Quality Inspection Variances

Audit staff examined the number of quality inspections completed by the CCRs for the
period August 2007 through August 2008. For this period, FP&L reported that 10,566
distribution construction projects were completed by contractors and completed 2,110 quality
inspections on these projects. EXHIBIT 5 details the numbers of variances identified by CCRs
during the quality inspections performed during this period.
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EXHIBIT 5 Source: DR 3.4c

As this Exhibit shows, the company identified 247 (12 percent) construction deficiencies
during the 2,110 quality inspections performed in the period. When a deficiency is observed, the
company rates these variances into five categories, ranging from minor exception to serious
concern. Of these 247 deficiencies, 144 (58 percent) were categorized as minor exceptions, but
10 (4 percent) were categorized by the company as having a “serious system integrity safety
concern.” The majority of these most serious deficiencies were located within the Treasure
Coast and Toledo Blade service areas. The root cause of inspection variances should be a
priority for the company. This trend may emphasize the need for the company to more closely
monitor these areas and re-assess its processes and internal controls. The results of such efforts
should enable the company to establish and implement corrective actions which will help
prevent, or at least mitigate, deficiencies in these areas in the future.
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Performance Evaluations

Along with quality inspections, the CCRs are required to complete a performance
evaluation on every project that cost more than $100,000 to construct. However, for 2007 the
company states that a performance evaluation was completed on 69 percent of these qualifying
projects. The company also states that only 63 percent of the CCRs achieved this evaluation
requirement during the year.

In addition to the requirement to complete evaluations on these high-dollar jobs, the
company requires that each CCR complete a monthly performance evaluation on each
contractor. However, the company states that its systems are unable to track these monthly
inspections results and was not able to provide the number of evaluations completed by each
CCR during 2007. Therefore, staff was not able to determine if the company is meeting this
requirement. FP&L management states the company is reviewing this metric and requirement.

Summary

Overall, audit staff recognizes that FP&L has established a high standard in requiring its
CCRs to perform quality inspections on 100 percent of specified projects. However, audit staff
does not believe that the company has placed an adequate focus on ensuring that all of these
required quality inspections are being performed by its CCRs. While the percentage of
completed quality inspections has increased since 2004°, 72 percent of the CCRs did not achieve
the company’s requirement in 2007. Additionally, audit staff does not believe that the company
has maintained adequate management oversight to ensure that the required performance
evaluations are completed in accordance with company policy.

2.2 FP&L Construction Personnel

Does the company employ adequately trained and certified distribution
construction personnel?

FP&L requires that each of its distribution line personnel complete a detailed training
program. The company has a three-year Journeyman certification program that includes
classroom and on-site apprenticeship training. Each distribution area crew consists of certified
workers and, at times, an apprentice trainee. Each worker is required to maintain certification by
attending periodic training refresher courses. When an associate is hired who has a journeyman’s
certification from another utility, FP&L requires the associate to attend specific training courses
to become certified in specific FP&L work methods and other mandated training.

Each FP&L production lead and area manager is responsible for ensuring that all workers
are current in their training cycles. Employee training records are maintained online, and
management receives training reminders when an associate is required to attend a course.
Depending on the topic, training refreshers can be required every one to three years.

* 2005 FPL Internal Audits: Power System Distribution Contract Administration Review, October 2005 and Power
System Distribution Contract Administration Review Follow-Up, December 2006. Data Request 1.7.
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Along with its specialized training program, the company also provides periodic notices,
in the form of flyers and monthly publications such as the Distribution Line, that notify
employees of changes to policies and procedures, safety concerns, or equipment installations.
These notifications are distributed to each area office and are also available to employees via the
company’s Intranet.

Does the company have a process to monitor the construction practices of
FP&L’s own distribution construction personnel?

FP&L monitors its construction practices of its distribution staff through its normal
management oversight process. When a job is assigned to an FP&L distribution area for
construction, the area management team will coordinate to confirm the constructability of the
project, verify the job site will support the proposed job, and ensure that the job is designed in
accordance with required specifications. Once all pre-construction requirements are met, the
production supervisor will assign the job to an FP&L work crew.

Each FP&L work crew consists of certified journeymen with a designated crew foreman.
The lead crew foreman is responsible for monitoring the daily oversight of the job from the start
of construction until completion. During the construction process, the company production
supervisor may visit the site to monitor and evaluate the progress of the job.

Once the work is complete, the lead crew member and the production supervisor are
required to sign-off the job project design specification plan, verifying that the job was
completed according to the specifications. However, the production lead is not required to visit
each construction site at completion to verify that the work has been performed according to the
design standards. According to FP&L management, while it is not possible to visit each
construction site prior to the sign-off, the production supervisors do attempt to visit the larger,
more complex, construction projects.

The company does not have in place an independent oversight inspection process for its
FP&L work crews to verify that work is completed according to design specifications. Rather,
the company relies on the worksite crew foreman and visits from its production supervisors to
ensure that the work is completed according to all applicable construction and safety standards.

How does the company document the construction quality and compliance of
the projects completed by employees?

FP&L does not perform independent quality oversight inspections of construction
projects completed by its crews. The company states that it monitors projects through routine
management oversight during the construction process. As noted, management and the crew
leader sign off on each project at completion of the job, but management is not required to visit
the construction site to ensure that each project meets all required standards. This design sheet is
FP&L’s only documentation that the job was completed as designed. Once signed, these design
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sheets are used to update the company’s master system map and are maintained for at least seven
years. The company does not perform or document any other assessment or evaluation
inspections for its FP&L work crews.

The company does conduct periodic safety evaluations, which are documented and
maintained by the company. However, these inspections strictly focus on monitoring the safety
practices of the job site, not the quality of the work being performed by the crew. Each
production supervisor is required to perform at least two safety inspections per week from all
active projects.

As discussed in Section 1.4, the Commission’s Bureau of Safety engineers inspect
FP&L’s completed construction projects and identify any variances from applicable standards.
From August 2007 through August 2008, the Commission’s engineers identified 746 electric-
related variances on projects recently completed by the company. Although this represents
variances on contracts completed by both FP&L crew members and outside contractors,
providing independent monitoring and oversight of all construction projects by FP&L could
reduce the number of variances observed during the Commission safety inspections.

Does the company employ adequate management controls resources to ensure
that its staff is in compliance with all applicable construction standards?

The company states that it uses a series of management oversight steps, before and during
a construction project, to ensure that the work performed is in compliance with all applicable
standards. Prior to the start of a construction project, the area management staff evaluates the
engineering design, the constructability of the project, and the construction site to ensure the
design can be completed within standards. Once management determines that the project design
and the site are feasible, a production supervisor will assign a work crew and, depending on the
size and length of the project, conduct onsite monitoring of the workers’ progress. FPL’s service
area management team consists of an operational lead, production supervisor, an engineer lead,
and a resource lead.

While audit staff recognizes that management’s daily oversight of its staff provides a
necessary control for ensuring workers’ accuracy, the demand for management’s attention by
other job responsibilities can limit the effectiveness of this control. Establishing additional and
independent oversight, such as conducting spot-check evaluations similar to FP&L’s program for
contract construction work discussed in Section 2.2, would provide an additional control to
ensure that the work is being constructed according to all specifications. This oversight should
also be performed by a party who is independent of the operation being examined. This
independence is a requirement for any audit function and is specified in the Institute of Internal
Auditors’ Standards for the Professional Practice of Internal Auditing. * Therefore, an
independent audit function is preferable to the current practice of relying on operational
oversight alone.

* The Institute of Internal Auditors Standards for the Professional Practices of Internal Auditing, Standard 100.01
states “internal Auditors should be independent to the activities they audit. . . Independence permits internal auditors
to render the impartial and unbiased judgments essential to proper conduct of audits.

17 CONSTRUCTION QUALITY ASSURANCE







