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Order process. As of June 30, 2012, there has not been any change as a result of an

Equitable Adjustment Event.

. PLEASE PRESENT YOUR CONCLUSIONS REGARDING THE

ADEQUACY OF WETT’S INVOLEMENT IN DECISION-MAKING.

WETT has been actively engaged in project-related decision-making since its
inception and has established appropriate protocols for how decisions are reached
and who maintains decision rights. As the project has undergone scope evolution,
WETT has effectively exercised its role as the project manager and has provided the
Board with appropriate information to support required project decisions, such as
route changes or technical design changes.

While WETT relies on I-USA and the sub-contractors for day-to-day
execution, it nonetheless maintains a broad and detailed oversight role that enables it
to effectively identify potential issues, assess options and alternatives and determine
optimal outcomes on behalf of the project.

WETT exercises its ability to engage in project decision-making through a
variety of available elements it employs relative to monitoring and managing project
performance. This includes execution of an open book EPC Contract that allows
access and visibility to project costs and schedule information.

In addition, changes are managed through a change order process whereby, I-
USA has to submit change orders or Equitable Adjustment Events. Change orders
and Equitable Adjustment Events require prior approval before executing those
changes. On these proposed change orders, WETT has the right to review and

comment on all assumptions, drawings and specifications developed by or on behalf
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of I-USA. If the change orders are greater than the planned amount, WETT engages
in a review process to reduce the amount closer to the budgeted amount.

With these and other mechanisms available to WETT — and being successfully
adopted by them, I believe that WETT’s involvement in the decision making process
is adequate and appropriate.

3. PERFORMANCE MANAGEMENT AND MONITORING

DESCRIBE YOUR APPROACH IN ASSESSING WETT’S PERFORMANCE
MANAGEMENT AND MONITORING?

To assess WETT’s approach to performance management and monitoring, I
reviewed WETT’s overall project management framework, which includes the:
project budget and schedule; communication plan; risk mitigation plan; materials
management plan; and change order management plan. I then reviewed project
progress to date, “go/no go” decisions and change order approvals, to evaluate the
effectiveness of WETT’s performance management and monitoring of project
execution.

DESCRIBE WETT’S CURRENT PERFORMANCE MANAGEMENT AND
MONITORING PROCESSES AS IT RELATES TO PROJECT
EXECUTION?

WETT leverages the functional requirements outlined in Exhibit A in the EPC
Contract (“functional requirements”) as the basis for an effective framework that
constitutes the various elements of the WETT project management framework as
shown in Figure 24. WETT uses these plans as the guidelines for monitoring and
managing all the project activities related to engineering and design, materials

procurement, and construction activities.
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WETT developed these plans in conjunction with the EPC contractor and
formalized these as mandatory requirements as a part of the EPC contract.

WETT developed a schedule and used it to provide significant inputs to I-
USA on project planning which culminated in the creation of a detailed project
schedule to track project progress. Using WETT’s inputs, I-USA developed a
detailed schedule that WETT did not approve because the completion dates were
outside WETT’s acceptable project schedule. After further reviews and discussions
with I-USA, WETT was able to obtain a “compressed” schedule with the
completion dates consistent with WETT’s requirements. This ‘“compressed”
schedule is the baseline schedule that both WETT and [-USA uses for the project.
Completion dates from the original WETT schedule and the baseline schedule are
shown in Figure 25. There have been adjustments to the schedule primarily due to
additional activities undertaken by WETT in clearing the right of way due to

unforeseen physical obstacles and to reflect anticipated changes related to remaining
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schedule optimization.. The baseline schedule contains over 2,000 line items
covering a detailed work breakdown structure related to key project milestones in
permitting, ROW acquisition, detailed engineering, procurement, construction,
testing, and commissioning. I-USA developed the schedule in a P6 environment
which integrates the major I-USA subcontractor activities. This schedule system is
an industry standard tool used in similar projects and following WETT’s review and
approval was established as the baseline schedule in October 2011. I-USA
maintains the detailed P6 schedule since EPC activities are conducted by I-USA and
provides updates to WETT as a part of monthly progress reports. WETT’s role with
the detailed schedule is for project progress monitoring purposes relative to plan.
Any changes to the schedule baselines made by I-USA have to be approved by
WETT. I-USA’s project schedules are vertically integrated, with activity completion
dates corresponding to milestone dates. The schedule also provides the critical path
and ability to monitor float. To track project progress, WETT aggregates and
validates all the progress information provided by I-USA in monthly progress

reports relative to baseline schedules.
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Figure 25 — Project Schedule Completion Dates

Original WETT Schedule!
Compietion Dates
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Completion Dates
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WETT has also established a baseline monthly budget that was based on I-
USA’s April 2011 invoicing forecast. WETT requires I-USA to provide actual
expenses incurred for activities under the EPC Contract with an updated EPC
invoicing forecast each month. I-USA is also required to report last month variances
of actual expenses from the invoice forecast which is used to monitor project
expenses relative to budget. As a part of the activities that are listed in the detailed
schedule, WETT requires I-USA to obtain specific approvals at “go/no-go” decision
points, such as moving from engineering and procurement to the construction stage,
to proceed to the next activity and process progress payments. For example, WETT
has to approve all engineering drawings for I-USA for construction.

In addition, WETT exercises approval authority over material purchases.
WETT has an established baseline budget and quantities for major purchase orders
and tracks variances of actual purchase amounts from these baselines. Under the
material procurement approval process, if the I-USA purchase order is higher than
the budget, WETT and I-USA have a joint review to identify, assess, minimize, and

control the variance impact and any additional amount requires WETT approval.
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Furthermore, as a condition for draws from lenders, project progress is
independently reviewed quarterly by Black and Veatch in their role as a lender’s
engineer.

To establish and facilitate a consistent distribution of information for effective
monitoring and performance management, WETT requires I-USA to describe or
identify several key communication requirements listed in the Communication Plan.

These include:
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Roles and responsibilities of key contractor staff;

Contractor’s staff responsible for direct coordination with the owner;

Various types of communication and the guidelines describing when
information may be provided verbally and when it must be provided in
writing;

Use of a contractor-managed project website;

Process for early identification of changes;

Protocol for requesting design clarifications;
Protocols for requesting work by the owner;

Response measures for addressing emergencies and the chain of command to
identify who should be notified in case of an emergency

Protocols for field communication related to engineering changes

WETT has also developed the minimum requirements for I-USA for Quality
Assurance/Quality Control (QA/QC) program. I-USA is required to develop a

quality program that assures:

permitting, design, construction, and commissioning is consistent with the
EPC Contract and meets the performance standards for the project,

appropriate parties are included in project reviews;
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e problems are discovered early, corrected adequately, and do not recur

e quality is not compromised due to a lack of adequate equipment or resources

Q. DISCUSS WETT’S ACTIVITIES IN MONITORING PROJECT PROGRESS

AND PERFORMANCE MANAGEMENT.

A. WETT’s approach for project progress monitoring is explained in the EPC

contract. Mr. Pullin’s direct testimony explains in details this contract for
construction monitoring activities such as progress reports, schedule updates, cost
reports, and periodic meetings.

WETT with the help of SAIC ensures that I-USA adheres to the contract and
oversees project execution through regular project updates across all functional
areas. WETT is actively engaged in project monitoring on several levels:

e Engineering: WETT employees review designs submitted by I-USA or its
subcontractors to assure their adequacy. In addition, WETT has weekly
meetings for both transmission line engineers and substation engineers to
track progress.

e Contract Administration: WETT staff review each invoice from contractors
and compare it to the initial purchase order to assure that work was performed
according to specifications. WETT’s Asset Management Director
coordinates all contractors and ensures that they fulfill their obligations.

e Construction Management: Supervisors monitoring construction contractors
report progress to WETT’s construction manager. In addition, WETT has
hired several field monitors that report on day-to-day construction progress in

the field to assure that contractors comply with WETT’s requirements. In
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addition, WETT has hired Sun Technical Services to assist with estimation of
construction costs.

e Schedule Management: WETT and its contractors (including I-USA) have
regular meetings to ensure that the project is on schedule. The Company
holds weekly engineering meetings, monthly construction meetings, and
monthly Board of Managers meetings. All these are meant to track progress
against defined progress milestones and critical path, and any deviation is
identified early for remedial action.

e Budget Management: WETT employees review budget variances on a
monthly basis to ensure adherence to budget. Furthermore, the Board’s
Subcommittee on Finance meets weekly to review budgets, variances on
actuals versus budget and costs. While the budgets and schedule are not
integrated within the P6 tool, WETT monitors and tracks budgets and
schedule in project progress reviews.

e Cash Management: Cash forecasts are reviewed by the financing
subcommittee of the WETT board of managers at least on a monthly basis

e Health, Safety, Security, and Environmental: the Company has established
standards which it requires all its employees, contractors and subcontractors
to follow. To assure compliance with these standards, WETT has hired field
monitors.

Figure 26 shows a timeline of key project events related to project execution that

relates to the activities WETT has undertaken.
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Figure 26 — Major Project Events
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Q. DISCUSS WETT’S PROJECT MANAGEMENT MECHANISMS AS IT

RELATES TO PROJECT EXECUTION?

A. To manage the overall project execution, WETT hosts regular formal

discussions with I-USA to obtain updates on construction progress. In addition,
WETT holds a formal weekly meeting with I-USA as well as a monthly meeting that
summarizes progress made during the month that serves to brief WETT’s Board of
Managers. These interactions provide a means by which to synthesize information,
analyze project progress, identify project constraints, anticipate future challenges,
and resolve progress impediments as the project matures. Key senior management
personnel, as well as discipline level personnel, attend these meetings to provide
sufficient input into the reporting and decision-making process. While these
meetings formalize several of the project-management mechanisms related to
reporting, they are also supplemented by ongoing informal interaction and
communication between project participants. A summary of these meetings is

provided in Exhibit TJF-6.
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WETT Staff Meetings The WETT Staff meet weekly to discuss major events that the relevant portions of the team should be aware of Such

Figure 27- Project Management Mechanisms

Meeting Type Description

meetings address’

1 Internal all-hands updates

2 Project Financial Status with the Controller and leadership

3. Field Monitoring with WETT field inspectors

4 And HSSE issues in a meeting held on site This meeting occurs only monthly

Direct Contractor Because WETT contracts to several other companies directly, these entities are met with at weekly intervals, including
Meetings 1 Land-related meetings include ROW Survey and Acquisition meetings with KPE, Integra Realty, Survey & Mapping, the

WETT real estate manager and the leadership team

2 Additionally there is a meeting with Survey & Mapping to get similar land updates.

3 Some of the parties also take part in discussions about how WETT traverses other transmission and pipe lines in the
Facility Crossing Meeting

4 HSE meetings to debrief with KPE and WETT HSE Staff

5 Regulatory affarrs meetings to update parties involved with the regulatory side on all the events of the past week and
plans to mitigate regulatory risks

I-USA Meetings I-USA, as the contractor, has many direct touch-points with WETT but weekly meetings strengthen those connections and

put all parties at the same information baseline

1 Design meetings with the I-USA technical leads and engineering subcontractors allow WETT engineers to provide input
on design and engineering

2 Purchasing and Ordering meetings bring subcontractors in to track procurement and shipping in the supply chain

3 Weekly as well as monthly construction progress report meetings in advance of Board of Managers interactions allow
the WETT team to spot and smooth out any issues that may have arisen in the prior week / month

Board Meetings While the Board of Managers at large meets monthly to discuss construction progress, there are two weekly points of

contact’

1 Competition with other Transmission lines and utilities is analyzed to determine how other CREZ projects are doing and
what WETT can learn from them

2 The Board is also in regular contact with the General Manager to discuss weekly high-impact items

Figure 27 above also outlines the regular formal reporting that allows WETT
to evaluate and monitor the performance of project activities. I-USA provides
multiple reports addressing the cost, schedule, and quality of engineering,
procurement, and construction status of the transmission lines, with specific
emphasis on right-of-way, civil engineering, tower erection, and wire installation,
which are important interim milestones. In addition, project progress reports capture
project-wide data and are also focused on specific issues or events relevant to
various audiences, including WETT’s management and Board of Managers. These
reports discuss project progress and status in detail for each of the main areas for
each transmission line and substation on engineering, design, procurement, and
construction. Reports are also provided by I-USA for monthly and cumulative
earned value and productivity deviations versus planned.

I-USA also provides financial reports focused on the status of invoicing and

collected amounts for EPC charges and comparison with the budgets as well as a
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four-month look ahead of invoice forecasts. Reports include commentary on status
and issues with work plans and control plans, and other relevant briefings. In
addition, I-USA provides a report on change order status and consequent changes to
project amounts, staffing, resources on site, quality, and safety.

WETT synthesizes key progress information and issues a recurring report to
the Board of Managers which covers information on all functional aspects of the
project and project status that includes WETT’s scope of work, I-USA, and other
third party contractors of WETT. The WETT Monthly Report to the Board provides
a status update on HSSE, schedule, ROW, cost, engineering, construction, O&M,
regulatory, and legal activities, events, and outcomes. All these reporting
mechanisms allow WETT to gain additional insight and leadership guidance and
oversight on cost, schedule, and quality, as well as potential project risks and

mitigation plans.

Q. DESCRIBE HOW WETT UTILIZES THESE REPORTS TO MONITOR

PROJECT COSTS?

Utilizing the reports discussed above, WETT continuously monitors project
actual costs versus baseline and actual project progress versus baseline schedule. As
of June 30, 2012, the project has spent less than originally planned which is
primarily due to delays in re-routing, which carry over into delayed construction.
WETT is currently closely monitoring the impact of these delays on critical path and

evaluating the full impacts on the project progress.
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As of the end of June 2012, the project has incurred $257.0 million which is

about 34% of its total capital spend of approximately $757 million based on budget

forecast.
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As another specific example of project management review, the progress of

each of the transmission lines and substations are individually monitored and

progress reports provided for site preparation, civil engineering, electrical and

mechanical engineering, and commissioning and testing is reviewed.

The primary reports and review mechanisms discussed above in conjunction

with the formal project meetings and ongoing interactions, provide WETT the

adequate means, to keep WETT management and Board of Managers fully apprised

of project status.
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Q. PLEASE DISCUSS WETT’S FOCUS ON RISK MANAGEMENT.

A.

WETT has developed an overall risk mitigation plan which identifies and
describes the risks to various project activities and the mitigation plan. Based on
WETT’s inputs, I-USA developed a risk analysis, which identifies potential risk
events and calculates cost impacts based on likelihood of occurrence. For example,
I-USA’s risk analysis includes risk events related to macro-economic risks, such as
effects of material and labor price escalation. Project financial risk is mitigated with
WETT’s “open book” EPC contracting approach with I-USA which provides
transparency and visibility into actual costs. The EPC Contract is based on a fixed
price structure with a cap, construction and completion risks are largely transferred
to [F-USA. Increases beyond the capped amount are potentially allowable in the EPC
contract, but each has to be executed as a change order or an Equitable Adjustment
Event and formally approved through an established controlled process.

On an on-going basis, WETT relies on I-USA’s risk analysis for risk
management of the activities related to the EPC Contract. Risk is a continuous part
of project performance and progress reviews with [-USA where risks to the project
budget and schedule are discussed. In these reviews, WETT monitors risk and takes
mitigating actions to minimize impacts across four areas: safety, scope, cost, and
schedule. Some of these actions include:

o Safety: WETT has taken a proactive approach to managing safety. The
Company has established a minimum level of safety standards for I-USA and
all other contractors. WETT also hired a safety field monitor, a construction

field monitor, and an environmental field monitor. The goal of these
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monitors is to ensure that I-USA follows these established safety standards.
Monitors report field incidents back to WETT management for discussion
with I-USA if necessary actions are required. Lastly, the Company also
compiled a set of predictive indicators for health, safety and security which is
reviewed at every Board of Managers meeting.

Scope: WETT has contracted with engineering firms in the role of an
owner’s engineer to conduct periodic technical reviews of quality and content
related to, among others, engineering, right-of-way, structures, etc. of I-
USA. For example, WETT engineering approval is required for drawings to
be issued for construction. In addition, the project scope is also reviewed by:
(1) SAIC, the independent evaluator, (2) Black and Veatch, the independent
engineer hired by the lenders, and (3) other engineering firms hired by
WETT to provide independent advice (e.g., Sun Technical, Pike Engineering,
and KPE). Changes to contracted scope have to be authorized by WETT and
are executed in accordance with the guidelines stated in the EPC contract
Cost: The EPC Contract is an “open book” with a price cap. Progress
payments are authorized based on monthly progress reports that are tracked,
reviewed and controlled by the Asset Management Director and Controller
who ensure adherence to budgeted amounts. Any deviation that exceeds the
budgeted amounts is reviewed jointly with I-USA and mitigation plans are
developed to bring the costs to the budgeted amounts. The goal is to

minimize cost escalation related to material or labor cost as well as to provide
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transparency in man-hours, contractor productivity, resource levels, and

material commitments.

e Schedule: Progress against plan is monitored by the Contracts Manager and
Asset Management Director who ensure that milestones are achieved by the
specified deadlines and issues that can potentially impact the milestone are
identified and addressed. The goal is to enable WETT to track construction,
engineering, delivery dates and contractor commitments.

In summary, WETT and I-USA have focused on implementing a risk
management plan from the early stages of the project planning and design phases to
identify, analyze, and minimize project and construction risk. WETT leveraged
third-party contractors (including SAIC, Pike, and SAM) to augment internal
capabilities for review of I-USA’s processes and deliverables. WETT also leveraged
the global capabilities of [-USA to minimize delays in key components and to source

labor in the current market.

. PLEASE SUMMARIZE YOUR CONCLUSIONS REGARDING WETT’S

ABILITY TO EFFECTIVELY MONITOR AND MANAGE PROJECT
PERFORMANCE AND RISK.

WETT has developed and implemented formal processes and plans to guide
and support progress monitoring and performance management of the project.
WETT utilizes these processes and plans to actively monitor project progress and
manage performance. These overall project management processes and plans have
strengthened the project management organization, and supported effective project

management to-date. The progress reporting system and regular outputs provide
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insight into work stream completion status, as well as cost and schedule status, and
identify issues for resolution.

The project is tracked against defined progress milestones and critical cost,
schedule and quality targets or expectations, providing WETT with comprehensive
visibility into project performance. WETT is also regularly updated directly by I-
USA through formal meetings and reports as well as through WETT monitors in the
field that work closely with the I-USA field personnel at construction site.

WETT has directly focused on risk management and implemented a
structured approach to risk identification and evaluation. As described earlier,
construction risk is largely borne by I-USA through a fixed price contract. Given
that [-USA is a well-established global EPC with extensive experience in similar
transmission projects, this experience reduces construction and completion risks for
WETT.

Further, fiscal discipline is enforced by the project creditors with periodic
draws subject to independent engineering progress reviews by Black and Veatch in
their role as an independent engineer. This external party review also reduces the
risk related to completion of the project on time and budget.

This focus on performance and risk enables WETT to understand where
potential challenges can occur and how these risk factors can be mitigated. The
combination of this risk management approach with the project control mechanisms
previously discussed has enabled WETT to provide adequate performance oversight
and positioned it for expanded activity as the project reaches the construction stage.

Based on my review of project progress to-date and the actions taken by
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WETT over this timeframe, I believe that WETT has been effective in its project
management and oversight of I-USA’s EPC activities.

VIII. OVERALL CONCLUSIONS

PLEASE PROVIDE YOUR CONCLUSIONS ON THE REASONABLENESS
OF AFFILIATE CHARGES, PRUDENCE OF EPC CONTRACTING, AND
PROJECT MANAGEMENT EXECUTION
In my opinion, the services performed on WETT’s behalf by its affiliates are
necessary and charges to WETT from affiliates to-date for both corporate support
services and construction support services are reasonable and prudently incurred and
should be fully recognized for recovery by the Commission. Additionally, the
mechanisms WETT has in place to monitor and control affiliate costs to be incurred
in the future are reasonable and prudent. Specific conclusions are as follows:

¢ Reasonableness of Affiliate Services and Costs

o WETT and its owners receive identifiable benefits from the performance
of affiliate activities, and future customers may also benefit from activities
that have maintained lower costs and higher project effectiveness.

o WETT utilizes multiple mechanisms — from front-end budgeting through
actual cost incurrence — to plan, monitor and rigorously control its costs
that are effective and consistent with typical processes.

o The majority of affiliate costs to date have been directly billed and if there
are future affiliate costs they will be assigned or allocated to WETT using
processes consistent with those used in the industry.

o The corporate support services performed under the ASAs are consistent
with those performed by other service companies of utility peers,
necessary, not duplicative, and reasonable activities in conjunction with a
project of this type.

o The cost of affiliate services provided to WETT is not greater than the cost
charged by the supplying affiliate to other affiliated or unaffiliated entities
for the same class of service.
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The construction support services performed by I-USA under the CSA,
and the EPC Contract are necessary, not duplicative, required to complete
the CREZ transmission projects assigned to WETT by the Commission,
and reasonable activities to be performed on conjunction with a project of
this type.

e EPC Contract Development and Terms

o}

WETT’s decision to select an affiliate for the EPC Contract was
reasonable given the unique features of the organization, previous
Commission review of the affiliate relationship, and the prevailing market
circumstances at the time this decision was made and served to align
objectives, reduce costs, expedite project execution, and mitigate risk.

The project included thorough planning on the front-end to identify and
seek to mitigate apparent risk during the design, development, and
execution phases and these activities undertaken by WETT and SAIC
were reasonable.

The 4% margin in the EPC Contract is below industry average and lower
than what I-USA would charge a non-affiliate.

Inclusion of Grupo Isolux’s 6.29% corporate overhead allocation is
consistent with industry standards and this amount is lower than typical
levels.

e EPC Project Management

O

WETT is organized to monitor performance in an adequate manner, has
qualified staff in place to monitor project performance and roles and
responsibilities are clearly defined and understood.

WETT utilizes a variety of mechanisms to facilitate the execution of its
project management responsibilities that include formal procedures,
reports, meetings, and information and control systems, as well as the
informal coordination and communication with all project stakeholders.

The cost of construction support services provided to-date to WETT by I-
USA reflects the market value of those services.

The conclusions described above indicate that WETT’s affiliate costs for both

classes of service — corporate and construction support - have been reasonably

incurred and that benefits are provided through the performance of the related

affiliate activities. WETT has prudently and effectively managed the project to-date
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and has the project control mechanisms in place to monitor and manage project
execution to achieve planned outcomes.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes. However, I reserve the right to make changes or corrections as
necessary.
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STATE OF TEXAS  §

§
COUNTY OF DALLAS §

BEFORE ME, the undersigned authority, on this day personally appeared Thomas J.
Flaherty, who, having been placed under oath by me, did depose as follows:

My name is Thomas J. Flaherty. I am of legal age and a resident of the State of Texas.
The foregoing direct testimony and the attached exhibits offered by me are true and correct, and

the opinions stated therein are accurate, true and correct.

o el

SUBSCRIBED AND SWORN TO BEFORE ME by the said Thomas J. Flaherty this

14™ day of August, 2012.

P R e e e L

Judih A, Alcom

|y

09-19-15 Notdry Public, State of Texas
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