.  In this schedule, the receipt is the

 20  earliest practicable date, which is 12/31/2016.

 21       Q    And does the start date of the sixth activity

 22  depend on the results of the initial assessment

 23  studies?

 24       A    Yes.  They will inform the pre-construction

 25  activities.
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 01       Q    And please turn to Exhibit 31, response to

 02  Interrogatory Number 43.  This exhibit is a composite

 03  of FP&L's response to Staff's second set of

 04  Interrogatories Number 43 and data FP&L attached to its

 05  response.

 06            Can you please state what these documents

 07  show.

 08       A    I'm sorry, can you help me again.

 09  Exhibit 31?

 10       Q    Exhibit 31 would be Interrogatory 43.

 11       A    Unfortunately, Interrogatory 43 is not

 12  attached to it.  Let me see if I can find it somewhere

 13  else.  It's not attached to it.

 14       Q    It's 38, I'm sorry.

 15       A    Yes, I have it.  Thank you.

 16       Q    I'm sorry.  Can you please state what these

 17  documents show.

 18            MS. CANO:  I am sorry, can you please repeat

 19       that back, what documents are you looking at.

 20            CHAIRMAN GRAHAM:  Interrogatory 43.

 21            MS. BARRERA:  Yes, sir.

 22            MS. CANO:  If I may direct the witness, that

 23       was the loose interrogatory not with the cover.

 24       Thank you.

 25            THE WITNESS:  I have it.
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 01  BY MS. BARRERA:

 02       Q    Okay.  Can you explain what these documents

 03  show exactly?

 04       A    At request of Staff, we've compared the

 05  results of the overnight capital cost and break-even

 06  cost estimates over time.  And essentially the green in

 07  my copy, green bands relate to the capital cost

 08  estimate range, and the light blue bands estimate to

 09  the break-even cost ranges.

 10       Q    Okay.  And is it true that one of the results

 11  of the initial assessment studies could be a decrease

 12  in the high-low range of estimated overnight capital

 13  expenses?

 14       A    The impact of the cost of the initial

 15  assessments is to address schedule.  So because the

 16  capital cost estimate range is an overnight cost and

 17  doesn't specifically speak to schedule, because it's

 18  just a point in time, no.  But it will, the initial

 19  assessment studies, if they change the project

 20  schedule, it would affect the overall project cost.

 21       Q    Thank you.

 22            MS. BARRERA:  I have no further questions.

 23            CHAIRMAN GRAHAM:  Commissioners?

 24            Commissioner Brown.

 25            COMMISSIONER BROWN:  Thank you, Mr. Scroggs.
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 01       I know you've been here for a few hours, so I just

 02       have one or two questions for you.

 03            THE WITNESS:  Yes, ma'am.

 04            COMMISSIONER BROWN:  In your testimony, you

 05       talk a lot about the Nuclear Cost Recovery Statute

 06       and the development that led up to implementation

 07       of the Nuclear Cost Recovery Statute.  You also

 08       state in your testimony that the delays that

 09       occurred with Turkey Point 6 and 7 in the project

 10       schedules is a result of the NRC delays as well as

 11       the Amended Nuclear Cost Recovery Statute, right?

 12            THE WITNESS:  Yes, ma'am.

 13            COMMISSIONER BROWN:  Can you say exactly what

 14       the direct costs are as a result of the amendment

 15       to 366.93., the amendments to that?

 16            THE WITNESS:  Because they're combined with

 17       the NRC delay I think would be challenged to

 18       divide those up separately.  They are sequential,

 19       so the two-and-a-half years that result from the

 20       Nuclear Cost Recovery Amendment decoupling our

 21       ability to simultaneously do pre-construction and

 22       construction activities adds two-and-a-half years.

 23            COMMISSIONER BROWN:  And I've been wanting to

 24       ask this question of the IOU's for a long time, so

 25       this is a good opportunity to do it, with regard
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 01       to the amended statute.  With the additional

 02       interim review steps, do you think that the

 03       amended 366.93 really hinders an IOU from pursuing

 04       new nuclear development?

 05            THE WITNESS:  I would say, no, it doesn't

 06       hinder us.  It does add delay and it adds time in

 07       it and it adds complexity.  But it wouldn't

 08       prevent us from continuing forward.

 09            COMMISSIONER BROWN:  I expected that answer,

 10       but I just figured I would ask it.

 11            Thank you, very much.

 12            CHAIRMAN GRAHAM:  Commissioner Brisé.

 13            COMMISSIONER BRISÉ:  Thank you, Mr. Chairman.

 14       I have a couple of questions for you, Mr. Scroggs.

 15       And Commissioner Brown touched a little bit on the

 16       impact of time on the cost, so I wanted to address

 17       the impact of time affecting the feasibility of

 18       the overall project.

 19            And from FPL's perspective, at what point, if

 20       that time continues to move and there isn't --

 21       let's say we get past 17 and we don't have a

 22       license and so forth or aren't in a better

 23       position with the license -- when does the project

 24       lose its feasibility and viability?

 25            THE WITNESS:  That would be very difficult to
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 01       say with respect to all of the other factors,

 02       natural gas price in the future, emissions

 03       compliance.  The good news is as we get further

 04       out there, we get a better understanding and

 05       higher certainty about what those values would be.

 06            It's remarkable at this stage that over eight

 07       years of time, the cost estimate and the

 08       feasibility analysis continues to show the

 09       benefits of this project for our customers even

 10       though combined cycle plants are getting more

 11       efficient, natural gas is at an all time low.  So

 12       it would be difficult for me to project.

 13            There would be potentially a point in the

 14       future, if natural gas prices were to remain low,

 15       emissions compliance costs never come about, that

 16       a delay could be the critical deciding factor in

 17       feasibility analysis.

 18            COMMISSIONER BRISÉ:  Okay.  So the following

 19       question is if we didn't have the advanced cost

 20       recovery clause, would FPL be pursuing this

 21       project today the way it's pursuing it?

 22            THE WITNESS:  Certainly not the way it's

 23       pursuing it today.  We believe that the cost

 24       recovery clause provides customers with the

 25       significant benefits for the interest aspect of it
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 01       and it provides FPL the reliability of regulatory

 02       consistency so that we can go out to the market

 03       and obtain market support for the capital project.

 04            Absence that signal of support, FPL is out,

 05       you know, trying to obtain financing for a very

 06       expensive project without a clear demonstration of

 07       the state's support.

 08            COMMISSIONER BRISÉ:  Okay.  So at what point

 09       would it have stopped pursuing the project without

 10       the clause?

 11            THE WITNESS:  Quite early on.

 12            COMMISSIONER BRISÉ:  Okay.  Thank you.

 13            CHAIRMAN GRAHAM:  Any other Commissioners?

 14            (No response.)

 15            CHAIRMAN GRAHAM:  Redirect?

 16            MS. CANO:  I have a couple questions.  Thank

 17       you.

 18                        EXAMINATION

 19  BY MS. CANO:

 20       Q    Mr. Scroggs, Ms. Christensen asked you a few

 21  questions repeatedly using the term pre-construction

 22  phase or pre-construction.  What is your understanding

 23  of pre-construction as that term or variations of that

 24  term is used as it applies to the project?

 25       A    Pre-construction includes the time frame
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 01  between the end of site selection and the end of site

 02  clearing.

 03       Q    Okay.  Thank you.

 04            Ms. Méndez, on behalf of the City of Miami,

 05  asked you some questions about the timing of

 06  pre-construction of transmission lines for the project

 07  and asked whether you're aware of any testimony that

 08  those transmission lines might be constructed earlier

 09  than you testified to here today.  Do you recall that

 10  line of questions?

 11       A    I do.

 12       Q    Okay.  To the extent prior years' testimony

 13  supported earlier in-service dates than we're talking

 14  about here today, would that also have impacted

 15  transmission construction timing?

 16       A    Yes, that could be part of it, as well as

 17  there are other transmission projects ongoing at

 18  different points in time.  And during the site

 19  certification process, some of those additional

 20  projects, not this Turkey 6 and 7 transmission, but

 21  other similar projects were being discussed.

 22       Q    Ms. Méndez also asked you a couple of

 23  questions about the cooling canals at Turkey Point and

 24  issues related to those.  What is the relationship

 25  between the existing Turkey Point cooling canals and

�0406

 01  the Turkey Point 6 and 7 project?

 02       A    The only interface between the 6 and 7

 03  project and the cooling canal system would be

 04  stormwater runoff from the physical Turkey Point 6 and

 05  7 into the cooling canals themselves.

 06       Q    And lastly, the City of Miami asked you about

 07  consideration of potential co-ownership arrangements

 08  for the Turkey Point 6 and 7 project.  Could you please

 09  explain the process of considering potential

 10  co-ownership arrangements, as FPL may do so.

 11       A    Yes.  As I described, the need determination

 12  and subsequent analysis has assumed that our customers

 13  will make use of 100 percent of the output and

 14  therefore 100 percent of the value.  If we were to

 15  enter into some agreement where a portion of that value

 16  and project was shared with another entity, we would

 17  expect some levels of fair compensation for what FPL

 18  customers have invested to get to the project at this

 19  point.

 20            MS. CANO:  I have one final redirect, but

 21       it's only appropriate or necessary, I should say,

 22       if an exhibit of OPC's is entered into the record

 23       over objection.  So I would like to reserve my

 24       right to ask one more question to the extent that

 25       exhibit is admitted.
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 01            CHAIRMAN GRAHAM:  Restate that.  You lost me.

 02            MS. CANO:  It is Exhibit 72.

 03            CHAIRMAN GRAHAM:  Okay.

 04            MS. CANO:  I plan to object to the extent OPC

 05       plans to move it into the record, and they may not

 06       even be planning to do so.  And if it is,

 07       nonetheless, moved into the record, then I do have

 08       one redirect question on it.

 09            CHAIRMAN GRAHAM:  Why don't you just go ahead

 10       and ask your redirect.

 11            MS. CANO:  Sure.

 12  BY MS. CANO:

 13       Q    Mr. Scroggs, OPC and FIPUG asked you at a

 14  very high level some questions about the cost

 15  experience at Levy Nuclear Power project.  How do FPL's

 16  pre-construction period activities compare to the

 17  pre-construction period activities of the Levy project?

 18            MS. CHRISTENSEN:  I'm going to object.  I

 19       think that's a little bit beyond the scope of what

 20       the question was.

 21            MR. MOYLE:  Plus I'm not sure that he had

 22       much information about the Duke-Levy concept.  He

 23       followed it from afar.  But now she's asking him

 24       to get into detail that I don't think he has.

 25            MS. CANO:  That's fine.  I'll withdraw the
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 01       question and remember that when we talk about

 02       exhibits.

 03            CHAIRMAN GRAHAM:  Okay.  We'll talk about

 04       exhibits.

 05            Florida Power & Light.

 06            MS. CANO:  Yes.  Thank you.  FPL moves

 07       Exhibits 2 through 13.

 08            CHAIRMAN GRAHAM:  Two through 13.

 09            (Exhibit Nos. 2 through 13 were received in

 10       evidence.)

 11            MS. CHRISTENSEN:  I would go ahead and move

 12       Exhibits 72, 73 and 74.  Although, I would note 72

 13       is an order, so the necessity of moving it into

 14       the record seems a little bit moot, but I would do

 15       it for convince sake.  But if it's going to create

 16       a problem --

 17            CHAIRMAN GRAHAM:  I was just going to say

 18       since it's a final order, I don't think we even

 19       need to move it.  We'll just move 73 and 74.

 20            MS. CHRISTENSEN:  Thank you.

 21            (Exhibit Nos. 73 and 74 were received in

 22       evidence.)

 23            MS. MÉNDEZ:  Could we take judicial notice of

 24       72 just since it's an order, just for the record?

 25            CHAIRMAN GRAHAM:  Yeah.
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 01            MS. MÉNDEZ:  Thank you.

 02            MS. HELTON:  And, Mr. Chairman, can we ask

 03       the parties if they're going to object to the

 04       exhibit, the better time to do it would be when

 05       the exhibit is first presented for cross

 06       examination purposes?

 07            CHAIRMAN GRAHAM:  Why is that?

 08            MS. HELTON:  So that all the parties have

 09       notice of that to that effect, and so that they

 10       may reply to the objection as necessary.  And then

 11       potentially so you could go ahead and rule on it

 12       at that time instead of waiting until the end when

 13       no one is aware or on notice that there's an

 14       objection to the exhibit.

 15            CHAIRMAN GRAHAM:  Duly noted.

 16            Do we have any other exhibits?

 17            MS. MÉNDEZ:  The City of Miami, Exhibit 75.

 18            CHAIRMAN GRAHAM:  Okay.

 19            MS. MÉNDEZ:  That was marked.

 20            CHAIRMAN GRAHAM:  If there's no objection to

 21       Exhibit 75, we'll move that into the record as

 22       well.

 23            (Exhibit No. 75 was received in evidence.)

 24            CHAIRMAN GRAHAM:  Okay.  Are there any other

 25       exhibits?
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 01            MS. BARRERA:  No.

 02            CHAIRMAN GRAHAM:  Okay.  Would you like to

 03       excuse your witness for now?

 04            MS. CANO:  For now.  But he'll be reappearing

 05       for rebuttal.

 06            CHAIRMAN GRAHAM:  Let's move on to Diaz,

 07       Dr. Diaz.

 08            MS. CANO:  All parties have agreed to

 09       stipulate to Dr. Diaz's testimony and his one

 10       exhibit into the record, and he's been excused

 11       from appearing.  So at this time, FPL moves or

 12       requests that the prefiled direct testimony of

 13       Dr. Diaz's testimony be inserted into the record

 14       as read.

 15            CHAIRMAN GRAHAM:  We will enter Dr. Diaz's

 16       direct testimony into the record as though read.

 17  

 18  

 19  

 20  

 21  

 22  

 23  

 24  

 25  
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 01            MS. CANO:  And then I will also move

 02       Exhibit 14.

 03            CHAIRMAN GRAHAM:  And seeing no objections,

 04       we'll enter Exhibit Number 14 into the record as

 05       well.

 06            (Exhibit No. 14 was received in evidence.)

 07            CHAIRMAN GRAHAM:  That brings us to Reed.

 08            MR. DONALDSON:  At this time, FPL calls John

 09       Reed to the stand.

 10  Thereupon,

 11                       JOHN J. REED

 12  was called as a witness, having been previously duly

 13  sworn, was examined and testified as follows:

 14                        EXAMINATION

 15  BY MR. DONALDSON:

 16       Q    Good evening, Mr. Reed.

 17       A    Good evening.

 18       Q    You were here when the witnesses were sworn?

 19       A    Yes, I was.

 20       Q    Would you please state your name and business

 21  address.

 22       A    My name is John J. Reed.  My business address

 23  is 293 Boston Post Road West, Marlborough,

 24  Massachusetts.

 25       Q    By whom are you employed and in what
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 01  capacity?

 02       A    I'm the Chairman and CEO of Concentric Energy

 03  Advisors.

 04       Q    Have you prepared and caused to be filed 38

 05  pages of prefiled direct testimony in this proceeding

 06  on March 2nd, 2015?

 07       A    Yes.

 08       Q    Do you have any changes or revisions to your

 09  prefiled direct testimony?

 10       A    No, I do not.

 11       Q    If I were to ask you the same questions

 12  contained your prefiled direct testimony, would your

 13  answers be the same?

 14       A    Yes, they would.

 15            MR. DONALDSON:  Chairman Graham, FPL asks

 16       that we insert Mr. Reed's prefiled direct

 17       testimony into the record as though read.

 18            CHAIRMAN GRAHAM:  We will enter Mr. Reed's

 19       testimony into the record as though read.

 20  

 21  

 22  

 23  

 24  

 25  
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 01  BY MR. DONALDSON:

 02       Q    Mr. Reed, are you also sponsoring Exhibits

 03  JJR-1 one through JJR-3 to your direct testimony?

 04       A    Yes.

 05       Q    Do you have any changes to those exhibits?

 06       A    No, I do not.

 07       Q    Mr. Chairman, just for the record, those are

 08  listed on Staff's Comprehensive Exhibit List as 15, 16

 09  and 17.

 10            CHAIRMAN GRAHAM:  Duly noted.

 11  BY MR. DONALDSON:

 12       Q    Please provide your summary to the

 13  Commission, sir.

 14       A    Certainly.  Good evening.  The purpose of my

 15  testimony is to review the benefits of nuclear power

 16  and the appropriate prudence standard to be applied to

 17  FPL's decision-making processes.  I provide a review of

 18  the system of internal controls used by the company in

 19  2014 in developing and maintaining the opportunity to

 20  construct two new nuclear units known as Turkey Point 6

 21  and 7.  Finally, I provide an opinion on whether the

 22  2014 Turkey Point 6 and 7 expenditures were prudently

 23  incurred.

 24            With regard to the benefits of FPL's nuclear

 25  fleet, I discuss the fact that nuclear power continues
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 01  to provide significant benefits to FPL's customers by

 02  providing fuel diversity, low operating costs, and

 03  emissions-free energy.

 04            My testimony then progresses to prudent

 05  standard, which is captured by three key futures.

 06  First, prudence relates to actions and decisions.

 07  Costs themselves are not prudent or imprudent.

 08            Second, the standard incorporates a

 09  presumption of prudence.  And third, the standard

 10  requires exclusion of hindsight.  The utility's

 11  decisions must be judged based upon what was known or

 12  noble at the time the decision was made.

 13            In order to develop my opinions, my staff and

 14  I conducted document reviews and interviewed FPL staff

 15  members between December 2014 and January 2015.

 16  Concentric reviewed both the same assessments that we

 17  had conducted annually since 2008.

 18            My review indicates that FPL's policies and

 19  procedures are thorough, well-documented and have been

 20  adopted comprehensively by the relevant project teams

 21  and incorporated into the company's culture.

 22            My testimony next addresses how these

 23  internal controls were implemented by Turkey Point 6

 24  and 7 in its development activities.  Throughout 2014,

 25  the project successfully applied these processes to the
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 01  state level activities involved in the site

 02  certification and the transmission of land exchange.

 03            At the federal level, FPL continued to work

 04  with the Nuclear Regulatory Commission to advance the

 05  development of an updated licensing review schedule,

 06  which was released in August of 2014.  FPL now expects

 07  to receive its COL by March of 2017 and has

 08  appropriately applied its processes to revise the

 09  commercial operation dates for Turkey Point 6 and 7 to

 10  be 2027 and 2028.

 11            The conclusions I present in my testimony

 12  include:  First, FPL's project management practices and

 13  procedures for Turkey Point 6 and 7 are reasonable and

 14  meet or exceed industry norms.  Second, the appropriate

 15  oversight of the project has included internal and

 16  external project reviews to strengthen compliance with

 17  the company's policies.  And third, all of the 2014

 18  Turkey Point 6 and 7 costs for which FPL is seeking

 19  recovery in this case were prudently incurred.

 20            That concludes my summary.  Thank you.

 21            MR. DONALDSON:  FPL tenders the witness for

 22       cross examination.

 23            CHAIRMAN GRAHAM:  Thank you.  Welcome,

 24       Mr. Reed.

 25            THE WITNESS:  Thank you.
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 01            CHAIRMAN GRAHAM:  OPC.

 02            MR. SAYLER:  Good evening, Mr. Chairman.

 03       Erik Sayler with OPC.  I do have some exhibits for

 04       use, I would like for someone to pass them out for

 05       me.  They are three different exhibits.

 06            CHAIRMAN GRAHAM:  They are heading your way.

 07            MR. SAYLER:  Yes, one of the exhibits is 73,

 08       had been previously identified as Exhibit 73.

 09            CHAIRMAN GRAHAM:  Okay.

 10            MR. SAYLER:  So it doesn't need to be marked.

 11       I wasn't sure how many exhibits would be passed

 12       out between Ms. Christensen and I, so I figured it

 13       would be easier to provide it to everyone again a

 14       second time.

 15            CHAIRMAN GRAHAM:  That's fine.

 16            MR. SAYLER:  The other two exhibits are

 17       excerpts from Southern Alliance versus Graham, a

 18       Florida Supreme Court case.  It's at your pleasure

 19       if you want to mark it for identification.  I

 20       don't plan to move it into the record because it

 21       is a Florida Supreme Court case.

 22            And the same thing with the next case, which

 23       is a Final Order PSC-14-0617.  If you would like

 24       to have it identified for the record or

 25       convenience of people referring to it, but again
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 01       similar to the final order of this case, we don't

 02       necessarily need to move it into the record.

 03            CHAIRMAN GRAHAM:  Let's go ahead and put a

 04       number on it.  So we'll do the Supreme Court Order

 05       as 76 and we'll do the Final Order as 77.

 06            (Exhibit Nos. 76 and 77 were marked for

 07       identification.)

 08            MR. SAYLER:  All right, thank you.

 09            CHAIRMAN GRAHAM:  And the other one was

 10       already identified as --

 11            MR. SAYLER:  Exhibit Number 73.

 12            CHAIRMAN GRAHAM:  Seventy-three.  It's all

 13       yours, Mr. Sayler.

 14            MR. SAYLER:  All right.  Thank you,

 15       Mr. Chairman.

 16            MR. DONALDSON:  Can you wait a second, I

 17       haven't received it.

 18            CHAIRMAN GRAHAM:  I'm sorry, I didn't realize

 19       it hadn't made it your way.

 20            What happened to your extra helper, Staff?

 21            MS. BARRERA:  I have no idea.

 22            MS. HELTON:  She may have gone home.  I know

 23       she has a son that just started school this week.

 24            MR. SAYLER:  All right.  Mr. Chairman, if

 25       you're ready.
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 01            CHAIRMAN GRAHAM:  Sure.  Thank you, Lisa.

 02                        EXAMINATION

 03  BY MR. SAYLER:

 04       Q    Good evening, Mr. Reed.

 05       A    Good evening.

 06       Q    My name is Erik Sayler, with the Florida

 07  Office of Public Counsel.  How are you doing today?

 08       A    I'm doing well.  Thank you.

 09       Q    All right.  You have been providing testimony

 10  in this docket for a number of years; is that correct?

 11       A    Yes.

 12       Q    And generally it relates to the review of

 13  FPL's plans for constructing this nuclear power plant

 14  at Turkey Point 6 and 7?

 15       A    It has included that.  Many of my prior

 16  appearances also dealt with the uprate project.

 17       Q    All right.  Thank you.

 18            Just a series of just kind of high-level

 19  background questions as it relates to construction of

 20  mega projects.

 21            You would agree that in any mega construction

 22  project like Turkey Point 6 and 7, before it's being

 23  built, it would be important for the project to be

 24  economically beneficial to the company as well as to --

 25  or in the case of utility projects, economically
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 01  beneficial to the customers?

 02       A    Yes.

 03       Q    And to determine that a project is

 04  economically beneficial to the company or its

 05  customers, a robust economic feasibility analysis of

 06  some sort is usually performed, correct?

 07       A    That is correct.

 08       Q    And when conducting a robust economic

 09  feasibility analysis, a company should use the best,

 10  most current up-to-date information available; is that

 11  right?

 12       A    Yes, it should.

 13       Q    For instance, if natural gas prices were a

 14  data input, you would want to use a 2015 forecast for

 15  natural gas as opposed to a 2010 forecast for natural

 16  gas?

 17       A    Yes.  Presumably the 2015 forecast is more

 18  up-to-date and more consistent with current

 19  expectations.

 20       Q    And you would agree that the overall total

 21  project cost is a key input to the economic viability

 22  analysis?

 23       A    It is, yes.

 24       Q    And because large amounts of money will be

 25  incurred by FPL, once it moves from the COL phase to

�0420

 01  the pre-construction phase, you would agree that FPL

 02  should use realistic total project cost estimates in

 03  its feasibility analysis?

 04       A    Yes, I agree with that.

 05       Q    And you would agree that in light of the

 06  statutory changes to the Nuclear Cost Recovery Statute

 07  that the Turkey Point 6 and 7 project must be shown to

 08  be feasible before the project enters the

 09  pre-construction phase?

 10       A    I agree, yes.

 11       Q    All right.  Would you take a look at your

 12  Concentric Energy Advisor's Update to AP1000?

 13       A    This is Exhibit 73?

 14       Q    Yes, sir.

 15       A    I have that.

 16       Q    And your company developed this report which

 17  FPL submitted for use in this docket?

 18       A    That's correct.

 19       Q    All right.  For the purposes of the

 20  transcript, I'll refer to it as the AP -- or the

 21  Concentric AP1000 Cost Update Report or the Concentric

 22  Report.  And you're generally familiar with this

 23  report, correct?

 24       A    I am, yes.

 25       Q    All right.  The Concentric AP1000 Cost Update
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 01  Report relied upon information that the Georgia Public

 02  Service Commission's construction monitor provided; is

 03  that correct?

 04       A    I think it mentioned it.  It relied on a

 05  series of information from the Georgia cases, but we

 06  did mention, as I recall, the consultants monitoring

 07  the construction project as well.

 08       Q    And that would be on Page 2, the third

 09  paragraph down, second paragraph under project Vogtle;

 10  is that correct?

 11       A    That is correct.

 12       Q    All right.  And the consultants monitoring

 13  this project for the Georgia Public Service Commission

 14  indicated that there are schedule delays and ongoing

 15  litigation between the Vogtle project owner and the

 16  contractors which could materially affect the Vogtle's

 17  overnight costs; is that correct?

 18       A    Are you reading from some portion of that

 19  report or did I misunderstand what you were doing?

 20       Q    Basically I was reading that however

 21  paragraph and just getting to the essence of it.  Would

 22  you agree that schedule delays and ongoing litigation

 23  will affect the overnight cost for the project Vogtle?

 24       A    They could affect the overnight cost.  I

 25  don't think that statement is made there.  They are
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 01  going to affect the actual cost.

 02       Q    Okay.  Excuse me.  So that schedule delays

 03  and litigation will affect the actual cost?

 04       A    Yes.

 05       Q    Okay.  And you would agree that while

 06  schedule delays and potential litigation costs can

 07  impact the total cost for the Vogtle project, you would

 08  agree that this Concentric AP1000 Update Report did not

 09  incorporate those potential costs in the analysis?

 10       A    No.  What I would say is we incorporated all

 11  of the information that was available as of the date of

 12  the report, which is December of 2014.  At that time,

 13  the proceedings in Georgia indicated that the

 14  consultants retained by the Commission expected that

 15  costs would be higher, but that information was not yet

 16  public.  So as of the date of the report, I believe we

 17  reflected all of the schedule information and cost

 18  information that was public.

 19       Q    And according to your report in that however

 20  paragraph, it discusses a schedule slippage; is that

 21  right?

 22       A    It does, yes.

 23       Q    Okay.  And then the last sentence of that

 24  same paragraph says, "While developing issues can

 25  materially affect the overnight cost, impact and delays
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 01  of ongoing litigation has not been reflected in Georgia

 02  Power's reported figures"; is that correct?

 03       A    That's correct.  It has not been reported and

 04  therefore it was not incorporated into the data at that

 05  time.

 06       Q    All right.  And so these recent challenges,

 07  as your report states, were not incorporated into the

 08  analysis, correct?

 09       A    Right.  They were unknown as of the end of

 10  2014.

 11       Q    All right.  Would you agree that your report

 12  does not contain the full amount of the owner's costs

 13  and contractor's costs for project Vogtle?

 14       A    It contains all of the information for the

 15  owner's cost known as of that date.  The contractor's

 16  cost, whether they are higher or lower than the owner's

 17  cost, is not public information.

 18       Q    All right.  But you would agree that the

 19  owner's cost plus the contractor's cost would be

 20  additive and be reflected in the final cost of project

 21  Vogtle?

 22       A    No, I don't agree with that.  As I understand

 23  your question, we may need to define contractor's cost.

 24  The owner's cost are what the owners pay to the

 25  contractors and for interest associated with
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 01  constructing the project.  The contractor's costs are

 02  their own internal costs, which would include cost of

 03  subcontractors, cost of their own staff, and profit and

 04  overhead.

 05       Q    Okay.  And to the extent that the

 06  contractor's costs exceeded the amount that the owner's

 07  costs are obligated for, that delta above and beyond

 08  that contracted amount, someone is going to have to pay

 09  for that, and would that be additive to the owner's

 10  cost?

 11       A    As I understood your question, if the

 12  contractor lost money on the project, meaning its costs

 13  were higher than the revenues it received from the

 14  owner, would that cost be additive to the owner's cost

 15  to determine the total project cost?  The answer to

 16  that is no.  The total project cost is the owner's cost

 17  and that is the cost to the owner.

 18            What may be either the profit or loss of the

 19  contractor is not something that one would factor into

 20  the project cost.  The project is defined by what

 21  Georgia Power and its co-owners are paying for the

 22  plant as they receive it.

 23       Q    All right.  Let me see if I understand it.

 24  The total project cost for project Vogtle would be the

 25  amount that the owners pay for, not the actual cost to
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 01  build the plant?

 02            Hypothetically speaking, say the owner's

 03  cost, they are on the hook for $10 billion, it costs

 04  Chicago Bridge & Iron $12 billion, so there's a

 05  $2 billion delta, what is the total cost of the

 06  project?  Is it 10 billion or the 12 billion that was

 07  actually incurred by the contractor?

 08       A    No, it's 10 billion from the perspective of

 09  Georgia Power and its co-owners.  It's 12 billion from

 10  the perspective of CB&I.

 11            But when one examines and benchmarks one

 12  plant against the other, whether the contractor is

 13  earning a profit or deriving a loss is not something

 14  that you build into the benchmark cost for that plant.

 15            An example would be, again, with a combined

 16  cycle plant, if the contractor you hire, let's say

 17  Bechtel or anybody else, that builds a gas-fired

 18  combined cycle plant derives a profit from it, that

 19  doesn't mean you would deduct that profit from the cost

 20  of the plant to determine -- in your words, the cost of

 21  the plant -- anymore than you would add a loss to

 22  determine the cost of the plant.

 23       Q    All right.  Thank you for that explanation.

 24            But you would also agree that if it costs

 25  Chicago Bridge & Iron $12 billion to build the plant,
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 01  then that $12 billion cost would be reflected in the

 02  cost that CBI would charge FP&L to build the plant?

 03       A    No, I totally disagree.  And that's the

 04  subject, actually, of my rebuttal testimony.  But I

 05  totally disagree that a loss on a prior project is

 06  something that CB&I would either seek to charge FPL or

 07  be able to charge FPL.

 08       Q    So is your testimony that the real actual

 09  cost to build a nuclear power plant, an AP1000 project,

 10  would not be reflected in the cost that that contractor

 11  would charge FP&L?

 12       A    No.  The contractor would charge FPL, or seek

 13  to charge FPL, an amount for building Turkey Point 6

 14  and 7 based upon everything that's different in that

 15  project and based upon everything that was learned by

 16  the contractor and by the industry in prior projects.

 17  So whether there was a loss or a gain, all of that

 18  would be factored into the bid that CB&I would submit

 19  in terms of pricing its project to FPL for Turkey Point

 20  6 and 7.

 21            But the short answer is there is no recapture

 22  or recovery of a prior loss.  And I would expect, as

 23  I've said in my rebuttal, all of the lessons learned

 24  from the prior four units would in fact be reflected in

 25  the quote that CB&I makes for Turkey Point.
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 01       Q    All right.  Mr. Reed, that was a little bit

 02  longer of an answer than I was expecting.

 03            Would you turn to Page 3 -- or excuse me.

 04  With regard to the Summer project, would you agree that

 05  the cost data in the Concentric Report doesn't include

 06  the most current cost data associated with that

 07  project?

 08       A    It includes all of the data -- current cost

 09  data as of December of 2014.

 10       Q    And on Page 1, it states the total cost

 11  estimate has not changed in the last two years?

 12       A    Right.  What it says specifically is that the

 13  owners/sponsors of the project have not changed the

 14  forecast in that two-year period.

 15       Q    So there are two years of potential costs

 16  that either could be the same or increased that have

 17  not been accounted for in your analysis, correct?

 18       A    The owners/sponsors of Summer submit annual

 19  cost updates.

 20       Q    How about yes or no and then feel free to

 21  elaborate?

 22       A    Certainly.  Why don't you restate the

 23  question.

 24       Q    Certainly.  So if their total cost estimate

 25  has not been updated in the last two years, there's the
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 01  potential that increased costs have occurred and those

 02  costs are not reflected in your report; is that

 03  correct?

 04       A    No, that's not correct.  Let's refer to the

 05  sentence on Page 1.  What it says is, "Total costs

 06  described in an update SCANA filed with regulators in

 07  September of 2014 indicate that the total cost estimate

 08  has not changed in the last two years."

 09            So there has been an update submitted.  And

 10  what it said is that the estimate that we had two years

 11  ago is still our current estimate.  So I would not

 12  accept that there are increases that are not reflected

 13  in that.

 14       Q    All right.  Turn to Page 3 of your report.

 15       A    I have that.

 16       Q    All right.  In that paragraph, the second

 17  sentence says, "Duke will, however, continue its

 18  efforts to obtain a construction and operating license

 19  per a settlement agreement with the Staff of the

 20  Florida Public Service Commission."

 21            Do you see that?

 22       A    I do.

 23       Q    Were you aware that the settlement agreement

 24  was between the Office of Public Counsel and FIPUG, FRF

 25  and other intervenors and not Staff?
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 01       A    I think I should stand corrected on that, I

 02  think you're right.

 03       Q    All right.  Would you agree that the cost of

 04  project Vogtle and the Summer project reported by the

 05  owners is not the total cost being expended on those

 06  projects?

 07       A    I would agree that the cost being spent by

 08  the owners, the sponsors, is not the same as the cost

 09  being incurred by CB&I and its subcontractors.

 10       Q    All right.

 11       A    The two could be higher.  One could be higher

 12  or lower than the other.

 13       Q    All right.  And you would agree that it would

 14  be important to incorporated the experiences of Vogtle

 15  and Summer, including the total project costs,

 16  including those incurred by the contractor but not

 17  charged to the owners, in checking the reasonableness

 18  of FPL's cost estimates for the project?

 19       A    I agree that total project costs, as I have

 20  defined the term, which are the costs incurred by the

 21  owners/sponsors of the project, should be considered.

 22  I don't think the losses or profits derived by the

 23  contractors enter into the equation.

 24       Q    And you would agree that the true cost or the

 25  total project cost for Vogtle and Summer will be best
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 01  reflected in the firm bids that FPL receives from the

 02  contractors who will be performing the engineering,

 03  procurement and construction for Turkey Point 6 and 7?

 04       A    No.  I believe what will be reflected in the

 05  bids that FPL receives for Turkey Point 6 and 7 are

 06  costs to build 6 and 7, not the cost for Vogtle or

 07  Summer.

 08       Q    So the costs for Vogtle and Summer will not

 09  inform the bids that FPL receives?

 10       A    They will inform the bidders, as they will

 11  inform FPL in evaluating the bids.  But the two

 12  projects have different scopes, different sites, and

 13  the costs for the bidders that they submit for Turkey

 14  Point 6 and 7 will reflect that project and not another

 15  project.

 16       Q    All right.  And you would agree that at this

 17  stage of the project, it would be difficult for FPL to

 18  obtain firm bids to construct Turkey Point 6 and 7?

 19       A    I would say impossible.

 20       Q    Okay.  And you would agree the reason why it

 21  would be difficult to obtain those bids is because of

 22  uncertainties and risks associated with constructing

 23  such a large mega project?

 24       A    Yes, I would say that there's uncertainty in

 25  the schedule, in the scope.  Both of those would make
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 01  providing a binding bid or a fixed price bid impossible

 02  at this point.

 03       Q    Okay.  I have a few questions about the

 04  concepts of contingency in the use of construction

 05  projects.  Are you familiar with the term, sir?

 06       A    Yes.

 07       Q    All right.  You would agree that in a

 08  complicated mega construction project, such as

 09  constructing a nuclear power uprate or a new nuclear

 10  unit, the owner should include an appropriate amount of

 11  contingency in the budget for things like undefined

 12  scope or project uncertainties?

 13       A    Yes.

 14       Q    And when it comes to contingency in the

 15  context of construction projects, you would agree that

 16  a construction contingency is generally comprised of an

 17  amount of money set aside for unforeseen items or

 18  issues as they arise throughout a project?

 19       A    Contingency is for more than unforeseen

 20  items.  I'm having a hard time following the rest of

 21  that.

 22       Q    Sure.

 23       A    So I couldn't agree with your definition.

 24  Contingency covers much more than just unforeseen

 25  items.
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 01       Q    Okay.  What is your definition of

 02  contingency?

 03       A    Contingency, for a project of this magnitude,

 04  includes, first of all, estimation uncertainty.  That's

 05  uncertainty with regard to the estimation of price and

 06  costs of completing any component.  It includes risks

 07  and the value-adjusted risk matrix, if you will.

 08            You typically would develop a list of risks

 09  to the project schedule and scope, and you would then

 10  probabilistically weight those into the cost forecast

 11  and the contingency as well.  And finally, it includes

 12  what's referred to as a marginal reserve or a

 13  contingency that represents unknown unknowns beyond

 14  estimation uncertainty and beyond the risks that have

 15  been probabilistically adjusted.

 16       Q    All right.  And you would agree that no

 17  matter the size or complexity of a construction

 18  project, more often than not items or issues that arise

 19  due to unforeseen conditions, detail conflicts -- or

 20  excuse me -- items or issues arise often for unforeseen

 21  conditions, detail conflicts, design changes,

 22  et cetera?  Basically things happen during the course

 23  of the project that increase the cost of the project?

 24       A    Things happen during the course of the

 25  project that change the price or the cost of the
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 01  project that can be either up or down.

 02       Q    All right.  And you would agree that the

 03  amount of contingency needed to adequately budget a

 04  cost of a project is inversely proportional to the

 05  level of design maturity?

 06       A    Yes.  The level of contingency is directly a

 07  function of the level of detailed engineering and

 08  design that's done for the project.  The lower the

 09  level of detailed design engineering, the higher the

 10  overall contingency between those three categories I

 11  mentioned.

 12       Q    And the greater the uncertainty, the greater

 13  the amount of contingency is needed?

 14       A    Yes.

 15       Q    All right.  And you would agree that the true

 16  cost of a project will not be known until the designs

 17  are complete and market-based pricing is applied by

 18  obtaining bids or receiving firm negotiated offers for

 19  confirming the work?

 20       A    No, I don't think you would know the true

 21  cost of the project even then.  You only know the true

 22  cost of the project when it's completed.

 23       Q    Okay.  Until the designs are fully

 24  engineered, the bids obtained and/or firm construction

 25  contracts are priced, you would agree that it's very
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 01  important to have the right amount of contingency in a

 02  project budget to account for those uncertainties?

 03       A    Yes, I agree it's very important to have the

 04  right amount of contingency.

 05       Q    And even after obtaining bids or negotiated

 06  EPC contract, you would agree that some level of

 07  contingency would still be needed?

 08       A    I'm presuming the EPC contract is not a fixed

 09  price contract, yes.

 10       Q    Okay.  And in your opinion, for an unlicensed

 11  nuclear power plant project, how much contingency do

 12  you think would be advisable?  What percentage amount?

 13       A    There is no answer to that question.  You

 14  can't answer it yes or no or any other number.  As

 15  Mr. Scroggs indicated earlier, the right way to develop

 16  the contingency is by classification of the cost

 17  elements of the plant, so that you have one level of

 18  contingency for foundation and concrete work, another

 19  for components, another for fabrication, another for

 20  each major component of the project.  One develops

 21  those contingencies based on your historic operating

 22  experience and the industry's experience with each

 23  component.

 24            So there is no number overall for the project

 25  other than one that might simply be the additive
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 01  average of all of those components put together on a

 02  weighted average basis.  But it differs with each

 03  classification of plant, and it differs very much based

 04  on the level of development, as we said, of detailed

 05  engineering and design.

 06       Q    And isn't it true that for this stage of

 07  Turkey Point 6 and 7 project, that FPL has utilized a

 08  15 percent contingency amount?

 09       A    Again, it varies by categories.  But it has

 10  used between 15 and 20 for different categories at this

 11  stage.

 12       Q    All right.

 13       A    Based upon my most recent review.

 14       Q    All right.  And that would be according to

 15  your testimony at Page 28, Lines 7 and 8, correct?  And

 16  that was 15 percent contingency adjustment for

 17  undefined scope or project uncertainties that cannot be

 18  predicted at the beginning of this year?

 19       A    Could you give me that page reference, again?

 20       Q    Page 27, Lines 7 and 8.

 21       A    That's not the complete answer.  On that page

 22  it says, "Those budgets included a bottom-up analysis

 23  that assessed the resource needs of each department

 24  during the year.  A 15 percent contingency adjustment

 25  was applied to each request for undefined scope or
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 01  project uncertainties."

 02            So here we're talking about project budgets

 03  developed in 2014.  This is not the overall cost

 04  estimate for the plant.

 05       Q    Okay.  And in your testimony, Mr. Reed, you

 06  testify as to the proper prudent standard to be used by

 07  the Commission?

 08       A    Yes.

 09       Q    All right.  And you would agree that the

 10  Commission and its Staff are familiar with the

 11  Commission's standards of prudence which applies to

 12  these proceedings?

 13       A    Yes, I think so.

 14       Q    And you would agree that the utility has the

 15  burden of proof to prove that it acted prudently?

 16       A    Once that prudence has --

 17       Q    Yes or no?

 18       A    Okay.  Thank you.  No.  Once the --

 19       Q    You don't believe that the utility has the

 20  burden of proof to prove that it acted prudently?

 21       A    Not initially, no.  As I've said in my

 22  testimony, and as the Commission has noted, there

 23  begins -- the analysis begins with a presumption that

 24  the costs were prudently incurred.  If that presumption

 25  is overcome and it is a rebuttable presumption, then
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 01  the utility has the burden of proof in establishing

 02  that the costs were prudently incurred.

 03       Q    All right.  Would you please take a look at

 04  the exhibit that says excerpt from Southern Alliance

 05  versus Graham.

 06       A    I have that.

 07       Q    Are you familiar with this case?

 08       A    In general terms, yes.

 09       Q    All right.  If you'll turn to the last page,

 10  there's a highlighted section.

 11            MR. DONALDSON:  Let me just raise an

 12       objection.  If the witness is not familiar with

 13       this and it's not part of his testimony, I would

 14       just ask that -- raise that objection for the

 15       record.

 16            MR. SAYLER:  I'm sorry, I didn't catch it.

 17            MR. DONALDSON:  Yeah.  I'm objecting to the

 18       fact that you're using a Supreme Court case or

 19       that it is not part of his testimony.

 20            MR. SAYLER:  Okay.

 21  BY MR. SAYLER:

 22       Q    Would you take a moment to familiarize

 23  yourself with the highlighted portion of this Supreme

 24  Court case?

 25       A    I've read the highlighted portion.
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 01       Q    All right.  Isn't it true that according to

 02  the Florida Supreme Court, the Commission's prudence

 03  standard is -- and I quote -- "A reasonable utility

 04  manager would have done in light of the conditions and

 05  circumstances that were known or should have been known

 06  at the time the decision was made"?

 07       A    Yes, that is the quote that's there from the

 08  PSC order.

 09       Q    All right.

 10            MR. SAYLER:  And for the record, that PSC

 11       order, it has a LEXUS cite and a Westlaw cite, but

 12       the Commission order cite is PSC-11-0547-FOF-EI.

 13  BY MR. SAYLER:

 14       Q    Isn't it true that you failed to cite a

 15  reference to the Supreme Court precedent or decision in

 16  your testimony?

 17       A    I'm not sure I understand the question.  Did

 18  I fail to provide a Supreme Court citation, is that

 19  your question?

 20       Q    Did you reference this case in your

 21  testimony?

 22       A    I did not.

 23       Q    And you would agree that a Florida Supreme

 24  Court decision regarding the Commission's standard of

 25  prudence is binding on the Commission, correct?
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 01       A    That may call for a legal conclusion.

 02       Q    All right.

 03       A    But that's my understanding as a lay person.

 04       Q    All right.  And returning to your standard of

 05  prudence, as you testified on Page 11 of your direct

 06  testimony, you would agree that for your standard of

 07  prudence, you had three key features or three prongs?

 08       A    Yes.

 09       Q    Okay.  And in your second prong, as you

 10  mentioned earlier, you believe that there's a

 11  presumption of prudence with regard to utility's

 12  actions or there's a rebuttable presumption of

 13  prudence; is that correct?

 14       A    Yes.

 15       Q    All right.  And you would agree that,

 16  according to the Florida Supreme Court, the

 17  Commission's standard of prudence is what a reasonable

 18  utility manager would have done in light of the

 19  conditions and circumstances that were known or should

 20  have been known at the time the decision was made?  You

 21  would agree that the Supreme Court's standard of

 22  prudence contains no rebuttable presumption?

 23       A    No, I don't think that's the question that

 24  was addressed to the Supreme Court so, no, I can't

 25  agree with that.

�0440

 01       Q    Okay.  And in your testimony, you also state

 02  that the Commission is prohibited from hindsight review

 03  of a utility's management decisions, correct?

 04       A    Correct.

 05       Q    And it is your testimony that the Commission

 06  has instead chosen to strictly follow this three-prong

 07  standard of prudence that you describe in your

 08  testimony, correct?

 09       A    Yes.

 10       Q    All right.  And in support of that, you cite

 11  another Commission order; is that correct?  If you'll

 12  look at the other handout.

 13       A    I do cite a Commission order at the bottom of

 14  Page 11 of my direct testimony, yes.

 15       Q    The other exhibit, excerpt from Final Order

 16  PSC-14-0617.  If you'll turn to the last page, Page 14.

 17  Would you take a moment and compare the highlighted

 18  portions to that in your testimony.

 19            And you would agree the highlighted portion

 20  is what you quoted in your testimony?

 21       A    Parts of the highlighted, yes.

 22       Q    All right.  And the part that you did not

 23  include from this order starts with a sentence, "It is

 24  in the utility's best interest"; do you see that?

 25       A    I see that sentence, yes.
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 01       Q    All right.  Would you read that for the

 02  record, sir?

 03       A    Certainly.  "It is in the utility's best

 04  interest to manage itself in a prudent manner and with

 05  consideration for its customers' interests.  The

 06  failure to do so can result in the disallowance of cost

 07  recovery by this Commission.  Indeed, this docket

 08  operates on the premise that prudent costs are eligible

 09  for recovery under the statute and that prudently

 10  incurred costs will not be subject to disallowance."

 11       Q    All right.  And you would agree that this

 12  Commission order did not quote the Commission's

 13  standard of prudence as it was set forth on Page 14,

 14  the reasonable utility manager standard?

 15       A    I'm sorry, I've lost your question.

 16       Q    All right.  You would agree that this order

 17  does not reference the Supreme Court's -- or the

 18  Supreme Court's standard of prudence for Commission

 19  decisions or review of utility decisions; is that

 20  correct?

 21       A    I can accept that subject to check.  We only

 22  have a brief excerpt of this order.

 23       Q    Okay.  Would you turn to Footnote 13 of the

 24  2014 order, the one that you quoted?

 25       A    I have that.
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 01       Q    All right.  You'll see that Footnote 13,

 02  cites to two different orders of the Commission.  Do

 03  you see that?

 04       A    Yes.

 05       Q    The second order is PSC-11-0547-FOF.  Do you

 06  see that?

 07       A    I do.

 08       Q    Were you aware that this is the final order

 09  which the Supreme Court cited for the Commission's

 10  standard of prudence?

 11       A    This being the November 23rd, 2011?

 12       Q    Yes, sir.

 13       A    No, I'm not aware of that.

 14       Q    All right.  Thank you Mr. Reed, I have no

 15  further questions for you on direct, but I do have some

 16  for you on rebuttal.  Thank you very much.

 17       A    Okay.

 18            MR. LAVIA:  No questions from the Retail

 19       Federation, Mr. Chairman.

 20            CHAIRMAN GRAHAM:  FIPUG?

 21            MR. MOYLE:  Thank you, Mr. Chairman.

 22                        EXAMINATION

 23  BY MR. MOYLE:

 24       Q    Good evening, Mr. Reed.  How are you?

 25       A    I'm good, sir, thank you.  Good evening.
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 01       Q    Good.  So I look at your testimony, and it

 02  strikes me that you're largely testifying as an expert

 03  witness as compared to a fact witness.  Am I correct in

 04  that?

 05       A    Yes.

 06       Q    Okay.  And so you don't in your testimony go

 07  in and say, hey, I'm an expert in one, two, three,

 08  four, five areas, correct?

 09       A    I'm sorry.

 10       Q    There's nowhere in your testimony that you

 11  say here are the areas for which I have expertise,

 12  where you claim that you're an expert in one, two,

 13  three, four or five areas, correct?

 14       A    No.  I think I present my CV and my list of

 15  prior appearance which speaks to my areas of expertise.

 16  But I would agree the testimony doesn't include a

 17  proffer, if you will, of qualification in a specific

 18  category of expertise.

 19       Q    You've testified in a lot of proceedings over

 20  the years?

 21       A    Yes, sir.

 22       Q    And you're aware that the practice in other

 23  jurisdictions is to say, I'm an expert and here is what

 24  I'm an expert in?

 25       A    Sometimes, I would agree with that.
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 01       Q    Okay.  So just so I'm clear, because it will

 02  help me shape my questions a little bit, what are the

 03  areas tonight that you are professing to have expertise

 04  in?

 05       A    Let's begin with the economics and finance of

 06  nuclear power projects and project management, project

 07  control and scheduling procedures for mega projects,

 08  especially nuclear power mega projects.  In addition,

 09  the application of the prudent investment test to those

 10  kinds of projects for cost recovery.

 11       Q    Is that a legal expert?  Are you saying

 12  you're a legal expert?

 13       A    No, as a matter of regulatory policy.

 14       Q    Anything else?

 15       A    No.  I think that covers it for the purposes

 16  of this testimony.

 17       Q    So you spent a lot of time looking at FPL's

 18  procedures, right?

 19       A    I did.

 20       Q    And I guess that would be covered within the

 21  ambit of your project management expertise; is that

 22  right?

 23       A    Yes.

 24       Q    Have you ever managed a nuclear project

 25  yourself?
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 01       A    No.  I've conducted a number of reviews of

 02  the construction of nuclear projects, but I have not

 03  personally constructed one or supervised the

 04  construction of one.

 05       Q    Okay.  And when I asked you about the law,

 06  you said, no, you're an expert in regulatory policy.

 07  How is regulatory policy typically set?  Do you have an

 08  understanding?

 09            My impression is it is set by state or

 10  federal statute, rules and orders of Commissions.

 11       A    I think that's generally true, yes.

 12       Q    And you're not a lawyer, correct?

 13       A    That's correct.

 14       Q    Okay.  So a lot of times lawyers, when

 15  somebody says something and they say this is the law,

 16  and, you know, if you question it, you go what's the

 17  reference for that, give me a cite.

 18            And I give you that just by way of a little

 19  background because I'm really interested in your

 20  testimony that says that there's a presumption of

 21  prudence -- if I'm reading it correctly -- there's a

 22  presumption of prudence and really the burden rests on

 23  intervenors to overcome that presumption.

 24            Am I correct in understanding your view of

 25  the presumption and how it works with respect to the
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 01  burden?

 02       A    Partially.  You are correct that I believe

 03  there's a presumption of prudence.  And that has been

 04  addressed, I think, by this Commission and by a number

 05  of other Commissions.  And, secondly, I believe it is a

 06  rebuttal presumption, as I have indicated.

 07            There's always a question as to what's

 08  necessary to overcome that presumption in terms of a

 09  showing by an intervenor or Staff.  But, yes, I do

 10  believe there's a presumption and I do believe it can

 11  be rebutted.  And essentially at that point, the burden

 12  of proof is with the company.

 13       Q    Okay.  So what is your authority for that

 14  view?

 15       A    That's something that -- I'll start by

 16  talking about broadly.  And I cannot quote to you the

 17  cases that we reviewed here in Florida.  That's the

 18  kind of thing we could have done in discovery.

 19       Q    No, I don't -- I'm just looking if you can

 20  give me a cite or a specific statutory rule or case

 21  cite.  If you can't, that's okay, too, we can move on.

 22       A    I cannot give you a specific rule or a case

 23  cite in Florida.  I can tell you that --

 24       Q    Anywhere, any jurisdiction.

 25       A    Certainly.  If you look at the National
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 01  Regulatory Research Institute's Manual on Nuclear

 02  Prudence Reviews, it states that there is a presumption

 03  of prudence and that that has been the general rule

 04  across the country.  As I recall, that derives from the

 05  Brandeis separate concurring opinion in the Missouri

 06  Telephone case from about 1923, I think.

 07       Q    What you referenced was a, book what was it?

 08       A    Yes, the National Regulatory Research

 09  Institute's Manual of --

 10       Q    Do you have to be a member to get their

 11  publications?

 12       A    I'm sorry, let me finish my answer.  It's a

 13  book they put together, or a manual they put together

 14  in about 1985 on the conduct of nuclear prudence

 15  reviews.

 16            I'm not sure, what was the rest of your

 17  question?

 18       Q    I was just wondering if I could get a copy of

 19  that.  Is that a public -- is that group something you

 20  have to pay money to or are you a member of that group?

 21       A    This Commission is a member of that group.

 22  It is a public document, I believe.

 23       Q    Okay.  So no cases, no rules or no statutory

 24  cites in Florida for your testimony related to

 25  presumption?
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 01       A    Not that I can cite from memory.

 02       Q    Do you have an understanding about who has

 03  the burden of proof in this case as we're sitting here

 04  today?

 05       A    Generally, the applicant, FPL.

 06       Q    So they have to convince the Commission that

 07  the Commission ought to approve their request for

 08  money?

 09       A    Yes, I agree with that.

 10       Q    Are you familiar with the phrase -- we've

 11  heard it more, I think, in recent years than now --

 12  "nuclear renaissance"?

 13       A    Yes.

 14       Q    What does that mean?

 15       A    It was a phrase that probably had its origins

 16  about seven years ago and it related to the rebirth of

 17  the nuclear power industry in terms of construction of

 18  new nuclear units in the US.

 19       Q    I have not heard that term used much

 20  recently, have you?

 21       A    Certainly it's been used less than in the

 22  2008, 2009 time frame.

 23       Q    And wouldn't it be fair also to say that the

 24  excitement and efforts to move forward with nuclear

 25  power that existed in that time frame we just discussed
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 01  seven, six years ago has dissipated?

 02       A    No, I don't think dissipated is fair.  A

 03  number of projects have been either canceled or put on

 04  hold, but obviously a number are still going forward.

 05       Q    How many have been canceled or put on hold,

 06  if you know?

 07       A    Somewhere in the range of 15.

 08       Q    And how many are moving forward?

 09       A    In some stage of moving forward, six.

 10       Q    So that's about two-thirds of them have

 11  decided not to move forward, one-third, roughly?  My

 12  math may not be right.

 13       A    That's generally a fair characterization.

 14       Q    And within the past three years, how many new

 15  nuclear projects have you worked on?

 16       A    New projects meaning new construction?  You

 17  don't mean new to me?

 18       Q    Right.  Right.  New nuclear, as I understand

 19  it, is not an uprate, but it's somebody coming in like

 20  FPL here and saying, we're going to go through the

 21  whole kit and caboodle process to put in new nuclear

 22  units?

 23       A    I have worked on Turkey Point 6 and 7.  I've

 24  worked on Comanche Peak 3 and 4, which is new nuclear.

 25  I've worked on the Harris proposals that existed for
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 01  its new nuclear project.  Also, the Dominion project in

 02  North Anna.  That may be more than three years ago.

 03  But those are the ones that come to mind.

 04       Q    And Harris is canceled, right?  That's a Duke

 05  project?

 06       A    It's at least postponed, if not canceled,

 07  yes.

 08       Q    How about Dominion?

 09       A    Moving forward slowly.

 10       Q    And then the second one you mentioned, I

 11  think Comanche?

 12       A    Comanche Peak, yes.

 13       Q    What's the status of that?

 14       A    It still has its application pending before

 15  the NRC, but it's essentially on hold.

 16       Q    Maybe in a similar light to the Duke Levy

 17  project?

 18       A    I think that's fair, yes.

 19       Q    Do you advise clients with respect to whether

 20  a nuclear project is economically feasible?

 21       A    Yes.

 22       Q    And when you do that, what do you do to give

 23  your advice?

 24       A    We do the same type of work that's presented

 25  here by Dr. Sim, resource planning work that begins
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 01  with an evaluation of alternatives, develops a forecast

 02  of gas prices, inflation, emission allowance prices,

 03  many other factors, and run a resource planning model

 04  to ascertain whether or at what cost a project is

 05  economic or uneconomic.

 06       Q    And do you typically put that together in

 07  kind of a final report that the client can look at?  It

 08  seems like it's a lot of information and a written

 09  report would be beneficial.  Am I right?

 10       A    Sometimes we do, yes.

 11       Q    Okay.  And you have not done that in this

 12  case, correct?

 13       A    That's not my role here.  That's correct.

 14       Q    And you've never been asked to do that

 15  either, have you?

 16       A    I'm sorry, I've never been asked to do that?

 17       Q    With respect to Turkey Point?

 18       A    That's correct.  I have been involved in

 19  reviewing testimony of others in these cases on that

 20  matter, but I have not been asked to prepare an

 21  independent resource plan.

 22       Q    Got you.  Tell me about your understanding of

 23  FPL's construction estimation practices.

 24       A    Can you be more specific?  That's a pretty

 25  broad question.
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 01       Q    You used that term in your testimony.  I have

 02  it on Page 3, Line 29.

 03       A    Yes.

 04       Q    Did you use it?

 05       A    Yes, I used the term cost estimation

 06  practices and construction project management.

 07            So is your question what do I mean by cost

 08  estimation practices?

 09       Q    Yes.

 10       A    We reviewed the company's practices, which

 11  are written documents for the preparation of cost

 12  estimates, its instructions, which are basically

 13  written documents that tell you how to prepare and how

 14  to conduct yourself using the procedures and practices.

 15  And we reviewed the estimates that have been developed

 16  over time for Turkey Point 6 and 7.

 17            So it involves everything from the bottoms-up

 18  analysis that was originally done in 2007, the updates

 19  to that analysis that have been done since.  It

 20  involves the contingency that's applied to it and

 21  project controls for maintaining adherence to project

 22  cost estimates.

 23       Q    Exhibit 3, you still have that in front of

 24  you, don't you -- I mean 73, I'm sorry?

 25       A    (Nodding head affirmatively.)
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 01       Q    This was your report, update to AP1000

 02  project of cost?

 03       A    Yes, I have that.

 04       Q    So when you say December of 2014, that's the

 05  date of this report; is that right?

 06       A    Correct.

 07       Q    Did you author this report?

 08       A    It was authored by my staff under my

 09  supervision and direction.

 10       Q    Okay.  But you'll vouch for it as we talk

 11  tonight?

 12       A    I will.

 13       Q    Okay.  The third bullet point down -- well,

 14  let me ask you this.  Why did you prepare this?

 15       A    Short answer is we were requested to prepare

 16  it by FPL.  It's been part of our work for them on this

 17  project for the last seven years.

 18       Q    And do you understand why the information you

 19  put together was requested?

 20       A    In order to benchmark the company's current

 21  cost estimate against other projects in the industry.

 22       Q    And is that useful?  Is that something you

 23  would recommend be done?

 24       A    Yes.

 25       Q    And why?
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 01       A    Often it's important to understand if you

 02  have a difference in your cost estimate from industry

 03  trends or experience elsewhere that you understand why.

 04  This helps to identify whether there is a difference

 05  and what may be driving it.

 06       Q    And did FPL have a cost differential?

 07       A    As I think you can see on the first page,

 08  FPL's estimate is within the range of other projects

 09  but at the upper end of that range.

 10       Q    The third bullet point down, you say, quote,

 11  "As discussed below, Southern Company has not yet

 12  updated its capital costs to include the effects of

 13  these delays on the project."

 14            What's the basis for that information?

 15       A    Regulatory filings made in Georgia sometime

 16  prior to December of 2014.

 17       Q    Do you have an expectation when the Southern

 18  Company does update its capital costs, what that will

 19  reflect?

 20       A    No.

 21       Q    Will it likely be an increase or a decrease

 22  or you just don't have the ability to project that?

 23       A    I don't have the ability to predict it.

 24  There is a note in here that others involved in

 25  construction monitoring expected that would result in
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 01  an increase.  But it would be speculation for me to try

 02  to figure out or estimate what that's going to be.

 03       Q    During your work on nuclear projects that

 04  have gotten underway, if there are delays associated

 05  with them, doesn't that typically result in an increase

 06  in cost as compared to a decrease?

 07       A    Yes, it represents an increase in the total

 08  cost, not in the overnight cost, but in the total

 09  delivery cost.

 10       Q    Okay.  Has FPL updated its capital cost?

 11       A    Yes.

 12       Q    When did they last update it?

 13       A    As part of the May 2014 filing in this case.

 14       Q    So a little over a year ago?

 15       A    I'm sorry, did I say 2014?  May 2015, the

 16  filing in this case.

 17       Q    You said '14.

 18       A    Yes, I meant to say 2015.

 19       Q    And what were the results of that update?

 20       A    They are numbers that have been presented in

 21  Mr. Sim's, Dr. Sim's testimony, and Mr. Scroggs'

 22  testimony, that the construction cost range is between

 23  13.7 and $20 billion.

 24       Q    And I see in your document you use -- this is

 25  back on Page 3 under the section that says, "Projected
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 01  total project cost."

 02       A    Yes.

 03       Q    You use a $21 billion figure for FPL's top

 04  end cost, correct?

 05            MR. DONALDSON:  Mr. Moyle, where are you

 06       referring to?

 07            MR. MOYLE:  On Page 3, he says, quote, "FPL's

 08       2014 high end total cost estimate of 18.4 billion

 09       for PTN 6 and 7 is within the range of

 10       13.9 billion to 21 billion that is generated using

 11       overnight costs from other AP1000 projects."

 12  BY MR. MOYLE:

 13       Q    I think I misread that.  You're saying that's

 14  your range from the other projects; is that correct?

 15       A    Yes.

 16       Q    Okay.  So FPL is 20 numbers within that

 17  range, is that the point you're making there?

 18       A    No.  Actually, the point I was making is that

 19  18.4, which was the cost estimate at that time, was

 20  within the range.

 21       Q    You don't disagree with FPL's escalating the

 22  cost at 2.5 percent inflation, do you?

 23       A    To move from 2014 to 2015, that's correct, I

 24  do not disagree with that.

 25       Q    Your testimony talks about some benefits to
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 01  nuclear, there's also some detriments to nuclear.  I

 02  discussed those detriments with the prior witness.

 03            Did we miss any in that discussion that you

 04  can think of?

 05       A    No.  The only aspect that I would add to that

 06  is one of schedule.  It is a challenge for any company

 07  to commit to a new nuclear project because of the long

 08  lead time associated with these projects.  They have

 09  great benefits, but one of the consequences of the

 10  nature of the construction of these projects is you

 11  have to plan for them long in advanced.  That means

 12  committing some dollars upfront to preserve an option

 13  and then making an informed decision as to whether to

 14  proceed with construction.

 15            So some would view that as a risk or a

 16  negative element of a nuclear project.  It's an

 17  inherent part of the project, but it is also one that

 18  produces great longterm benefits.  These are projects

 19  that are expected to have a 60-year life, so one would

 20  be reasonable to understand that it takes a lot of

 21  advanced planning to deliver that kind of benefit.

 22       Q    So if I were going to put together a list of

 23  potential downsides, I could include schedule in

 24  addition to high capital costs, an issue of handling

 25  spent nuclear fuel and a risk of catastrophic failure?
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 01            You can just give me a yes or a no.  I don't

 02  need to get into all that again unless you disagree

 03  with those as being detriments or risks.

 04       A    I would agree that those are risks of a new

 05  nuclear project.

 06       Q    Okay.  And I was going to ask you -- I'm

 07  trying to move through a little bit, so I was going to

 08  ask you about hold points and off-ramps.  You use those

 09  phrases in your testimony, right?

 10       A    Yes.

 11       Q    Was the explanation previously given

 12  consistent with your view of what a hold point is or an

 13  off-ramp is and that they're synonymous terms or do you

 14  view them differently?

 15       A    I don't view them as being synonymous.  A

 16  hold point is essentially what's referred to in project

 17  management as a gate or a stage gate.  It's where you

 18  stop, reassess and make a decision as to whether to

 19  move through that gate or not.

 20            An off-ramp is one possible outcome at a hold

 21  point or at a stage gate of the decision-making process

 22  and that could be to discontinue the project.  But

 23  certainly a hold point or a stage gate is not

 24  synonymous with an off-ramp.

 25       Q    Okay.  So I don't think Mr. Scroggs, when I
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 01  asked him, said an off-ramp was discontinuing a project

 02  or terminating it.  But that is, I guess, an option of

 03  an off-ramp?

 04       A    Yes, that is an option at the off-ramp.

 05       Q    Okay.  And as a matter of expertise that you

 06  have in management, project management -- what are we

 07  calling this, a mega project; is that right?

 08       A    Yes.

 09       Q    And what's a mega project?

 10       A    Well, the number keeps changing, but it used

 11  to refer to projects, construction projects in excess

 12  of a billion dollars.  Now it seems to have increased

 13  to most pressed to a billion-five.

 14       Q    So maybe this could be a mega, mega project

 15  at 20, huh?

 16       A    It's a very sizable project.

 17       Q    Is it a good management practice to build

 18  into a project like this, hold points?

 19       A    Yes.

 20       Q    And how often, you know, should a hold point

 21  be built in; every quarter, every six months, every

 22  year?

 23       A    It typically depends on the funding levels

 24  and the schedule, so there is no single answer for

 25  every mega project.  But it's when you get to a next
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 01  major funding decision or activity.  In a case like

 02  this, of course, we know we have hold points every year

 03  that are imposed by the Nuclear Cost Recovery Rule.

 04            But if we were in an unregulated environment,

 05  that frequency of hold points or stage gates might be

 06  less frequent than that, it may be more frequent.  But

 07  typically there is no set schedule, it's dependent upon

 08  the funding activities and when you're making the next

 09  major commitment of funds.

 10       Q    Do you know if FPL has hold points beyond the

 11  annual filing that's made before this Commission?

 12       A    Yes, it does.

 13       Q    And what are those?

 14       A    One of them certainly is the receipt of the

 15  COL.  Another is expected to be issuance of any notice

 16  to proceed to an EPC contractor.  Those are examples of

 17  hold points.

 18       Q    You talk a little bit about fuel diversity.

 19  Are you comfortable with having a conversation about

 20  that?

 21       A    Yes.

 22       Q    And if I understood your testimony, you say

 23  the nuclear unit helps mitigate against some exposure

 24  to natural gas price spikes?

 25       A    That's correct, among other things.
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 01       Q    Is there a point in your -- do you consider

 02  yourself an expert on this topic?

 03       A    Yes.

 04       Q    Okay.  Is there a point, in your opinion,

 05  that there's too much of a certain type of generation

 06  from a particular fuel source?

 07       A    No.  It's a fact specific determination.

 08  I've seen individual utilities that plan on their own

 09  that operate more independently of a grid, where once

 10  you cross a 50 percent threshold for any single fuel

 11  type, you might consider the system to be overly

 12  committed or under diversified.

 13            Where you have a larger resource pool to draw

 14  upon from adjoining service territories and power

 15  grids, one utility may feel comfortable with a 70,

 16  75 percent commitment to one fuel type.

 17            I can say my own view of Florida is that

 18  where we are at now, in the 65 percent range, and where

 19  we would be headed without new nuclear, which is more

 20  than 75 percent committed to natural gas, would give me

 21  a lot of concern.

 22       Q    So over 75 percent is a problem in your

 23  expert opinion?

 24       A    75 percent is a problem in my expert opinion

 25  for Florida.
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 01       Q    And you referenced, I guess, a situation in

 02  New England where a 59 percent natural gas -- this is

 03  on Page 7 -- strike that.

 04            This is on Page 8.  Am I reading your

 05  testimony correctly that the purpose of this is to

 06  point out sort of what can happen if you're too reliant

 07  on a particular fuel type?

 08            And you use an example in New England where

 09  New England relies on 45 percent natural gas, and I

 10  guess there were some economic problems that resulted

 11  from that; is that right?  Is that fair?

 12       A    More than some economic problems.  But, yes,

 13  I cite to new England, I cite to the winter of 2014,

 14  and to the bill that customers in that region had to

 15  pay associated with natural gas price volatility.  That

 16  total bill was approximately an incremental $5 billion

 17  for 90 days of gas price spikes in the region.

 18       Q    Do you know which state is most reliant on

 19  natural gas for generating electricity?

 20       A    I don't know anymore.  It used to be Texas.

 21  I think Florida may have overtaken it.

 22       Q    So if you were advising this Commission, you

 23  would probably tell them, try to reduce the natural gas

 24  dependence and reliance, if it can be done, through

 25  nuclear and other non-gas resources; is that fair?
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 01       A    You don't have to make that statement

 02  conditional.  I am saying that.  I'm saying that in my

 03  direct testimony here.

 04       Q    I'm not used to having you agree with me that

 05  much.

 06       A    Keep going.

 07       Q    What's the current price of natural gas?

 08       A    Oh, that's a good question because I looked

 09  it up just before I came up here.  The closing price

 10  today was $2.45 per MMBtu on Henry Hub.  There you go.

 11       Q    You have some testimony on Page 9 about

 12  factors that could affect the market for natural gas

 13  and you suggest, as I read it, that LNG export

 14  facilities could put pressure and create additional

 15  demand on natural gas; is that right?

 16       A    Yes, upward pressure on prices.  And they

 17  represent an enhanced demand for natural gas.

 18            MR. MOYLE:  I'm going to pass out an,

 19       exhibit, if I could.  Do you know what number this

 20       might be?

 21            CHAIRMAN GRAHAM:  Number 78.

 22            MR. MOYLE:  It is entitled "Moody's Report on

 23       US Export LNG projects."

 24            (Exhibit No. 78 was marked for

 25       identification.)
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 01  BY MR. MOYLE:

 02       Q    So I've handed you an exhibit that references

 03  a Moody's Report on US Export LNG projects.  Your

 04  testimony was filed on March 2nd, 2015, correct?

 05       A    Yes.

 06       Q    And this story is shortly after that

 07  April 7th, 2015, correct?

 08       A    That's correct.

 09       Q    All right.  The second sentence of the story

 10  says, quote, "Moody's says low LNG prices will result

 11  in the cancellation of the vast majority of the nearly

 12  30 liquefaction projects currently proposed in the US,

 13  18 in western Canada and four in eastern Canada."

 14            Did Moody's largely get it right with this?

 15       A    I think so.  The total there is 52 projects

 16  across North America.  The US Department of Energy

 17  estimates that prices in the US may be able to

 18  withstand eight LNG projects being built before prices

 19  start to show an upward trend as a result of LNG

 20  exports.

 21            Certainly, I don't know anybody that expected

 22  52 to be built.  But the statement that the vast

 23  majority of the 52 are likely to be canceled, I agree

 24  with that.

 25       Q    So obviously to the extent projects are being
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 01  canceled, that puts downward pressure on potential

 02  demand of exporting natural gas, correct?

 03       A    No.  It means the upward pressure is less

 04  than it would be if all 52 were built.  But, again, I

 05  don't think anybody expected all 52 to be built.

 06       Q    Less international demand?

 07       A    No, actually, international demand is

 08  increasing.  But there's competition from international

 09  suppliers that's cutting into the meeting of that

 10  demand.

 11       Q    Have you ever advised a client to not move

 12  forward or to put on hold a nuclear project?

 13       A    Yes.

 14       Q    How many times?

 15       A    We're getting a little bit into confidential

 16  information with my clients, but four times in the past

 17  five years.

 18       Q    Did they take your recommendation?

 19       A    Yes.

 20       Q    And why did you recommend that?  You know,

 21  you don't need to get into specifics but just on a

 22  general basis?

 23       A    In general terms, because they were

 24  uneconomic or unfinanceable.

 25       Q    Are all four of them investor-owned
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 01  utilities?

 02       A    No.

 03       Q    How many?

 04       A    Two.

 05       Q    Were the other two governmental entities?

 06  They weren't merchant nuclear plants, right?

 07       A    They were nuclear, they were merchant

 08  nuclear.

 09       Q    So with respect to construction right now,

 10  there's only two plants that are being constructed, is

 11  that right, Summer and Vogtle?

 12       A    Two sites, four units, yes.  Actually, that's

 13  not true, also the TVA unit.

 14       Q    Does that have a name?

 15       A    I've forgotten what it is right now, I'm

 16  sorry.  I think it's Watts Bar, but I would have to

 17  check that.

 18       Q    This is on Page 14 of your testimony.

 19  Actually, it starts on 13, with respect to these

 20  interviews that you conducted from representatives of

 21  FP&L.

 22       A    Yes.

 23       Q    So I take it that you conducted these

 24  interviews to help formulate an opinion that they were

 25  doing okay in their process; is that right?
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 01       A    "They" being --

 02       Q    FPL.

 03       A    -- FP&L?

 04       Q    Right.

 05       A    Yes.

 06       Q    Okay.  So can you tell me who you reviewed

 07  with respect to the quality assurance or quality

 08  control program that's on Page 14?

 09       A    I would have to check my notes for the name

 10  of the individual, but it was a QA/QC manager within

 11  the nuclear organization who was assigned to new

 12  nuclear.

 13       Q    Okay.  How about environmental services?

 14       A    Again, I would have to go back to check the

 15  notes as to the name of the individuals.  It was a --

 16       Q    If I asked you about all of them, would the

 17  answer be the same?

 18       A    Yes.  Again, I'm not going to be able to

 19  recall names of who was sitting in the meeting room.

 20       Q    But you do these interviews every year,

 21  right?

 22       A    Correct.

 23       Q    Who's FPL's chief nuclear officer?

 24       A    Mano Nazar.

 25       Q    Did you interview him about this project?
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 01       A    No.  I'm sorry, I may have missed the

 02  question.

 03       Q    You testify about the five-year delays.  You

 04  don't have any independent knowledge of the basis for

 05  those delays, do you?

 06       A    No.  I relied on the testimony of Mr. Scroggs

 07  on that issue.

 08       Q    You do actually identify some more risks than

 09  we had talked about on Page 25, Line 22.  I guess maybe

 10  these are risks related to schedule, sub-risk; is that

 11  right?

 12       A    These are risks that relate to schedule.

 13  Your earlier question was about specifically risks

 14  related to nuclear power projects.  This is a more

 15  general list of issues that relate to a schedule delay.

 16       Q    Okay.  So all of these issues are also

 17  present with respect to the five-year delay that FPL is

 18  presenting with now?

 19       A    Yes, I think they are applicable to the

 20  five-year delay.

 21       Q    And can you tell the Commission whether these

 22  risks will have negative or positive effects on the

 23  project or you just -- some of them you don't know?

 24       A    You actually don't know, because with a

 25  nuclear project, the economics can shift based upon a
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 01  delay, and they can actually shift to be more

 02  favorable.  Some nuclear units today are actually

 03  operating at a loss.

 04            And the market is expected to turn in the

 05  2017, 2018, 2019 time frame when carbon regulation

 06  really becomes a fact.  So in some situations,

 07  extending the start date and extending the life of the

 08  units can actually improve the economics.

 09       Q    Depending on other market conditions such as

 10  natural gas pricing or carbon pricing, correct?

 11       A    That's correct.

 12       Q    And we don't know what those will be?

 13       A    That's correct, we do not know today what

 14  will happen in 40 years or 60 years.

 15       Q    Has FPL -- do you know how long it's going to

 16  take them to build these two units, Turkey Point 6 and

 17  7?

 18       A    Are you talking about the actual construction

 19  duration?

 20       Q    Yes, sir.

 21       A    I don't think that's been determined yet.

 22  That will be part of the process of making a decision

 23  both next year with regard to a new cost estimate and

 24  schedule and after with a decision when the COL is in

 25  hand.
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 01       Q    What do they typically take, based on your

 02  expert opinion?

 03       A    In the range of six years.

 04       Q    And my impression would be that it would take

 05  six years whether you start tomorrow or whether you

 06  start in 2020; is that right?

 07       A    Not entirely.  You couldn't start tomorrow.

 08  If you were to decide tomorrow you're going to sign a

 09  contract and issue a notice to proceed, you would have

 10  a long ramp-up time.

 11       Q    Just assume that you could start tomorrow.  I

 12  mean, I guess I'm trying to ascertain, there's no

 13  relationship between a delay and how long it would take

 14  necessarily to do the bricks and sticks construction,

 15  correct?

 16       A    That's correct, there's no clear relationship

 17  between the delay and the duration of construction

 18  activities.

 19       Q    You say on Page 26, Line 9 that weather risks

 20  refer to the potential for adverse weather conditions

 21  to cause construction delays.  But I guess I was

 22  confused by that.  That would occur regardless,

 23  correct?  That's not in any way a consequence of a

 24  five-year delay?

 25       A    It's not a five-year delay in the start time,
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 01  that's correct.  It's not a consequence of that.

 02       Q    Page 28, Line 18, you use the phrase a "full

 03  suite of mitigation strategies being considered for the

 04  project."  What do you reference when you say a "full

 05  suite of mitigation strategies"?

 06       A    It includes everything with regard to

 07  construction risk management, contractual risk

 08  management and financial risk management.  This goes to

 09  the contracting in terms of commercial strategies that

 10  you use in the EPC contract.  For example, what do you

 11  determine as a fixed price, a floating price, a firm

 12  price or an indexed price.

 13            Some of those risks are hedgeable through

 14  risk management strategies involving construction

 15  commodities or interest rates.  So the full suite

 16  includes a very large number of things from contracting

 17  to literally things like financial derivatives.

 18       Q    The EPC contract's not been signed.  You

 19  don't recommend that it be signed anytime soon, do you?

 20       A    I recommend that it not be signed anytime

 21  soon.

 22       Q    And part of the reason you recommend that is

 23  because all of the sudden it then commits you

 24  contractually, things change, you could be in a breach

 25  of contract situation, is that right, part of the
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 01  reason?

 02       A    I wouldn't assume you would get into a

 03  breach, but you would get into a situation where you

 04  have prematurely committed to incur costs that may not

 05  be necessary.

 06       Q    Now, you follow these nuclear projects,

 07  you're aware that there's a lawsuit over an EPC

 08  contract between Duke and Westinghouse, correct?

 09       A    I am.

 10       Q    There's another litigation involving

 11  Westinghouse and who is it, a Southern affiliate?

 12       A    Georgia Power, yes.

 13       Q    All right.  And that's over an EPC contract

 14  as well?

 15       A    The EPC litigation is actually with Chicago

 16  Bridge & Iron.  But, yes.

 17       Q    When, in your view, should an EPC contract be

 18  signed?

 19       A    I think Mr. Scroggs was right on point when

 20  he said there is value in waiting.  You have more

 21  information, you have more experience with other

 22  projects, and you have more certainty with regard to

 23  the economics of your project.

 24            So the short answer is the last possible

 25  moment that you can sign it without endangering the
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 01  commercial operation date you have in mind for the

 02  project or the project cost estimates.  So this is an

 03  example of what's called the benefit of decision

 04  deferral in decision analysis.  There are benefits to

 05  pushing it to the last possible date.

 06       Q    Page 30, you state, starting on Line 13, "It

 07  would be reasonable to expect that the significant

 08  expansion of the project's development timeline will

 09  result in an increase in the total project cost

 10  estimate due to additional escalation and financing

 11  costs that will accrue during a longer development

 12  period."

 13            So we can agree that the delay results in

 14  increased costs, correct?

 15       A    In terms of total cost, yes.

 16       Q    Are there any other reasons why a delay would

 17  result in increased costs besides the two you identify,

 18  which are financing costs and additional escalation?

 19       A    Those are the two that are most certain.  It

 20  does expose you, as I've said earlier, to other risks,

 21  risks of economic changes, load forecast changes,

 22  environmental law changes, you name it.  But the two

 23  that are most certain are inflation and interest rates.

 24       Q    Mr. Scroggs and I were talking past each

 25  other about a competitive bid process.  And on Page 32,
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 01  Line 2, you specifically say -- I guess you reviewed

 02  three contracts that were for more than 50,000; is that

 03  right?

 04       A    Did you say three?

 05       Q    Three.

 06       A    Yes, that's correct.

 07       Q    And the one that was single source, what did

 08  it relate to?

 09       A    As I recall, and this is operating from

 10  memory, it related to the NRC COLA, and it was actually

 11  a change order or expansion of an existing contract.

 12       Q    Do you have any recollection about the two

 13  that were competitively bid and what those were for?

 14       A    No.  They were both relatively small, but I

 15  don't recall what they were from memory.

 16       Q    Down on Page 32, further down on Line 16, I

 17  think you're talking about a process FPL has in place

 18  to review invoices, correct?

 19       A    Yes.

 20       Q    Okay.  And did you determine in this review

 21  process how much money, if any, was saved as a result

 22  of this review process?

 23       A    Within new nuclear, I'm not aware of any that

 24  was saved in 2014, which was the scope of this review.

 25  We have seen significant savings in prior years, but I

�0475

 01  don't recall any being the product of invoice review in

 02  2014.

 03       Q    As a business practice, you recommend that be

 04  done regularly and routinely?

 05       A    That meaning the invoice review --

 06       Q    Right.

 07       A    -- and the sign-off process, yes.

 08       Q    Mistakes could be made, errors?

 09       A    That's correct.

 10       Q    You talk about some of the audit functions

 11  that were performed on Page 33?

 12       A    Correct.

 13       Q    Is it a good management practice to have an

 14  outside audit periodically performed on certain

 15  business units?

 16       A    Generally, yes.  And there is an outside

 17  audit process at FPL.

 18       Q    And did you reference that in your testimony?

 19       A    No.  That is a financial audit by the firm's

 20  outside financial auditors for public reporting

 21  purposes.  It's not a project audit.

 22       Q    With respect to a financial audit, do the

 23  same accountants go in and look at the nuclear business

 24  unit, Deloitte?

 25       A    I can't vouch to the fact that it's Deloitte.
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 01  I am not sure who the firm's current outside auditors

 02  are.  But, yes, the same firm that's preparing your

 03  accounting opinion for public reporting purposes would

 04  be the one that would come in and perform that audit of

 05  the financial aspects, the accounting aspects for the

 06  new nuclear projects.

 07       Q    Do you know when the last time that was done?

 08       A    I don't know.  It's not been something that

 09  we have focused on in our review.

 10       Q    If it had been done recently, I assume you

 11  would have come across it in your review, correct?

 12       A    No.  I assume it actually was done recently,

 13  and my assumption would be that every major project and

 14  department has some activities that are touched by the

 15  external audit.

 16       Q    If it hadn't been done in some time, would

 17  you recommend that it be done?

 18       A    If the external audit had not conducted any

 19  review of the new nuclear project, yes, I would.

 20       Q    In your reviews, did you have any findings or

 21  suggestions for improvement?

 22       A    No, not this year.  As you know, we have many

 23  times in the past, but not this year.

 24       Q    Let me go to a -- this is your Exhibit 2, and

 25  it lists a whole bunch of proceedings that you've been
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 01  involved in.

 02       A    Yes.

 03       Q    I assume that you were an expert witness in

 04  these proceedings?

 05       A    Yes.

 06       Q    And so that to the extent that there is a

 07  subject matter, you believe you have expertise in it?

 08       A    Yes.

 09       Q    And you were involved in a case involving a

 10  fiduciary duty; is that right?

 11       A    Can you give me a page number?

 12       Q    You don't have a recollection of that?

 13       A    I think that issue has actually been touched

 14  on many times by me in civil litigation.  I think, for

 15  example, that issue came up in testimony I did in US

 16  District Court in Western Colorado relating to a gas

 17  pipeline project.

 18       Q    This is on Page 21 of 28.  Is that what

 19  you're referring to?

 20       A    Yes.  Actually, that's the same one.

 21       Q    Have you ever given testimony about a

 22  utility's fiduciary relationship to either its

 23  shareholders or its ratepayers?

 24       A    I don't think I would say that any of my

 25  expert testimony has touched on a fiduciary duty to
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 01  stockholders.  I have -- I wouldn't describe it as a

 02  fiduciary duty, but I would describe -- I have

 03  testified about a utility's duties to its customers,

 04  yes.

 05            MR. MOYLE:  That's all I have.  Thanks.

 06            CHAIRMAN GRAHAM:  Okay.  We are getting

 07       pretty close to -- actually, I think we're past

 08       the two-hour mark for my court reporter.

 09            Mr. Cavros, how many questions do you have?

 10            MR. CAVROS:  Just two or three, just a

 11       couple, two or three.

 12            CHAIRMAN GRAHAM:  All right.  Let's go

 13       forward.

 14            MR. CAVROS:  It will be fast.

 15                        EXAMINATION

 16  BY MR. CAVROS:

 17       Q    Good evening, Mr. Reed.

 18       A    Good evening.

 19       Q    You had mentioned two -- actually, four units

 20  that are in construction right now.  And those are the

 21  Vogtle and the Summer units, correct?

 22       A    Yes.

 23       Q    Okay.  And both Georgia and South Carolina

 24  have some form of construction work in process,

 25  financing laws in those states, is that correct, to
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 01  support the construction?

 02       A    They have Cost Recovery Statutes that are

 03  similar to the Nuclear Cost Recovery Clause.  I would

 04  not describe those as construction work in progress.

 05       Q    Are you familiar with the Georgia Nuclear

 06  Energy Financing Act?

 07       A    I think so, yes.

 08       Q    Okay.  And are you familiar with the Baseload

 09  Review Act in South Carolina?

 10       A    Yes.

 11       Q    Okay.  And you know that Florida has a

 12  construction work in progress law as well?

 13       A    Generally, yes.

 14       Q    Generally, yes, okay.  And that law is in

 15  place because of the challenges that power companies

 16  face in reaching out into private markets to finance

 17  these projects, correct?

 18       A    In part, yes.

 19       Q    Okay.  And that challenge is informed by past

 20  experience in the nuclear industry; is that right?

 21       A    I agree with that.

 22       Q    And you would agree that in the '70s there

 23  were, I'm going to estimate, but about three dozen

 24  nuclear power plants that were canceled due to any

 25  number of factors, but primarily drops in demand and
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 01  increasing construction costs?

 02       A    I can't vouch for the three dozen number.  I

 03  would agree that there were several units canceled in

 04  the 1970s.  I would say the primary two -- the two

 05  largest reasons were inflation and interest rates.

 06  We're talking about a period of time that many of us

 07  remember, which was when inflation was 13, 14 percent

 08  per year and interest rates were 17 percent per year.

 09       Q    Nevertheless, those plants were canceled?

 10       A    Correct.

 11       Q    Okay.

 12            MR. CAVROS:  I have no further questions.

 13            CHAIRMAN GRAHAM:  City of Miami, you have

 14       questions, don't you?

 15            MR. HABER:  We do.

 16            CHAIRMAN GRAHAM:  Well, let's go ahead, this

 17       is a good time to take a break for dinner.  That

 18       clock back behind us is about 7:15 p.m.  Let's

 19       take about 45 minutes, so we'll come back here at

 20       eight o'clock.  And then we'll let you finish up

 21       on Mr. Reed and then we'll take Mr. Jacobs after

 22       that, Dr. Jacobs after that.

 23            Okay, we are taking a break for 45 minutes.

 24            (Whereupon, a recess was taken.)

 25            CHAIRMAN GRAHAM:  Okay, guys.
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 01            MS. CANO:  Chairman Graham.

 02            CHAIRMAN GRAHAM:  Yes.

 03            MS. CANO:  FPL has a scheduling offer to make

 04       or a witness presentation offer to make.

 05            CHAIRMAN GRAHAM:  Okay.

 06            MS. CANO:  If the parties don't disagree,

 07       we're willing to let Steve Sim take the stand only

 08       once and present his direct and rebuttal on a

 09       combined basis in the order of witness where he

 10       would ordinarily present his rebuttal.

 11            CHAIRMAN GRAHAM:  Okay.  So you want him to

 12       do his direct and rebuttal during the rebuttal, so

 13       basically at the end?

 14            MS. CANO:  Yep.

 15            CHAIRMAN GRAHAM:  Does anybody have a problem

 16       with that?

 17            MS. CHRISTENSEN:   OPC has no objection to

 18       that.

 19            CHAIRMAN GRAHAM:  Retail Federation?

 20            MR. LAVIA:  No.

 21            CHAIRMAN GRAHAM:  FIPUG?

 22            MR. MOYLE:  No objection.  He'll go tomorrow,

 23       I assume?

 24            CHAIRMAN GRAHAM:  Maybe not.

 25            MR. MOYLE:  We would feel better about it if
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 01       he went tomorrow.

 02            CHAIRMAN GRAHAM:  I'm sure a whole lot of

 03       people would.

 04            All right.  So my clock back there says three

 05       minutes after eight.

 06            MR. DONALDSON:  I was just going to say I

 07       believe we're missing the City of Miami.

 08            CHAIRMAN GRAHAM:  I was pretty clear about

 09       what time we were getting started.

 10            MR. SAYLER:  I do know that the City is

 11       without transportation.  I think they had to cab

 12       it somewhere for dinner.

 13            MR. KELLY:  Is someone out there to unlock

 14       the doors?

 15            MR. SAYLER:  There they are.

 16            MR. HABER:  We're sorry, Chair.

 17            CHAIRMAN GRAHAM:  City of Miami, we started

 18       three minutes ago.

 19            MS. MÉNDEZ:  It is hard when you don't have a

 20       car and don't know your way around.

 21            MR. HABER:  Apologies for the delay.  While

 22       we do have some questions for this witness, I'm

 23       also aware that Witness Jacobs for the OPC has

 24       some time constraints.  Do we want to pause this

 25       one for a moment and come back to it and allow
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 01       Witness Jacobs to go ahead or should I just

 02       continue with my questions?

 03            CHAIRMAN GRAHAM:  How many questions do you

 04       have for this witness, half hour?

 05            MR. HABER:  No, under ten.

 06            CHAIRMAN GRAHAM:  Okay.  Well, then let's

 07       just go ahead with this witness.

 08            MR. HABER:  Sounds good.

 09                        EXAMINATION

 10  BY MR. HABER:

 11       Q    Mr. Reed, you held yourself out as an expert

 12  in several fields to Mr. Moyle earlier, one of those

 13  fields was fuel diversity, correct?

 14       A    Yes.

 15       Q    So you would agree that there are ways to

 16  accomplish fuel diversity outside of diversifying by

 17  fuel type, correct?

 18       A    I may be missing your question but, no, I

 19  don't see that.

 20       Q    There's no way to diversify by fuel source?

 21       A    You're making a distinction that I don't

 22  understand.  Fuel type versus fuel source?

 23       Q    Fuel type:  Nuclear, natural gas, coal, oil.

 24  Fuel source, where it's actually -- where is the

 25  requisitioned from?
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 01       A    So as I understand your question, do I think

 02  you can diversify, for example, by having natural gas

 03  as your primary or only fuel, but sourcing some of that

 04  gas from Louisiana or Texas or Arkansas and that that's

 05  somehow diversifying, I would not accept that within my

 06  use of the term diversification.

 07       Q    Okay.  Well, then let's move on to regulatory

 08  policy.  Actually, you know what, I'm going to talk

 09  about -- you said you were an expert also in the

 10  economics of power projects.

 11            You had talked before with Mr. Moyle also

 12  about overnight costs.  An overnight cost, in essence,

 13  is what it would cost to build the plant tomorrow?

 14       A    Yes.

 15       Q    So it's not an accurate account of the cost

 16  that ratepayers will pay for this project, correct?

 17       A    That's correct.  It's not meant to be an

 18  estimate of what goes into rate base.  It's a measure

 19  based upon a hypothetical, instantaneous construction.

 20       Q    And so delays in construction would increase

 21  the actual costs of Turkey Point Units 6 and 7?

 22       A    If delays occur, they are likely to increase

 23  the actual costs, yes.

 24       Q    And those costs that are paid by ratepayers?

 25       A    Correct.
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 01       Q    Now we're going to talk about regulatory

 02  policy.  So the Nuclear Cost Recovery Docket that we're

 03  in right now, would you be comfortable characterizing

 04  that as an approved, assured recovery regulatory

 05  process?

 06       A    Was your first word approved?

 07       Q    Yes, sir.

 08       A    And the second word is assured?

 09       Q    The term was approved, assured recovery

 10  regulatory process.

 11       A     in General, yes, it's been approved by the

 12  Legislature and the Commission.  It provides assurance

 13  of recovery of prudently incurred costs.  So yes, I can

 14  generally accept what.

 15       Q    And prior to this process and prior to

 16  adoption in other states, an after-the-fact prudence

 17  review had been used?

 18       A    In some states, yes.

 19       Q    Was Florida one of those states?

 20       A    Yes, Florida relied on after-the-fact

 21  reviews.

 22       Q    So what is an after-the-fact prudence review?

 23       A    It's one in which the question of whether the

 24  costs were prudently incurred and what costs should go

 25  into rate base is determined after a plant has achieved
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 01  commercial operation.

 02       Q    So under that regulatory process, utilities

 03  were at risk for their costs if their decisions were

 04  later judged imprudent?

 05       A    That's correct.  They still are under the

 06  Nuclear Cost Recovery Rule.  That aspect has not

 07  changed.

 08       Q    Okay.

 09            MR. HABER:  Thank you.  No further questions.

 10            CHAIRMAN GRAHAM:  Okay.  Staff?

 11            MS. BARRERA:  Staff has no questions.

 12            CHAIRMAN GRAHAM:  Commissioners?

 13            Commissioner Brown.

 14            COMMISSIONER BROWN:  Thank you.  I just have

 15       a question for you.  You looked at the

 16       organizational structure for Turkey Point 6 and 7,

 17       correct?

 18            THE WITNESS:  I did.

 19            COMMISSIONER BROWN:  I was looking at it,

 20       it's one of your exhibits and attachments in your

 21       prefiled testimony.  How many employees of FPL are

 22       working on the Turkey Point 6 and 7 project?

 23            THE WITNESS:  There are several.  I can't

 24       give you a number that are working on it.  The FPL

 25       nuclear division has a number of employees that
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 01       provide services to new nuclear.  There are only

 02       three that I know of that are full-time on new

 03       nuclear.  But, again, the rest of the functions

 04       are provided by individuals either within the

 05       corporate functions or the nuclear division on an

 06       as-needed basis.

 07            COMMISSIONER BROWN:  So ancillary job

 08       responsibilities but three full-time FPL hires are

 09       dedicated to Turkey Point 6 and 7?

 10            THE WITNESS:  Yes, there are certainly at

 11       least three.  And that may be a question that a

 12       subsequent FPL witness can answer more fully, but

 13       three that I am thinking of, yes.

 14            COMMISSIONER BROWN:  When you analyze the

 15       organizational structure -- and you've been an

 16       expert witness of FPL's in years prior -- has that

 17       structure changed over time?

 18            THE WITNESS:  For new nuclear?

 19            COMMISSIONER BROWN:  Uh-huh.

 20            THE WITNESS:  It has changed somewhat.  And I

 21       believe one aspect of that is in the testimony of

 22       Mr. Scroggs.  There is now a director of

 23       construction, Mr. Reuwer, who has been added to

 24       that.  And I believe that's a full-time new

 25       nuclear position.  But apart from that, I don't
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 01       believe the structure has changed that much.

 02            COMMISSIONER BROWN:  Do you know when that

 03       occurred?

 04            THE WITNESS:  I believe in 2014.

 05            COMMISSIONER BROWN:  2014.  So really the

 06       gist of my questioning is to see how the

 07       organizational structure is either growing,

 08       shrinking, staying the same.  Do you have an idea

 09       of that?

 10            THE WITNESS:  It's not yet grown anything

 11       close to what will be needed for construction.  It

 12       is right now a tight organization with regard to

 13       this phase of the development activities.

 14            And all of the, as we've talked about, QA/QC,

 15       supply chain, legal, all of the other functions

 16       could be provided out of the rest of FPL or the

 17       rest of the nuclear organization.

 18            So there hasn't yet been a need to fully

 19       staff up exclusively within the new nuclear

 20       project.

 21            COMMISSIONER BROWN:  Then the majority of the

 22       employees or contract employees or whatnot are

 23       probably contracted out to third parties, like

 24       engineers, lawyers, et cetera, regulatory folks?

 25            THE WITNESS:  A lot of that done, again, on a
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 01       shared basis within the nuclear division.  You're

 02       correct that a lot of the licensing activities for

 03       the COL are under a contract to Bechtel, for

 04       example, and others.  There have been a number of

 05       other contractors involved in that process, too.

 06            But that doesn't mean that there aren't

 07       activities going on within FPL by FPL employees,

 08       it's just they are not full-time on new nuclear.

 09            COMMISSIONER BROWN:  Are the majority of

 10       operational costs relative to employee work on

 11       Turkey Point 6 and 7 in-house or outsourced, or is

 12       that a question for an FPL employee?

 13            THE WITNESS:  I think it should be for the

 14       FPL accounting witness.  He can give you more of a

 15       breakdown on that.  I can tell you in general

 16       there's $19 and a half million in the budget for

 17       2015.  And of that, roughly 16 and a half million

 18       has to do with licensing.  The vast majority of

 19       the licensing costs are external.

 20            COMMISSIONER BROWN:  Okay.  Thank you.  I

 21       appreciate it.

 22            THE WITNESS:  Okay.

 23            CHAIRMAN GRAHAM:  Okay.  Redirect?

 24            MR. DONALDSON:  No redirect.

 25            CHAIRMAN GRAHAM:  Okay.  Exhibits.
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 01            MR. DONALDSON:  At this time, FPL would like

 02       to enter into evidence on Staff's Comprehensive

 03       Exhibit List 15, 16 and 17.

 04            CHAIRMAN GRAHAM:  Okay, 15, 16 and 17 for

 05       FPL.

 06            (Exhibit Nos. 15, 16 and 17 were received in

 07       evidence.)

 08            CHAIRMAN GRAHAM:  OPC?

 09            MR. SAYLER:  Our exhibits were for cross

 10       examination purposes only so we're not going to

 11       move them into the record.

 12            CHAIRMAN GRAHAM:  Okay.  And I think that's

 13       all we had.

 14            MR. MOYLE:  FIPUG had 78.  We would move it.

 15            CHAIRMAN GRAHAM:  Oh, okay.  The Moody one?

 16            MR. MOYLE:  Right.

 17            CHAIRMAN GRAHAM:  Okay.  Any objection to

 18       moving in 78 into the record?

 19            MR. DONALDSON:  No objection.

 20            CHAIRMAN GRAHAM:  Okay.  We'll put Number 78

 21       into the record.

 22            (Exhibit No. 78 was received in evidence.)

 23            CHAIRMAN GRAHAM:  All right.  So Mr. Reed,

 24       you are excused for right now.

 25            (Proceedings continued in Volume 4.)





