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1. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 20, lines 17 to 20: “Where it was determined that existing systems and internal controls had to be improved to reduce potential risk for specific projects, KCP&L enhanced those systems and internal controls to function appropriately for the Iatan Project as needed.” Please provide 1) the basis of this statement, 2) documents relied upon, 3) a listing of all systems and internal controls that had to be improved, and 4) Dr. Nielsen’s understanding of how and when KCPL enhanced those internal controls and systems. 2. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 167, lines 7 to 9: “In early 2006, when the project delivery methodology was clarified, KCP&L and its advisor Schiff Hardin initiated an examination of KCP&L’s needed control systems." Please provide 1) the basis of this statement, 2) copies of each and every document relied upon to make this statement. 3. Reference the following statement in Dr. Nielsen’s rebuttal testimony footnote 64 on page 168 (64**KCP&L CEP Cost Control System, Sept-2006**). Is this the Cost Control System attached to Mr. Jones' direct testimony? Is this the correct date (Sept-2006) of KCPL’s Cost Control System? If not please provide a copy of this document and also the actual date of KCPL’s cost control system. 4. Reference the following statement in Dr. Nielsen’s rebuttal testimony page 168, lines 3 to 4. “In the case of KCP&L, as with many other utilities in the country, there had not been significant generation construction for a number of years.” What other utilities is he referring to in this statement. How did he arrive at this conclusion? 5. Did Dr. Nielsen ask or seek whether or not KCPL had a lessons learned knowledge base from the mid-1970's to mid-1980's when KCPL was in a power plant construction mode? If not, why not? If yes, what if anything did he learn? 6. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 168, lines 8 to 10: “By mid 2006, KCPL had issued the CEP Construction Projects Cost Control System and was developing metrics for tracking engineering status and procurement.” Is this the same document referred to in footnote 64? Is the Sept 2006 date the same as the mid 2006 period referred to? 7. Reference Nielsen rebuttal at page 176 lines 1 through 6. Given the number of experts hired by KCPL to advise and develop project controls in 2004 and 2005, why would KCPL’s lack of performing a significant construction project for a number of years be a reason for not having robust project controls in place early in the Iatan construction project? Does Dr. Nielsen consider the Hawthorn 5 rebuild construction project to be a significant construction project in which KCPL would have had to utilize project controls? Please explain. 8. Reference Nielson rebuttal at page 245, line 22 to page 246, line 4 – “In short, except for accepting and adopting certain imprudence allegations by Mr. Drabinski, which were not accepted by the Kansas Commission, and Pegasus-Global’s findings made before the Kansas Commission proceeding, which were accepted by the Kansas Commission, Pegasus-Global found nowhere in the Staff report where a specific decision or action by KCP&L was determined to be imprudent or where a specific disallowance amount had been linked to that specific imprudence. ” Please list each and every statement made by the Staff of in which Dr. Nielsen is aware which led him to conclude that the Staff, in any manner whatsoever, accepted and/or adopted any imprudence allegations by Mr. Drabinski. Please cite in detail the complete basis of Dr. Nielsen’s conclusion that in order for the Staff to recommend a cost charged to the Iatan project not be charged to Missouri ratepayers, it first has to make a specific determination of imprudence and has to link a specific dollar amount to that finding. Please include Dr. Nielsen’s and Pegasus’ complete knowledge of utility ratemaking in responding to this question. 9. Reference Nielsen rebuttal page 226, line 5. Please describe this zone of reasonableness, how it was created, and provide a description of change order management that would be on the lower limit of the zone and one that would be on the upper limit of the zone.
RESPONSE:

1. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 20, lines 17 to 20: “Where it was determined that existing systems and internal controls had to be improved to reduce potential risk for specific projects, KCP&L enhanced those systems and internal controls to function appropriately for the Iatan Project as needed.” Please provide 1) the basis of this statement, 2) documents relied upon, 3) a listing of all systems and internal controls that had to be improved, and 4) Dr. Nielsen’s understanding of how and when KCPL enhanced those internal controls and systems.

Answer:

The quote referenced on page 20, lines 17 to 20 was taken from the Executive Summary of Dr. Nielsen’s December 8, 2010 rebuttal testimony in Missouri Case No. ER-2010-0355. The quote referenced on page 20 appears again on page 166 of Dr. Nielsen’s testimony. In response, please refer to Dr. Nielsen’s rebuttal testimony on pages 164-176.

2. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 167, lines 7 to 9: “In early 2006, when the project delivery methodology was clarified, KCP&L and its advisor Schiff Hardin initiated an examination of KCP&L’s needed control systems." Please provide 1) the basis of this statement, 2) copies of each and every document relied upon to make this statement.

Answer:

See the following Schiff Hardin Reports and the referenced testimony. All of these reports have been previously supplied:

· See Schiff Hardin Status Report on Comprehensive Energy Plan Projects, April 10, 2006, Page 2, Pages 10 & 11. Highly Confidential.
· See Schiff Hardin Status Report on Comprehensive Energy Plan Projects, April 24, 2006, Page 4. Highly Confidential.

· See Kansas City Power & Light Strategic Infrastructure Investment Status Report, First Quarter 2006 (April 28, 2006), page 5.

· See Schiff Hardin Status Report on Comprehensive Energy Plan Projects, May 8, 2006, Page 9. Highly Confidential.

· See Schiff Hardin Status Report on Comprehensive Energy Plan Projects, May 15, 2006, Page 11. Highly Confidential.

· See Kansas City Power & Light Strategic Infrastructure Investment Status Report, Second Quarter 2006 (July 31, 2006), page 4 and 8

· See Rebuttal Testimony of William H. Downey before the Missouri Public Service Commission, March 11, 2009, Page 5, line 14 through Page 6, line 5 and Page 6, line 16 through Page 7 line 4.

· See Deposition Testimony of Brent Davis, before the Missouri Public Service Commission, March 26, 2008, Page 66, lines 7 – 14.

3. Reference the following statement in Dr. Nielsen’s rebuttal testimony footnote 64 on page 168 (64**KCP&L CEP Cost Control System, Sept-2006**). Is this the Cost Control System attached to Mr. Jones' direct testimony? Is this the correct date (Sept-2006) of KCPL’s Cost Control System? If not please provide a copy of this document and also the actual date of KCPL’s cost control system.

Answer:

The full quote from Dr. Nielsen’s testimony is as follows: “When the Iatan Units 1 and 2 projects were started, the use of existing project controls was reasonable as a starting point. By mid 2006, KCP&L had issued the CEP Construction Projects Cost Control System and was developing metrics for tracking engineering status and procurement.”

· See “Kansas City Power & Light Strategic Infrastructure Investment Status Report, Second Quarter 2006 (July 31, 2006), page 34”. KCP&L was collecting and tracking actual costs using its internal corporate system.

· See “Kansas City Power & Light Strategic Infrastructure Investment Status Report, Third Quarter 2006 (November 15, 2006), page 33”. KCP&L had sometime between August 2006 and October 2006 completed development of and installed the Iatan Project specific cost control system.

· See Direct Testimony of Steven Jones before the Kansas State Corporation Commission, December 17, 2009, Page 3, lines 11 – 15. See attachment to that Testimony “Kansas City Power & Light, Comprehensive Energy Plan, Construction Projects, Cost Control System”. There is no publication date within the body of that document. According to Jones testimony, the cost control system was “developed in the second quarter of 2006” (page 3). At page 11, lines 13 – 14 Jones testified that the first procurement schedule of that cost control system was published in September 2006. The system would have been completed sometime prior to completion of the “Cost Control System” document, therefore sometime between approximately June 2006 and September 2006, the project specific cost control system would have completed development, installation would have started and the cost control system populated.

All documents have previously been supplied.

4. Reference the following statement in Dr. Nielsen’s rebuttal testimony page 168, lines 3 to 4. “In the case of KCP&L, as with many other utilities in the country, there had not been significant generation construction for a number of years.” What other utilities is he referring to in this statement?  How did he arrive at this conclusion?

Answer:

The statement was not made in reference to any specific utility, but to the utility industry as a whole. The statement was made based on Pegasus-Global’s own experience with utility construction projects over the last 35+ years, during which a significant portion of Pegasus-Global’s consulting work in project management, risk management and prudence reviews and audits was done for public utility commissions and public utilities. During the period between approximately 1994 through approximately 2004 the number of engagements executed by Pegasus-Global pertaining to new power plant construction was significantly lower than it had been in the preceding 20+ years. In addition, those utility engagements in which Pegasus-Global was involved primarily involved smaller combined cycle peaking units, nuclear decommissioning/life extension, etc., and not major new base load power generating units. Beginning in approximately 2004 Pegasus-Global’s engagements on larger, new base load power generation units began to increase significantly, including new coal and nuclear units.

5. Did Dr. Nielsen ask or seek whether or not KCPL had a lessons learned knowledge base from the mid-1970's to mid-1980's when KCPL was in a power plant construction mode? If not, why not? If yes, what if anything did he learn?

Answer:

In general discussions with KCP&L management and staff early in Pegasus-Global’s engagement Dr. Nielsen found that:

· KCP&L had at that time been a Merchant Power Provider, which means that it did not fall under the auspices of a Public Utility Commission. The rules, regulations and reporting requirements which govern a Merchant Power Provider and a Public Utility Provider are very different. For example: there are very few regulated reporting requirements, which means that project control systems are maintained strictly as management tools and not as management tools and report/verification tools. Lessons Learned during that period would only be partially applicable to a public utility.

· Lessons Learned is more than a recordation of events and issues on a construction project; it is availability to the direct experience of individuals. Between the mid-1980’s and early 2000’s there had been an almost complete turnover in staffing, particularly construction oriented staffing, meaning that there was little to no access to that experienced staff pool.

· The national environment governing the planning and execution of base load power plants had changed significantly between the 1980’s and 2000’s. There was a significant increase in codes, rules, regulations and enforcement of everything from physical environmental laws (i.e. pollutant emissions), safety laws (i.e. OSHA) and corporate and  regulatory laws (e.g. Sarbanes-Oxley).

· The technology of base load generation units had changed dramatically, with new materials, equipment and execution techniques (e.g. computer use in engineering).

6. Reference the following statement in Dr. Nielsen’s rebuttal testimony at page 168, lines 8 to 10: “By mid 2006, KCPL had issued the CEP Construction Projects Cost Control System and was developing metrics for tracking engineering status and procurement.” Is this the same document referred to in footnote 64? Is the Sept 2006 date the same as the mid 2006 period referred to?

Answer:

See response to Question 3 above.

7. Reference Nielsen rebuttal at page 176 lines 1 through 6. Given the number of experts hired by KCPL to advise and develop project controls in 2004 and 2005, why would KCPL’s lack of performing a significant construction project for a number of years be a reason for not having robust project controls in place early in the Iatan construction project? Does Dr. Nielsen consider the Hawthorn 5 rebuild construction project to be a significant construction project in which KCPL would have had to utilize project controls? Please explain.

Answer:

See Rebuttal Testimony of Dr. Kris R. Nielsen at page 164, line 14 through page 176, line 9. Project controls are much more than just systems which can be dropped whole into a project and operate effectively. For example, each project control system must interface with existing corporate control systems, which means that each project control system must be individually tailored to make those interfaces. Experts provide advice and expertise during the development of project control systems; however, it is KCP&L that must guide and develop the interfaces. It was necessary for the experts hired by KCP&L to work with KCP&L project and corporate managers in the development of each of the primary project control systems, as explained throughout Dr. Nielsen’s full testimony. Add to this the fact that KCP&L for a long time operated as a merchant power company; there simply was no need prior to the CEP program to invest in the development of the type of project control systems which are necessary to manage and control mega projects such as Iatan. Concerning the Hawthorn 5 rebuild project, while it might be considered a “significant construction project” it would not be considered a mega project, such as Iatan. In addition as a “rebuild” rather than a complete new power generation facility, the project controls required for Hawthorn 5 would not have been of the depth and magnitude of those needed for Iatan. 

8. Reference Nielson rebuttal at page 245, line 22 to page 246, line 4 – “In short, except for accepting and adopting certain imprudence allegations by Mr. Drabinski, which were not accepted by the Kansas Commission, and Pegasus-Global’s findings made before the Kansas Commission proceeding, which were accepted by the Kansas Commission, Pegasus-Global found nowhere in the Staff report where a specific decision or action by KCP&L was determined to be imprudent or where a specific disallowance amount had been linked to that specific imprudence. ” 

(A) Please list each and every statement made by the Staff of in which Dr. Nielsen is aware which led him to conclude that the Staff, in any manner whatsoever, accepted and/or adopted any imprudence allegations by Mr. Drabinski. 

Answer:

See response to DR 0625, Question 2
(B) Please cite in detail the complete basis of Dr. Nielsen’s conclusion that in order for the Staff to recommend a cost charged to the Iatan project not be charged to Missouri ratepayers, it first has to make a specific determination of imprudence and has to link a specific dollar amount to that finding.

Answer:

Dr. Nielsen does not understand the question and therefore can only answer from a prudence perspective. From a Prudence Standard perspective a utility is presumed to be prudent in their capex expenditures. From a preponderance of the evidence presented on a specific utility decision by say a Public Service Commission staff, if a decision is judged to have been imprudent at the time based on information that a like utility executive reasonably had or could have had, then the next inquiry would be to determine if there was a causal connection to any capex cost related to the decision, and then the staff would have to quantity the amount of such costs. This concept is a basic principle of jurisprudence. 
(C) Please include Dr. Nielsen’s and Pegasus’ complete knowledge of utility ratemaking in responding to this question.

Answer:

See Dr. Nielsen’s and the Pegasus-Global teams experience as presented in Dr. Nielsen’s Rebuttal Testimony, December 8, 2010 pages 2 to 13 and the reference Exhibits therein.

9. Reference Nielsen rebuttal page 226, line 5. Please describe this zone of reasonableness, how it was created, and provide a description of change order management that would be on the lower limit of the zone and one that would be on the upper limit of the zone.

Answer:

Generally accepted prudence standards are defined in Dr. Nielsen’s December 8, 2010 Rebuttal Testimony on pages 30-33.  A zone of reasonableness is defined on page 32.  These prudence standards are consistent with prior standards used by the Missouri Public Service Commission and other jurisdictions and Government Auditing Standards issued by the U.S. General Accounting Office (GAO) as described on pages 33-34.  Dr. Nielsen also defined the process of conducting a prudence audit, including whether the decisions made fall within a zone of reasonableness in his April 28, 2010 Missouri testimony in Case No. ER-2010-0355 on page 215. Based on the definition of a zone of reasonableness, and the process by which a prudence audit is conducted, there are no lower or upper limit change order management descriptions to be provided.
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