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

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

Q. By whom are you employed?

A. [ am emploved by the Florida Public Service Commission (Commission} as a Public
Utilities Analyst IV, within 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 co.ntrols. Mr. Hallenstein and I jointly conducted the 2013 audit of
Duke Energy Florida, Inc.’s (DEF) project management internal controls for the Extended

Power Uprate (EPU) project at the Crystal River Unit 3 (CR3) and Levy Nuclear Project

(LNP.)
Q. Please describe your educational and relevant experience.
Al [ earned Bachelor of Arts and Master of Public Administration degrees from Valdosta

State University. I have worked for the Commission for eleven years conducting operations
audits and investigations of regulated utilities. Prior to my employment with the Commission,

I worked for six years at Bank of America in the Global Corporate and Investment Banking
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division,

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

A, Yes. [ filed similar testimony in Docket No. 090009-El, 100009-EI, 110009-EI,
120009-EI  and 130009-EI. This prior testimony addressed the audits of DEF’s project
management internal controls for the nuclear plant uprate at the CR3 and 1.PN for the years
2009 through 2013, Additionally, in 2005, 1 filed testimony in Docket No. 050078-EI, which
addressed an audit of distribution electric service quality for Progress Energy Florida’s
vegelation management, lightning protection, and pole inspection processes.

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, \fithiﬂ the Office of Auditing
and Performance Analysis.

Q. What are your current duties and responsibilities?

A. [ 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. Coston and I jointly conducted the 2013 audit of DEF’s
project management internal controls for the nuclear plant uprate at CR3 and new construction
underway for the LNP.

Q. Piease describe your educational and relevant experience,

A, I carned 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
investigations of regulated utilities. Prior to my employment with the Commission, I worked

for five years at Ben Johnson Associates, a consulting firm that specializes in providing
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econonic and research services to state regulatory commissions.
Q. Have you filed testimony in any other dockets before the Commission?
A. Yes. I filed similar testimony in Docket No. 120009-El. This testimony addressed the
audits of DEF’s project management internal controls for the nuclear plant uprate at CR3 and
the LNP for the year 2012. Additionally, [ filed testimony in Docket 98 1488-T1, with an audit
I conducted regarding the billing and sales practices of Accute] Communications, a reseller of
telecommunications services.
Q. Please describe the purpose of this testimony.
A. Our testimony presents the attached confidential June 2013 audit report entitled Review
of Duke Energy Flovida, Inc.’s Project Management Internal Controls for Nuclear Plani
Uprate and Construction Projects (Exhibit CH-1). This exhibit was originally attached to our
testimony filed in Docket No. 130009-El. In Order No, PSC-13-0493-FOF-El, the
Commission approved DEF’s request for deferral of rulings on CR3 Uprate project and LNP
issues. On page 5 of the order, the Commission specified that “By approving this Motion, our
consideration of . .. specific issues will be deferred to next year’s NCRC or fully resolved
through our decision regarding the 2013 Settlement Agreement.” We have again filed this
2013 audit to assist the Commission as it addressed the deferred issues in Docket No. 140009-
EL

The report describes key project events and contract activities completed during 2012
through April 2013 for the CR3 Uprate project and the LNP. The report also presents
descriptions of the project management internal controls employed by DEF during that time

period.

Q. Please summarize the areas examined by your 2013 review,

A The Office of Auditing and Performance Analysis conducted an audit of the internal
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controls and management oversight of the nuclear projects underway at DEF. This is an
ongoing annual review that examines the organizations, processes, and controls being used by
the company to execute the Extended Power Uprate of Unit 3 at the Crystal River Energy
Complex and the construction of Levy Nuclear Plant Unit 1 and Unit 2. The previous reviews
were filed annually, since 2008, in the Nuclear Cost Recovery Clause dockets before the
Commission,

The primary objective of this audit was to assess and evaluate key project
developments, along with the organization, management, interna! controls, and oversight that
DEF has in place or plans to employ for these projects. The internal controls examined were
related to the following key areas of project activity: planning, management and organization,

cost and schedule controls, contractor selection and management, and auditing and quality

assurance.
Q. Are you sponsoring any exhibits?
A. Yes, our audit report is attached as Exhibit CH-1. The audit report’s observations are

summarized in the Executive Summary chapter for both the Extended Power Uprate project
and the Levy Nuclear Project.
Q. Does this conclude your testimony?

A, Yes.



REDACTED Docket No. 140009-Ef
Review of Project Management Internal Controls
Exhibit CI{-1, Page 1 of 37

Jd U NE 2 31T 3

B Y AUTHORITY OF

THE FLORIDA PUBLIC SERVICE COMMISSION
DFFICE OF AUDITING AND PERFORMANCE ANALYSIS



REDACTED Dacket No, 1406009-E]
Review of Project Management Internal Coutrols
Exhibit CH-1, Page 2 of 37



REDACTED Docket No. 140009-E1
Review of Project Management Internal Controls
Exhibit CH-1, Page 3 of 37

REVIEW OF
DUKE ENERGY FLORIDA'S
PROJECT MARNAGEMENT
INTERNAL CONTROLS
NUDLEAR PLANT UPRATE ARND
CONSTRUCTION PROJEDTS

WIiLLIAM “TRIFPY DOoOsSTON
PUBLIC UTILITY ANALYST 1V
PROJEST MANAGER

SJERRY HALLENSTEIN
SENIOR ANALYST

JUNE 2013

By AUTHORITY OF
THE STATE OF FLORIDA
PUBLIDC BERVICE COMMISSIOMN
CDFFmcE OF AUDITING AND PERFORMANCE ANALYSIS

PAa-T13-01-007



REDACTED Docket No. 140009-E1
Review of Project Management Internal Controls
Exhibit CH-1, Page 4 of 37



REDACTED Dacket No. 1400G9-E1
Review of Project Management Internal Controls
Exhibit CH-1, Page 5 of 37

TABLE OF CONTENTS

CHABRTER 6 e

1.0 EXEDUTIVE SUMMARY

Tl AL A GlANCE e e 1
1.2 AUdit EXECULION . ...t e e e 1
T3 MBIV . et e e 3
1.4 Staff Observalions ... 6
2.0 LEVY NMUDLEAR BPBROJECT
2.1 Levy Key Project Developments ... g
2.2  Levy Organizational Changes............oooieiii oo 12
2.3 Report to the Transaction and Risk Committee.......................coccocii i, 14
24 Project Feasibility. ..o 18
2.5 Project Controls and Oversight ..., 19

2.0 OCRYSTAL RIVER 3 EXTEMDED RPOWER UPRATE PROJEDT

3.1 EPU Key Project Developments ... 25
3.2 EPU Project Controls and Oversight ... 28
3.3 EPU Contract Qversight and Management ..o, 30



REDACTED Docket No. 140009-El

Review of Project Management Internal Controls
Exhibit CH-1, Page 6 of 37

TABLE OF EXHIBITE

EXHIBIT PAGE
1. LNP Cost Estimates 2008-2013 ... e 3
2. LNP Schedule Timeline ... e 4
3. LNP NRC COLA Review Schedule ... 10
4. LNP Federal Environmenta! Permits and Authorization ..., 10
5 Duke Energy Nuclear Development Organization....................cooooeeiin 13
8. LNP Estimated Project Costs 2013-2015 ... ... 16
7. LNP Timeline. ... e 18
8. LNP Quality Assurance Assessments and Audits 2012, ... 21
9. LNP Quality Assurance Assessments and Audits planned for 2013 ...................... 22

10. LNP Contracts Greater than $50,000 ... e 23

11. EPU Contracts inftiated in 2012 e 30

12 EPU Project Work Authorization and Amendments Initiated during 2012 ...................... 31

it






REDACTED Docket No, 140009-I
Review of Project Management Internal Controls
Exhibit CH-1, Page 8 of 37
1.2.2 EpopE
The internal controls examined were those related to the following key areas of project
activity:

Planning

Management and organization

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

¢ & & 4P

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

Produce accurate and reliable data

Comply with applicable laws and regulations
Safeguard assets

Employ resources efficiently

Accomplish goals and objectives

LR X B

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

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

Control environment

Risk assessment

Control activities

Information and communication
Monitoring

LA X XN

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

1:.2.3 METHDODOLOGY

Planning and research and initial data collection for this review were performed in
January through March 2013. Additional data collection, site visits, interviews, analysis, and
report writing were conducted in March through May 2013. The information compiled in this
report was gathered via company responses to audit staff document reguests, onsite visit to the
Crystal River Energy Complex and the St. Petersburg main office, and interviews with key

EXECUTIVE SBUMMARY 2
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As a result of the Progress Energy and Duke Energy merger in July 2012, the former
LNP project transitioned from the New Generation Programs and Projects organization to the
Nuclear Development organization in September 2012. The new Nuclear Development support
group supports the COL application approval process of all nuclear projects within DEF.

Z.2.1 Duks ENERGY'S NUCLEAR DEVELOPMENT BROUP

DEF’'s Nuclear Development organization includes 45 full-time members and an
additional 14 contract support personnel for a total team of 59. During this change process,
some individuals retired or changed assignments, but the consoiidated team includes expertise
to support the ficensing phase of ail future DEF AP1000 projects. EXHIBIT 5 depicts the
Executive Vice President, the Vice President, directors, managers, and superviscrs within the
Nuclear Development organization that fall under the direction of DEF’s Chief Executive Officer.

The organizational change was made after discussions about implementation of the
quality assurance program and other regulatory considerations. According to DEF, placing LNP
in Nuclear Development strengthens the quality assurance programs and aligns accountability
for managing regulatory outcomes with the organization impiementing the project. Expected
benefits from this change include:

%  Places a clear line of responsibility for nuclear safety to a single corporate officer,
the President, Duke Energy Nuclear.

4  Ensures the construction organization has sufficient technical expertise, regulatory
compliance expertise, and staffing to provide intrusive oversight of contractors.

%  Provides for even greater clarity on the overriding pricrity of nuclear safety over
cost and schedule considerations. .

%  Facilitates transfer of experience gained through construction with the plant, and
with plant equipment, into the operating organization to prepare for successful
plant operation.

@ Facilitates use of existing regulatory compliance programs during piant
construction and ensures accountability for regulatory compliance.

2.2.2 LMP BTarFFinGg PLan For 20373

According to DEF, in 2013 some small increases in the number of personnel in the
Nuclear Development group will be made to strengthen areas where future retirements are
anticipated or to replace contract personnel. DEF anficipates some shifting of resources to
reflect merger changes and to align with a new fleet strategy involving engineering, reactor
services, performance improvement, nuclear oversight and training. DEF also anticipates
additional future staffing at the LNP site to reflect the NRC’s regulation changes for emergency
planning. Deployment to the LNP site to start initial construction is contingent upon the issuance
of the COL.

LEVY NMUuciLeaAR PROJEDT i2
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‘Bcheduled Dates

crip Schs d:
TBD based on manufacturing

NOS QA Surveillances conducted in support of Levy Long

Lead Equipment Qwner Witness and Hoid Points schedules
Duke Energy Supplier Audit of CH2M Hili First Quarter 2013
First Quarter 2013-Postponed
NUPIC Limited Scope of Shaw Nuclear Charlotte NC from 4" quarter 2012 due to
AP1000 Projects pending Shaw merger with
Chicago Bridge and Irgn
NUPIC Audit of Westinghouse AP1000 Third Quarter 2013

Internal NOS Assessment of Nuciear Plant Development and

Operational Readiness September 9-13, 2013

NUPIC Audit of Worley Parsons Fourth Quarter 2013
NUPIC of Sargent & Lundy Fourth Quarter 2013
EXHIBIT 9 Source: DEF Response to Staff Dafa Request LNP 1.32

£2.5.3 ODVERSIGHT OF CONTRACTORS' POLICIES AND PRODCESDCURES

DEF states that it reviews contractors’ policies, procedures and controls on an ongoing
basis and revises these documents based on changing business conditions, organizational
changes, etc. Field activity for both generation and transmission continues to be very limited.
DEF’'s cversight and management plan for contractors did not change in 2012, but DEF
implemented additional enhancements intended to improve the oversight and management of
contractors for the LNP for the first part of 2013. An example was a procedural change to add
gate requirements {additional authorization) for projects with total cost greater than or equal to
31 billion. Also, the corporate contract procedure was reviewed and revised in 2012,

DEF's project management continues to meet on a quarterly basis with the EPC
Consortium (Westinghouse and Shaw Stone and Webster), and continues bi-weekly phone calis
with the Joint Venture Team (Sargent & Lundy, Worley Parson, and CH2M Hill) to review and
discuss the work supporting the Levy COLA. Iltems impiemented in 2012 include:

€ Issued revised Project Integration Management procedure to add gate
(authorization}  requirements for projects with total cost greater than or equal to
$1billion.

¢ Issued a revised Project Quality Management procedure and added a Quality
Assurance Program manual.

Audit staff reviewed these enhancements and believes these enhancements will
strengthen internal controls.

2.5.4 DHANBES TDO DONTRACDTS AND CDONTRACT MANABEMERNT
DEF issued two new RFPs for contracts in excess of $50,000 since the iast audit staff
report in 2012. The RFPs were for:

€ Real estate surveying and mapping activities for the 40-mile Cheifland to Dunnelion
Bike Trail.

LEVY MUBCLEAR PROJECT 22
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project will continue to support the necessary upkeep costs associated with the storage of
equipment untilt finai disposition is compiete.

The EPU management team states that after June 1, 2013 the project will not support
any full-time DEF staff. Commission audit staff notes that the company’s close-out process
represents an appropriate approach for closing-out a project under generally accepted project
management guidelines. Because the company chose to transfer assets to the
decommissioning team for dispositioning, audit staff believes the commission should continue to
monitor and assess the actions of the decommission team as it manages and pursues timely
resolution of the EPU contacts and equipment. This could help ensure that any refund due to
the ratepayers is processed appropriately.

3.2.2 LIDEMSE AMENDMENT REGQUEST

The project management team acknowledged that with the shift in the proposed Phase
Il construction schedule, there was an opportunity to defer the LAR approval until after the
repair decision. However, given the nature of the NRC’s review process, the company stated
that deferring its review process would require DEF to re-enter the NRC's review pool. This
could have cause delays when the NRC resumed its review process. The project team believed
it was in the best interest of the company to maintain its current timeline with the NRC to ensure
timely completion.

The company did not perform specific cost analysis on the decision process to continue
or defer the LAR approvai process. The project team states that overall, management believed
that the uncertainties involving this process was significant enough to support the decision
without a full cost estimate. The project team did not want the EPU project to hinder the overall
operational timeline—if the repair decision had been the eventual option.

With this decision, the company continued to work with the NRC during 2012 in its
pursuit of its License Amendment Request for the CR3 unit. The company continued to meet
and have discussion with the NRC during the period concerning the amendment status.
Additionally, the company continued to respond to NRC's request for additional information
during the period.

In June 2012, the NRC performed an audit of the vendor, AREVA, to review and verify
the Safety Analysis for DEF's LAR application. The purpose was to identify areas of
improvement to the current LAR process,; prior to the full LAR evaluation by the NRC. Overall,
the company believes this audit allowed the company to verify that its current application was on
task to finalize the approval process.

Commission audit staff notes that the NRC did question the company concerning its
desire to continue with the LAR process for the unit, given the uncertainty surrounding its future
use. The company provided a response to the NRC in August 2012 that reiterated its desire to
complete the EPU preject during the containment repair process—if the company chose to
pursue that option. The NRC identified no significant findings and observations during this
review.

The company responded to 185 Request for Additional information from the NRC in
2012. The company used two outside consultants to assist with the technical analysis and
compensated its contractors for overtime work during the 2012 period. DEF management notes
that to compiete the RAI requests timely, it was necessary for its vendor to work additional
hours to meet the RAI response timeline. Specifically in 2012, $18,275 of the total licensing

CRYBTAL RIVER 3 EPU PROJECT Z6
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expenditures was a result of vendor overtime. The company states that the overtime work

directly ties to this vendor's work on engineering change development, reviews, and walk-

downs; and work order development and walk-downs including fire protection and
environmental qualification reviews.

Commission audit staff notes that the RAI response timeline is driven by the NRC and its
worklocad. Therefore, the need to expend additional resources to meet this timeline existed.
Given the company's need to accommodate and meet the NRC requirements, Commission
audit staff befieves DEF's overtime expenditures in this area were reasonable.

S3.2.4 [NTEERATED PROJECT PLAN AMND PROJEST COSTS

The company did not change or update its Integrated Project Plan during 2012. The
cost estimates to complete the project (the main driver to update the IPP) remained within the
approved IPP range during the period. Had the company made a decision to repair the unit, a
project milestone would have then required a new IPP to be presented to senior management
for consideration. The company anticipated the overall project cost would increase due to
escalation associated with the additional time delays, but no re-estimate was warranted before
the repair/retire decision was finalized.

The most recent IPP from April 2012 established a specific limited work scope for the
EPU project team. The work authorization included:

Continue Engineering Activities

Continue LAR Activities

Continue Work Order planning

Continue Procurement Activities for previously contracted long lead equipment
Re-negotiate Turbine contract for installation timeline

Initiate AREVA change order to update Technicai Basis Documents for the
Emergency Operating Procedures.

L A K R

Commission audit staff reviewed the work scope performed by the project team during
2012 and verified the focus was within the areas outlined in the IPP. Project management
stated that it was their intent to limit the work and spending to the areas necessary to meet the
Phase lli timeline, if the plant returned to service. Areas where the company invested a majority
of its efforts were external engineering design finalization and turbine installation preparation.
The company chose to defer any in-house engineering work until a final decision was made
concerning the repair timeline.

The project team’s goal was to complete its engineering design development prior to the
end of 2012, The company employed AREVA to complete this process, with support from in-
house engineering staff. The project team states that it was necessary to continue progress on
the engineering design in order to remain on task with the development of the construction work
packages.

While the original goal was to complete 100 percent of the engineering by the end of
2012, the project team stated that a six-month shift in the construction date resulted in the
completion of approximately 75 percent of its engineering design. This shift meant that the
company no longer needing to meet its original completion target. During 2012, the company
completed the following engineering design tasks:

27 CRYSTAL RIVER 3 EPLU PROJEDST
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Corporate Governance

Evaluation and Authorization Process
Economic Evaluation Methodology
Project Quality

Planning

Vendor Programs

Training

LA R X R X X

In addition to procedural revisions, the company created eight new procedures that were
applicabie to the CR3 uprate project. Exampies of tapic areas include:

®  Project Funding Approval
€ Change Management
&  Evaluation and Business Case Development

After review, Commission audit staff believes the procedures are consistent with the
standards of the company and provide additional guidance to the project and further strengthen
the internal controls,

MAMNABEMENT AND BETAFFING DHANDES IMPLEMENTED

The merger between Duke and Progress Energy Fiorida resulted in middie and senior
management changes for the EPU project. Prior to the unit retirement announcement in
February 2013, the core EPU onsite project team remained in place. As the merger transition
occurred in mid-2012, there were changes to the senior management chain. This was an
evolving transition, and took several months to fully align the senior management reporting
structure for the different areas of the project team.

The project team maintained a consistent staffing level during the first-half of 2012
(between 88 and 93 full time employees through June). The company believes that this was an
appropriate level of staffing necessary to continue the planning and development stage of
Phase 1l work scope. Additionally, during this period, the project team was working under the
planning directive to implement construction in mid-2013. With the decision in September 2012
to shift the potential construction date by six-months, the project team reduced its staffing levels
to 60 by the end of 2012, and this staffing level remained in place until the decommissioning
announcement on February 2013,

After the announcement, the project team reduced its contract engineering workforce by
20 FTEs and its contract operational support by 12 FTEs. This left the company with a
remaining staffing level of 28 by mid-February. After staffing reassignments, the company
further reduced its staffing level to three FTEs by February 28, 2013. Currently, the company
maintains three employees on record to complete the remaining close-out phase workscope.

Commission audit staff believes the project team responded timely in reducing the
staffing levels as a result of the decommissioning announcement and as project plans
circumstances changed in September 2012, Additionally, audit staff recognized that was
necessary to maintain a minimum staff to process and complete the close-out process for the
project. '

29 CRYSTAL RIVER 3 EFU PROJECT
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