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

A. My name 1s David Rich. My business address is 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850.

Q. By whom are you employed?

A. I am employed as a Public Utility Analyst IV by the Florida Public Service
Commission (Commission) in the Office of Auditing and Performance Analysis.

Q. What are your current duties and responsibilities?

Al I perform audits and investigations of Commission-regulated utilities, focusing on the
effectiveness of management and company practices, adherence to company procedures and
the adequacy of internal controls. Mr. Hallenstein and I jointly conducted the 2014 audit of
Florida Power & Light Company’s (FPL) project management internal controls for the nuclear
plant uprate project at the St. Lucie and Turkey Point sites and the new construction project at
the Turkey Point site. I participated in similar audits of FPL project management controls for
uprate and new construction projects from 2009 through 2013 and filed those reports as
testimony in the appropriate dockets.

Q. Please describe your educational and relevant experience.

A. In 1978, T graduated from the United States Military Academy at West Point with a

Bachelor of Science degree and a concentration in Engineering. A Masters of Arts degree in
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National Security Affairs from the Naval Postgraduate School followed in 1987. T am also a
graduate of the Republic of Korea Army Command and General Staff College in 1989 and the
United States Army Command and General Staff College in 1990. My relevant work
experience includes eleven years with the Florida Public Service Commission in management
and controls auditing, utility performance analysis, process reviews, and trend analysis. [ have
participated in numerous audits of utility operations, processes, systems, and controls which
culminated in a written audit report similar to the one attached as an exhibit to this testimony.
Q. Have you filed testimony in any other dockets before the Commission?

A. Yes. I have previously filed testimony related to the FPL projects in Docket Nos.
090009-EI, 100009-E1, 110009-EL 120009-EI, and 130009-EL

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

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

Q. By whom are you employed?

A. I am employed by the Commission as a Senior Analyst, v;zithin the Office of Auditing
and Performance Analysis.

Q. What are your current duties and responsibilities?

A. I perform audits and investigations of Commission-regulated utilities, focusing on the
effectiveness of management and company practices, adherence to company procedures, and
the adequacy of internal controls. Mr. Rich and I jointly conducted the 2014 audit of FPL’s
project management internal controls for the nuclear plant uprate project at the St. Lucie and
Turkey Point sites and the new construction project at the Turkey Point site.

Q. Please describe your educational and relevant experience.

A. I earned a Bachelor of Science in Finance from Florida State University in 1985. 1

have worked for the Commission for twenty-four years conducting operations audits and
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investigations of regulated utilities. Prior to my employment with the Commission, 1 worked
for five years at Ben Johnson Associates, a consulting firm that specializes in providing
cconomic and research services to public utility commissions across the country.

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

A. Yes. 1 filed similar testimony in Docket Nos. 120009-EI and 130009-EI. These
testimonies addressed the audits of Duke Energy Florida’s project management internal
controls for the nuclear plant uprate at Crystal River Unit 3 and for the Levy Nuclear Project.
Additionally, I filed testimony in Docket 981488-T1, regarding the billing and sales practices
of Accutel Communications, a reseller of telecormnmunications services.

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

A Our testimony presents the attached confidential audit report entitled Review of Florida
Power & Light Company’s Project Management Internal Controls for Nuclear Plant Uprate
and Construction Projects (Exhibit RH-1). This audit is completed each year to assist with
the

Commission’s annual evaluation of nuclear cost recovery filings. The audit assesses the
internal controls and management oversight of the FPL nuclear projects.

Q. Please summarize the areas examined by your review of controls.

A. We examined the organizations, processes, and controls used by FPL to execute the
Extended Power Uprate project at St. Lucie Units 1 & 2 and Turkey Point Units 3 & 4 and the
construction of the new Units 6 & 7 at Turkey Point. Internal controls examined annually
include: project planning, management and organization, cost and schedule, contractor
selection and management, auditing, and quality assurance.

Q. Are you sponsoring any exhibits?

A, Yes, our completed audit report is attached as Exhibit Number RH-1. The audit

report’s observations are summarized in the Executive Summary chapter for both the
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Extended Power Uprate project and the Turkey Point 6 & 7 new construction project.

Q.
A.

Does this conclude vour testimony?

Yes.
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Comprehensive controls are a must for successful project management. However, even

good controls are ineffective if not emphasized by management and embraced universally in an

organization. Proper internal controls minimize risk, enhance its mitigation and management,
and aid efficient, reasoned decision making.

Risk must be timely and accurately identified, with sufficient safeguards created and in
place to prevent, mitigate, or eliminate them. Prudent decision making results from well-defined
processes addressing identified risks, balancing project and company needs against
capabilities. Effective communication, adherence to clear procedures, and vigilant oversight,
combined with auditing and quality assurance, are essential to ensure prudent project decisions.

Commission audit staff's review places primary importance on internal controls found in
the Institute of Internal Auditors Standards for the Professional Practice of Internal Auditing and
in the Internal Control - Integrated Framework developed by the Committee of Sponsoring
Organizations (COSO) of the Treadway Commission. According to COSO, an internal control
should consist of five interrelated components:

Control environment

Risk assessment

Control activities

Information and communication
Monitoring

4 e

When looking at operational effectiveness and efficiency, reliability of financial reporting,
and compliance with applicable laws and regulations, all five components must be present and
functioning in concert to conclude that internal controls are effective. This report will document
the status of each of these five components.

1:.2.3 METHODOLOGY

initial planning, research, and data collection occurred from December 2013 through
January 2014, Staff conducted interviews with Turkey Point Unit 6 and Unit 7 (PTN 6&7) and
EPU management in April 2014,

Staff conducted additional data collection and analysis from January to May 2014,
Audit staff also reviewed testimony, discovery, and other filings in this and related dockets.

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

Policies and procedures

Organizational charts

Project timelines

Vendor and contract updates

Vendor invoices

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

LA B XN X K
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1.2:.1 TURKEY POINT &6&7
Based upon its information gathering and analysis, Commission audit staff developed
the following observations regarding the Turkey Point 6&7 project:

& Project internal controls, risk evaluation, and management oversight are adequate
and responsive to current project requirements.

% [nvoicing policies and procedures are adequate, providing universally understood
and followed practices.

% The revised NRC COLA review schedule will lead to:

¢ . A review of project timeline and cost estimate range.

Changes to the project timeline.

Possible changes to the cost estimate range.

Construction contract(s) signed later than 2014,

Long lead forgings begun later than 2015.

COLA approval no earlier than September 2017.

Construction completion shifting from 2021 and 2022 to later years.

Commercial operation shifting from 2022 and 2023 to later years.

o B - & & Ll &>

1.4.2 EXTENDED POWER UPRATE
Based upon its information gathering and analysis, Commission audit staff developed
the following observations regarding the EPU project:

Project internal controls, risk evaluation and management oversight were adequate.
The four unit uprate project is complete and closed out.

Output (522 MWe) exceeded project estimate (399 MWe); a 31 percent increase.
In 2013, FPL recovered approximately $1.5 million from warranty claims.

No NCRC claims for recovery will be submitted in 2015 or beyond.

LK I A A
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2.0 NeEw CONSTRUCTION - TURKEY POINT 6&7

Project critical path remains obtaining required licenses and approvals necessary to
construct and operate Turkey Point 6&7. A significant subordinate task and near term focus for
FPL will be developing an updated project schedule following receipt of a revised NRC COLA
review schedule later this year. There were no applications submitted or approvals and/or
certifications received in 2013.

el SIGNIFICANT EVENTS

FEDERAL — WASTE CONFIDENCE

In 2012, the US Court of Appeals ordered the NRC to submit a new waste confidence
rule for temporary storage of spent nuclear fuel within 24 months. The NRC halted issuance of
new reactor licenses. FPL believes that the NRC will publish a revised waste confidence rule by
the third quarter of 2014. Rule revisions could negatively impact project schedule.

FEDERAL — LA DELAY

The NRC is currently revising the COLA review schedule and its release is expected by
the end of 3Q14. FPL will then conduct a review of the project timeline and cost estimate range.
The company has said it is unlikely that remaining project milestenes will be attained as earlier
projected.” Audit staff believes the FPL review may be completed in 2014, that project timeline
slippage is inevitable, and cost estimate changes are probable.

An April 2014 NRC letter to FPL delayed publication of the Draft Environmental Impact
Statement from 4Q14 to February 2015, the Final Environmental Impact Statement to February
2016, and the Final Safety Evaluation Report in March 2017. As a consequence, FPL now
believes the earliest practical COLA approval date is September 2017.

FEDERAL ~ NRLI RERQUESTS FOR INFORMATION

FPL states that the company continues to provide the NRC responses to Requests for
Additional Information (RAI) with many in 2013 relating to the Final Safety Analysis Review
(FSAR). An applicant’'s FSAR provides information to support NRC approval and certification of
the standard design.

The NRC questioned data and completeness of Section 2.5% in the FPL FSAR. In
response, FPL engaged third party experts to review its data and assist in drafting responses,
conducted quality assurance reviews of vendors and subcontractors involved in the work, and
implemented corrective actions for RAI processes and procedures.

The company maintained dialog with the NRC through weekly contact with
envircnmental and safety managers, participation in public meetings, and informal drop-in
meetings with NRC management. FPL stated that these efforts helped the company to more
accurately assess and report seismic and geologic properties of the proposed Unit 8 and Unit 7
site. FPL completed the environmental RAls in March 2014. Safety RAls are on track to be
completed by the end of June 2014,

*FPL response to Document Request 1.2
* FSAR Section 2.5 - Geology, Seismology, and Geotechnical Engineering

7 MNMEW DONSTRUDTION
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LAND SWar

Everglades National Park (ENP) land swap negotiations continue with federal agencies.
This is an effort to exchange, at little or no cost, FPL-owned property within the ENP for land on
the eastern boundary of ENP to retain a continuous north-south transmission right-of-way in
Miami-Dade County. A draft EIS was publfished in January 2014. Supporting agreements with
state and regional agencies are in place, the swap is authorized by federal legislation, and the

National Parks Service is conducting a final environmental review.

TRAMNSMISSION
There are three corridors in play:

% East Preferred Corridor — mostly in existing FPL-owned or public rights of way.

% West Preferred Corridor — connects the Turkey Point site in Miami-Dade to two
substaticns in northern Miami-Dade. This corridor would utilize the land that is
subject of the land exchange with the National Park Service.

% West Consensus Corridor — north and south segments of the West Preferred
Corridor combined with an alternate corridor proposed by the Miami-Dade
Limestone Products Association. it is certified as the primary western corridor in
the west,

The West Consensus Corridor avoids some contested areas West Preferred Corridor,
alleviates environmental concerns of some parties, and reduces wetland environmental impact.
However, it is still dependent on the successfui completion of the land exchange and obtaining
land rights from federal and state agencies, requiring additional negotiations between FPL and
the parties.

The Administrative Law Judge issued an affirmative Recommended Order (RO)
supporting the East Preferred and West Consensus corridors, with the West Preferred Corridor
as an alternate if FPL cannot obtain the West Consensus Corridor timely or at reascnable cost.
The RG also affirmed overhead transmission as most cost-effective and recommended the
approval of all variances and transmission easements requested by FPL.

STATE ~ SivE LDERTIFIGATION AFPPLICGATICON (SLA)

in 2013, the SCA process continued with FPL taking part in Site Certification Hearings
which produced an affirmative RO from the Administrative Law Judge supporting action by the
Power Plant Siting Board to grant final site certification, including associated transmission lines.
The certification was granted in May 2014, approving the project and 88 miles of associated
new transmission lines. The communities of Miami, South Miami, Pinecrest and Coral Gables
opposed the transmission lines, with FPL and Coral Gables reaching a settiement. FPL
believes that those communities still in opposition to the transmission lines are fikely to mount a
legal challenge in district court. '

PROJECT ~ CONSTRUCTION DONTRAST I HOLD

FPL has not made a final decision whether an EPC or EP&C contracts wouild be more
advantageous. The company believes the best course of action is to defer pursuit of the
construction contract because of recently announced COLA process delays which are likely to
push approval to at least September 2017,

MEWwW DONSTRUCTION 8
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The company recognizes that there may be craft availability risks and cost risks

associated with delay in signing a construction contract. However, FPL believes this course is
most responsive to company and customer interests. '

ProOJECT » LONG LEAD FORGING RESERVATION

The Forging Reservation Agreement was originally signed by FPL and Westinghouse in
2008, reserving manufacturing capacity for specialized, ultra-heavy forgings. FPL and
Westinghouse signed multiple extensions to the original agreement, most recently in early
2014. The latest extension moves the expiration date to October 2016 while preserving the
original terms and conditions.

FPL believes that extending the expiration date more than two years meets its interests,
reduces near term costs, maintains schedule flexibility, and preserves the critical manufacturing
slot. The company continues to acknowledge risk in this agreement. If dissolved, FPL may
receive only a partial refund of its reservation fee. If Westinghouse can market the slot, FPL
would receive its $10.8 million depaosit less a 15 percent administration fee, If remarketing fails,
the entire reservation fee could be forfeited.

FPROJEST - fOINT (IWNERSMIE DISCUSSIONS

FPL holds annual discussions with prospective joint owner utilities and provides the
Commission with required status updates. Participants include the Florida Municipal Energy
Association, Florida Municipal Power Agency, Orlando Utilities Commission, JEA, Seminole and
Ocala Electric Cooperatives, Lakeland Electric, and Homestead Eiectric.

In February 2013, FPL and Orlando Utilities Commission signed an option agreement to
allow OUC to purchase up to 100 MW of nuclear power from the new Turkey Point units.

2,1.2 TURKEY POINT &4&7 ProJeECT COsT ESTIMATES

As noted, changes to the project cost estimate are probable after the NRC releases a
revised COLA Review Schedule. FPL currently estimates the final project cost in a range from
$12.62 biflion to $18.42 billion. This is lower than the 2013 company estimate of $12.67 billion
to $18.49 billion.® The difference is attributable to a reduction in the Allowance of Funds Used
During Construction (AFUDC) from the 2013 estimate. See Exhibit 3.

gh

Site Selection

56,118,105

$6,118,105

Pre-construction

$225,763,240

$225763,240

Construction $9,061,332,775 $13,303,916,932
AFUDC $3,325,435,909 $4.882 430,012
EXHIBIT 3 Source: Docket No. 140009-Ei, Withess Scroggs, Exhibit SDS-7, Schedule TOR-2, May 2014 Testimony

* Docket No. 130009-Ef, TOR-2 {True —Up to Original), pg. 1 of 1, May 1, 2013

NMEew CONSTRUCTION
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Staff believes these revisions are responsive to PTNB6&7 project maturation and

changing project requirements, not corrective actions resulting from deficiencies in project

management or controls. No internal audits, quality assurance reviews, or external audits
reviewed by staff cited any weaknesses in project instructions.

“White papers” are management tools used by FPL in the PTN6&7 project to record and
document key decisions or actions. FPL management believes that white papers are an
integral part of project transparency. One white paper, on the topic of policies and procedure
adherence, was developed during the period January 2013 to June 2014,

Project controls and processes remain unchanged. For project control these include:

¢ Budgeting and reporting

¢ Schedule and activity reperting
4 Contract management

# Internal and external oversight

For internal and/or external oversight:

Executive management

Subordinate managers

FPL subject matter experts (SME) and team members
Third party experts

Regular updates and repaorts on risk, cost, and schedule

LR R X

The FPL Project Controls group provides management with regular pericdic reports on
schedule, budget, costs, vendor performance, and risk. Primavera-6 is the scheduling software,
capable of real time updating, active monitoring, tailored date sorting, and producing customized
status reports.

2.2.2 Risk MANABEMENT REPDRTING

FPL risk management efforts include regular meetings and reports designed to identify,
characterize, evaluate, and isolate or mitigate PTNB&7 project risk. Weekly small team
meetings {e.g. COLA team and Site Certification team) track project activities, facilitate risk
identification, discussion, and development of response strategies. More senior management
gets involved when risks cannot be mitigated in the small teams, elevating each to an
appropriate level for resolution.

Project schedule, progress, and cost metrics are monitored in real time and reported
using standard format reports to allow close monitoring of contractor performance. As important
stakeholders in risk management, vendors are required to provide weekly agendas and
progress reports.

The project team meets monthly to review project schedule, budget, and project
issues/risks. Each identified project risk is tracked and reviewed until resolved and ciosed out
on the risk dashboard. A Cost Report meeting also provides an opportunity to scrutinize project
cost risks. Project management provides regular project updates to FPL executive
management.

More formal risk reporting is focused in the monthly project dashboard and a quarterly
risk analysis. The monthly dashboards track major risks and inform the quarterly analysis.

11 NEw CONSTRUDTION
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2.3 EXTENDED FOWER LUPRATE

In April 2013, FPL placed Turkey Point Nuclear Unit 4 (PTN-4} in service to complete its
EPU project. Uprates at Turkey Point Nuclear Unit 3 (PTN-3) and St. Lucie Nuclear Units 1 and
2 (PSL-1 and PSL-2) were completed in 2012.

For the remainder of 2013, FPL concentrated its efforts on closing out thousands of
activities at both St. Lucie and Turkey Point units. According to FPL, there were no issues
encountered with EPU project close-out activities that significantly affected the EPU project
costs in 2013.

FPL states that its 2014 EPU request for recovery will be its last. Except for accounting
true-up, the company will not submit a request for EPU-related cost recovery in 2015 or beyond.

Some of the key closeout activities that were conducted included:

Engineering Change package closeouts

Reduction of EPU project staff

Closeout related purchase orders and contracts

Finalization of engineering documents

Updating Final Safety Analysis Reports and Design Basis Documents
Updating of drawings and calculations

Closeout of alt EPU related work orders

Evaluate preventive maintenance requirements for new and modified components
Develop preventive maintenance model work orders

Complete and test control room simulator changes

Completion of procedure revisions

Identify and purchase spare parts

Update training materials

Complete EPU related action requests and condition reports
Demohbilization and restoration of site facilities

Saivage recovery

LK K AR I 2 B K X N I A N N

Formal turnover from the EPU organization to the St. Lucie Plant organization was
completed on July 2, 2013 and from EPU to the Turkey Point Plant organization on December
31, 2013. EPU contractors were demobilized and remaining EPU employees were reassigned.
The average number of EPU employees was reduced from 3,537 in 2012 to 198 by fourth
guarter 2013. In 2014, FPL anticipates the number of EPU employees to be reduced to zero.

As of April 2014, the total EPU project cost was $3.390 billion. As shown in EXHIBIT 8,
the $3.390 billion is comprised of $3.120 billion in Engineering and Construction costs and $270
million in allowance for funds used during construction (AFUDC) and carrying charges.

17 EXTENDED POWER LIPRATE
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