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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 progess. 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. Verificatioii 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. 

Levv Suclear Plant 
PEF submitted its Combined Operating License Application (COLA) in July 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 APlOOO units 
at its Le\y site. The companv states there were several reasons for sirnine this contract in 

approve the company’s Limited Work r\uthorization on PEF’s requested timeline. The parties 
arc currently renegotiating the provisions of th? contract. Although the company states the 
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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 Vennue 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 Harris 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. 

Crystal River 3 Extended Power Uprnte Proiect 
PEF is self-managing its Crystal River 3 Extended Power Uprate (Uprate) roiect. A 

simificant portion of the project will occur during a scheduled refueling outage in 
major v components. T IS wor should increase the unit’s output by 28 MWe. The company states it is 

within its original budget forecasts for this project. 

PI During this outage, the company is scheduled to replace 

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. 
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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 
CHZMHILL) 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 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. 

Crystal River 3 Extended Power Uprate Proiect 
PEF is self-managing its Crystal River 3 Extended Power Uprate (Uprate) roiect. A 

significant oortion of the project will occur during a scheduled refueling outage in 
major - components. IS wor should increase the unit’s output by 28 W e .  The company states it is 

within its original budget forecasts for this project 

P During this outage, the company is scheduled to replace 

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. 
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1 ONC-OPCPOD3-62-000062 



REDACTED 

What analysis preceded the signing of the Engineering, Procurernent, 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 Burns 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 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. 

to resolve these concerns 

PricewaterhouseCoopers DRAFT Cotrunents of EPC Contract. June 11, 2008. Pg lof21. 
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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 t e r n  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 A P l O O O  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 Constmction contract 
and the proprietary information involved, the first part of the assessment would be a review of 
the AP1000, as if it were to be built on a “neutral” site. This infomiation 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. Bums and Roe identified 82 findings and 146 
observations related A P l O O O  design and location-specific issues. PEF management reviewed the 
findings and states that its goal is to resolve or mitigate all of the identified Burns 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 cIosely 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 APlOOO 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. 
Ihid., pg 2 of21. 
The First-Wave utilities consist ofthe first four utilities that agreedto purchase the A P l O O O  technology from 5 

Westinghouse--PEF, Duke Energy, Southern Company and SCANA Corporation. 
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‘ Bums and Roe, et al. “Bums and Roe Review and Validation of APlOOO Cost and Schednle.” March 2009. ’ Ihid. 
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appropriate plan is in place. FPSC audt staff agrees that PEF should continue to monitor the risk 
register; however, until Westinghouse and Shaw, Stone Br Webster finalizes a risk management 
process that satisfies PEF’s concerns, FPSC audit staff believes monltoring 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 conbact 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 APlOOO technology 

PEF’s Mitigarion Strafeby f o r  the Risks Idenrijied bv Bitms and Roe in Ns March 2009 Report f o r  Layv Nticleor 

Ibid. 8-G 
Project, Finding 8-1. 

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. 

KEY PROJECT DEVELOPMENTS 12 
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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 the Levy site 
are the Florida Power Plant Siting Act Site Certification Application (SCA) and the NRC 

I '  Contract Number 4143 10 signed December 3 I ,  2008 Engineering, Procurement, and Constmction contract 
between Progress Energy and Westinghouse i Shaw, Stone & Webster for two APlOOOs 

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. 

3 Pressure grouting” of rock below the nuclear island foundations roller compacted 
concrete bridging mats to facilitate dewatering of the excavation for the nuclear 
island.13 

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 

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 ow 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 coinmence 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 

Pressure grouting is the underground injection o fa  concrete-like, slurry material into porous rock to prevent water 

Progress Energy letter to the Nuclear Regulatory Commission. “Application for Combined License for Levy 

Bums and Roe, et d. “Burns and Roe Review and Validation of APlOOO Cost and Schedule,” March 2009. 

intrusion. 

Nuclear Power Plant Units 1 and 2: NRC Project Number 756.” July 28,2008. pg. 5 .  

I1 

Ld 
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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 NFX schedule dates. 

r---- , - .- .. . . . . -. -. .- ... 

this evaluation sometime in August 2009. The company 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 comoanv stares that it anriciuates the delav will defer a ponion of the project’s cost, 
between through the issuance of the 
Combined Oueratinr License. Detemuning the total financial iinpact on the proiect will require - 
completion df negotiations with Westinghouse and Shaw, Stone & Webster kd the company’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 orovided its rationale for moving forward with the contract signed on 

I _  

December (outside of the cost-benefit analysis of the needs dete&nation proceeding) 

‘* PEF’s response to FPSC Dah Request-Levy 7.4. 
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I 
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In February 2009, the NRC provided PEF with its anticipated review schedule for the 
Levy COLA. EXHIBIT 2 details the cument Combined Operating License review timeline 
issued by the NRC. 

"PEF Response to FPSC Data Request Levy 7.4 
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What is the current schedule for the Crystal River 3 Extended Power liprate 
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 he 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 r ise 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-EI; however, the company must ensure that each project’s schedule does not 
impact the overall workflow. = 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 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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'1. Resources (Progress Energy Staffing, Project Staff Augmentation) 

'il Project Management (Levy EPC Iniplementing 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 ClDrate 
The company stated in its original Integrated 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 Zntegraied Project 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. I million on the project. The updated Zntegrated 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 Integrated 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 

PROJECT OVERSIGHT & CONTROLS 32 
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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. 

Crvstid River 3 Eatended Power Uprate 
The Major Projects goup  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 

i‘ Establishing Context 
), Identifying Risk Events 
3 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 gh” severe and critical risks. Along with the Uprate project, 
senior management must also ensnre that all three projects has resolved or mitigated all “high‘ 
severity risks prior to the outage. This should ensnre that there will not be a negative impact to 
the Uprate 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 conceni. 
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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. 

+ 
nmendati PEF management reviewed each developed 

of each recommendation, and establishing a completion date. 
L 

&on plan assigning ownership 

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. 

Crvstal River 3 Extended Power Uarate 
The Audit Services Department completed an internal audit of the Crvstal River 3 Uurate * 
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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 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 River 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 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 provide guidance to project teams on the standard practices established by company. 

Lerv Nucleiir 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 comuany . .  
anticipates creating approximately 33 new policies and procedures to document how the 

a final date ofmovember 2009 

37 PROJECT O\ ERSIGHT & COZITROLS 
1 ONC-OPCPOD3-62-000095 



REDACTED 

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:’ 

Lew 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 development/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 

~~ ~ 

procedures will provide project personnel with details needed to nianaw the rules and 

Crystal River 3 Extended Power llorate 
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 1-34b 
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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, 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 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 infomiation 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. 

ComDetitivelv Bid Contracts 
EXHIBIT 14 identifies contracts greater than $1 niillion 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 conipany 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. 

J h t  i’mtirrc Teum Confrmf 

As discussed earlier, a master contract is a source document that authorizes a vendor to 
perform 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 $I  
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 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 geogaphical 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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The second work authorization (255934-WA02) currentlv shows the meatest difference ” ~~~ 

between original cost and amount expended for ;he COLA development. This work 
authorization was originally estimated to be f f o r  to complete pre- 
work and preparation of the COLA. At the time o t s review, 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. of 2008, and are 

by completion. According to t e company, the increases for expected to increase to 
these work authorizations are not t e 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. 

The costs of this work authorization surpassed 

h 
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 
replicated.”’0 These 12 changes have increased costs approximately- to date. 

The JVT work authorization for Site Certification Aodication support (255934-WA03) 
to LA This represents an estimated 

was submitted. PEF issued a new work 
has grown from its estimated cost of 
increase of auoroximatelv 690 percent. nce t e CO 
authorizatiod io authorize support to respond to NRC requests for fu&er information (255934- 
WA05). This work authorization has also grown from its original orice of I 
estimated completion cost o 
response to additional scope fo; 
behalf of PEF or the JVT. 

~ 

Adili~iurrul Contrircr.s Over SI M i l h n  
Power Engineers, contract 262141-WA03 (Amendments I ,  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 originally signed fo PEF has expanded the original scope, and 
it is now estimated to be db at its comp etion. According to PEF, the original contract 
was for the preliminary lme an su station 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 conipetitively 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 nuniher 000002. 
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Wesrlnghouse 
3382-0u148 

(bntructs C:nrirr S I  .WIliun 
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 $ I  .21 million. 

Supplv churn, Q A , projrcr mgi 
und engineming semca io 
support [he Letrer o/In/eni 
-- 

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

completed. There were five work authorizations 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. 

Lev) Units 1 & 2 Project 
EPC Contract 

C"ntract Tlpc Payment Amount Work Contractor1 
Contract Number 

I Show. Stone & Webster Support of SCA and L WA 
00300968-00006 subminals 

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

E.XHlB1T 15 Suirrcc: PEF Filing I>ocRei OYOOOY: Sclieddc AE-8 
price when it was initiated on December 31, 2008. 
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SinzldSole Source Contracts 
PEF reported several contracts initiated using the company's single/sole source process. 

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

I Levy Units 1 & 2 Project 
Current Sole Source Contracts Greater Than $1 Million 

Original 

Amount 
Contractor/ R'orh Contract Estimated TS PC 

Contract Number Final Amount Payment 

r' Westinghouse Levy price finalization I - I - .I J, I 
00003382-00128 suppolt 

L I 

Shaw, Stone & Webster 
00300968-00004 suppon 

Levy pnce finaluanon 

*, 

Golder Associates Transmission comdor 
00080678-001 I 1  studies 

TOTAL 
EXHIBIT 16 Sorrrce: PEF Filing Dnckef OYI1009: Schcrlule 4E-8 

(bn l rwfr  Over S I  M;llion 
In 2008, PEF's only new sole source work completed was in support of the EPC contract. 

PEF issued three 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. PEF stated the work that Golder 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 already completed, 
at additional expense. This contract currently exceeds the original amount by- 
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(hntrum <'ndcr $1 Will;on 
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. 

Reul Elrrurt. Con/mc/s 
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. 

The Duncan Companies The Duncan Companies 

1 - 1 Murray Eugene Benine & I Evelvn Bertine Bailev 
I PEFi008-12-163 . I -  
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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. 

- 
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 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. 

Conipetitivelv 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. 

Con<ruc/s Over 61 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 suppoa 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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the Crystal River 3 unit. 
completion of defined milestones. 

This amendment is fixed price with payments to be made upon 

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 Current Competitively Bid Contracts Greater Than $1 Million 

Original Estimated 

Amount Amount 
Work Contract FinaI Type Payment Contractor/ 

Contract Number 

Turbine retrofit, all 
equipment & I -  Siemens 

145569-WA50 imtnllntinn =I-  71 I 
._ ._ ._. 

U p r ~ e  balance of plant I)- D AREVA -NP 
101659-WA93 

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

I 355217 I Feed water heater 1 - 1 - 1  = I Yuba Heat Transfer 

Barnhart Crane and 

EXHIBIT 18 Source: PEF Filing Ihrket 090009: SchL.rlule AE-8  

Contrucis I k k r  51 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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Levy Nuclear Project Response To: 
Florida Public Service Commission 
Audit Document/Record Request 

Utility: Progress Energy Florida 
From: Tripp Coston 
Request Number: DR-1 Date of Request: 11/24/09 
Audit Purpose: Nuclear Project Management and Internal Controls Review 

Item Description: 

8 )  Question: 
Please describe: 
a) Any changes made to company planning since January 2009 t o  date due to potential project 

risks, and the impact of those changes on the Levy project schedule and costs. 

b) All risk mitigation strategies developed or considered and indicate which strategies the 
company is deploying on the Levy units project. 

ResDonse a) & bl: 

Redacted 
The Company had identified the risk of not receiving Limited Work Authorization (LWA) and this 
risk was triggered early in the second quarter of 2009. As a result, changes made to company 
planning since January 2009 include Progress Energy's Management decision in April 2009 t o  
shift the Levy schedule by a t  least 20 months, and formally withdraw the LeW Limited Work 
Authorization (LWA) request. This decision was based on the results of continuing discussions 
with the NRC regarding a reduced scope LWA for Levy, and the associated 
advantagesldisadva ntages. 

1OPMA-DRlLEVY-RESPONSE-0000016 
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Please see Q7 for additional risk management documents. 
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Levy Nuclear Project Response To: 
Florida Public Service Commission 
Audit Document/Record Request 

Utility: Progress Energy Florida 
From: Tripp Coston 
Request Number: DR-1 Date of Request: 11/24/09 
Audit Purpose: Nuclear Controls Review 

Item Description: 

2 lA )  Question: 
Has the company finalized the amendment t o  i t s  APlOOO EPC contract? If so, please provide a 
copy of the original contract and all current amendments. 

REDACTED 
Resnonse: 
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Levy Nuclear Project Response To: 
Florida Public Service Commission 
Audit Document/Record Request 

Utility: Progress Energy Florida 
From: Tripp Coston 
Request Number: DR-1 Date of Request: 11/24/09 
Audit Purpose: Nuclear Controls Review 

I tem Description: 

22) Question: 
Provide a current status and description of any changes in the purchase and provision of long- 
lead and other equipment, other than those included in the Levy units EPC contract, which may 
impact the Levy units project. 

REDACTED 
Response: 
Other than equipment included in the Levy units EPC contract, a purchase order #407759 was 
issued on 11/11/08 t o  Southern States for the purchase of 3 switches for a total of- 
These switches were received on 8/24/09 and were installed into the Crystal River Switchyard, 
which is a part of the Levy Transmission Crystal River Plant Sub-station Phase 1 Project. 
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d )  Construction cost estimating and cost review process - The overall observation of Bums 
and Roe regarding construction cost estimates is that the fully loaded raws ("full-up rates") arc 
Consistent with what [he industr) typically uses and consistent with a nuclear construction 
project of this size. The report also states th i t  the unit ratcs are reasonable and applied 
consistently in the Contractor's estimate 

The significant factors identified by B&R that could impact the accuracy of the construction 
labor estimate were productivity of craft workers and the number of non-productive days that 
were included in the estimate for inclement weather. Both of these issues had been indentified 
previously by Progress and were the topic of multiple discussions and subsequent negotiations 
with the Contractor. B&R's Finding regarding craft productivity was consistent with and 
reinforced the position of Progress that the estimates for actual Droductive time for each craft 

P 
- 

worker would dircctlv imDact the number hours required to complete the prolect, 

its esrimates turns out to be overstated (productivity is lower than estimated), the actual cost of 
If the estimated productivity rate used y ontractor in 

the labor (and the price to Progress) would be higher than estimated. Contractor's estimates 

e )  Proiect development and proiect scheduling process - The prqjcct schedule has improvcd 
significantly since the review was initially done by B&R. The detailed rwicw of the schedule by 
B&R revealed mulriple issues with the schedule. For the most pan these issiics were process 
related and tied to the maturity of the schedule for the L S  customers. In fact. as [he China plants 
were the lead AP-1000 plants, the schedule for China was used as the brlscline for a11 AP-I 000 
prqjects. Using the China schedule as 3 baseline created significant logic issues as the China 
plants are scheduled for completion at least 2 % years ahcad of the first L'S plant. The decision 
to use the China schcdulc 3s [he basclinc has been changed and the quality of rhc schedule in 
place today for the US cus[omers is much bcttx rhan the schedule th3t B&R revicwed. The 

4 
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actual schedule for the LNP IS not reauired bv contract to be delivered to Progress u n t i m  

5 
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37). Please state whether the final accep ted Burns and Roe report, or any prior draft, pro vide 

an opinion or recommendation on the reasonableness or likelihood of success concerning 

PEF’s LWA request to the NRC. If so, please identify which sections of the report these 

opinions, observations, findings or recommendations mayhe found 

ANSWER 37: The B&R report does not state an opinion regarding the likelihood of success in 
obtaining an LWA. It mentions LWA in three areas of the risk section of the accepted report. 

- Section 8, page 8-2, Table 8-1, item # I O  States “Site construction limitations due to 
current NRC Limited Work Authorization restrictions.. .” This is in regard to potential 
risks that were not clearly captured by Contractor in its risk matrix. 

Section 8.4.7, page 8-16, second paragraph, discusses and places in context item # I O  
from Table 8-1. The intent was to point out the change in LWA rule from 10 CFR 51.10 
(e) which expanded the definition of what activities are to be considered construction. 

- 

This expanded detinition led to a risk that work prior to receipt ofan LW.A would be 

Section 8, Table 8-3 “APIOOO WEC/SN Risk Register,” page 8-35, Risk #40, identifies 
that a Regulatory Risk existed. This risk “LWA Not Issued as Expected” was identified 
in the table with the risk transferred to the Owner and therefore no cost was included in 
the contingency or risk numbers in the price of the project. This was a reasonable 
approach as the Contractor had no control over the decision to issue an LWA. 

6 
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38). Based on the inform ation contained in the final accepted Bums and Roe report to P EF 

Tables 8-1, 8-2 and 8-5, please describe what measures or actions that PEF has or is in 

the process of taken to address each of the identified findings 

ANSWER 38: 
Risks identified in Table 8-1 are being incorporated into the Progress LNP project risk matrix 
They will be tracked and appropriate mitigation strategies, action items, and action tracking 
items will be developed. 

Findines in Table 8-2 have been included in the Progress action tracking system and specific 
assignments have been made to track closure on each item. 

Tnblc 8-5 identifies the difference between c3lculated contineencv values and actual conrinclency 
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Docket No. 100009-El 

OPC's 2nd Set of Interrogatories 
Witness: Will Garrett 

Question # 17 

Answer 
See attached documents, corporate wire transfer form and buyer's closing statement summary. 
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31. Gary Miller Testimony, May 1, 2009. Why was it prudent to make firm 

commitments before a reasonable NRC COLA schedule was known‘? 

Aoswer 
For the purpose of responding to this interrogatory, PEF assumes that the term “firm 
commitments” refers to any cost PEF has incurred to datc on the project. PEF furthcr 
assumes that “reasonable NRC COLA schedule” means the schedule that PEF originally 
requested. 

PEF determined that baseload electrical generating resources were required for the PEF 
system in the 2016-2019 timeframe. The Florida Public Service Commission (PSC) 
concurred and voted unanimously on July 15th, 2008, to approve the Determination of 
Need for two units at Levy without conditions and subsequcntly issued its final order on 
August 12th 2008. The COLA was docketed on October 6,2008, and the review 
schedule for Levy was initially expected to be issued in November. 
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8 Q. 

9 

10 

1 1  

12 A. 

13 

14 

15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 
29 
30 
31 
32 
33 

34 

35 

REDACTED 
(Miller Deposition Transcript, Volume I,  page 43, lines 10-14, Exhibit WRJ(PEF)-3. 
Pages 40-41 of 233.) 

The EPC contract would have required extensive revisions to the cost and schedule i f  

the Company had known that the LWA would not be issued. I t  would have also not 

placed them in the weak renegotiating position in which they now find themselves. 

THE COMPANY APPEARS TO BLAME THE SUSPENSION OF THE 

PROJECT TOTALLY ON NOT RECEIVING THE LWA. DID YOU FIND 

EVIDENCE THAT THERE WERE OTHER REASONS FOR THE 

SUSPENSION? 

Yes. PEF was clearly concerned about their capital plan for new nuclear units given 

the known risks. 

In an April 15, 2009 letter to the Progress Energy Board of Directors, William D. 

Johnson, Progress Energy Chairman, President and Chief Executive Officer states: 

[Emphasis Added]. (William D. Johnson letter to Progress Energy Board of 
Directors dated April 15, 2009 09NC-OPCPOD3-61-000049 Exhibit 
WRI(PEF)-3, Pages 42-62 of 233.) 

It is clear from this letter to the PGN Board and the Levy Nuclear Project Update 

dated April 17, 2009 (and attached to that letter) that many other factors contributed 

to the need to adjust the capital plan for new nuclear units. 
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3 A. 

4 

5 
6 
7 
8 
9 

I O  
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 

26 

27 

28 

29 

30 

31 Q. 

32 

33 A 

34 

WHAT ARE THE “LANDSCAPE CHANGES“ THAT ARE IDENTIFIED IN 

THE APRlL 17,2009 BOARD PRESENTATION? 

The April 17, 2009 presentation to the Progress Energy Board of Directors identifies 

the following “Landscape Changes” that have potential to impact the Levy project. 

Capital Market Deterioration 
o Share price near or below book value 
o Our sector no longer holding up 
o Debt market concerns (unsecured) 

Federal Energy Policy Landscape 
o Climate change 
o Nuclearicoal policies 
o Renewables 
o Environmental regulation 

o Prospects for late 2009 / early 201 0 recovery uncertain 
o Impact on lodenergy 
oCustomer abilitv to oav 

Broad economic indicators continue to show weakness 

o Price Impact 
o Potential legislation 

These landscape changes reveal a large number of concerns held by Progress Energy 

executive management. These concerns were evident even before the EPC contract 

was signed. Some of these concerns were evident as far back as September 2008 

when a schedule contingency strategy was being discussed, continuing up through the 

2009 EPC cost spending caps imposed in the fourth quarter of 2008. 

WHAT CONDITIONS ARE IDENTIFIED TO PROCEED WITH THE LEVY 

PROJECT? 

The April 17 Board presentation identifies the following conditions to proceed with 

the Levy project: 
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REDACTED 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

13 Q. 

14 

15 A. 

16 

17 
I8 
19 
20 
21 
22 
23 
24 
25 

26 Q. 

27 

28 A. 

29 

30 

31 

32 

33 

34 

DOES THE APRIL 17 BOARD PRESENTATION IDENTIFY BENEFITS OF 

THE PROPOSED SCHEDULE DELAY FOR LNP? 

Yes it does. The presentation identifies the benefits of delaying the LNP schedule 

including providing additional time for and certainty on: 

Obama Administration nuclear position 
Financial market and economic rebound 
Customerlpolicy maker support 
PEF rate case. first NCRC prudence hearing 
Federal policies on carbon, renewables and coal 
JO participation 
NRC COLA process 
CommodityAabor stabilization 

WHAT IS THE RELEVANCE OF THE ABOVE FACTORS TO THE 

COMPANY’S DECISION TO EXECUTE THE EPC CONTRACT? 

These concerns are not new. They were all know well before. (and on) December 

31, 2008 when PEF executed the EPC contract. A more reasonable, cautions 

approach given the uncertainty in the LWA schedule and the list of concerns 

identified above would have been to continue to support development of the COLA 

while delaying signing of the EPC contract until the issuance of the LWA was known 

and the above concerns are resolved. Although the incremental impact of the signing 

of the EPC contract may not be known at this time, the Company believes that it is 
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1 Q.  

2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

REDACTED 
WHAT IS THE POTENTIAL IMPACT OF THE COMPANY SIGNING THE 

EPC CONTRACT WITH THE KNOWN OUTSTANDING RISKS? 

The economic impact of PEF's execution of the EPC contract is unknown at this 

time. The Company is currently attempting to renegotiate the EPC contract with the 

consortium. From an overall project cost standpoint they are clearly in a weaker 

position to renegotiate the signed contract than if they had delayed signing until the 

~ 

. ... 
-. As a minimum the Company will incur additional carrying costs 

due to spending money under the EPC agreement earlier than would have been 

required if they had not signed. The answer to this question will become clearer once 

the EPC contract has been renegotiated. 

WHAT IS YOUR CONCLUSION REGARDING PEF'S EXECUTION OF THE 

EPC CONTRACT ON DECEMBER 31,2008? 

In my opinion, the Company's decision to sign the EPC contract on December 31. 

2008 given the uncertainty that existed with the LWA, the lack of committed joint 

owners and the myriad of other uncertainties including the deteriorating economy, the 

chaos in the financial markets and the uncertain federal and state regulatory climate 

was not reasonable. I do not believe the company has met its burden of demonstrating 

that this action was reasonable or prudent. This decision may result in significant 

extra cost to the project that could have been avoided with a more cautious approach 

given the known risks and uncertainties at the time of signing. At the very least, the 

Commission does not have sufficient information to determine whether 2009 and 

2010 EPC contract related costs are reasonable. 
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6 
7 
8 
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IO 
11 
12 
13 
14 
15 
16 

17 Q. 

IS 

19 A. 

20 

21 

22 

23 

24 Q. 

25 A. 

26 

27 

28 

29 

30 

31 

32 

When we consider feasible, we consider is it technically 
feasible? Is the APlOOO design as deployed at this site, the Levy 
site, are there any technical issues that suggest that will not 
work? We also consider regulatory feasibility or, if you will, the 
legal feasibility. Can you secure all of the permits, approvals, 
authorizations, licenses, like zoning permits and comprehensive 
-- comprehensive land use amendment, things like that? And in 
those cases and for both the technical and, as I described, this 
regulatory feasibility, the project still is feasible. Now we also 
consider cost, and so as we go forward, as we said earlier, on an 
ongoing basis, we will always consider the total project cost and 
make informed decisions of moving the project forward. 

(Miller deposition 7/2/2009, Volume I, page 82, Exhibit WRJ(PEF)-3, Pages 
112-114 of233.) 

IS MR. MILLER CORRECT IN HIS ASSESSMENT OF THE LONG TERM 

FEASIBILITY OF THE PROJECT? 

There is not enough information provided for Mr. Miller or the Commission to reach 

such a conclusion. He states that there are three areas of consideration by PEF: 

technical feasibility, regulatory feasibility and cost feasibility. There are major 

questions in each area. 

PLEASE EXPLAIN THESE MAJOR QUESTIONS. 

1 will address each area separately: 
REDACTED 

Technical feasibility. In the EPC contractor’s report of May2009, the 

from Shawn Hughes, Westinghouse-Shaw, to Jeff Lyash, May 11, 

2009, page 6 of 52 of attachment. Exhibit WRJ(PEF)J, Pages 115- 

168 of 233.) 
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April IS, 2009 

BOARD OF DIRECTORS 
PROGRESS ENERGY. MC. 

CONFIDENTIAL 

We *ill use the atta*lcd presentation in our B a d  conference call this Friday, April 17. ut 
1 p.m. (call-in number: 8884634735: m a s  ccdc 5814305). The purpose o l d u  call is to . . . .  
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Landscape Changes 
Potential Implications 
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Timing and support for 
new nuclear 

Raourw p l ~ n l n g  impactd 
chdlmnglng nb environment 

Timing and suppod 
for new nuclear 

09NC-OPCPOD34 1400054 

10NC-OPCPOD3-62-000385 



Docket No. WOOOP-El 

Erhibil P q e 5 0 o f 2 3 3  WRJ(PEFl.3 
compai1r S"pprtio8 Davmcn'a 

CONFIDENTIAL 

20-Month Shift Alternative 

M e r  Levy construction schedule 
-ShiRUnill by20months-April2018 
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- Transmission ahin remains flexible . oulwme 
- Accommodat8s expected LWA outcome 
- PmvMes addilional limn lor and certainly on: 

Obama Administration nuclear position 
Financial market and eanomic rebound 

PEF r& case, first NCRC prudence hearing 
. Cuslomerlpoliymaker support 

. Federal pokier on carbon. renewables and mal . JO participation 
, NRC COW process 
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36-Month Shift Alternative 
(0old bllcs &notes differences fmm 20 month shift) 

Mer  Levy construction schedule 
- shm Unit i io ~ u n e  m i 9  (-3.3 m ~ n t h ~ j  
- Unil2 mrnpletion to lollow by 18 months 
- Transmission shin remains flexible . outccme 
- Acmmmodates expected LWA outcome 
- Pmvides additional time for and certainty on: . Obarna Adminishtm nuclear position . Financjd market and eanomic rebomd . Customerlpolicfmaker ruppolf 

6 PEF rate case, fir# NCRC prudence hearing 

. Jo parkipation 
, NRC COW pro- 

Federal poliuen on urbcn. renewables and cod 
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- p a r u m  
MASTER NUMEER 20051849 ..... ~. ..... 

i 'Two MSR Shell Drain I Hcrltec Inrrmationsl ~ Issued 
~ Heat Exchangers 
.. . . ............ . . 

IS0 Phase Bus Ducl Powl l  L)cllanlnihus Issued 
I Cooling Unit 

'Turbine Gencralor , I loltcc Inmnalional ISSsUUi 

I . u k  Oil Cooler T u k  ~ 

.. .. 

I Hundlcs 
-.~ ~ + 

Installation oi ESI Group. Inc. I Issued i Secondary Side I 

lnsulaion ~ 

i 

L ..... i - L  - ! .  i . . d  ' Issued QualofSti@EPIl ' HWC 
Conditions 3030 Muth 

. . . . . .  . . . . .  > ~ ~ .  ........ . ............ ... 
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CPWi=EFN cqam IUVUIJ~~I a 

- p a r u m  
MASTER NUMBER 2005b~19 

63 RelCulrtow Stntepv: 

63.1 Permitting 

'lhcrc are two priimarj regulatory 'permits' requircd I ) Site Cenificalion from lhc FloFida 
Department of Environmcntai Protection IFDEPI. and 2) Lia- Amendment from the 
NRC. PEF nvsived an amended "Conditions of Cenification" or COC for Units 3.4. and 
5. in Augusl2008. CR3 was ao( i s 4  u xpsrate COT. I h  COC rccognim PEF'S 
intention to construct a new cooling tower to mitigate &mal impacts from h c  EPll in 
order to mainlain compliance with the existiny NPDES permit. 

The primary approval for h e  Extendrd Power Uprate change in bled Thermal Power hy 
the NRC' will be an extensive license amendment rcquert xhcduled to he filed in mid 
2009. As other separable items or issues are identified they will be pursued earlier and 
sepa le ly  to allow the EPU lo he BJ straight-forward as p u i b l e .  'fie initial effort will be 
to meel with the appropriate NRC staff to dctcnninc if formal review and approval is 
necrssary. 

lhe inputs to the EPU LAR as well as any other repulamv approvals are a d d m x d  in Ihe 
overall project schedule and controlled like any other pmjen lask. 

63.2 Public Service Coanlsskn HLIory 

In 20'26. PEf filed for a Derennination of Need from the Florida Puhlic Service 
Commission (FPSC). On Febwry  ln4. 2007 rhc FPSC p n t e d  the Need Determination. 
In 2008. the PFSC issued a declaratory statement that dctcnnined the tlprate FPL was 
planning. could be recovered under h e  providons ofScction 366.93. Fla. Stat.. and Rule 
25-6.0423. F.A.C. This statemen\ was determined to be applicable to our Upmte as well 
and allows PEF to recover the carrying costs associated with the Uprate through the 
Capacity Coni Recovery Clause while under conamction and providcs for an incrcar in 
base rates once h e  Uprate is placed in-service. 

P w w t  to thc requirements of the above legislation and Rule. PEF must file tesrimony 
each ycar presenting our actual costs from the prior year fiw a decision on their prudence 
as well as actual estimated costs for the current year and pmjccted costs for thc coming 
year. In 2008. PEF asked Tor ~ C U O V K ~  olamoximatcly 524 million in canying and other 
costs asrociated with thr Uprate. PBF also requested a base rate incrcasc effective the fitit 
billing cycle of2009 Cor the MLiK ponion of the llprate hat was placed in-servim in 
Januu)' of 2008. The FPSC approved PEF's q u e s t s  and determined that COIts spcnl 
hrough rht end of2007. had bcen prudently incurred. In 2009. PEF will again be filing 
thc above refcrcnced items with the FPSC requesting a dctermimtion of prudence on 2008 
expenditures and i n  rupporl of our 10 IO ratrs. 

YICL'?I M2b 
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. initial Authorization November 2006, $4931111 Financial View BAP 
Completed Measurement Uncertainty Recovery + 12 MWe 
Steam Cycle Efficiency + 28 MWe in 2009 
Extended Power Uprate (EPU) + 140 MWe in 2011 
Point of Discharge (POD) Mitigation concurrent with EPU 
CR3 increases Output from 900 to 1080 MWe total 
IPP Update in March 2008 to $461M EAC. Delivers $2.6 B in fuel 
saving* 

CR3 Power Uprate Project 

- Ste.dlrl 
le 
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WNC-OPCPODl-7MXN)72 

1 ONC-OPCPOD3-62-000439 



... ~ . 

Docket Ns. 090009-El 
Composite Supporting Dmumroir 
Exhibit WRJ(PW-3 

OSNC-OPCPOD14-000025 

.- . 

1 ONC-OPCPOD3-62-000427 



1 ONC-OPCPOD3-62-000428 





Schedule Compliance Metric (Activity Started I Completed per project schedule): 
100% - 95% = Green, 95%-90% = , <90% =RED 

Completed new project and task metrlcs dashboard that will be used for the EPU 
Project monthly and for the individual project tasks reports. Examples of these 
are provided on the following slides. 

Mebics Include raw cost versus budget, SPI, and EVA analysis per project task 
and for overall project. 

Overall Project SPI is at=’. 

m 
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- Engineering EC Completion schedule originally called for all ECs to be PGM approved 
by 12/5/2008. Extended milestone to match the Outage Milestone date of l/ZS/M09. 
Remaining ECs were completed by the milestone date wnh the exception of the 
following: 

0 Irophue Bus ~ PGM apprnval completed 2119109. 
ICS Rescale - PGM approval cornpla(sd 21?9106 

0 Turbine Generalor . PGM rpprnval completed 2/20(09. 
0 Klckoli YaaUng for the TBV EC was hld on Feb fFh, whlch resulted In a an agmment to 

complmto Iha TEW EC by 612612009. 
$on  Line ECs also require attention. Fiber optic backbone, temp power for 16, Turbine 
Crane UD~U~O.  and overall 1ER EPU summaw EC for marcrin manacrement. . .  - - 
Turbine component manufacture schdulm held for la t 3 months but no improvement 
from initial slips. W ~ ~ - : , ~ i . ~ ~ ~ , - c  
Licensing performanco revised Rod ejectlon analysls IAR submittal 4 wesks. Now 
rchedukd for February 28,2009. Slipped 4 weeks due to new methodology test 
question data not applicable or representative of actual conditions at CR3. Left no 

* 

margin at certain accident scenarios. AREVA revising test question now to support CR3 
I A R  evaluation. 
Insufflclant schedule maturity and level of detail developed for Facllitles I logistics pre 
outage efforts, and also for In Processing work. New detailed level 3 schedules are to be 
published and used for management of the pre outage logistics and in processing work 
by Thursday of this week. 

* 
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Red R i s k s  
Yellow R i s k s  = m3 
Green R i s k s  = 1 1  
New R i s k s  Uneategorized 

Risk mitlgation plans are being developed for each red risk and are being 
revlewed by the Risk Management Team - Risk categories have been redefined and reassigned - Meeting membership and dates revised to enable project controls and 

project management attendance - Denned Red Risk Approval at PM level 
+ Reviewing all open RED Risk Mitigation strategies for appropriate level Of 

approval and ICF I Schedule input. 
Planned task Level Shakedown to generate construction phase risk items 

@ Progress Energy 
OSNC-OPCPODI -7-000083 

1 ONC-OPCPOD3-62-000450 



4 and will be re-projected per the 
. -  ~~~~ ~~~~ ~ -~ 

prolected &me portion of the POD budget will be added to the contingency fund. 
The insulation contract was budgeted at A for February. No payment is due 

until pre-outage activities begin. The contract is under the budgeted 
amount. 
Facilities is under budget by approximately The associated activities are 
scheduled for completion and payment Marc - une. 
Company 8 Contract Labor positions including indirect support were favorable 
WIk and are be re-cashflowed through second half of 2009; 
The contracted services such as Guidant are approximately =under budget 
and are being recashflowed through second half of 2009. 
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Atmospheric Dump Valves (ADV) Being 
Safety-Related Valves for Secondary Depressurization 

Need to Complete Conceptual Design 
Related Modifications (to EFIC) and Failure Modes and 
Effects Need to be Completed and Summarized in EPU LAR 

I 

Low Pressure Injection Cross Tie Coupled with Hot Leg 
Injection will Resolve Core Flood Line Break as well as Boron 
Precipitation 
I - NPC/CRYNFM&SA Review Underway 

I .  design challenge on time (4/1/09) - 

Conceptual Design from AREVA Complete 

Turbine Bypass Valve 

a ve manufacturing and development is on schedule 

i. NGk 2, a Progress Energy 
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COSFi DEI i !A! 

Question # 2 

Rcfcmng to Schedule T-Sa, pleasc explain how PEF deremiinzd that the sole source contract to 
Areva described on page 12 of38 was reasonably pric.cd, 

Answer 

15008802.1 2 
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C O N  FIT? ENT;.-\ i 

Question X 3 

Refemiiy to pg 23, l ine 19-21. p s  21, linc 1-23, for the uprarz project, picasc provide a lisriny of 
d l  such procurements discusscd, with conmct  value and description of work and/or items so 
procured. 

Sole Sources: 

Contract Vendor Value Description 

101659-61 Areva NP, Inc. - Engineering Gesign for MUR 

101659-84 Areva NP, Inc. - EPU NSSS Eng, Fuel Eng, and I A R  
suppon 

101659-67 Areva NP, Inc. - EPU phase 1 Design Eva1 & key issues study 

297792-04 Numerical Applications Inc. - EPU plant parameters & analytical 
review 

157645-23 F&H Contractors - EPU Construction o f  Site Adrnin and trailers 

f l ee t  Awords: 

Contract Vendor Value Description 

44867, Amd 7 Nuflo Technologies 

3714, Arnd 53 & 57 DZ Atlantic - LEFM Installation 

3714, Arnd 61 DZ Atlantic - EPU Planning, preparation, and staff aug. 

- Leading Edge Florneter (LEFM) MUR 

15008802.: 
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Question #? 

Please describe the negotiations leading to the execution of the EPC contract. How did PEF 
ensure that the contract price nas reasonable? Proiide and esplain your basis for 
reasonable allocation of risk between the Company and the Consortium. 

4 150(18801.1 
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CONFIDEYTI.4L 
Question # 5 

Did PEF consider a project implementation plan in which the construction work byas hid 
sqwately From the engineeriiig and procurement work'? Plcase explain why or why not. 

i\nswe!. 

Due to the complexity and size of the I .cp project. and the associated myriad interfaces that 
must occur between the reactor technology vendor (Le., the ycndor pcrlomiiny Xuclear Stran1 
Supply System cngineering and specialized equipment procurcnient) and the consrructor, and the 
attendant risks that result from separately contractiny and managing those extremely complex 
work activiries, and the inkrfacc and numerous potential dispntes between the two vondors iindcr 
a separate E, P, and C (or EP, and C) approach, PEF concluded that the most efficient and less 
risky contract structure was an Engineering, Procurement gL Construction (EPC) type contract in 
a "turn-key'. approach. This places the bnrdw and risk on the "Consortium" (in this case 
Westinghouse and Shaw Stone & Webster) to interface directly io the engineering, procurcmcnt 
and construction areas. and places the Consortium fiilly accountable for any delays and conflicts 
related to the interface. Moreover. under PEF's EPC contract.l 

and effectively. PEF's approach appears to he consistmi with the appr0ec.h taken by every other 
utility that has signed a contract for the construction of a new nuclear power plant in the United 
States. For example. Southern Company executed an EPC contract with Wcstinyhouse and 
Sliaw Stone 6: Webster. as ha SCAKA. Similarly, NRG Energy chose to execute an EPC 
contract with Toshiba l'or the engineering. procurement and construction of NRG's proposed 
dual unit South Texas Prqjcct. 

In addition, because advance reactors such as tlie Westinghouse AP1000 h a w  not been built, nor 
any commercial nuclear plant i n  the Uniti-d States in the last several decades, PEF concludcd ih>u 
Westinyhouse and the constrnctor would have to work w r y  closely together on desi$m 
finalization features and approaches that would faciliiate a most eliicient constnicdon. For 
example, the AP1000 incorporates over 150 modules, each ofwhich requiring the reactor 
technology vendor and the consmctor to work closcly together on how the module woul~l be 
designed for both operation and shipmenr to the site, and how the module would interface with 
connecting systems when installed by thc constructor. Under an EPC an.an~emcnt, the reactor 
technology vendor and constnlctor are held accountable to work out these details directly 
without being managed as two separate contracts by PEF personnel, and without the utility 
becoming the arbiter of potentially voluminous disputes hetween the two coiitractors. 

As a result of these consider,rtions. Progress Energy's Request for Proposal (RFP) sent to 
potential reactor technology vendors in August 2005 stated that the Company prcfen-cd an 
approach o f a  "turnkey" power plant. During the RFI' process, Westinghouse ( W E t i  isamcd 

15008802.1 7 
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i‘ONF~li1E:NI 1.41. 

6) Question: Referring to bfr. Millcr’s testimony on page 10 and 17xhibit WG-I. Schedule T-oB, 
please provide a detailed explanation for the 340.6 variance in the actual cost for Engineering, 
Design. Bi Procurement (Si 10.7 million) compared to the estimatecVacrual cost o f  $167.j 
million. Identify all work papers supporting the reschedulcd payncnt for the Engineering Bi 
Design Costs. 

ADSwer 

The projected spend for Engineering, Design, & Consiruclion ofS167.5 million was based on 
expectations 31 the time PEF signed the LOi for long lead equipmznt and certain design 
activities. The LO1 committed us to a ccrtain payment stream for April. May. and Junc 01‘2008 
totaling 
finalizing the Enyineering, Procurement. and Construction (EFT) contract in August, 
million was projected for additional long lead equipment pa.””siits and 
for additional desiyn activities. EPC negotiation was coinplzted in Oeccmber and thc contrm 
signed on Decemhcr 31, 2008. As a result, the pro.iected additional long lead equipment 
payments were not made (m million tinder run) and dcsigi activities were minimized iy 
million) pending EPC finalization. 

Please also see work papcrs provided iii OPC’s First Request for Production o f  Documents, 
Question 31 

inillion for equipment and !I mil l ion for design work. In anticipation of 

niillion w:is included 

15008802.1 9 
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CONFIDENTIAL 

Levy Nuclear Project Response To: 
Florida Public Service Cornmission 
Audit Document/Record Request 

Utility: Progress Energy Florida 

Request Number: DR 5 Date of Request: 4/28/2009 
Audit Purpose: 

Item Description: 

From: Tripp Coston 

2009 Project Management and Internal Controls Review 

5a. Please provide any documented analysis of PEF‘s potential project “off-ramp” points for the Levy project - 
Sb. Please provide the estimated costs associated with taking the project “off ramp” a t  those key 

points in the Levy project. 

Progress Energy response to Request # 5a is as follows (Confidential): 

The EPC Agreement is the control document and mechanism for project exit points and outlines the 
significant cost components for an “off-ramp” taken for the Levy project. As part of reasonable and 
prudent project management, Progress Energy continues to evaluate project risk areas that could 
prompt an “off-ramp” as an ongoing part of i t s  project management and execution. These risk areas 
cover market conditions, regulatory policy and support, technical considerations and other factors that 
have the potential to materially alter project schedule and cost. Key risk areas a t  the present project 
stage are assessed in the integrated project plan along with corresponding mitigation for each risk area 
designed to limit the impact to the project. The IPP and Project Evaluation and Authorization processes 
also establish thresholds for cost and schedule changes that require approvals by senior management. 
Should an event occur that suggests a level of impact to the project that mitigation could not reasonably 
correct, it would be evaluated against options to slow, suspend or halt the project. 

Progress Energy response to Request # 5b is as follows (Confidential): 

Refer to Article 22 of the EPC Agreement which contains specific cost estimates for applicable project 
suspensions and terminations related to the contract. In addition, other project scope costs would be 
incurred if the project was suspended or terminated. Specifically, the other project scope costs would 
include the approved nuclear fuels contract with Westinghouse and any contractual off-ramp costs, on- 
going project costs including COLA preparation, Site Certification Application, Nuclear Regulatory 
Commission (NRC) review fees, outside legal counsel and NPD project labor, travel and expenses. Costs 
outside the EPC and fuel contract referred to here as on-going project costs average approximately 
$2.7M per month (COLA preparation vendor $950K, Site Certification Application vendor support $250k, 
NRC review Fees $500k, outside legal counsel $SOOk, NPD Labor $400k, and NPD expenses/travel $100K. 
These costs would continue until the project was successfully terminated or suspended. Additionally, 
any incremental cost increase for project infrastructure and oversight would experience ramp down 
time. 

09PMA-DR5LEVY-5a-000001 
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CONFIDENTIAL 

A. PEF is continuing its negotiations with municipal, electric cooperative, 

and investor-owned utilities regarding potential joint ownership in the 

LNP. Although we cannot predict the ultimate outcome of these 

discussions, we remain confident that we will complete negotiations and 

execute joint ownership agreements with at least some potential co- 

VII. 

Q. 

PROJECT MANAGEMENT AND COST CONTROL OVERSIGHT 

Has the Company implemented any additional project management 

and cost control oversight mechanisms for the Levy project, since the 

testimony you filed on March 2,2009? 

Yes, the Company implemented several new policies to implement the 

EPC contract upon its execution. For example, an EPC Invoice Validatior 

and Processing implementation procedure has been developed and 

implemented. The new procedure is utilized for each EPC invoice that is 

submitted. Prior to payment of invoices under the EPC contract, the costs 

go through a thorough review process for completeness, accuracy, and 

supporting documentation. All payments are approved utilizing the 

Company’s Corporate Approval Policy. PEF is continuing to work on 

A. 

28 
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CONFIDENTI 4 L  

Yes. As the President and CEO of PEF at the time, I was involved in the 

Company's decision to sign the EPC agreement. I approved execution of the EPC 

agreement at that time, I was a member of the SMC that also approved the 

execution of the EPC agreement, and I worked with the Progress Energy Board 

that also decided to approve execution of the EPC agreement in December 2008. 

). 
L 

Why did the Company execute the EPC agreement in December 2008? 

We signed the EPC agreement primarily because of the following beneficial 

negotiated contract terms and provisions: 

5433446.3 7 
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CONFII)F.NTIAL 

Of particular concern to me and the Company at the time was- 

~~ 

In March 2008, when the Company executed the Letter of Intent (“LOI”) 

for, among other things, the long-lead items for the project, the objective was to 

progress with EPC contract negotiations and reach acceptable conclusions so that 

an EPC agreement could be executed. An initial target date for completion of 

negotiations was set in the LO1 for late summer 2008 but by this time there were 

still additional, outstanding issues, including- which needed 

to be resolved. By the end of the year, the outstanding contract issues that needed 

to be resolved were resolved and, with these issues resolved and the EPC 

Additionally, execution of the EPC agreement at this time was necessary 

to move the project forward on schedule for completion of the units by their 2016 

and 2017 in-service dates. The Company had a need determination recognizing 

the Company’s need for additional base load power commencing in 2016. PEF 

was reasonably moving forward with the LNP to meet those in-service dates. 

Some of the intervenor witnesses claim PEF should have waited until the 

NRC issued its review schedule for the PEF COLA before signing the EPC 

agreement. Was that option available to PEF? 

5433446.3 8 
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CONFII)ENT[AL 

No. As I have explained, the negotiations were at an end, there were no 

additional outstanding contract issues to resolve, and therefore- 

$ I pcrsonally mct with 

senior executives of both Westinghouse and Shaw, Stone, & Webster and they 

Furthermore, the Company and Consortium had negotiated the terms of 

the EPC agreement for about two years and the Company had no reasonable 

ground to stall the signing o f  the EPC agreement now that those negotiations were 

complete. In particular, schedule uncertainty was not a valid remon to postpone 

execution of the EPC agreement because the EPC agreement contained provisions 

to address changes in the schedule. And, because the Consortium had invested 

about two years in negotiations with PEF over the terms of the EPC agreement, 

Can you explain what a LWA is, Mr. Lyash? 

Yes. A LWA is a limited work authorization issued by the NRC under 10 CFR 

Parts 50 and 52. If a LWA is requested by the utility, it can be reviewed and 

15433446.3 9 
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9. 

CONFl DENTM L 

and no NRC statement that suggests the utility should be concerned with the 

review schedule if the utility does not receive it within this thirty-day period. See 

Exhibit No. - (JL-1) (Jacobs Dep. Excerpt, pp. 109, 112). 

Jacobs argues that the Company was in a weaker negotiating position with 

the Consortium when the schedule shift occurred because PEF had signed 

the EPC agreement. Do you agree? 

Absolutely not. PEF is in a stronger position with the Consortium with respect to 

the schedule shift having signed the EPC agreement than if PEF had not signed it. 

In fact, had PEF known about the NRC’s position with respect to the LWA in 

agreement and proceeded to amend the EPC agreement under the EPC’s contract 

suspension and amendment provisions just like PEF is doing now. 

Executing the EPC agreement in December 2008- 

The EPC 

agreement also provided a clear, known process for a suspension of the work, 

subsequent rescheduling, and amendment to the EPC agreement for such events 

like the schedule shift. If PEF had not signed the EPC agreement in December 

15433446.3 18 
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CONFIDENTIAL 

~ - 
Additionally, if PEF had not executed the EPC agreement on December 

31,2008 there would have been a schedule shift regardless of the NRC's decision 

with respect to the LWA. The EPC agreement included the engineering and 

construction schedule for completion of the plants in time for their respective in- 

s tnice dates in 2016 and 2017. -, 

~~ - A schedule delay would inevitably occur 

That delay would likely 

have been at least as long as the current schedule shift and probably longer due to 

NRC had issued a review schedule that included the LWA. 

For these reasons PEF would have been in a weaker position with the 

Consortium had it not signed the EPC agreement when it did. I know this because 

5433446.3 19 
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4. 

CONFIDENTIAL 

I was directly involved in the EPC contract negotiations with the Consortium 

senior management, I understand those negotiations and what the Consortium was 

and was not willing to do, and I understand what the current EPC agreement 

provides. Jacobs was not there for those negotiations. I also understand he has 

never negotiated an EPC agreement, never negotiated with either member of the 

Consortium, and never even read the PEF EPC agreement. See Exhibit No. - 

(JL-1) (Jacobs Dep. Excerpt, pp. 14, 29, 63, 77-78). 

Jacobs also claims that PEF was unreasonable and imprudent in signing the 

EPC agreement in December 2008 because PEF did not have joint owners 

signed up before the EPC agreement was executed. Was that even likely to 

occur? 

No, in fact, it is unreasonable to expect potential joint owners to agree to joint 

ownership participation agreements before an EPC agreement is executed. This is 

a matter of common sense. The potential joint owners are being asked to 

contribute hundreds of millions of dollars toward the engineering, construction, 

and operation of the nuclear power plants, contributions that are in large part 

determined by the final terms of an EPC agreement for the design, engineering, 

procurement, and construction of the plants. No reasonable person would make 

such a commitment without knowing exactly what the terms of the final EPC 

PEF, therefore, always expected and planned to execute the EPC agreement 

15433446.3 20 
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CONFIDENTIAL 

before finalizing the joint ownership participation agreements. That is what PEF 

meant when it tkquently said in internal documents that joint ownership was 

“closely linked” or “closely tied to” the EPC agreement. 

Is PEF required to have joint owners or to demonstrate that there will be 

joint owners in the LNP? 

No. There is no joint ownership requirement for the LNP. PEF cannot force 

potential joint owners to participate in the LNP. The Commission recognized this 

in the Need Determination Order when the Commission encouraged PEF to 

pursue joint owners. The Commission did not require joint ownership for the 

LNP. PEF has pursued and continues to pursue joint owner participation in the 

LNP consistent with the Commission’s encouragement. 

As PEF explained in the need determination proceeding, there are benefits 

to joint ownership for PEF and its customers in sharing the costs and risks of the 

LNP with other parties. PEF continues to believe those benefits exist. PEF, 

therefore, expects to have some level of joint ownership participation in some 

form in the LNP. There is also continued interest by other parties in participation 

in the LNP. The level and intensity of that interest changes over time, and has 

been affected by recent economic events, but it is still there. - 
i433446.3 21 
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4. 

CONFIDENTIAL 

of any joint ownership participation agreement will, again, depend on the costs 

and schedule in the amended EPC agreement. We expect to reach joint ownership 

participation agreements only after we have an amended EPC agreement. 

Are the impacts of the economy on the capital markets, financing, and 

regulatory and legislative uncertainty risks that the Company has considered 

and will consider in making its decisions with respect to the LNP? 

Yes. These risks were identified by management as part of the Company’s risk 

management practices and policies, there were risk mitigation strategies 

developed for these risks, and those strategies have been employed by the 

Company throughout the course of the LNP so far. Notably, neither the Staff 

witnesses nor the intervenor witnesses assert that PEF’s risk management 

practices and policies, or PEF’s application of those policies with respect to the 

risk mitigation strategies the Company developed, are not reasonable or not 

prudent. 

These risks cannot be eliminated; they can only be monitored and 

managed with appropriate responsive risk mitigation strategies. These risks also 

exist, however, for any generation or other utility project and certainly they exist 

for any long term, base load generation project like the LNP. It is unreasonable to 

expect a utility to eliminate these risks or obtain certainty with respect to these 

risks for a nuclear power plant project. If that was the expectation, no utility 

would build a nuclear power plant. 

15433446.3 22 
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4. 

CONFIDENTIAL 

Jacobs makes several statements about the Progress Energy Board at pages 

12-14,16 and 20 of his testimony. He claims the Board was not adequately 

informed prior to execution of the EPC agreement, he claims the Board had 

other reasons for delaying the project besides the schedule shift, and he 

claims that the Board had a different view than Mr. Miller with respect to 

the feasibility of completing the nuclear power plants. Can you address these 

claims? 

Yes, I can because I was there, Jacobs was not. I was present at each of the Board 

meetings Jacobs references in his testimony and I h o w  what was discussed. 

First, he claims the Board was not adequately informed about the NRC COLA 

review, in particular the LWA, and joint ownership at the December 2008 Board 

meeting where the execution of the EPC agreement was approved. This is 

LWA was not specifically addressed apart from the COLA because there was no 

reason to expect that the NRC was not going to issue the LWA at all prior to 

January 23,2009, for all the reasons I have provided above. Jacobs is again 

relying on hindsight to suggest the Board should have been told in December 

about an event that did not occur until January. 

Jacobs is simply wrong that the status ofjoint ownership was not 

15433446.3 23 
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Exhibit No. WRJ(PEFj-3)l- = Jacobs speculates that the Board changed its position regarding 

whether or not joint ownership agreements wcrt requircd before PEF cxczutcd the 

EPC agreement. Exhibit No. 

previously explained, PEF never cxpectcd to haw joint owncrship participation 

agreements signed beforc the EPC agreemcnt was executcd. Rather, 1’EF 

expccted that reasonable joint owncrship participants would want to know what 

the final, executed EPC agreement provided before commitring to a joint 

owncrship participation agreement. Moreover, as I have noted,- 

.- (JL- I j (Jacobs Dcp. Excerpt, p. 139). As I 

- 
Second, Jacobs claims certain words in the April 15,2009 letter from the 

Progress Energy CEO to the Board indicate that PEF had other reasons for the 

schedule shift besides the NRC determination with the respect to the Company’s 

LWA request. (See Jacobs Test., p. 12; Exhibit No. WRJ(PEF)-3, pp. 42-43). 

This claim ignores the plain language of the letter. The letter itself is dated April 

15,2009, which is after the NRC’s determination with respect to the LWA. 

j433446.3 
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- (Id. at p. 143). 

Finally, Jacobs claims that Mr. Miller’s discussion about the long term 

benefits of the LNP nuclear power plants in his direct testimony regarding the 

feasibility of completing the power plants is at odds with the Board’s discussions 

at the April 17,2009 Board meeting. Jacobs is wrong. - 
- This discussion is reflected under the “Summary” 

bullet point that references the fact that “Levy nuclear remains vital to [Progress 

Energy’s] Balanced Solution.” (See Exhibit WRJ(PEF)-3, p. 58 of 233). These 

bullet points introduce issues for discussion; they do not reflect the substance of 

that entire Board discussion. Progress Energy’s Balanced Solution, however, 

calls for advanced generation resources such as the LNP for all of the reasons 

described in Mr. Miller’s testimony. 

5433446.3 25 
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REASONABLENESS AND PRUDENCE OF EXECUTING THE EPC 

AGREEMENT. 

Was PEF reasonable and prudent in executing the EPC Agreement when it 

did in December 2008? 

Yes, for several reasons, but two principal ones. - 
- As I explain below, the schedule shift would have 

necessarily occurred anyway had PEF not signed the EPC agreement. 

Second, PEF did properly assess and manage the risks associated with the 

LNP at the time of EPC contract execution, including the regulatory approval risk 

including the LWA. Based on what PEF knew at the time of signing the EPC 

agreement, and not having the benefit of what later occurred as Jacobs does, PEF 

reasonably expected issuance of a LWA on an acceptable schedule. PEF certainly 

did not expect, and had no reason to expect, that the NRC would adopt a review 

schedule that effectively eliminated the issuance of an LWA entirely. Indeed, as 

late as December 4,2008, approximately three weeks before the EPC agreement 

was executed, NRC leadership responsible for the Levy project made statements 

in public meetings near the Levy site about their expectations for completing an 

5389496.2 11 
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CONFlDENTlRL 

LWA review in approximately two years, as further discussed below. Just 

because a risk materializes does not mean PEF should have known it would occur 

or that PEF’s risk management was in any way improper. That is the case here. 

The elimination of all risks prior to execution of the EPC agreement was simply 

impossible. And, if as Jacobs suggests, PEF should have either eliminated all 

risks or waited until PEF had certainty, PEF would never build the LNP, or any 

project for that matter. 

Third, execution of the EPC agreement at this time was appropriate to 

keep the LNP on schedule to meet the in-service dates for the Levy units. The 

EPC agreement was the best means to meet the schedule most efficiently and 

productively and to ensure more certainty as to schedule and cost as the project 

moved forward. Proceeding without an EPC agreement would have required 

some other contractual mechanism(s), such as a new Letter of Intent and 

continuation of the separate master service agreement work orders with the 

Consortium, to keep the project moving forward at all but that certainly would 

mean a schedule shift or delay. 

5389496.2 

What were the contractual benefits that PEF.preserved for PEF and its 

customers by executing the EPC Agreement on December 31,2008? 

These favorable contract terms and conditions included, but are not limited to: 

I 
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As a member of the PEF team negotiating the EPC agreement with Westinghouse 

and Shaw, Stone, & Webster (the “Consortium”), I 
I 
I 
rn 

I I  

discussions with the Consortium’s senior management, - 
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I 
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m 
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I 

I The EPC agreement established the detailed 

timeframe for all of the activities necessary to design and build the Levy units. 

I 
I 
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CONFIDENTIAL 

1- given that thew was no 

indication that such a change by the NRC was forthcoming, 

But Jacobs claims you said in your deposition that PEF would not have 

signed the EPC agreement if PEF had received the NRC review schedule the 

NRC issued in February in early December. Is that right? 

No, what I clearly said was that it could not be signed “in the form” that it was 

signed because the schedule shift necessarily caused changes in the EPC 

agreement. But recall that1 I 
I 
I 
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Jacobs also argues PEF is in a weaker position now because it executed the 

EPC Agreement than PEF would have been if PEF did not execute the EPC 

Agreement. Do you agree? 

No. 

15389496.2 16 
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9. 

CONFIDENTIAL 

not be in a strong negotiating position, as Jacobs implies, without any support 

whatsoever. Indeed, Jacobs never even read our EPC agreement, he bas never 

negotiated one, and he has never negotiated with either member of the 

Consortium. See Exhibit No. - (GM-5) (Jacobs Dep. Excerpt, pp. 14,29, 77- 

78). 

Jacobs also claims PEF’s bargaining position would have improved had PEF 

delayed signing the EPC agreement until the LWA and the other risks “were 

known or clarified.” Do you agree? 

No. As I explained above, it is impossible to eliminate all risk or achieve 

certainty with respect to all risks on a project, which is what Jacobs suggests PEF 

should have done. Risks can only be “known” or “clarified” with certainty when 

the risk occurs or the passage of time or events eliminate the risk. Waiting for all 

,5389496.2 17 
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Did the NRC tell PEF not to submit a COLA with a LWA or that PEF’s 

COLA would he rejected if it included a LWA? 

No, it did not. In fact, the NRC’s public stance based on the amendment to the 

rule in 2007 and public comments was that the NRC would in fact entertain LWA 

requests and, therefore, considered them appropriate. In a May 22,2007 public 

meeting, the NFX indicated that review of an LWA, resulting in issuance of the 

FEIS and FSER could in fact be completed in 12 plus or minus 6 months. 

Was the LWA identified in the Company’s risk management process? 

Yes, all LNP regulatory approvals, schedule events, and other factors possibly 

having an impact on the LNF’ were identified as a potential risk in the Company’s 

risk management process, identified in the risk management tool or register, 

evaluated for likelihood and impact or consequence, given an impact statement, 

and a response or action plan. It is important to remember that this is a “living” 

document and process; it constantly changes and the risk matrix is constantly 

revised as needed to address subsequent events or changes over time. For 

example, leading up to the filing of the COLA with the LWA, the risk assessment 

focused on meeting the date targeted for filing the COLA, which was met. After 

the COLA was filed in late July 2008, the risk assessment addressed the 

regulatory approval risk as the next step in the process. 

LWA approval was separately identified and evaluated- 

15389496.2 24 
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~ 

This risk assessment was included in the Company’s Integrated Project 

Plan, which provided senior management with the details on the project scope to 

support funding for the LNF’ and EPC contract execution. Subsequent to filing 

the COLA, the NRC review schedule for the COLA, which included the LWA, 

was included for management attention in the monthly Nuclear Plant 

Development (“NPD’) Performance Reports. The COLA and the interaction with 

the NRC was also a standard topic at the weekly Levy Integrated Nuclear 

Committee (“LINC”) meetings. The LINC provided the means by which senior 

management and all Company departments involved in or affected by the LNP 

reviewed, addressed the status of the LNP, and identified action items for the LNP 

on a weekly basis. Through the LINC and NPD Performance Reports, as with 

other project documents, the interactions with the NRC regarding the COLA, 

including the LWA, and NRC review schedule were communicated to 

management. 

Notably, Jacobs agreed in his deposition that PEF had identified the 

COLA, including the LWA, approval as a risk, and developed and implemented a 

reasonable risk mitigation plan for this risk. First, he agreed that after submitting 

the COLA to the NRC, the Company did not have control over the project 

schedule, rather the NRC did. See Exhibit No. - (GM-5) (Jacobs, Dep. 

Excerpt, p. 45, L. 3-8). Second, he agreed that he bad reviewed the Company’s 

15389496.2 25 
1 ONC-OPCPOD3-62-001687 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2. 
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CONFIDENTIAL 

risk management process and that this risk management was part of the project 

management processes that he found to be reasonable and prudent. (Id. at p. 45, 

L. 16-23). Third, he agreed the Company’s risk management process included a 

risk matrix that identified the COLA licensing issue, including the LWA, as a 

risk, and that the Company developed a risk management action plan for this 

licensing risk that involved what most utilities do with respect to that risk, - (Id. at pp. 45-47). He further agreed that this risk 

mitigation action plan was the only reasonable action plan to address the licensing 

risk and that the Company would not have done something different. (Id. at p. 48: 

L. 2-17). Finally, he agreed that PEF implemented this risk mitigation action plan 

with respect to the COLA and LWA and that he did not have an opinion that PEF 

did not do something that it should have done with respect to this risk mitigation 

strategy. (Id. at P. 48, L. 18-25; p. 49, L. 1-3). In other words, Jacobs recognizes 

that PEF did everything that PEF reasonably could have done to address the 

potential risk that the NRC did not issue a schedule for the LWA and other items 

in the PEF COLA consistent with PEF’s requested schedule. 

Did the Company prepare the design analysis necessary to develop a sound 

LWA scope of work? 

Yes, it did. The Company’s LWA scope was developed by the Joint Venture 

team as part of the COLA application using industry recognized domestic and 

5389496.2 26 
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CONPIDENTlAL 

because excavation is not construction under the NRC’s LWA rule and the 

dewatering activities are unrelated to the safety-related strnctures, systems, and 

components (“SSC’s”), which is the case with respect to the dewatering work on 

the LNP. Again, the dewatering work is necessary only for the excavation so the 

Company can excavate the hole and keep the ground water out. The NRC’s 

request that PEF include the dewatering work in the LWA scope in fact indicated 

that the NRC was reviewing the LWA, as PEF requested the NRC to do. Further, 

when the NRC docketed the Company’s COLA, including the LWA, on October 

6,2008, that action indicated that the entire application was sufficient for NRC 

review and that there were no inherent problems in applying the design to the site 

that prevented NRC review. Jacobs agreed in his deposition that the docketing of 

the COLA represented by the October 6 ,  2008 letter meant that the NRC was 

going to undertake to review the COLA application and everything in it, including 

the LWA. See Exhibit No. - (GM-5) (Jacobs, Dep. Excerpt, p. 89, L. 1-13). 

Did the inclusion of the dewatering items in the scope of the LWA mean that 

the Company’s requested review schedule for LWA issuance would not be 

granted? 

No. The inclusion of the dewatering items in the scope of the LWA did not 

impact the review schedule at all. It did require re-sequencing of the physical site 

work in order to perform it more in parallel, rather than in series, to ensure that 

the construction schedule could still be met, which was the case. - 
5389496.2 28 
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CONFIDENTIAL 

As the Staff audit report notes, the Company retained Burns & Roe to 

assist the Company in its EPC contract negotiations by reviewing the initial price 

book and supporting cost library data and initial construction schedule provided 

5389496.2 

- This is what in fact occurred when the Company adjusted 

the construction schedule to include the dewatering work in the LWA scope at the 

NRC's request in September 2008. Burns & Roe was not provided the NRC 

review schedule and was not commenting on the schedule for regulatory review 

and approval of the LWA at all. 

Inclusion of these items within the LWA still left the NRC approximately 

thirty (30) months to review and issue the LWA from the COLA submittal. The 

Company identified the site, engaged the necessary COLA contractors and 

subcontractors to develop the site design, had the engineering and geological 

testing and analysis completed, including the drilling and technical evaluation of 

108 soil borings, completed the geotechnical evaluation, prepared the design for 

the sub-foundation and foundation, and submitted this information to the NRC in 

approximately eighteen (1 8) months. The Company reasonably believed about 30 

months was sufficient time to review what it took the Company about 18 months 

to complete and provide to the NRC. This is the principle reason, together with 
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9. 

CONFLDENTIAL 

the advice of all our experts and input from the industry regarding the propriety of 

an LWA for the LNP, that the Company evaluated the risk of not obtaining the 

LWA- And, at no time before January 23,2009 did the NRC 

indicate that it was not going to review the LWA at all, which was the effect of 

the NRC’s subsequent decision to review the LWA work only on the same time 

schedule as the COL. 

Did the Company maintain a close interface with the NRC with respect to its 

LWA and COLA? 

Yes, it did. The Company began with meetings, presentations, and written 

responses to the NRC and its technical reviewers even before it submitted its 

COLA with the LWA to explain to the NRC the Levy site, the COLA, and the 

LWA. These occurred on January 10,2008, February 20,2008, March 5,2008, 

and June 30,2008. Coinciding with the submittal of the COLA to the NRC the 

Company met with the NRC technical reviewers on July 28, 2008 to update the 

prior presentations and review the LWA scope. After the COLA was submitted 

the Company and the NRC had calls or meetings on September 5,2008, 

September 9,2008, October 1,2008, December 3-4,2008, and January 6,2009 in 

addition to written communications. A list and brief description of some of these 

interactions with the NRC regarding the Company’s COLA, including the LWA, 

is attached as Exhibit No. __ (GM-7) to my rebuttal testimony. In addition, 

PEF’s staff regularly communicated with the NRC staff during the time period on 

a frequent basis. Finally, prior to execution of the EPC agreement, Mr. Jeff LyasE 
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CONFIDENTIAL 

and Mr. Bill Johnson went to Washington to meet with the NRC leadership. At 

no time during or following any of these interactions with the NRC did the NRC 

indicate that it would not review the LWA before the COL thereby effectively 

eliminating the LWA for the LNP. 

By the way, if the Company had assessed the risk of not obtaining the LWA 

-would the Company’s mitigation plan and efforts been any 

different than it was? 

No. Even though the Company assessed the risk of not obtaining a LWA- 

=. Accordingly, the Company fully invested in its mitigation plan to 

maintain the interaction with the NRC and see to it that the NRC had what it 

needed to make that decision. In fact, there is no dispute that those are the 

appropriate actions to take and that we were executing OUT mitigation plan. This 

is what you do after you submit the permit or application, is maintain interaction 

with the agency and timely respond to inquiries - a point with which Jacobs 

agrees. See Exhibit No. - (GM-5) (Jacobs, Dep. Excerpt pp. 47-48). And, as 

Jacobs also agrees, once the Company submits its permit or application to the 

agency for review and approval, the Company loses control over its ability to 

move the project forward. (Id. at p. 45. L. 3-8). That control goes to the agency 

during the review process. That was certainly true for the Company’s COLA and 

LWA submittal to the NRC. 

15389496.2 31 I 
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To determine if completion of the plant is capable of being done or carried 

out from a project management perspective, we evaluate whether the plant is both 

technically feasible and legally feasible. Jacobs does not dispute that these are in 

fact factors in determining the feasibility of completing nuclear power plants. See 

Exhibit No. - (GM-5) (Jacobs Dep. Excerpt p. 120). 

In my direct testimony and, as Jacobs notes, in my deposition I explained 

that technical feasibility means can the APlOOO design selected for this site be 

deployed at the Levy site. Based on my project management experience working 

with this design and its application to the Levy site, the input from the team of 

experts we have employed to assist us on this project, and my own nuclear and 

mechanical engineering background and experience, I testified that the LNP is 

technically feasible. Nothing we have seen or reviewed suggests that the APlOOO 

design cannot be deployed at the site, indeed, regulatory reviews are proceeding 

to do just that. All Jacobs can come up with to claim there is an issue about the 

Company’s adoption of its revised risk mitigation program. Jacobs Test., p. 19, - in the May 2009 Consortium Monthly Project Status Report that 

23 
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- Sec Exhibit No. - (Gbi-I I )  to my rcbuual testimony 

Again, there is always regulatory uncertainty prior to actually obtaining the 

regulatory license or permit, and therefore some risk that it might not be obtained. 

This does not mean you do not go forward with the project. If it did, you would 

never build a nuclear power plant. 

I described in detail in my direct testimony the current regulatory status 

of the LNP, explaining what we have achieved, what we did not achieve - the 

LWA discussed in detail above, what we have done in response to that change in 

the NRC review process, and what our expectations are for the future permits, 

approvals, authorizations, and licenses for the LNP. Jacobs fails to acknowledge 

the numerous land use authorizations, permits, licenses, or other approvals that 

have been achieved for the LNP that are included in my direct testimony and the 

numerous ones that are on schedule that are identified in my testimony and at 

Exhibit 3 on page 19 of the Staff Report reviewing PEF’s Project Management 

Internal Controls for the Nuclear Plant Uprate and Construction Projects. See 

Exhibit Number CC-1 to Staff Testimony. For example, the Administrative Law 

Judge issued his recommended decision and order to approve PEF’s SCA on May 

15,2009. The point is, despite the NRC decision regarding the LWA, the NRC 

has deemed PEF’s COLA sufficient for review and established a schedule 

consistent with PEF’s other requested timelines, including issuance of the COL in 

42 months. There is no reason to expect that PEF will not be able to obtain the 

authorizations, permits, and licenses to construct and operate the Levy units at the 

Levy site. 
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4. 

CONFIDENTIAL 

* 

review must be based on facts, not merely on opinions. 

The decision must be evaluated on the basis of actual facts. The 

What criticism does Jacobs make regarding the EPC contract? 

Jacobs argues that PEF should not have signed the EPC contract on 

December 31,2008 because: (1) PEF had not received a schedule from 

the NRC for the review and approval of a requested Limited Work 

Authorization (LWA); and (2) Joint Owners had not yet committed to the 

project. As I will discuss, both of these contentions are without merit. 

Did Jacobs follow the appropriate prudence evaluation standard in 

his criticism of the signing of the EPC contract? 

No. Jacobs has used hindsight to evaluate PEF management prudence 

in signing the EPC contract in December 2008. Based on what was 

known at the time, PEF acted prudently in signing the contract when it did. 

As I will discuss below, there were compelling reasons for PEF to sign the 

EPC contract by December 31, 2008, which included- 

Jacobs ignores these benefits to signing the EPC contract - he 

does not even acknowledge them in his testimony -- and instead bases his 

15498118.2 3 
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"Yes, there were commercial reasons or other benefits for 
PEF signing the EPC agreement on December 31,2008 
rather than January 2009. Those reasons and benefits are 
stated below. 

I 
I 

I 

I 

In response to Staff request DR 7, regarding cost benefits / risks 

associated with signing the EPC contract prior to the NRC issuance 

of COLlLWA schedule, PEF expanded on the benefits above, 

including the following: 
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In your opinion, were the reasons stated by PEF in its 

responses reasonable? 

Yes. The advantages to enter into the EPC contract by December 31, 

2008, were substantial both in terms of cost and maintaining the LNP 

schedule. Jacobs’ testimony does not mention these reasons despite his 

having been advised of this information. 

Further, as I identified in my direct testimony, PEF had thoroughly 

reviewed the EPC contract terms and conditions including engaging Price 

Waterhouse Coopers to perform an independent review of the contract. 

PEF’S EPC contract strategy was to- 

I 
I 

c 

I designed to provide incentive 

to the contractor to perform efficiently. I 

From a licensing perspective, signing the EPC contract was 

evidence of an active engineering, design and procurement program. 

PEF reasonably anticipated that this posture would be reflected in 

I 
I 
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communication from the NRC that indicates any such linkage. As further 

evidence of the absence of any link between the NRC's LWA decision and 

the CH2MHill QA program, the NRCs acceptance of the QA corrective 

actions had occurred well prior to PEF's July 2008 filing for the LNP 

COLA. 

Finally, it is important to note that PEF identified the deficiencies 

that CH2MHill had in their quality assurance program through~its oversight 

and audit process, and that they were corrected. These corrective actions 

were fully accepted based on the audits conducted between March 2007 

and April 2008 that verified the implementation of the revised quality 

program. 

Jacobs asserts that PEF, by signing the EPC contract, has placed 

itself in a very weak position to renegotiate the EPC contract. Do 

you agree? 

No, In my opinion, Jacobs is speculating with no facts to support his 

speculation. Contrary to Jacobs' implication, PEF may actually be in a 

stronger negotiating position because it signed the EPC contract on 

revised costs to accommodate the schedule of the LNP may be 
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comparable or lower than what they would have been had the EPC 

contract not been signed in 2008. 

Had PEF not signed the EPC contract by December 31, 2008, they 

In my opinion, 

having locked in these cost and schedule savings by signing the EPC 

contract, PEF was in a stronger position to renegotiate the contract than if 

these terms were not previously secured. 

Jacobs states that PEF should have had joint owners in place prior 

to signing the EPC contract. Do you agree? 

No. Jacobs mischaracterized the meaning of the statements found in the 

LlNC meeting minutes that “JO work and EPC are closely tied.” Rather 

than his implication that LNP joint owners were necessary before signing 

the EPC, the statement has to do with the desire of potential joint owners 

to have the EPC in place before they signed a joint owner agreement. 

The sequence anticipated from PEF’s early 2008 discussions with 

the prospective joint owners was that the finalized joint owner agreements 
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risk matrix, you have to come up with a risk 

mitigation or action plan; correct? 

A Yes. 

Q What was that risk mitigation or 

action plan for the COLA? 

A 

- 
Q And do you believe that to be a 

reasonable action plan or mitigation strategy for 

that risk? 

A I think that's what most utilities do, 

yes. 

Q Would you agree with me that that risk 

mitigation action plan or strategy would be the 

same no matter what risk level you assign to the 

COLA or LWA application? 

A I don't think I would agree with that. 

I think if you assigned it a higher risk number 

further up the matrix, you would develop more 

resources to making sure that those actions 
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The LPA Group and HDR Engineering short listed from 5 bidders 
for further negotiations for th6Acauishon Program Manager 
(APM) . Estimated cost- 

* Closed on Carter Property (easement and 108 acres) for Central 
Florida South Substation March 4th at= 

Existina Hudson Substation acquiring 5 additional acres at = m 
a LCFS - Negotiating easements at (220 ft at 2.5 miles) 

PHP - Negotiating easements at (40 ft at 1000 ft) 
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a Interface Agreement between G&TC and TOPD due April 1 5th 

LiDAR study completed and awaiting deliverables 

Conductor selection completed 

Negotiations continue with Commonwealth Engineerina for the 
design of Crystal River Energy Complex (CREC)- 

500kV design basis documents 
XFMR Specs 100% completed 
Substation Specs 80% 

+ Transmission Line 50% 
a Protect & Controls started 
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I Work Plan / Planned Spend for 2009 - 
Evaluate options for building location and finalize 

Complete the 30% design and bid package for 
desigdbuild contractor 

Complete civil design and apply for permits 

Select desigdbuild contractor and award contract 

Finalize all permitting 

Finalize balance of design required for start of 
construction 
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SMC r 

2 

Levy Analysis Objectives 
Maintain Levy as a viable option 
Defer commitment until greater certainty 
Manage financial impact of Levy 
Identify alternative resource opportunities 

Arrived at two alternatives 
20-month shift of Levy unit 1, 18-month separation 
Preserve Levy - COLA Only 

Discuss preserve construction alternative - -  i-1 ~CONNDf/VT/AL _ _  ; 
Resource plan, Financial elements, Customer Price 
Regulatory path, Joint Owner, EPC action 

Discuss Next Steps 

1 
Progress Ene 
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Alter Levy construction schedule 
Shift Unit 1 by 20 months - April 201 8 
Unit 2 completion to follow by 18 months 
Transmission with comparable shift (flexible) 

Benefits 
Accommodates expected LWA outcome 
Considers customer price sensitivity 
9 [CONFfDENTlAL) 
Retains production tax credits 
Provides transmission flexibility 
Maintains regulatory timing 
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Financial recast I Capital P Deltas 
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’ Prcrgress Energy 
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Levy Analysis 
20-month shift sensitivity 

36-month shift sensitivity 

36-month sensitivity 
@!IFIDeft!TlALJ 


Project to date -$370 million 

Review expected customer pricing issues 
Carbon, RPS, Redacted - Privileged 

Note: Analysis for this schedule shift is an estimate and the actual result will depend, in part 
on subsequent negotiations with the Consortium to amend the EPC agreement 

Progress Energv 
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Levy Analysis 
20-month shift sensitivity 
3G-month shift sensitivity 

36-month sensitivitv 

Project to date -$370 million 

Review expected customer pricing issues 
Carbon, RPS, - Redacted - Privileged 

Note: Analysis for this schedule shift is an estimate end the actual result wilt depend, in pad 
on subsequent negotiations wifh the Consortium lo amend the EPC agreement 
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Total Levy Project Costs through 20 
36 Month Shift Scenario 

8 Progress Energy 
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Progress Energy 
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I Additional time to gain certainty 
Federal policy, financial markets, COLA progress 
Improves near-term customer price impact 

z Some opportunity to advance work 

Communicate change to WEClShaw 
Renegotiate EPC, - Redacted - Privileged 

Uncertainty of total project cost estimate (without feedback from 
WEClS haw) 

20 rogress Energy 
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BOARD OF DIRECTORS 
PROGRESS ENERGY, INC. 

CONFIDENTIAL 

We *ill use the attached presentation in our Boxd conference call this Friday, April 17, at 
1 pm. (cail-in number: 858-563-4735; access code 5814305). The pulpose of the call is to 
discuss OUT nex3erm ~ l m  and yew-end ontions reeardino the I c w  n d r 2 ~  -&,.- :n cl--hi* 
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Board of Directors 
April IS, 2009 
Page 2 

-7 - 
L.- CO NFlD EN TlAL 

If you have questions before ow call, please let me know, 

Sincerely, 

WDlidj 
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Conditions to Proceed with Levy Project 

Levy Project Success Factors 

Levy Project Must Support Our Financial Success Factors 
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Landscape Changes 
Potential Implications 

Capital market deterioration 
Share price near or below book value 
Our sector no longer holding up 
Debt market concerns (unsecured) 

Federal energy policy landscape 
Climate change 
Nuclearlcoal pohcies 
Renewables 
Environmental regulation 

Broad economic indicators continue to 
show weakness 

Prospects for late 2009/early 2010 recovery 
uncertain 
Impact on load/energy 
Customer ability to pay 

c ~ . y , ~ ~ . ~ ~ ~  ~ . .  ,..~ t 
-/ Florida regulatoryllegislative climate .__. -___ 

Price impact 
Potential legislation 

Ability to raise capital 

Timing and support for 
new nuclear 

Resource planning impacts/ 
challenging rate environment 

Timing and support 
for new nuclear 
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20-Month Shift Alternative 

Alter Levy construction schedule 
- Shift Unit 1 by 20 months - April 2018 
- Unit 2 completion to follow by 18 months 
- Transmission shift remains flexible 

Outcome 
- Accommodates expected LWA outcome 
- Provides additional time for and certainty on: 

+ Obama Administration nuclear position 
Financial market and economic rebound 

, Customedpolicymaker support 
, PEF rate case, first NCRC prudence hearing 
+ Federal policies on carbon, renewables and coal . JO participation 
+ NRC COLA process . Cornrnodityllabor stabilization -- L--. CONFfDENTfAL . 

- Minimizes near-term customer price impact 
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Levy Regulatory Milestones and Illustrative Cash Flows 
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36-Month Shift Alternative 
(Bold italics denotes differences from 20 month shift) 

Alter Levy construction schedule 
- Shift Unit 1 to June 2019 (-36 months) 
- Unit 2 completion to follow by 18 months 
- Transmission shift remains flexible 

Outcome 
- Accommodates expected LWA outcome 
- Provides additional time for and certainty on: 

t Obama Administration nuclear position 
+ Financial market and economic rebound 
+ Customedpolicymaker support 
+ PEF rate case, first NCRC prudence hearing . Federal policies on carbon, renewables and coal 
+ JO participation 
+ NRC COLA process 

Commodity/labor stabilization 
i [ziK@ii4 

- Minimizes near-term customer price impact 

I O  
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CONFIDENTIAL 

Draft Peeasus-Global Notes of Interview 3/29 

John Elnitsky-VP NPD 
Sue Hardison-GM, Corporate Development and Group Business Services 
Bob Kitchen-Mgr, Nuclear Plant Licensing 
Vann Stephenson, Mgr, Nuclear Plant Engineering 
Ken Karp, GM Levy Baseload Transmission Projects 

A. Management followed reasonable business process in making its decision 

Transmission Planninflrocess regarding Levy: 

Report on the transmission projects at PPR meetings. When 20 month LWA schedule 
shift announced, asked to look at scope, resequencing of planned activities and staffing 
and looked at various options of how PEF could slow things down and reasonably curtail 
spending in this area. The most significant change was the decision to move from an 
acquisition program manager-outside organization retained to identify and assist in land 
acquisition to an in-house self managed approach. In addition, engineering and the 
sequencing of the activities in support of land acquisition were reviewed in light of the 
new schedule which affected the scope of work the transmission department had 
underway. The decision to change to a self-managed approach resulted in significant 
dollar savings. 

Of an approximate 2009 - budget, by the end of the year, had only spent 
roughly = consisting primarily of pre-construction costs regarding regulatory and 
licensing. Of the = budgeted for land acquisition, only approximately = was 
expended, largely relating to the decision to move from a Program Acquisition Manager 
to internal management of this effort. The transmission group’s main objective in 2010 is 
to provide support for licensing and COLA activities from the transmission perspective. 

Background 

1. Organization changesire-organization. (Discuss whether senior institutional 

a. Few changes have occurred from the initial negotiation team and therefore 
institutional knowledge has been retained even with the few management 
changes that have occurred. (1.e. Danny Rodrick left the company and his 
role was replaced by John Elnitsky). 

b. PMT-John’s standard process for reviewing projects and so when he was 
brought in used this. CR uprate-had PPR. Monthly progress reviews 
(may not be called) Generation and Construction which had everything but 
Levy. Formed in 2008 

knowledge base was retained throughout project even with changes). 

Page 1 of 12 
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next chain of command, still with that overlap of involvement from one 
level to the next. 

16. Explain NPD - perspective, roles, responsibilities, contract management, and 
function. 

a. An integrated and consolidated organization to execute a project of this 
magnitude. Construction management and financial oversight under 
Hardison which provides alignment and the right amount of independence 
and review. There are weekly staff meetings between John Elnitsky and 
Jeff Lyash with feedback on those issues that need fiuther review and 
evaluations before they are brought before the entire SMC. Thus, Jeff 
Lyash serves as another step regarding the information needed for review 
and evaluations of that information required before going to the next level 
of management, in this case, the SMC, for making an informed decision. 

Explain the PMT, perspective, roles, responsibilities, contract management, and 
function. 

a. PMT -really John’s staff. PPR-renaming of LINC. Same participants and 
is the transition from LINC and essentially the same group. PMT is 
John’s direct reports and key interface support organizations-cheri, Dave 
conely, Sue Hardison, procurement (Olson) nuclear oversight and project 
insurance (Melinda burrs). PPR is a higher level review-VP and up 
personnel. Vinny Dolan, Alex Glenn, treasurer (tom Sullivan). SMC- 
Mark Molan-CFO-Bob Johnson-Bob M c M u r e  and Lloyd Yates. Thus, 
really the “C” suite contingent. 

What oversight does management have on contracts and what does it retain on 
contracts once executed? 

a. Sargent & Lundy - CH2MHill - WorleyParsons -the JV contract is 
primarily for assistance in preparation of the COLA and activities related 
thereto. 

19. NRC negotiations and filings. 
a. COLA in reference to Vogtle as the lead plant is a -positive in that Vogtle 

has a contract and they are “digging a hole” rather than TVA which was 
the prior lead plant whose focus is more to restore Watts Bars and Browns 
Ferry. Progress sees no negative impact on transition. Another benefit is 
that Progress is at the end of RAI process and has closed any open items 
that were on the Bellefonte docket. Further, there is good communication 
through NuStart with multiple calls each week with WEC and the utilities. 

17. 

18. 

Factors Considered in making decision 

20. Reasons for signing the EPC (refemng to what was stated in MillerLyash 2009 
testimony) 

m 
Page 7 of 12 
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21. 

22. 

23. 

b. The JV came into the picture to help develop the license application. 
License application was their scope of work. The JV’s focus is assist in 
the preparation of the license application and response to M s  and 
follow-up studies (Le. the geotechnical studies) 

FPSC - regulatory impacts to schedule shift decision (Rate case decision) 
a. April 9, 09 SMC Meeting 
b. April 17, BOD Meeting 

Six Scenarios Analysis: reasons/procedures in choosing scenarios. etc. 

a. 10/15/09: Back to April with partial suspension-knowing what knew then- 
20 months of work to be done after the license? Told WEC/SWW-give us 
the 6 scenarios-s 24 mo-20 mo shift LWA and amount of float with CP-36 

Lay out direction to work 
with vendors What work done, 
who has work underway-what can we stop and not stop. Then to Oct brief- 
other factors in external environment, SMC national economy-load growth 
in FL, federal climate change, credit ratings, DCD and what happening 
and several NRC discussions on shield building and final environmental 
impact statement. ASLB 3 contentions and related to safety and attached 
to final safety evaluation report, SMC starts to say we want some 
additional options and why not also consider as options to either cancel the 
project and or cancel the EPC and finish COLA or go to long term partial 
suspensions. 4 options-continuing sort of with base plan 36 month shift or 
something that preserves longer term option. Scenario and what can do- 
more than what the scenarios provide-Oct 15-if want to push and move 
risk to after license and knew into 2012 by that point-needed another 
approach and cannot just say we can pick one scenario. 

b. Oct 15 meeting-go ahead to move with a different negotiation strategy- 
how do you get into a long term suspension. Contracting strategy- 
approach consortium and one option is to cancel the project and told 
Consortium that so that Consortium can provide to PEF what that means 

Page 8 of 12 
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and what that commits. 10/15 NRC rejects shield modification and has to 
redo it. Held press conference and Shaw stock went down 20%. - 
-Given where we are with economy in FL and 
load growth projects and shield building issue-inclination cancel and just 
go do COLA and just do PO. 

iii. Jan 2010-more negotiation-set of principles around long term 
suspension and writing language. 

24. Feb. 15,2010 SMC presentation 
25. March 8,2010 SMC presentation 
26. 
27. Amendment 3 to EPC 

March 17, 2010 BOD presentation 

Page 9 of 12 
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B. Management reasonably and prudently implemented management decision. 

28. Lyash testimony and Gany Miller testimony on reasons for signing the EPC 
29. March 2009 Bums and Roe Review and Validation of APlOOO Cost and 

Schedule. How did PEF decide what findings and observations to act on? How 
did PEF utilize report? 

a. Over % of their open items were involved with the schedule. WEC will 
resolve in the next round. Some of the risk indentified did in fact arise. 

Progress has tracked the B&R 
identified itcms and took ownershio of thcm to resolve them. Actions - 
have been recorded in the tracking matrix which continues to be reviewed 
and evaluated. 

If the project were to be abandoned, what alternative actions are in place to 
replace the loss of the Levy station? For example, how are baseload 
capacity/demand considered and what the impact may be to the customer during 

30. 

3 1. How did the PTCs play into the decision making process, including the deadlines 
set forth in the requirements for PTCs? 

a. PTCs-safety concrete is to be poured by 2014-which would certainly be a 
challenge since the COLA is not expected now until 2012 or even possibly 
2013, which would push first nuclear concrete way beyond this date. 
Progress in essence took on a 2-year penalty due to the inability to begin 
with an LWA. 

The timeline submitted to staff highlights meetings with consortium, discuss what 
transpired in these meetings and how this information was utilized in the decision- 
making process and how communicated to the Board? 

a. Consortium meetings-per the contract-set uu monthly uroiect execution 

32. 

Page 10 of 12 
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b. 

core topics at the Consortium meetings involved vendor visits and long 
lead items. The focus of the meetings during the course of summer 
centered as to the progress the Consortium was making on the scenario 
analysis and how vendor information was being received. By August, with 
the congruence of the enterprise risks, meetings shifted to renegotiation of 

11s. 
.. . - 

I 

I 
versus cancellation. 
Lyash and Johnson had extensive conversations with WEC/SWW 
beginning in October 2009 regarding the Amendment including the 
convergence of enterprise risk being exacerbated by financial markets, 
COLA timing, DCD uncertainty, etc. relative to Progress’ confidence in 
the schedule-there comes a time that have to pick a point based on what is 
known at the time. 

33 Regarding the absolute costs per the March 17 Board meeting presentation, how 
did the board arrive at these costs as the best option and how was this considered 
relative to the best option for the Progress Energy Shareholder, Progress Energy 
as a company generally, and for the rate payers? 

a. Why not just cancel the contract? The decision to sign the EPC was found 
to be prudent. Progress considered that one of the primary reasons for 

hearing, there was a 2-year protracted negotiation to get the contract 
signed. Others such as Southern and SCANNA had already signed and 
others such as Duke and Dominion were stepping up to the plate. In 2008 
the Obama Administration noted that Climate Change was at the top of the 
agenda. By not canceling the contract, Progress preserves its right to 
restart when it can. 
-Looking at the time lines-Southem will 
complete before PEF pours their lst safety concrete. The China plant will 
be complete before PEF’s first nuclear concrete. Will a1 
lessons learned and 
-These actions will be able to be taken without having to renegotiate 
a new contract which will improve their risk advantage. Preserving this 
flexibility will have little affect on near term costs over 3 years-little 
difference in cancelmg right out. Very little difference ffom cash flow 
situation over next 3 years. What does it cost you to go to partial 
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suspension? 
=Incremental storage costs in addition to the = (early estimate 
on PO disposition)-but this is still significantly lower than if 
-1 llaving a contract i s  a big dcal. Downside- 

~ 

why PEF not doing what Dominion doing-compete technologies-terminate 

and 2013 multiple technologies that have been through the process. 
Amending COLA for technology maybe OK once approved. Abandoning 
nuclear and looking at different option? Nuclear part of long term solution 
in FL. Gas in near term for filler. Load growth and gas prices-long term 
fuel diversity need for equation. 
-without Levy shift-application of clean air interstate 
review and will be part of on-going analysis and discussion with state- 

-J 

Investment 
dollars-what can we look to? Oil fired units for lost capacity. 
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Draft Pegasus Global Holdings Interview Notes of Jeff Lvash March 31,2010 

1. What was the reason for the establishment of the LINC? 

a. The LlNC was established to coordinate al l  project activities. LlNC became the Project 
Performance Review Committee 

a. Discusses issues relative to the company nuclear projects and the nuclear industry. 
Discusses status of DCD review. Carries this knowledge to the full Board although there 

are no formal recommendations from this Board committee to the full Board. Any 
concerns can also be raised to the full Board. 

a. At each Board meeting, information is presented giving a status of the project, including 
issues of the EPC agreement from its initial negotiations, to the most recent issues 
involving potential termination, amendments, and/or other dispositions of LNP. 

b. The Board has a full understanding of the issues before it and when it is time to make a 
decision, the Board is building off a strong base of knowledge and not just a summary 
level. 

4. Does the Board composition allow for an understanding of the issues put before it relative to 

LNP? 
a. Yes. The Board is comprised of members who have experience in the area of finance 

and in the nuclear industry. For example, the Board Committee for Operations and 
Nuclear Oversight is comprised of experienced individuals in the nuclear area. These 
individuals include Charles W. Pryor, Jr. Chairman of Urenco Investments, Inc, which is a 
global provider of value added services and technology to the nuclear generation 
industry. Mr. Pryor was previously with Westinghouse. In addition, the Nuclear 
Oversight Committee includes Alfred C. Tollison, Jr., retired Chairman and Chief 
Executive Officer of the Institute of Nuclear Power Operations, an industry sponsored 
non-profit organization. Both members provided feedback to the full Board. 

2 .  Explain the roles of the Nuclear Oversight Committee of the Board. 

3. How is information on LNP presented to the Board? 

5. What were the key considerations in regard to negotiation of the T&Cs for the EPC Agreement? 

I' 
I I 
I I 
I 
I 
I 

I 

I 

6. Howw I s  being negotiated? 

a. The SMC made presentations to the Board relative to the status of the negotiations. 
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Oversight Committee can schedule i t s  own meetings. For example, before the March 
17,2010 Board meeting, the ONC went to LNP for the day and met with Jim Ellis to 

discuss operating nuclear fleet performance and new plant construction and INPO 
oversight and training of internal staff. 

b. Lyash and Johnson responsible a t  SMC meeting to brief the SMC and to prepare and 
bring issues to the Board meeting. 

11. Explain the EPC Agreement negotiation process 
a. 

I 

C. 

Before December'08 there was a core negotiating team. The purpose of the 
negotiation was discussed with the SMC a t  each SMC meeting. As got to "rough spots" 
or particular items, would raise these in the SMC meeting to try and assure a path to be 
taken and a commitment to proceed ahead with some SMC expectation. A t  several 
points during the negotiation would involve Johnson and Mullens on-how to get past a 
particular point and expectation relative to WECISWW position. 
In December '08, a substantial foundation of work had been done and there was a 

fundamental knowledge by the SMC and the Board as to what had transpired over the 
past year and what positions had been taken. The knowledge was not merely history, 

12. What discussion was held with respect to Production Tax Credits? 
a. Had to look a t  all options and how al l  objectives could be met. The PTCs were not that 

large in the overall picture of schedule and were not large enough t o  keep the schedule 
given the discussion of other factors impacting schedule. Also, PEF believes that the 
PTCs will change as the industry picks up and thus the requirements for PTCs are also 
likely to change. 

PEF has applied for Phase 1 and maintains i t s  right to reengage. PEF made the decision 
not to pursue Phase II a t  this time due to the DOE position regarding 1" lien against 
assets, a position to which PEF could not agree. 

a. The DCD status is an issue that is discussed a t  most if not al l  SMC and Board meetings. 
The WEC design certification and the reference COLA are being monitored closely. 
Issues with containment building design and sump issues are al l  reviewed with respect 
to any potential impacts to the COL approval. Lyash sits on a NE1 New Plant Oversight 
Committee along with representatives from SCANNA and Southern Companies which 
meet and discuss these issues. 

a. As discussed previously, the Board has been continually been informed of the status and 
progress of the LNP and the nuclear industry and issues facing the industry that also 
impact PEF and the LNP. Given the DCD issue, the decision was made to- 

13. What is the status of the Federal Loan Guarantees? 
a. 

14. How is the SMC and the Board monitoring the DCD? 

15. How was the Board's March 17 2010 decision made? 
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_ .  . . . .  

b. In January, PEF informed WEC of all the areas where PEF thought WEC was weak intheir 
negotiation and provided WEC with what they w o i M  31-r-n tn d,=+ *hot, -8ould not. 
In the March 17 Board meeting, the discussion1 I 

1 
A 
Disposition 

I 

i 
16. What has changed since PEF entered into the EPC Agreement with WEC? 

a. LWA-major impact on schedule 
b. Demand Side Management 
c. Market Conditions 
d. PSC Decision on rates 
e. PEF considered it the right thing to do to delay the project and execute Amendment 3- 

fair for PEF and fair for i t s  customers. Move the capital expenditures until after the 
COLA and capture the benefit that can be learned from others who are moving ahead 
with the APlOOOs now. Gain flexibility by putting some risks behind that will be resolved 
once clearer picture i s  obtained regarding carbon pricing and how Florida comes out of 
the recession. There will be clarity on the economy and energy policy and the amount to 
invest now with decision is small in comparison to the benefits that are expected to be 
received based on what we know now.- PEF 
is committed to the AP1000. If PEF had not agreed that it could maintain the benefits it 
had under the EPC Agreement, it would have terminated the contract, however, PEF’s 

evaluation showed otherwise and PEF used the existing termination provision to i t s  
advantage. 
Risks are evolutionary and not stat ic and PEF is responding to the evolution and it is 

anticipated to respond to different opportunities as well as look to put in place 
mitigation plans to respond to risks as they evolve. 
The T&Cs in the current agreement give PEF options to accommodate evolving issues 
that have arisen to date. 

a. It is important, but not a litmus test for feasibility of project and there are so many 
other factors to be considered and get clearer with time. You cannot relook a t  the 
decision whether or not to continue a nuclear plant looking a t  an annual. CVPRR-nuclear 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Nuclear Power Plant Cost Recovery ) Dockct No. 100009-E1 

Submitting for filing: June 14,2010 
Clause. 1 

1 

REDACTED 
PROGRESS ENERGY FLORIDA’S RESPONSES TO CITIZENS’ THIRD SET OF 

INTERROGATORIES TO PROGRESS ENERGY FLORIDA (NOS. 34-63) 

Progress Energy Florida, Inc., (“PEF” or the “Company”), responds to Office of Public 

Counsel’s (“OPC“ or “Citizens”) Third Set of Interrogatories (Nos. 34-63), as follows: 

INTERROGATORIES 

Ouestion 34 

What are  the specific issues to be addressed in the CR3 LAR’s? 

Response: 

Subject to PEF’s general objections filed on June 3,2010, and without waiving same, the EPU 
LAR requests authorization to operate CR3 at a higher Rated Thermal Power (3014 MWt). The 
NRC liccnse limits thc thermal output of the reactor core (as opposed to electrical output of the 
facility). In support of that increase, the CR3 EPU LAR provides the Nuclear Regulatory 
Commission (“NRC”) reviewers a comprehensive evaluation of the impacts of the proposed 
increase in powcr level. In order to support the increase in power level it was necessary to rerun 
all of the fuels, safety and transient analysis for CR3, which are summarized in the LAR. Some 
of these require changes in inputs or mitigating system performance. In addition, the increase in 
power necessitatcs an increase in system flows and other thermal -hydraulic parameters. 
Therefore it is necessary to upgrade (replace or modify) numerous components in the plant. The 
LAR summarizes these changes in detail. Those changes associated with increased power 
production but not as significant with regard to transient performance are less detailed. Those 
changes directly associated with transient performance are discussed in more detail. The LAR 
also includes an extensive assessment of the environmental impact of the higher power level, 
testing requirements, operational impacts and other facets of facility performance. 

The LAR is organized into several distinct sections, the largest of which deals with the subjects 
noted above. It is broken down into over 100 sections and is approximately 2000 pages in 
length. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Ouestion 35 

Please describe any technical challenges o r  difficulties related to the CR3 LARS. 

Response: 

Subject to PEF’s general objections filed on June 3, 201 0, and without waiving same, there are 
two major modifications that are nuclear safety significant and will have increased scrutiny by 
the NRC. 

The Low pressure lnjection Cross Tie, LP1 Xtie, with Hot Leg injection for Boron 
precipitation modification is being performed to lower fuel clad peak temperature, limit the time 
of core uncovery, and reduce fuel clad oxidation following a hypothetical Core Flood Line Break 
accident. At the existing power level this is not a concern and the existing design and licensing 
bases are adequate. However at EPU conditions with higher dccay heat power levels, and a 
single failure of the opposite train diesel, all LPI flow ends up flowing out the break and not to 
the core, and the existing design is not adequate. 

The LPI crosstie will allow some flow to be delivered to the core and the resultant accident 
analysis and limits are maintained. This modification has been implemented at two other B&W 
reactor design plants and is considered low regulatory risk, but is required to be approved in 
order to achieve EPU power levels. The Hot leg injection for boron precipitation control taps off 
of the LPI XTie line and actively mitigates fuel assembly flow blockage by introducing low 
concentration borated water to the top ofthe core to dilute any precipitants that may cause 
blocking. 

This benefits both boron precipitation concerns and Generic Safcty Issue, GSI 191 sump debris 
and other precipitants from blocking fuel channels. This modification will remove a long 
standing single failure which currently has a docketed exemption with the NRC, which would 
also come under scrutiny if this modification were not performed. This yields positive results for 
Nuclear Safety and Dose consequences and there is no anticipated regulatory concern with this 
modification. 

The second Modification, which will require greater scrutiny by the NRC, is the 
Atmospheric Dump Valve and Fast Cooldown System. This modification will also lower fuel 
clad peak temperature, limit the time of core uncovery, and reduce fuel clad oxidation during 
hypothetical small break loss of coolant accidents. Without this modification, again the 
hypothetical accident analysis would result in unacceptable results and EPU would not be 
approved. This modification will also involve a digital control system which has its own unique 
regulatory requirements for submittals and review cycle. 

I6928202.l 
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The Atmospheric Dump valves and Fast Cooldown system will lower secondary pressure which 
in turn will lower primary system pressure allowing for higher HPI flow and some Core Flood 
Injection yielding acceptable results. This modifications requires both ADVs to be safety related, 
Operable at all times, and single failure proof. This modification also requires the instrument air 
and back up bottled air to be safety related. The power supplies and back batteries are required to 
he safety related as well. The digital control system and software will be safety related and 
require approval under the NRC’s Interim Staff Guidance, ISG-6 guidance for Digital System 
upgrades. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Question 36 

Does the CR3 uprate LAR filing have any impact on the license extension filing at  the 

NRC? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, no the 
CR3 uprate LAR filing does not impact thc license extension filing. PEF has been careful to 
keep these two projects separate. Both projects will be under review at the same time which 
will require coordination efforts by both PEF and the NRC. The two projects have very limited 
technical overlap however. In thosc areas (primarily environmental qualification and reactor 
vessel materials) both projects performed the associated analylical work without presuming the 
success of other project. The rules associated with license extensions explicitly address changes 
occurring during or subsequent to the review and approval. This will allow integration when 
both are approved. PEF is not requesting the recovery of any license extension costs through the 
EPU project. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Ouestion 37 

What plant modifications or procedure changes are  expected to result from the CR3 LAR 

review process? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, plant 
modifications are summarizcd in Appendix E of the EPU LAR, which will be provided as 
requested by Citizen’s Production of Documents Request 55  when it is filcd with thc NRC. A 
summary of these plant modifications is included in previous testimony and in response to 
OPC’s Third POD question 56. 

Procedure changes are directly associated and changed in conjunction with the plant 
modifications. Those that are not associated with physical changes to the plant will be associated 
with an overall uprate package that will address and authorize a wide variety of documcnt 
changes including, but not limited to, procedures. The list of impacted procedures will grow as 
the design process proceeds. The currcnt list is provided in response to OPC POD 56. 
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Docket No. 100009-El 
OPC’s 3rd Set of Interrogatories 

Question 38 

Franke page 7, lines 16- 17. Please describe the additional safety equipment to be installed 

and the purpose and function of the “fast cool down system.” 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, the 
purpose and function of the fast cool-down system (FCS) is addressed in the response to question 
35 (listed as subpart a). 

OPC has requcsted to bc copied on the EPU LAR when submitted. Attachment [ 1, Appendix E, 
Enclosure 2 is a detailed conceptual design description of the FCS. The additional equipment 
involves replacement of valves MSV-25 and -26 with larger valves. An alternate controller is 
being added to control at a lower sccondary pressure (nominally 350 psig as opposed to the 
current value of nominally 1025 psig). Associaled indications and controls are being added 
along with improvements to DC power and air supplies associated with valve operation and 
control. 
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Docket No. 100009-El 
OPC’s 3rd Set of Interrogatories 

Ouestion 39 

Franke page 14, lines 18 - 19. Please describe the lessons learned from prior LARs and 

how these lessons learned were incorporated into the CR3 uprate LAR. 

Responsc: 

Subject to PEF’s general objections tiled on June 3, 2010, and without waiving same, the lessons 
lcamed focused on thc cvolving cxpcctations of the NRC Staff with regards to the EPU. At the 
suggestion of the NRC, CR3 used the LAR from R.E. Ginna Nuclear Power Plant’s EPU as a 
model in preparing our submittal. We were also able to use the NRC’s Requests for Additional 
Information (“RAIs”) to Ginna in order to identify specific arcas in which the NRC rcvicwcrs 
focused. At the time CR3 began developing the EPU LAR, Ginna was the only plant that had 
submitted an LAR that was prepared using the NRC’s new EPU Review Standard, RS-001. 
While CR3 was preparing the EPU LAR, two additional plants, Monticello Nuclear Gcncrating 
Plant and Point Beach Nuclear Plant submitted LARS also using RS-001. Both plants withdrew 
their LARs during acceptance review after receiving RAls expecting their engineering work to 
be substantially more complctc at submittal than prcvious EPUs. CR3 was ablc to use these 
plants’ experiences in developing its LAR. As a consequence of awaiting further development of 
the engineering solutions, PEF’s LAR submittal will better match the NRC’s evolving 
expectations. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Question 40 

What  are  the current scheduled or expected commercial operation dates for LNP Unit 1 

and Unit 2? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, in the 
May, 2010 filing, the Company announced that it will postpone the major construction activities 
on the proposed Levy County nuclear project unlil aRer the COL is obtained. The target date to 
have the COL is in the 4th Quarter, 2012. Based on this date, and as documented in the IPP, the 
current assumed in-service dates arc Junc 2021 for Levy Unit 1 and December 2022 for Levy 
Unit 2. 
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Docket No. 100009-El 
OPC’s 3rd Set of Interrogatories 

Question 41 

What joint ownership level must be achieved for the LNP to proceed? Please explain your 

response. 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, there is no 
predetermincd lcvcl ofjoint ownership that must be achieved for the LNP to proceed. As PEF 
explained beginning with the need determination for the LNP, there are benefits to joint 
ownership for PEF and its customers in sharing the costs and risks of the LNP with other parties. 
PEF continues to believe these benefits still exist and, therefore, PEF will continue to pursue 
joint ownership participation in some form for the LNP. There is continued interest by other 
parties in participation in the LNP. PEF expects that interest to continue. PEF has benchmarked 
100,80, and 50 percent ownership scenarios and has provided those results in this and other 
filings and while those are helpful indicators of the economics of various ownership levels, there 
is no predetermined level ofparticipation in the LNP. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Question 42 

Please explain in detail how “The irst r$ te an1 Bther geotechnical site risks are 

receding.” (Lyash, page 45, lines 9-10). 

Response: 

Subject to PEF’s general objections tiled on June 3,2010, and without waiving same, to prepare 
the COL application, subsurface geotechnical and geophysical investigations were perrormed at 
the Levy Nuclear Plant (LNP) site in accordance with the requirements of NRC Regulatory 
Guides (RG) 1.206 and 1.132. These investigations arc summarized in the LNP COL application. 
Based on these investigations and the proposed conceptual design for the LNP plant foundation, 
it was concluded that the subsurface conditions at LNP are adequate to support the APlOOO plant 
in accordance with the NRC regulatory requirements as documentcd in the LNP COL 
application. 

The LNP subsurface investigations show that the underlying rock formation (Avon Park) has 
random pockets of low recovery zones, in fills, and possibly small voids. These zones were 
labeled as “Karst” features. As a conservative design feature, the LNP APlOOO Nuclear Island 
(NI) mat foundation is supported on a 35 feet thick Roller Compacted Concrcte (RCC) mat that 
has free spanning capability although this mat will set on a smooth competent Avon Park 
limestone rock formation. In addition, the underlying rock formation will be grouted to a depth 
of 75 feet to facilitate dewatering of the NI excavation. This grouting would fill any small voids 
in the 75 feet directly beneath the NI foundation. However, no credit (conservative) was taken 
for the improvement in the subsurface conditions resulting from the grouting for the RCC 
Bridging mat design. 

During the COL application acceptance review, COL application Request for Additional 
Information (MIS), and during the NRC Geotechnical Audits, thc NRC requested extcnsivc 
additional information on the extent, location, and characteristics of the “Karst” features and on 
the geotechnical characterization for the LNP site. In these requests for additional information, 
the NRC appeared to be more focused on ‘fully’ mapping the ‘Karst’ fcaturcs without crediting 
the robust design of the RCC Bridging mat that could span conservatively postulated “Karst” 
features. 

In response to the NRC RAIs and during the NRC geotechnical audits, the site investigations, 
geotechnical evaluations, Avon Park limestone formation characteristics, and the basis for 
determining the size of the design karst featurcs (void) wcre further clarified to the NRC. In 
addition, to better characterize the properties of the in f i l l  material and to further investigate the 
low recovery zones, a limited scope Offset Boring Program (OBP) was implemented. 
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Information from the OBP showed that recovery in the isolated ‘low recovery’ zones are 
dramatically improved when a larger diameter core drill is used and care is taken to ensure that 
the hard rock in the core barrel does not grind the soil rock layers during the drilling process 
resulting in the previous low recovery zones. It was also determined that infill zones at LNP site 
are weathered rock and not deposited soft clay or silt layers. In addition, inspection of regional 
facture pattern on exposed Avon Park formations showed that weathering is gcnerally along the 
factures. NRC reviewed the RAI responses and the OBP results presented during the third 
geotechnical audit held in September 2009. During the exit meeting for the audit, NRC informed 
Progress Energy that their concerns related to subsurface conditions at LNP including karst were 
receding based on the high quality of the RAI responses, the favorable OBP results, and their 
inspection of the facture patterns in the cxposed Avon Park formation. In addition the NRC’s 
project Manager for Levy notified Progress Energy’s Licensing Manager that the NRC was no 
longer tracking the Karst risk as a significant issue. This NRC feedback also led Progress 
Energy to downgrade the ‘Karst’ risk from significant to low. It also formed the basis for Mr. 
Lyash’s statement that “the karst related and olher geotechnical site risks are receding”. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Question 43 

Is it PEF’s belief that  the cost of capital used in its CPVRR is sufficient to attract enough 

money to build LNP through the commercial operation date of Unit 2? If not, what rates 

would be appropriate? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, PEF does 
not havc an opinion as to whether its 6.75% cost of capital used in its CPVRR is or is not 
sufficient to attract enough money to build LNP through 2022, the current estimated commercial 
operation date of Unit 2. PEF does not plan to enter the capital markets al this time to finance 
the LNP in total. Rather, PEF plans to enter the capital markets as may be necessary to obtain 
capital on reasonable terms as the LNP proceeds. 
CPVRR is PEF’s current weighted average cost of capital and, therefore, i t  is appropriate for that 
reason to usc that cost of capital at this time. 

The 6.75% cost of capital used in PEF’s 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Question 44 

Do you believe that all of the 36 month ‘minimum LNP schedule shift’ was caused by the 

NRC? If no, what are the other causes of this shift? 

Resaonse: 

Subject to PEF’s general objcctions filed on June 3,2010, and without waiving same, PEF 
responds as follows. The NRC’s Limited Work Authorization (“LWA’) dctcrmination did 
impact the LNP schedule resulting in a minimum 20 month schedule shift. The NRC’s revised 
review schedule for thc LNP Combined Operating License Application (“COLA”) extends the 
target dates for the Final Safety Evaluation Report (“FSER’) and final environmcntal impact 
statement (“FEIS”) beyond the FSER and FEIS target dates in the initial NRC review schedule 
for the LNP COLA. Thesc shifts in the initial target dates for the FSER and FEIS are the result 
of the COLA review process taking longer than both the NRC and PEF originally anticipated in 
the initial NRC review schedule for the LNP COLA. These delays reflect the risks inherent in 
initial target dates for COLA revicws by the NRC. The intervention by three interveners in 
PEF’s NRC COLA review and the admission of parts of three contentions for hearing by the 
NRC Atomic Safety and Licensing Board C‘ASLB’) -one of which has now been dismissed but 
re-filed by the interveners - furthcr impacted the LNP schedule. The ASLB order 4/7/10 states: 
“In addition, based on the input from the parties as to their availability during the period of 
December 201 1 and January 2012, the Board instructs the parties and the NRC Staff to hold the 
time period of January 16-27,2012 open for the conduct of the evidentiary hearing.” Again, the 
hearings are part of the COLA review process and intervention requiring contested hearings on 
certain contentions is a risk inherent in the process and, although the risk was not “caused” by 
the NRC, the hearing schedule is within the control of the ASLB and the NRC. As explained in 
Mr. Elnitsky’s testimony at page 21, the ASLB identified the trigger date for the start of the 
contested hearings as the issuance of the FEIS and the ACRS letter recommending approval of 
the FSER. As a result of the schcdule shift in the issuance of the FEIS, the requirement to 
conduct contested hearings, and the inability to start the contested hearings with the issuance of 
the FEIS alone, there is an expected delay in the issuance of the LNP COL from late 201 1 to late 
2012, at the earliest. Issuance of the LNP COL impacts the LNP schedule because the Company 
cannot start construction work prior to issuance of the COL. 

Additionally, PEF’s LNP COL depends on the NRC’s review and approval of a revision to the 
Westinghouse A P l O O O  Design Certification for the nuclear reactor design that will be 
constructed and operated at the Levy site. As explained by Mr. Elnitsky at pages 19-20 and Mr. 
Lyash at pages 10-1 1 of their testimony, rcvisions to the NRC Design Certification for the 
APIOOO Design Control Document (“DCD”) are presently pending before the NRC. The NRC 
revised and extended the review schedule for the APlOOO DCD Revision and initiated review of 
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the modifications to the shield building design to complete review of the APIOOO DCD 
revisions. PEF has not reviewed the APIOOO DCD revisions or the shield building modifications 
to detemiine whether or not they were “caused” by the NRC, Westinghouse, or any other party 
or event. Nevertheless, some revisions and modifications are expected as part of the NRC 
review process for the approval of the nuclear reactor DCDs. Because these revisions to the 
AplOOO DCD must be approved before the LNP COL can bc issued thcrc is, however, a greater 
risk that the NRC review schedule for the LNP COL will be adversely impacted. 

As explained by Mr. Elnitsky at page 21 and Mr. Lyash at page 11 of thcir tcstirnony, both the 
above-described impacts to the PEF LNP COLA review schedule and the APIOOO DCD 
revisions review schedule result in an expected LNP schedule shift of at least three years. 
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Docket No. 100009-E1 
OPC’s 3rd Set of Interrogatories 

Ouestion 45 

Is it your belief that but for the NRC delay of LWA, LNP would still be with its 2008 

schedule? 

Resoonse: 

Subject to PEF’s general objections tiled on June 3, 2010, and without waiving same, PEF 
cannot respond to this hypothetical with certainty becausc PEF cannot possibly know the events 
and circumstances that may have occurred had the NRC not made its detennination with respect 
to the LWA when it did in January 2009. For example, the NRC may have issued the LNP 
COLA review schedule with the LWA and latcr determincd that the LWA could not be issued, 
What PEF does know is that the NRC LWA determination resulted in  a minimum schedule shift 
of at least 20 months. PEF also knows that since May 2009, when the Company announced a 
schedule shift of at least twenty months due to thc NRC LWA determination, there have been 
increasing enterprise risks that affect the Company’s evaluation of the revised LNP schedule, 
These enterprise risks are included in the Company’s risk management of the LNP and they are 
constantly monitored as part of the Levy Project risk managerncnt. These enterprise risks 
include risks associated with schedule shifts due to licensing and permit review and approval 
delays. The enterprise risks associated with the licensing and permit review and approval and 
the impact on the LNP schedule are described in detail in thc testimony of Mr. Elnitsky at pages 
16-22 and in the testimony of Mr. Lyash at pages 7-11. The enterprise risks also include 
potential risks associated with the economy, the Company’s sales, load, and financial position, 
federal and state energy and environmental policy, legislation, and regulation, and federal and 
state support for nuclear generation development. These enterprise risks and their affect on the 
Company’s evaluation of their impact on the LNP schedule are described in  the testimony of Mr. 
Elnitsky at pages 22-25 and 28-30 and in the testimony of Mr. Lyash at pagcs 12-40. 
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Question 46 

Have you determined estimated costs for the alternative you have chosen (continuation 
with COL and minimum continuation of the EPC contract) followed by project 
cancellation after receipt of COL? What were the results of those evaluations as compared 
to project completion and immediate project cancellation? If you did not evaluate this 
alternative, why not? 

Response: 

Subject to PEF’s general objections filcd on June 3, 2010, and without waiving same, no. As 
stated in the April 30,2010 testimony of John Elnitsky at pages 29-30, while the Company did 
evaluate a full project cancellation scenario, continuation options provided the best fit to the 
Company’s stated objectives with regard to the Lcvy Project, primarily: 

a) Significant reduction of near term customer price impact; 

b) Continuance of nuclear generation as a viable option for future fuel and carbon 
emission cost savings as comparcd to an all natural gas-fired generation plan; 

c) Preservation of the beneficial terms and conditions of the EPC contract; and 

d) Movement of risk and significant cash outflow past COL receipt. 

The alternative presented in Question 46, project cancellation after receipt of COL, would not 
have mct these stated objectives and as such, was not evaluated. 
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~ 

Rates ($1 OOO/Kwh): 
Year I 2013 I 2014 I 2015 I 2016 I 2017 1 2018 I 2019 I 2020 I 2021 I 2022 I 2023 

Residential $7.98 $23.78 $6.51 $13.70 $21.47 $29.35 $38.47 $43.42 $25.69 $18.47 $0.94 

Question 41 

What are the ratepayer impacts after 2012 of completing the project on a 100% ownership 

basis using the current path chosen? 

Response: 

Subject to PEF’s general objections filed on June 3,2010, and without waiving same: 

Notes 

1. Rates reflected above are ‘free-fall’ based on expccted cash flows and as such do not 

contcrnplate any rate mitigation efforts. 

2. Rates in 2013 and 2014 include the amortized portion of the rate mitigation defemal of $60 

million and $57.3 million, respectively. 

3 .  Residential Ratcs within the NCRC clause, excluding the revenue requirements in base rates 

as assets are placed into service. 
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OPC’s 3rd Set of Interrogatories 

Ouestion 48 

What are the ratepayer impacts if the LNP is cancelled after receipt of the COL? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, please see 
response to Question 46 herein. 
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Question 49 

Did PEF consider pursuing the option of canceling the EPC contract and obtaining an 

early site permit (ESP)? If so, why was such an option eliminated? If  not, why not? 

Rcsoonse: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, no, the 
Company did not pursue the option of cancelling the EPC contract and obtaining.an ESP. As 
described in the February and March SMC presentations included in response to OPC #3 POD 
#71, the Company performed a detailed assessment of contract options and determined that the 
best course was to suspend. The current plan is to reassess the construction schedule aftcr 
approval of the COL with a target in-service date of 2021. Our assessment is that the time 
rcquired to prepare and obtain NRC approval of an ESP followed by the time to resubmit and 
obtain NRC approval of a COLA would be at least 7 years. In addition, given the currcnt status 
of NRC and USACE environmental reviews of our COL, a transition to an ESP would 
cffcctively represent a step backward in the process of obtaining a FElS and FSER, would add 
inefficiency and cost to the process, and would not complete required licensing actions in 
support of an in-service date of 2021. 

16928202. I 
19 



Docket No. 100009-El 
OPC’s 3rd Set of Interrogatories 

Question 50 

At page 68, lines 13-15, Mr. Lyash states that “(a) firm commitment by joint owners to the 

LNP is not expected unt i l  there is greater certainty with respect to the cost, timing and  

enterprise risks associated with the LNP”. When do  you expect this ‘certainty’ to occur 

such that you can expect joint owners to make firm commitments? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, PEF 
cannot provide a specific date and time when there will be greater certainty with respect to the 
cost, timing, and enterprise risks associated with the LNP described in detail i n  Mr. Lyash’s 
testimony such that joint owners can be expected to make firm commitments to the LNP. PEF 
does expect, however, that with its current approach there will be greater certainty than currently 
exists with respect to the cost, timing, and enterprise risks as the LNP moves forward although 
PEF cannot specifically identify the timing of this increasing level of certainty with respect to the 
LNP. PEF plans, however, to stay in communication with potential joint owners as the LNP 
proceeds to later determine if and when joint owners are willing to make firm commitments to 
the LNP. 
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Ouestion 51 REDACTED 

Galloway a t  page 37, lines 3-4. Witness Galloway states that a benefit of the preferred 

approach is “allowing PEF the benefit of alternate technologies that may be available a t  

that  time.” What  alternate technologies might these be? How would these technologies 

relate to continuing the COLA process and LNP? 

Response: 

Subject to PEF’s general objections tiled on June  3, 2010 and without waiving same, Dr. 
Galloway’s statement in her testimony at page 37, lines 3-4 regarding “allowing PEF the benefit 
of alternate technologies that may be available at that time,” is one of eight benefits that Dr. 
Galloway identities as a result of the Company’s decision to execute Amendment 3 to the EPC 
agreement. With respect to this one of the eight benefits identified, Dr. Galloway is referrina to 

: is not currently considering ~ 

technology as indicated in its COLA. However, as slated by Dr. Galloway on page 36 of her 
testimonv. PEF’s decision results in several benefits. includina mesewation of the right to 

s eurrcntly committed to proceeding with the APIOOO desi& 
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Question 52 

With what other AP-1000 projects has Witness Galloway compared prices’? What  were 

those prices on a basis comparable to the LNP project? 

Resoonse: 

PEF incorporates by reference its general and specific objections to OPC interrogatory number 
52. Subject lo these objections and without waiving same, PEF states that Dr. Galloway did not 
compare prices of the LNP to other APlOOO projects, nor did she indicate that she did in her 
testimony. Prices for the LNP and other APlOOO projects will vary with factors unique to such 
project so Dr. Galloway did not compare prices. As stated by Dr. Galloway in her testimony, Dr. 
Galloway has worked on and is familiar with other mega-projects including the Vogtle APlOOO 
project. In her experience, Dr. Galloway is familiar with the industry price mechanisms, e.g. 
fixed/firm, time and materials, and the use of these pricing mechanisms to allocate risk bctwcen 
the parties. It is the use of these pricing mechanisms to allocate risk consistent with best industry 
practices that Dr. Galloway references in her testimony (see, e.g., page 43, lines 3-17). Please see 
the response to Question 53 also, which is incorporated herein by reference. 
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Ouestion 53 REDACTED 

Galloway at  page 41, lines 11-21. With what other AP-1000 project contracts is Witness 

Galloway familiar? Are the terms and conditions of the LNP project better, worse o r  the 

same as the other contracts? Please provide a comparison table listing the individual terms 

and conditions of these contracts and comparing them to the LNP contract. 

Response: 

PEF incorporates by reference its general and specific objections to OPC interrogatory number 
53. Subject to these objections and without waiving same, PEF states that Dr. Galloway’s 
testimony at page 41, lines 11-21 is, as stated Cleddy there, based on Dr. Galloway’s expericncc 
in the industry and best industry pract,ices on o t h d a r g e  capital projects with long-lead items and 
not specifically limited to her experience in the industry with other APIOOO projects. Dr. 
Galloway is, however, familiar with the APIOOO contract for the Vogtle APIOOO projcct. Dr. 
Galloway is also familiar with other engineering, procurement, and construction (“EPC’) or 
similar contracts for large capital projccts or mega-projects like the LNP. Dr. Galloway is bound 
by confidentiality agreements not to disclose the specific terms of many of these mega-project 
contracts including the APIOOO contract for the Vogtle project. Based on Dr. Galloway’s 
industry experience with such contracts, including the experience with another APIOOO contract 
however, Dr. Galloway can say that the terms and conditions of the EPC agreement for the LNP 
arc consistent with and are at least as good as if not better than the terms and conditions of other 
EPC or similar agreements for APlOOO and othcr mega-projects. For example, the LNP EPC 
agreement contains the following terms, conditions, and/or provisions that are particularly 
bencficial for PEF and its customers: 
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REDACTED 

These beneficial provisions are explained at pages 37-41 of Dr. Galloway’s testimony. 
Additionally, at pages 34-37, Dr. Galloway explains how Amendment 3 to the LNP EPC 
agreemcnt preserved these beneficial terns and conditions of the EPC agreement and the nuclear 
option. 
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REDACTED 
Question 54 

Galloway a t  page 42, lines 9-11. What “well defined ... execution schedule” is Witness 

Galloway aware of o r  referring to? 

Response: 

Subject to PEF’s general objections fi m June 3, 2010, and without waiving same, at page 42, 
lines 9-11 Dr. Galloway is describing the keys to obtaining a fixedlfinn price contract for 
megaprojects and states, “The execution of the LNP is scheduled to extend over a number of 
years. The keys to obtaining a firm price on such a megaproject are a well defined scope, quality 
level, and execution schedule. The EPC Agreement includes all these key objectives.” As noted 

r e s  hoi 

42, ...._” , . . 
. This is what Dr. Galloway is referring to in her testimony at page 

Pursuant to Rule 1.340(c), please also refer to the EPC Agreement Bates range IOPMA-LEVY- 
EPC-000001 through 000541, at Sections 3.2, 3.3 and 3.4 and Exhibits A, D, E, previously filed 
in this docket and subject to PEF’s April 1, 2010 Request for Confidential Classification, FPSC 
Document No. 02378-10. 
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Ouestion 55 

Galloway a t  page 42, lines 20-22. How does the LNP EPC agreement “. .. provide a metric 

to enable cost increase predictability and protection for the Owner and the Consortium? 

Resaonse: 

Subject to PEF’s general objections tiled on June 3, 2010, and without waiving same, Dr. 
Galloway discusses how the EPC Agreement contains cost increase protection and predictability 
metrics in her testimony at page 37 line 16 through page 38 line 12. 

Pursuant to Rule 1.340(c), please also refer to Sections 6.1 through 8.10, 11.8, 13.1, 13.2, and 
Exhibits F-I, F-2, G, H and J of the EPC Agreement Bates range IOPMA-LEVY-EPC-000001 
through 000541 previously filed in this docket and subject to PEF’s April 1, 2010 Request for 
Confidentiality, FPSC Document Number 02378-10. 
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Ouestion 56 

Elnitsky at  page line 12. Witness Elnitsky states tha ‘‘(this) process had to be followed 

for each of the thirteen long lead material items.” Are all other procurement contracts and 

purchase orders related to long lead equipment terminated? 

Resuonse: 

Subject to PEF’s general objections tiled on June 3,2010, and without waiving same, the thirteen 
referenced long-lead material items encompass all the equipment referred to by the Company as 
“long lead material items.” No procurement contracts or purchase orders havc been “terminated” 
at this time. The Company suspended activity on long lead marerial effective April 30, 2009. 
Work continued on long lead material items that were put in place prior to the notification of 
partial suspension in April 2009. Based on available infonilation at the time, and at the rcquest 
of the Consortium, the Company approved selected activity on certain longlead items in late 
July 2009. At this time, the Company is engaged in active negotiations with the Consortium to 
assess the most effective disposition for each of the long lead material items. 
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Elnitsky a t  . - 13, l in 23. D detailed price tim 

Docket No. 100009-El 
OPC’s 3rd Set of Interrogatories 

s exist for a 60 month delay 

scenario? If so, please provide those estimates o r  any other estimates beyond 36 months. 

Response: 

Subject lo PEF’s general objections filed on June 3, 2010, and without waiving same, the 
reference from page 13, line 23 is with regards to the Six Scenario Analysis and Associated Cash 
Flow Analysis Report provided by the Consortium to Progress Energy on August 13,2009. This 
report did not include a 60-month delay scenario and the Company did not rcquest this scenario 
of the Consortium during that time. Hdwever, the Company developed and approved an estimate 
for a 60 month delay scenario. The 60 month delay scenario estimate is provided for in Section 
3 ofthe IPP (referenced in OPC #3 POD #60) and also the dctailcd cstimate for a 60 month delay 
scenario is provided in OPC #3 POD #73. 
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Question 58 

Elnitsky a t  page 14, line 5. Does the schedule analysis apply to time extensions beyond 36 

months (other than by extrapolation)? Please provide such schedule shift analysis. 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, no. The 
Company requested scenario analysis from the Consortium of options for a 24 month schedulc 
shift and 36 month schedule shift. No extensions beyond 36 months were requested, this is 
documented in the Six Scenario Analysis and Associated Cash Flow Analysis Report provided 
by the Consortium to Progress Energy on August 13, 2009. The Company did not begin to 
exarninc schedule shifts beyond 36 months until the fourth quarter of 2009 as the project faced 
increasing enterprise risks. The enterprise risks arc discussed in detail in the April 30, 2010 
Testimony of Jeff Lyash filed in this docket. 
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Ouestion 59 

Is it the Company’s position that the 36 month plus delay i s  sole caused by the NRC? 

Response: 

Subject to PEF’s general objections filed on June 3, 2010, and without waiving same, please see 
response to Question 44. 
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Question 60 

Elnitsky at page 22, lines 4-5. How far beyond 36 months docs PEF believe the “minimum 

schedule shift” is? 

Response: 

Subject to PEF’s general objections filed on June 3,2010, and without waiving same, while the 
Company has not identified a specific timeframe, analysis has been provided to utilize a 60 
month schedule shift as a base case. The Company currently expects the NRC to issue the Levy 
COL in late 2012. At that time the Company will update its assessment of the project and 
schedule to ensure that it continues to be in the best interests of customers and shareholders. 
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Ouestion 61 REDACTED 

Elnitsky a t  page 27, lines 11-16.’ Please provide further breakdown of the four costs listed. 

Response: 

Subject to PEF’s general objections filed on June 3,2010, and without waiving same: 

a) Costs o f m  related to the COLA includc primarily company labor and third-party 
engineering required to respond to NRC Requests for Additional Information (RAI’s), 
completing annual COLA revisions, other continuing COLA activities with the NRC, and NRC 
fees related to the Levy COLA. 

b) Purchase Order Disposition Costs were estimated at a rough order of magnitude o f m  
based primarily on high-level information from the Consortium and industry experience with 
other long lead equipment cancellation costs in the early period o r a  contract. 

c) Transmission and Other Owner’s Costs o f m  included company labor for engineering, 
contract management, financial management 

; wetland mitigation costs estimated at 
and other support costs o f  approximately 

Transmission engineering and construction 
work and strategic transmission substation land acquisitions of 

a p p r o x i m a t e l y m ;  and approximately 
Lcvy site. 

d) Estimated costs for the EPC Agreement during the 2010-2012 period o w  include 
a p p r o x i m a t e l y m  for limited work to support PMO activities, minimal engineering support, 
supplier oversight of long-lead material activity for both items ordered prior to the April 2009 
partial suspension and anticipated minimal levels for items likely to proceed during continued 
partial suspension; a p p r o x i m a t e l y m o r  payments of both material ordered prior to the April 
2009 partial suspension and anticipated minimal 

for other strategic land and land easements for the 

partial suspension; and 
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REDACTED 
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Question 63 

For all Long Lead Material please provide the following: 

a. A description of the scenarios and options considered for disposition; 

b. A description of the scenario and option selected and  the basis for this 

selection; 

C. Cancelation Costs; 

d. Storage Costs; 

e. Incremental Costs; 

f. Sunk Costs; 

Response: 

Subject to PEF’s general objections filed on June 3,2010, and without waiving same, the 
Company is in the process of assembling a disposition package for each of the Long Lead 
Material PO’s. There arc thrcc options that are currently being considered: Continuation, 
Suspension and Cancelation. The Senior Management Committee, (SMC), will approve the PO 
disposition recommendation in multiple phases. The first phase consists of POs in which the 
disposition decisions margins are relatively clear cut based on available information. The second 
phase consists of the PO’s in which decisions margins are less clearly defincd. Additional 
information has been requested on the PO’s that are in phase 2. Once this information is 
received, the package will be finalized and a recommendation will be made to the SMC for 
approval. 

In addition, see response to OPC’s Third Document Requests question 59. The latest draft of the 
methodology and all disposition packages will be made available to OPC in the Tallahassee 
office of PEF at a mutually convenient time. 
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AFFIDAVIT 

STAI'E OF FLORIDA 
,-. C.OUNTY OF C X X W  'i;qLd,; < ., 
4, 

BEFORE ME. the undersigned authority duly authorized to administer oaths, 

personally appeared JON FRANKE, who being lirst duly sworn, deposes and says that 

the foregoing rcsponses to Citizens' Third Set oflnterrogatorics to Progress Energy 

Florida (Nos. 34. 3 5 , 3 6 ,  37. 38,39) in Docket No. 100009-EI, are true and correct to the 

bcst ofmy knowledge, information and belief. . 
/.---I - 

TI1E,FOREGOING INSTRUMENT was sworn - ---- to and subscribed .____ bclorc me this 
Li day o f m .  1010 by JON FRANKE. He iypersonally known t o w o r  has 

produced his driver's ken= as 
identification. 
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AFFIDAVIT 

STATE OF FLORIDA 

COUNTY OF PINELLAS 

BEFORE ME, the undersigned authority duly authorized to administer oaths, 

personally appearcd JOHN ELNITSKY, who being first duly sworn, deposes and says 

that the foregoing responses to Citizens' Third Set of Interrogatories to Progress Energy 

Florida (Nos. 40,42,44, 45.46.49,56,57,58,59.60,61, 62,63) in Docket No. 100009- 

El, are true and correct to the best ofmy knoyledg~infomalion and belief. 

THE FOREGOING INSTRUMENT was sworn to and subscribed beroore me this 
1 I th day orJune, 2010 by JOllN ELNITSKY. He is 

(AFFIX NOTARIAL SEAL) 

IWX?XIR. I 

Lynda K. Bates 

NOTARY PUBLIC, STAl'E OF 
(Printed N m e )  

2/27/2014 
(Cornmimu, Expiralion Datc) 



AFFIDAVIT 

STATE OF WASHINGTON 

COUNTY OF 

BEFORE ME, the undersigned authority duly authorized to administer oaths, 

personally appeared PATRICIA D. GALLOWAY, who being first duly sworn, deposes 

and says that the foregoing response tu Citizen's Third Set of Interrogatories to Progress 

Energy Florida, Nos. 51 ,52 ,53 ,54  and 55 in Dockct No. 100009-EI, arc truc and correct 

10 the best of my knowlcdge, infon 

THE FOREGOING INSTRUMENT was swoni to and subscribed bctore me this 
day of& 2010 by PATRICIA D. GALLOWAY. Shc is pcrsonally known to 

me, or has produced her - drivcx's license, or her 
as identification. 

(Conwusbn dipinlion Dale) 
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AFFIDAVIT 

STATE OF FLORIDA 

COUNTY OF PINELLAS 

BEFORE ME, the undersigned authority duly authorized to administer oaths, personally 

appeared THOMAS G. FOSTER, who being first duly sworn, deposes and says that the 

foregoing responses to Citizens’ Third Set of Interrogatories to Progress Energy Florida (Nos. 

47,48) in Docket No. 100009-E1, are true and correct to the best of my knowledge, information 

and belief. 

(Siginrwrc) THOMAS G. FOSTER 

THE FOREGOING INSTRUMENT was sworn to and subscribed before me this -day 
of ~, 201 0 by THOMAS G. FOSTER. He is personally known to me, or has produced his 

driver’s license, or his as identification. 

(Signaurc) 

(AFFIX NOTARIAL SEAL) 
(Prinicd Nrmc) 

NOTARY PUBLIC, STATE OF 

(Commission lixpirrlion I h t c )  



AFFIDAVIT 

STATE OF NORTH CAROLINA 

COUNTYOF WAKE 

BEFORE ME, the undersigned authority duly authorized to administer oaths, 

pcrsonally appcarcd JEFF LYASH, who being first duly sworn, deposes and says that the 

foregoing responses to Citizens' Third Set of Interrogatories to Progress Energy Florida 

(Nos. 41,43, 50) in Docket No. 100009-EI, are true and correct to the best of my 

knowledge, information and belief. 

(~ igna~urc )  JEFF LYASH 

THE FOREGOING INSTRUMENT was sworn to and subscribed before me this 
-day of-, 2010 by JEFF LYASH. He is personally known to me, or has 
produced his driver's license, or his as 
identification. 

(Siginlurc) 

(AFFIX NOTARIAL SEAL) 
(I'rintcd Narnc) 

NOTARY PUBLIC, STATE OF 

(Commission lixpirrlion Daw) 

(Serirl Number. I l  Any1 
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