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1.0 Executive Summary 

At the request of the Florida Public Service Commission’s (Commission or FPSC) 
Division of Economic Regulation, the Division of Regulatory Compliance conducted this review 
of the internal controls and management oversight of the nuclear projects underway at Progress 
Energy Florida (PEF or the company). This is the second review of the company’s controls for 
its nuclear construction projects. The first report, Progress Energy Florida’s Project 
Management Internal Controls for Nuclear PIant Uprate and Construction Projects, was 
published in August 2008. Audit staff examined the organizations, processes, and controls 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 primary objective of  this review was to document project key developments, and the 
organization, management, internal controls, and oversight that PEF has in place or plans to 
employ for these projects. The information provided in this report m y  be used by Division of 
Economic Regulation staff to assist in an assessment of the reasonableness of the company’s 
cost-recovery requests for the projects. 

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

Planning I 

Management and Organization 
Cost and Schedule Controls 
Contractor Selection and Management 
Auditing and Quality Assurance 

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

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

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

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

Control environment 
Risk assessment 
Control activities 
Information and communication 
Monitoring 

The synergy and linkage among these components forms an integrated system which 
reacts to changing conditions. The internal control system must he intertwined with the entity’s 
operating activities. When looking at the effectiveness and efficiency of operations, the 
reliability of financial reporting and compliance with applicable laws and regulations all five 
components must be present and function effectively to conclude the internal controls over 
operations is effective. This report will document the existence of each of these five components 
for project management. 

Planning and research for this review were performed in January and February 2009. 
Data collection, site visits and interviews, analysis and report writing were conducted between 
January and June 2009. The information compiled in this report was gathered via company 
responses to staff document requests, visits to the Crystal River Energy Complex and the Levy 
site, and interviews with key project personnel. Staff also reviewed testimony, discovery and 
other filings in Docket No. 090009-EI. 

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

Policies and procedures 
Organizational charts 
Contract request for proposals 
Contractor bids 
Bid evaluation analyses 
Contracts 
Project scope analysis studies by PEF and consultants 
Internal audit reports 

- 
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General 
Internal controls will ultimately determine the success of these projects, and the prudence 

of the company’s actions. Many of PEF’s internal control systems are still in development and, 
will continue to evolve as the projects progress. Therefore, staff has examined only the 
completed portions of the project and internal control structure that are presently in place. 
Further, any assessment made at this point in time cannot be expected to remain valid for the 
entire duration of tbe project activities. 

Simply having internal controls in place that appear adequate at the outset cannot ensure 
that they will be used properly. Verification of adherence to procedures and careful examination 
of changes to control systems are essential ingredients to evaluating the reasonableness of 
management’s actions. FPSC audit staff believes continued internal and external oversight is 
necessary over the lifespan of these projects. Of particular importance are internal audits and 
quality assurance audits which should provide broad coverage of controls, procedural adherence, 
and project management issues. 

FPSC audit staff recognizes that its requests for information required the company to 
produce a significant volume of documents. Overall, the company created a streamlined process 
that improved the efficiency of data collection fiom the prior year. However, audit staff does 
have concems about the completeness of the company’s responses to some of its requests for 
information through data requests and company personnel interviews. This is a continuation of 
existing concems identified during the 2008 review. Audit staff believes that PEF should work 
to eliminate these issues in future requests by Commission staff. 

Lew Nuclear Plant 
PEF submitted its Combined Operating License Application (COLA) in July 2008. The 

company requested a 42-month review schedule ftom the Nuclear Regulatory Commission 
(NRC). PEF included a request to perform its dewatering efforts and diaphragm wall prior to the 
issuance of its Combined Operating License. The NRC notified PEF in January 2009 that it will 
not issue a Limited Work Authorization to complete this work in advance of the Combined 
Operating License. PEF states that this will impact its original construction schedule by at least 
20 months. 

On December 31, 2008, PEF signed an Engineering, Procurement, and Construction 
contract with Westinghouse and Shaw, Stone and Webster to design and build two APlOOO units 

approve the company’s Limited Work Authorization on PEF’s requested timeline. The parties 
are currently renegotiating the provisions of the contract. Although the company states the 

3 EXECUTIVE SUMMARY 
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project costs are still within its original forecast, the impact of this event may have a financial 
impact on the project. 

Prior to signing the Engineering, Procurement, and Construction contract with 
Westinghouse and Shaw, Stone and Webster, PEF initiated two external reviews of the contract 
provisions. PricewaterhouseCoopers performed a review of the contracts terms and Conditions, 
while Bums and Roe performed an assessment of the schedule and costs. Each review identified 
specific findings related to the contract. PEF is working to resolve these outstanding issues. 
FPSC audit staff believes that the company should continue to closely monitor the status of the 
fmdings and observations to ensure the project is designed on time and in keeping with the 
contract. 

PEF contracted with the Joint Venture Team (Sargent & Lundy, Worley Parsons and 
CH2MHK.L) for development and submission of the COLA, submission of the Site Certification 
Application, and continued support in response to NRC requests for additional information. 
Since PEF had not selected its Florida site, it requested bids for its Florida greenfield site using 
the characteristics of the company’s existing Shearon Harris Plant inNorth Carolina. PEF stated 
it did anticipate additional costs due to the geographical differences of the locations. The Joint 
Venture Team (JVT) contract for the Levy site has expanded 220 percent over the original 
contract amount to-date. FPSC audit staffnotes the difficulty in estimating costs associated with 
filing a COLA under the new process used for this wave of plants. According to PEF the 
increase in the cost of the Joint Venture Team contract has not resulted from errors or 
inefficiency, but rather in the growth of the scope of work required over time. 

Crystal River 3 Extended Power Uorate Proicet 
PEF is self-managing its Crystal River 3 Extended Power Uprate (Uprate) ro’ect. A 

During this outage, the company is scheduled to replace p1 1 major 
project will occur during a scheduled refueling outage in 

hould increase the unit’s output by 28 MWe. The company states it is 
within its original budget forecasts for this project. 

The company is in its final planning stages for the fall 2009 work, and is transitioning to 
implementation and oversight of the project. The project team is working to fmalize the 
schedule for each component to ensure that all the work can be performed timely and without 
interference to other planned projects. The company anticipates issuing its final project schedule 
in July 2009. PEF states the project is within its original budget forecast, and all components are 
on schedule and will arrive at the Crystal River Energy Complex site prior to the scheduled 
outage. 

The company has made changes to the management organization during 2009. 
Management of the Uprate project is now within the Nuclear Projects Organization. Previously, 
the Levy project and the Uprate project were under the same organization. The company states 
that the new organization will provide a better management structure as the projects move from 
planning to construction. 

EXECUTIVE SUMMARY 4 
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PEF continued to secure contracts throughout 2008 and into 2009 to finalize plans for 
Uprate work during the planned fall 2009 outage. While there were no new sole source contracts 
awarded during this time, PEF did expand the scope of two sole-sourced contracts. One contract 
is an existing fleet contract for labor and support, and one involves an original equipment 
manufacturer. Currently, PEF’s sole sourced contracts for the Uprate project represent 
approximately 33 percent of the total costs. FPSC audit staff notes that while PEF policies and 
procedures detail what requirements are necessary to implement a sole source contract, the 
procedures do not indicate any specific documentation requirements other than that a written 
justification exist within the contract file. FPSC audit staff recommends PEF consider updating 
its policies to define the information to be included in single/sole source justification 
documentation. 

5 
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2.0 Key Project Developments 

What is the current status of the Levy project? 

Since the last Nuclear Cost Recovery hearing, Progress Energy Florida moved forward in 
2008 and 2009 towards construction of Levy Units 1 and 2. The company has achieved several 
milestones, and suffered some project setbacks. Currently, the company has forecasted a total 
project cost of $17.2 billion’. However, according to the company, the timeline for the project 
has been extended by a minimum of 20 months as a result of the federal regulatory approval 
process, and this delay may have a cost impact on the project. 

At the onset of this review in January 2009, the company stated that the planned in- 
service date for Levy Unit 1 was July 2016 and Levy Unit 2 was July 2017. This timeline was 
based on the expectation that the company would receive the required Nuclear Regulatory 
Commission’s (NRC) Final Environmental Impact Statement in June 2010, the Limited Work 
Authorization (LWA) by September 2010, and the Combined Operating License by January 
2012. These dates have shiAed as a result of the NRC’s decision concerning the company’s 
LWA request. 

Combined Oneratine Licenses A~alication Submittal 
During 2008, the company completed two major milestones for this project. In July 

2008, the company submitted its Combined Operating License Application (COLA) to the 
Nuclear Regulatory Commission for review. This is the key step to gain NRC approval for the 
construction of a nuclear generating plant in the United States. The company had requested an 
approval timeline from the NRC of 42 months. In October of 2008 the NRC docketed the 
application and requested additional information fiom the company about the project. In January 
2009, the company received word from the NRC on its application review schedule. The NRC 
did not accept the company’s request to issue a LWA prior to the issuance of the Combined 
Operating License. 

Lew Eneineerinp. Procurement. and Construction Contract Execution 
The second major milestone for PEF was the signing, on December 31, 2008, of the 

Engineering, Procurement, and Construction (EPC) contract for two APlOOO nuclear units. The 
EPC contract with Westinghouse Electric Company (Westinghouse) and Shaw, Stone & Webster 
established the necessary milestone construction dates and associated payment schedule, based 
on the 2016 and 2017 in-service dates for the Levy units. In the contract, the consortium of 
Westinghouse and Shaw, Stone & Webster is responsible for the design and construction of the 
two units. 

’ PEF response to FPSC staff Data Request 1-30. pg 09PMA-DR1-30-000015 
~ 
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What analysis preceded the signing of the Engineering, Procurement, and 
Construction Contract for the Levy project? 

In April 2008, the company acknowledged, through a Letter of Intent with Westinghouse, 

outside consults to evaluate the viability of the anticipated contract. One study, by 
PricewaterhouseCoopers, analyzed the terms and conditions of the contract, while the other 
review, by Bums and Roe, evaluated the pricing and schedule timeline being negotiated by the 
companies. PEF used the information from these studies to evaluate and negotiate the final 
Engineering, Procurement, and Construction contract with Westinghouse and Shaw, Stone & 
Webster prior to its execution. 

PricewaterhouseCooDers Review 
Due to the specialized subject matter of the Engineering, Procurement, and Construction 

contract, the company chose to employ an outside auditing fm to review the proposed terms 
and conditions. PEF has an ongoing relationship with PricewaterhouseCoopers (PwC) for 
independent auditing services and this review was conducted under that existing contract. The 
review was conducted during May and June 2008. PwC was initially provided a draft copy of 
the contract dated January 23, 2008 and subsequent updated drafts of relevant articles and 
exhibits as they became available. 

z PricewaterhouseCoopm DRAFT Comments of EPC Contract. June 11,2008. Pg lof 21. 
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PEF’s project management team, along with the company’s Audit Services Department, 
developed a management response and action plan based on PwC’s assessment. After resolving 
all of observations identified in the report, PEF management modified the terms of its draft 
Engineering, Procurement, and Construction contract. These changes were incorporated into the 
final version on December 31,2008. 

Burns and Roe Review 
The consortium of first-wave utilities5 agreed there was value for an independent third- 

party to review the APIOOO design and schedule package prior to its delivery. The consortium 
entered into a joint agreement with Bums and Roe to perform a two-part review of the APIOOO.  
Due to each company negotiating its own Engineering, Procurement, and Construction contract 
and the proprietary information involved, the fist part of the assessment would be a review of 
the AP 1000, as if it were to be built on a “neutral” site. This information and related costs would 
be shared between the utilities to minimize the costs of the review. The second component of the 
review would be location-specific for each utility, and the results would be made available only 
to that company. 

PEF entered into an agreement with Burns and Roe in March 2008, and the review work 
was completed in early November 2008. Bums and Roe identified 82 findings and 146 
observations related AP 1000 design and location-specific issues. PEF management reviewed the 
findings and states that its goal is to resolve or mitigate all of the identified Bums and Roe 
findings by the end of 2009. Currently, PEF has resolved 45 of these and the remaining 37 
findings have been assigned a risk mitigation strategy and estimated completion date. 

Once the company has addressed the findings, PEF management states the company will 
work to address and resolve all of the observations identified within the review. The 
observations identified are items that should be brought to PEF management attention, but do not 
require specific action. An observation may indicate a trend that could lead to potentially 
negative impacts. FPSC audit staff agrees that the company should closely review all the 
additional observations to ensure the project is designed on time and in keeping with the 
Engineering, Procurement, and Construction contract. 

Although the A P I O O O  reactor design has been certified by the NRC through its review of 
the nuclear safety engineering components, Westinghouse has not completed the engineering 

’ bid., Pg 2 of 21. 
‘Ibid,pg20f21. 

WestinghouscPEF, Duke Energy, Southem Company and SCANA Corporation. 
5 The First-Wave utilities consist of the fmt four utilities that agreed lo purchase the MI000 technology from 
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appropriate pian is in place. FPSC audit staff agrees that PEF should continue to monitor thc nsk 
register; however, until Westinghouse and Sbaw, Stone & Webster finalizes a risk management 
process that satisfies PEF’s concerns, FPSC audit staff believes monitoring should be complcted 
more frequently tban on a quarterly basis. 

The company states that the Bums and Roe report was valuable in assessing the overall 
feasibility of the draft Engineering, Procurement, and Construction contract. The company 
believes the repori allowed it to better understand potential problems prior to contract execution. 
Company management states that Bums and Roe was asked whether PEF should continue with 
the project, given the identified findings. PEF states that Burns and Roe responded that the 
report did not identify any issues that would warrant the cancelation of the project. 

What are the key elements of  the contract executed for the Engineering, 
Procurement, and Construction of the Levy Nuclear Project? 

The signing of the Engineering, Procurement, and Construction contract required the 
selection of the nuclear plant technology. PEF states it  completed an extensive evaluation of the 
available technology and selected the APlOOO design by Westinghouse and Shaw, Stone & 
Webster as its choice for the new Levy Units. Though selection of the APlOOO technology 

~~ 

PEF’s Mtigufion Shoregvfor the Risk Identifed by B u m  undRoe in Its March 2009 Reportjor L e y  Nucleur 
Project, Finding 8-1, ’ Tbid, 8-6 
lo Ibid. 
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required that Westinghouse would perform the engineering and procurement functions of the 
project, PEF could have chosen a separate contractor to complete the construction of the plant. 
PEF decided to employ the consortium of Westinghouse and Shaw, Stone & Webster to handle 
all phases of delivery and construction of the facility. The company states that it was able to 
negotiate its best value for the project by using the consortium. The negotiated contract price for 
contractor’s scope of work for the two units was $7.65 billion. Costs for site preparation, other 
site facilities, transmission, escalation, and carrying costs account for the remaining balance of 
the total project cost, currently estimated at $17.2 billion. 

A key element of @e Enginegjn&Pro_curement and Construction contract is --1 

KEY PROJECT DEVELOPMENTS 12 
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I. 

t e r n  are currently in re-negotiation and subject to revision. PEF management stated its goal is 
to amend the contract to reflect anticipated rcgulatory approval timelines while maintaining as 
many of the current terms and conditions as possible. 

What is the current schedule for the Levy Nuclear Project, and how has it 
been impacted by the NRC’s decision on the Limited Work Authorization? 

Two major regulatory requirements necessary to consbuct the new units at the Levy site 
are the Florida Power Plant Siting Act Site Certification Application (SCA) and the NRC 

ConUact Number 4143 10 signed December 31,2008: Engineering, Rocuremenl, and Construction contract I, 

between Progress Energy and Wesiinghouse I Shaw, Stone & Webster for two APIOOOS. 

13 KEY PROJECT DEVELOPMENTS 
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Combined Operating License. The company submitted its request for both of these regulatory 
approvals during 2008. The SCA was submitted June 2,2008 and the COLA July 28,2008. 

In the company’s original COLA, PEF classified certain work activities as excavation- 
related as opposed to construction-related activities. Specifically these included the following: 

Installation of permanent reinforced concrete diaphragm wall to facilitate dewatering 
and excavation of the nuclear islands. 

Pressure grouting’* of rock below the nuclear island foundations roller compacted 
concrete bridging mats to facilitate dewatering of the excavation for the nuclear 
island.” 

On September 5 ,  2008, the NRC requested that PEF revise its Limited Work Authorization to 
include the diaphragm wall and grouting work required for excavation. On September 12, 2008, 
PEF amended its LWA application to include these two critical work elements. 

PEF states that at the time it submitted its COLA, the NRC was still evaluating the 
requirements for the type of work to be included in its LWA scope. Specifically, the NRC was 
refining its defmition of excavation work and construction work. The company states that it filed 

impact on the NRC’s final ruling on the LWA application. 

The NRC docketed PEF’s application on October 6, 2008 and issued a letter stating that 
the agency anticipated issuing its review schedule within 30 days. Along with docketing the 
application, this correspondence included additional Requests for Additional Information and 
responded to PEF that: 

Although OUT acceptance review determined that the [Levy project] COLA is 
complete and technically sufficient, the complex geotechnical characteristics of 
the Levy County site require additional information in order to develop a 
complete and integrated review schedule . . . Because of the scheduling 
uncertainty in the areas of geotechnical science and structural engineering, the 
NRC staff does not intend to commence a review of these areas until all 
associated RAIs are sufficiently answered. For all other sections of the [Levy 
project] COLA, the NRC staff intends to commence review based on the 
availability of resources . . . Because of the complexity of the site Characteristics 

‘ I  PTessw grouting is the underground injection of a concrete-like, slurry material into porous rock to prevent water 
intrusion. 
” Progress Energy letter to the Nuclear Regulatory Commission. “Application for Combined License for Levy 
Nuclear Power Plant Units 1 and 2: NRC Project Number 756.” July 28,2008. pg. 5.  

Bums and Roe, et al. ”Bms and Roe Review and Validation ofAF’l000 Cost and Schedule,” March 2009. 
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and the need for additional information, it is unlikely that the [Levy project] 
COLA review can be completed in accordance with this requested timeline.” 

PEF management states that the NRC’s response did not cause significant concern to the 
company. On November 20, 2008, PEF responded to the NRC requests for additional 
information. PEF management states that although the NRC asked for additional geotechnical 
idormation on the Levy site and delayed issuing the final schedule until all the M s  were 
satisfied, the company fully anticipated receiving its LWA and Combined Operating License 
within a few months of its requested timeline. 

The company does not believe the Combined Operating License approval process neither 
has been nor will be impacted by limited resources at the NRC. Prior to filing the Combined 
Operating License application in July 2008, PEF states that it had several meetings with NRC 
senior management to discuss the requested timeline. PEF management believed that because 
the company contacted the NRC early in the process, and met its filing timeline commitments, 
the NRC had allocated the necessary budgetary resources to evaluate the company’s request. 
The company believes that any availability of resource concerns expressed by the NRC is in the 
actual time necessary to gather and analyze the required technical components of the application. 

On January 23, 2009, PEF received notice via a teleconference with the NRC, that the 
geotechnical review was paramount to the issuance of the Combined Operating License. 
Therefore, the work listed under the LWA scope would he evaluated under the Combined 
Operating License timeline, meaning the LWA would not he approved prior to the issuance of 
the Combined Operating License. Company management states that this decision was 
completely unexpected, and that the NRC did not provide any feedback prior to this call that the 
LWA application was in question. FPSC audit staffs reviewed correspondence between the 
NRC and PEF concerning the LWA from July 2008 through April 2009. There was no 
indication from these documents that PEF was given prior notification that the LWA would not 
be issued by the NRC. PEF confirms that the company and the NRC had conversations about the 
COLA during this period; however, the company did not document the details of these 
conversations. 

The company identified, within its Levy project risk matrix, a risk for the “Limited Work 
Authorization Approval.”’6 Prior to the NRC’s determination that the LWA could not be 
reviewed on the requested timeline; the company assessed the probability of receiving the LWA 
approval as “highly likely.” Even with this belief, the company recognized that the impact of not 
receiving the approval was “significant,” with the primary consequence impacting the project 
schedulc and a secondary impact to the cost of the project. Additionally, the company noted in 
the September 2008 Integrated Project Plan provided to senior management that the risk 
associated with LWA approval was “very low,” although its potential impact, or consequence, 
was categorized as “critical.” 

’ Nuc luu  Rebvlalory Commisslon lctlcr to Rogess  F.nergy. “Acceptance Kevlew for the Levy County Nuclear 
Power Pl.ml Unlu I and 2 Combined Lirsnx Application. Octobcr 6,  2CQ8 ’ PEF Rcspomc to FPSC Data Kyucsr 1.31B, Bates 09P~A-DKI-31bg-000047. 
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FPSC audit staff recognizes that the risks associated with the regulatory approval process 
have always held a significant potential impact on this project. Once the company submits a 
request with a regulatory entity, the company-albeit temporarily-relinqllishes its ability to 
control the forward progress of the project. After the company started tracking this risk in  July 
2008, company management stated that i t  remained focused on this risk by its inclusion within 
its managenient reports. 

lfowever upon request, the company could not provide any written documentation that 
management reevaluated or revised its assessment of the likelihood of LWA approval prior to the 
NRC’s decision in January 2009.” Also as of May 2009, the company had not updated its 
September 2008 Integroled Piwjecl Plnn to reflect the NRC’s decision on the LWA request. 
PEF acknowledged that it anticipated a slip in the NRC approval timeline from its original 
request; however, management states it did not envision this decision by the NRC. 

This LWA approval setback prevents the company from initiating the dewatering and 
foundation work prior to the issuance of the Combined Operating License, currently scheduled 
for December 201 1. ’Therefore, the established schedule outlined in the EPC contract is not 
attainable. EXHIBIT 1 details the 2008 timeline established in the original EPC contract. The 
timeline highlighted in red represents the LWA work that was not approved by the NRC under 
the company’s original request. This work will not start until 2012, at thc carliest 

LICENSING 6 PERMWlNG 

-__1__1 
I LWA W R I (  

I_ 

UNlT 1 CONSTRUCTION 

Unh 1 T*nh* 8 strmrp 

UMT 2 CONSTRUCTION 

UnN 2 TestIra 6 Surmp 

The prqjecf team presented to the Senior Management Committee on March 16, 2009 an 
impact cvaluatioii of a 20-month delay on the project timeline. This evaluation analyzed the time 
and near-term cost-implication of a delay on the total projcct. The Senior Management 
Committee took this presentation under advisement and asked the teani to evaluate the impact 
over a potentially longer project delay scenario. 

PEF’s response to FPSC n a i a  Kcquest-Lcvy 9.1 I’ 

ti I?\’ P ROJCCT D C\’E L() 1’5 1 l 3 T S  16 
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On March 23, 2009, the project team presented the committee with an impact evaluation 
for a 36-month delay on the project. The 20-month delay option has safety-related construction 
starting in late 2013, while the 36-month option has this work starting in 2015. The main 
distinction between the two the timelines is the 36-month delay includes additional float for the 
Combined Operating License approval process and additional time to complete the pre-safety 
construction work previously identified in the LWA. The 36- non nth assessment recognizes that 
the COLA approval may not be issued within the current NRC schedule dates. 

- - -  
this evaluation sometime in August 2009. Thecompany anticipates the results of this analysis 
will culminate in a change order and amendment to the current contract. 

Therefore, the cost impact resulting from this delay is not currently known. In the near - 
term, the company slates that it anticipates the dclav will defer a portion of the project’s co% 
between through the iscuancc 01 the 
Combined Opcrating Liccnse Determininn thc total financial impact on thc prolcct will rcquirc - - 
completion df negotiations with Westinghouse and Shaw, Stone & Webster Ad the comp&y’s 
evaluation of the current financial conditions. In addition to the company’s request for contract 
renegotiations, PEF issued on April 30, 2009 a partial suspension to the EPC contract for work 
on the Levy project. PEF does not anticipate issuing an updated schedule until after these 
negotiations are finalized. 

In light of the NRC’s delay in issuing the review schedule for the company’s COLA by 
the end of 2008, PEF provided its rationale for moving forward with the contract signed on 

- -  I ,  

December (outside of the cost-benefit analysis of the needs determination proceeding), 

‘* PEF’s response to FPSC Data Request-Levy 7.4. 
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Phase C - ACRS Review of Advanced Final SER 

. 
02/10n-OI 1 

In February 2009, the NRC provided PEF with its anticipated review schedule for the 
Levy COLA. EXHIBIT 2 details the current Combincd Operating License review timeline 
issued by the NRC. 

IO126/2009 
1 issued I 
j Phase 2 -Draft EIS issued to € P A  

"PEP Response to FPSC Data Requesr Levy 7,4.  
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The company will continue to apply for the regulatory approvals necessaty to initiate 
construction 011 the units at the Levy project. EXHIBIT 3 details the required approvals that the 
company anticipates initiating or receiving through 2010. 
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In addition to PEF’s L e w  site COLA application, the NRC is reviewing the APIOO0 
design Certification Revision 17 and the APIOOO lead reference COLA (currently the Tenncssee 
Valley Authority Bellefonte project). Both of these reviews must be completed prior to the NRC 
issuing the PEF Combined Operating License. According to PEF, the NRC had anticipated 
completing its Rulemaking of Revision 17 by February 2011, but has delayed the review 
completion estimate to August 201 I. However, the NKC will not isstie any APIOOO Combined 
Operating License prior to the resolution of the design Ceflification Revision 17. The current 
timeline has the APIOOO design issues being resolved in August 2011 and PEF’s Combined 
Operating License issued in ‘December 201 I ,  representing a four-nionth gap. If there is any 
delay to the Revision 17 schedule, the Levy COLA approval could be delayed. 

,. I ransriiiwion 
Along with these major niilestones, the company has also made progress in obtaining its 

transmission corridor for this prqiect and other regulatory authorization necessary to start 
construction on this site. In addition to the progress of the Levy project, the company has 
continued its efforts to develop the transniission expansion for the project. The company 
performed several feasibility studies in  2008 and 2009 to determine the corridor paths, site 
feasibility, and type of facilities needed for the project. The company completed a Corridor 
Study and a Conductor Study for the new facilities. The company also hosted over 20 
cornmunity outreach “open houses” to discuss the transmission expansion project. ’The current 
transmission project plan includes an  additional 185 miles o r  new transmission lines and 
reconditioning I20 miles of existing lines, impacting 10OO-l200 land parccls. 

What is the current status nf the Uprate prnject? 

Progress Energy Florida is moving forward with an Extended Power Uprate (Uprate) to 
the Crystal River 3 nuclear generation uni t .  The company will perform the second phase of a 
three-phase process in fall 2009, with the final phase scheduled for fall 201 I. For the fall 2009 
phase, the company states that it is on target to perform the work within its budgetary forecasts. 
The company is transitioning from the planning and preparatory phase to the scheduling and 
implementation phase for its 2009 activities. 

The company is currently self-managing the Uprate work for its Crystal River 3 unit .  
The company believes that its management team is well prepared to plan. develop, and oversee 
the work associated with the project. The company has dcvelopcd dctailed procedures to outline 
and direct its staff to move forward as planned. The organization experienced reorganization 
during late 2008. Along with the reorganization, two key members of the management team left 
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the company in latc 2008 and early 2009. The company does not believe that the d e p m e  of 
these key members of the management team will impact the overall implementation of its 
upcoming Uprate work in fall 2009. 

What is the current schedule for the Crystal River 3 Extended Power Uprate 
project? 

In 2007, the company completed Phase 1, or the Measurement Uncertainty Recapture, 
resulting in an increase of 12 W e  for the unit. In the fall of 2009, the company is scheduled to 
completc Phase 2, a large portion of the balance of plant replacements, which should rcsult in an 
incrcase of 28 MWc. In 201 1, the company plans to perform the necessary work on the reactor 
components, which will have the greatest increase in output of 140 MWe, and conclude Phase 3. 
The project is scheduled to be closed out following testing in 2012. Once complete, the impact 
of the Uprate should increase output by 180 MWe (20.1 percent). Along with the Phase 3 work 
necessary to modify the unit’s output, the company will construct a new cooling tower for the 
unit in 2010. The cooling tower is necessaly to alleviate the rise in discharge water temperature 
created by the higher operating temperatures resulting from the unit Uprate. 

In conjunction with the Phase 2 Uprate work scheduled for fall 2009, two additional and 
separate, major projects will he completed during this outage: a steam generator replacement 
and refueling for the unit. The costs associated with these projects are not included in FPSC 
Docket 090009-EI; however, the company must ensure that each project’s schedule does not 
im act the overall workflow. P within the outage sch 
company has included an extra 
The Uprate management team 
projects scheduled for the 2009 outage can be performed in tandem without adverse effects 

The company is currently finalizing its schedule for the Phase 2 Uprate work. The steam 
generation replacement project will drive the critical path for the outage. Therefore, the Uprate 
work will be scheduled within the total steam generation replacement and refueling window. 
The project controls scheduling manager combined the 12 Uprate work schedules (which include 
all 18 major component replacements) into a master schedule in April 2009. After adjustments 
are made, a final Uprate schedule of work will be issued by July 2009. Along with coordinating 
the 12 components of the Uprate project, the management team is working with the steam 
generation project team and the maintenance project team to ensure that the workflow for all of 
the projects can be completed concurrently. Because of thc significant amount of work planncd 
for Crystal River 3 during the fall 2009 outage, each project is reliant on the successful 
implementation of the other projects to ensure that there is no delay of the restart of the unit in 
December 2009. The major components of the Uprate work scheduled for fall 2009 are shown 
in EXHIBIT 4. 

As part of the Phase 2 work, the company schedulcd to replace two low pressure turbine 
rotors. The Company states it has closely monitoring the industry activities associated with the 
September 2008 low pressure turbine failure at the D.C. Cook nuclear plant in Michigan. These 
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components are of a similar design as the CR3 Uprate rotors. Once the relevant technical issues 
are f d y  understood and reviewed, PEF will fmalize its decision concerning which turbine rotor 
design to install at CW. This may prevent this work from being completed in Phase 2. 
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In April 2009, the Uprate project team provided senior management with a 16’0 Day 
Readiness Review on the scheduled work. At this time, the company still anticipated the total 
prqject cost for all three phases to be $461 million with an estimated fuel savings of $2.6 billion 
through 2036. The readiness report highlighted several issues impacting the schedule of the 
prqject, noting that the engineering work packages were not completed in  the specified timeline. 
PEF management states that iii late 2008 one of its major contractors, AREVA, was not 
maintaining its agreed-upon schedule for finalized engineering packages, and this delay had a 
downstream effect on project preparations. Management states that it  worked with AREVA in 
late 2008 and ear1.y 2009, at  the vendor’s cost, to finalize the engineering packages and bring the 
project back in line with the schedule timeline. In May 2009, company management stated that 
the concerns identified in the six-month countdown status report had been resolved by the project 
team. The project management team anticipates providing additional readiness updates as the 
project nioves closer to implementation. 

In addition to finalizing the schedule for the Phasc 2 work, the company is developing a 
Management Intervention Plan for use during the outage. The company states this plan i s  
designed to direct management communications as a result of any unforeseen events that may 
occur while completing the outage work. The purpose of the plan is to assure that “critical 
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outage time is not lost duc to poor communications and work stoppagcs.'' '' The company 
anticipates approval of this plan in lune 2009. 

Rcc! II la I o I'V A p i m m l  
PEF received the Site Certification from the Florida Department of Environmental 

Protection, which was necessary to complete the scheduled Phase 2 work on the unit. The 
company is currently working to receive the necessary certifications for the site preparation and 
staging areas for the project. 

In third quarter 2009, the company plans to submit its request to the NRC for approval of 
Phase 3, or the nuclear reactor power increase. The work required for this increase is scheduled 
to take place during the 201 1 outage. FEF anticipates that the review and approval timeline will 
take approximately one year, with a response in 2010. This review by the NRC will involve its 
technical and environmental staffs, along with its advisory committees. 

The company is required to obtain several permits for the construction of the South 
Cooling Tower project for Phase 3. Specific requirements are detailed in EXHIBIT 5. The 
company states i t  has initiated the necessary application requirements to receive these approvals 
by the necessary dates. Construction on the South Cooling Tower project is scheduled to begin 
in early 2010 and must be completed prior to the Phase 3 Uprate work scheduled fall 201 I .  

"PEF Response to FPSC Data Request Crysial River 5 4 Bates D9PMA-DR5CR3-4-000173 
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Lev\, \uclrar t'roieet 
As stated in Section 2.2, the company initiated a restructuring of its Nuclear Projects and 

Construction departnicnt in January 2009. In late 2008, the Vice President of Nuclear Projects 
and Constniction, who had served as the Lev). project sponsor, left the company. With this 
reorganization, the Levy project oversight became part of the Nuclear Plant Developmenr 
dcpartnient. This department is managed by the Vice President, Nuclear Plant Development- 
Levy who repoits to the newly created Executive Vice President of Corporate Development. 

The company has developed a progressive organizational chart that will expand and 
evolve over tinic as the project moves from planning to implementation. The organization has 
seven DirectordGeneral Managers who oversee components of engineering, licensing, and 
regulatory; construction and contract management; contracts, business, and financial; and Project 
Management Center of Exccll~nce. Each area has established its staffing needs for the current 
planning stages and identified future staffing needs once construction begins, and has 
documented these changes within its future organizational forecasts. EXHIBIT 6 details the 
current 2009 organizational chart for the Levy project Nuckar Plant Development. 

Nuclear Plant Development 
2009 Levy Project Organization 

I<SHIHI'l' 6 

In addition to the Nuclcar Plant Devclopment department for thc Levy project, lhe 
Gcneratioii and Transmission Construction depaitment is responsible for the development of the 
new transmission components for the project. This department is managed by thc Vice President 
of Gencration and Transmission Constructioc, with a General Manger, Levy Base Load 
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Transmission Programs overseeing all aspects of the Levy transmission project. The General 
Manager oversees four project areas: Siting, Engineering, Major Projects-Levy, and Substations. 

Crvstal River 3 Extcntled l’owrr I.:r)ratc 
The company initiated a restnicturing of its nuclear cnnstniction organization in 

December 2008. Previously, the company’s construction efforts for both the Crystal River 3 
Uprate project and the planning phase of the Levy project were managed within the Nuclear 
Projects and Construction Department, reporting to the Vice President, Nuclear Projects and 
Construction. I n  December 2008, the company migrated the two projects into separate 
organizations. 

The Uprate project is currently under the recently fonned Nuclcar Projects Organization, 
which reports to Progress Energy’s Vice President, Nuclear Engineering. The Nuclear Projects 
group is managed by a Director (the position was titled General Manager through June 2009), 
who oversees the major projects at each of the nuclear units within Progress Energy’s fleet. 
However, the General Manager, Nuclear Projects left the company in April 2009 and the position 
remained vacant through June 2009. The company states that the departure of the prior manager 
should not negatively impact the current Crystal River 3 projects or its schedule. EXHIBIT 7 
details the current Nuclear Projects Organization. 

Progress Energy 
2009 Nuclear Projects Organization 

I 

The Crystal Rivei- 3 IJprate Project has five units that report to the Project Manager. 
These include Engineering, Project Implementation, Balance of Plant work, Poinl of Discharge, 
and Yard Operations. Each unit is inanaged by a Superintendent who reports directly to the 
Uprate Project Manager. As of  April 2009, in  addition to the General Manager, the positions of 
Superintendent of Point of Discharge, and the Superintendent of Yard Operations are vacant 
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(although the Point of Dischargc responsibilittes will not comniencc until 2010). EXHIBIT 8 
details the Uprate Project organization. 

Nuclear Projects Organization 
2009 Extended Power Uprate 

The Nuclear Projects organization also includes a u n i t  responsible for the projcct control 
oversight for each of the ongoing projects for Crystal River 3. This group is managed by the 
Manager, Prqject Controls who reports to the Director, Nuclear Projects. This unit is responsible 
for monitoring the overall prqject controls, schcduling, financial oversight, and safety issues. As 
the project transitions from the plaiming stage to implementation stage, one rnajor responsibility 
for this uni t  is to manage the scliedulc for the three projccts schcduled for work during the fall 
2009 outage. The company states this will ensure that each projcct is  implemented successfully 
without impacting or hampering the other projects. EXHIRIT 9 details the Project Controls 
organization for the Crystal River 3 projects. 

Nuclear Projects Organization 
2009 Project Controls 
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What is the current Project Management control environment for each 
project? 

Levy Nuclear Proiect 
The hvo major vendor relationships for the Levy project are the Joint Venture Team, the 

organization hired to prepare the Levy project Combined Operating License and Site 
Certification Application, and the Westinghouse and Shaw, Stone & Webster Engineering, 
Procurement, and Construction contract work. The company has developed a monitoring 
oversight and status revicw process for each of these contracts that include vendor oversight and 
production meetings. The results of these weekly meetings and oversight report are provided to 
the Nuclear Project Development management team, the Lcvy project team, and the technical 
leadership for the project. 

The Joint Venture Team has been providing the COLA preparation work for the company 
since 2007. During this time, the management oversight and monitoring evolved as the COLA 
work transitioned from application submittal to assisting with the NRC application review 
process. The Joint Venture Team conducts weekly production meetings with the project team to 
discuss the production issues from the week. These meetings tend to focus on upcoming 
deadlines, schedule-related issues and project scope. 

The Joint Venture Team also provides PEF management a monthly report that details the 
status of the project, while focusing on larger, project-management issues. This report includes 
the Key Performance Indicators on how the project is tracking for schedule and cost. These 
indicators allow management to clearly assess, on a monthly basis, how well the costs and 
schedule is progressing for the project. The reports also identify risks and risk mitigation 
strategies and outline any necessary scope changes identified by the vendor. 

Westinghouse and Shaw, Stone & Webster are contractually obligated to provide 
monthly status updates to company. PEF states that this requirement will ensure that it can 
remain aware of any challenges that arise during the course'of the project. This report will be a 
critical monitoring control for PEF as the project moves into the constmction phase. 

Crystal River 3 Extended Power Uprate 
The Droiect management teams for &rate and the Proiect Controls unit work toecther to 

I ., 
provide management oversight and monitor b e  status of the Uprate project for Crystal River 3. 
The groups use a combination of management reports and vendor oversight to monitor and 
evaluate the status of the projects. The company believes that these controls will ensure that this 
project, along with the other major projects scheduled for the fall 2009 outage, will have a 
successid implementation. 

In April 2009, the company provided a I80 Day Readiness Review of the Uprate project 
for senior management. In this report, the Project Manager detailed the status each of the major 
sections of the project six months prior to the outage. Overall, the Project Manager reported that 
the scope will be completed within the outlincd schedule and within the approved cost model. 
The team noted that the status of the project was at an assessment grade of "yellow" on the color 
scale green, yellow, red. The report notes that there are outstanding action items that must be 
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resolved prior to the scheduled outage. There are two areas, the Work Order Planning and Plant 
Modifications sections, which the company recognizes as a “red” and are of most concern. In 
May 2009, the company reported that all of the “red” issues had been resolved. Also, the project 
management team states that the project is coded as a heightened level of “yellow” not because 
of any significant concerns, but rather to maintain a diligent focus on the significant impact the 
project has on the Crystal River 3 unit. 

What are the information and communication controls for each project? 

Levv Nuclear Proiect 
The company has a management reporting system of controls that allows project and 

senior management to stay updated and knowledgeable of the project’s status. As the project 
progresses, the scope of these reports expand along with the project. PEF states that these status 
reports allow the company to document and monitor the successful implementation of the project 
schedule and the associated costs. This monitoring includes both the projection of PEF’s internal 
staffig needs along with the monitoring and oversight of its contractors and vendors. 

The monthly Performance Report is the main document currently used by the project 
management team to provide senior management, including the CEO and Chief Nuclear Officer, 
with updates on the project status. This report includes the current risk summary for the project 
and status of the projecb Key Performance Indicators. Additionally, the report provides a 
financial update on the project. As the company moves from development to implementation, 
the company will expand its communication controls as the project expands. 

status 

Crystal River 3 Extended Power Uprate 
The Integrated Project Plan for the Uprate contains specific criteria for disseminating 

information for the project. This includes specific information for all areas of the project 
and for whom the information is intended. This is in accordance with the company’s 
communication plan. EXHIBIT 10 details the weekly, monthly, and quarterly updates provided 
to PEF management. 

The Uprate project team is charged with providing critical schedule and costs 
performance results to the senior management team for PEF. The senior management team is 
responsible for initiating the project with the issuance of an Integrated Project Plan. The project 
development team requests a specific project recommendation that includes a request for 
funding, a detailed schedule and the assumptions and constraints of the project plan. This plan is 
reviewed by the senior management team, which for this project includes the President and CEO 
of PEF, the Senior Vice President Energy Delivery, the Senior Vice President of Finance and the 
Progress Energy Chief Nuclear Officer. The original Integrated Project Plan for the Uprate 
project was initiated in March 2008, and the plan was updated in March 2009. 
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'cVh:it are the current controls for monitoring the sclicduie ant1 cost o f  each 
project:' 

The company requires that the management team develop an fn/eggra/ed PJ-ojecl Plon for 
each major project implemented by the company. This plan establishes the financial 
requirements necessary to complete the project along with the  project scope, deliverables, antl 
risks associated with the project. Senior managemcnt uses this document to assess the ovcrall 
feasibility of the project and to track the overall financial comniitment for the projcct. For both 
the Crystal River 3 project and the Levy project, PEF has rnaintajned an Inregruled Projecc' Plur7 
and both have been approved by the company's executive tiianagement. 

Lev) Yiiclcar I'roiect 
On a Quarterly basis, the company meets with the Joinr Venture Team matiayement to . .  - 

discuss in-depth issues that are identified within the monthly reports. The company uses this 
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opportunity to address any significant issues with thc scope or schedule of the contract. Thc 
company believes this oversight monitoring is a major control in ensuring its contracted work is 
implemented as agreed upon. FPSC audit staff reviewed copies of the Joint Venture Team 
monthly reports for the review period. 

With the signing of the EPC contract in Deccmbcr 2008, PEF expanded its monitoring 
and oversight program with Westinghouse and Shaw, Stone & Wehster. Westinghouse and 
Shaw, Stone & Webster provided PEF with monthly status reports for work performed prior to 
the signing of the EPC, however, thc ovcrsight requirements by PEF were formalized in the 
contract. This formal monthly status report has been a work-in-progress during the first quarter 
of2009. 

Thc company has worked with Westinghousc and Shaw, Stone & Webster to refine and 
develop thc expectations of the monthly status rcport. Although there has not been significant 
work performed on behalf of the consortium, PEF statcs that it wants to establish the level of 
report detail at the onset of the projcct. The company provided FPSC audit staff with copics of 
each monthly report issued since January 2009, and staff notcs that the detail of this information 
has expanded with each passing month. FPSC audit staffbelieves that as the project continues to 
progrcss, this report will be critical in monitoring the status of the project. 

The Nuclear Plant Development management team compiles the results of thcse vendor 
meetings and status reports, along with its own internal status updates, into a formal Nuclear 
Plant Development Pcrformance Report. This report is designed to inform the President and 
CEO of PEF, the Progress Energy CNO, and other key senior members of the senior 
management team on the status of the project. It provides a vehicle for monitoring the Key 
Performance Indicators of the project. FPSC audit staff recognizes that the Key Performance 
Indicators are one of the most critical tools used by the company to monitor and assess the 
project on an ongoing basis. Specific indicators included in this report are: 

Safety (Personnel Safety Events) 

Quality (Corrective Action Program Health, Self-Assessment Benchmark Health, OE 
Program Heath) 

Regulatory (Levy RAI Timeliness, ITAAC Timeliness, ITAAC Quality, NRC 
Auditsfinspection Results, Environmental Permits, Environmental Compliance, and 
Environmental Index) 

Schedule and Production (Key Milestones-Non EPC, Engineering Reviews- 
Standard, and Engineering Reviews-Non-Standard) 

Cost (EPC Invoice Escalation and Regulatory Recovery) 

Cost-LPN (Levy Capital Costs, Levy Project-to-Date Actual vs. Authorized, 
Vendor CPI: Owner Engineer for LNP 1&2, Vendor CPI: SCA for LNP 2&3), 
Vendor CPI: COL Application for LNP 1&2, and Vendor CPI: COLA Phase I1 
Support for LNP 1&2) 
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Resources (Progress Energy Staffing, Project Staff Augmentation) 

Project Management (Levy EPC Implementing Proccdures). 

Westinghouse and Shaw, Stone and Webster reports to PEF, on a monthly basis, the 
status of its Key Performance Indicators related to the project. PEF will use these indicators to 
monitor and evaluate the status of the project over time. Requiring this information be provided 
on a monthly basis will allow PEF to maintain a constant focus on status of its contractors. The 
indicators provided by Wcstinghouse include: 

Crystal River 3 Extended Power Uprate 
The company stated in its original Integrated Project Plun, issued March 2008, that the 

expected cost of the Crystal River 3 Uprate project would be approximately $461.5 million. At 
thc cnd of 2007, the company states that it had spent $41.4 million on the project. In the most 
recent update to the Integrutedfroject Plan, issued March 2009, the company states that the 
total cost will be approximately $461.4 million. At the end of 2008, the company states it had 
spent $1 11.1 million on the project. The updated Integrnted Project Plan did not idcntify any 
factors that would cause the project to experience an increase in costs. The unit’s joint owner’s 
responsibility is for 8.2 pcrcent of the costs. 

To ensure that the project remains on budget, the project team states focus is maintained 
on costs throughout each stage of the process. Each the monthly management report includes a 
section on the costs. These reports detail the overages or underages on cost and spending levels. 
The company states that this allows the company to accurately assess at any point in time, the 
overall spending for the project. 

The Projects Control unit provides a centralized organization point for each of the 
projects bcing pcrformcd on the Crystal River 3 Unit. This unit is charged with monitoring the 
overall status of each project to ensure that the costs and schedules are maintained in accordance 
with the master schedule. This requires continued interaction with each project management 
team. 

In addition to monitoring the Costs, the company has in place a control to ensure that all 
additional costs are documented and approved. The company requires that an Integrated Chunge 
Form is completed for any task that is outside of the agreed-upon scope and price. This form 
must be compJeted by the individual requesting the change, and approved by the appropriate 

~ 
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level of management. These intcgrated change forms are monitored by the project controls 
group, and all changes are incorporated into the overall project. If the project exceeds the budget 
set in its original project plan, the project team must request an amendment to its Integrated 
Project Plan with senior management. The company states it has not made any budgetary 
changes to the Uprate Integrafed Projecl Plan. 

In 2009, the project team has developed a monthly report that examines the major Key 
Performance Indicators and task metrics for the Uprate project. This report will be beneficial as 
the project continues to move forward to implementation in the fall. While this report would 
have been beneficial throughout the planning phase of the project, the addition of a report that 
includes such critical information in a single format should assist senior management and the 
project team as it moves forward to the 2009 work. The six overall project Key Performance 
Indicators are: 

Schedule Performance 
Cost Performance 
Budget Performance 
Schedule Activity Completion 
Staffing Levels 
Scope Controls 

In addition to the overall project Key Performance Indicators, the project team developed 
a series of indicators for each of the major task scheduled for the Phase 2 work. Each of the 
tasks is evaluated on the following five topics: 

Human Performance 
Quality Performance 
Schedule Performance 
Cost Performance 
Contract Performance 

As the project has transitioned from the planning phase to the implementation phase, the 
company has placed a significant focus on monitoring the production of the key system 
components that are scheduled to he replaced in the 2009 outage. The company implemented a 
control to evaluate and monitor its vendors’ producfion of these components. 

How does the company assess the risk of each project? 

The company documents a project’s early risk analysis and mitigation e f f o ~  in the initial 
Integrated Project Plan, which details the project scope and requests the funding from senior 
management. The risks identified within the Inregrured Projecf Plan are high-level risks that 
could impact the successful completion of the project, and include such risks as cost escalation, 
scope changes, availability of skilled craft labor, and state and federal regulatory approvals. This 
risk analysis includes an impact statement and responseiaction plan for the risk. Each risk is 
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evaluated for likelihood and consequcncc. 
criteria uscd by the management tearn for both projects. 

EXHIBIT 11 and EXHIBIT 12 details the risk 

No slip 1 No reduction I Project conipliant I 

L.ew Suclear Proiect 
The Nuclear Plant Develontnent erouu has taken a Dhascd annroach to the LCVY Droiect. 

- 1  1 .  . .  . 
With the project in its early, pre-construction phase, the company has focused on the overall 
prqiect feasibility, obtaining regulatory and licensing approvals, and scheduling. In addition to 
these risks, the management team maintains a risk matrix that is updated with the currcnt 
identified risks for the. project. Each risk is evaluated and analyzed for impact mid probability 
and rank for severity. With the project moving from dcvelopment to design and construction, the 
risk matrix will evolve to include more design and technical risks associated with the project. 

I'WOJEL'I O\'ERSlC;HT & C0hTROL.S 34 



Confidential Draft 
July 22,2009 

With the signing of the EPC contract, the Nuclear Construction g o u p  charged Sargent & 
Lundy and Worley Parsons, to expand the current risk assessment to include more detailcd risks 
associatcd with the project, including evaluating the company’s risk management platform and 
database for adequacy. The company states its intent was to assess whethcr another 
commercially available product would be beneficial to the project. Thc assessment included a 
report on how the company’s risk management tool and assessment platform should be 
developed to effectively manage the project’s risk. The assessment evaluated six viable products 
based on several criteria, and the company selected a new risk management platform, Enterprise 
Risk Register’ to manage risk through the design and construction phases of the Levy project. 

Crystal River 3 Extended Power Uprate 
The Major Projects group maintains a risk assessment matrix to monitor and assess thc 

current risks associated with the Uprate project. When a risk is identified by management, it is 
evaluated for its overall impact to the project and ranked by severity. The project team has 
established a process to capture and track the project risks from design through implementation. 
Progress Energy’s corporate risk management process consists of: 

Establishing Context 
Identifying Risk Events 
Assessing Probability and Impact 
Developing Response and Strategy 

The company’s Project Risk Management procedure, PJM-SUBS-0008, implemented in 
March 2009, provides detail on how to evaluate and assess the risk probability and impact on a 
project. In accordance with procedures, the management maintains a risk register and matrix for 
all the identified risks associated with the Uprate project. Each risk is assigned to a risk manager 
who is responsible for monitoring and resolving the risk concern. 

Prior to t h e m  outage, Uprate management must resolve, mitigate, or create 
a contingency plan or a open igh” severe and critical risks. Along with the Uprate project, 
senior management must also ensure that all three projects has resolved or mitigated all “high’ 
severity risks prior to the outage. This should ensure that there will not be a negative impact to 
the Uprate work due to arisk oversight of another unit. 

The Uprate project management team states that this list is fluid and continually evolves. 
While items may be resolved at any time, an additional risk may be added or thc status of an 
existing risk may be elevated to a higher level of concern. In late 2008, the company’s 
management reports documented concerns with the effective use ofthe risk matrix by the project 
team. PEF management stated that extra emphasis was placed on the risk analysis by the project 
team, including assigning a manager to oversee the process. The issue was resolved in early 
2009, and FPSC audit staff notes the current management reports no longer list the risk 
assessment matrix as a concern. 
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What are the company’s current auditing and quality assurance controls? 

The company’s Audit Services Department has increased its focus on auditing the 
construction projects underway at Progress Energy. In 2008, the audits performed on major 
construction projects mainly evaluated the financial and operational aspects of the projects. 
However in 2009, audit management states its focus shifted to more direct construction auditing. 
This focus will directly examine the risks associated with the projects planning and construction, 
and include such areas as business and regulatory environments, schedule, quality and 
inspections, and cost management. The company states that 19 percent of its overall 2009 audit 
plan is devoted to construction auditing. 

Le! y Nuclear Pruiect 

PEF management reviewed each recommendation, developed an action plan assigning ownership 
of each recommendation, and establishing a completion date. 

The Quality Assurance and Internal Audit groups plan several internal Levy project 
reviews for 2009. Two Quality Assurance reviews are scheduled to be completed during 2009. 
A Nuclear Oversight audit focusing on new plant development is scheduled for the third Quarter 
of 2009. The internal audit group has six planned audits in 2009 surrounding the Levy Project, 
including one assessing the EPC contract. 

Crystal River 3 Extended Power Uprate 
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The Quality Assurance group conducted several vendor oversight trips throughout 2008, 
and plans to conduct future trips as the Crystal River 3 Uprate progresses and the implementation 
work begins for the project. These trips occur at specified milestones for product design and 
manufacturing, or as determined by management. The Quality Assurance group will work with 
the vendor to correct problems that are identified, resolve issues and keep thc project schedule. 
FPSC audit staff verified that PEF vendor assessments were completed on the major components 
of the 2009 Uprate project. The company maintains the records of these assessments and 
monitors the results for future follow-up. 

The Crystal River 3 Nuclear Oversight auditing group is charged with inspecting and 
monitoring the nuclear safety work performed at the Crystal River 3 unit. This group did not 
complete any nuclear oversight reviews relatcd.to the Uprate work scheduled for 2009. Nuclear 
Oversight management stated that the Uprate work bcing performed in 2009 relates to the 
Balance of Plant, and does not pose a nuclear safety threat. Thereforc, this group did not 
evaluate or monitor the production of the components scheduled to be replaced in Phase 2.  

Are project control activities documented? 

PEF has in place detailed procedures that direct the ovcrsight and control of each project. 
The company has updated these procedures as each project progressed and developed over time. 
Additionally, the company developed and is continuing to refine standard procedures for project 
management, through its Project Management Center of Excellence. PEF states that these 
procedures providc guidance to project teams on the standard practices established by company. 

L e w  Nuclear Project 
In addition to the current procedures that document the company’s project managcment 

oversight, the project management team is developing new procedures that directly address the 
management of the Engineering, Procurement, and Construction contract. The company 
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Crystal River 3 Extended Power Uprate 
Along with the detailed procedures that direct the Crystal River 3 Uprate project, the 

project management team developed a Task Plan for each major component being replaced 
during the fall 2009 outage. These task plans drive the workplan for each component of the 
project, and include the necessary details to fully implement the task. Spccific areas addressed in 
the Task Plan include stafling responsibilities, equipment requirements, risks assessments, and 
cost controls. 
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4.0 Contract Selection & Contractor Management 

How does the company ensure that its contracts are priced appropriately? 

PEF states that it takes steps to ensure all of its contracts are priced appropriately starting 
with its competitive bidding process, Formal solicitation of bids ensures a variety of priced 
proposals are received. Each bid is subjected to technical and commercial evaluations which are 
used to identify a winning bidder. These evaluations seek to ensure PEF is getting a viable total 
package from the winning bidder; the best price for the highest quality of work available. 

The company states there are times when competitive bidding is either impractical or 
unnecessary, and singldsole source contracts are awarded. PEF’s policies and procedures 
outline the requirements that must be met prior to issuing a singlc/sole source contract. 
SingldSole source contracts must be authorized by the appropriate level of management, based 
on contract amount, and contain a written justification why the company did not use the 
competitive bidding process. A soleisingle source contract will still undergo an evaluation 
similar to competitive bidding to ensure technical requirements are met, and prices are consistent 
with current market conditions. 

PEF states that every contract, regardless of how it was awarded, will go through a 
thorough negotiation process to ensure PEF is getting the best price and terms possible. PEF’s 
negotiation techniques may include requests for additional discounts, leverage fleet agreements 
and potential contract awards at other sites, rate comparisons from previous jobs and industry 
trends, and the financial stability of the vendor. The company stated that it does keep up to date 
with current industry trends and vendor issues that may be incorporated into the negotiation 
process. 

Due to the magnitude of the Levy Project EPC contract signed in December, 2008, the 
company expanded its current evaluation process to include further independent reviews. Prior 
to signing the EPC contract, PEF included in its evaluation a review of the contract terms and 
conditions completed by PricewaterhouseCoopers and a review of the contract schedule and 
pricing by Bums and Roe. The results of these reviews are discussed further in this chapter. 

What are the company’s current processes and controls for soliciting and 
evaluating contractor bid selection? 

The Progress Energy Supply Chain Department is the governing entity for the procedures 
and controls affecting the company’s procurement process. The Supply Chain Department acts 
as the agent for all functions including Requests for Proposal (RFP), supplier quotes, and the 
execution of contracts and purchase orders. The Supply Chain Department employs sourcing 
techniques that include the analysis of products and services to leverage expenditures, improve 
profits, and identify suppliers. 

i 
! 
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Contract requests are initiated using Passport, the company’s software program that 
tracks, coiitrols and provides for the requisitioning and contracting process. As shown in 
EXHIBIT 13, the contract request is approved by the appropriate management level based on its 
dollar amount. Once the requisition is reviewed and accepted, an RFP will be created and sent to 
the selected vcndors. If the approving manager has coticerns with the request, the requisition can 
be sent back to the local organization for further clarification. Once the need to create a new 
contract has been identified, PEF management will assign a designatcd representative that will be 
responsible for thc management of the contract 

EXIIIBIT 13 Sowre Dora RepesI  /-34a 

As part of the requisition 
process, a list of potential vendors is 
provided to contract facilitators and/or 
Supply Chain Department to ensure all 
vendors are capable or commercially 
qualified to complete the work 
requested. Work that is nuclear safety 
related will require thc vendor to be on 
the Approved Supplier List prior to 
being awarded a contract. Standards to 
qualify for the Approved Supplier List 
include submitting approved quality 
assurance plans, undergoing 
background checks, drug screening and 
code of ethics verification, and 
undergoing regular Nu c I e a r 
Procurement Issues Committee 
(NUPIC) audits. NUPIC is an 
evaluation oroeram of suoolicrs 

. Y  1. 

furnishing safety related items and services to the nuclear industry. NUPIC Joint Audits and 
Surveys are performed utilizing an industry-wide standardized approach through the cooperative 
effort of the NUPIC members. 

Vendors can request further information during the bidding process. PEF assembles all 
requests and completes an addendum to the RFP that each vendor will receive at the same time. 
This ensures that all vendors have access to the same infomation and each bid can be evaluated 
fairly. 

For contracts that are non-nuclear related, PEF management will sclect persons 
knowledgeable of the work scope to develop criteria to assess incoming bids. Any contract that 
is nuclear related requires the technical evaluation be performed by the designated 
representative, and the commercial evaluation will be performed by the contract facilitator, 
Supply Chain Department, or the Nuclear Engineering Service Department. These evaluations 

”PEF Response to FPSC Data Request 1-34a, Bates 000215. 
” M a x i n x m  levels of authorization to acquire materials or supplies that are ta be covered by a signed Purchase 

Order. 
Maximum lwels of authorization to acquire scrviccs thal are to be covered by il signed Contract. 21 
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are combined, and a winning bidder is selected by mutual agreement of the designated 
representative and the contract facilitator or Supply Chain Department. 

What is the company’s current process and controls for single and sole source 
selection? 

PEF stated that while the preferred method of developing a new contract or authorizing 
additional work on an existing contract is through the competitive bidding process, there are 
times when this practice is either impractical or unnecessary. PEF’s policies and procedures that 
cover non-nuclear state an RFP is not required for work that is priced less than 
$100,000. If the work is greater than $100,000, there are two methods for awarding a contract 
without the RFP process: single source and sole source contracts. This policy does not include 
any nuclear safety related items which operate under the Nuclear Generation Group policy,” and 
also identifies $100,000 as the amount requiring an RFP or singleisole source justification. 

A single source contract is awarded to a specific vendor without using the RFP process, 
even though there are other qualified contractors available. The company states this type of 
contract is normally used in two circumstances; the work is a continuation of previously 
performed work, or there is an emergency and there is not time to issue an RFP. 

A sole source contract is used when there is only one qualified supplier to do the job. 
PEF states this is typically this case when dealing with the Original Equipment Manufacturer 
(OEM). Since these vendors are the original manufacturer of the equipment they normally have 
the best technical ability to complete the needed work. This advantage may result in at least a 
Competitive price, especially if a warranty was negotiated in the original contract. PEF’ policies 
and procedures26 currently identify six acceptable sole source justifications including: 

OEM Exclusive Rights 
OEM Exclusive Design 
Equipment Warranty/Compatibility 
Parts Warranty/Compatibility 
Accessory Warranty/Compatibility 
Unique Technical Service 

Regardless of whether a single or sole source is used, the designated representative must 
justify the reason for the selection on the contract requisition, and it must be approved by the 
appropriate level of management. FPSC audit staff notes that whilc PEF policies and procedures 
detail what requirements are necessary to implement a sole source contract, the procedures do 
not indicate any specific documenlation requirements other than that a written justification exist 
within the contract file. FPSC audit staff recommends PEF consider updating its policies to 
define the information to be included in a singlekole source justification. This information may 

’’ PEF Response Io FPSC Data Request 1-34a. 
2s PEF Response to FPSC Data Request 1-6a. 

PEF Response to FPSC Data Request 1-34a. 
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include how the selection benefits PEF regarding costs, schedule and technical ability along with 
the name and title ofthe authorizing manager. 

What are the current cantrols for contractar management? 

Levy Nuclear Proiect 
Oversight of contractors working on the Levy project is performed by continuous 

engagement between PEF and its vendors, both on the Levy site and the vendor’s facilities. 
There is at minimum weekly phone calls with the Joint Venture Team (Sargent & Lundy, Worley 
Parsons, and CH2MHILL) and the Owner’s Engineer Team (Sargent & Lundy and Worley 
Parsons) to review work scopes supporting COLA and SCA developmentheview. 

To facilitate contractor oversight, large contracted scopes are divided into individual 
tasks which may be more closely managed and monitored. Monthly reports provide information 
relative to scope, budge4 invoicing, schedule performance, and cash flow projections. Regular 
communication with each contractor ensures that the work is progressing as planned and any 
issues are addressed early on. These communications include periodic meetings, conference 
calls, and status reports. 

As previously noted, all vendors completing nuclear safety work for the Levy New Units 
must qualify and be included on PEF’s Approved Supplier List. Once on the approved list, the 
vendor must successfully complete evaluations by PEF auditors, Quality Assurance and/or 
NUPIC. 

Due to the size and duration of the Levy Engineering, Procurement, and Construction 
contract, PEF is establishing policies and procedures that incorporate the specific needs of this 
project. PEF developed its Levy EPC Implemenfing Procedure Development Plan that lists 
policies and procedures that are to be developed specifically for the Levy project. These 

Crystal River 3 Extended Power Uprate 
PEF has elected to self-manage the Uprate project rather than enter into an agreement 

with an outside vendor for an Engineering, Procurement and Construction contract. FPSC audit 

’’ PEF Response to FPSC Data Request I-34b. 
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staff notes that either method is considered an acceptable business practice within industry 
standards, as long as PEF employs the proper personnel that are capable of completing the work. 

PEF states that its decision to self-manage the Uprate project was based on several 
factors. First, PEF states it employs a team of employees and managers with the necessary 
project management experience. Progress Energy-Carolina recently self-managed the Uprate for 
its Brunswick Plant, and expects lessons learned from that project to improve the process 
employed at Crystal River 3. Io addition, PEF states many of its employees and managers have 
experience working on large projects at other nuclear facilities. PEF states these factors provide 
them with the skill and knowledge necessary to successfully manage its Uprate project. 

The company expanded the scope of the Vendor Quality Program for Crifical Noii-Safety 
Equipmenf' to accommodate increased vendor oversight on the Uprate project. The Vendor 
Oversighf Manual for the Crystal River 3 Uprate identifies critical parameters that PEF will want 
to inspect, witness, and/or verify that the task has taken place. The identified milestones may 
include a vendor oversight trip where a qualified engineer or subject matter expert inspects 
completed work to verify compliance with technical requirements. PEF states that this course of 
inspection and verification is applying near nuclear-grade inspections to the non-nuclear critical 
components of the Uprate. During each inspection, an oversight checklist is completed for each 
vendor, and any identified issues are documented in the report. 

PEF vendor oversight includes progress reports that provide production status and earned 
value for each task. These reports provide information relative to scope, budget, invoicing, 
schedule performance, and cash flow projections. The frequency of these reports will increase as 
the materials arrive on-site and the outage date approaches. The company states that it hosts 
regular meetings with vendors to ensure that the contract work is progressing as planned and any 
issues are identified and addressed early. 

The designated representative is assigned by PEF management to administer the contract 
terms and conditions, and be the first-line contact with the contractor. The designated 
representative is responsible for initiating contract requisition documents and verifying 
completion and quality of the work being performed under a contract. Oversight Responsibility 
Mutrix for Contractsz9 identify the duties of the designated representative includes, but is not 
limited to: 

Administering the contract 
Interfacing with contract personnel 
Coordinating the processing of contract personnel for unescorted access 
Initiating contractual changes as needed 
Accepting or rejecting work performed 
Controlling costs within budget limits 
Transmitting applicable quality assurance records for permanent storage. 

PEF Response to FPSC Data Request 1-6a. 
" PEF Response to FPSC Data Request 1-20 p. 22. 
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What are the current controls for managing contractor costs and 
performance? 

Once PEF completes its selection and negotiation, its master contracts contain several 
provisions that either will protect PEF outright, or share the risk with the vendor completing the 
work. The company states it protects its interests when defining the scope of work within the 
contract. The terms and conditions of the contract form a key protection against substandard 
contractor performance and cost escalation. PEF includes standard provisions within its 
contracts that cover contingencies such as indcrnnity, work stoppage, cancellation with or 
without cause, and dispute resolution. PEF also includes provisions that authorize a right to 
audit and inspect of work at its discretion. 

Another key protection to PEF is the selection of the type of payment. There are three 
primary types of payment that allow PEF to monitor the progress of the work and verify the 
work quality as it is being completed. The time and materials pricing method is open-ended, and 
may require more oversight from the company to ensure the hours worked and materials 
purchased were all necessary to the completion of the project. It is because of this uncertainty 
that a time and materials contract will frequently be written to include target pricing as additional 
protection from cost escalation. 

Target pricing allows the company to have flexibility to pay a vendor strictly for the work 
and materials used, but also include a target price for the vendor to seek to maintain. Target 
pricing can also contain rewards and penalties that further incent the vendor to stay within the 
agreed upon pricing. For instance, a vendor coming in under budget may be eligible to share a 
percentage of the unused portion with PEF. The same is true for going over budget. The vendor 
may have to share a portion of the costs if it is not able to stay within the predefined amount. 

The third form of payment is fixed or firm price. This form of payment offers PEF the 
most protection due to setting a price that will be paid and what must he done for payment. The 
vendor submits an invoice, usually upon reaching a predetermined milestone, and PEF has the 
opportunity to verify the completion and quality of work. This payment offers protection to both 
PEF and the vendor. The vendor knows when it will receive payments, and PEF knows how 
much will be paid for the work. 

PEF states it also protects its interests during the project by evaluating the credit stability 
of its vendors. Corporate Treasury and Enterprise Risk Management may evaluate prospective 
vendors at the request of the contracting department. Evaluations are done at least on an annual 
basis, with interim evaluations being performed if there is reason to believe that a vendor’s 
financial condition may have changed. PEF monitors markets, industries, news wires, and peer 
groups and reviews the information to determine if an interim review is necessary. Depending 
on its evaluation of a vcndor, PEF may limit its cxposure by using potential liability Icvcls, 
warranty periods, length of contract and total contract value limits. 
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What contracts are in place for the Levy Project? 

PEF initiated 36 contracts greater than $200,000 relcvant to the Levy Project. These 
contracts are estimated to cost approximately $7.84 billion at the completion of the project. As 
discussed below, a scope of work can be issued to a contractor through two methods; competitive 
bidding or a singleisole source. The following section discusses each method, and highlights its 
impact on the total costs of the Levy project. 

Competitively Bid Contracts 
EXHIBIT 14 identifies contracts greater than $1 million for the Levy Project that were 

awarded using the competitive bidding process. As the exhibit shows, the original contract 
amount does not always equal the final price. Once the contract is executed, additional work 
may be identified that was not contemplated in the original scope, thus resulting in a fmal price 
exceeding original estimates. The company states that it typically includes provisions in its 
contracts for invoicing additional approved expenses. If the company identifies a necessary 
change to the scope, an amendment to the contract can be negotiated with the vendor. 

The competitively bid contracts greater than $1 million are currently estimated to cost 
$50,992,465 at completion, and represent approximately one percent of the costs for the Levy 
Project. FPSC audit staff notes that the estimated final contract amounts for these seven 
contracts exceed the original amount by $34,731,478. According to PEF, these increases are not 
the result of errors or inefficiency by the vendor or company. Rather, they are the result of PEF 
identifying additions to the scope. The company has documented these additions as directed by 
its policies and procedures. 

Joirv Venture Team Conirad 
As discussed earlier, a master contract is a source document that authorizes a vendor to 

perfonn a single task, andor authorizes future work that has yet to be identified. The work will 
be assigned to the vendor through a work authorization as an extension of the contract. As 
shown in Exhibit 14, the JVT contract has four work authorizations during 2008, each over $1 
million. The master contract was competitively bid for work in both North Carolina and Florida. 

Since Progress Energy knew the location of the planned construction on its Hamis site in 
North Carolina, it was able to secure bids for COLA preparation for that location. PEF’s Florida 
location was stiH in the selection process at the time, so the company requested bids for its 
Florida green6eld site based on its Hams site. PEF stated it was aware the geographical location 
of Florida would result in higher costs; however, it felt the Florida site costs would be 
proportionately higher for all bidders. PEF determined awarding both sites, even on an unknown 
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grcenficld site, was cost cffcctivc cornpal-ed to waiting for a known location i n  Florida and 
signing separate contracts for each site. The use of multiple awards is a ~iegotiation tcchniquc 
used by PEF to secure the best price possible from the winning bidder. 

Joint Venture Team 
00255934-WAO? COLA Prepararion 

Joint Venture Team 
002559WWA03 Nucleai Plaiii Sire 

SCA supporl for Levy I 
Patrick Eneigy Services 
00409194-WAOI to Owners Enginecring 1 - 1 - I 1 

Sclvlces I WAO6 

The four work authorizations awarded to the JVT for the Levy site separate the projcct 
into different portions; three are specific to the Levy site and one is joint work to share costs with 
the Harris site, preventing duplication of work during preparation of the shared portions of the 
two COLAS. Several chapters of the Combined Operating Liccnse application are specific only 
to the selected technology and can be reused between the two sites. The work would have to be 
repeated for each vendor submitting work for the Combined Operating License. The three work 
authorizations specific to the Levy project include: COLA preparation, support for responding to 
NRC requests for additional infomiation, and Levy Site Certification Applicatioii support. 

FPSC audit staff observed that  the four Work Authorizations currently active with the 
JVT arc estimated to be completed for costs well above thc original amount. PEF did foresee 
increased costs for the original Levy work once the Florida site was selected, and all  three site 
specific N T  contracts nave grown substantially. 

46 



Confidential Draft 
July 22,2009 

The second work authorization (255934-WAO2) currently shows thc greatest difference 
betwccn original cost and amount expended for the COLA develo ment. This work 
authorization was originally estimated to bc fh for e to complete prc- 
work and preparation of the COLA. At the time o t is revlew, a itional tasks had been 
identified and added to WA-02, including environmental studies, responding to requests for 
additional information from the NRC, and additional fieldwork including the Levy grout test 
program. The costs authorization surpassed h as of 2008, and are 
expected to increase to by completion. According to t e company, the increases for 
these work 
Rather, the additions arc a result of the additional information needed to for the regulatory 
approval process. 

e result of errors or inefficiency by the JVT or the company. 

During its review of the additional costs, FPSC audit staff identified 12 of the 79 
additional tasks that were attributed to the geographical difference between the Harris site in 
North Carolina, and the Levy site in Florida. Reasons for the additional scope of work include 
“differences in conditions in the Levy County site and those assumed in the original proposal,” 
and ‘‘Original JV proposal assumed Florida site to be similar to the Carolina site, sites cannot be 
repli~ated.’’~” These 12 changes have increased costs approximatel- to date. 

The JVT work authorization for Site Certification A lication support (255934-WA03) 
This represents an estimated 

was su mitted, PEF issued a new work 
has grown from its estimated cost of 
increase of approximately 690 percent. 
authorization to authorize support to respond to NRC requests for further in 
WADS). This work grown from its original price of 
estimated completion cost of . Again, PEF states costs inc 
response to 
behalf o f  PEF or the JVT. 

process, and not due to error or inefficiency on 

Addifionul Contracts Ovcr $1 Million 
Power Engineers, contract 262141-WA03 (Amendments I ,  2, and 5) is also a contract 

PEF has expanded the original scope, and 
that has exceeded its 
study support, and 
it is now estimated to be 

to complete additional studies including; preliminary line and substation design, providing 
conceptual substation engineering and line route study services, and substation design and 
engineering for Levy Transmission. Amendments thrce and four were not listcd since they do 
not pertain to the Levy Project. 

contract is for line and substation design 

According to PEF, the original contract 
was for the study. The amendments were added 

Two additional transmission contracts in 2008 were competitively bid; Golder Associates 
and Patrick Energy Services. Golder Associates contract is to perform the route selection study, 
and Patrick Energy Services is to provide Owners Engineering services for the transmission line 
project. As with the other companies shown, PEF states that these contracts also required 
additional work added to its scope or additional funding to continued services that increased the 
costs beyond the original estimates. 

”PEP Rcsponse lo FPSC Data Request Levy 6-1, Bates number 000002. 
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Cnt,lnl'.i.< I ',der S I  ,lliIli<W 
PEE has two contracts bctwcen $200,000 and Si,000,000 for the I.evy project that \vcre 

compctitivdy bid. Thesc contracts were issued to Burns & K~oe and Sargcnt & I,undy, and have 
a combined estimated value of approximately $1.21 million. 

C I T  Contract 
EXHIBIT 15 details the EPC contract, and thc pre-work completed as neqotiations were 

completed. There were five work authorizations issued supporting~ the EPC c&itimct; four to 
Shaw, Stone & Webster, and onc to Westiiighouse. PEF states these work authorizations were 
completed within the scope of the EPC contract as negotiations we]-c being completed. While 
listed separately, the costs associated with thc work authorizations are included in the final 
contract price ofs7.65 billion. 

Coiitracl for delivery and 
con\tmclion of the APIODfl 

Plant 

Westinghouse (EPC Contract) I 414310 

I Show, Slone & Webstev Support ofSCA crnd L WA 
00300968-00006 cvbmrmdr 

I TOTAL I 
(*)-The cosfs associnled w i f h  these contrilcts were incorporated info the iolal EPC Contracl 

ESi-IlRlT 1s Smlrce: P E F F i h x  nor ker 090009: S ' c I ~ ~ ~ ~ t ~ d e  .-fE--B 
price when i /  nJas ini/inred on December 31, 2008. 



SiriclciSrAc Sourcc C'oiitr;irl> 
PEF reported several contracts initiated using the company's singlzisolc source process. 

EXHIBIT 16 lists the ciirrciit singlo'sole source Leiy contracts and work authorizations that are 
greatcr than $ I  million. 

TOTAL 

Shaw, Stone& Webstel Conceptual designand I - 1 - I 1 00300968-00002 site characleiization 

I $12,081,939 I $12,699,187 I 1 

Tniisrriissioii corridor 1 - 1 - 1 1 Golder Associates 
00080678-001 1 1 studies 

The contract awarded in 2007 to Colder Associates was based on prior work completed 
on the PEF transniission systcm. PEF stated the work that Colder Associates had cozpleted up 
to that point could not be assumed by another contractor. I f  the contract had been competitively 
bid, another vendor would have to duplicate the work Gvlder Associates had alrcad ' cornplered, 
at additional expense. This contract currently exceeds the original amount by 
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PEF issired one work authorization and four amcndnients with activity in 2008 that were 
between $200,000 and $1,000,000, hut were sole sourccd and required justification. FPSC audit 
staff reviewed these contracts and verified that a solc source justification was completed by the 
company. The work authorization issued to Shaw, Stone & Webster is based on an established 
master contract relationship in support of the Levy Project. Three amendments issued to Energy 
Services represent additional scope to provide supervision and labor for line design. The fourth 
amendment, issued to Power Advocate Inc, is for contract strategy development and materials 
market assessment. 

Co,zii. ,~~~i.~ 1 ‘ , idpr  S I  l l i l l i o ~ ~  

K e d  h r o r c  (~oo,rrrocf.~ 
Exhibit 17 lists contracts for the purchase of land that will he used for the Levy project, 

and the transmission line and sub-station construction. PEF employed an outside realtor, who 
was paid on a tiered commission, to acquire the land without the seller knowing the buyer’s 
identity. PEF states it still sought to achieve the best possible price for the land; there was no 
alternative to allow use of conipetitivc bidding. 

Rayonier Forest Resources I NIA 

Levy unim I LQ L i’rojcct 
Current Real Estate Contracts 

NIA - Purchase I 
of property 

I I!: D:.nc?n Coirp..n c\ 

MUITZIY Eugene Bertine & NIA - Purchase 

EXHIBIT 17 
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What vendor management issues have arisen for the Levy Project? 

PEF's Quality Assurance Program conducted quality assurance survcillancc on Paul C. 
Rizzo and Associates, a sub-contractor through Sargent & Lundy, which started December 1 ,  
9fifiQ r 1 A verbal Stop Work 
order was given at that time witn a lormal, wrltten oraer me next oay. 

0 ,  - I  II ' ~ - - 0  ' I '  I - . I  . a  0 .  I I . 
-remaining elements of the stop work order wcre lifted, allowing Paul C. Rizzo and 
Associates to return to unrestricted work activities. 

What current contracts are in place for the Crystal River 3 Extended Power 
Uprate? 

PEF initiated 27 contracts greater than $200,000 relevant to the Crystal River 3 Extended 
Power Uprate. These contracts are estimated to cost approximately $174.38 million at the 
completion of the project. As previously discussed, a scope of work can he issued to a contractor 
through two methods; competitive bidding or a singlehole source. The following section 
discusses each method, and highlights its impact on the total costs of the Crystal River 3 
Extended Power Uprate. 

Competitively Bid Contracts 
EXHIBIT 18 identifies the contracts and work authorizations for the Crystal River 3 

Uprate project amounts greater than $1 million using an RFP process. The competitively hid 
contracts over $1 million are estimated to cost $125,291,817 and represent approximately 67 
percent of the costs for all contracts included in the Crystal River 3 Uprate. 

Cortrrucrs Over $I ilfillioti 
As shown in the exhibit, the original contract amount does not always equal the final 

price. The contract that currently shows the greatest difference between the original contract 
price and amount expended is AREVA's Master Contract 101659, Work Authorization 93. This 
Work Authorization allows the vendor to provide engineering services for Crystal River 3 
Secondary Systems Uprate in support of the Upratc project. While this work authorization is 
fixed price, the company has documeuted multiple change orders that extend the original scope 
of work. 

Contract activity in 2008 included four additional items that were competitively hid. PEF 
expanded the scope of the AREVA Work Authorization 93 (Amendment 7) to now include the 
development of Engineering Change Documents to replace the Main Turbine Bypass Valves at 
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This amendment is i i x e d  price with payinenls to be made upon tbe Crystal River 3 uni t .  
completion of defined milestones. 

PET also issucd two work authorizations on existing contracts. Mesa Associates 
(221 186-WA24) for discharge canal cooling tower civil enginccring. Tliis work authorization is 
based on time and inatcrials with a target price. MHF Solutions, Inc. (47083-WA08) was 
awarded a fixed price work authorization for large component radioacti1.e waste disposal. PEF 
added one iiew contract in 2008 to Bamhart Crane and Rigging (384426). This fixed price 
contract is for the hcavy hauling requirements during the Crystal Rivcr 3 Liprate. 

14'569-WAF0 

Turbine Bypass Valves I - I - /  - I AREVA-NP 
101659-WA93. Aind 1 

Yuba Heat Transfer Feed wale1 hca!ei I 355217 

Bainhart Crane and 

R w n g  Uprate hcavy hauling I - / - I  - I 
I I 
I~:xlf l~lT 18 &arce: PEF Fi/ii:x IJcrckcI ~l9flOiJ9: .Tch~~drrlc, 1/<-8 

Coiitructv Liirler SI Afiilion 
PEF has S I X  contracts and work authorizations that are between $200,000 and $1,000,000 

tha t  were competitively bid, and will play a supporting role in the Crystal River 3 Extended 
Power Uprate. The coinbincd total of :hcse contracts are estimated to be $3,363,262 upon 
completion. 



Scr IciSi ti  glc Sou rce Coot r x  t s 
ESI-IIBIT 19 lists PEF's single/sole source contracts greater than $1,000,000. The listed 

NuFlo Technologies Sales 
44867 Amd 07 

TOTAL 

striglc/so!c sourcc contracts are estimated to cost $41,971,527 at the completion, and rcprescnt 
approximatdy 33 pcrccnt o f  thc costs included in the Crystal River 3 Extended Power Uprato 

Purchase and Installalion of 
lcading edge flow mctcr to 

recaplure measluenient 
uncertainly 

$40,229,547 $41,971,527 

CR3 R16 [!prate labor and 
support 

Atlanrtc Group 
3714 Amd 69-74, 
177 A, 7 A  hrlnnn t n  DEE\ 

~ A r r u m  O w  SI ,trii/iiirt 
While there were no new contracts in 2008, thc company did expand the scope of its 

exisling contract with AIEVA, adding two additional work authorizations. Work Authorization 
61 is for thc Engineering Design and Licensing for Mcasurcmcnt Recapturc, and Work 
Authorization 84 is for thc 'Upratc Nuclcar Steam Supply System Engineering, Fuel Engineering, 
and Support of tbc Licensc Amcndmcnt Rcqucst. Both of these work authorizations wcrc issued 
to AREVA based on its status as the original equipment manufacturer. 

The two Atlantic Group work authorizations listed are part of an existing fleet contract 
with PEF. This Flcct Contract was initiated through the competitive bidding process; however . 

s c l i d . l e d  i a r  roniplcrion durtiig the iall 2009 rclirduled O I I I ~ I E C  
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Coiirracr.i Under $1 AfiIlion 
PEF has nine contracts between $200,000 and $1,000,000 relevant to the Crystal River 3 

Extended Power Uprate. These contracts include legal services in support of the uprate, 
additional scope of work assigned to AREVA as the Original Equipment Manufacturer, and staff 
augmentation based on an existing fleet contract. The nine contracts are estimated to total 
approximately $4,925,882 at the completion of the uprate. 

What vendor management issues have arisen for the Crystal River 3 Extended 
Power Uprate Project? 

PEF states there have been no major disciplinary actions required for vendors working on 
the Uprate project. The company states it has taken minor corrective action for performance 
issues through the course of normal daily business, however; actions have been limited to 
contract status meetings, face-to-face management meetings and additional status reports. 

The company states that it is monitoring the industry activities associated with the low 
pressure turbine failure at the D.C. Cook nuclear plant. Currently, PEF is planning to use a rotor 
of similar design in its Phase 2 replacement. The company states that based on the results of the 
technical review of the D.C Cook events, the company will determine how to proceed with 
replacing these components at the Crystal River Unit. 
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At the request of the Florida Public Service Commission’s (Commission or FPSC) 
Division of Economic Regulation, the Division of Regulatory Compliance conducted this review 
of the internal controls and management oversight of the nuclear projects underway at Progress 
Energy Florida (PEF or the company). This is the second review of the company’s controls for 
its nuclear construction projects. The first report, Progress Energy Florida s Project 
Management Internal Controls for Nuclear Plant Uprate and Construction Projects, was 
published in August 2008. Audit staff examined the organizations, processes, and controls 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 primary objective of this review was to document project key developments, and the 
organization, management, internal controls, and oversight that PEF has in place or plans to 
employ for these projects. The information provided in this report may be used by Division of 
Economic Regulation staff to assist in an assessment of the reasonableness of the company’s 
cost-recovery requests for the projects. 

~~ 

1.2 Scope 

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

,3 Planning 
* Management and Organization 

Cost and Schedule Controls 
Contractor Selection and Management 
Auditing and Quality Assurance 

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

2 

,: Safeguard assets 
.: Employ resources efficiently 
:. Accomplish goals and objectives 

Well-constructed internal controls assist with the challenges of risk management and 
decision-making. Risks must be identified and appropriate protections established to prevent or 

Produce accurate and reliable data 
Comply with applicable laws and regulations 

1 EXECUTIVE SUMMARY 
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control them, Prudent decision-making results from orderly, well-defined processes that address 
known risks, needs, and capabilities. Adherence to written procedures, effective communication, 
vigilant internal and contractor oversight, and ongoing auditing and quality assurance are 
essential to ensure that project costs are incurred prudently. 

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

Control environment 
Risk assessment 
Control activities 
Information and communication 
Monitoring 

The synergy and linkage among these components forms an integrated system which 
reacts to changing conditions. The internal control system must be intertwined with the entity’s 
operating activities. When looking at the effectiveness and efficiency of operations, the 
reliability of financial reporting and compliance with applicable laws and regulations all five 
components must be present and function effectively to conclude the internal controls over 
operations is effective. This report will document the existence of each of these five components 
for project management. 

Planning and research for this review were performed in January and February 2009. 
Data collection, site visits and interviews, analysis and report writing were conducted between 
January and June 2009. The information compiled in this report was gathered via company 
responses to staff document requests, visits to the Crystal River Energy Complex and the Levy 
site, and interviews with key project personnel. Staff also reviewed testimony, discovery and 
other filings in Docket No. 090009-EI. 

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

Policies and procedures 
Organizational charts 
Contract request for proposals 
Contractor bids 
Bid evaluation analyses 
Contracts 
Project scope analysis studies by PEF and consultants 
lnternal audit reports 

EXECUTIVE SUMMARY 2 
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General 
Internal controls will ultimately determine the success of these projects, and the prudence 

of the company’s actions. Many of PEF’s internal control systems are still in development and, 
will continue to evolve as the projects progress. Therefore, staff has examined only the 
completed portions of the project and internal control structure that are presently in place. 
Further, any assessment made at this point in time cannot be expected to remain valid for the 
entire duration of the project activities. 

Simply having internal controls in place that appear adequate at the outset cannot ensure 
that they will be used properly. Verification of adherence to procedures and careful examination 
of changes to control systems are essential ingredients to evaluating the reasonableness of 
management’s actions. FPSC audit staff believes continued internal and external oversight is 
necessary over the lifespan of these projects. Of particular importance are internal audits and 
quality assurance audits which should provide broad coverage of controls, procedural adherence, 
and project management issues. 

FPSC audit staff recognizes that its requests for information required the company to 
produce a significant volume of documents. Overall, the company created a streamlined process 
that improved the efficiency of data collection from the prior year. However, audit staff does 
have concerns about the completeness of the company’s responses to some of its requests for 
information through data requests and company personnel interviews. This is a continuation of 
existing concerns identified during the 2008 review. Audit staff believes that PEF should work 
to eliminate these issues in future requests by Commission staff. 

Levy Nuclear Plant 
PEF submitted its Combined Oueratinp License Auulication (COLA) in Julv 2008. The - .. 

company requested a 42-month review schedule from the Nuclear Regulatory Commission 
(NRC). PEF included a request to perform its dewatering efforts and diaphragm wall prior to the 
issuance of its Combined Operating License. The NRC notified PEF in January 2009 that it will 
not issue a Limited Work Authorization to complete this work in advance of the Combined 
Operating License. PEF states that this will impact its original construction schedule by at least 
20 months. 

On December 31, 2008, PEF signed an Engineering, Procurement, and Construction 
contract with Westinghouse and Shaw, Stone and Webster to design and build two A P l O O O  units 

to PEF signing the Engineering, Procurement, and Construction contract, the NRC decided not to 
approve the company’s Limited Work Authorization on PEF’s requested timeline. The parties 
are currently renegotiating the provisions of the contract. Although the company states the 

3 EXECUTIVE SUMMARY 
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project costs are still within its original forecast, the impact of this event may have a financial 
impact on the project. 

Prior to signing the Engineering, Procurement, and Construction contract with 
Westinghouse and Shaw, Stone and Webster, PEF initiated two external reviews of the contract 
provisions. PricewaterhouseCoopers performed a review of the contract’s terms and conditions, 
while Burns and Roe performed an assessment of the schedule and costs. Each review identified 
specific findings related to the contract. PEF is working to resolve these outstanding issues. 
FPSC audit staff believes that the company should continue to closely monitor the status of the 
findings and observations to ensure the project is designed on time and in keeping with the 
contract. 

PEF contracted with the Joint Venture Team (Sargent & Lundy, Worley Parsons and 
CH2MHILL) for development and submission of the COLA, submission of the Site Certification 
Application, and continued support in response to NRC requests for additional information. 
Since PEF had not selected its Florida site, it requested bids for its Florida greenfield site using 
the characteristics of the company’s existing Shearon Hams Plant in North Carolina. PEF stated 
it did anticipate additional costs due to the geographical differences of the locations. The Joint 
Venture Team (JVT) contract for the Levy site has expanded 220 percent over the original 
contract amount to-date. FPSC audit staff notes the difficulty in estimating costs associated with 
filing a COLA under the new process used for this wave of plants. According to PEF the 
increase in the cost of the Joint Venture Team contract has not resulted from errors or 
inefficiency, but rather in the growth of the scope of work required over time. 

Crvstal River 3 Extended Power Uprate Proiect 
PEF is self-managing its Crystal River 3 Extended Power Uprate (Uprate) 

significant portion of the project will occur during a scheduled refueling outage in 
. During this outage, the company is scheduled to replace 18 major 

components. This work should increase the unit’s output by 28 MWe. The company states it is 
within its original budget forecasts for this project. 

The company is in its final planning stages for the fall 2009 work, and is transitioning to 
implementation and oversight of the project. The project team is working to finalize the 
schedule for each component to ensure that all the work can be performed timely and without 
interference to other planned projects. The company anticipates issuing its final project schedule 
in July 2009. PEF states the project is within its original budget forecast, and all components are 
on schedule and will arrive at the Crystal River Energy Complex site prior to the scheduled 
outage. 

The company has made changes to the management organization during 2009. 
Management of the Uprate project is now within the Nuclear Projects Organization. Previously, 
the Levy project and the Uprate project were under the same organization. The company states 
that the new organization will provide a better management structure as the projects move from 
planning to construction. 

EXECUTIVE SUMMARY 4 
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PEF continued to secure contracts throughout 2008 and into 2009 to finalize plans for 
Uprate work during the planned fall 2009 outage. While there were no new sole source contracts 
awarded during this time, PEF did expand the scope of two sole-sourced contracts. One contract 
is an existing fleet contract for labor and support, and one involves an original equipment 
manufacturer. Currently, PEF’s sole sourced contracts for the Uprate project represent 
approximately 33 percent of the total costs. FPSC audit staff notes that while PEF policies and 
procedures detail what requirements are necessary to implement a sole source contract, the 
procedures do not indicate any specific documentation requirements other than that a written 
justification exist within the contract file. FPSC audit staff recommends PEF consider updating 
its policies to define the information to be included in single/sole source justification 
documentation. 

EXECUTIVE SUMMARY 5 
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2.0 Key Project Developments 

What i s  the current status of the Levy project? 

Since the last Nuclear Cost Recovery hearing, Progress Energy Florida moved forward in 
2008 and 2009 towards construction of Levy Units 1 and 2. The company has achieved several 
milestones, and suffered some project setbacks. Currently, the company has forecasted a total 
project cost of $17.2 billion’. However, according to the company, the timeline for the project 
has been extended by a minimum of 20 months as a result of the federal regulatory approval 
process, and this delay may have a cost impact on the project. 

At the onset of this review in January 2009, the company stated that the planned in- 
service date for Levy Unit 1 was July 2016 and Levy Unit 2 was July 2017. This timeline was 
based on the expectation that the company would receive the required Nuclear Regulatory 
Commission’s (NRC) Final Environmental Impact Statement in June 2010, the Limited Work 
Authorization (LWA) by September 2010, and the Combined Operating License by January 
2012. These dates have shifted as a result of the NRC’s decision concerning the company’s 
LWA request. 

Combined Operatine Licenses Application Submittal 
During 2008, the company completed two major milestones for this project. In July 

2008, the company submitted its Combined Operating License Application (COLA) to the 
Nuclear Regulatory Commission for review. This is the key step to gain NRC approval for the 
construction of a nuclear generating plant in the United States. The company had requested an 
approval timeline from the NRC of 42 months. In October of 2008 the NRC docketed the 
application and requested additional information from the company about the project. In January 
2009, the company received word from the NRC on its application review schedule. The NRC 
did not accept the company’s request to issue a LWA prior to the issuance of the Combined 
Operating License. 

Levy Enpineering. Procurement, and  Construction Contract Execution 
The second major milestone for PEF was the signing, on December 31, 2008, of the 

Engineering, Procurement, and Construction (EPC) contract for two API 000 nuclear units. The 
EPC contract with Westinghouse Electric Company (Westinghouse) and Shaw, Stone & Webster 
established the necessary milestone construction dates and associated payment schedule, based 
on the 2016 and 2017 in-service dates for the Levy units. In the contract, the consortium of 
Westinghouse and Shaw, Stone & Webster is responsible for the design and construction of the 
two units. 

’ PEF response 10 FPSC staff Data Request 1-30. pg 09PMA-DRI-30-000015 
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What analysis preceded the signing of the Engineering, Procurement, and 
Construction Contract for the Levy project? 

In April 2008, the company acknowledged, through a Letter of Intent with Westinghouse, 

Construction contract with Westinghouse and Shaw, Stone & Webster, PEF commissioned two 
outside consults to evaluate the viability of the anticipated contract. One study, by 
PricewaterhouseCoopers, analyzed the terms and conditions of the contract, while the other 
review, by Bums and Roe, evaluated the pricing and schedule timeline being negotiated by the 
companies. PEF used the information from these studies to evaluate and negotiate the final 
Engineering, Procurement, and Construction contract with Westinghouse and Shaw, Stone & 
Webster prior to its execution. 

PricewaterhouseCoopers Review 
Due to the specialized subject matter of the Engineering, Procurement, and Construction 

contract, the company chose to employ an outside auditing firm to review the proposed terms 
and conditions. PEF has an ongoing relationship with PricewaterhouseCoopers (PwC) for 
independent auditing services and this review was conducted under that existing contract. The 
review was conducted during May and June 2008. PwC was initially provided a draft copy of 
the contract dated January 23, 2008 and subsequent updated drafts of relevant articles and 
exhibits as they became available. 

j 

’ PricewaterhouseCoopcrs DRAFT Comments of EPC Contract. June 11,2008. Pg lof21. 
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m r 
PEF’s project management team, along with the company’s Audit Services Department, 

developed a management response and action plan based on PwC’s assessment. After resolving 
all of observations identified in the report, PEF management modified the terms of its draft 
Engineering, Procurement, and Construction contract. These changes were incorporated into the 
final version on December 3 1, 2008. 

Burns and  Roe Review 
The consortium of first-wave utilities’ agreed there was value for an independent third- 

party to review the APlOOO design and schedule package prior to its delivery. The consortium 
entered into a joint agreement with Bums and Roe to perform a two-part review of the AP1000. 
Due to each company negotiating its own Engineering, Procurement, and Construction contract 
and the proprietary information involved, the first part of the assessment would be a review of 
the AP1000, as if i t  were to be built on a “neutral” site. This information and related costs would 
be shared between the utilities to minimize the costs of the review. The second component of the 
review would be location-specific for each utility, and the results would be made available only 
to that company. 

PEF entered into an agreement with Bums and Roe in March 2008, and the review work 
was completed in early November 2008. Burns and Roe identified 82 findings and 146 
observations related API 000 design and location-specific issues. PEF management reviewed the 
findings and states that its goal is to resolve or mitigate all of the identified Bums and Roc 
findings by the end of 2009. Currently, PEF has resolved 45 of these and the remaining 37 
findings have been assigned a risk mitigation strategy and estimated completion date. 

Once the company has addressed the findings, PEF management states the company will 
work to address and resolve all of the observations identified within the review. The 
observations identified are items that should be brought to PEF management attention, but do not 
require specific action. An observation may indicate a trend that could lead to potentially 
negative impacts. FPSC audit staff agrees that the company should closely review all the 
additional observations to ensure the project is designed on time and in keeping with the 
Engineering, Procurement, and Construction contract. 

Although the APIOOO reactor design has been certified by the NRC through its review of 
the nuclear safety engineering components, Westinghouse has not completed the engineering 

’Ibid. ,Pg2 of21. 
‘Ibid. ,pg2 of21 ’ The First-Wave utilities consist of the first four utilities that  agreed to purchase the APlOOO technology from 
Wesringhouse-PEF. Duke Energy, Southern Company and SCANA Corporation. 
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Bums and Roe, et al. “Bums and Roc Review and Validation ofAPlOOO Cost and Schedule,” March 2009. 
’ Ibid. 
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that it will continue to monitor the Risk Register on a quarterly basis to verify a current and 
appropriate plan is in place. FPSC audit staff agrees that PEF should continue to monitor the risk 
register; however, until Westinghouse and Shaw, Stone & Webster finalizes a risk management 
process that satisfies PEF’s concerns, FPSC audit staff believes monitoring should be completed 
more frequently than on a quarterly basis. 

The company states that the Bums and Roe report was valuable in assessing the overall 
feasibility of the draft Engineering, Procurement, and Construction contract. The company 
believes the report allowed it to better understand potential problems prior to contract execution. 
Company management states that Bums and Roe was asked whether PEF should continue with 
the project, given the identified findings. PEF states that Bums and Roe responded that the 
report did not identify any issues that would warrant the cancelation of the project. 

What are the key elements of the contract executed for the Engineering, 
Procurement, and Construction of the Levy Nuclear Project? 

The signing of the Engineering, Procurement, and Construction contract required the 
selection of the nuclear plant technology. PEF states it completed an extensive evaluation of the 
available technology and selected the APlOOO design by Westinghouse and Shaw, Stone & 
Webster as its choice for the new Levy Units. Though selection of the APIOOO technology 

’ PEF‘s Miriaorion Srrarem for rhe Risky ldenrified by Burns and Roe in Irs March 2009 Rrporc for Levy Nilclear - -. . . .. 
Project, Finding 8-1. ’ Bums and Roe, et ai. “Burns and Roc Review and Validation of APIOOO Cost and Schedule.” March 2009, 8-6 
Io Ibid. 

~ ~~ 

1 1  K E Y  PROJECT DEVELOPMENTS 



Docket No. 0’33009-El 
Review of Internal Controls 
Exhibit CC-I. Page 18 of61 

required that Westinghouse would perform the engineering and procurement functions of the 
project, PEF could have chosen a separate contractor to complete the construction of the plant. 
PEF decided to employ the consortium of Westinghouse and Shaw, Stone & Webster to handle 
all phases of delivery and construction of the facility. The company states that i t  was able to 
negotiate its best value for the project by using the consortium. The negotiated contract price for 
contractor’s scope of work for the two units was $7.65 billion. Costs for site preparation, other 
site facilities, transmission, escalation, and carrying costs account for the remaining balance of 
the total project cost, currently estimated at $17.2 billion. 

! 

i 
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As a result of- the NRC's response to PEF's application for a LWA, the contract and identifie; 
terms are currently in re-negotiation and subject to revision. PEF management stated its goal is 
to amend the contract to reflect anticipated regulatory approval timelines while maintaining as 
many of the current terms and conditions as possible. 

What is the current schedule for the Levy Nuclear Project, and how has it 
been impacted by the NRC's decision on the Limited Work Authorization? 

Two major regulatory requirements necessary to construct the new units at thc Levy site 
are the Florida Power Plant Siting Act Site Certification Application (SCA) and the NRC 

" Contract Number 4143 10 signed December 3 I ,  2008: Engincering, Procurement, and Construction contract 
between Progress Energy and Westinghouse / Shaw, Stone & Webster for two API 000s. 
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Combined Operating License. The company submitted its request for both of these regulatory 
approvals during 2008. The SCA was submitted June 2,2008 and the COLA July 28,2008. 

In the company’s original COLA, PEF classified certain work activities as excavation- 
related as opposed to construction-related activities. Specifically these included the following: 

+ Installation of permanent reinforced concrete diaphragm wall to facilitate dewatering 
and excavation of the nuclear islands. 

+ Pressure groutingI2 of rock below the nuclear island foundations roller compacted 
concrete bridging mats to facilitate dewatering of the excavation for the nuclear 
island.” 

On September 5, 2008, the NRC requested that PEF revise its Limited Work Authorization to 
include the diaphragm wall and grouting work required for excavation. On September 12, 2008, 
PEF amended its LWA application to include these two critical work elements. 

PEF states that at the time it submitted its COLA, the NRC was still evaluating the 
requirements for the type of work to be included in its LWA scope. Specifically, the NRC was 
refining its definition of excavation work and construction work. The company states that it filed 

management states that the exclusion of this work in the original application did not have an 
impact on the NRC’s final ruling on the LWA application. 

The NRC docketed PEF’s application on October 6; 2008 and issued a letter stating that 
the agency anticipated issuing its review schedule within 30 days. Along with docketing the 
application, this correspondence included additional Requests for Additional Information and 
responded to PEF that: 

Although our acceptance review determined that the [Levy project] COLA is 
complete and technically sufficient, the complex geotechnical characteristics of 
the Levy County site require additional information in order to develop a 
complete and integrated review schedule . . . Because of the scheduling 
uncertainty in the areas of geotechnical science and structural engineering, the 
NRC staff does not intend to commence a review of these areas until all 
associated RAIs are sufficiently answered. For all other sections of the [Levy 
project] COLA, the NRC staff intends to commence review based on the 
availability of resources . . . Because of the complexity of the site characteristics 

I’ Pressure grouting is the underground injection of a concrete-like, slurry material into porous rock to prevent water 
intrusion. 
” Progress Energy letter to the Nuclear Regulatory Commission. “Application for Combined License for Levy 
Nuclear Power Plant Units 1 and 2: NRC Project Number 756.” July 28,2008. pg. 5 .  
I‘ Bums and Roe, et al. “Burns and Roe Review and Validation of APlOOO Cost and Schedule,” March 2009. 
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and the need for additional information, it is unlikely that the [Levy project] 
COLA review can be completed in accordance with this requested timeline.” 

PEF management states that the NRC‘s response did not cause significant concern to the 
company. On November 20, 2008, PEF responded to the NRC requests for additional 
information. PEF management states that although the NRC asked for additional geotechnical 
information on the Levy site and delayed issuing the final schedule until all the RAIs were 
satisfied, the company fully anticipated receiving its LWA and Combined Operating License 
within a few months of its requested timeline. 

The company does not believe the Combined Operating License approval process neither 
has been nor will be impacted by limited resources at the NRC. Prior to filing the Combined 
Operating License application in July 2008, PEF states that i t  had several meetings with NRC 
senior management to discuss the requested timeline. PEF management believed that because 
the company contacted the NRC early in the process, and met its filing timeline commitments, 
the NRC had allocated the necessary budgetary resources to evaluate the company’s request. 
The company believes that any availability of resource concerns expressed by the NRC is in the 
actual time necessary to gather and analyze the required technical components of the application. 

On January 23, 2009, PEF received notice via a teleconference with the NRC, that the 
geotechnical review was paramount to the issuance of the Combined Operating License. 
Therefore, the work listed under the LWA scope would be evaluated under the Combined 
Operating License timeline, meaning the LWA would not be approved prior to the issuance of 
the Combined Operating License. Company management states that this decision was 
completely unexpected, and that the NRC did not provide any feedback prior to this call that the 
LWA application was in question. FPSC audit s taffs  reviewed correspondence between the 
NRC and PEF concerning the LWA from July 2008 through April 2009. There was no 
indication from these documents that PEF was given prior notification that the LWA would not 
be issued by the NRC. PEF confirms that the company and the NRC had conversations about the 
COLA during this period; however, the company did not document the details of these 
conversations. 

l h e  company identified, within its Levy project risk matrix, a risk for the “Limited Work 
Authorization Approval.”I6 Prior to the NRC’s determination that the LWA could not be 
reviewed on the requested timeline; the company assessed the probability of receiving the LWA 
approval as “highly likely.” Even with this belief, the company recognized that the impact of not 
receiving the approval was “significant,” with the primary consequence impacting the project 
schedule and a secondary impact to the cost of the project. Additionally, the company noted in 
the September 2008 Innregrated Project Plun provided to senior management that the risk 
associated with LWA approval was “very low,” although its potential impact, or consequence, 
was categorized as “critical.” 

I s  Nuclear Regulatory Commission letter to Progress Energy. “Acceptance Review for the Levy County Nuclear 
Power Plant Units I and 2 Combined License Application. October 6,  2008. 
l6 PEF Response to FPSC Data Request 1.318, Bates 09PMA-DRI-3lbg-000047. 
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FPSC audit staff recognizes that the risks associated with the regulatory approval process 
have always held a significant potential impact on this project. Once the company submits a 
request with a regulatory entity, the company-albeit temporarily-relinquishes its ability to 
control the forward progress of the project. AAer the company started tracking this risk in July 
2008, company management stated that it remained focused on this risk by its inclusion within 
its management reports. 

However upon request, the company could not provide any written documentation that 
management reevaluated or revised its assessment of the likelihood of LWA approval prior to the 
NRC’s decision in January 2009.” Also as of May 2009, the company had not updated its 
September 2008 Integrated Project Plan to reflect the NRC’s decision on the LWA request. 
PEF acknowledged that it anticipated a slip in the NRC approval timeline from its original 
request; however, management states it did not envision this decision by the NRC. 

This LWA approval setback prevents the company from initiating the dewatering and 
foundation work prior to the issuance of the Combined Operating License, currently scheduled 
for December 201 1. Therefore, the established schedule outlined in the EPC contract is not 
attainable. EXHIBIT 1 details the 2008 timeline established in the original EPC contract. The 
timeline highlighted in red represents the LWA work that was not approved by the NRC under 
the company’s original request. This work will not start until 2012, at the earliest. 

EXHIBIT 1 Source 2008 Review Data Request 3- I 

The project team presented to the Senior Management Committee on March 16, 2009 an 
impact evaluation of a 20-month delay on the project timeline. This evaluation analyzed the time 
and near-term cost-implication of a delay on the total project. The Senior Management 
Committee took this presentation under advisement and asked the team to evaluate the impact 
over a potentially longer project delay scenario. 

On March 23, 2009, the project team presented the committee with an impact evaluation 
for a 36-month delay on the project. The 20-month delay option has safety-related construction 
starting in late 2013, while the 36-month option has this work starting in 2015. The main 
distinction between the two the timelines is the 36-month delay includes additional float for the 

PEF’s response to FPSC Data Request-Levy 9.1 I 1  

~~~ -~ ~ 
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Combined Operating License approval process and additional time to complete the pre-safety 
construction work previously identified in the LWA. The 36-month assessment recognizes that 
the COLA approval may not be issued within the current NRC schedule dates, 

PEF rnanagemrnt states that they expect Westinghouse snd Sha\\, Stone & Webster to complete 
this evaluation somctimz i n  Augiist 2000. 1 hz company anticipates the results of this anal)iis 
will culminate i i i  a change order and xneridmcnt to the currcni contract 

Therefore, the cost impact resulting from this delay is not currently known. In the near 
term, the company states that it anticipates the delay will defer a portion of the project’s cost, 
between , through the issirance of the 
Combined Opernting Licensc. Dctennining the total financial impact on the project will require 
completion of negotiations with Westinghouse and Shaw, Stone & Wehster and the company’s 
evaluation o f  the current financial conditions. In addition to the company’s request for contract 
renegotiations, PEF issued on April 30, 2009 a partial suspension to the EPC contract for work 
on the Levy project. PEI: does not anticipate issuing an updated schedule until after these 
negotiations are finalized. 

In light of the NRC’s delay in issuing the review schedule for the company’s COLA by 
the end of 2008, PEF provided its rationale for moving forward with the contract signed on 
December 3 1, 2008. The company believed its actions were reasonable, given the years of 
negotiations with the consortium which ensured that the ‘ 

However, company management states that 
the company did not conduct a formal cost benefit analysis prior to signing the contract in 
December (outside of the cost-benefit analysis of the needs determination proceeding). 

I 
I 

PEF’s response to FPSC Data Request-Levy 7.4 i B  
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In February 2009, the NRC provided PEF with its anticipated review schedule for the 
EXHIBIT 2 details the current Combined Operating License review timeline Levy COLA. 

issued by the NRC. 

~ 

Phase A - Requests for Additional Information (MIS) and Supplemental FWs I 
Phase B - Advanced Final Safety Evaluation Report (SER) without Open 09/30/2010 1 

- ~~ [ Commission decision on issuance of COL application 
EXHIBIT 2 

I TED I 
Source: Nuclear Regularory Commission 

" PEF Response to FPSC Ddld  Request Levy 7.4 
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In addition to PEF’s Levy site COLA application, the NRC is reviewing the APlOOO 
design Certification Revision 17 and the APlOOO lead reference COLA (currently the Tennessee 
Valley Authority Bellefonte project). Both of these reviews must be completed prior to the NRC 
issuing the PEF Combined Operating License. According to PEF, the NRC had anticipated 
completing its Rulemaking of Revision 17 by February 201 1, but has delayed the review 
completion estimate to August 2011. However, the NRC will not issue any APIOOO Combined 
Operating License prior to the resolution of the design Certification Revision 17. The cuqrent 
timeline has the APIOOO design issues being resolved in August 2011 and PEF’s Combined 
Operating License issued in December 201 I ,  representing a four-month gap. If there is any 
delay to the Revision 17 schedule, the Levy COLA approval could be delayed. 

Transmission 
Along with these major milestones, the company has also made progress in obtaining its 

transmission corridor for this project and other regulatory authorization necessary to start 
construction on this site. In addition to the progress of the Levy project, the company has 
continued its efforts to develop the transmission expansion for the project. The company 
performed several feasibility studies in 2008 and 2009 to determine the corridor paths, site 
feasibility, and type of facilities needed for the project. The company completed a Corridor 
Study and a Conductor Study for the new facilities. The company also hosted over 20 
community outreach “open houses” to discuss the transmission expansion project. The current 
transmission project plan includes an additional 185 miles of new transmission lines and 
reconditioning 120 miles of existing lines, impacting 1000-1 200 land parcels. 

What is the current status of the Uprate project? 

Progress Energy Florida is moving forward with an Extended Power Uprate (Uprate) to 
the Crystal River 3 nuclear generation unit. The company will perform the second phase of a 
three-phase process in fall 2009, with the final phase scheduled for fall 201 1. For the fall 2009 
phase, the company states that it is on target to perform the work within its budgetary forecasts. 
The company is transitioning from the planning and preparatory phase to the scheduling and 
implementation phase for its 2009 activities. 

The company is currently self-managing the Uprate work for its Crystal River 3 unit. 
The company believes that its management team is well prepared to plan, develop, and oversee 
the work associated with the project. The company has developed detailed procedures to outline 
and direct its staff to move forward as planned. The organization experienced reorganization 
during late 2008. Along with the reorganization, two key members of the management team left 
the company in late 2008 and early 2009. The company does not believe that the departure of 
these key members of the management team will impact the overall implementation of its 
upcoming Uprate work in fall 2009. 
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What is the current schedule for the Crystal River 3 Extended Power Uprate 
project? 

In 2007, the company completed Phase 1, or the Measurement Uncertainty Recapture, 
resulting in an increase of 12 MWe for the unit. In the fall of 2009, the company is scheduled to 
complete Phase 2, a large portion of the balance of plant replacements, which should result in an 
increase of 28 MWe. In 201 1, the company plans to perform the necessary work on the reactor 
components, which will have the greatest increase in output of 140 MWe, and conclude Phase 3. 
The project is scheduled to be closed out following testing in 2012. Once complete, the impact 
of the Uprate should increase output by 180 MWe (20.1 percent). Along with the Phase 3 work 
necessary to modify the unit’s output, the company will construct a new cooling tower for the 
unit in 2010. The cooling tower is necessary to alleviate the rise in discharge water temperature 
created by the higher operating temperatures resulting from the unit Uprate. 

In conjunction with the Phase 2 Uprate work scheduled for fall 2009, two additional and 
separate, major projects will be completed during this outage: a steam generator replacement 
and refueling for the unit. The costs associated with these projects are not included in FPSC 
Docket 090009-El; however, the company must ensure that each project’s schedule does not 

he overall workflow. 
, within the outage sche 

company has included an extra 
The Uprate management team has been working with senior management to ensure that all three 
projects scheduled for the 2009 outage can be performed in tandem without adverse effects. 

The company is currently finalizing its schedule for the Phase 2 Uprate work. The steam 
generation replacement project will drive the critical path for the outage. Therefore, the Uprate 
work will be scheduled within the total steam generation replacement and refueling window. 
The project controls scheduling manager combined the I2 Uprate work schedules (which include 
all 18 major component replacements) into a master schedule in April 2009. After adjustments 
are made, a final Uprate schedule of work will be issued by July 2009. Along with coordinating 
the 12 components of the Uprate project, the management team is working with the steam 
generation project team and the maintenance project team to ensure that the workflow for all of 
the projects can be completed concurrently. Because of the significant amount of work planned 
for Crystal River 3 during the fall 2009 outage, each project is reliant on the successful 
implementation of the other projects to ensure that there is no delay of the restart of the unit in 
December 2009. The major components of the Uprate work scheduled for fall 2009 are shown 
in EXHIBIT 4. 

As part of the Phase 2 work, the company scheduled to replace two low pressure turbine 
rotors. The Company states it has closely monitoring the industry activities associated with the 
September 2008 low pressure turbine failure at the D.C. Cook nuclear plant in Michigan. These 
components are of a similar design as the CR3 Uprate rotors. Once the relevant technical issues 
are fully understood and reviewed, PEF will finalize its decision concerning which turbine rotor 
design to install at CR3. This may prevent this work from being completed in Phase 2. 
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Crystal Kivcr 3 Uprrtc  Fall Outage 
hlajor Iteplaccnicnt Components Arrival Dates 

Scheduled to Arrive 
Major Component 
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In April 2009, the Uprate project team provided senior management with u IN0 D q  
Readiness Review on the scheduled work. At this time, the company still anticipatcd the total 
project cost for all three phases to be $461 million with an estimated fuel savings of $2.6 billion 
through 2036. The readiness report highlighted several issues impacting the schedule of the 
project, noting that the engineering work packages were not completed in the specified timeline. 
PEF management states that in late 2008 one of its major contractors, AKEVA, was not 
maintaining its agreed-upon schedule for finalized engineering packages, and this delay had a 
downstream effect on project preparations. Management states that it worked with AKLVA in 
late 2008 and early 2009, at the vendor’s cost, to finalize the engincering packages and bring the 
project back in line with the schedule timeline. In May 2009, company management stated that 
the concerns identified in the six-month countdown status report had bccn resolved by the project 
team. The project management team anticipates providing additional readiness updates as the 
project moves closer to implementation. 

In addition to finalizing the schedule for the Phase 2 work. the company is developing a 
Management Intervention Plan for use during the outage. The company states this plan is 
designed to direct management communications as a result of any unforeseen evcnts that may 
occur while completing the outage work. The purpose of the plan is to assure that “critical 
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outage time is not lost due to poor communications and work stoppages.” *’ The company 
anticipates approval of this plan in June 2009. 

Regulatow Annroval 
PEF received the Site Certification from the Florida Deuartment of Environmental 

Protection, which was necessary to complete the scheduled Phase 2 work on the unit. The 
company is currently working to receive the necessary certifications for the site preparation and 
staging areas for the project. 

In third quarter 2009, the company plans to submit its request to the NRC for approval of 
Phase 3, or the nuclear reactor power increase. The work required for this increase is scheduled 
to take place during the 201 1 outage. PEF anticipates that the review and approval timeline will 
take approximately one year, with a response in 2010. This review by the NRC will involve its 
technical and environmental staffs, along with its advisory committees. 

The company is required to obtain several permits for the construction of the South 
Cooling Tower project for Phase 3. Specific requirements are detailed in EXHIBIT 5. The 
company states it has initiated the necessary application requirements to receive these approvals 
by the necessary dates. Construction on the South Cooling Tower project is scheduled to begin 
in early 2010 and must be completed prior to the Phase 3 Uprate work scheduled fall 201 1. 

Permit ModiKatio 

EXHIBIT 5 Source Dafo Requesf I-2 

”PEF Response lo FPSC Data Request Crystal River 5.4.  Bales 09PMA-DR5CR3-4-000173. 
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3.0 Project Oversight & Controls 

What is the current Project Management organization for the each project? 

Levv Nuclear Proiect 
As stated in Section 2.2, the company initiated a restructuring of its Nuclear Projects and 

Construction department in January 2009. In late 2008, the Vice President of Nuclear Projects 
and Construction, who had served as the Levy project sponsor, left the company. With this 
reorganization, the Levy project oversight became part of the Nuclear Plant Development 
department. This department is managed by the Vice President, Nuclear Plant Development- 
Levy who reports to the newly created Executive Vice President of Corporate Development, 

The company has developed a progressive organizational chart that will expand and 
evolve over time as the project moves from planning to implementation. The organization has 
seven DirectordGeneral Managers who oversee components of engineering, licensing, and 
regulatory; construction and contract management; contracts, business, and financial; and Project 
Management Center of Excellence. Each area has established its staffing needs for the current 
planning stages and identified future staffing needs once construction begins, and has 
documented these changes within its future organizational forecasts. EXHIBIT 6 details the 
current 2009 organizational chart for the Levy project Nuclear Plant Development. 

Nuclear Plant Development 
2009 Levy Project Organization 

EXHIBIT 6 Source: D a h  Request 1-35 

In addition to the Nuclear Plant Development department for the Levy project, the 
Generation and Transmission Construction department is responsible for the development of the 
new transmission components for the project. This department is managed by the Vice President 
of Generation and Transmission Construction, with a General Manger, Levy Base Load 
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Transmission Programs overseeing all aspects of the Levy transmission project. The General 
Manager oversees four project areas  Siting, Engineering, Major Projects-Levy, and Substations. 

Crystal River 3 Extended Power Uprate 
The company initiated a restructuring of its nuclear construction organization in 

December 2008. Previously, the company’s construction efforts for both the Crystal f iver  3 
Uprate project and the planning phase of the Levy project were managed within the Nuclear 
Projects and Construction Department, reporting to the Vice President, Nuclear Projects and 
Construction. In December 2008, the company migrated the two projects into separate 
organizations. 

The Uprate project is currently under the recently formed Nuclear Projects Organization, 
which reports to Progress Energy’s Vice President, Nuclear Engineering. The Nuclear Projects 
group is managed by a Director (the position was titled General Manager through June 2009), 
who oversees the major projects at each of the nuclear units within Progress Energy’s fleet. 
However, the General Manager, Nuclear Projects left the company in April 2009 and the position 
remained vacant through June 2009. The company states that the departure of the prior manager 
should not negatively impact the current Crystal River 3 projects or its schedule. EXHIBIT 7 
details the current Nuclear Projects Organization. 

Progress Energy 
2009 Nuclear Projects Organization 

The Crystal River 3 Uprate Project has five units that report to the Project Manager. 
These include Engineering, Project Implementation, Balance of Plant work, Point of Discharge, 
and Yard Operations. Each unit is managed by a Superintendent who reports directly to the 
Uprate Project Manager. As of April 2009, in addition to the General Manager, the positions of 
Superintendent of Point of Discharge, and the Superintendent of Yard Operations are vacant 
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(although the Point of Discharge responsibilities will not commence until 2010). EXHIBIT 8 
details the Uprate Project organization. 

Nuclear Projects Organization 
2009 Extended Power Uprate 

EXHIBIT 8 Source: Dora Requesr 1-7 

The Nuclear Projects organization also includes a unit responsible for the project control 
oversight for each of the ongoing projects for Crystal River 3. This group is managed by the 
Manager, Project Controls who reports to the Director, Nuclear Projects. This unit is responsible 
for monitoring the overall project controls, scheduling, financial oversight, and safety issues. As 
the project transitions from the planning stage to implementation stage, one major responsibility 
for this unit is to manage the schedule for the three projects scheduled for work during the fall 
2009 outage. The company states this will ensure that each project is implemented successfully 
without impacting or hampering the other projects. EXHIBIT 9 details the Project Controls 
organization for the Crystal River 3 projects. 

Nuclear Projects Organization 
2009 Project Controls 

EXHIBIT 9 Source: Dolo Requesr 1-7 
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What is the current Project Management control environment for each 
project? 

Levy Nuclear Proiect 
The two major vendor relationships for the Levy project are the Joint Venture Team, the 

organization hired to prepare the Levy project Combined Operating License and Site 
Certification Application, and the Westinghouse and Shaw, Stone 81 Webster Engineering, 
Procurement, and Construction contract work. The company has developed a monitoring 
oversight and status review process for each of these contracts that include vendor oversight and 
production meetings. The results of these weekly meetings and oversight report are provided to 
the Nuclear Project Development management team, the Levy project team, and the technical 
leadership for the project. 

The Joint Venture Team has been providing the COLA preparation work for the company 
since 2007. During this time, the management oversight and monitoring evolved as the COLA 
work transitioned from application submittal to assisting with the NRC application review 
process. The Joint Venture Team conducts weekly production meetings with the project team to 
discuss the production issues from the week. These meetings tend to focus on upcoming 
deadlines, schedule-related issues and project scope. 

The Joint Venture Team also provides PEF management a monthly report that details the 
status of the project, while focusing on larger, project-management issues. This report includes 
the Key Performance Indicators on how the project is tracking for schedule and cost. These 
indicators allow management to clearly assess, on a monthly basis, how well the costs and 
schedule is progressing for the project. The reports also identify risks and risk mitigation 
strategies and outline any necessary scope changes identified by the vendor. 

Westinghouse and Shaw, Stone & Webster are contractually obligated to provide 
monthly status updatcs to company. PEF states that this requirement will ensure that it can 
remain aware of any challenges that arise during the course of the project. This report will be a 
critical monitoring control for PEF as the project moves into the construction phase. 

Crystal River 3 Extended Power Uorate 
The project management teams for Uprate and the Project Controls unit work together to 

provide management oversight and monitor the status of the Uprate project for Crystal River 3 .  
The groups use a combination of management reports and vendor oversight to monitor and 
evaluate the status of the projects. The company believes that these controls will ensure that this 
project, along with the other major projects scheduled for the fall 2009 outage, will have a 
successful implementation. 

In April 2009, the company provided a 180 Day Readiness Review of the Uprate project 
for senior management. In this report, the Project Manager detailed the status each of the major 
sections of the project six months prior to the outage. Overall, the Project Manager reported that 
the scope will be completed within the outlined schedule and within the approved cost model. 
The team noted that the status of the project was at an assessment grade of “yellow” on the color 
scale green, yellow, red. The report notes that there are outstanding action items that must be 
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resolved prior to the scheduled outage. There are two areas, the Work Order Planning and Plant 
Modifications sections, which the company recognizes as a “red” and are of most concern. In 
May 2009, the company reported that all of the “red” issues had been resolved. Also, the project 
management team states that the project is coded as a heightened level of “yellow” not because 
of any significant concerns, but rather to maintain a diligent focus on the significant impact the 
project has on the Crystal River 3 unit. 

What are the information and communication controls for each project? 

L e v  Nuclear Proiect 
The company has a management reporting system of controls that allows project and 

senior management to stay updated and knowledgeable of the project’s status. As the project 
progresses, the scope of these reports expand along with the project. PEF states that these status 
reports allow the company to document and monitor the successfd implementation of the project 
schedule and the associated costs. This monitoring includes both the projection of PEF’s internal 
staffing needs along with the monitoring and oversight of its contractors and vendors. 

The monthly Performance Report is the main document currently used by the project 
management team to provide senior management, including the CEO and Chief Nuclear Officer, 
with updates on the project status. This report includes the current risk summary for the project 
and status of the projects Key Performance Indicators. Additionally, the report provides a 
financial update on the project. As the company moves from development to implementation, 
the company will expand its communication controls as the project expands. 

Crystal River 3 Extended Power UDrate 
The Integrated Project Plan for the Uprate contains specific criteria for disseminating 

status information for the project. This includes specific information for all areas of the project 
and for whom the information is intended. This is in accordance with the company’s 
communication plan. EXHIBIT 10 details the weekly, monthly, and quarterly updates provided 
to PEF management. 

The Uprate project team is charged with providing critical schedule and costs 
performance results to the senior management team for PEF. The senior management team is 
responsible for initiatiug the project with the issuance of an Integrated Project Plan. The project 
development team requests a specific project recommendation that includes a request for 
funding, a detailed schedule and the assumptions and constraints of the project plan. This plan is 
reviewed by the senior management team, which for this project includes the President and CEO 
of PEF, the Senior Vice President Energy Delivery, the Senior Vice President of Finance and the 
Progress Energy Chief Nuclear Officer. The original Integrated Projecf Plan for the Uprate 
project was initiated in March 2008, and the plan was updated in March 2009. 
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NewKarryover Risks and Issues 

+ 
Issues That Affect Other Tasks or Project Leads 
Completed the Development of the Metrics to help Manage 

Project Management 

Line Management and Above 

EXHIBIT 10 Source: Dam Request CRS-2 

What are the current controls for monitoring the schedule and cost of each 
project? 

The company requires that the management team develop an Integrated Project Plan for 
each major project implemented by the company. This plan establishes the financial 
requirements necessary to complete the project along with the project scope, deliverables, and 
risks associated with the project. Senior management uses this document to assess the overall 
feasibility of the project and to track the overall financial commitment for the project. For both 
the Crystal River 3 project and the Levy project, PEF has maintained an Inregrated Projecl Plan 
and both have been approved by the company’s executive management. 

Levy Nuclear Proiect 
On a quarterly basis, the company meets with thc Joint Venture Team management to 

discuss in-depth issues that are identified within the monthly reports. The company uses this 
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opportunity to address any significant issues with the scope or schedule of the contract. The 
company believes this oversight monitoring is a major control in ensuring its contracted work is 
implemented as agreed upon. FPSC audit staff rcviewcd copies of the Joint Venture Team 
monthly reports for the review period. 

With the signing of the EPC contract in December 2008, PEF expanded its monitoring 
and oversight program with Westinghouse and Shaw, Stone & Webster. Westinghouse and 
Shaw, Stone & Webster provided PEF with monthly status reports for work performed prior to 
the signing of the EPC, however, the oversight requirements by PEF were formalized in the 
contract. This formal monthly status report has been a work-in-progress during the first quarter 
of 2009. 

The company has worked with Westinghouse and Shaw, Stone & Webster to refine and 
develop the expectations of the monthly status report. Although there has not been significant 
work performed on behalf of the consortium, PEF states that it wants to establish the level of 
report detail at the onset of the project. The company provided FPSC audit staff with copies of 
each monthly report issued since January 2009, and staff notes that the detail of this information 
has expanded with each passing month. FPSC audit staff believes that as the project continues to 
progress, this report will be critical in monitoring the status of the project. 

The Nuclear Plant Development management team compiles the results of these vendor 
meetings and status reports, along with its own internal status updates, into a formal Nuclear 
Plant Development Performance Report. This report is designed to inform the President and 
CEO of PEF, the Progress Energy CNO, and other key senior members of the senior 
management team on the status of the project. It provides a vehicle for monitoring the Key 
Performance Indicators of the project. FPSC audit staff recognizes that the Key Performance 
Indicators are one of the most critical tools used by the company to monitor and assess the 
project on an ongoing basis. Specific indicators included in this report are: 

Safety (Personnel Safety Events) 

Quality (Corrective Action Program Health, Self-Assessment Benchmark Health, OE 
Program Heath) 

i 

-. Regulatory (Levy RAI Timeliness, ITAAC Timeliness, ITAAC Quality, NRC 
Audits/Inspection Results, Environmental Permits, Environmental Compliance, and 
Environmental Index) 

Schedule and Production (Key Milestones-Non EPC, Engineering Reviews- 
Standard, and Engineering Reviews-Non-Standard) 

Cost (EPC Invoice Escalation and Regulatory Recovery) 

( 8  Cost-LPN (Levy Capital Costs, Levy Project-to-Date Actual vs. Authorized, 
Vendor CPI: Owner Engineer for LNP 1&2, Vendor CPI: SCA for LNP 2&3), 
Vendor CPI: COL Application for LNP 1&2, and Vendor CPI: COLA Phase I1 
Support for LNP 1622) 
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Resources (Progress Energy Staffing, Project Staff Augmentation) 

+ Project Management (Levy EPC Implementing Procedures) 

Westinghouse and Shaw, Stone and Webster reports to PEF, on a monthly basis, the 
status of its Key Performance Indicators related to the project. PEF will use these indicators to 
monitor and evaluate the status of the project over time. Requiring this information be provided 
on a monthly basis will allow PEF to maintain a constant focus on status of its contractors. The 
indicators provided by Westinghouse include: 

Crvstal River 3 Extended Power Uprate 
The company stated in its original Infegrufed Project Plan, issued March 2008, that the 

expected cost of the Crystal River 3 Uprate project would be approximately $461.5 million. At 
the end of 2007, the company states that it had spent $41.4 million on the project. In the most 
recent update to the Infegrafed Projecf Plan, issued March 2009, the company states that the 
total cost will be approximately $461.4 million. At the end of 2008, the company states it had 
spent $1 1 1.1 million on the project. The updated Infegraied Project Plan did not identify any 
factors that would cause the project to experience an increase in costs. The unit’s joint owner’s 
responsibility is for 8.2 percent of the costs. 

To ensure that the project remains on budget, the project team states focus is maintained 
on costs throughout each stage of the process. Each the monthly management report includes a 
section on the costs. These reports detail the overages or underages on cost and spending levels. 
The company states that this allows the company to accurately assess at any point in time, the 
overall spending for the project. 

The Projects Control unit provides a centralized organization point for each of the 
projects being performed on the Crystal River 3 Unit. This unit is charged with monitoring the 
overall status of each project to ensure that the costs and schedules are maintained in accordance 
with the master schedule. This requires continued interaction with each project management 
team. 

In addition to monitoring the costs, the company has in place a control to ensure that all 
additional costs are documented and approved. The company requires that an lnfegrafed Change 
Form is completed for any task that is outside of the agreed-upon scope and price. This form 
must be completed by the individual requesting the change, and approved by the appropriate 
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level of management. These integrated change forms are monitored by the project controls 
group, and all changes are incorporated into the overall project. If the project exceeds the budget 
set in its original project plan, the project team must request an amendment to its Integrated 
Project Plan with senior management. The company states it has not made any budgetary 
changes to the Uprate Integrated Project Plan. 

In 2009, the project team has developed a monthly report that examines the major Key 
Performance Indicators and task metrics for the Uprate project. This report will be beneficial as 
the project continues to move forward to implementation in the fall. While this report would 
have been beneficial throughout the planning phase of the project, the addition of a report that 
includes such critical information in a single format should assist senior management and the 
project team as it moves forward to the 2009 work. The six overall project Key Performance 
Indicators are: 

+ Schedule Performance 
+ Cost Performance 
o Budget Performance 
+ Schedule Activity Completion 
’. Staffing Levels 
o Scope Controls 

In addition to the overall project Key Performance Indicators, the project team developed 
a series of indicators for each of the major task scheduled for the Phase 2 work. Each of the 
tasks is evaluated on the following five topics: 

o Human Performance 
i- Quality Performance 
0 Schedule Performance 
+ Cost Performance 
+ Contract Performance 

As the project has transitioned from the planning phase to the implementation phase, the 
company has placed a significant focus on monitoring the production of the key system 
components that are scheduled to be replaced in the 2009 outage. The company implemented a 
control to evaluate and monitor its vendors’ production of these components. 

How does the company assess the risk of each project? 

The company documents a project’s early risk analysis and mitigation efforts in the initial 
Integrated Project Plan, which details the project scope and requests the funding from senior 
management. The risks identified within the Integrated Project Plan are high-level risks that 
could impact the successful completion of the project, and include such risks as cost escalation, 
scope changes, availability of skilled craft labor, and state and federal regulatory approvals. This 
risk analysis includes an impact statement and response/action plan for the risk. Each risk is 

~ 
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EXHIBIT 11 and EXHIBIT 12 detail the risk evaluated for likelihood and consequence. 
criteria used by the management team for both projects. 

Very High I 
EXHIBIT 1 1  Source: D a ~ a  Requesil-6h 

I Minimal I <2% I No slip I No reduction I Projectcompliant 1 

I I I I I 

EXHIBIT 12 
1-1-11. I 

Sotrrcr: Dora Rei/arsIl 6b 

Levy Nuclear Proiect 
The Nuclear Plant Development group has taken a phased approach to the Levy project. 

With the project in its early, pre-construction phase, the company has focused on thc overall 
project feasibility, obtaining regulatory and licensing approvals, and scheduling. In addition to 
these risks, the management team maintains a risk matrix that is updated with the current 
identified risks for the project. Each risk is evaluated and analyzed for impact and probability 
and rank for severity. With the project moving from development to design and construction, the 
risk matrix will evolve to include more design and technical risks associated with the project. 
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With the signing of the EPC contract, the Nuclear Construction group charged Sargent & 
Lundy and Worley Parsons, to expand the current risk assessment to include more detailed risks 
associated with the project, including evaluating the company’s risk management platform and 
database for adequacy. The company states its intent was to assess whether another 
commercially available product would be beneficial to the project. The assessment included a 
report on how the company’s risk management tool and assessment platform should be 
developed to effectively manage the project’s risk. The assessment evaluated six viable products 
based on several criteria, and the company selected a new risk management platform, Enterprise 
Risk Register@ to manage risk through the design and construction phases of the Levy project. 

Crystal River 3 Extended Power Uprate 
The Major Projects group maintains a risk assessment matrix to monitor and assess the 

current risks associated with the Uprate project. When a risk is identified by management, it is 
evaluated for its overall impact to the project and ranked by severity. The project team has 
established a process to capture and track the project risks from design through implementation. 
Progress Energy’s corporate risk management process consists of: 

Establishing Context 
* Identifying Risk Events 
6 Assessing Probability and Impact 
e Developing Response and Strategy 

The company’s Project Risk Management procedure, PJM-SUBS-0008, implemented in 
March 2009, provides detail on how to evaluate and assess the risk probability and impact on a 
project. In accordance with procedures, the management maintains a risk register and matrix for 
all the identified risks associated with the Uprate project. Each risk is assigned to a risk manager 
who is responsible for monitoring and resolving the risk concern. 

Prior to the - outage, Uprate management must resolve, mitigate, or create 
a contingency plan for all open “high” severe and critical risks. Along with the Uprate project, 
senior management must also ensure that all three projects has resolved or mitigated all “high’ 
severity risks prior to the outage. This should ensure that there will not be a negative impact to 
the IJprate work due to a risk oversight of another unit. 

The Uprate project management team states that this list is fluid and continually evolves. 
While items may be resolved at any time, an additional risk may be added or the status of an 
existing risk may be elevated to a higher level of concern. In late 2008, the company’s 
management reports documented concerns with the effective use of the risk matrix by the project 
team. PEF management stated that extra emphasis was placed on the risk analysis by the project 
team, including assigning a manager to oversee the process. The issue was resolved in early 
2009, and FPSC audit staff notes the current management reports no longer list the risk 
assessment matrix as a concern. 
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What are the company’s current auditing and quality assurance controls? 

The company’s Audit Services Department has increased’ its focus on auditing the 
construction projects underway at Progress Energy. In 2008, the audits performed on major 
construction projects mainly evaluated the financial and operational aspects of the projects. 
However in 2009, audit management states its focus shifted to more direct construction auditing. 
This focus will directly examine the risks associated with the projects planning and construction, 
and include such areas as business and regulatory environments, schedule, quality and 
inspections, and cost management. The company states that 19 percent of its overall 2009 audit 
plan is devoted to construction auditing. 

Levy Nuclear Proiect 

PEF management reviewed each recommendation, developed an action plan assigning ownership 
of each recommendation, and establishing a completion date. 

The Quality Assurance and Internal Audit groups plan several internal Levy project 
reviews for 2009. Two Quality Assurance reviews are scheduled to be completed during 2009. 
A Nuclear Oversight audit focusing on new plant development is scheduled for the third Quarter 
of 2009. The internal audit group has six planned audits in 2009 surrounding the Levy Project, 
including one assessing the EPC contract. 

Crystal River 3 Extended Power Umatc 
The Audit Services De 
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The Quality Assurance group conducted several vendor oversight trips throughout 2008, 
and plans to conduct future trips ils the Crystal River 3 Uprate progresses and the implementation 
work begins for the project. These trips occur at specified milestones for product design and 
manufacturing, or as determined by management. 'The Quality Assurance group will work with 
the vendor to correct problems that are identified, resolve issues and keep the project schedule. 
FPSC audit staff verified that PEF vendor assessments were completed on the major components 
of the 2009 Uprate project. The company maintains the records of these assessments and 
monitors the results for future follow-up. 

The Crystal River 3 Nuclear Oversight auditing group is charged with inspecting and 
monitoring the nuclear safety work performed at the Crystal Rivcr 3 unit. This group did not 
complete any nuclear oversight reviews related to the Uprate work scheduled for 2009. Nuclear 
Oversight management stated that the Uprate work being performed in 2009 relates to the 
Balance of Plant, and does not pose a nuclear safety threat. Therefore, this group did not 
evaluate or monitor the production of the components scheduled to be replaced in Phase 2. 

Are project control activities documented? 

PEF has in place detailed procedures that direct the oversight and control of each project. 
The company has updated these procedures as each project progressed and developed over timc. 
Additionally, the company developed and is continuing to refine standard procedures for project 
management, through its Projecr Management Cen/er of Excellence. PEF states that these 
procedures provide guidance to project teams on the standard practices established by company. 

Levy Nuclear Proiect 
In addition to the current procedures that document the company's project management 

oversight, the project management team is developing new procedures that directly address the 
management of the Engineering, Procurement, and Construction contract. The company 
anticipates creating approximately 33 new policies and procedures to document how the 

i 

A. The company has established a timeline for completing these procedures, with 
a final date of November 2009. 
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Crvstal River 3 Extended Power Uprate 
Along with the detailed procedures that direct the Crystal River 3 Uprate project, the 

project management team developed a Task Plan for each major component being replaced 
during the fall 2009 outage. These task plans drive the workplan for each component of the 
project, and include the necessary details to fully implement the task. Specific areas addressed in 
the Task Plan include staffing responsibilities, equipment requirements, risks assessments, and 
cost controls. 

PROJECT OVERSIGHT & CONTROLS 38 



Dockci No. 090009-El 
Review of Internal Controls 

E ~ i b i t C C - I , P a g e 4 5 o f 6 1  

4.0 Contract Selection & Contractor Management 

How does the company ensure that its contracts are priced appropriately? 

PEF states that it takes steps to ensure all of its contracts are priced appropriately starting 
with its competitive bidding process. Formal solicitation of bids ensures a variety of priced 
proposals are received. Each bid is subjected to technical and commercial evaluations which are 
used to identify a winning bidder. These evaluations seek to ensure PEF is getting a viable total 
package from the winning bidder; the best price for the highest quality of work available. 

The company states there are times when competitive bidding is either impractical or 
unnecessary, and single/sole source contracts are awarded. PEF’s policies and procedures 
outline the requirements that must be met prior to issuing a single/sole source contract. 
Single/Sole source contracts must be authorized by the appropriate level of management, based 
on contract amount, and contain a written justification why the company did not use the 
competitive bidding process. A sole/single source contract will still undergo an evaluation 
similar to competitive bidding to ensure technical requirements are met, and prices are consistent 
with current market conditions. 

PEF states that every contract, regardless of how it was awarded, will go through a 
thorough negotiation process to ensure PEF is getting the best price and terms possible. PEF’s 
negotiation techniques may include requests for additional discounts, leverage fleet agreements 
and potential contract awards at other sites, rate comparisons from previous jobs and industry 
trends, and the financial stability of the vendor. The company stated that it does keep up to date 
with current industry trends and vendor issues that may be incorporated into the negotiation 
process. 

Due to the magnitude of the Levy Project EPC contract signed in December, 2008, the 
company expanded its current evaluation process to include further independent reviews. Prior 
to signing the EPC contract, PEF included in its evaluation a review of the contract terms and 
conditions completed by PricewaterhouseCoopers and a review of the contract schedule and 
pricing by Bums and Roe. The results of these reviews are discussed further in this chapter. 

What are the company’s current processes and controls for soliciting and 
evaluating contractor bid selection? 

The Progress Energy Supply Chain Department is the governing entity for the procedures 
and controls affecting the company’s procurement process. The Supply Chain Department acts 
as the agent for all functions including Requests for Proposal (RFP), supplier quotes, and the 
execution of contracts and purchase orders. The Supply Chain Department employs sourcing 
techniques that include the analysis of products and services to leverage expenditures, improve 
profits, and identify suppliers. 
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Contract requests are initiated using Passport, the company’s software program that 
tracks, controls and provides for the requisitioning and contracting process. As shown in 
EXHIBIT 13, the contract request is approved by the appropriate management level based on its 
dollar amount. Once the requisition is reviewed and accepted, an RFP will be created and sent to 
the selected vendors. If the approving manager has concerns with the request, the requisition can 
be sent back to the local organization for further clarification. Once the need to create a new 
contract has been identified, PEF management will assign a designated representative that will be 
responsible for the management of the contract. 

1 Subsidiary - .  1 Unlimited 1 Unlimited I 

I $75,000,000 I $75,000,000 I r-- President/ 
r .xn  

1 Deoanment H e r  S O f l  65.000.000 I 

I Unit Head I $50,000 I $100,000 I 

As part of the requisition 
process, a list of potential vendors is 
provided to contract facilitators andor 
Supply Chain Department to ensure all 
vendors are capable or commercially 
qualified to complete the work 
requested. Work that is nuclear safety 
related will require the vendor to be on 
the Approved Supplier List prior to 
being awarded a contract. Standards to 
qualifL for the Approved Supplier List 
include submitting approved quality 
assurance plans, undergoing 
background checks, drug screening and 
code of ethics verification, and 
undergoing regular Nuclear 
Procurement Issues Committee 
(NUPIC) audits. NUPIC is an 
evaluation program of suppliers 

furnishing safety related items and services to the nuclear industry.  NUP PIC Joint Audits and 
Surveys are performed utilizing an industry-wide standardized approach through the cooperative 
effort of the NUPIC members. 

Vendors can request further information during the bidding process. PEF assembles all 
requests and completes an addendum to the R I P  that each vendor will receive at the same time. 
This ensures that all vendors have access to the same information and each bid can be evaluated 
fairly. 

For contracts that are non-nuclear related, PEF management will select persons 
knowledgeable of the work scope to develop criteria to assess incoming bids. Any contract that 
is nuclear related requires the technical evaluation be performed by the designated 
representative, and the commercial evaluation will be performed by the contract facilitator, 
Supply Chain Department, or the Nuclear Engineering Service Department. These evaluations 

2’PEFResponse to FPSC Data Request 1.34% Bates 00021S. 
Maximum levels of authorization to acquire materials or supplies that are to be covered by a signed Purchase 
Order. 

I’ Maximum levels of authorization to acquire services that are to be covered by a signed Contract. 
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are combined, and a winning bidder is selected by mutual agreement of the designated 
representative and the contract facilitator or Supply Chain Department. 

What  a re  the company’s current processes and controls for single and  sole 
source selection? 

PEF stated that while the preferred method of developing a new contract or authorizing 
additional work on an existing contract is through the competitive bidding process, there are 
times when this practice is either impractical or unnecessary. PEF’s policies and procedures that 
cover non-nuclear state an RFP is not required for work that is priced less than 
$100,000. If the work is greater than $100,000, there are two methods for awarding a contract 
without the RFP process: single source and sole source contracts. This policy does not include 
any nuclear safety related items which operate under the Nuclear Generation Group p0licy,2~ and 
also identifies $100,000 as the amount requiring an RFP or single/sole source justification. 

A single source contract is awarded to a specific vendor without using the RFP process, 
even though there are other qualified contractors available. The company states this type of 
contract is normally used in two circumstances; the work is a continuation of previously 
performed work, or there is an emergency and there is not time to issue an RFP. 

A sole source contract is used when there is only one qualified supplier to do the job. 
PEF states this is typically this case when dealing with the Original Equipment Manufacturer 
(OEM). Since these vendors are the original manufacturer of the equipment they normally have 
the best technical ability to complete the needed work. This advantage may result in at least a 
competitive price, especially if a warranty was negotiated in the original contract. PEF policies 
and proceduresz6 currently identify six acceptable sole source justifications including: 

+ OEM Exclusive Rights 
9 OEM Exclusive Design 
* Equipment Warranty/Compatibility 
+ Parts Warranty/Compatibility 
+ Accessory Warranty/Compatibility 
‘ V  Unique Technical Service 

Regardless of whether a single or sole source is used, the designated representative must 
justify the reason for the selection on the contract requisition, and it must be approved by the 
appropriate level of management. FPSC audit staff notes that while PEF policies and procedures 
detail what requirements are necessary to implement a sole source contract, the procedures do 
not indicate any specific documentation requirements other than that a written justification exist 
within the contract file. FPSC audit staff recommends PEF consider updating its policies to 
define the information to be included in a singleisole source justification. This information may 

PEF Response lo FPSC Data Request I-34a. 
” PEF Response to FPSC Dala Request I-6a. 
26 PEF Response lo FPSC Data Request I-34a. 
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include how the selection benefits PEF regarding costs, schedule and technical ability along with 
the name and title of the authorizing manager. 

What are the current controls for contractor management? 

Levy Nuclear Proiect 
Oversight of contractors working on the Levy project is performed by continuous 

engagement between PEF and its vendors, both on the Levy site and the vendor’s facilities. 
There is at minimum weekly phone calls with the Joint Venture Team (Sargent & Lundy, Worley 
Parsons, and CH2MHILL) and the Owner’s Engineer Team (Sargent & Lundy and Worley 
Parsons) to review work scopes supporting COLA and SCA deve!opment/review. 

To facilitate contractor oversight, large contracted scopes are divided into individual 
tasks which may be more closely managed and monitored. Monthly reports provide information 
relative to scope, budget, invoicing, schedule performance, and cash flow projections. Regular 
communication with each contractor ensures that the work is progressing as planned and any 
issues are addressed early on. These communications include periodic meetings, conference 
calls, and status reports. 

As previously noted, all vendors completing nuclear safety work for the Levy New Units 
must qualify and be included on PEF’s Approved Supplier List. Once on the approved list, the 
vendor must successfully complete evaluations by PEF auditors, Quality Assurance and/or 
NUPIC. 

Due to the size and duration of the Levy Engineering, Procurement, and Construction 
contract, PEF is establishing policies and procedures that incorporate the specific needs of this 
project. PEF developed its Levy EPC Implementing Procedure Development Plan that lists 
policies and procedures that are to be developed specifically for the Levy project. These 

Crystal River 3 Extended Power UDrate 
PEF has elected to self-manage the Uprate project rather than enter into an agreement 

with an outside vendor for an Engineering, Procurement and Construction contract. FPSC audit 

2’ PEF Response to FPSC Data Request I-34b. 
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staff notes that either method is considered an acceptable business practice within industry 
standards, as long as PEF employs the proper personnel that are capable of completing the work. 

PEF states that its decision to self-manage the Uprate project was based on several 
factors. First, PEF states it employs a team of employees and managers with the necessary 
project management experience. Progress Energy-Carolina recently self-managed the [Jprate for 
its Brunswick Plant, and expects lessons learned from that project to improve the process 
employed at Crystal River 3. In addition, PEF states many of its employees and managers have 
experience working on large projects at other nuclear facilities. PEF states these factors provide 
them with the skill and knowledge necessary to successfully manage its Uprate project. 

The company expanded the scope of the Vendor Qualiry Program for  Critical Non-Safety 
Equipment” to accommodate increased vendor oversight on the Uprate project. The Vendor 
OverJight Manual for the Crystal River 3 Uprate identifies critical parameters that PEF will want 
to inspect, witness, and/or verify that the task has taken place. The identified milestones may 
include a vendor oversight trip where a qualified engineer or subject matter expert inspects 
completed work to verify compliance with technical requirements. PEF states that this course of 
inspection and verification is applying near nuclear-grade inspections to the non-nuclear critical 
components of the Uprate. During each inspection, an oversight checklist is completed for each 
vendor, and any identified issues are documented in the report. 

PEF vendor oversight includes progress reports that provide production status and earned 
value for each task. These reports provide information relative to scope, budget, invoicing, 
schedule performance, and cash flow projections. The frequency of these reports will increase as 
the materials arrive on-site and the outage date approaches. The company states that it hosts 
regular meetings with vendors to ensure that the contract work is progressing as planned and any 
issues are identified and addressed early. 

The designated representative is assigned by PEF management to administer the contract 
terms and conditions, and be the first-line contact with the contractor. The designated 
representative is  responsible for initiating contract requisition documents and verifying 
completion and quality of the work being performed under a contract. Oversight Responsibility 
Matrix for Contractsz9 identify the duties of the designated representative includes, but is not 
limited to: 

c Administering the contract 
’: Interfacing with contract personnel 
. Coordinating the processing of contract personnel for unescorted access 

Initiating contractual changes as needed 
Accepting or rejecting work performed 
Controlling costs within budget limits 
Transmitting applicable quality assurance records for permanent storage. 

4 

i- 

PEF Response to FPSC Data Request 1 -6a. 
29 PEF Response to FPSC Data Request 1-20 p. 22. 
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What are the current controls for managing contractor costs and 
performance? 

Once PEF completes its selection and negotiation, its master contracts contain several 
provisions that either will protect PEF outright, or share the risk with the vendor completing the 
work. The company states it protects its interests when defining the scope of work within the 
contract. The terms and conditions of the contract form a key protection against substandard 
contractor performance and cost escalation. PEF includes standard provisions within its 
contracts that cover contingencies such as indemnity, work stoppage, cancellation with or 
without cause, and dispute resolution. PEF also includes provisions that authorize a right to 
audit and inspect of work at its discretion. 

Another key protection to PEF is the selection of the type of payment. There are three 
primary types of payment that allow PEF to monitor the progress of the work and verify the 
work quality as it is being completed. The time and materials pricing method is open-ended, and 
may require more oversight from the company to ensure the hours worked and materials 
purchased were all necessary to the completion of the project. It is because of this uncertainty 
that a time and materials contract will frequently be written to include target pricing as additional 
protection from cost escalation. 

Target pricing allows the company to have flexibility to pay a vendor strictly for the work 
and materials used, hut also include a target price for the vendor to seek to maintain. Target 
pricing can also contain rewards and penalties that further incent the vendor to stay within the 
agreed upon pricing. For instance, a vendor coming in under budget may be eligible to share a 
percentage of the unused portion with PEF. The same is true for going over budget. The vendor 
may have to share a portion of the costs if it is not able to stay within the predefined amount. 

The third form of payment is fixed or firm price. This form of payment offers PEF the 
most protection due to setting a price that will be paid and what must be done for payment. The 
vendor submits an invoice, usually upon reaching a predetermined milestone, and PEF has the 
opportunity to verify the completion and quality of work. This payment offers protection to both 
PEF and the vendor. The vendor knows when it will receive payments, and PEF knows how 
much will be paid for the work. 

PEF states it also protects its interests during the project by evaluating the credit stability 
of its vendors. Corporate Treasury and Enterprise Risk Management may evaluate prospective 
vendors at the request of the contracting department. Evaluations are done at least on an annual 
basis, with interim evaluations being performed if there is reason to believe that a vendor’s 
financial condition may have changed. PEF monitors markets, industries, news wires, and peer 
groups and reviews the information to determine if an interim review is necessary. Depending 
on its evaluation of a vendor, PEF may limit its exposure by using potential liability levels, 
warranty periods, length of contract and total contract value limits. 
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What contracts are in place for the Levy Project? 

PEF initiated 36 contracts greater than $200,000 relevant to the Levy Project. These 
contracts are estimated to cost approximately $7.84 billion at the completion of the project. As 
discussed below, a scope of work can be issued to a contractor through two methods; competitive 
bidding or a singlekole source. The following section discusses each method, and highlights its 
impact on the total costs of the Levy project. 

Competitively Bid Contracts 
EXHIBIT 14 identifies contracts greater than $1 million for the Levy Project that were 

awarded using the competitive bidding process. As the exhibit shows, the original contract 
amount does not always equal the final price. Once the contract is executed, additional work 
may be identified that was not contemplated in the original scope, thus resulting in a final price 
exceeding original estimates. The company states that it typically includes provisions in its 
contracts for invoicing additional approved expenses. If the company identifies a necessary 
change to the scope, an amendment to the contract can be negotiated with the vendor, 

The competitively bid contracts greater than $1 million are currently estimated to cost 
$50,992,465 at completion, and represent approximately one percent of the costs for the Levy 
Project. FPSC audit staff notes that the estimated final contract amounts for these seven 
contracts exceed the original amount by $34,73 1,478. According to PEF, these increases are not 
the result of errors or inefficiency by the vendor or company. Rather, they are the result of PEF 
identifying additions to the scope. The company has documented these additions as directed by 
its policies and procedures. 

Joint Venture Teurrr Coirtmcr 
As discussed earlier, a master contract is a source document that authorizes a vendor to 

perfom a single task, and/or authorizes future work that has yet to be identified. The work will 
be assigned to the vendor through a work authorization as an extension of the contract. As 
shown in Exhibit 14, the JVT contract has four work authorizations during 2008, each over $1 
million. The master contract was competitively bid for work in both North Carolina and Florida. 

Since Progress Energy knew the 1ocat.ion of the planned construction on its Harris site in 
North Carolina, it was able to secure bids for COLA preparation for that location. PEPS Florida 
location was still in the selection process at the time, so the company requested bids for its 
Florida greenfield site based on its Harris site. PEF stated it was aware the geographical location 
of Florida would result in higher costs; however, it felt the Florida site costs would be 
proportionately higher for all bidders. PEF determined awarding both sites, even on an unknown 
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greenfield site, was cost effective compared to waiting for a known location in Florida and 
signing separate contracts for each site. The use of multiple awards is a negotiation technique 
used by PEF to secure the best price possible from the winning bidder. 

int Venture Team 

Eitiniiitetl 
Final 

Ani nun t 

I )  pr 
Pa) n1cnt 

Original 
C'o I1 t rac t 
Amount 

\ V v A  C'ot1tl';lctol'l 
Contract Nunthcr 

L 

EXHIBIT 14 Source: PEF 2008 Filing Dockel 0911009: Schedule AE-8 

The four work authorizations awarded to the JVT for the Levy site separate the project 
into different portions; three are specific to the Levy site and one is joint work to share costs with 
the Harris site, preventing duplication of work during preparation of the shared portions of the 
two COLAS. Several chapters of the Combined Operating License application are specific only 
to the selected technology and can be reused between the two sites. The work would have to be 
repeated for each vendor submitting work for the Combined Operating License. The three work 
authorizations specific to the Levy project include: COLA preparation, support for responding to 
NRC requests for additional information, and Levy Site Certification Application support. 

FPSC audit staff observed that the four Work Authorizations currently active with the 
JVT are estimated to be completed for costs well above the original amount. PEF did roresee 
increased costs for the original Levy work once the Florida site was selected, and  all three site 
specific JVT contracts have grown substantially. 
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The second work authorization (255934-WA02) currently shows the greatest difference 
between original cost and amount expended for the COLA develo ment. ‘l‘his work 
authorization was originally estimated to be - for p to complete prc- 
work and preparation of the COLA. At the time of this review, 79 additional tasks had been 
identified and added to WA-02, including environmental studies, responding to requcsts for 
additional information from the NRC, and additional fieldwork including the Levy grout test 
program. The costs of this work authorization surpassed - as of 2008, and are 
expected to increase to - by completion. According to the company, the increases for 
these work authorizations are not the result of errors or inefficiency by the JVT or the company, 
Rather, the additions are a result of the additional information needed to for the regulatory 
approval process. 

During its review of the additional costs, FPSC audit staff identified 12 of the 79 
additional tasks that were attributed to the geographical difference between the Harris site in 
North Carolina, and the Levy site in Florida. Reasons for the additional scope of work include 
“differences in conditions in the Levy County site and those assumed in the original proposal,” 
and “Original JV proposal assumed Florida site to be similar to the Carolina site, sites cannot be 
repli~ated.”~’ These 12 changes have increased costs approximately - to date. 

The JVT work authorization for Site Certification A lication support (255934-WA03) 
has grown from its estimated cost of - to pp . This represents an estimated 
increase of approximately 690 percent. Once the COLA was submitted, PEF issued a new work 
authorization to authorize support to respond to NRC requests for further information 255934- 
WA05). This work authorization has also grown from its original price of to an 
estimated completion cost of -. Again, PEF states costs incurred have been in 
response to additional scope for the application process, and not due to error or inefficiency on 
behalf of PEF or the JVT. 

Addilionul Contrmts Over $1 Million 
Power Engineers, contract 262141-WA03 (Amendments 1, 2, and 5) is also a contract 

that has exceeded its estimated original price. This contract is for line and substation design 
study support, and was ori inall si ned for =. PEF has expanded the original scope, and 
i t  is now estimated to be at its completion. According to PEF, the original contract 
was for the preliminary line and substation design support study. The amendments were added 
to complete additional studies including; preliminary line and substation design, providing 
conceptual substation engineering and line route study services, and substation design and 
engineering for Levy Transmission. Amendments three and four were not listed since they do 
not pertain to the Levy Project. 

Two additional transmission contracts in 2008 were competitively bid; Golder Associates 
and Patrick Energy Services. Golder Associates contract is to perform the route selection study, 
and Patrick Energy Services is to provide Owners Engineering services for the transmission line 
project. As with the other companies shown, PEF states that these contracts also required 
additional work added to its scope or additional funding to continued services that increased the 
costs beyond the original estimates. 

lo PEF Response to FPSC Data Request Levy 6-1, Bates number 000002. 

47 CONTRACT MANAGEMENT 

! 

! 



Docket No. 090009-El 
Review of lntrrnal Controls 

Exhibit CC-I, Pagc 54 of61 

Confracf.s Under $1 Millioe 
PEF has two contracts between $200,000 and $1,000,000 for the Levy project that were 

competitively bid. These contracts were issued to Bums & Roe and Sargent & Lundy, and have 
a combined estimated value of approximately $1.21 million. 

EPC Contract 
EXHIBIT 15 details the EPC contract. and the pre-work completed as negotiations were - 

completed. There were five work au thor ikons  issued supporting'the EPC contract; four to 
Shaw, Stone & Webster, and one to Westinghouse. PEF states these work authorizations were 
completed within the scope of the EPC contract as negotiations were being completed. While 
listed separately, the costs associated with the work authorizations are included in the final 
contract price of $7.65 billion. 

Shaw, Stone & Websrer Supporr additional. taskfor 
00300968-00009 I UnilsI&ZCODSched. I - 1-1 

I Shaw. Slone & Webster Support ofSCA and L WA 
00300968-00006 subrniflals 

I , - ,  I I I I 
(*)-The costs associated with these contracts were incorporated into the total EPC Contract 

EXHIBIT 15 Source: PEF Filing Dochel090009: Scliedule AE-8 
price when it was initiated on December 31, 2008. 
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SinEle/Sole Source Contracts 
PEF reported several contracts initiated using the company's singleisole source process. 

EXHIBIT 16 lists the current singlekole source Levy contracts and work authorizations that are 
greater than $1 million. 

L C I )  1'1111> 1 u. L I "',,"I 

Currcnt Solr Sourrc Contr:icts Greotrr Than SI Million 

- -  Shaw, Stone & Webster 
00300968-00002 site characterization 

Conceptual design and 

Golder Associates Transmission comidor 
00080678-001 11 studies 

TOTAL $12,081,939 $12,699,187 
EXHIBIT 16 Source: PEF Filing Docket 090009: Sclieilule AE-8 

Contrrrcts Over S I  Milliurr 
In 2008, PEF's only new sole source work completed was in support of the EPC contract, 

PEF issued t h e e  work authorizations, one to Westinghouse and two to Shaw, Stone & Webster. 
The work authorizations were issued as sole source due to Westinghouse being the sole vendor 
of the selected reactor technology, and to Shaw, Stone & Webster as the contracted engineering 
partner. According to PEF, the scopes of these work authorizations include activities necessary 
to determine and document detailed costs associated with the Levy Nuclear Project. 

The membership agreement listed for NuStart Energy is an annual fee for members of the 
organization. The members have combined resources for preparation of the COLA. The 
membership costs may increase throughout the year as additional expenses shared among the 
members become known, such as legal fees. 

The contract awarded in 2007 to Golder Associates was based on prior work completed 
on the PEF transmission system. P I 3  stated the work that Goldcr Associates had completed up 
to that point could not be assumed by another contractor. If  the contract had been competitively 
bid, another vendor would have to duplicate the work Golder Associates had alread completed, 
at additional expense. This contract currently exceeds the original amount by Y 
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Conlroch Uirder XI Millioii 
PEF issued one work authorization and four amendments with activity in 2008 that were 

between $200,000 and $1,000,000, but were sole sourced and required justification. FPSC audit 
staff reviewed these contracts and verified that a sole source justification was completed by the 
company. The work authorization issued to Shaw, Stone & Webster is based on an established 
master contract relationship in support of the Levy Project. Three amendments issued to Energy 
Services represent additional scope to provide supervision and labor for line design. The fourth 
amendment, issued to Power Advocate Inc, is for contract strategy development and materials 
market assessment. 

Red Estnte Corilriicts 
Exhibit 17 lists contracts for the purchase of land that will be used for the Levy project, 

and the transmission line and sub-station construction. PEF employed an outside realtor, who 
was paid on a tiered commission, to acquire the land without the seller knowing the buyer's 
identity. PEF states it still sought to achieve the best possible price for the land: there was no 
alternative to allow use of competitive bidding. 

Rayonier Forest Resources 

The Duncan Companies I 293651 

, . , ,, ; .: . , ; .  . , ' 

' . . , .  , . . '  , , 

1 PEF2008-12-163 

I 

-.. . .. . ~ 

Approved 
Nominee 

Agreement 

N/A - Purchase - 1 - 1  of property 

I 

EXHIBIT 17 Source: PEF Filing Duckel 090009: Schedules T-88 rind AE- 
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What vendor management issues have arisen for the Levy Project? 

PEF’s Quality Assurance Program conducted quality assurance surveillance on Paul C. 

Order was given at that time with a formal, written order the next day. 

I I 

What current contracts are in place for the Crystal River 3 Extended Power 
Uprate? 

PEF initiated 27 contracts greater than $200,000 relevant to the Crystal River 3 Extended 
Power Uprate. These contracts are estimated to cost approximately $174.38 million at the 
completion of the project. As previously discussed, a scope of work can be issued to a contractor 
through two methods; competitive bidding or a single/sole source. The following section 
discusses each method, and highlights its impact on the total costs of the Crystal River 3 
Extended Power Uprate. 

Competitively Bid Contracts 
EXHIBIT 18 identifies the contracts and work authorizations for the Crystal River 3 

Uprate project amounts greater than $1 million using an RFP process. The Competitively bid 
contracts over $1 million are estimated to cost $125,291,817 and represent approximately 67 
percent of the costs for all contracts included in the Crystal River 3 Uprate. 

Coniracfs Over $ I  Million 
As shown in the exhibit, the original contract amount does not always equal the final 

price. The contract that currently shows the greatest difference between the original contract 
price and amount expended is AREVA’s Master Contract 101659, Work Authorization 93. This 
Work Authorization allows the vendor to provide engineering services for Crystal River 3 
Secondary Systems Uprate in support of the Uprate project. While this work authorization is 
fixed price, the company has documented multiple change orders that extend the original scope 
of work. 

Contract activity in 2008 included four additional items that were competitively bid. PEF 
expanded the scope of the AREVA Work Authorization 93 (Amendment 7) to now include the 
development of Engineering Change Documents to replace the Main Turbine Bypass Valves at 
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This amendment is fixed price with payments to be made upon the Crystal River 3 unit. 
completion of defined milestones 

PEF also issued two work authorizations on existing contracts. Mesa Associates 
(221 186-WA24) for discharge canal cooling tower civil engineering. This work authorization is 
based on time and materials with a target price. MHF Solutions, Inc. (47083-WA08) was 
awarded a fixed price work authorization for large component radioactive waste disposal. PEF 
added one new contract in 2008 to Barnhart Crane and Rigging (384426). This fixed price 
contract is for the heavy hauling requirements during the Crystal River 3 Uprate. 

I-1-1 - I AREVA-NP Turbine Bypass Valves 
101659-WA93, Amd 7 

I 155717 I Feed water heater I - 1 - 1  - I Yuba Heat Transfer 

TOTAL I I$I24,016,939 ]$125,291,817 [ I 
EXHIBIT 18 Source: PEF Filing Docket U9U009: Schedule AE-8 

Corilrocls Uiiiier S I  Million 
PEF has six contracts and work authorizations that are between $200,000 and $1,000,000 

that were competitively bid, and will play a supporting role in the Crystal River 3 Extended 
Power Uprate. The combined total of these contracts are estimated to be $3,363,262 upon 
completion. 
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SolelSingle Source Contracts 
EXHIBIT 19 lists PEF’s singlekole source contracts greater than $1,000,000. The listed 

singleisole source contracts are estimated to cost $41,971,527 at the completion, and represent 
approximately 33 percent of the costs included in the Crystal River 3 Extended Power Uprate. 

I uncenainty I I I 
TOTAL I $40,229,547 I $41,971,527 [ 

EXHIBIT 19 Siiiirce: PEF Filing Docker 090009: Se1~erlule.s T-8 mid AE-8 

Coiitrocfs Over $1 Million 
While there were no new contracts in 2008, the company did expand the scope of its 

existing contract with AREVA, adding two additional work authorizations. Work Authorization 
61 is for the Engineering Design and Licensing for Measurement Recapture, and Work 
Authorization 84 is for the Uprate Nuclear Steam Supply System Engineering, Fuel Engineering, 
and Support of the License Amendment Request. Both of these work authorizations were issued 
to AREVA based on its status as the original equipment manufacturer. 

The two Atlantic Group work authorizations listed are part of an existing fleet contract 
with PEF. This Fleet Contract was initiated through the competitive bidding process; however 

scheduled fo; completion during the fall 2009 scheduled outage 
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Contracts Usiler $1 hfillifiii 
PEF has nine contracts between $200,000 and $1,000,000 relevant to the Crystal River 3 

Extended Power Uprate. These contracts include legal services in support of the uprate, 
additional scope of work assigned to AREVA as the Original Equipment Manufacturer, and staff 
augmentation based on an existing fleet contract. The nine contracts are estimated to total 
approximately $4,925,882 at the completion of the uprate. 

What vendor management issues have arisen for the Crystal River 3 Extended 
Power Uprate Project? 

PEF states there have been no major disciplinary actions required for vendors working on 
the Uprate project. The company states it has taken minor corrective action for performance 
issues through the course of normal daily business, however; actions have been limited to 
contract status meetings, face-to-face management meetings and additional status reports. 

The company states that it is monitoring the industry activities associated with the low 
pressure turbine failure at the D.C. Cook nuclear plant. Currently, PEF is planning to use a rotor 
of similar design in its Phase 2 replacement. The company states that based on the results of the 
technical review of the D.C Cook events, the company will determine how to proceed with 
replacing these components at the Crystal River Unit. 
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