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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

COMMISSION STAFF 

DIRECT JOINT TESTIMONY OF WILLIAM COSTON AND KEVIN CARPENTER 

DOCKET NO. 110009-E1 

JULY 11,2011 

Q. 

4. 

rallahassee, Florida 32399-0850. 

Q. 

A. 

Government Analyst 11, within the Office of Auditing and Performance Analysis. 

Q. What are your current duties and responsibilities? 

A. I perform reviews and investigations of Commission-regulated utilities, focusing on 

the effectiveness of management and company practices, adherence to company procedures, 

and the adequacy of internal controls. Mr. Carpenter and I jointly conducted the 201 1 review 

3f Progress Energy Florida Inc.'s (PEF) project management internal controls for the 

Extended Power Uprate (EPU) project at the Crystal River Unit 3 and Levy Nuclear Project. 

Q. Please describe your educational and relevant experience. 

A. I earned Bachelor of Arts and Master of Public Administration degrees from Valdosta 

State University in 1993 and 1995, respectively. I have worked for the Commission for eight 

years conducting operations audits and investigations of regulated utilities. Prior to my 

smployment with the Commission, I worked for six years at Bank of America in the Global 

Corporate and Investment Banking division. 

Mr. Coston, please state your name and business address. 

My name is William Coston. My business address is 2540 Shumard Oak Boulevard, 

By whom are you employed? 

I am employed by the Florida Public Service Commission (FPSC or Commission) as a 

Q. Have you fded testimony in any other dockets befdfgatl#ICIWrNgi4&#pATr 
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A. Yes. I filed similar testimony in Docket No. 090009-E1 and 100009-EI. This 

testimony concerned the audits of PEF’s project management internal controls for the nuclear 

plant uprate at the Crystal River Unit 3 and Levy Nuclear Project for the years 2009 and 2010. 

Additionally, in 2005 I filed testimony in Docket No. 050078-EI. The testimony addressed an 

audit of distribution electric service quality for PEF’s vegetation management, lightning 

protection, and pole inspection processes. 

Q. 

A. 

Tallahassee, Florida 32399-0850. 

Q. 

A. 

and Performance Analysis. 

Q. What are your current duties and responsibilities? 

A. I perform reviews and investigations of Commission-regulated utilities, focusing on 

the effectiveness of management and company practices, adherence to company procedures, 

and the adequacy of internal controls. Mr. Coston and I jointly conducted the 201 1 review of 

PEF’s project management internal controls for the nuclear plant uprate at the Crystal River 

Unit 3 and new construction underway at the Levy site. 

Q. Please describe your educational and relevant experience. 

A. I earned a Bachelor of Science in Business Administration degree from Concord 

University in 1981. I am currently enrolled as a graduate student at Florida State University, 

seeking a Masters degree in Applied American Politics and Policy. My background includes 

experience with the West Virginia State Tax Department and the Florida Department of 

Business and Professional Regulation. I also worked as an Accountant with a public 

accounting firm in Orlando, FL. 

Mr. Carpenter, please state your name and business address. 

My name is Kevin Carpenter. My business address is 2540 Shumard Oak Boulevard, 

By whom are you employed? 

I am employed by the FPSC as a Regulatory Analyst 11, within the Office of Auditing 

- 3 -  
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Q. Have you filed testimony in any other dockets before the Commission? 

A. Yes. I filed similar testimony in Docket No. 100009-EL This testimony concerned the 

2010 audit of PEF’s project management internal controls for the nuclear plant uprate at the 

Crystal River Unit 3 and Levy Nuclear Project. 

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

A. Our testimony presents the attached audit report entitled Review of Progress Energy 

Florida Inc. ’s Project Management Internal Controls for Nuclear Plant Uprate and 

Construction Projects (Exhibit CC-1). This review was requested by the Commission’s 

Division of Economic Regulation to assist with the evaluations of nuclear cost recovery 

filings. The report describes key project events and contract activities completed during mid- 

2010 through May 201 1 for the Crystal River 3 Uprate project and the Levy Nuclear Project. 

The report also presents descriptions of the current project management internal controls 

employed by PEF. 

Q. Please summarize the areas examined by your review. 

A. The Office of Auditing and Performance Analysis conducted a review of the internal 

controls and management oversight of the nuclear projects underway at PEF. This is an 

ongoing annual review that examines the organizations, processes, and controls being used by 

the company to execute the Extended Power Uprate of Unit 3 at the Crystal River Energy 

Complex and the construction of Levy Nuclear Plant Unit 1 and Unit 2. This is the fourth 

review of the company’s controls for its nuclear construction projects. The previous reviews 

were filed in the 2008, 2009, and 2010 Nuclear Cost Recovery Clause Dockets before the 

Commission. 

The primary objective of this review was to document project key developments, along 

with the organization, management, internal controls, and oversight that PEF has in place or 

plans to employ for these projects. The internal controls examined were related to the 

- 4 -  
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following key areas of project activity: planning, management and organization, cost and 

schedule controls, contractor selection and management, and auditing and quality assurance. 

Q. 

A. 

Q. 

A. Yes. 

Are you sponsoring any exhibits? 

Yes, ow audit report is attached as Exhibit CC-1. 

Does this conclude your testimony? 

- 5 -  
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1 .O EXECUTIVE SUMMARY 

+ The Levy Nuclear Plant cost estimate and schedule timeline has not changed 
since Docket 100009-El. The company still anticipates executing the Full Notice 
to Proceed with the Consortium in 2013. 

Levy Project may be impacted in the future by Fukushima and the Duke / Progress 
merger. 

+ 

+ Crystal River EPU Project continues to be delayed as a result of additional 
delamination issues, further risking the current schedule of completion by spring 
2013. 

+ Crystal River EPU Project costs have escalated from $461 million in 2008 to a 
current estimate of $617 million. 

The Crystal River License Amendment Request (LAR) revision was necessary in 
order to restructure a poorly initiated application, and audit staff believes that 
-spent was avoidable with better management oversight. 

+ 

At the request of the Florida Public Service Commission's (Commission or FPSC) Division 
of Economic Regulation, the Office of Auditing and Performance Analysis performed the fourth 
annual review of the internal controls and management oversight of the nuclear projects 
underway at Progress Energy Florida, Inc. (PEF or the company). This review examines the 
adequacy of project management and internal controls employed in the company's construction 
of Levy Nuclear Plant Unit 1 and Unit 2 and Extended Power Uprate of Unit 3 at the Crystal 
River Energy Complex. 

The primary objective of this review was to provide an independent account of project 
activities and to evaluate the internal controls PEF employs for these projects. The information 
provided in this report may be used by Division of Economic Regulation staff to assist in an 
assessment of the reasonableness of the company's cost-recovery requests for the projects. 

FPSC audit staff published previous reports in 2008, 2009, and 2010. Each was entitled 
Review of Progress Energy Florida, Inc. 's Project Management lnfernal Controls for Nuclear 
Plant Uprate and Construction Projects. The three previous reviews completed by FPSC audit 
staff are filed in testimony in Docket No. 080009-EI, 090009-EI, and 100009-EI, respectively. 

This year's review also includes a follow-up of deferred issues that were carried forward 
from the 2010 hearings. These issues revolved around the Commission's Final Order PSC-11- 

1 CXCOUTIVC MUMMARY 
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0095-FOF-EI, which withheld making a finding concerning the prudence of the contract 
management, contracting, and oversight controls employed by PEF during 2009 for the Crystal 
River Unit 3 Uprate project, especially as it relates to the License Amendment Request (LAR) 
development process.1 An examination of the prudence of these controls and oversight 
activities is included as an issue in the 2011 Nuclear Cost Recovery proceeding. 

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

• Planning 
• Management and organization 
• Cost and schedule controls 
• Contractor selection and management 
• Auditing and quality assurance 

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

• Produce accurate and reliable data 
• Comply with applicable laws and regulations 
• Safeguard assets 
• Employ resources efficiently 
• Accomplish goals and objectives 

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

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

• Control environment 
• Risk assessment 
• Control activities 
• Information and communication 
• Monitoring 

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

I Florida PSC Final Order PSC-11-0095-FOF-EI , page 47. 

EXE C UTIVE SUM MARY 2 
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Planning and research and initial data collection for this review were performed in 
January and February 201 1. Additional data collection, site visits, interviews, analysis, and 
report writing were conducted between March and May 201 1. The information compiled in this 
report was gathered via company responses to audit staff document requests, visits to the 
Crystal River Energy Complex, and interviews with key project personnel. Audit staff also 
reviewed testimony, discovery, and other filings in Docket No. 110009-El. 

A large volume of information was collected and analyzed by audit staff. Specific 
information collected from PEF included the following categories: 

Policies and procedures 
Organizational structures 
Contract requests for proposal 
Contractor bids 
Bid evaluation analyses 
Contracts 
Invoices 
Project scope analysis studies by PEF and consultants 
Internal audit reports and quality assessment reviews 

1 . 4 . 1  L e w  NUCLEAR PROJECT 

PEFs current, continuing focus is to obtain the Combined Operating License Application 
(COLA) approval from the Nuclear Regulatory Commission (NRC) and then reevaluate the 
construction timeline. Currently, the company expects the Combined Operating License to be 
issued by mid-2013. During 2012, the company plans to begin negotiations of a Full Notice to 
Proceed amendment with Westinghouse and Shaw, Stone 8, Webster (the Consortium). PEF 
created a Readiness Requirements document that provides an outline of the major activities 
and key decisions that support the Full Notice to Proceed for the Levy Nuclear Project. The 
timeline gives additional clarity regarding the time frames of the key activities and decision 
points. 

At the start of the Partial Suspension period in April 2009, PEF suspended all new work 
on the long-lead equipment (LLE) for the Levy Plant? Since that time, PEF has been working 
with the Consortium to ensure the proper handling of the LLE purchase orders. The Levy 
project team made recommendations to the Senior Management Committee in June 2010 for 
the disposition of the LLE. Senior Management gave its authorization to move forward with the 
disposition and PEF provided notice to the Consortium. PEF worked with the Consortium 
during 2010 and into 201 1 to appropriately negotiate and conclude final disposition of LLE.3 

diations was April 201 1. As of March 201 1, with u, LLE disposition negotiations were complete 
mstimated by the company. PEF and the 

terms with the vendor of the = 
. . _ . . -  The target c ' " 

the exception of I 
and the overall financial impact was les 
Consortium are continuing to negotiate L 

' Tho Consortium had inliated Purchaw Ordsn for LLE afler the signing of the 2008 Letter of Intent 
' PEF Response to Staff Data Request I 23, BATES 000041 - WOO42 

3 EXECUTIVE m u  MMARY 



Docket No. 110009-E1 
Review of Project Managemeat Internal Controls 

Exhibit CC-I, Page 10 of 48 

-4. Change Orders on each of the resolved items h--- '---I executed or in 
of Ma 2011, the Consortium received a revised proposal for its Y and the company anticipates reviewing ana analyzing this proposal 

using a s ir methodology as used for its other LLE dispositions." Once a determination is 
made, PEF will work with the Consortium on the proper disp~sition.~ 

d 

The project has evolved since the original Determination of Need Docket No. 080148-El. 
The company continues to evaluate and assess effects of both internal and external factors that 
impact the overall project cost and schedule. EXHIBIT 1 provides a snapshot of recent events 
that impact the project. Each event listed in this exhibit is discussed further in Chapter 2. 

I 

EVENTS 

KEv I 

L 

nlth NRC in fora delay 
July 2008 to DCD recession 

on EPC 
contmct 

b e k w d  arty 2014 
mid-201a 

EXHIBIT 1 

LEW SOHIEDULL AND GOeT HAVE Nor CHANDED 

The company states that no changes occurred in 2010 that impact the Levy Nuclear 
Project schedule or costs. The current project timeline continues to estimate in-service dates of 
2021 for Unit 1 and 2022 for Unit 2. The company will continue to monitor risks related to the 
project during 201 1 and 2012. EXHIBIT 2 displays the Levy Project Timeline and tracks the 
company's estimated total project costs for the years 2008-201 1. 

FPSC audit staff will continue to closely monitor project progress, costs, and controls. 
FPSC audit staff has no recommendations at this time for the Levy Nuclear Plant project. 

PEF Response to Staff Data Request 6.2, BATES ooOOO2. 4 

' Ibid. 
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XHlElT 2 Source: 2008- 2011 IntegratedPmject Plans 

1.4.2 CRYSTAL RIVER 3 EXTENDED PDWLR UPRATE 
The final construction phase of the EPU project continues to be delayed as a result of 

the extended Refueling 16 outage events. The original target construction date of fall 201 1 was 
shifted to 2012 and then to spring 2013. Due to the discovery of an additional delamination of 
the unit's containment structure in March 201 1, an additional shift in schedule is possible. While 
the company is still evaluating the impact of the March event, the company will unlikely remain 
on its current Phase 111 schedule. 

As with the Levy Nuclear Project, the EPU project has evolved since the Commission 
approved the Determination of Need Docket No. 060642-El. Throughout the project, the 
company continues to respond to internal and external factors that impact the overall project 
cost and schedule. EXHIBIT 3 provides a snapshot of recent events that impact the project. 
Each event listed in this exhibit is discussed further in Chapter 3. 

5 cxccurivc eu MMARY 



Docket No. 110009-E1 
Review of Project Management Internal Controls 

Exhibit CC-1, Page 12 of48 
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Phase 111 
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EXHIBIT 3 

The company continues to evaluate its options for the EPU timeline, and depending on 
the impact of the March event, PEF may consider completing portions of its Phase 111 scope 
during this continued outage. The company anticipates providing a detailed update on the 
March event by mid-201 I. 

In addition to the flux in the schedule timeline, the project team has identified additional 
scope requirements and system modifications that are necessary to complete the project. 
These new requirements and modifications were identified during design finalization. This 
additional scope resulted in additional project cost of an estimated $137 million. 

The EPU project team anticipated receiving senior management approval for this 
increase in March 201 1; however, this approval was deferred until the conclusion of the March 
delamination event analysis. With this 201 1 increase, the project cost has escalated from $461 
million in 2008 to the current amount of $617 million. EXHIBIT 4 details the estimated project 
cost over time. While the project's cost has increased since inception, the company's current 
feasibility analysis still supports the economic viability of the project. The details of the Phase 111 
scope increase are covered in chapter 3. 

LXLGUTIVE SUMMARY 6 
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In addition to monitoring the project controls that address the scope and schedule 
impacts from 2010, audit staff continued to evaluate the project management oversight of two 
issues addressed in the 2010 Review of Progress Energy Florida, Inc.3 Project Managemenf 
/niema/ Controls for Nuclear Plant Uprafe and Construction Projects. This includes the 
development of the company’s License Amendment Request (LAR) and the contract settlement 
concerning its low pressure turbines. Audit staff gathered additional information during this 
review to assess the effectiveness of the project management oversight in these areas. 

Audit staff interviewed additional members of the review panel that assessed the viability 
of the original LAR document and reviewed the internal performance evaluations of key 
members of the LAR project team. After this review, in coniunction with the detail discussed in 
the 2010 review, audit staff believes that the additional p spent to re-write the LAR 
was less about draft editing than re-structuring a poorly-ir ....-.-- -,Jplication. 

Audit staff believes that the lack of project management oversight during the initial 
application development contributed to both the underlying deficiencies and to the need for the 
additional AREVA work. This amount does not include any work related to 
engineering or project-scope development. Therefore, audit staff believes that the I 
spent was avoidable. This issue is discussed in greater detail in chapter 3. 

In 2010, the company finalized its settlement with the low pressure turbine manufacturer 
Siemens. In this settlement, the company states it received significant concessions from the 
vendor along with I 1. The company also negotiated an increase in 

~Mces, which increases the overall cost to PEF 

ii 

PEF management states that the settlement with Siemens represents “a favorable 
resolution of the outstanding issues . . . and in a number of respects, PEF has obtained mere 

The- is deriwvl (mm huo Chan e Order8 to the AREVA contract 101859 Work Authorization 84. The inltial Change 
h d e r  23 vma IniUetsd in October 2009 for& and Change Order 2 M e v  1 was inltietsd in January 2010 for an addiiionsi - 

7 
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favorable terms and conditions than in its original contract.”’ In the end, PEF was willing to 
increase the overall contract terms to obtain additional assurances and quality monitoring of the 
turbines through installation and operations. 

Audit staff agrees that the revised contract provides additional safeguards that will 
benefit the company in the event of a turbine malfunction. The additions in scope provide an 
additional layer of assurance that the turbines meet PEFs qualiy standards and will allow for 
additional oversight during its operation. When considering Siemens’s concessions, PEF 
appears to have obtained compensation for the vendor‘s manufacturing quality issues. 

As in previous years, audit staff continued to monitor and evaluate the company’s project 
controls in the areas of contract administration, process management and oversight, risk 
assessment, and organization structure. Audit staff reviewed the company’s management 
reports and negotiated contracts to confirm the company’s compliance with its internal 
procedures. Audit staff confirmed the company continues to monitor and update its project 
management process and procedures throughout this project. No variances in the company’s 
compliance to its EPU procedures were identified during this review period. 

’ PEF Response to Staff Data Request DRICR3-lS-WOW6. 
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2.0 LEVY NUCLEAR PROJECT 

During 2010, Progress Energy Florida shifted its efforts on the Levy Nuclear Project 
(LNP) from both component fabrication and licensing approval to focus largely on obtaining the 
Combined Operating License with planned construction occurring one year after receipt of the 
Combined Operating License. The company is continuing this focus for 201 1 and 2012. 

8 .1 .1  REOULATORY APPROVAL PROCEEE MOVE. TOWARD. 
COMPLETION 

The Combined Operating License is expected to be issued by early to mid-2013. 
Between the anticipated April 2012 issuance of the Final Safety Evaluation Report and Final 
Environment Impact Statement and the anticipated mid-201 3 Combined Operating License 
issuance, the mandatory and contested NRC hearing process will occur. The current NRC 
review schedule for the LNP COLA is shown in EXHIBIT 5. This schedule is contingent upon 
the NRC completing its APlOOO Design Certification review. 

NUCLEAR REGULATORY COMMISSION 
LEVY PROJECT COLA REVIEW SCHEDULE 

EXHIBIT CI Sounu: PEF Response to Staff Data Request 1.2 

8.1.8 NRC CONTINUEI A P l  000 DEI lmN CERTlClCATlON 
AMENDMENT RCVIEW 

NRC provided a schedule for completion of the APlOOO Design Certification Amendment 
review in a letter to Westinghouse dated June 21, 2010, and displayed in EXHIBIT 6. 
Westinghouse provided the Design Certification Amendment Revision 18 to the NRC on 
December 2, 2010, and is currently scheduled for NRC rulemaking in September 2011. 
However, this decision could be delayed by a May 20, 201 1 announcement by NRC Chairman 
Jawko. The NRC identied three additional issues with regards to the APlOOO design: 

In December 2010, the NRC and Westinghouse agreed that the containment 
vessel internal pressure calculations would need to be revised. The revised 
calculation will be reviewed with the NRC in June 201 1. 

In April 201 1, the NRC challenged the analytical guidelines used by Westinghouse 
in its comprehensive Shield Building Design Report Westinghouse agreed to 
perform detailed load combination calculations to provide additional assurances to 

+ 

+ 
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the NRC. This information was presented to the NRC during a public meeting in 
May 201 1. 

NRC finalizes APIOOO DCA review scope and closure strategy for remaining issues 

NRC receives final Westinghouse DCA submiltal 
NRC technical staff completes Final Safety Evaluation Repolt (FSER) inputs 
NRC issues final advanced FSER information issued to the Advisory Committee on 
Reactor Safeguards (ACRS) 
ACRS holds final subcommittee meeting on APIOOO DCA 
ACRS holds final full committee meeting on APIOOO DCA 
NRC receives Westinghouse DCA Revision 18 submittal 
NRC publishes Federal Register N o h  for Proposed Rule 

Submit Westinghouse DCA Revision I 9  
Public comment period ends 
Final Rule 

The third issue relates to the design model used for the passive containment 
cooling system (PCS) tank. Westinghouse is working to verify preliminary 
conclusions that indicate that there is no reason to change the tank design. 

June 30,2010 
July 30,2010 
August 30,2010 

October 18, 2010 

November 18,2010 
December 2.2010 
Early-December 2010 
Febluary 201 I 
June 2011 
April 2011 
September 201 1 

On May 27, 2011, the NRC stated that the Vogtle and V.C. Summer Final Safety 
Evaluation Reports would be delayed to allow the NRC extra time to review additional design 
issues. However, the NRC does not plan to issue a schedule update until after the Design 
Certification Revision 19 is received from Westinghouse. Currently, PEF does not anticipate a 
delay in the LNP COLA review due to these design issues, although audit staff notes that the 
impact of the NRC's decision is not known as of this publication? 

NUCLEAR REGULATORY COMMISSION 
A P 1 0 0 0  DESIGN CERTIFICATION AMENDMENT 

REVIEW SCHEDULE 
DECEMEER 20 1 0  

2.1.3 AP 1 000 BLNDHMARKINQ TRlPe CONDUGTCD 

Progress Energy was involved in two benchmarking trips to APIOOO projects in China in 
2010. Audit staff was provided status reports and other documentation for both the Sanmen 
and Haiyang projects. Westinghouse also provides a limited China project video and photo 
updates on their APIOOO Web site' that is monitored by PEF. 

PEF believes that the aggressive goals to develop nuclear power in China present a 
significant challenge for the development of permanent plant staff, particularly in operations. 
This goal creates a signacant challenge for the operator training program. Activities associated 
with completing the operations simulator become more critical, as this equipment is required for 
this training." 

'~FRespo~stoStpffDat.Request8.3.BATESOOOMn. 
e http://nplW0.westinghwrenudear.cormapl 0oO-nui-ic.hlml 
" PEF Response to SMLMta Request 1.9. MTES WOO18. 
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In addition to the China construction projects, PEF continues to monitor the domestic 
APIOOO projects. While still early in the construction process, there have been some 
construction issues at the Vogtle and V.C. Summer sites that Progress Energy can learn from 
for the Levy project. Audit staff was provided benchmarking reports and other documentation 
for both Vogtle and V.C. Summer projects. These benchmarks have provided positive impacts 
to the Levy project. As a result of the benchmark trips, valuable information has been gathered 
to assist with: 

+ Development of Progress Energy's Construction Experience program 

+ Design and industrial engineering efficiencies for the future designllocation of the 
Levy Emergency Operation Facilities 

+ Preparation for the NRC Public Meeting on the LNP Draft Environmental Impact 
Statement 

+ Environmental Permitting process 

+ Identication of construction best practices and potential issues." 

Audit staff believes that these benchmarking trips provide construction experience 
knowledge and lessons learned that are of value to PEF as the company moves forward to the 
construction stage at Levy. 

2.1.4 EPC LPNP LEAP EQUICMCNT CHANDC ORDER9 FINALIZED 
At the start of the Partial Suspension period in April 2009, PEF suspended all new work 

on the long-lead equipment (LLE) for the Levy Plant." Since that time, PEF has been working 
with Westinghouse and Shaw, Stone 8 Webster (the Consortium) to ensure the proper handling 
of the LLE purchase orders. The Levy project team made recommendations to the Senior 
Management Committee in June 2010 for the disposition of the LLE. These recommendations 
are found in EXHIBIT 7. Senior Management gave its authorization to move forward with the 
disposition, and PEF provided notice to the Consortium. PEF worked with the Consortium 
during 2010 to appropriately negotiate and conclude final disposition of LLE.13 

The target negotiations was April 201 1. As of March 201 1, with 
-, LLE disposition negotiations were complete and the 
I estimated by the company. PEF and the Consortium are 

the exception of I 
overall financial impact 
continuing to negotiatL - terns with the vendor of the 
Change Orders on each of the resolved items have been executed or in process.'4 

ro osal from its 
subcontractor, fo 
PEF will review and analyze the proposal using a similar methodology as used on the other 
LLEs. Once a determination is made, PEF will work with the Consortium on the proper 
di~position.'~ Cancellation cost risks for this item are included in APPENDIX B. 

-. 
As of May 2011, the Consortium received a revised 

' I  PEF Response to Stafl Data Request 1.10, BATES Ow019 - WW21 
"The Consortium had inhated Purchase Orders lor LLE after the signing of the 2008 Letter of Intent 
" PEF Response to Staff Data Request 1.23. BATES 000041 - 000042. 
' I  PEF Response to Staff Data Request DR 6 2. BATES OOWO2. 
'' PEF Response to Staff Data Requesl6.2, BATES 000002. 
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LEVY NUCLEAR PROJECT LONG-LEAD EQUIPMENT 

DISPOSITION RECOMMENDATIONS TO PROGRESS 

SENIOR MANAGEMENT 

JUNE 20 1 0  

I I I I 

2.1.5 DUKE ENERQY-PROPRLI= ENERoY MERPER IMPACT UNKNOWN 

Duke Energy Corp. is working to acquire Progress Energy Inc. through an all-stock deal 
valued at $13.7 billion. The merger is expected to close by the end of 2011.1e Subject to 
shareholder and regulatory approvals, the merger of Duke Energy and Progress Energy will 
create the nation's largest utility, with more than seven million customers in six regulated service 
territories. The two companies' mix of coal, nuclear, natural gas, oil and renewable resources 
will total approximately 57 gigawatts of US. generating capacity. The combined company will 
be called Duke Energy and headquartered in Charlotte, N.C. 

Completion of the merger is conditioned upon, among other things, the approval of the 
shareholders of both companies, as well as expiration or termination of any applicable waiting 
period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976. Other necessary 
regulatory filings include: Federal Energy Regulatory Commission (FERC), Nuclear Regulatory 
Commission (NRC), North Carolina Utilities Commission (NCUC). and South Carolina Public 
Service Commission (SCPSC). PEF will also provide information regarding the merger to the 
Florida Public Service Commission." 

Audit staff inquired into any merger impact to the Levy Nuclear Project, and the Vice 
President of the New Generation Programs and Projects stated that "any impact is unknown at 
this time." 

"The Wall Street Journal's MarkeRNatch article. May 5.201 1,  pralress Emmy proti, falk 3 2%, by Drew FhGerald 
hltp Itwww dubenergy mrnlpmgreswnergymerger ,7 
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In April testimony before the US Senate, Nuclear Regulatory Commission (NRC) 
Chairman Gregory Jaczko stressed that, to date, the events in Japan had not reduced NRC 
licensing or oversight functions.18 As a precaution, however, Temporary Instruction 251 3183 
was issued to all licensees, ordering an immediate review of every operating plant. Inspections 
were completed by the end of April 201 1. While individually, none of the observations resulting 
from the inspections posed a significant safety issue, they indicate a potential industry trend of 
failure to maintain equipment and strategies required to mitigate some design and beyond 
design basis events. The results of the inspections are being assessed in greater detail through 
the NRC‘s Reactor Oversight Process and will also be examined by NRC‘s Task Force’s 
examination of the agency’s regulatory requirements, programs, processes, and implementation 
in light of information from the Fukushima event.” 

The Nuclear Regulatory Commission supported the establishment of an agency task 
force, made up of current senior managers and former NRC experts with relevant experience. 
The task force will conduct both short- and long-term analysis of the lessons that can be learned 
from the situation in Japan, and the results of their work will be made public.20 

2.1.6 FUKUClHlMA NUCLEAR ACCIDENT IMPACT UNKNOWN 

Currently, the potential impacts of the disaster on PEF current nuclear operations, 
extended power uprates, or new nuclear construction are unknown. Company officials stated 
that Fukushima is a historic event whose full ramifications are yet to be determined, but the 
incident will most likely lead to changes throughout the U.S. nuclear industry. 

2.1.7 dOINT OWNERLlHlP OF THE LLW NUCLEAR PLANT 6TlLL A 
CONIIDERATION 

During the January 27, 2011, Integrated Project Plan presentation made by PEF 
management to the Senior Manar----& e---=-- 

: - A : - - L - A  L L - L  :-’-I - --- _I.-. -. 

I during 201 1 would continue with 

I Fj 
I alng proposed Joint Ownership 

merits. PEF management plans to . 
2.2.1 lNTEPRATED PROJECT PLAN REVIaED MARCH 201 1 
The company has made several revisions to its Integrated Project Plan since its initial 

request in September 2008; with the most recent revision (Rev.3) in March 2011. These 
changes reflect management‘s continued approval of the project and allowed for continued 
spending during the Levy partial suspension mid-2012. The project team 
recommended a 3-year spend (2011-2013) of L including LLE urchase order 
disposition costs, with authorization for execution of funds through mid-2012 of PI” 
“ Written atatemen1 Gregory Jpdao. Chairman. US NRC. to the Environmental and Public Works Committee and the Clean Air and 
$&a Safety Submmmmee. US Senate. April 12,201 1. 
.. h ~ p / / m v w . n ~ g o v M R E R S l G ~ / A S S E S S / S U T l - 2 5 1 1 1 8 3 . 0 d 1 .  

h t t p : / l w w w . n r c . g o v / n n ~ ~ ~ ~ ~ o ~ n ~ O l l i ~  I -055.pdf. 

PEF Response to Data Request 1.1 1 Supplemental, BATES oMM41. 
*‘ PEF Response to S W  Data Request 1 .I 7 SuppkmMntal. BATES 000548. 
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Within this recent Integrated Project Plan revision, project management reported that 
there had been no significant changes in project scope, no anticipated impacts to the overall 
project schedule. and no change to the . cost e~timate.’~ Reported 2010 actual 
costs were I I, compared to approved by the Senior Management 
Committee in ...- .psmm 2010 Integrated Pr+-, I I ,lis difference was primarily attributed to 
lower than expected LLE purchase order disposition costs due to successful LLE negotiations.24 

Audit staff confirmed that the company followed its process with regards to Integrated 
Project Plan revision. The company adequately updated the Integrated Project Plan to request 
continued funding of the Levy Nuclear Project. Audit staff verified that senior management 
approved the revisions to the plan. 

2.2.2 PROJECT MANAIXMENT PDLlClEB AND PRDCEDURCI IBBUED 

PEF has procedures in place that direct the oversight and control of the Levy Nuclear 
Project. The company continues to review policies, procedures, and controls and revises 
documents as necessary based on changing business conditions, organizational changes, and 
project work schedules. During 2010, PEF revised 69 procedures for the Levy project in areas 
including interface agreements, quality assurance, development of procedures, self-assessment 
and benchmarking, operating experience and construction experience, engineering, condaion 
evaluation and corrective actions, performance, contracts and purchasing, records 
management, the EPC contract, risk, and safety.” PEF created eight new procedures in 2010 
for the Levy project. Five of these procedures deal with project management, two address 
construction, contracting, and supplier strategy, and one deals with administration. 

The company is currently working with other APIOOO Owners‘ Group (APOG) 
companies to iden t i  and develop procedures for operator training programs at the APIOOO 
sites. The company is also participating in efforts to develop procedures for design and 
operational features as part of plant start-up and other training support procedures. These 
procedures may begin to be issued in 2012.26 

Audit staff reviewed the new and revised policies and procedures. These policies 
appear to be in compliance with the company’s standards for development of policies and 
procedures. Audit staff recognizes that the company will continue to update and develop 
policies and procedures in the future, as specific events trigger the need for them. 

2.2.3 OVERIIOHT AND MANAOEMENT POLICIES AND PRDCEDUREB FOR 

C 0 NTRAOTO RE U N c H AN R ED 

As the partial suspension period continues for the Levy project, there was limited 
contractor activity for both generation and transmission. The company is meeting on a quarterly 
basis with the EPC Consortium, and weekly phone calls with the Joint Venture Team (Sargent & 
Lundy, Worley Parsons, and CH2M Hill) to review and discuss the work supporting the COLA 
and Site Certification Application (SCA) projects. 

The company‘s oversight and management plan for contractors did not change in 2010, 
but PEF has implemented several enhancements to continuously improve the oversight and 
management of contractors for the Levy Nuclear Project. Enhancements implemented in 2010 
include: 

‘’ PEF Responaa to Data Request 1 11 Supplemental, BATES 000007 
PEF Response to Data Request 1 11 Supplemental, BATES 00001 1 *‘ PEF Response to Staff Data Request 1 la, BATES OW023 

a PEF Response to Staff Data Request 1 128, BATES O O O M 6  
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+ Issued new procedures Corporate Development & lmprovement Group Contract 
Change Order Management. + Ensured MCP-NGGC-0001 NGG contracting procedure compliance. + Strengthened contract language for all open JVT COLA Contract Work 
Authorizations to better define the change order process in the contract. + Updated the EPC Change Order review and approval process. + Implemented changes for safety related contracts. + Improved process for records management per procedural requirements. + Completed an audit in January 2010 of EPC Monthly Invoice # 927917-R8-00361. + Completed an audit of the JVT Invoice Process in December 2010. + Developed a formal vendor invoice audit schedule process for 201 1 ?7 

Audit staff reviewed these enhancements, including the completed final audit report of 
the EPC monthly invoices, the JVT invoice audit test plan, and the proposed vendor invoice 
audit schedule. Audit staff believes that these enhancements will strengthen internal controls. 

2.2.4 RImK AI)SEI IMLNT AND MITIOATION EXECUTED 
PEF has stated that it is too early to assess the impact that the recent events in Japan 

may have, but believes that these events will result in a review of regulatory and design 
requirements which could impact APIOOO Design Certification or COLA schedules. In addition, 
these events have raised public concerns regarding nuclear plant safety which could reduce 
public support for new nuclear, introduce new challenges to COLA approval, increase the risk 
premium for financing, or reduce interest in joint ownership. These items will be updated once 
these risks become further defined." The current Levy COLA Post Mitigation Risk Matrix, dated 
April 15, 201 1, is shown in APPENDIX A. In addition, the current Levy Non-COLA Near-Term 
Post Mitigation Risk Matrix, dated April 1, 201 1, is shown in APPENDIX B. 

PROJECT ENTCRPRlCrE RISK= 
The company explained in its May 201 0 filings that its risk mitigation on the Levy Nuclear 

Project (LNP) included continuous monitoring of the project enterprise risks for trends indicating 
fundamental changes that may further impact the Levy project schedule or costs. The company 
reports that these risks include, but are not limited to: 

Ongoing regulatory reviews by the NRC of the Levy COLA 
The progress of the Reference COLA (R-COLA) at Vogtle 
The progress of other proposed APIOOO plants 
The completion of the APIOOO Design Certification Document (DCD) 
Natural gas price declines 
The potential for carbon legislation or regulation at either the state or federal level 
Economic condition fluctuations 
Stock market reactions 

The company states that all of these risks are being considered, evaluated and 
monitored for any potential impacts to the LNP schedule andlor costs. Additionally, PEF 
continues to monitor joint ownership opportunities as a further risk mitigation strategy." 

PEF Response to Staff Data Request 1.29, BATES OOW49. 
PEF Response to W D a t a  Request 3.3. BATES 000007. 
PEF Response to Staff Data Request 1.7. BATES 000013. 10 
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PROORAMMATID ENTCRPRl5E RlIKE 
On March 29, 2011, a presentation was made by Levy management to the Senior 

Management Committee regarding the latest revision to the Integrated Project Plan. During the 
presentation, Levy management reported "Programmatic Enterprise Risks " Management 
reported that these risks generally outside the control of the company and can affect the ability 
to proceed with the LNP project. LNP management considered these risks in its qualitative 
analysis of the feasibility of completing the LNP and reported that the company does not believe 
that shins in trends of these risks represent a fundamental change that prevents the company 
from completing the LNP. Additionally, LNP management reported that the risk events 
demonstrate that the LNP should proceed at a slower pace with a narrower scope of near-term 
work. Currently, these risks and the company's qualitative ranking of trends for these risks 
shown in EXHIBIT 8. Audit staff recognizes that these risks are outside the control of the 
company and could affect the ability of the company to continue towards completion of the Levy 
Nuclear Project. 

Economy 
Load Gmwth 
Customer Impact 
Carbon Legislation 
Fuel Prices 
Accass to Capital (rewed to potential merger) 
Political I Federal Support 

PEF LEVY NUCLEAR P R O ~ E C T  
PROGRAMMATIC ENTERPRISE RISKS 

MARCH 2 0 1  1 

Neutral 
Neutral 
Slight Favcfable Trend 
Unfavorable Trend 
Unfavorable Trend 
Favorable Trend 
Neutral 

FLAIIDILITY 

One aspect of the feasibility assessment for the Levy Nuclear Project is a life-cycle net 
present worth assessment (also known as cumulative present value of revenue requirements, or 
CPVRR). PEF updated its CWRR assessment based on the company's current forecasts for 
submission in this year's filing. PEF states that the results of the updated CPVRR assessment 
indicate that the plan is favorable in more cases than not. This indicator is one of many 
reviewed in consideration of the ongoing project feasibility; PEF had not updated the CPVRR at 
the time of the March 2011 update to the Integrated Project Plan, but stated in the plan that 
these updates would be made available in the 2011 filing. PEF believes that based on the 
CPVRR assessment and other qualitative factors set forth in their May 1, 201 1, NCRC filing, the 
Levy Nuclear Project continues to be a viable generation option?' 

2.2.5 C H A N o E I  TO MANAQEMENT OVERIlQHT AND 8TAFFlNO LIMITED 
The department structure for the Levy Nuclear Project is essentially the same structure 

as audit staff previously reported in its June 2010 review. The LNP remains under the 
Corporate Development & Improvement Group (CDIG). Management of the LNP continues 
under the Vice President, New Generation Programs and Projects. Administrative oversight of 

May 1, 201 1 Testimony of PEF Wtnesa Elnltsky. Docket 110009-El 
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the LNP continues under the Senior Vice President, Corporate Development & Improvement 
Group (CDIG). 

During 2011, with the continued partial suspension period, the company does not 
anticipate additional staffing. Some individuals providing support for the Levy Transmission 
work have been reassigned during the partial suspension period. Other positions within New 
Generation Programs and Projects have also been reassigned based on the priority of the work 
during the limited work schedule. Additionally, certain positions providing support within the 
CDIG Business Services have been reassigned or eliminated.” In late 2012, the company 
states it will begin recruiting for nuclear operators in preparation for 2013 staffing.= 

2.2.6 INTERNAL AND EXTERNAL AUDIT0 AND rJUALlTY AOOEEIEIMENTE 
COMPLETED IN 201 0 

Progress Energy’s Audit Services Department (ASD) completed one audit in March 2010 
titled Florida Nuclear Plant Cost Recovery Rule Compliance Monitoring Review. This audit 
reviewed compliance with the Nuclear Plant Cost Recovery Rule for true-up filings made in 
2010 for the year 2009 related to the CR3 Uprate Project and the Levy Nuclear Project. The 
Audti Sem’ces Department concluded that overall compliance with the Florida Nuclear Plant 
Cost Recovery Rule for the 2010 true-up filings was effective. The audit report contained no 
observations or recommendations and required no corrective action.33 

The original 2010 audit plan also included a constructionlproject management audit of 
the Levy Nuclear Plant; however, due to other emergent corporate issues and relative risks, this 
audit was deferred until 201 1 .34 When audit staff inquired about the emergent issues and 
relative risks, PEF replied that there was a greater need for these audit resources at another 
Progress Energy generation plant located outside of Florida. This audit was completed in May 
201 1 and the overall opinion of the ASD was that the Levy Nuclear Plant audit was effective. 
Two observations with recommendations were included in the report. In addition to this audit, 
the ASD also planned to conduct a Florida Nuclear Plant Cost Recovery Compliance (financial 
audit) audit in 2011. This audit was completed in March 2011, and the overall opinion of the 
ASD was effective. 

SIX QUALITY ASEIURANCE AEELEIEIMENTE AND AUDlTEI IOmULD IN 

201 0 
Progress Energy’s Nuclear Oversight Section performed a supplier audit of CH2MHILL 

to assess the proper implementation of the vendor‘s Quality Assurance Program and its 
respective implementing policies and procedures. The audit also reviewed the corrective 
actions taken in response to previous PGN audit findings from a March 2009 audit. The 
Progress’ audit team concluded based on the results of the audit, with the exception of the 
identified audit nonconformance, that CH2MHILL is effectively implementing their Quality 
Assurance Program for the PGN COLA Development Projects.35 PEF provided documentation 
that a corrective action plans were developed and implemented by the vendor. FPSC Audit 
staff reviewed this documentation and confirmed closure of the exceptions identified in the audit. 

The Nuclear Oversight Section performed an Assessment of the Nuclear Plant 
Development and Operational Readiness (now New Generation Programs and Projects 

PEF Response to Staff Data Reqwurt 1.14, BATES 00002s. 
)z PEF Response to Staff Data Request 1.16, BATES oooo32. :: PEF Response to staff Data R W U ~  1 .si, BATES ooooo~. 

Ibid. 
PEF Response to StaflData Request 1.32, BATES 000127 - 000133. 

1, 
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organization) in September 2010. The purpose of this assessment was to determine if the 
department was effectively implementing its Quality Assurance Program. The Nuclear 
Oversight Section team reported that the department was effectively executing and fulfilling their 
requirements in this area. The audit team identified one finding and four recommendations 
during the assessment; however, the finding did not require a response. The next required 
debrief date for this audit is October 4, 2011 . 36 

In addition to internal assessments, the company participated in six quality assurance 
assessments and audits jointly conducted with the industry's Nuclear Procurement Issues 
Committee (NUPIC) organization and the AP1000 Owners Group (APOG). FPSC audit staff 
reviewed these audits and does not consider the majority of the findings to have a current 
impact on the Levy project-with the exception of the issue discussed below-although the 
findings provide PEF with insight into emergent issues related to the construction of the 
AP1000. The quality assurance assessments and audits completed in 2010 are as follows: 

• 	 Southern Company Lead Limited Scope Audit of Westinghouse AP1000 Projects 
(March 1 - 5, 2010) 

• 	 NUPIC Limited Scope Audit of Shaw Stone &Webster AP1 000 Projects- Charlotte 
(June 6 -10, 2010) 

• 	 NUPIC Limited Scope Audit of Westinghouse AP1000 Projects (September 27 ­
October 1, 2010) 

• 	 APOG Surveillance of Westinghouse Actions for 
(October 4 - 7, 2010) 

As noted, the majority of the issues identified in these audits and surveillances provide 
PEF with insight into the current performance of its AP1000 vendors. However, the company 
did take action with its long lead equipment provider Westi house based on the find 
APOG's Surveillance of Actions for 

~UALITY ASSURANCE AND NUCLEAR OVERSIGHT SECTION AUDITS 

PLANNED F"OR 201 1 
The Nuclear Oversight Section has planned six quality assurance assessments and 

audits for 2011 . These assessments and audits include both internal PEF assessments and 
cooperative audits with the Nuclear Procurement Issues Committee (NUPIC) organization. 
These quality assurance assessments and audits planned for 2011 are shown in EXHIBIT 9. 

38 PEF Response to Staff Data Request 1.32, BATES 000001 - 000016. 
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-1 LEVY NUCLEAR PROJECT 
QUALITY ASSURANCE ASSESSMENTS AND AUDITS 

PLANNED FOR 201 1 

FUN aurvediances or KCL Phase 111 Testing Acwities 
NUPIC Audit of Worley Parsons 

NUPIC Audn of Sargent B Lundy LLC 
NUPIC Audit ofwestinghouse APlOOO 
Internal NOS Assessment of Nuclear Plant Development and 
Operational Readiness 

First and Second Quarter 201 1 
Second Quarter 201 1 

Second Quarter 201 1 
Third Quarter 201 1 

Septamber 26 - 29, 201 

Fourth Quarter 2011 
Soufce PEF Response to Staff Data Request I 32 

- NUPIC Audn of Shaw Nuclear Services 
EXHIBIT 9 

NRC REVIEW OF THE PEF L C W  PROdLCT 

The NRC performed a Quality Assurance Inspection of New Generation Programs and 
Projects during the week of April 12, 2010. No violations or findings were identified during this 
inspection." Audit staff reviewed the final NRC Report provided by PEF and confirmed that 
there were no violations or findings. 

LEVY - 
2.3.1 CHANOCI TO CONTRAOTe AND CONTRACT MANAOEMENT 

During 2010, PEF modified 24 procedures that deal with contractor selection and 
management. These procedures cover the areas of contractor compliance, procurement and 
payment approvals, materials controls, nuclear generation group support, records and 
document controls, and contractor safety.38 

PEF issued no RFPs for contracts in excess of $100,000 since the last audit staff report 
in 2010. PEF provided work authorizations, change orders, and impact evaluations on all 
contracts previously examined in audit staffs 2008, 2009, and 2010 reviews. PEF also provided 
the contracts and contract addenda for materials and/or services valued greater than $100,000 
that have been executed or updated since the last review.'* A list of these contracts (excluding 
2010 EPC contract activity) is found in EXHIBIT IO. Contracts that exceed two million dollars of 
new activity are discussed in more detail below. 

During late 2009 and early 2010, PEF entered into two Contracts for Sale and Purchase 
of Real Estate with American Government Services. The first contract was for three parcels of 
land in Levy County, identified as lots 6, 7 and 8 of the Ruby Subdivision. The total purchase 
price of this property was -. The second contract was for a roximately 197 acres near 
U.S. Highway 19 in Levy County with a purchase price of *d which sum was 
calculated at = per acre, with the final acreage calculatioi h in the purchaser's 
survey. 

" PEF Response to Staft Data Request 1.31, BATES 000053. 
PEF Response to Stafl Data Requeat 1.28. BATES 000048. 
PEF Response to Staft Data Request 1 24, BATES 000043. a0 
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PEF amended its Joint Venture Team contract for additional work identified for the 
COLA review. These amendments were prepared to (1) incorporate the Levy Roller Compacted 
Concrete (RCC) and Bedding Mix Design work, (2) change the ending date of the Work 
Authorization, and (3) support Levy Nuclear Plant's Combined Operating License Application 
(COLA) review and approval process. Each of these changes was documented on a change 
order (Joint Venture lmpad Evaluation) form. This form was used to document the proposed 
change, the required reviews, and ultimate disposition of the requested change. These Impact 
Evaluations were incorporated as attachments to the contract amendments. 

During 2010, PEF entered into an agreement with the State of Florida for the land 
easement at the barge slip near the Levy construction site. This easement allows PEF to 
construct, operate, and maintain a vehicular access bridge and a utility bridge between two 
parcels of land. One parcel will provide the barge slip and equipment staging area during 
cons'-' .A ion. 

I LEVY NUCLEAR PROJECT ECltd~TRACTS 

DREATER THAN $ lOO,ODO EXECUTEd D U R I N ~  20 1 0 

American 
Government 

Services 

Assodates 

Joint Venture 
Team (JVr) 

Joint Venture 
Team (JVr) 

Energy 
Development 

Energy 
Development 

EXH l BIT 

Specific Scope 
Contract 
Activity 
for 20"" 
($000 

LNP Site Soil Structure Interaction Analysis - response to 
NRC letter #085 

I O  Sourn: PEF Response lo Staff Date Request 1.24 

~ 
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2.3.2 EVALUATION OF CONTRACT INVOlCLCl 

In testing PEF compliance with published procedures, audit staff reviewed invoices and 
supporting documentation of LNP Westinghouse/Shaw, Stone & Webster, and the Joint Venture 
Team contracts to determine whether PEF followed its policies and procedures with respect to 
the processing of these invoices. Audit staff reviewed all approved 2010 Joint Venture Team 
contract work authorizations, amendments, and associated change orders. Audit staff was 
provided the JVT Invoice Review Steps document, JVT Labor Hours Analysis, and the Contract 
Invoice Processing Guidelines document. 

Audit staff reviewed four Westinghouse invoices and four Shaw .~+nnn a lA'-h-+er 

I u ~  JUU tItI=- tilai did not appear on EPC contract and removed cenain vendor travel 
reimbursements items that were not authorized. Audit staff verified that the amounts verified by 
the analyst were accurate and that the analyst used the appropriate EPC contract exhibit to 
veri@ the accuracy of the amounts. Additionally, audit staff confirmed management approvals 
of each invoice. 

I 

I 

In addition, audit staff reviewed four invoices for the long-lead m. Audit staff verified two contract milestone dates and payments an- ..le 
invoice amounts agreed with the amounts outlined in the EPC contract payment schedule. 

and verified the I 
exhibits. Audit stall UIU llut IIIIU ally I I I J L ~ I I ~ +  wrlere riF 

failed to follow existing procedures with respect to the sampled invoices. 



Docket No. 110009-E1 
Review of Project Management Intend Controls 

Exhibit CC-1, Page 29 of 48 

3.0 CRYSTAL RIVER 3 EXTENDED POWER UPRATE 
PROJECT 

In its order for Docket No. 100009-EI, the Commission made the decision to defer 
several issues until the current year Nuclear Cost Recovery Clause cycle. Audit staff continued 
to monitor and evaluate these issues during this review and gathered additional information to 
assess the effectiveness of the project management oversight in these areas. The following 
section includes a more detailed analysis of these deferred issues beyond that provided in the 
2010 Review of the PEF's Project Management lnternal Controls for Nuclear Plant Uprate and 
Construction Projects. 

3 . 1 . 1  LICENSE AMENDMENT REQUEmT APPLICATION DRAIT  DID NOT 
MEET COMPANY EXPCCTATIONB 

To operate the unit at the higher output rate to be achieved by the EPU project, the 
company must submit and receive approval of a License Amendment Request (LAR) to the 
NRC asking for an amendment to its current operating license. As described in audit staffs 
2010 Review of PEPS Project Management internal Controls for Nuclear Plant Uprate and 
Construdion Projects, it was the company's original intent to submit the LAR application in 
September 2009. The company contracted with AREVA to complete the majority of its LAR with 
support and assistance from an internal team. 

During Docket No. 1 00009-El, discussion occurred concerning the company's LAR 
application preparation process and the review performed by the "expert panel" that identified 
deficiencies in the June 2009 LAR draft document. The panel concluded that the EPU draff 
would not pass the NRC acceptance review and that the company could not meet its fall 2009 
submittal timeline. 

After discussions with members of the LAR application preparation team and two 
members of the Expert Panel review board, audit staff believes that the company did not 
effectively manage the initial application development. Audit staff believes the management 
issue is reflected in the company's performance evaluations of certain IAR team members. 
Specifically, the company stated in one evaluation that the associate failed in "delivering a high 
quality EPU LAR on schedule due to issues associated with poor quality and lack of details." 
The evaluation goes on to state that "The Licensing review of the AREVA drafts was ineffective. 
At least some of the subsequently identified deficiencies could and should have been identified 
during that revie~."~' 

The company acknowledged that a factor leading to the poor quality issue was the lack 
of a project management oversight structure. In addition to the LAR management team, audit 
staff interviewed members of the LAR application team. In describing the pre-review LAR 
approach, audit staff determined that there was not a structured, oversight process assigning 
accountability to team members and managers for the quality of the work product. Also, the 
project lacked a structured workflow schedule. Audit staff believes this lack of project 
management structure contributed to the quality issues identified by the expert panel. 

PEF Response to Staff Data Request CR3 1.6s Bates 000326. 
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Audit staff interviewed the two Progress Energy associates who participated on the 
Expert Panel to gain an understanding of the teams' charge and approach to reviewing the LAR 
application. These internal Progress Energy participants have extensive knowledge from their 
work experience in nuclear operations and plant licensing both with Progress and other 
organizations. In addition to the lack of quality content, both members stated that the panel's 
observation that sections of the single, non-proprietary version lacked sufficient data 
significantly impacted the need to restructure the report. One panel member stated that it was 
his opinion that the company and AREVA "got off on the wrong path" by choosing to limit 
specific technical details in the application. The other panel member stated that while NRC 
expectations were changing during this timeframe, it was his opinion that the initial LAR 
application prepared by PEF and AREVA contained less technical information than the Ginna 
LAR application-which PEF was using as its model. One panel member stated that while the 
CR3 LAR application management team did have previous NRC application experience, in his 
opinion this experience was "dated" for the current NRC standards. 

The company acknowledged in its August 3, 2010, Rebuttal Testimony of Jon Franke in 
Docket No. 100009-El that although management and quality issues were associated with the 
LAR draft and AREVAs contributions, the vendor resolved all errors at no cost to the company. 
While audit staff confirms that AREVA did correct portions of its work product at no cost, the 
company re-structured its application format to incorporate the recommendations of the panel 
and post-review LAR Recovery team. This effort required additional in-house and venAn'w-'k- 

was issued to cover these efforts. 

Audit staff recognizes that during the review process the LAR application was in draft 
form. As such, it was an evolving document to which critiques and modifications would be 
expected. However, the critiques and modification identified by the Expert Review Panel, along 
with a follow-up adverse conditions review performed by Progress Energy's Manager of Nuclear 
Regulation, signal that the application restructuring and rewriting went beyond standard draft 
modifications. 

hours to compete, and an additional AREVA work authorization with a final value of I 

As stated in the work authorization, PEF contracted with AREVA to complete "CR3 EPU 
LAR Re-write Activitiesn4' for previously drafted sections of the application, including revising the 
LAR template and incorporation of VA references into the application. In total, 
this activity resulted in an additional n costs to the project43. While the company 
identified this work as additional sco ff believes that portions, if not all, of this work 
scope should have been seen as necessary in the original LAR development. Members of the 
expert panel stated that a major factor influencing the application's deficiencies was PEPS 
arrangement at the onset of the process, allowing AREVA to reduce the amount of technical 
detail in the draft application. Additionally, the panel members asserted that while the NRCs 
expectations may have evolved during this timeframe, overall, the LAR draft presented to the 
panel contained less detail than the standard suggested by the NRC-the Ginna LAR 
application. 

As a result of its assessment, audit staff believes that the - spent to re-write 
the LAR constituted the re-structuring of a poorly initiated application. Audit staff recognizes the 

" PEF Res 1188 Io Staff Data Request CR3 1.22. Bates MHMBI. 
The B derived from two Cha 

Order 23 was initiated in October 2009 forb and Change Order 23-Rev. f was initiated in January 201 0 for an additional 

"ponse to Staff OeIa Request CR3 4.2, Bates OOOOOI. 

Order3 to the AREVA contract 10~659YVorkAuthoriza~n 84. The initial Change 
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efforts the company placed in its "IAR Recovery" initiative to bring the application in line with 
the NRC's expectation. However, audit staff believes that the lack of adequate project 
management oversight during the initial application development contributed to both the 
underlying deficiencies and to the need for the additional AREVA work. This amount does not 
include any work related to n engineering or project-scope development. Therefore, 
audit staff believes that the spent was avoidable and questions its recovery through 
Docket No. 110009-El. 

3.1 .a LOW P R C I I U R C  TURDINC RCPLAGCMENT SCTTLLMENT REACHED 

In 2009, the company made the decision to defer the installation of its low pressure 
turbines from Phase II to 111 of the project. This was a result of the issues related to the 
involving the D.C. Cook plant turbine failure in 2008 and quality issues identified during the 
manufacturing of the CR3 turbines. During 2010, the company entered legal negotiations with 
Siemens to work to resolve the outstanding issues involving the turbines. As noted in the 2010 
PEF's Pmjeci Management Internal Controls for Nuclear Plant Uprate and Construction Project, 
audit staff recommended that the Commission continue to monitor these negotiations to ensure 
the company and customers were absolved of any additional costs resulting from this error. 

On June 29, 2010, PEF and Siemens signed a Letter of Intent documenting that the 
companies would enter into good faith discussion to resolve the issues involving the 
manufacture and ins&llation o f 3 e  twvo LPTs. During the negotiation process, Siemens agreed 

:nt. I 
.,. -.. 

failure, with some offset due to PEFs decision to shift the installation of the turbines from Phase 
I1 until Phase 111. PEF made the decision to delay the turbine installation because of the Droduct 

from the original contract amount 
After final negotiation, the company agreed to a new cost for the LPT of 

This amount is an increase of 
However after 
-, -cont'increase of 
settlement terms include the following to be provided by Siemens: 

, the final PEF price is 
for PEF. The principal 
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The settlement terms increased the original contract sco e to include an additional = = in engineering, testing, and monitoring work and p in technical support. 
Specifically, the additional work scope includes: 

Audit staff verified the inclusion of this additional scope in the revised contract. The detail 
requirements are included in Attachment H of the Work Authorization 50 to the contract. This 
document outlines the specific testing requirements and quality assurance monitoring for the 
performance testing and installation of the turbines. 

While PEF increased its costs for the LPTs, the company believes that it received 
favorable concessions and commitments from Siemens during the process. In addition to the 

PEF believes that Siemens contributed additional commitments totaling 
the contract. PEF breaks down this estimate as: 

+ Equipment Assurance (third-party issuance) + Additional Warranties + Additional Engineering and Services 

Audit staff notes that the costs borne by Siemens for these commitments are not disclosed in 
the final contract amendment. Rather, these amounts are what PEF states it would expect to 
pay if these services were negotiated by the parties. 

Audit staff obtained the basis for PEF cost estimates for these concessions. Specifically, 
PEF contract negotiators stated that for the Equipment Assurance concessions, the company 
participated in discussions with the eventual insurance provider; includinn +ha inaid enst 
estimates for the service. PEF used these discussions as its basis for thc 

amount used the known amount the vendor charges for an extended warranty on comparable 
turbines. For the Engineering and Services category, the company used its contract negotiation 
experience to estimate the costs. Because of the number and type of services being provided 
under this grouping, PEF was not as precise with this estimate. Auda staff believes that these 
estimates, if accurately valued, demonstrate an increase in the overall contract value. 

estimate. Likewise for the additional warranties, PEF developed the d 

PEF management states that the settlement with Siemens represents "a favorable 
resolution of the outstanding issues . . . and in a number of respects, PEF has obtained more 
favorable terms and conditions than in its original ~ontract."~' In the end, PEF was willing to 
increase the overall contract terms to obtain additional assurances and quality monitoring of the 
turbines through installation and operations. 

PEF Response to Staff Data Request ORlCR3-19 Bates 000006. 

CRYSTAL RIVER S LPU PROJSCT 26 



Docket No. 110009-E1 
Review ofProject Management l u t e d  Controls 

Exhibit CC-I, Page 33 of48 

Audit staff agrees that the revised contract provides additional safeguards that will 
benefit the company in the event of a turbine malfunction. The additions in scope provide an 
added layer of assurance that the turbines meet PEFs quality standards and will allow for 
additional oversight during its operation. When considering Siemens' concessions, PEF 
appears to have obtained compensation for Siemens' manufacturing quality issues. 

~~ 

April 2012- 
October 2012 

December 2012 

January 2013 
April 2013 

3.2.1 REFUEL IN^ 1 6  PUTAOE TlMLLlNC EXTENDS TO 2 0 1  1 
The continued Refueling 16 outage extension shifted the final EPU project construction 

from the original 2011 timeline until spring 2013. The current 2013 schedule was established 
with the expectation that the unit would return to service from the current extended outage 
during spring 2011. The project team developed a detailed project timeline based on this 
anticipated date. As such, the company is continuing to finalize its engineering modification 
plans and long-lead contracts to support this construction date. 

Under the current schedule, audit staff verified that the company is following its process 
and policies for developing and implementing the final stage of the project. The company has 
implemented a process to assign required tasks to project management personnel and to 
monitor the status of the project development through its management reporting process. 
EXHIBIT 11 outlines the current Phase 111 pre-construction schedule and milestones. 

~~ ~ 

One-year out Readiness Review 
Si-month out Readiness Review 
Work order packages reviewed with Contractor 
for constNctability 
All materials on-site 
50-day Gonshuction outage 

EPU PROdECT PHASE , I  I I 
PREPARATION SCHEDULE MILESTONES 

The project team is operating under a level two schedule for monitoring and tracking the 
progress of the Phase 111 engineering designs. Under this schedule, the project team monitors 
the weekly status of each Engineering Change through its Schedule Performance Indicators. 
Audii staff obtained and reviewed these schedules and verified that the project team is 
monitoring the status accordingly. Audit staff believes that the company has developed a 
schedule that incorporates the necessary milestones to meet the current construction timeline. 

Audit staff observed that in the first quarter 2011, the project Schedule Performance 
Indicators were trending behind projections. The Project Manager stated that because of the 
evolution of the engineering design, it is more difficult to assign a schedule baseline for 
engineering development. To address this issue, the company is in the process of developing 
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corporate procedures to assist in developing engineering Schedule Performance Indicators. 
overall, the Project Manager states that the project is still on task with the Level 11 schedule with 
no known issues that could prevent the team from obtaining the current schedule (outside of the 
Refueling 16 extended outage.). Audit staff believes that continual monitoring of these 
indicators is necessary through the remainder of 201 1 to verify the company is maintaining its 
projected construction timeline. 

IMPACT OF MARCZH 201 1 DELAMINATION EVCNT UNKNOWN 

In March 201 1, the company identified an additional delamination issue with the CR3 
containment structure. As of the publication of this review, the company has not completed 
evaluation of this event nor its impact on the unit returning to service. EPU project management 
states that until this impact is known, the company is operating under the expectation that the 
spring 2013 projed completion date is still obtainable. Senior management has directed the 
EPU project team to continue with business-as-usual during the delamination assessment 
period, with the caveat that the project team should avoid overtime, limit all expenditures and 
service agreements, and limit new contracts until directed by senior management. 

Audit staff can not speculate as to the impact of this event on the overall EPU schedule 
timeline. However, using the first delamination repair as a baseline, a strong possibility exists 
that this event will further delay the completion of the EPU project. If the company continues 
with the expectation of completing construction during the next refueling outage, the overall 
timeline may shift as the current outage extends past spring 2011. The company anticipates 
scheduling the next outage 18 to 24 months after the unit returns to service. While the company 
is evaluating all plant options, management is evaluating the option of moving some, or all, 
Phase 111 work into the current outage. The company will not make this decision until 
completing its assessment of the impact of the second delamination event on the current outage 
timeline. The company expects to complete the initial assessment by July 2011. If the 
company is able to finalize this assessment by this date, the Commission may have a greater 
understanding of the impact of the event during the Docket No. 110009-EI hearing. 

3-2.2 LloENBC AMENDMENT Rcqurcrs COMPLCTLD AND AWAITINM 
SUBMITTAL 

As of April 2011, the company has not submitted its LAR to the NRC for review. The 
company has completed the majority of the necessary rework identied in the Expert Panel. As 
discussed during the Docket No. 100009-El, the company made the decision to delay 
submitting the application due to the schedule shift for Phase 111. This delay also allowed the 
company to address an additional issue raised by the NRC. The company has stated 
throughout this process that the NRC timeline for application acceptance to approval should be 
12 to 14 months. With the current Phase 111 construction scheduled for spring 2013, the 
company believes that its June 201 1 submittal date will provide adequate time to receive the 
approval prior to finishing the project. 

On April 21, 201 1, the NRC held a public meeting with PEF to discuss the pending LAR 
submittal. During this meeting NRC staff confirmed that its LAR review schedule could be up to 
24 months, although PEF has always asserted that the review process could take 12 to 14 
months to complete. PEF questioned the timeline at this meeting and the NRC cited the fact 
that the CR3 unit being the first EPU request for this particular Babcock 8 Wilcox model plant as 
the reason. Audit staff notes that i f  NRC review requires the full 24 months, under the current 
submittal timeline and construction schedule, the company will not obtain its license until several 
months after completing the EPU construction. If this occurs, the company will not be able to 
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operate the onit at the new output during the gap between COnStWctlOn and the License 
issuance. 

3.2.3 INCREAUC IN EPU PROdLCT SPOPE IDENTIFIED FOR PHASE 111 

CONSTRUCTION 

The project management engineering team spent the majority of 2010 developing the 
final engineering scope for Phase 111 of the EPU project. During this analysis and development, 
the project team determined that additional work was necessary to complete the uprate as 
envisioned. Project management explained that because the majority of Phase 111 engineering 
development was scheduled to follow the completion of Phase II construction, the Company 
could not anticipate the specific modifications and additions necessary to finalize the 
construction project. 

The company asserts that each scope modification or addition was necessary to 
complete the full project design or confirm the safety requirements of the NRC. The project 
team states that no modification or addition was a result of a correction to a previous design or 
construction issue. Rather, each scope modification or scope addition was a result of an open 
safety or performance issue identified during the engineering development process. For each 
open issue, the project team evaluated the impact using different scenarios for resolution. 
When applicable, the company evaluated each potential resolution and presented management 
with these options and the most appropriate resolution. 

Audit staff reviewed the external assessment and internal management reports detailing 
the scope additions and the analysis used by the company to determine its course of action. 
These reports confirmed the need for the scope addition and the options reviewed by the 
engineering team Audit staff confirmed that the project team followed PEF procedures in 
developing and approving the scope changes. 

3.2.4 PROJECT GOmT INCREASE EXPECTED WITH THE lSSUANCL OF 

REVI~ED INTEORATED PROJLCT PLAN 
With the uncertainty created by the second delamination event on the project schedule, 

the company has delayed issuance of its 201 1 revised Integrated Project Plan. This revision 
will detail the cost impact of the Phase 111 scope additions on the overall project. The project 
team completed the revision and was scheduled to go before the Senior Management 
Committee on March 29, 201 1 ,  for approval. However, senior management deferred this 
meeting until the after the completion of the second delamination assessment. Although 
delayed, the company did provide audit staff with a summary of the Integrated Project Plan 
revision, including the project scope changes and the resulting impact on the schedule and 
project costs. 

With the additional scope changes identified for Phase 111 work, the cornyany anticipates 
an increase in project costs of $137.6 million financial view ($124.8 direct view ). This amount 
bnng the current financial view estimated total project cost to $617 million, a 28.7 percent 
increase over the May 2010 total and a 34 percent increase over the original January 2008 
estimate. EXHIBIT 3 details the project costs impacts for each Integrated Project Plan since its 
inception in 2008. 

The 2011 summary Integrated Project Plan breaks down the additional $124.8 million 
(direct view) by activity. The largest portions of the scope addition are associated with 

A Direct view cost estimate i l  the p r o m  cost. excluding total burdens and allocations. .? 
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additional engineering cost and the required construction costs. EXHIBIT 12 details this Phase 
111 cost increase by activity. 

The company provided a detail cost analysis for the components within the project 
scope. This analysis included the previous 2010 estimates and the current 201 1 revised costs, 
itemized by its engineering, project management, and procurement portions. Auda staff was 
able to confirm these totals. 

For the construction estimate, PEF contracted with an outside vendor to conduct a 
Rough Order of Magnitude evaluation and estimate for the Phase 111 construction scope. This 
vendor studied the proposed engineering scope to determine an appropriate installation 
approach for the final phase of construction. The company used this study for its new baseline 
cost estimate for its construction cost. 

Engineering I 
Procurement I 
Construction I 

I 

I EPU PRP.IECT PFA I I  C O S T  INCREASE B Y  PROJECT A R E A  

(DIRECT VIEW) 

- - 
E 
- 
BIT l a  st  1.17 

G O I T  E6GAUTION BINGE PRPJCGT INCCPTION 

The project team presented its original project cost estimates to senior management in 
its 2006 initial Business Analysis Plan. This document summarized the original capital cost 
estimates, key assumptions and key risks, the company's economic analysis, and the original 
project feasibility study. The project management team points out that, at the 2006 evaluation, 
the company had evaluated less than 10 percent of the Phase 111 engineering work. EXHIBIT 5 
highlights the cost estimates over time. 

In the original 2006 evaluation, the company estimated the project cost to be $427.2 
million. This figure includes $89 million in anticipated transmission costs, $88 million in water 
cooling costs, and $250 million in plant costs. In its evaluation, the company used a 10 percent 
contingency in assessing the "worst case scenario" for the cost of the project. The company 
established the 10 percent contingency with the understanding that the vast majority of the 
Phase 111 engineering analysis was incomplete. Additionally, the project team notes that in 
2006, there was uncertainty in the need for the planned transmission and water cooling work, 
and that the costs associated with these items, if not needed, could provide additional 
contingency. The company used the unnecessary transmission costs to offset the increase in 
Phase II costs. 

In July 2009, the company developed a procedure on Project Cost and Financial 
Management, which, among other points, establishes the parameters cost estimates and 
contingency percentages. This procedure was revised and implemented in 2010. This 
procedure references the Association for the Advancernenf of Cosf Engineers standard for 
incorporating project estimates and contingency parameters based on the amount of 

i 
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engineering work remaining to finalize the project. In accordance with the Project Management 
Sody of Knowledge, the procedures define the parameters of contingency to include funds 
"added to the base cost of the project to cover estimate uncertainty and Risk."48 This would not 
include any changes or additions to the project scope. 

As of the 2011 draft Integrated Project Plan, project management states that 
approximately 50 percent of the Phase 111 engineering design is still outstanding. Under the new 
procedures, the company should anticipate that its accuracy rate of to be within 15 percent 
below to 20 percent over the estimate. Audit staff also recognizes that with approximately 50 
percent of the engineering work still outstanding for Phase 111, the overall cost estimates could 
continue to increase during the remaining planning phase. 

3.Z.5 DlSPHAROlE COOLINO TOWER PROJLUT SUSPENDED 

The company has made the decision to suspend the new Crystal River Energy Complex 
cooling tower project. This project involved the construction of a new supplemental cooling 
tower to accommodate the increased discharge water temperature resulting from the uprate 
The company states that the suspension was based on: 

. . . the return to service dates for Crystal River Unit 3, under EPU conditions, 
being moved out and the subsequent need for the new cooling tower to be in 
service delayed. In addition, the U.S. Environmental Protection Agency (EPA) 
was preparing to issue new regulations that could impact the way the cooling 
systems and other operations of generating units at Crystal River Energy 
Complex could be managed Since there was a delay in the need for the new 
tower the project was suspended to allow time to evaluate the proposed rules." 

The project team reported in a March 2011 management report that analysis is being 
conducted on the impact of the proposed regulation on the CR3 fossil generating units, and the 
resulting impact to the overall discharge canal tempwat~re.~' The team anticipates that this 
review will be completed and resented to senior management in August 201 1. The company 
has currently committed & in total EPU expenditures toward the constructfon on the 
discharge project 

3.3.1 GHANOL6 TO PROJLDT CONTROL% R I ~ K  AND MANAOEMLNT 
OVLRBIOHT DURINQ 20 1 0 

The company continues to evaluate its processes, policies, and procedures for major 
project and EPU specific operations. During 2010, the company implemented both new project 
management procedures and revisions and updates to many of project management and EPU 
specific guidance procedures. The company modified certain corporate procedures, including 
the areas of: 

Project cost and financial management 
Project risk management 
Project management training development 
Corporate contractor processing 

a PEF RuipOnW to Staff Data Request DRBCRJ-2 Bates OOWC4. 
PEF Response to Staff Oata Request 2.7 
PEF Resp0m.s to Staff Data Request 1 CR3.14SZ Betea 000877 
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For specific Nuclear and EPU procedures and guidance documents, the company made 
revisions in the areas of: 

+ + CR3 calculation recovery process + Engineering change development 

NGG contract initiation, development, and administration 

The Engineering Change Development Guidance strengthens the process for 
developing and managing the engineering modifications and changes for the project. The 
company developed these changes using experience gained during the Phase II process. Audit 
staff obtained copies of these procedures and reviewed the documents. Audit staff believes the 
documents are consistent with the standards of the company and provide additional guidance to 
the project and further strengthen the internal controls. 

MANAOEMCNT CHANOE. IMPLEMENTED 
The company made changes to the EPU project management team during 2010. 

Specifically, the company replaced the Manager-Major Projects of the EPU and the Project 
Controls Manager. In 2009 and 2010, the company employed a contractor to serve as the 
Manager-Major Projects of the EPU project. This contractor managed the implementation of the 
Phase II construction. At the end of 2010, this contract was not renewed, and the company 
promoted the Assistant Project Manager as the new EPU Manager-Major Projects. This 
represents the third general manager over the EPU project. The new EPU Manager-Major 
Projects previously served as a construction superintendent for the EPU Phase II construction 
and is familiar with the overall project design and scope. 

The longtime Project Controls manager accepted a position within the company’s 
Nuclear Oversight Section at one of Progress Energy Carolina’s nuclear units. The Project 
Controls Scheduling Supervisor was promoted to Project Controls Manager in spring 201 l.and 
has been a member of the project controls team throughout the project. 

Additionally, during the extended Refueling 16 outage, the EPU project team at times 
shifted its resources from EPU efforts to support the operational efforts related to the 
containment structure repairs. With the shR in EPU construction from 2011 to 2013, the EPU 
project required fewer resources while additional operational resources were needed to assist in 
the delamination repair efforts. 

INTCORATCD PROJCOT PLAN RCVIWON DELAYED 
As discussed in Section 3.2.3, the company delayed the planned updating of its 

Integrated Project Plan for the final phase of construction. According to company procedures, a 
revision to the Integrated Project Plan is necessary at each major milestone or when scope, 
cost, or schedule changes exceed the established threshold. After completing necessary Phase 
111 engineering scope evaluations, the project management team initiated the process to update 
its Integrated Project Plan to reflect the new cost estimate, in accordance with its internal 
procedures. This process was suspended after the discovery of the additional delamination 
condition at CR3. Because this discovery could create additional delays to the EPU timeline or 
impact the overall viability of the EPU project, the company chose to defer finalizing the 
Integrated Project Plan until more is known about the return to service of CR3. Audit staff 
believes that this approach is reasonable, given the uncertainties impacting the CR3 plant. 
However, management should continue the approval process once a decision is made 
concerning the unit‘s future. 
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RIOK EVALUATION PERFORMED 

The company has maintained its ongoing risk evaluation process throughout 2010 and 
201 1. This process and assessment continues to evolve as the project moves toward Phase 111 
implementation. Audit staff reviewed the risk matrices throughout the audit process and 
obtained snapshots of the risk matrices at several intervals throughout the audit timeline. As of 
late April 201 1, the project team tracked 19 open risk items. Of these, PEF categorized 18 as 
low probability and low impact, with one highlighted as a moderate probability and moderate 
impact. 

The sole moderate impact risk relates to the issuance of the EPU Safety Evaluation 
Report (SER), the ultimate project of the LAR process, by the NRC. This report is necessary for 
the plant to operate at the increased 180 W e ,  once the project construction is complete. The 
identified risk is that the NRC may not issue this report prior to the completion of the work. The 
company recognizes that this delay would create a financial impact on the overall project. Audit 
staff verified that the company has a mitigationlaction plan in place to track and monitor the risk. 
Additionally, the company noted in its late 2010 and early 2011 risk assessment the moderate 
possibility of additional cost increases related to the Phase 111 engineering costs. This risk was 
removed with the incorporation of these costs in the March 201 1 Integrated Project Plan draft. 

Audit staff verified that the company evaluates the project risk on a continuing basis. In 
accordance with company procedures, the EPU project team develops and monitors issues that 
can impact the overall viability of the project, specifically in the impact areas of cost and 
schedule. The project team provides updated risk assessments to management through 
periodic reports. Audit staff obtained copies of the company's management reports for 2010 
and verified the inclusion of risk related issues. Additionally, the company incorporates its risk 
concerns within its senior management approved Integrated Project Plan. 

Audit staff notes that as the final project phase moves toward construction, a continued 
focus on identifying and mitigating all project risks will be essential to ensuring a successful 
implementation with minimal project interruptions or cost overruns. 

3.Z.2 LlMlTCD INTCRNAL A U P I T I  AND 4UALlTY Am.CI.MCNTI 
PCRFORMCD IN 2 0 1  0 

The company originally scheduled two EPU related internal audits for the 2010 cycle: 
the annual Florida plant Cost Recovery audit and the Construction/Projed Management Crystar 
River 3 Extended Power Uprate audit. The company completed the Cost Recovery audit in 
2010, but chose to defer the ConstructionlProject Management audit based on the delay to the 
construction schedule created by the extended Refueling 16 outage and the audit risk priority. 
The company has rescheduled this audit for mid-201 1. In addition, the company scheduled a 
Florida Nuclear Plant Cost Recovery financial audit for the 201 1 cycle. 

As with Internal Audits, the company did not perform any formal Nuclear Oversight 
Section reviews or assessment reviews since audit staffs 2010 Review of PEPS Project 
Management Internal Controls Review. The company cites the shift in schedule and lack of 
construction activities as the basis. The Nuclear Oversight Section anticipates performing a 
Nuclear Upgrades multi-site assessment during 2011 that will include the CR3 EPU project 
within its scope. 
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3.4.1 C H A N o L l  AND ADDITION= MADL TD CONTRACT8 AND 
CONTRACT MANAoEMCNT 

During 2010, the company initiated many of the contracts for the long-lead components 
within the Phase 111 EPU work scope. Due to the delivery time, these items must be contracted 
for well before the actual construction timeline. EXHIBIT 13 lists the contracts initiated in 2010 
for the final EPU construction phase and the total contract amount. All are listed as - 
contracts. 

EPU PROJECT CONTRACTS OVER $ 1  0 0 , O o ~  
INITIATED IN 20 1 0  

~~ 

Initiation 
Date 'ork Scope 

Condensate Pump and Motor 4/2/2010 1 c - 
Additional Condensate Pump Discharge 9~03/2010 1 I = 

I Atmosphenc Dump Valves 2/18/2010 1 I 
Small and large bore LPI valves 4/02/2010 I I I 
2 eigM inch LPI Valves (amendment) 7/08/2010 I I - 
Feedwater Pumps 2A and 28 6/10/2010 I I I 
Feedwater Pumps 1A and 1 B 3/08/2010 I I I 
Two Feedwster Heat Exchangers 5/03/2010 I I - head and proxmity Transducer system 

Soufce PEF Response to Staff Data Reguest 1 21 EXHIBIT 1 3  

EPU PROJECT WORK AUTHORIZATION AND AMENDMENTS 

INITIATED 5 2 0 1 0  

Bee.- _ _  . LLC. 

In, amendment 1 

AREVA, WA 93 
AREVA, WA 64 
Babcock 8 Wilcox Canada, 

Siemens Energy, B \ l ,b  cn 
1.- I" 

Siemens Energy, 

AREVA WA 84, 

AREVA WA 64. 

AREVA WA 93 
EXHIBIT 1 4  

- 
gand I 

design 
Incorporate the changes outlined in CO 10,30.31.33,34.35. 8 37 
Incorporate change orders 23 rev 1,25,30 and 34 
Incorporate additional EPU qualifrcatbns for the replacement 
On& Through Steam Generators 
Amendment 7, LPT rotor, blade validation, testing, installation, 
and operation 
Amendment 6. extract work authorization from Refueling 17 and 
proration of Refueling 16 and Refueling 17 installation charges 

Initial funding for fast woldown system activities 

Initial funding for ADV EC, HPI termination, and pressurizer 
level-pending further negotiations and final change order 
Facilitate replacement of feedwater heaters 2A end 28 

Source: PEF Rasponss to Staff Data Request 1.24 
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Audit staff reviewed each contract to confirm that it was executed within the company’s 
policies and procedures. In each case, it appears the company followed its process for 
implementing the procurement. Audit staff verified that each item was included in the required 
Phase 111 scope of work. 

In addition to the new contracts executed in 2010, the company initiated amendments to 
several of its existing contracts. EXHIBIT 14 lists the 2010 amendment and work authorizations 
over $100,000 that the company initiated on existing contracts. 

For each amendment, audit staff reviewed each impact evaluation and Integrated 
Change Form to confirm the company was in compliance with its project management and 
procurement procedures. The company requires that management authorize any scope or 
schedule change identified within the Integrated Change Forms. In each case, audit staff 
determined that the authorized approval was obtained for each change and that the company 
initiated these contracts in accordance with its current process and procedures. 

3.4.a TLmTINP O F  GONT-CT MANAOLMCNT TP PRPCLDURCS 
In addition to verifying the integrated change forms for each contract amendment and 

new contract, audit staff performed a sample review of the contract payment process to confirm 
compliance with company procedures Audit staff requested quarterly invoices from a sample of 
current contracts to assess the company’s compliance to its contract management policies and 
procedures. For each invoice, audit staff verified the Integrated Change Form in relation to the 
contract terms, the vendor invoice, and corresponding company payment. For each, audit staff 
verified the amounts billed to the contract amounts and confirmed that the company reviewed 
each invoice for accuracy. 

For this review, audit staff requested a sample of 2010 quarterly statements from four 
major Phase 111 components or system designs. These statements included invoices for the 
following engineering scope: 

+ Feedwater system + + Low Pressure Injection system + Atmospheric dump Valves 

Inadequate core cooling monitoring system 

While audit staff selected areas, in many cases there were multiple invoices for each system. 
After review, staff determined that the invoices were billed and processed in accordance with 
PEF procedures. Additionally, staff was able to verify that PEF employees familiar with the 
contract requirements and engineering specifications are involved in the review process. 
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4.0 CONCLUSIONS 

3JECT 

4.1 .1  PROJCDT EVENT6 AND DCVCLPPMCNTI 

PEF remains committed to bringing two new APIOOO nuclear reactor generating plants 
into service, projecting that Levy Units 1 and 2 will come on line in 2021 and 2022, respectively. 
In 2010, PEF estimated that an increase in project cost will result from the shift in schedule. In 
2008, the company estimated the total project cost, including fuel and excluding AFUDC, at 
$13.9 billion. The 2010 estimate (unchanged in 2011), using the 2021/2022 in-service date as 
its base, projects the cost at $17.636 billion. This cost represents an approximate increase of 
$3.7 billion, or 27 percent. 

During 2010, Progress Energy Florida shifted its efforts on the Levy Nuclear Project from 
both component fabrication and licensing approval to focus largely on obtaining the Combined 
Operating License (COL) with planned construction occurring after the receipt of the COL. The 
company is continuing this focus for 201 1 and 2012. Currently, the company expects the COL 
to be issued by mid-2013. During 2012, the company will begin negotiations of the Fu// Nofice 
to Proceed amendment with the Consortium. 

At the start of the Partial Suspension period in April 2009, PEF suspended all new work 
believes that LLE disposition 

) were successful and the final 
ected. Change Orders on each of these items (with the exception of the 
b have either been executed or are in process. PEF and the Consortium 

.om the vendor was 1. 

. .  
on the long-lead equipment (LLE) for 
negotiations (with the exception of the 4 

are continuing to negotiate 1 terms with the vent 3-. 
PEF stated that the initial re , I 

Company officials stated that Japan’s Fukushima incident is a historic event whose full 
ramifications are yet to be determined, but the incident will most likely lead to changes 
throughout the U.S. nuclear industry. Currently, the potential regulatory and cost impacts of the 
event on PEF current nuclear operations, extended power uprates, or new nuclear construction 
are unknown. 

The utility company Duke Energy Corp. is working to acquire Progress Energy Inc. 
through an all-stock deal valued at $13.7 billion. The merger, which would create the nation’s 
largest utility, is expected to close by the end of 201 1 .5‘ Audit staff agrees that the merger‘s 
impact on the Levy planning is not yet known. 

4 . 1  -2 CONOLU~ION6 AND RLOOMMCNDATlONl 

Overall schedule and costs are unchanged from 2010, with in-service dates for Levy 
Units 1 and 2 in 2021 and 2022, respectively. Audit staff recognizes that enterprise risks which 
lie outside the control of the company could affect the ability of the company to continue toward 
completion of the Levy Nuclear Project. 

FPSC audit staff will continue to closely monitor project progress, costs, and controls. 
FPSC audit staff has no recommendations at this time for the Levy Nuclear Plant project. 

I’ The Wall Street Journal’s MarketWatch article, May 5,201 1, P r o ~ s s  Energvprofit falls 3.2%’ by Drew FibGerald. 
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The final construction phase of the EPU project continues to be delayed as a result of 
the extended Refueling 16 outage events. The original target construction date of fall 201 1 was 
shifted to 2012 and then to spring 2013. Due to the discovery of an additional delamination of 
unit's containment structure in March 201 1, an additional shift in schedule is possible. While the 
company is still evaluating the impact of the March event, it is increasingly unlikely that the 
company will remain on its current Phase 111 schedule. 

The company continues to evaluate its options for the EPU timeline, and depending on 
the impact of the March event, PEF may consider completing portions of its Phase 111 scope 
during this continued outage. The company anticipates providing a detailed update on the 
March event by mid-201 1. 

In addition to the flux in the schedule timeline, the project team has identified additional 
scope requirements and system modifications that are necessary to complete the project. 
These new requirements and modifications were identified during the design finalization. At the 
time of the Phase II construction, the engineering team had completed approximately 20 
percent of the engineering design for the remaining Phase 111 scope. The company did not have 
a full understanding of the new engineering requirements and existing modification necessary to 
implement the project. As the engineers identiied these new requirements, additional scope 
was incorporated into the project plan. 

This addition to scope resutted in an estimated increase in project cost of $137 million. 
The EPU project team anticipated receiving senior management approval for the increase in 
March 201 1; however, this approval is deferred until the conclusion of the March delamination 
event analysis. With the 2011 increase, the project cost has escalated from $461 million in 
2008 to the current amount of $617 million. While the project's cost has increased since 
inception, the company's current feasibility analysis still supports the economic viability of the 
project. 

In addition to monitoring the project controls that address the scope and schedule 
impacts from 2010, audit staff continued to evaluate the project management oversight of two 
issues addressed in the 2070 Review of Progress Energy Florida, 1nc.k Project Management 
Internal Confrols for Nuclear Plant Uprate and Construction Pmjects. Specifically, the 
development of the company's License Amendment Request and the contract settlement 
concerning its low pressure turbines. Audit staff gathered additional information during this 
review to assess the effectiveness of the project management oversight in these areas. 

Audit staff interviewed additional members of the review panel that assessed the viability 
of the original LAR document and reviewed the internal performance evaluations of key 
members of the LAR project team. After this review, in conjunction with the detail discussed in 
2010 review, audit staff believes that the additional I spent to re-write the LAR was 
less about draft editing than re-structuring a poorly-initiat 

Audit staff believes that the lack of project management oversight during the initial 
application development contributed to both the underlying deficiencies and to the need for the 
additional AREVA work. This amount does not include any work related to necessary 

, , ation. 
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engineering or project-scope development. Therefore, audit staff believes that the - 
spent was avoidable. 

In 2010, the company finalized its settlement with the low pressure turbine manufacturer 
Siemens. In this settlemer' LL- - - - - ~  ~ - -'ates it received significant concessions from the 
vendor along with specified I. The company also negotiated an increase in 

lers additional quality assurance services, which increases the overall cost to PEF 
I. 

PEF management states that the settlement with Siemens represents "a favorable 
resolution of the outstanding issues . . . and in a number of respects, PEF has obtained more 
favorable terms and conditions than in its original contract."52 In the end, PEF was willing to 
increase the overall contract terms to obtain additional assurances and quality monitoring of the 
turbines through installation and operations. 

Audit staff agrees that the revised contract provides additional safeguards that will 
benefit the company in the event of a turbine malfunction. The additions in scope provide an 
additional layer of assurance that the turbines meet PEF's quality standards and will allow for 
additional oversight during its operation. When considering Siemens' concessions, PEF 
appears to have obtained compensation for Siemens' manufacturing quality issues. 

As in previous years, audit staff continued to monitor and evaluate the company project 
controls in the areas of contract administration, process management and oversight, risk 
assessment, and organization structure. Audit staff reviewed the company's management 
reports and negotiated contracts to confirm the company's compliance with its internal 
procedures. Audit staff confirmed the company continues to monitor and update its project 
management process and procedures throughout this project. No variances in the company's 
compliance to its EPU procedures were identified during this review period. 

'' PEF Response to Staff Data Request DR1CR3-196oooO6. 
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5.0 APPENDICE8 

Levy Nuclear Project COLA Risk Matrix 
April 201 1 

Probability 

High (66-89%) ' 
Moderate (3445%) 

LOW (1 1-33%) 

Very Low (0-10%) 
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Levy Nuclear Project Non COLA Risk Matrix 
April 201 1 

Probability 

Very High (90-100%: 
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