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PROCEEDINGS

The deposition of RAJIV S. KUNDALKAR, a
witness, was taken before me, Rebecca L. 2inn,
Professional Reporter and Notary Publig, State of
Florida atlLarge, at 301 Clematis Street, Suite 3000,
West Palm Beach, Palm Beach County, Florida, on the
29th day of June, 2011, commencing at 1:02 o'clock
p-m., for the purpose of discovery and for use as
evidence in the above entitled cause, pursuant to
notice heretofore filed, on behalf of the Citizens of
the State of Fiorida in the above-titled cause

pending before the above-named Commission.

THEREUPON,
| RAJIV 3. KUNDALK2ZR,

Being by the undersigned Notary Public,
first duly sworn to testify the whole truth as

hereinafter certified, testified as follows:
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DIRECT EXAMINATION
BY MR. McGLOTHLIN:

Q. Please state your name for the record,
sir. |

A, My name is Rajiv 3. Kundalkar.

Q. What is your address, Mr. Kundalkar?

A, I live at 11591 Buckhaven Lane, West
Palm Beach; Floiida.

Q. Sir, my name is Joe McGlothlin with the
Office of Pﬁblic Counsel. I have some guestions
for you today. I would like to pause for a seccond
and perhaps take care of a couple preliminaries.

I have spoken to counsel for FPL about
the fact that I will be using some documents that
they have flagged as confidential, and it's my
understanding that everyone in the room and on the
phone is cleared to see and hear discussions about
those documents; is that correct?

MR. ROSS: That's corrxect.

MR. McGLOTHLIN: At the conclusion of
the deposition, the court reporter will
provide the full transcript to FPL for their
review and possible redaction.

And that's the way we're going to

handlg the confidential materials,
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BY MR. McGLOTHLIN:

Q. Mr. Kundalkar, have you been deposed
before?

A, Yes, I have been.

Q. So you're familiar with the routine,
then, of a deposition?

A. Yes, I am.

Q. I ﬁill ask this of you: If at any point
during the deposition you don;t understand my
question or something about the question is
unclear to you so you are not confident about what
you have been asked to answer, please inform me of
that and you and I will work on cémmunication to
the extent necesséry so that my gquestion is clear
to you and the transcript willl reflect clear
communication between the two of us.

Is that okay with you?

A, Thank you, sir, I understand that and I
will follow through with that.

Q; I want to begin, Mr. Kundalkar, with a
few questions about the testimony that you
provided to the Public Service Commission in

Docket 090009-EI, and I have some excerpts from

the transcript for your review, and I would ask

the court reporter to have that marked.

It e e T T TR D
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I will give you a better one.

I have a certified copy to give the
court reporter for Exhibit Number 1, excerpt of
testimony, Docket 090009.

And let's see how many copies I can hand
around Ehe room.

(Thereupon, Exhibit Number 1 was Marked

for Identification and is attached

hereto.)
BY MR, McGLOTHLIN:

Q. You will see that the first page is a
cover page of the particular volume of the
transcript from which the excerpt was taken.

A. Yes, I do.

Q. And the balance of the excerpt is the
testimony, both live and prefiled, that was
submitted in the hearing in that case.

A. fes, I understand.

Q. Mr. Kundalkar, during your testimony you
provided some information about a restructuring of
the nuclear division that occurred in

December, 2008.

Do you recall that series of gquestions

and answers?

Hget o g et by
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Q. A restructure that was put in place in|
2008.

A, Yes, I do. I wouid like to refer to the
testimony, but I do recall giving that testimony.

Q. I will refer you to page two
forty-seven, if you will take a look, to refresh
yourself on that.

A. Yes, I am familiar with this
description, even though I have not read every
page of this. I would like to refer back to this
when you ask specific questions back to the
testimony 1 gave.

Q. Certainly.

As I understand this testimony, you were
describing‘some changes in the organizational
structure of the uprate section, the nuclear
uprate section --

A. Yes,

Q. -— that was-put in place in
December, 2008, to be in effect in 2009; is that
correct?

A, I think they were in effect in December,

middle or third week of December of 2008, and may

have started functioning by the end of the year,

but that is what I recall.

APEX REPORTING GROUP (954) 467~ 8204
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Q. And one of the changes that you describe
was the decision tc place a senlor manager on the
site of each unit that was going to be the subject
of the uprate activity?

A. Yes, that is correct,.

Q. Were those senior FPL directors, as you
described them in your testimony, in place as of
December of 20087

A. I would like to verify that, but I don't

"remember. I believe they were, but I would like

to verify that. Subject to check.

Q. My guesticn is this: Are you describing
a change that existed only on paper, or was this
change implemented with pecople in place in the
modified job descriptions? ‘ |

A. My récollection is the people were in
place. There was one Mr. Graham, I think, on one
site and I do not recall the name of the gentleman
in st. Lucie, but there was a gentleman in that
function at St. Lucie as well.

| Q. Again, as I understand the testimony

that you provided at that time, the purpose of the
change was to place more management expertise
closer to the actdvity itself? '

A, Yes, that was the reason for doing that,
) SRR G R B S IO O LR ey
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Page 10

and at the same time you may see the earlier part
of the description. There was an engineering
director in Juno Beach, and a licensing director,
and the site functions for ﬁhose activities
reported to central location.

MS5. KAUFMAN: I'm sorry to interrupt,
but can Mr, Kundalkar, maybe, get closer to
the speaker, maybe? I am having a hard time
hearing.

THE WITNESS: I'm very close to the
speaker.

MR. McGLOTHLIN: We can turn the
microphone. That may help.

MR. FEIL: This is probably the best we
can do, Vicki.

MS. KAUFMAN: Okay, I will try to
listen harder. Thank you.

MR. FEIL: 1It's not a new-wave
technology by all appearances of the phone.

THE, WITNESS: Yes; on page five, the
engineering director and the licensing
director botﬁ reported directly to me, Vice
President of Nuclear Power Uprates.

I'm on page two forty-~seven, maybe line

six, seven, eight, something like that.

TR
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MR, McGLOTHLIN: Yes.
BY MR. McGLOTHLIN:

Q. And on the same page you will see at
lines nineteen and twenty that the change was
made,‘according'to your testimony, to provide the
approprlate level of oversight during the
modification and engineering implementation phases
of the project, correct? .

A. Yes, that is correct.

Q. So the project entered a new phase that
required more close-up attention?

A. That is correct, yes.

Q. Was this change in the nature of a
decentralizing of the former structure?

A. These were initial steps towards
decentralizing because we had recently selected
Bechtel as the EPC contractor. They would start
bringing some of the similar functions,
engineering, construction planning to the site.
Therefore, we wanted to have oversight of those

functions at the site and monitoring them at the

site.

At the same time there were a number of
common activities on the way, such as licensing

application for both sites, procurement activities

Page 11 :
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for both sites, which required engineering
participation, preparation of specs, oversight for
commonality, synergy of work on both sites.

So, the engineering directors still
reported to me and they were in Juno Beach.

Q. Well, here is something that I want to
ask you to clarify for me. TIn some responses to
discovery in this case we have seen references to
what is described as an organizational change that
occurred in the July, August time frame of 2009.
Aﬁd_it wag described as being done because the
project was evolving into a different phase and
there was a desire to decentralize the structure
of the organization.

And my question is, if you know: Was
this a separate and second reorganization, or was
this part of the 2008 reorganization?

A, 2008 reorganization were the initial
steps to start that local oversight function. The
middle of 2009 organization was to make those site
functions more self-sufficient and completely
remove some of the day-to-day oversight functions
from the central headquarters and also provide
senior oversight for construction from the -- =0

there was a south implementation, a VP assigned

PR R R Hrph
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or, a senior director assigned, so that he could
keep track of the construction aspect of both
Florida sites from being closer to the sites.

So, I think the December reorganization
was the initial start of starting to set up an
engineering function at the site while there were
still common engineering functions, such as
engineering analysis, licensing analysis in
progress,‘procuremé;t of these items.

But in the early part of 2009, as
Bechtel started staffing and ramping up their
construction forces, more»decentralized oversight
function needed to be on the site and that was the
purpose of middle of 2009 reorganization.

Q. Were the changes that occurred in the
July, August, 2009 time frame known in part and
were they part of the plan when the reorganization
was put in place in 2008?

A. These steps are the same steps weAtake
for all of our larger capital projects. When we
replace steam generators, when we replace reactor
heads for our Florida nuclear units, we started
these functions in the corporate headquarters with
engineering licensing in one place.

As the planning of these Jjobs

TSGRl A
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progressed, as the licensing activities had taken
some root, shape, and form, and some.planning
activity had evolved to a mature level, then and
those larger p;ojects also, we shifted those
responsibilities to self—sufficient implementation
organization led by implementation people at the
site because they are more into construction phase
or approaching planning for the construction
phase.

0. As vice president of nuclear uprates,
I'm sure you must have been involved in the
December, 2008 reorganization; were you npt?

A, Yes, I was.

Q. And so when the 2008 reorganization was
put in place and the changes were made and
implemented, did you understand at the time that
additional changes would occur in the July, August
time frame, 20087

A. Absolutely. I mean, I have not known
exactly the time or the date when we would
implement these changes, but like I said,
comparable to our larger capital projects where
implemented, we would reach a stage whexe the
implemenﬁation becomes the major focus of activity

and these functions would be completely shifted

APEX REPORTING GROUP (954) 467 8204
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back to the sites, headed by people who are more
experienced and knowledgeable in implementation
aspect of it. That'goes to engineer and licensing
aspect.

Q. Now, the excerpts include both the
prefiled teséimony that you submitted in March of
2009, and the additional prefiled testimony that
you submitted in May, 2009,

In the May, 2009 testimony you said to
the Commission that you were providing the annual
nonbinding estimate of capital costs associated
with the uprate projects, and that you were
providing the same capital cost estimate that had
been used. in the prior year, correct?

A. ..Can you refer me to what you're
referring to in the testimony so I can look at the
actual pages and reference.what you are
discuSsing} sir?

Q. It will take me a moment.

A. Okay.

Q. The section begins at two sixty-~six.

A Are we into May, or are we still in

March?
0. This is May.

A. Two sixty-six, did you say?

B B R T e T T e 3 T S T A e B R e e B o o
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Q. Yes, and the pertinent passage begins at
line eight.

A, Qkay.

Q. You said: At this time, FPL has not
identified any need to revise the total nonbinding

cost estimate provided last May in Docket

08009-EI.
A. Yes, that is correct, sir.
Q. aAnd the value for that nonbinding cost

estimate is also the same that was in the
indicative bid that was provided by Bechtel; is
that correct?

A, That is correct, yes.

Q. That was dated in 2008 also; was it not?

A. I would like to check, but, yes, it was
based on the Bechtel indicative bid and wés
similar to what was the estimate at that time.

Q. This phrase: 1Indicative bid is
something of a term of art from engineers; is it
not?.

A. Ask the guestion again, sir.

Q. A term of art among engineers, that
term: Indicative bid?

A, No, it's not a term of art at all. It

is quite clear in my mind, sir.

PR RS RN R A R R ot
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Q. Well, let me rephrase the guestion then.

A. Okay:

Q. Would you explain the term: Iﬁdicative
bid -~ |

A. I understand.

-~ for the laymen in the room?
a. - Okay.

For complex projects such as this
proiject, where the entire scope of the project is
not fully defined because this being a fast—tréck
project, the engineering function is not
completely done. Engineering analysis is not
done. Therefore, engineering designs are not

complete. However, a descfiption of what these

individual modifications would be is identified by

way of a scoping study.

So, taking those scoping studies into
account, any experienced EPC vendor, engineering,
procurement, and construction vendor, who has
done —-- has extensive experience in these areas,
based on the view of the completed reports,
walkdowns, their experience in implementing
similar projects, would, or should come up wifh a
man-hour estimate to implement thege jobs that

reguires an indication of approximately how much
SR O N SN R S NG R A BUR IR T S SRV ru D
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this project would cost.
But they are nonbinding because the
engineering is not done, designs are not complete,

and those steps are required before you can say

this is now a firmer estimate, or a more realistic.

estimate.

Q. You used another term that we've seen
frequently in documents in this docket and that is
scoping study.

What is a2 scoping study?

A. Scoping sfudy, sir, is like a
feasibility study. If we were to -- let's just
stay with this project -~ if we wanted to increass
the thermal output of these nuclear plants or
electrical output of these nuclear plants, then
based on available design information that exists
on thousands of pages of analysis, literally tens
of thousands of pages of analysis, mathematical
margins, and the experience of the people who
supply compenents and experienced engineers in
building power plants, operating, or upgrading
power plants to look at the required systems,
components.to see how much output can be

increased, how much margin exists in these

Sty i BBttt s L e e
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At the same time, if we were able to
make certain selections —- selected modifications,
how much ~- what is the optimum output that we can
obtain from these power plants? So, they study
that document system~by-~system review, not a
detailed analysis, system-by-system review, based
on existing analysis, plus some scoping analysis.

Scoping analysis would be a smaller
scale analysis of what the final analysis would be
required, They will have a complete comprehensive
report which will describe the scope of the
project based on the work completed. And this is
normally how these complex projects like uprate
are started. And we have done this activity on
many similar uprate projects. Within our
division, we have done those.

Q. So the indicative bid that Bechtel
provided to FPL was based on a scoping study and
both of those terms are uged to describe
activities for which engineering has not been
acéomplished?

A. Detailed design engineering has-ﬁot been
accomplished. Some portion of engineering
analysis has been accomplished to develop high

enough confidence that once we go through detail

BT TR T DY S B YD TOT QG LY T U R S MR e P D= e S B
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engineering analysis, we will end up approximately
at the same place,

Q. Well, the detailed design engineering
has not been accomplished?

A. That is correct.

Q. and in 2009 you provided this same value
that was in the 2008 indicative bid --

A. Correct,

Q. -- as the nonbinding estimate of capital
costs for the uprate projects?

A. Yes, that is correct.

Q. The next document I'm going to hand to
you is a one-page e-mail from you, Mr. Kundalkar,
to Mano Nazar dated May 30th, 2009.

A. Can I look at it?

Q. Yes, sir. This is just preliminaries.

MR. McGLOTHLIN: I'm going to ask the
court reporter to mark that as Exhibit

Number 2.

(Thereupon, Exhibit Number 2 was Marked

for Identification and is attached

hereto.) |

THE WITNESS: Yes, I have looked at
this e-mail.

MR. McGLOTHLIN: Bear with me, sir.

APEX REPORTING GROUP (954) 467-8204
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I'm going to change the sequence on you and
ask you about this document next.
THE WITNESS: As opposed to this
e-mail?
MR. McGLOTHLIN: Yes.
(Thereupon, Exhibit Number 3 was Marked
for Identification and is attached
hereto.)
BY MR. McGLOTHLIN:

©0. So that we can continue the sequence,
this will be Exhibit 3, because I will refer to
the other one, but this caption is: Extended
Power Uprates, Executive Steering Committee
Update, St. Lucie and Turkey Point, May, 2009.

A, Okay.

Q. ~ Mr. Kundalkar, you provided your
prefiled testimony very early in the month of May,
2009, correct? |

A. That is correct.

Q. First of all, having reviewed, take the
time you need to review this, but do you recognize
this as the power point presentation that was
submitted by managers of the uprate prgjeét to the
FPL Executive Steering Committee in May, 20097

A. Let me take a minute and review it.

fhtt ot
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I scanned this document, but there is a
lot of information here, so I would like to refer
back to it based on what you are going to ask mé.

Q. Certainly.

As vice president of nuclear uprates,

-.you were very familiar with the type of power

point presentations that the uprate managers made
to the monthly meetings of the Steering Committee;
were you not?

A, Yes, I was.

-Q. Were you involved in the preparation and
presentation of those?

A, I was. I was involved always in the
presentation of the material. I attended this
meeting. I may not have been involved in esach and
every page of that document. It would come as
input from managers of those areas of
responsibility.

Q. But you would have been involved, you
would have attended the meeting, and you would
have been involved in the presentation of the
power point slides?

A. Absolutely. Yes, sir.

Q. The first page is simply céptioned:

May, 2009, and I know that some time has

TP Lo, T LR AR o e 0L WV FvaF Brasirs Ef SokaT SHORUI R T B s g L S
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Page 23
transpired, but do you recall during what portion

of the month of May the meeting occurred?
A. I don't know, sir. I don't have a
calendar. I have been retired for more than a

year and-a-half now, so I don't have any

recollection of...

PP ey e o e o S P o N T T o S e e

Q. Please turn to page four of the
document, which is Exhibit 3.
A. Okay.
Q. The caption on page four is: Cost and
Budget Summary, S5St. Lucie.
Do you see that?
A. Yes, I do.

Q. Now, to the right of the vertical

T e e P o g e Y e e S e e e R

headings, there are three columns, and the first

on the left;hand side is: Proforma?

TR

a. Uh-~huh.

Q. Do I understand that to be the same as %
the indicative bid or the current estimate that %
was submitted in your May, 2009 testimony? ?

A. Yes, it is. It is the current estimate %
wﬁich is in that 2009 testimEny. é

Q. Looking at the bottom value shown, it %
reads: Six hundred and eighty-two million dollars é
in proforma, six hundred and eighty-two million %

R B B e D R L T R S AR Sy T g et e e D e
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dollars for the April 1st, 2009 forecast and,
again, éix hundred and eighty-two million dollars
for the May 1lst, 2009 forecast, correct?

A. Those are the numbers here, yes.

0. That's anoth;r way of indicating that
the overall estimate has not changed over time to
that point, correct?

A, I don't remember what the -~ if the six
hundred eighty~two was the original estimate, yes,
sir.

Q. Now, one of the items in the left-hand
headings is called: Implementation?

A. Yes.

Q. Please take a moment and explain the
term implementation as it's used here.

A. Implementation would be all activities
required to construct a completed design. So it
will be all the construction-related activities.
It would be construction support-related
activities.

That's probably the simplest explanation
I can offer you, -.sir,

Q. According to this schedule, while the

proforma or the original budget included four

hundred and seventy-five million dollars for --

APEX REPORTING GROUP (954) 467-8204
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T'm zorry —- SISy million dollars
for implementation for the months of April and
May, 2009, an increased number is shown of 4R
N vi11ion dollars, correct?

A. Yes, it is.

Q. 8o while the overall estimate is
constant at this six eighty-two, some of the
components of that have changed over time from the
‘time the indicative bid was submitted to May,
20092

A. . Yes. I would like to explain that, but
go ahead, ask me a question, I guess.

Q. I think we will get to that.

There's another ceclumn called: Scope
not estimated. What does that term mean?

A. Mr, McGlothlin, this was a fast-track
project, so when we undertook this project, we
were doing a number of these functions in
parallel. And normally when Qe execute these
large complex projects, we do initial scoping
study, then do detailed engineering analysis, and
then we do detailed engineering design.. And once
those drawings are avallable, then we do

construction planning, and then do construction

estimate, and at that time establish for the
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contingency or the implementation of that job and
then implement .

That process, in the initial planning
stage, would have taken us many years past the
year in which there was need for electricity for
Florida's customers. Originally, this project was
going to be completed much later. 5o when we —-
so when we established there was a need for
electricity of a certain magnitude in 2012 and we
were asked if we were to do this as a fast-track
project, can we implement that, and in doing so
what are the unknowns?

And one of the unknowns, or one ¢f the
things, risk factors we need to account for is
identify and allocate that there may be‘certain
scope activities not identified as part of the
scoping study and they could be discouraged. So
allocate appropriate amount of mone§ for scope not
identified, which will be identified as part of
the detailed anaiysis;.part of the detailed
design. That's part of discovery.

Therefore, a large percentage of amount
was placed in that bucket, which is here described
as scope not estimated.. As I recall it may have

been in the range of forty-five or fifty percent,
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roughly like that. BSo, that's whét that amount
was.

Q. You indicated that at one point the
uprate projects were contemplated to go into
service at a much later date?

A, Yes.

Q. Can you tell me approximately what time
frame that planning took place?

A. T don't xnow. I don't remember exactly,
but it was many years beyond 2012 is what I
recall. To go and do these -- all these major
activities I talked about, scoping, enginéering
analysis, design and then implementation in series
would have put us many —-- a significant amount of
time beyond 2012, and that was not in the best
interests of customers of Florida because the need
for electricity was in 2012,

Q. You were asked about what would a
fast-track approach accomplish. Who would have
posed that guestion to you?

A. I don't understand your question, 30

could you, maybe, claxrify what you are trying to

ask me?
Q. I will try.

In an earlier answer you said: We were

APEX REPORTING GROUP (954) 467-8204
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asked ébout the fast-track possibility after FPL
had originally planned to construct the uprates in
the more typical fashion and have it placed in
sefvice at a much later date.

When you say: We were asked about the

fast-track, who would have been posing that
gquestion to you?

A. It would be senior executive management,
and as I recall it was a —- about the time when
the Glades coal-fired plant was not approved for
construction or implementation by PSE, so it may
have been earlier part of 2007,

I'm going back on memory here, but that
was about the time.

Q. Going back to this schedule, page four.

A. Okay.

Q.  Exhibit 3.

As I understand the math that's

presented here, certain components of the overall

that I referred you to earlier, increased over
time. BAnd as I understand it, any increases in
the total of those other components were matched
by offsetting reduction in the scope not estimated

and that's how the proforma of six eighty-two
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remained constant over time?

a. That was part of the ﬁlan that was
approved, that if a new scope is identified, or if
certain component cost goes up because of the
market conditions, this would be the place from
which the drawdown would be used, but it will be
clearly identified so the balance sheet summary
book is clear and accurate and it's fully
explained to everyone wﬁo's reviewing the picture.

Q. Explain to me rationale for approaching
a presentation like this in that manner.

What is the ‘rationale for maintaining a
cbnstant estimate by offsetting any increases with
a reduction in scope not estimated?

A, No. ©No. It is not an effort to keep
the bottom line constant. What I'm explaining
here is the scope not estimated line item was
developed just for that purpose because this
initial forty-five or fifty percent allocation at
the beginning stage is what I talked about. So
here was a Shaw, Stone and Webster scoping study,
which was approximately the same as the Bechtel
indicative bid, but the implementation portion of
it, we had added approximately forty-five to fifty

percent of dollars above and beyond that to create
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this-bucket called scope not estimated or
identified with the full knowledge that as we go
through theée detailed steps there will be things
that will come up by either indréasing costs or
newly identified scope, and this will be the place
where we would use the drawdown.

So this was the purpose of that specific
line item. And that's exactly how i1t was used.

Q. In your answer you said it was not the
purpose to maintain a constant estimate, but isn't
that the practical effect?

If you reduce scope not estimated by the
amount of increases you observed, doesn’t that
result in constant estimate?

A. That's the result, but that's the -- you
are using that line item for which it i1s designed.
It is to address those newly identified scope
items so that you can fund them,

Q. Now, the caption on this same scheaule
is: Cost and Budget Summary.

Do you see thaté

A. Where are you?

AQ. The same, page four, upper left-hand.

A, Yes.

Q. But the schedule itself includes some

...... W
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estimates; does it not?

A. This page itself includes some
estimates.

Can you elaborate on that, or?

Q. . Well, for instance, the entry for
materials in May, 2009 are ~
million dollars.

That, at the time, was an estimate; was
it not?

A It w%s either estimate or a combination
of both. There was certéin contracfs let out at
that time, so it included the actual value of
those material components. For example, we had
let out contracts for feedwater heaters,
separators, condensers. So thosg firm contracts
that were part of -- were already in place, so
they were included in these numbers.

Q. In fact, the right-hand column is
captioned: Source of Cost Estimate, and it
includes several items or I see a couple of items
that use the word: Estimate, correct?

A. Yes. It says seventy-seven percent of
it is based on the contracts‘issued, or eighty
percent of it 1s based on the contract issued.

And on the next line it says: Part of it may be
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Page 32 E
vendor estimate as well. :
Q. Now, under proforma is the caption:
Bﬁdget in millions of dollars, correct?

A, That is correct.

Q. Now, the other columns for April and May
are captioned: Forecast in millions of dollars?

A. Uh-huh,

Q. But do they correspond with the budget

in terms of the purpose and use of the value shown

there?

A, No, they do not, sir. The budget is .

something that is approved, reviewed, challenged,

vetted,-accepted as the estimated cost of the
project to put in service.

Forecast is an item which changes
weekly, monthly. It is summarized monthly. based
on activities in place.

These are many times estimates like.the
remarks column indicates, and until you cdmplete
those activities,_the forecast does not
automatically become budget or the cost to
complete the job unless you have gone through all
the exercise to establish that.

Q. What 1s meant by the texrm -- by the

caption: Cost and Budget Summary?
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A, Tt is -- I don't think there is any
legal tie except to summarize that we are
comparing today's known information with the
original budget of proforma and what our original
plan or assumptions were.

Q. Turn to the next page, page five,

- A, Okay.

Q. This displays information concerning the
estimates for April, 2009 and May, 2009, correct?

A. That is correct.

Q. So is this a breakdown of the values
shown on page four for those two columns?

A. Yes. For exampié, the engineering line
item is broken down into four different
engineering functions. That's in-house, FPL's
engineering staff, ™" triple "3" is Westinghouse,
B-O~-P would be Shaw, Stone, and then maybe others

doing modification engineering.

Q. Now —-are you through?:
A. I'm sorry. Yes.
Q. On page five there's no reference to any

aspect of the proforma amounts, is there?

“A. No, the purpose is not ~- no, there is

not.

0. Underneath the upper left-hand caption
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that says: Cost and Budget Summary, what is the
other large caption in bold type there?
Read that ﬁo me.

A. It says: EPU Budget Details. It is --
the intent of that title is to describe. This
page provides the details to the previous page, so
that makes the previous page described in a 1little
bit more detail, and on the ne#t'page.

Q. As it relates to the April, 2009 and
May, 2009 values?

A, Yes, The purpose is to compare the
month-to~-month changes.

Q. If you will, turn to page fourteen of
the document.

Take a moment and review page fourteen,
Mr. Kundalkar.
A, Give me a minute.
I have looked at page fourteen,

Q. And you will see under the main caption
EPC Estimates, the first bullet point states:
Estimates have increaséd over the indicative bids.

Do you see that?

A. Yes.

Q. Now, this was at some point in the month
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If you remember, was this the.first
occasion on wﬁich uprate managers communicated to
the Steering Committee that estimates had
increased over the indicative bids?

A. No, sir. This is probably described in
certain level of detail here, but potential to
have some new challenges in.the implementation
costs were highlighted, as I recall, as far back
as January of '09. There's some reference to that
in the presentations February, March, April.

I'm pretty sure there were discussions
as well as things in those presentations to
communicate that to the Executive Steering
Committee. |

Q. On the lower right there's a caption:
Plan for Resolution. Do I understand correctly
that the steps shown under the caption:

Challenged Items were identified as matters that
FPL intended to more or less iron out with Bechtel
in terms of a mutual =--

A.  Yes, it was. It was a plan -- so let me
give the background.

We had discussions with Bechtel.
Engineering is hardly completed. One, or two, or

three percent engineering. Bechtel construction
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resources and supervision is just starting to
arrive on site. We had asked them to take a look
at and now they are here on site. And what would
pe —— take a second look and validate the
estimates.

They had come back with some initial --
scope initial numbers, forecasts, which are based
on new engineering done and their assumptions of

how much man—loadiﬁg they may need over a period

of next three or four years with some assumptions

that this is how they would man-lcad certain jobs.

So we are in discussions with Bechtel
and we are going through the process of
challenging their assumptions because they are

ovefstating how much it would cost to do some of

these jobs. So these are some of the steps that

were identified that we need to ask them to see
how resources can be shared between, say, Turkey
Point site and St. Lﬁoie site,

For example, they were talking about
creating two independent redundant organizations
on both sites, even though our outages are spaced
apart. BSo our épproach ﬁas: Can you use the
resources in outages, which is in, say, April and

May on this site, and then shift large portion of

PR
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those resources to the other site when the outages
will be June, July, for example, 6r maybe in fall
of the same year? So that's sharing of resources
between site.

And similarly, there is explanation for
each one of those subsequent line items. There
were activities we challenged them to pursue to
better define those forecasts, you know, better
define their view of how much project construction
wo:k costs.

Q. Better define and also reduce?

a. Absolutely. That is best interest of
the customer. We were not going to accept a
number just because Bechtel sald that was the
right numbexr.

It was our obligation to make sure it
was chiseled down to what is .essential to perform
the job safely and deliver benefit to our
customers.

And that was the effort here.

Q. With respect to the plan for resolution,

there's a time frame shown there and the time

frame was essentially a thirty-day period between
late May and late June during which the uprate

managers intended to accomplish this resolution,
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Page 38
correct?

A. Yes. These dates were arrived at in

discussions with Bechtel and then Bechtel said we
need this much time to revisit what you're asking

us to do. So that's how these dates, as I recall,

were put together.

Q. Please turn to page fifteen, the next

page.
A, Give me a minute to see what it says.
Q. Yes;
A; I have looked at page fifteen.

Q. The central caption reads: Bechtel EPC

Estimates, correct?

A, Yes.

Q; And the first bullet point reads:
Estimates are based on preliminary design. And we

discussed that aspect of the situation.

Underneath that first bullet point
appears this passage: Some undefined scope is now
identified. And I would like you to clarify
whether there's any difference between the term
undefined scope as it's used here and the term
scope not estimated as it appeared in earlier §
péges.

A, No, it is the same thing.
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Page 39 i
Q. The last bold bullet point reads: The :

improved estimate process includes developing best
case, worst case, and P50 viewpoints.
For our record, the transcript of this

deposition, explain what a P50 is.

a. P50 is a property of fifty percent that
it will be middle of the road estimate. So it
cannot have overly conservative assumptions. Want

to make as if everything is going to be the worst

day of the year that you can imagine occurring
every day, what's the best case where everything
would be ideal and perfectly.

So those are from the two extremes and

T R T R e

what would be normally done if things go

reasonably as normally and ﬁlanned.

Q. Do I understand gorrectly that the
preparation of these scenarios, best, worst, and
P50 were considered a part of the plan for
resolution that was identified earlier?

A. Absolutely, Because our assessment was

they were giving us the worst case estimate and

ST

therefore in a way over man-loading, and therefore

preparing these loaded large manpower estimates,

which was to their benefit, but not to the benefit

of the customers because theilr fees depended on
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larger the estimate, the more money Bechtel makes.
That was not the best thing for the
customers.

Q. Please turn to page twenty-one of this
document.,

You may want to review that and the
prior pages to give it a bit of context.

A. The title of this -- I looked at this
page.

Q. The caption reads: Evaluating Project
Margins and Scopg.

What does that mean?

A. I like to start with the title says:
Scope Validation, and then my page} left-hand, top
says: Scope Validatiocn.

| Q. You're correct.

A, Please, go ahead, sir.

Q. Well, the next caption in the.éenter of
the page it reads: Evaluating Project Margins and
Scope.

A. That is correct.

0. Explain what that means and what the
additional information is intended to convey.

A, I can recall what the last part of that

title says, scope. The effort here is to see the

e 135 ogty
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Page 41x
scope of work activity at any part in the scoping
study is that still all of it required or has the
engineering analysis developed further enough and
has identified oﬁportunities that instead of
replacing all feedwater heaters, maybe we need to

replace only half of those. That's a simple

enough example to give you, based on the detailed

analysis of the margins and the system.
The scoping analysis may have said --
this is St. ILwucie, so we may have to replace four

feedwater heaters, but now the work has progressed

since whenever it started to May. Do we have high

enough confidence that maybe you don't need to
replace all of those and the answer in each and

every indication was, yes, we don't need to.

SR

So, I think that's why it says feedwater

heater scope. Similarly, exciters. Even though

in the original scoping study it said we will have

to rewind the exciters, or replace, I don't recall
exactly what -- I would have to go back and review
it -- and the final analysis indioétion was maybe
we may not have to. If we perform certain testing
or ingpection of things like that because théy are
new, they can handle those.

So those are some examples of what is
PRSI T T IR R P LT T R B P U I S DI e F R R T
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Page 42 fi

being conveyed on this page.

Q. So when the presenters used the term

evaluating project margins, the margins they are
referring to there are technical margins and not
monetary or profit margins?

A, That's my recollection, sir. But
reading this page a year and-a-half to two years
later, that's my recollection. But that is what
is being conveyed here, yes.

Q. There’s a reférence to a Technical
Challenge Board in last bullet point. Who or what
is a Technical Challenge Board?

A. Good guestion, sir.

So before we ~- I mentioned there was a

scoping study -- detailed scoping study done in 5
Shaw, Stone and Webster, that with a certain
scope, that we would do these modifications. If

we were going to delete or make modifications as a

result of the detailed engineering analysis, we

wanted to have that reviewed by an independent
party which was not part of the project team. Ana
this was headed by a vice president. And
different subject matter experts were called into

do this.

That's what it was called: Technical
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Review Board. BAnd so all these deleted items, or
even scope addition items, would be brought for
their review with independent expert technical
input to see if this conclusion is a valid
conclusion or not. Is that in the best interests
of the project as well as the plant and nuclear
safety?

Those are the three, four things that
the technical party was asked to lock at. So it
was an indepéndent vice president, not me, but an
independent vice president, with enough
operational engineering background.

Q. Were these people in—ﬁouse to FPL?

A. These would be in-house people, but

_depending on what expert was needed, we may draw

upon a Westinghouse expert, or a Shaw expert, or a-
transmission group expert from FPL. Things like

that, ves.

it would be largely FPL, but we would
draw best available expert that we or the
Technical Review Board thought they needed to seek

input from.

0. Was this Technical Challenge Board
created specifically for the uprate project, or

did they have a larger role?
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A. This board was dedicated to the uprate
project, yes. In fact, ;t is described somewhere
in the procedures of the project as well.

Q. Please turn to page twenty-three. Take
a minute and review'that, sir.

A, It's a vexry detailed page. If i were to
read all of it, it would take a long time, but I
will scan through it and then I can focus on the
specific questions you may have.

I have scanned a few line items and I
have a general idea of what this page says.

Q. Let me ask you a few gquestions using the
first entree as an example. And my purpose is
simply to make sure I understand the information
that's being presented and use of the information
that's being made.

You will see the ~-~ under Risk Event
Description, the first one reads: Implementation
and schedule execution may cost more than
proforma.

Do you see that?

A, Yes, I do.

Q. I understand that to be one of the
various risks that the uprate managers have

identified as being assoclated with the project.
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A, Not necessarily an uprate manager. It
could be anyone. And we wouid write a condition
report. And if it gets identified, then the
manager would look at it. And unless it can be
fully evaluated,'make that entry into the risk
matrix to see subject of evaluation.

Q. Now, if I understand correctly, the
balance of the columns are an effért to quantify
that risk in dollars, give, or assign a value of
dollars to that risk. BAm I right?

A. Yes, it's a very rough magnitude effort
to describe is this bigger than the bread basket,
or smaller than it, and is it bigger than a truck
that carries the bread? Things like that.

Q. The second column is H-M-I, dees that
mean high, medium, and low?

A. Yes, sir.

Q. And if it's assigned a high risk, that
would indicate the expectation that it's more
likely than not to happen? Am I right?

A. Can you ask me that question again?

Q. Yes. The designation high, medium, and

low.
A. Right.

Q. As I understand it, that relates more to
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the possibility that the risk will occur, as
opposed to the dollar amount that would be
associated with it?

A. Not necessarily so. The risk is a
combined effect of probability of oécurrence and
the consequence of occurrence,

Q. Okay.

A, So the consequences could be disaster,
but probability at point oh-oh-oh-oh-one, so that
the risk would be minimal.

So this is what -- so therefore, you
will see high does not always mean significant.
If you lecok at the fourth line and medium still
can have a significant impact 1f it were to take
place.

Q. But in any event this was assigned a
place in the high category, right?

| A. It was in the high category and could
have significant impact. That's why the next
column says: Significant.

Q. And significant means dollars, right?

A. Significant, in this case, would mean
dollars, schedule. Things like that. A type of
cost.

Q. Again, there's a column that is
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Page 47

captioned: Maximum cost exposure, That would be,
as I understand it, the worst case dollar impact?

A It's a place holder. It's a place
holdef. Yes, .that is somebody's effort to
gquantify that without any basis. It is: What is
my gut feeling this afterncon after lunch, or one
hour after lunch based on my experience? I think
it could be fifty million, but, you know, next
month if somebody goes through the vetting
process, that number could be ten millijon, or
five, or whatever number turns out, or the other
way-.

Sop, it is a rough order of magnitude

exposure.

Q. Bnd the type of estimate, I gather,
R~-0-M 1is an acronym for rough order of magnitude.

A, Yes, very rough magnitude; Yes.

Q. Would T be correct in assuming that the
term rough order of magnitude means that the error

could be significant on the high on both sides of

that?

A It just means that we don't have

detailled backup to come up with this numbex.
There is no detalled analysis. There is

no detailed estimates. There is no study. Just,
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it can be as high as fifty. Another gentleman
here may say, no, I think it should be
thirty~five. One could say sixty-five.

S0, until we complete all the actions to
resolve that -- but it gives you a ballpark. It
is not three hundred million. It is not five

dollars. It is in the range of fifty million,

plus or minus.

0. And then the next column is sherthand
for probability level; is that correct?

A, That is correct.

Q. And how does one arrive at the
probability level to assign to this high risk
item?

A. It is just based on experience. It
could be fifty-fifty. It could be Fifty-fifty
chance it could go up, or it could go down.

Q. Then the next column is Weighted Risk
Exposure in Dollars. That appears to be simply
the result of applying the probability level of
fifty percent to the maximum cost exposure?

A. That 1s correct.

Q. Let's look at page twenty-four of this

document.

At the bottom of page twenty-four, you
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will see this entry: Weighted high risk items
total approximately thirty-six miilion dollars.

Do you see that?

A, Yes.

Q. What is the significance of that
statement?

A. It just means, not having gone through
and checked this, but my recollection is if you
add up all the weight of thig exposure column
numbers, they would —-- they may add up to
thirty-five, thirty-six million dollars.

I have not gone through that exercise,
but maybe that's what was.being conveyed here,

Q. .Let me follow up,

I suppose what I am reaily asking is why
dare the high risk items broken out here and
presented as a separate entry, and the other,
meaning the low levels, are not included?

Is that because of the greater dollar

impact?
A. No, because it's -- probably there's a
certain -- I don't know all the specific

discussions that went down for each one of those
line items, but maybe there's a judgment that

after detailed analysis, the likelihood of some of
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those medium and low items to stay on the risk
matrix could be low and therefore you need to go

through that exercise.

I do recall looking at this and then
found that in subsequent months some of these same
numbers have reduced significantly when those
analysis activities were completed or taken off
the risk matrix.

So I just wanf to leaye you with that
part. .

Q. Earlier when you were describing the
fast-track approach to the planning and
constructioh of the uprate projects, you indicated
that because of the different sequence in which

the engineering takes place, compared to a more

typical approach, it was necessary to assign a
contingency level to that to take that uncertain
risk out. BAnd we have seen indications that the

original contingency was forty-five percent and if

you would just accept that for purposes of my
question, I would like to understand how that

initial assignment of contingency to the first

estimate relates to what we have been talking

about here, which is the risk matrix during which

individual risks are identified and quantified.

RO R SN S T G TR R U B A S T O SR AR R CUL R S 1631

APEX REPO

i tes

RTI

< R e TP R T R e I N R

NG GROUP (954) 467-8204




10
11

12

13

14
15
16
17
18
19
20
.21
22
23
24

25

Is this related to the subject of
contingency and, if so, in what way?

A. So, yes, it is related to the
contingency éortion, subject to completing all the
actions associated with those individual line
items to come to a conclusion.

For example, line iteém four, or three:
Unit one, P-R-A, total loss of feedwater indicates
something is undersized and right now there is a
line item which says five million or four million.

At the end of that activity, if it turns
out to be five hundred thousand, then that would
be the total exposure for that line item and
that's what we need to focus on as the cost of
doing that. But until that activity is completed,
just to make sure it has a full fund, work is done
on that, recognize how big of an impact it could
have so it i1s not foréotten.

So that's how it would be, And as the
engineering analysis is completed and these
activities are either closed out or a value, a
separate assigned scope defined and included into
the first summary page saying what the newly
discovered scope item is and whatever the

modification is that we need to do associated with
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that.

Q. Let me follow up on that.

A. Okay.,

Q. Beginning with the'original indicative
bid based upon the scoping study and engineering
at two percent completion at this point.

A. A very small percentage, yeah. .

Q. At some early peoint, FPL assigned a
contingency at forty-five perxcent to that, at the
outset of that uvprate fast-track approach?

A, Larger than forty-five percent, It was
not strictly contingency in the way you're
describing. It was to cover contingency as well
as scope unidentified. It was for both of those
PUrpoOsSEes.

Q. Okay.

And the April and May, 2009 time frames,

the managers are going through the exercise of a
risk matrix where they tried to identify specific
risks and assign a monetary impact value to those
risks and then add them up as I understand it? " H
A Uh-huh.
Q. That having been done, does that

supplant the original contingency, or is that :

somehow married to the original contingency, or is
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_ just identification of the issue, but a resolution
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it subtracted from the original contingency?

I'm not sure yet on how one is related f

to the other.

A. It will not be subtracted from the

original contingency until there's a resolution
of: 1Is this a valid risk item or not?
Orice that analysis is complete to say

what is it that really this is relating in, not

of the issue, then it would be either a new scope

item or a reduction from the bucket identified as
scope, new scope or scope previously unidentified.

Q. So the original scope not estimated
carries forward unless it's changed either by
reduction that occurs when an increase in one of
the components is identified or may be increased
when additional scope is identified?

a. Yes, increase original scope identified,

No. No.

Adjusted if original scope is identified

or increased if there's a deletion of certain

scope item.

H

;
.
i
6
1

For example, if you recall in earlier

pages here I showed examples of exciter or

something for condensate pumps, so the exciter

B e e
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rewind was not required, as I recall it turned
out. Then those dollars would be put back into
that bucket, so it will not be just a drawdown,
but a replenishment of scope deleted work items.

So the material here has been identified

T N e

contract value of buying sc many feedwater. heaters

and we need only half as many. Then the money for

the other half would be put back into that

s ot ot AR C

account. So it's not just a cne-way change.

Q. So the original scope not estimated can

be either ‘drawn down or, in your word,

I e e paEH s R et

“replenished, based upon the development of the

project?

A. In tﬁis stage of the project because you
have to remember we are in still early stage of
the project where engineering has hardly begun.

As you mature further then the ideal
thing to do, and I believe the project may have
done that, is separate that into risk contingency,
new scopes, S0 it is a little more spelled out.

But right now we are at the beginning of
doing enginéering analysis and engineering design,
so I don't think all that scope is going to be
nailed down. 8o, until we get to that point, they

will be in one place and then it can be separated.
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This being a fast-track job, to do that
exercise right from day one, would have been very
difficult to manage.

Q. I'm sorry. I was looking at a note and
I didn't catch all of that last statement.

Can you repea£ it for me?

a. Yes, I will. I said: This being a
fast-track job and the scope is not defined,
engineering is just begiﬁning to happen, it does
not make sense to have a separate bucket for
contingency and scope and risk because the risk
items are not defined yet. The scope itemé are
not defined yet.

So, let's get to that point and then we
can allocate appropriate contingency for the
firm -- what's described as firmly approved scope
of work.

That's what I mean, a proration which I
believe this project must have done subsequently.

Q. Having discussed Exhibit 3, I want to
turn to Exhibit 2.

THE WITNESS: Is this a goéd time to

take a five-minute break, Mr. McGlothlin?

MR. McGLOTELIN: Sure.

(Thereupon, a brief break was taken,.)
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BY MR. McGLOTHLIN:

Q. Mr. Kundalkar, I have asked you to look
at a document that we have marked as Exhibit 2,
which is the one-page e-mail memo from you to Mano
Nazar.

Am I saying his name correctly?

A It's pretty close.

Who is Mr. Nazar?

A. Mr. Nazar was my supervisor, chief
nuclear officer for nuclear division while I was
at FPL.

Q. You've had an opportunity to review this
document; have you not?

A, Yeah, you gave it to me, and I had a
minute or two to look at it. Yes, sir.

Q. As I understand the content, you were
using this as a vehicle to inform Mr. Nazar that
the PSE staff was collecting copies of previous
presentations made to the chief nuclear officer
and to the Executive Steering Committee, correct?

A, The purpose was just to keep him
informed of where we are in general. That may
have been step number one. He may have been
traveling. I may have been traveling. I don't

know my schedule when or where I was on May 30th,
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Page 57
but just brief him on where we are.

Q. Yes, sir.

And in terms of telling him where you

were at the time in this particular briefing, vyou

TN SR R e ST Ty A

were informing him that thé PSE staff had asked
for all copiés of presentations to the chief-
nuclear officer and, I imagine, the Steering
Committee, correct?

A, That is correct, sir.

Q. You begin by'saying that you had
discussed the implications with Bryan Anderson of
legal and Tiffany Cordes of regulatory affairs,
correct?

A. Yes.

Q. Both with FPL, correct?

A, That is correct,

Q. And specifically, you pointed out that
the materials requested by the PSE staff would

show estimates of capital costs higher than those

contained in the May prefiled testimony; is that #
correct? ;
A. I think that -- are you referring to

Item B, bravo, there?
Q. Yes.

A. So Bechtel's forecast, or Bechtel's wish

FEp UG DT T oy

APEX REPORTING

T e T e L e R AT MR

GROUP (954) 467-

T

8204




10

i1

12

13

14

16

17

18

19

.20

21

22

23

24

25

Page 58
list for the forecast -- yes, yes. I'm conveying

to him that this info that I received from Bechtel
with respect to their preliminary forecast numbers
based on what 1s being done, and based on the

man-loading that they are assuming is higher than

their original indicated nonbinding proposal.

And then the paths the team was taking E
to resolve those issues with Bechtel. '
I think that is listed there.
Q. Looking at the paragraph that begins
with the words: 1In previous planning discussions.
Do you see that?
A. Yes, sir.
Q. You report that you had informed Armando

Olivera, i1s that the Armando?

A, Yes, it is Mr. Armando QOlivera.

Q. And the legal staff, that the estimates

from Bechtel could be higher than the seven-fifty
for Turkey Point‘and six-fifty for St. Lucie,
correct?

A. We had informed him of;, like the
senfence says: Based on Bechtel's recent view,
they could be higher, but we also had pointed oﬁt
that we are challenging Bechtel's view. We do not

accept that and there are certain things they can

s DT TP
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do to bring them to the right scope and ~- scope
and estimate assumptions and outage optimizing and
things like that.

Q. . And the seven hundred and fifty million
dollars for Turkey Point and six-fifty million for

St. Lucie correspond to the indicative bid values

that you included in your prefiled testimony,

correct?

A. I know you refer to that as indicative
bid earlier also, but I think these are the Needs
filing numbérs. That's what they are.

| Input from Shaw, Stone scoping studies
and the indicative bids came almést a year later,
So the Needs filings were iﬁ late 2007, September,
QOctober, 2007. Bechtel indicative bids came, I
think, in late 2008.

But, right, they are very, very close to
each other. But I'm referring to the Needs
filing. That's what I'm referring to.

Q. So on the one hand in the Needs filing
and in the May, 2009 testimony, you had presented
testimony reporting that the overall coét estimate
was unchanged and at the same time PSE staff had
requested copies ¢of presentations which would

indicate that from the Bechtel perspective those

Page 59 |
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costs were increasing, correct?

A. It wvas a long gquestion you asked, so
please ask me that gquestion again because I lost
you there in the guestioen.

Q. I will take this from the memo that you
have explaining.to Mr, Nazar that on the one hand

in the Needs case and in the Nuclear Cost Recovery

- case, most recently in the May, 2009 testimony,

FPL had presented a cost estimate that had not
changed elther from the Needs case or slightly
from the indicative bid. BAnd it indicated that
there was no need to modify it at this time,
correct? |

A. Yes, that is correct.

Q. And then the additional piece of
information conveyed toer. Nazar was that the PSE
staff had requested copies of presentations which
would have reflected the fact that the estimates
being received from Bechtel were higher than those
being report in your testimony?

A. I don't think I would ~~ the purpose of
this memo was to, well, first of all, make him
aware that there was some confidential
presentation information being requested.

S0 that's part one.
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Part two is make him aware that our
current status with Bechtel, which is input --
preliminary input, unverified, not challenged,
based on preliminary engineering, are higher and
we are in the process of resolving those as they
are discussed in these presentations.

And so that's what -- that's all I'm.
trying to communicate here.

Q. As chief nuclear officer, he would have
received the presentation for the May, 2009
Executive Steering Committee, correct?

aA. He would have, but I don't know if he
was here, or if he was traveling. I just don't
recall. I just don't recall.

I just wanted him to be aware that there
are some confidential -- these -- as you saw the
label, they are confidential presentation
packages, and I wanted him to be aware that
certain information is being requested and we are
going to make that available.

And it haé the following things because
he may be traveling. I just don't know where he
was. I just wanted to make him aware of that ~-
what .is being communicated to the -- and how we

are fulfilling staff's request.
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Q. 2And in the first paragraph you say that
you had discussed the implications of the PSE
staff's request.

Isn't it true that the implications
include the fact that FPL's testimony filed in
May, 2009 contained one estimate of overall costs,
whereas the presentations being made to the chief
nuclear officer and the Steering Committee showed
a trend of increasing costs above that level?

MR. FEIL: Object to the form of the

question.

It's leading.

You can answer the question if you

understand it.

THE WITNESS: No, I den't understand

the question, sir.

Can you break it down into simpler

questions for me to understand?
BY MR. McGLOTHLIN:

Q. Well, for instance, were you concerned
about the fact that the presentations being made
to the chief nuclear officer and the Steering
Committee contained indications of costs higher

than those that were being reported to PSE?

Absolutely not. Absolutely not, because
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the same presentations also highlighted, as‘you
went through that earlier package, steps being

taken to resclve those differences and address

those concerns.
So absgolutely not.

Q. Yes, they indicated steps were being

Page 63

taken to resolve the differences between FPL and

Bechtel and as one ramification of that, did you

have in mind when you wrote this memorandum that

in conjunction with resolving the differences with

Bechtel, you would also take whatever steps would

s

be appropriate to reconcile, 1f that's the right

word, the testimony to the estimates being

resolved?

A. None of that even crossed my mind.

This was strictly to make him aware that

these —- this information is being requested.

It

has these discussions. At the same time there'’s

higher megawatt output being produced by the

plant, make him aware of that. The Needs filing

had different numbers, and this information would

be provided to the Commission.
Just make him aware of that.

Q. If you will, read for me the two

paragraphs beginning with the words: 1In previous
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Page 64
planning discussions.

A. In previous planning discussions withA _
Armando and the legal staff, we had made them é
aware of the expected dollar estimates could be
higher than seven hundred and fifty million for
Turkey Point and six hundred fifty million for
Port St. Lucie based on Bechtel's recent view.

Therefore, in May testimony we indicated
that FPL would updaté this related information as
soon as final analysis and designs are completed.
Armando's advice at that time was to introduce the r
topic and collect and finalize the facts and scope

for further submittal at appropriate time.

st

Q. And the next paragraph, please?
A. Therefore, the timing of getting the
scope firmly defined and validation of estimates

becomes very important. We have laid out a

TR e

schedule that Bechtel and Turkey Point and

St. Lucie and corporate headgquarter team are
working to be ready for FPL/Bechtel meeting
scheduled for June some date. And we will need
the same information for your review and Robo for

meeting in May to late June.

Q. Do I understand correctly that when you

said the timing of needing the scope firmly
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Page 65
defined and validation of estimates are becoming é

very important, that relates to the fact that the
May testimony maintained the original estimate EA
with the proviso that it would be updated at the
appropriate time?

A, . No, there was no such tie. It was

strictly: We need to get this scope firmly

defined and estimates validated as soon as
possible because we have a meeting, a ﬁew Exec.
Steering Committée meeting, coming up with
Mr. Robo in mid to late June. We need to have
that information. The sooner we reésolve these
differences, we can have a firm picture of where
we stand.

Q. When you use the terms getting the scope
firmly defined and validation of estimates, you're

referring to the process of resolving your

differences with Bechtel, correct? %
| A. Yes. i

Q. BAnd -- é

A, Go ahead. ;

Q. And that resolution was to take place as 2

we discussed earlier within the thirty-day time

frame from late May to late June?

A, As it was laid out in that May
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presentation, yes, sir.
Q. As we discussed, engineering of the

project at this stage was at a very early point,

correct?
A. Very low percentage of engineering, yes.
Q. So when you say getting the scope firmly

defined, you don't mean completion of design
engineering, do you?

A, No, I don't mean that.

Q. and when you say validation of
estimates, you're nof talking about the final
estimate that comes out of the detailed
engineering, are you?

A, No, it is validation of assumptions

- Bechtel is making in giving us these preliminary

estimate numbers because we have serious questions
and doubts about assumptions they were using and
their man-locading preparation and overly
conservative,

That's what'We mean by validation.

Q. Then you lay out the steps for that
processAand they are the same steps, or
essentially the same steps, that were incliuded in
the power point presentation that you and I

discussed earlier, correct?
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A,

word-by-word, but I think it captures the chart

adequately,

Q.

begins with the words: In previous planning

discussions.

A,

Q.

Armando's

topic and collect, finalize the facts and scope

for their
correct?
A.

Q.

is: Therefore, correct?

A,

Q.
paragraph
relate to

the facts

appropriate time?

A.

that word

it then and I cannot even see it now.

Page 67

Let me look at it and then I --

Yes, that is very similar. I don't know

Looking again at the paragraph that

Yes.

The last sentence in that paragraph was:

advice at that time was to introduce a
submittal at the appropriate time,

Yes.

And the first word in the next paragraph

Yes,

So, doesn't the substance of the

that begins with the word therefore
the concept of collecting and finalizing

and scope before the submittal at the

TR e

I did not even think about why I wrote

therefore. I did not even think about

Eaanss
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Tt just says: We need to get the scope
firmly defined because we need to have that for
our own planning purposes, for our own executive

presentation. -And the soconer we get a good handle

on the scope and the associated costs, it is best
for the project -- next steps for the project.

Q. Below the bullet points this sentence
appears: Terry has been briefed by me.

A. Yes.,

Q. Is that Terry Jones?

A. It is Terry dJones.

Q. What was his position at the time?

A. Terry Jones was the vice president for

the midwest region in charge of certain plans, but
he was also the vice president who was responsible
for Technical Review Committes.

If you recall, you asked me some
questions about what is a Technical Review
Committee and who headed that. So, he was the
independent vice president who would have seen
some of the scope reduction or addition items
coming from this committee to let him know that
when these become availlable, you are not
surprised, so we would like to have a quick .

turnaround of their reviews.
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Q. You were not aware -- or let me ask you
this way: Were you aware at the time that
Mr. Jones was slated to be fhe vice president of
uprates division?

A. Not on May 30th, absclutely not. In
fact, this wés strictly for the purpose that I
described. That's why T briefed him. - And I kept
him briefed on similar activities before and after
tﬁis.

Q. At the time you wrote this memorandum to
Mr. Nazar, did you consider the point of which
these challenged items with Bechtel would be
resolved as an appropriate time to consider
whether your testimony should have been updated to
reflect the higher estimates?

a. Please ask me the question again, sir.

When I wrote this memo, what was the
guestion then?

Q. Your memorandum refers both to your
testimony --

A. Uh~-huh.

Q. -~ and to the concept that it would
be -- that any revisions would be submitted at the
appropriate time.

A. Uh-huh,
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Q. It also addresses the challenges té
Bechtel's increased estimates and steps being
taken to resolve thaﬁ.

A. Yes, sir.

Q. When you wrote this memofandum, did you
rega£d the point at which those contentions with
Bechtel would be resclved as the appropriate time
to consider whether your testimony should 'be
updated?

A, Sir, are you asking me what was my
thought process to when I would be updating my
testimony‘based on what --— Bechtel completing
these action items?

Q. Yes.

A, Bechtel action items were just a small
part of the overall scope of the picture-of the
project.

This was an important part of that, but
there were a number of other activities, such as
the engineering analysis, which were required to
complete the scope definition of the project, or
the licensing analysis, which required —-- needed-
to be completed.

So, all those things needed to be

completed, and once we have that complete picture
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and a corresponding Bechtei estimate, that would
be the right time to update -~ to revise the
estimate for total inservice cost of the project,
once you have all those facts in hand.

Q. Bear with me. I did not get your full
answer there. I did not understand everything you
told me.

A. Break it down.

Q. When would be the appropriate time to
reconsider?
a. Once we have engineering designs

complete, we have a firm understanding of the
scope, and a firm estimate from Bechtel and other
implementers, fully vetted, challenged, and
accepted by FPL management, that would be the time
to apprise or revise the Needs filing or =-- not
the Needs filing, or the cost of completion of the
project in its entirety.

Q. When you say design complete, are you
talking about the full design engineering
specifications?

A. Yes.,

Q. How long did you think that would take

at the time?

A, It may ~-- now, this is what I recall
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from memory. I don't remember. It was in 2010 or

2011 time frame. It was not something -- I mean,
pieces of it would be completed in pieces, but
that picture was somewhere between 2010 and -11,
if I can subject to check. If I can say that.

I think that is roughly my memory.

Q. So based on your answer, deo I understand
correctly that from your perspective there would
be only two data points in terms of testimony on
the estimates of the costs? There would be the
indicative hid, which is zero to fifty percent, or
two percent design engineering. Then there would
be the final full-blown design engineering process
completed, one hundred percent done, and that
would be the second time you testified as to an
estimate?

A, I don't know that because I think once a
year we have to look at completed work; as I
recall. And once a year review the picture in
March or May, I forget. ‘And my time of making
filing to see what is the new information
available and revise that.

So, i1f not one hundred percent of scope,
if fifty, sixty percent of the scope was

well-understood, defined in 2010, maybe that may
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have been the time.

I don't know the formats of what you're
asking, but I had not thought about them as the
only two points, There_may have been
opportunities in between based on the completed
work, challenged, vetted, accepted by FPL and
formation of the view of what the total cost of
the project would be.

Q. So the components that would go into
consideration of whether to update one's testimony
would include additional information relating both
£o the Bechtel work and also relating to the
Qefined scope of the project?

A. That is correct. I mean, in reverse
order. Deﬁine scope of the project and then what
i5 the corresponding Bechtel,

But with that you are assuming that
Bechtel may do all of the scope, There may be
other paits of it. Like, some of the scope may be
done inhouée. Some of the scope may be done by
others. And once that decision is made and the
picture developed, that would be the time.

It's not like Bechtel would be given all
the scope. FPL had not, as I recall at that time,

made a decision on Bechtel would be given all the
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scope. Maybe parts of it could be implemented
more cost effectively by other means.

Those steps needed to take place to
formulate what would be the total cost of the
project and in May we hadn't reached that point.

Q. After you sent this memorandum to
Mr. Nazar, did the memorandum generate any
additional discussions about the content of the
memo, either with respect to the testimony, or
with respect to the Bechtel items that were
subject to challenge?

A. .I think it's a broad‘question, so if you
can- break it down.

So can you break 1t down because --
please ask that question a little more so I can
answer it.

So, I wrote the memo to Mr, Nazar and
then your question is?

Q. Did Mr. Nazar respond to you either in
writing or orally on the contents?

A: Verbally he responded by whenever we saw
each other in the next morning, next week,
whenever the next time. Yes, I understand. Yes,
I understand the steps you are taking and that's

the right course of action.
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Scme words to that effect.

Q. By the steps you were takiﬁg we

A. With respect to Bechtel in challenging
fhem, working towards better definition of scope,
getting better handle on what the forecast --
Bechtel forecast should be.

There were a number of items Bechtel had
not considered. Make them consider those.

There's a line item there in the middle
we did not get to. Challenging Shaw and some of
the other groups and to filrm up what the scope
needs to be. Nice to have, but it says: Must
have scope.

S0 all those steps are the right steps
to reach towards ~- what 1s that a line of, better
challenge and FPL management accepted estimate.

Q. Did Mr. Nazar in his response
communicate anything with respe0£ to the
information that the PSE staff was requesting
presentations that showed Bechtel's higher
numbers?

A. ‘ No, absolutely not.

| Because we had committed to providing
the staff and Comﬁission anything and everything
they asked, and this was a step in that direction,
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I was just keeping everyone involved

apprised of that.

Q. Did anyone else communicate with you

with respect to the memo you wrote to Mr, Nazar?

A. I don't think so.

MR. FEIL:

Objection.

I think the

question is confusing because there's no

time frame put in it and it could be from

the day it was written until some time in

memoriam.

So, it may have been -- T think that is

one of the reasons he was having trouble

understanding your question.

THE WITNESS:

BY MR. McGLOTHLIN:

Yes, sir.

So..

Q. The memo was written May 30th, 2009, at

any point from May 30 of 2009 to the end of

Septembexr, 2009, did anyone correspond or

communicate with you about this memorandum?

- A No, I don't recall anyone coming back,

talking to me, or wiiting any e-mail in response.

I just don't remember that.

Q. I'm going to provide another deocument to

the deponent.

This will be Exhibit Number 4.
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{Thereupon, Exhibit Number 4 was Marked
for Identification and is éttached
hereto.}.

BY MR, McGLOTHLIN:

Q. Mr. Kundalkar, Exhibit 4 is captioned:
Extended Power Uprates, Executive Steering
Committee Meeting, St. Lucie and Turkey Point,
June 23rd, 2009,

A. I have this package. I would like to
flip through it to just to kind of...

Q. Certainly.

A, Yes, I have looked at it. [ mean, T
flipped through it quickly.

Please go ahead.

Q. Do you recognize this as the power point
presentation that was prepared for'the June, 2009
meeting of the Executive Steering Committee?

A. Yes, I do.

Q. Were you involved in preparing and
presenting it?

A. I was invelved. I attended the meeting.
I was involved in the presentation of it. T was
not involved in preparing each and every page of
the line input. This came from various éources,

from various people.
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Q. It came from various sources of whom you
were one, correct?
A, Yes. I was responsible for the project,

so they ultimately funneled in to me.

Q. Please look at page four.
Eérlier =
A. I'm sorry. I'm on page five, 'so give me
a second.
Okay.
Q. Farlier when we were discussing the May

presentation, we looked at a cost and budget
summary, and as I understand it this is a
counterparted effort for the month of June,
correct?

A. Yes, sir.

Q. For St. Luciefyou see the totals for
proforma, May, 2009 at six -- June 1st, 2009, all

are six hundred and eighty-two million dollars,

correct?
A, Yes.
Q. Another way of saying that in June the

forecast is still the same as the indicative bid,

correct?

A. The overall forecast is still the same,

e
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Q. If you look at the scope not estimated.

A. Yes, I'm looking at it.

Q. ‘For the proforma budget it started out
at - million dollars,
correct?

A, Yes,

Q. And in June it's down to L]
million dellars, correct?

A, Yes.

Q. That represents the fact that the
increases have been assumed to be taken from this

. allowance or —-

A. Allowancé, scope not identified
allowance. ,

Q. So.as those items incfease, the
allowance is reduced accordingly, correct?

A. That is correct.

Q. Would this also indicate -- would the

fact that this allowance was started at i

W illion dollars and is now

down to (B million dollars, would that be an

indication that the scope is being clarified and
is more detailed than originally?
‘A. it would partly indicate that. It will

also —— because my knowledge with that -~ it also.
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says that the work items which are potential
candidates for deletion have not be incorporated
or acted upon yet,

Q. . Would it be true also that this Cost and
Budget Summary, this format that's been used in
earlier months, that the Cost and Budget Summary
itself is becoming more refined over time?

A, Ag time goes by, yes. Yes. I believe
it's getting a little more detailed. Information
is becoming available.

Q. Please look at page thirteen.

a. I'm on page thirteen.

Q. EPC estimates, that refers to Bechtel,
does it not?

A. Yes.

Q. Bechtel is the EPC contractor?

A. Yes.

Q. The third entry under estimates have
increased over the indicative bids reads: Scope
clarified, parentheses, more details, close
parentheses, resulting in estimates greater than
indicative bids.

Do you see that?
A. I see that bullet there.

Q. If the scope is clarified, wouldn't it
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follow that those greater estimates would be more
reliable than the indicative bids, which had a
huge allowance for undefined scope?

A. Only partly true because it just does
not necessarily mean that the scope deletion items
have been incorporated.

Scope clarified just means extent of the
scope of certain items. There is more detail
available and it is known more than it was known
in the previous month.

But that action is not fully complete

and I knew by that time it was not fully complete.

Q. So the entire scope is not fully
complete?

A, Right.

Q. But a portion of the scope has become

clarified and is better known, correct?

A, Is better known.

Q. And so --

A. But still -- pardon me -- the
engineering is not complete and the designs are
still in very low percentage. Except we know that
Bechtel, yes, to that extent, certainly more
clarification on certain work activity.

That's my recollection of what that
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meant.

Q. With your caveat that not all the design

work had been completed, doesn't the fact that the

- scope had been clarified relative to earlier

months mean that the estimates that fall out of
that clarified scope are more reliable and more
accurate than the indicative bid?

A. The portions that were clarified may
have a little better definition, but that does not
mean that it's good to be taken as the same
knowledge as if the engineering had been
completed, part one.

| And part two is that does not
necessarily mean that all the scope deletion
activities have been fully addressed or
incorporated,

At the same time, it also does not mean
that therefore Bechtel's numbers are acceptable.
because there. are still many guestions and
challenges with Bechtel remaining which went on
for sometime.

Q. You've got a list of those challenged
items on this page, correct?

A, Yes,

Q.

This is something of a checklist; is it
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not? Because on the right-hand side you indicate

that the top three are now complete.

A. Yes, it says complete, but it was not
fully vetted and accepted. It was -~ Bechtel had
provided that input as to how they would do that,
and we were still in the process of reviewing
that.

So, like I pointéd out earlier, this was
the dates and how they would he done was done in
combination yet. So here's a checklist that is
work in progress to do that.

Some of those -- the progress is
described up above. There are still, for example,
outage divigion assumptions. There was a huge
concern related to that. Optimizing manpower,
which is a huge benefit thét's not incorporated.
And finalizing of estimates with more engineering
knowledge or design, still not done,
Q. Well, I want to understand better what
the word complete means with respect to these
challenged items.

'Sharing resources between sites. That
was an FPL proposal designed to mitigate some of

Bechtel's high estimates, correct?

A. Yes,

$UUeS
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Q. And the step that we've identified
earlier was to work with Bechtel to reach an
agreement as to whether there would be a way to
share resources so as to reduce costs, right?

‘a. Yes, but that activity is also tied to
the fourth bullet which says outage duration
assumptions and optimizing manpower by eliminating
outage overlap. So, Bechtel had provided input as
to how they can share resources petween sites, but
they are not acting on those two bullets, which
feed into the overall benefit for effective
sharing of resources.

Because if you have non-overlapping
outages and outage duration assumptions as to how
long Bechtel resources need to stay on a given
site that are not agreed upon, or not completed,
then you have not fully completed the exercise.

So we had not reached the end of the
resolution of Bechtel cost estimated here.

Q. Had you reached the ﬁoint at which you
had saved some money c¢ompared te what Bechtel's
first --

A. Yes, they had reduced certain amounts,
and I think somewhere along the line there was

some indication of what they did.
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I think in between May and June there

are three, four steps where they had shown. some

reductions. I do recall that.

Q. VWork scope being evaluated or redundant,
I imagine that means you were trying to find areas
in the work scope presented by Bechtel wherxe you
could eliminate some things without sacrificing
the product, right?

A. I just don't remember what that bullet
represented or reflected. I'm having difficulty

recalling that. Work scope being evaluated

redundant. ..

MR. FEIL: If you don't know, don't

guess.

THE WITNESS: T don't remember what was

being communicated by that bullet, sir.
BY MR. McGLOTHLIN:
Q. What about the third one: Assumptions

used, work hours, overhead, etcetera.

What aspect of that challenged item had

been completed?
a. T believe that I recall that was £
completed and that they were having full-strength

staff seven days a week, twenty-four hours a day !

while there was no need to do that for all jobs --—
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all projects unless they were on critical path.

So I think there was some better common
ground of planning purposes associated with it.
That part, I recall there was some progress made.
I do not know all the details now on the progress,

though.

Q. Does that mean that as a result of the

interaction of FPL and Bechtel on this challenged

iR AR e I RS R

item there were some adjustments to work hours and
overhead that saved FPL scme money?

A. I believe so, yes. Combination of all :

those, in each one of these steps of project there
was some reduction in Bechtel costs forecasted
from what was reported to FPL,

Or they may not have reported it, but
they may have shown progress and then they were
waiting for other steps to complete to give us

what the bottom line number is.

Q. With respect to those that are shown to
be incomplete at the time of fhe June Steering
Committee meeting the expectation was, and i
continued to be, that there would be resolution by
the end of June, correct?

A, That's what the date indicates, yes, we

would like to get this resolved expeditiously.
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Q. These challenged items shown here are
also some of the same items that were included in

your memorandum to M¥. Nazar?

A, Can I take a look at that memo again?

I beligve 50, yes.

MR. McGLOTHLIN: I don'f have any
questions on this document, so I will move
to the next one.

lLet's make this a composite. Number 5
will be two documents comprising the
presentations made to the Steering Committee
in July of 2009, one for St. Lucie and'one
foxr Turkey Point.

{Thereupon, Composite Exhibit Number 5

was Marked for Identification and is

attached hereto.)

BY MR. McGLOTHLIN:

Q. Take a few minutes and review those,
please.
A. These aré fairly large documents so for

me to quickly review these 1s not pessible., I
kind of quickly flipped through them and I may
need more time as you ask questions to refresh
myself,

Q. Certainly.
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A. I recall these documents as the
July presentation. I have -- as we speak,'I have
not lcocoked through eaé¢h page, so when we come to
anything specific, I would like to look at them
mere closely.

Q. Fair enough.

A. Do you want to start with St. Lucie or
Turkey Point?

Q. St. Lucie.

A. Ckay.

Q. Were you involved in the presentations

made to the Steering Committee in July of 20097

A, Yes, I was involved,

Q. So you would have contributed to it and
have been familiar with these documents?

A, No, I was not involved in the
preparation of these documents. They were done by
the team that reported to me, but I have given
them full independence and autonomy to prepare
these documents. I reviewed with them the format
and content, but I presented -- helped present
this information.

Q. Start with page eight.

A. Of 8t. Lucie?
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A. Yes. I'm on page eight.

Q. This is a slightly different format than
we've looked at eérlier.

Do I understand coxrectly that this cost
overview compares the origiﬁal estimate
corresponding to the indicative bid with the
forecast thaf was prepared for the July, 2009
meeting?

A. Yes. The first column is the Needs
filing ~- the Shaw, Stone scoping study and then,
subsequently, the Needs £filing.

And so you have -- that's a description
of the first column.

Now please go ahead and what you are
going to ask me?

Q. The column caption: Variance, simply
cempares the original estimate with tﬁe forecasﬁ
thaf was current as of July, correct?

A, I would like to go back to column two
because that will help to answer what is column
three, 1f that's okay with you.

Q. I understand column two of the current
forecast to refer to the forecast of the capital
costs prepared for the July, 2009 meeting.

A, That is correct. It was based on
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Bechtel's input, Bechtél's view of what the
implementation costs should be., Bechtel's wish
list view of what that implementation cost would
be, and‘incorporating their numbers as they were,
not having challenged, not having vetted, not
having -- the vetting process not completed as we
saw earlier. Engineering not complete. Scope
items not complete.

Sé that was Bechtel's input as well as
number of other inputs. And they were all
assembled into this column to indicated if we
accepted everything in a snapshot what would that
picture look like, so6 that we can decide on --
evaluate, and decide on what the next steps would
be.

So that's important. 2And then we can --
so I would like to pause there.

Q. The variance ceolumn compares the column
one to column two and the difference?

A. Yes, it does. That is correct. So that
original Needs filing estimate and Bechtel's input
unverified, unvetted, unchallenged, snapshot
picture. If you take that as data point, what is
the difference between column one énd column two

shown on the wvariance.
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Q. And the vardiance shows under: Total,
that the current forecast increased beyond.the
original estimate by about one hundred and
thirty-nine million dollars, correct?

A, Using Bechtel's unaccepted, unverified
numbers, the difference between the two would be
about one hundred and forty million, sir.

Q. Was this the first occasion on which the
Steering Committee had seen an estimate greater
than the proforma value?

A, Thig is the first time they had seen a
comprehensive compilation of this type, yes;
because you have seen all of their exact
presentations, so you have seén everything else —-
at least presentations you have shown me, that
that's exactly what the Steering Committee has
been seeing as of that date, January, February,
Marqh, April, May, June.

Q. Had you finished?

A. Yes, T have.

Q. What was the reaction of senior
management or members of the Steering Committee of
this presentation?

A. It was -~ first of all, substantial

amount of time was spent on understanding the
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basis of how these numbers came about and then the
reaction was: What are the right steps to resolve
and arrive at what is the reliable, acceptable,
vetted, final forecast for the project?

S0, it was a long discussion and you're
asking me to surmarize in short answer. So, their
reaction was a number of questions. Their
reaction was seeking ocut a number éf
clarifications, understanding sources of input,

understanding assumptions, and understanding

opportunities for improvement scope-wise, clarity

of estimates-wise, explanation of studies that
were underway. All of those.

This was their reaction in understanding
all that material in that package.

Q. Was there an element of surprise that
the variance would be as large as it 18 reported
to be?

A, No. I mean, it was being discussed with
the Steering Committee that Bechtel indicated the
numbers were high, so they wanted to understand
how high. And this was the first time they were
seeing a-compilation of all the items, including
risk items, in one place.

Did they look happy? I would not say
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that. Were they surprised? I don't know to gage
their reaction.

I mean, they had many guestions about
these numbers is probably the best way to describe
it.

Q. On the left-hand side there's an item
called: Scope undefined.

A, Yes.

Q. Is that identical fo the earlier entry
that's labeled as scope not estimated?

A. I think that in the first column it is
true, Mr. McGlothlin. The second column, if you
recall, if you see the -- it is a risk item entry
there, 80 this was the first time we started
introducing the composite view of the risk items,
I believe, into the picture, is what I recall.

I would like to verify that, but that's
what I recall. I'm not hundred percent positive,
Mr. McGlothlin, so I would like to verify that,
but it included certain risk items as the best I
can recall.

Q. You may have personally answered my next

gquestion. You will recall then in the last

presentation package the scope not identified had

been reduced to about —mllllon dollars.

APEX REPORTING GROUP (954) 467- 8204
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Page 94
a. Yes.

Q. So I was going to ask you to explain how
here that it could be @i nillion dollars and
then your answer is what?

A. I don't know everything that went into

petween D - G o Gl cxcept

compilation of all of the information from various
sources the team, project control group, had
assembled. They came up with this number.

Unless I spend a little more time
dissecting all the source documents, I don't have

a ready-made answer for you, sir.

Q. Look at page nine of this document.
A, Yes.
Q. If you're sufficiently familiar with it,

or if you remember well enough, can you tell me
what this intended to communicate?

A. Give me a minute to kind of look at it
one more time.

8o, again, this is a snapshot of where
those earlier seen forecasts stand and their
comparison with respect to the original Needs
filing and the various steps that changed -- could
change that forecast and what are those causes as

of that date based on Bechtel's unverified, not
et Ll asvs e fday Al et ta ! PR AR e RS I E XTI T S TR B A R U 114117
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challenged, not accepted by FPL estimates,
in~progress work.

So there are some additions and some
subtractions as I see it.

Q. Move to page eleven. Maybe you can

c¢lear this up.

Page eleven, the top caption reads:
Current budget of six hundred fifty-six million
increased to seven hundred and thirty-six million,

paren, current forecast, but on an earlier page

- the current forecast was shown as seven hundred

and ninety;five million dollars.
Can you explain the difference in those
two numbexrs? |
A. Not unless I studied all of the -- first
of all, I didn't prepare any of these pages, like
I said. These were resgults of studying thousands
of pages, contracts, documents, assembling,
sifting information certain way, done by project
control and number of other people.
And I was not involved in that, so I
couldn't explain that to you on the spot unless I
reviewed some extensive back-up material.
Q. I'm not asking you to do that.

On the same page the statement appears:
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The cause is primarily due to the budget being ﬁ

based on feasibility studies slash estimates not

detailed engineering and project planning.

And take a minute and read the subparts
of that statement, that additiomal bullet points.

A. Yes, I have looked at those.

Q. Those are explanations of why the
original budget has been increased to the current
foreCast, coxrect?

A. I don't quite agree with that
characterization. What it says i1s: These are the
reasons which are causing the forecast listed that
was based on Bechtel input numbers to be seven
hundred and thirty-six million dollars, or
whatéver the number is.

Q. Let's look at them individually.

A, Okay.

Q. LAR and initial design evaluations

identified additional scope not addressed in the
feasibility study.

Now, dees that have anything to do with

s E T U P

the Bechtel estimates of --

A, Absolutely. Because if there is a

design evolution as a result of LAR analysis, it

will just say:

This is the thing we need to

ErpTr TR B

R R | S A e R T O A R e e SR s T

APEX REPORTING GROUP (954) 467 8204




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

design and this is.the thing we will have to
build., So then it would be Bechtel estimate to
build this new thing -- engineer this new thing,
and then implement thié new thing.

So there would be input from Bechtel for
items identified in that one line item.

Q. Were there any additional scope items
falling out of the LAR evaluation that were not
subject to challenge?

A. Please ask me that question again, sir.

Q. The question 1s whether everything in
all these items reporfed here are subject to or
challenges to Bechtel?

A. Yes.

Q. Were there any additional scope items
that resulted from the LAR evaluation that would
not be subﬁect to challenge at that point?

A It's a very detailed guestion and unless
I look at three, four, five, six hundred scope
items, I could not tell you categorically.

~Maybe, but I don't know that.

Q. Let's look at material costs. Material
costs have increased for large components such as
pumps and large valves?

That is correct.

HU UM IR SR S R e R g iy e
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Q. Is that a Bechtel item?

A, There are two parts to that.

The material cost for those components
are independent contracts. From there there are
costs associated with handling, installing -- so
strictly material costs, Bechtel would not be
directly involved in that except as soon as they
are delivered to the siﬁe, then when Bechtel touch
and handling and installation, so they would be.

S6 there even would be portions for
storage and care of those materials before they
were installed and that woul& be part of the
material cost.

Q. Well, the costs that are being referred
to here: The material costs have increased?

A, Thege would be strictly the material
costs with the material vendoxs, so as I read the
bullet it probably does not include that, but I'm
not positive.

Q. The next one says: Capacity of the
plant and other support organizations tc absorb
additional work was underestimated.

A. This one Bechtel would not be involved
because it is strictly a plant, in-~house people.

Q. Allowance for new scope was
P RN B B B TR IR B BT i
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underestimated. 1Is that a Bechtel item?
A, Yes, because if there is a fifty-five --

forty-five or fifty percent allowance and now the

new scope, according to Bechtel estimates, is
costing much more than that and there are

questions about how Bechtel is estimating those

jobs, so there would be. E

Q. Well, the allowance is the forty-five
percent, correct?

A, Yes.

Q. And that was an estimate made at the
time that the fast~tfack approach was adopted,
correct?

A, That's correct.

Q. Who made the estimate, FPL, or Bechtel?

A, No, Bechtel was not on the scene there
at that time.

It was a joint effort of input from

Shaw as well as the FPL project team made that

judgment.
Q. So the allowance for new scope in terms

of the underestimation was not a Bechtel item,

oTa e T ST

correct?

A. No.

MR, FEIL: Objection, asked and

answered,
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THE WITNESS: Yes, I think I explained
that, sir. ‘

Would you ask me again a different

question?
BY MR. McGLOTHLIN:

Q. I did not hear an answer to that
question,

I think you will agree with me that FPL
made the estimate, coxrrect? |

A, I will explain, sir. There's an
allocation for new unidentified scope items.

For example, it says: We need one new
original pump, which was not originally scoped, so
that becomes a new scope item.

However, to install that new pump, now
Bechtel has to provide a new estimate. So
therefore, the influence of Bechtel's estimate on
this comparison to this chart that you are making,
forty-five percent allocations. So, yes, there is
a tie there.

Now, did we take into account Bechtel's
way of esﬁimating and creating this forty-five
percent allocation? No, we did not.

And that may be -- I meaﬁ, that's the

extent of what I can see. I don't know anything
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Page 101 |
else I can answer differently, sir.

Q. Okay. We have gone back and forth on
this,
Do I understand correctly that you
agreed with me in an earlier answer that Bechtel

was not involved in arriving at the forty-five

percent?
A. That is correct.
Q. let's leave it at that.
A. Okay.
Q. The last item is: Base scope contract

costs were higher than estimated.

What is this base scope contract costs?

A. There are certain kinds -- for example,

Seimens' costs, they are a base contract cost for

Seimens, as I recall. The vendor that supply
turbine rotors, exciter rewiring, and things like
that. |
They were higher than what was allocated

in the original estimates.

0. So these are contracts other than the
EPC contract with Bechtel?

A. Yes, they wquld be. Yes, other costs of

feedwater, for example.

Feedwater heaters, for example.
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Q. Turn over beginning on page thirteen and
continuing for some many pages thereafter there is
a line-by-line workup of individual items.

A, Yes.

Q. Tell me how that taskrcame ahout. Whose
idea wés it to make that line-by-line comparison
of this nature?

A. Mr, Robo, who requested this review,
requested that: Let us understand how many items
are existing scope items, how many items are new
items, what is Bechtel's current view of these
estimates, separate them into materials, 1IAR,
implementation like the package is organized. And
have a discussion on these items as to the basis
of some of those estimates.

And that's how this line-by-line review
came about.

Q. For the record, who is Mr. Robo?~

A. Mx. Rébo is the chief operating
officer -- or at that time was the-chief‘operating
officer of FPL Group, I think it was until -- it
may have been NextEra Energy, I don't know the
time frame.

I don't recall the time frame. And he

was also the president of NextEra Energy.
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Q. Was the directive to perform this
line—By—line analysis related to the magnitude of
the increase shown in the Bechtel estimate that
was reported in the July time frame?

AL Well -- Ask me the question again and I
will elaborate on the answer. I lost you.

Please go ahead and ask the guestion,

Q. It was related to an earlier guestion,

I asked you what was the reaction of senior
management to the information that the variance
between June and July was one hundred and
thirty-nine million dollars for St. Lucie alone.

As one component of that, I'm now asking
you whether the directive that the management
undertake this line-by-line comparison was a
response to the magnitude of the increase that was
repOrﬁed at that ﬁime?

A. No, it was more related to the Bechtel
negotiation had not been completed to our
satisféction. So even though Bechtel had shown
reduction in their cost forecasts to some extent,
it was not fully where we thought it needed to be.

So to understand how that affects
individual work line items, this line=by=line

breakdown was requested. How much of that is a

fHMHM R i i
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material component? How much of that is an
implementation component? Bechtel component? How
much of that is licensing activity?

S0, to get a clearer picture of what
this total cost forecast would look like.

Q. When was that directive communicated to
you?

A, It has to be June 23rd meeting, 8o
within a day or two, oxr part of the diécussion was
June 23rd meeting when we communicated that
Bechtel had not progresssed in giving us the price
that we think were acceptable cost estimate would
be acceptable and then a subsequent meeting with
Mr. Robo to get clarification of in what shape or
form do you think this discussion would be
meaningful for the Executive Steering Committee.

So it was in those two different
meetings the format of what the package should
look like was discussed and was shared with
Mr. Robo. !

We collectively discussed that and we
said if this is presented in this form, it will be
useful to the Executive Steering Committee.

Q. Is this line-by-line coemparison FPL work

product or was Bechtel involved in the preparation

APEX REPORTING GROUP (954) 467 8204
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of it?

A. I do not know that, but ultimate
responsibility for putting this together was FPL
team, but large amount of input as it relates to
engineering implementation came from.Bechtel. And
then it was folded into these difference estimates
and broken down into different line items.

It had input from various sources.
There were many other inputs as well,

Q. What was your involvement, if any, in
the preparation of the line-by-line?

A. Minimal, except to provide oversight
that the work was progressing and it is in the
format and shape and people are independent to
bring up all the issues and then collate it in a
meaningful way and the package is complete with
respect to the discussion we had with Mr. Robo and
what the Executive Steering Committee should and
would look at and would want to look at.

Q. This line-by-line analysis identifies
and quantifies both additions to scope and
reductions to scope, does it not?

A. It identifies additions to scope. It
identifies non-deletions to scope, and then it

does not explicitly spell out what other deletions

APEX REPORTING GROUP (954) 467-8204
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there could be, but they. are either part of the
discussion, or they have been identified in
subsequent presentations, as I recall.

Q. With respect to these reductions of
scope that wére identified in the process of
prepar;ng the line-by-line analysis, those
reductions were quéntified and incorporated in the
overall . estimate, correct?

A, They were incorporated intoc the estimate
based on how much does Bechtel think we can reduce
the cost when we delete a particular line item.

It does not necessarily mean we agree With-that
deletion amount, but this is what we think -~ this
is what Bechtel thinks would cost you less because
you are doing half of the work.

Do you see what I'm saying?

Did you understand my answer, sir?

Q. I believe I got the gist.

A, I just want to make sure I give you a
complete ansver,

Q. Look at page twenty—three,.sir.

MR. FEIL: Joe, are we going to be at
an appropriate stopping point because we've

been going a little while for another hour

and-a-half?
otn P A E S
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MR. McGLOTHLIN: We can do that now if

you like,

(Thereuéon, a brief break was taken.)
BY MR. McGLOTHLIN:

Q. We're back on the record.

Mr. Kundalkar, please-move to page
twenty-three of this document, the St. Lucie
document.

A. Yes, I'm on page twenty-three,

Q. Do you see the statement that says:
Original project organization contemplated
self~-performed model?

Do you see that?

A. Yes, I do.

Q. Was that original assumption reflected
in the proforma estimate?

A, Yes, it was.

Q. And that's no longer part of the plan,
correct?

A. That is correct.

Q. The self-performed model was replaced by
the use of an EPC contractoxr?

A, That is correct.

Q. Is that more expensive than the

self-perform scenario?

Bt (e H G HBREERROH R
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A, It's a complex question, but there -are
more --

Q. Thank you,

A. -- there are more benefits to using this
part of a -- this type of complex project, an EPC
contractor. 8o at the face value, the cost for
the project may appear to cost higher. However,
the ocutage efficiency, and the éxecution of the
project, and the safe—plan‘OPeration after that,
so, big-picture-wise, it is a good decision.

Q. Well, it could be a good decision that
results in a higher price tag than the
self-performed scenario; am I correct?

A, It would be a higher price tag than the
self-performed scenario. It could be. I would
say it could be, Not necessarily it would be.

Q. Please look at page twenty-eight.

A. I'm on page twenty-eight,

Q. Do I understand correctly that this bar
graph depicts the progress of Bechtel's estimates
and FPL's working with Bechtel to modify those
estimates over a period of time?

A Yes, it does. It reflects the snapshot
of where we were as of that date with respect to

our discussions and negotiations with Bechtel.
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Q. Locking at the entries for the
horizontai access, was one hundred eighteen
million dollars the original Bechtel estimate for
the EPC contract?

A. .It was original scoping study, yes,
estimate in the Needs filing., It may have been
close to what the Bechtel indicative bid was, yes,
sir.

Q. The second entry says: Scope

clarification which increased from i nnn
—>million dollars to —
_ million dollars, correct?

A. Yes, sir.

Q. Which is why, at least on my copy, that
additional QSN nillion dollars shows up in
red, bécauserit's an increase, correct?

A. I lost your words there, sir. Please
say that again.

Q. You will see that the increment of
@I illion dollars is shown on the bar graph
in red.

A, Well, they are shown in red. Even the
deductions further down are shown in red. It is
just to point out the steps. That's all.

Ag you can see, the ups and downs are in
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the =zame color.

Q. I see. Well, in any event the scope
clarification resulted in an increase of D

million dollars to the base?
A, That is correct.

Q. There's a third caption: Added scope,

v illion dollars.

Is that a function of Bechtel, or FPL,
or both?

A. 1t was entirely function of Bechtel
because this is Bechtel proposed forecast we are
talking about. It is for new scope or even
existing scope identified. Bechtel coming back
and saying: Well, we told'you so in the
indicative bid stage, this'much, but now with
things a lot more diffiéult, a lot more
complicated, therefore it will be a higher cost.
Similar to what your house contractor usually does
when they give you a starting price and then
maybe, oh, it's a lot more difficult than what we
thought it was.

Q. The next one says: Five-dash-twelve. I

imagine that's May 12th, Bechtel presentation,

S illion dollars.

Does that correspond to a particular

Page 110
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presentation that Bechtel submitted to FPL?
A, I don't remember that date, but if it

says so, I'm sure there was a meeting around that

~time with FPL management.

If it says Bechtel presentation, I'm
sure there was one, but I don't remember the date.
I do remember meeting with them, yes.

Q. Whether or not that's the precise datse,
it appears to me that this is the Bechtel action
that led to the mitigating steps that we've been
discussing earlier in your deposition; am I right?

‘A. Yes, sir. That is correct.

Q. And one of those was the decision to
call on Bechtel to prepare best case, worst case,
and P50, correct?

A, That was one step,. amongst many, yes,
sir,

Q. You will see the next item on the
horizontal axis says: P50 reductions, —

wlEEEEE) illion dollars.

Do you see that?
A, Yes, I do.
Q. Does that mean that after Bechtel
complied with FPL's request for a P50, that that

had the effect of reducing the estimate fromgjh

Eutize

natinon
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N 1lion dollars to R
b %

A. No. What it means is as a result of
them completing their portion of the exercise,
they said: We can only reduce it by§#million.
Does not mean it was acceptable to FPL, that that

@B »illion dollar reduction was appropriate.

Q, But this reflects Bechtel's view of what
the P50 applied to?

A, Yes, sir.

Q. 6/22 or June 22nd, P-N-M adjustment.

What does F-N-M mean?
A. Field nonmanual is what F-N-M is. Field

nonmanual is Bechtel oversize -— Bechtel oversize

field engineers, supervisors, inspectors. And our .

view of -- that we had asked them for detailed
breakdown and our view of their man-loading of
that function was fact, simple words, overly
excessive, not required. And the way they
explained that, and we challenged them, that is
they said the team that we have brought in comes
from our steam generator replacement function
team.

So, this team of people came from a

group called steam generator replacement group.
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Steam generator replacement, as you know, is a
component inside a containment. It is in a very
difficult complex area. So the work required
there is excessively complicated. You have to
dress up, take precautions, things like that. And
therefore the amount of manpower to work such as
thét is much higher. BAnd they said: Well, maybe
yes, maybe we used that model while most of the
work here would be open -- an open deck of the
turbine building, like you can work in street
clothes. So that was the diécussion about that,
therefore, we can make some adjustments.

That does not mean we accepted their
extent of adjustments, but that is the reduction
in that function.

Q. This movement, I guess you can call it,

on the part of Bechtel, had the effect of reducing

the Bechtel estimate from CINENENGND

D i11ion o G i1l ion

dollars?

A. Yeah, if that's the right subtraction.
It looks like it is, yes.

@. On the same date.there's an entry, same

June 22nd date, there's an entry called: Scope

reduction.

YE T Rl LTy
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A.‘ Uh-huh.

Q. Was that performed by Bechtel, or FPI,
or both?

A. No, it was strictly Bechtel. BSo we had
given them updated scope items. For example, what

I remember is instead of number of feedwater

_ heater replacement, it had reduced by some number,

And so Bechtel now, instead of four feedwater
heaters, they just have to do fewer. So how much
reduction would you have, and similar work items
agsembled and packaged, or how much does that add
up?

One reason probably is there are two
bars is so that we have clear picture of,hoﬁ much
of it is scope reduction versus how much of it is
field non-manual adjustment.

S0, they have the same day, bhut two
separate bars for clarity.

Q. Then there's a July 10th refinement that
moved that (uii N i11ion
back to QN

A. Yeah, they came back and said: ©Oh, we
think it's too much reduction. We need to
increase it by another«jjjjjijj# million,

So this was not acceptable to us, but

S B e e B e A B e K R S R R R A AR R St

APEX REPORTING GROUP (954) 467-8204

Page 114

S RO T G S S R T R I T SR B BT R BT s et




10
11
12
13
14
15
16
17
18

19

21
22
23
24

25

that's their view.
Q. So as a result of the challenge and
resolution process that occurred after the May

12th Bechtel presentation, the Bechtel estimate

noved from (Y 1 ion
dollars to wE- 1o

dollars?

A. Yes, there was 2 R collar

reduction, as you can see, just by challenging
their assumptions, not even getting into
individual scope items.

0. Look at page thirty-eight, please.

A. Yes, sir.

I see LAR schedule. Is that what that

ig? Yes,

Q. That's not the right reference. T will

withdraw that question.

A. Okay.

Q. The correct reference is page
thirty-six.

Mr. Kundalkar, pleasé turn to page

thirty-six.

A. Okay. I'm on pagé thirty-six.

Q. This is related to our earlier

discussion, but do you see entries here for
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Page 116
undefined scope and formal analysis, high risk

weight of exposure, and total weight of exposure?

A, Yes.

0. I assume that the ol
S -rd the total includes the high risk

weight exposufe, correct?

The qu D includes the @A
T
. A, I would not know that level of details,

sir, but I think those words are the way that is

described.
Q. The question is: Do these three items
together represent contingency?

A. No, they do not, sir.

Q. Please explain. F
A. Okay.
So, as I recall, these items are ~- see,

you have to refer to the earlier three or four
pages because this is a summary page, result of

the risk and mitigation table that is -- that

makes up the previous three tables.

Q. Yes,
A. As you see, this mitigation table is as

a whole series of items identified, and as we

discussed earlier, initial place holder cost
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estimate probability or something like that
occurring, and then a weighted average, and then a
sum total of that, I believe, is this page, |
thirty-six.

So I will pause there and I will let you
ask the next question.

Q. The question is: If this does not
represent contingency, what does it repfesent, and
how does contingency play into 1it?
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