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REBUTTAL TESTIMONY
OF
DANIEL F. MEYER
Case No, ER-2010-0355/ER-2010-0356

Please state your name and address,

My name is Daniel ¥, Meyer, My address is 30 Sequoia, Lake Forest, Illinois.

Are you the same Daniel F. Meyer who submitted Direct Testimony in this
proceeding?

Yes, Tam,

What is the purpose of your Rebuttal Testimony?

The purpose of my testihony is to rebut the direct testimony of the Missouwri Public
Commission ‘Staff (“Staff”) regarding its claim that Kansas City Power & Light
Company’s (“KCP&L") Cost Contro] System does not adequately identify or explain the
variauces from the Control Budget Estimates for the latan Unit 1 and Iatan Unit 2
construction proj:e,czs. (referred to collectively as the “Iatan Project™). In my testimony, I
describe how the Cost Control Bystem cstablished for the Tatan Project provides all of the
information necessary for Staff to consider as part of its constraction audit.

Please provide a summary of your Rebuttal Testimony.

In my testimony today, in my prior Direct Testimony in this case and my prior Direct and
Rebuttal Testimony in Docket No. ER-2009-0089 (“0089 Docket”), 1 detailed my
decades of experience in the construction industry. [ have spent nearly half a century in

the construction business and have managed and overseen from the sxscutive-level

‘business units for some of the most rencwned contractors in the world, Over the last 15

years, T have served on about 75 Dispute Review Boards (“DRBs™) on tuajor.
infrastructure projects across North America wherein I décide disputes related to cost,
2
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scheduling and efficacy of management based on information provided by some of the
world's largest and most sophisticated contractors and savvy owners. This experience
allows ‘me to view on a day-to-day basis the best industry practices in cost and schedule
management as related to large complex projecis.

I use that experience as 4 template for my work with Schiff Hardin LLP (“Schiff

Hardin™}) on the Jatan Project. In my festimony today, I explain how the Cost Control

System that KCP&L established for the Tatan Project falls within the upper quartile of

cost tracking systems that I have: seen in my caréer. KCP&L's Cost Control System

provides the necessary tools to both identify and explain any variances from the latan

Project’s initial Control Budget Estimates. In my review of the Iatan Proj ect, T have had

the opportunity to examine changes that have been necessary for each Unit's Control
Budget Estimate. Along with others from Schiff Hardin, I provided oversight in regard to
fhe development of the base cost estimate that ultimately becams the Tatan Project’s
Control Budget Estimates. I have participated with Schiff Hardin in the oversight of each
of the Tatan Project’s cost reforecasts, and I have examined in reasonable detail all of the
documents that identify and explain the cost overruns that havé oceurred on the latan
Projent. While the Iatan Project is very complex, identifying variances based on the cost
system is not, and KCP&L's project documentation, which was readily available to Staff,
explains the reasons for those variances.

In my testimony today, I show not only how 1 have reviewed costs on this Project

‘but also how anyone, including Staff, could have performed the same kind of review as I

have. The method that I have used is simple: 1) Identify from a side-by-side comparison,

of the latan Project’s Control Budget Estimate and actual costs the largest cost overruns
by line-iters; and 2) Drilldows through KCP&L’s well-otganized back-up
documnentation on each line item so as to obtain a better inderstanding of the cause of

3
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those overruns. In using this method, T'was able to identify sixteen line ftems which have

a total negative variance value of $59 million on Unit 1 and $181 million on Unil 2.

“These sixteen items constitute the majority of the total dollar overrun for both Units. I

have evaluated all of the back-up documentation that explains these cost variances to
confirm KCP&L’s explanation as o their cause. This review has allowed me to conclude
that these variances have not been caused by management imprudence and the aggregate
size of these overruns was much lower than overall cost increases that were occurring in
the industry at-large ét the same time for similar projects.

KCP&L has either provided fo Staff or made available to Staff all of the same
documentation I have utilized for my review. As a result, if Staff had simply evaluated
the documentation that it had been given, it could have made its own determination of
KCP&L’s prudence as to the $18 million on Unit 1 and the $93 million in cost overrns
on Unit 2 that Staff now claims are “unexplained.”

VARIANCES FROM THE IATAN UNIT 2 CONTROL BUDGET
Are you familiar with KCP&L’s Cost Control System (Schedule $32010-1)?
Yes. As I stated in my Direct Testimony, I assisted with portions of its preparation.
‘What is the purpose of the Cost Confrsl System?
Company witness Chris Giles festifies that the Stipulation and Agreement {“S&A”) in
Case No. EO-2005-0239 required KCP&L to have a system for fracking costs, I recall
that the Cost Control System was created as a guidance document for the. necessary

processes that KCP&L's Comprehensive Energy Plan (“CEP™) Projects would need for

project managetnent,

Does KCP&L’s Cost Control Systein conform to controls systems that are generally
seen and used in the construction industry?

Yes.
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Does KCP&L track and report its costs for the Iatan Projects in accordance with

the Cost Control System?

Yes. KCP&L tracks, manages and reports the costs on the latan Project in conformance

with the systems developed from the Cost Countrol System. Company witness Forrest

Archibald describes in his Rebuttal Testimony the sections of KCP&I’s Cost Control

System that were used to develop the various integrated project-level systems that

KCP&L uses to track costs on the Tatan Project. Specifically, the Cost Control System’s

most critical requirements include the following:

Development of a “Definitive Estimate.” For the latan Project, the Definitive
Estimate is called the “Confrol Budget Estimate” or “CBE.” The Control Budget

Bstimate consists of cost estimates forall of the work activities and procurements

as required by the Cost Confrol System, including, but not limited to, labor,

materials, equipment and services associated with the development, planning;

design, construction, starf-np and commissioning of the Projects. It-also contains

contingency and tracks AFUDC for each Project. See Schedule $12010-1, Cost

Control System, at p. 8. The Control Budget Fstimates for latan Unit 1 and Iatan -
Unit 2 were separately developed and actual cost changes to the budgets are-also

tracked for each unit so there 1s no confusion or co-mingling of dollars between

the two.

KCP&L continually monitors both actual and projected costs to ensure that its

initial assumptions embedded in the latan Project’s Control Bu’dget Hstimates are

gtill valid. See Schedule $J2010-1, Cost Control System, at p. 8. KCP&L

performed one cost reforecast of both Tafan Unit 1 and Tatan Unit 2 that was

completed in May 2008 (the “May 2008 Reforecast”) and three other reforecasts
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of Jatan Unit 2 in July 2009, March 2010 and November 2010. The need to
reforecast the Tatan Project’s estimate at completion (“EAC”) was anticipated by
the Cost Control System, and allowed KCP&L to make necessary budgetary
adjustments based on a pumber of facts which I will discuss later in my
testimony. These cost reforecasts were also performed in a manner consistent
with widespread industry practice as they facilitated budget adjustments as
necessary. In fact, following this prescribed methodology, KCP&L*s May 2008

Reforecast provided an accurate projection of the final costs for both Iatan Unit 1

and latan Unit 2. This 1§ even more remarkable in light of the fact that at time of

the 2008 reforecast, KCP&L's actual costs for the latan Unit 2 Project were less
than $730 million,

When reporting the costs for the }’mj eots, KCP&L issues a costreport, also called

the “K. Report™ which is distributed on a monthly basis. Company witness M.

Axchibald describes the format'and use 6f the K Report in his Rebuttal Testimony.
In summary, the K Report breaks down the ‘overall latan Project’s budget info

discrete bine items of work; changes to the Control Budget Estimate and the

‘Current Budget; actual costs to date; estimated costs at completion amounis based

‘upon the reforecasts; costs committed to date; approved change orders; amount of

remaining contingency. See Schedule $J2010-1, Cost Control System, at p. 17.

A copy of the K Report through June 2010 for the Jatan Project is attached to my

‘testimony as Schedule DFM2010-7.

KCP&L. tracks and reports its cash flows for the same line items that were
developed for the Control Budget Estimate so that actual cash flow can be

compared af the line item level. See Schedule 8120101, Cost Control System, at
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p. 18

. KCP&IL has developed a change management system as required on Page 9 of the-
Cost Control System. Company witness Steven Jones explains the Change
Management System in detail in his Direct Testimony. See Jones Direct
Testimony at p. 4 In. 18 to'p. 9 In. 6. Each change erder goes through a series of
reviews and sign-offs by various departments, and the change order
-documentation inchudes a deseription of the nature of the change and a “reason for
change” that sets forth why the change was necessary.

Do you know whether the Missouri Public Commission Staff (“Staff”) received

KCP&L’s Cost Control System?

Company witness Chris Giles testifies that Staff received the document on July 10, 2006

and KCP&L conducted a meeting the following day with: Staff to discuss its content,

Nearly two years later, I attended a meeting with Staff in Jefferson City, Missouri to

discuss the initial reforecast of the Tatan Project’s Control Budget. In that meeting, there

was. a general discussion of the Cost Control System document and all aspects of

KCP&L’s cost tracking processes. |

Did Staff raise any issues or express any problems with KCP&L’s cost tracking and

proj ectigg_p_rﬂcesses.duting your meeting?

Not that I can recall, no.

Do you believe thiat the system KCP&L developed for cost tracking provided Senior

Management with enough information upon which to make reasonable decisions

relative to the Iatan Project?

Yes. As T stated in my Direct Testimony, with the types of decisions that KCP&L’s

sehior management is making, the necessary information is readily  available. In
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particular, KCP&L's cost tracking system gives visibility to likely cost variances as well
as the reasons for those cost variances thus providing senior management an opportunity
to ask appropriate questions of the project management team and determine strategies for
mitigating of reversing negative trends, as necessary and appropriate.

Are you aware of the method that the project team has used for informing the Staff
of the cost of the Iatan Projects?

Yes, as I stated in my Direct Testimony, 1 have 4 general understanding that on a
quarterly basis, KCP&L provides a writien report to the Staff including cost information.

I hdve seen such reports which include an exhibit containing a summary version of the K

Report. In addition, Company witness Mr. Archibald testifies that he has had multiple

meetings with Staff at which he has explained the Tatan Project’s cost status using this

report and the more detailed K Repori. These cost reports are an appropriate starting

piace for any analysis of the Iatan Project’s costs because they provide the initial

indicator of variances from the Control Budget. Additionally, Staff also receives

summary-level reports from the Tatan Project’s “Cost Portfolio” which Company witness
Forrest Archibald describes in his Rebuttal Testimony, as well as logs and documents
such as purchase orders and change orders, recommendation to award letters and memos,
all of which provide descriptions of évents that bear on the Iatan Project’s costs. Staff
also. received the summary and back-up information associated with each of KCP&L’s
cost. reforecasts, with the exception of the most recent reforecast of Tafan Unit 2. “The
most recent reforecast documentation has not béen provided to Staff only because the
reforecast was completed just a fe\é@ weeks ago and the final documentation has not yet
been fully compiled as of today’s date. However, it is my understanding that KCP&L did
provide Staff with a summary of the results of the reforecast at its-last quarterly meefing
on November }Q,Q{}I{): In addition to the reoccurring reports that KCP&L provides to

8
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Staff, I also believe that Staff has had throughout the Iatan Project the ability to request
specific documents related to the cost of the Projects including, but. not limited fo,
documentation such as settlement ggreements, change orders or other documentation that
KCP&L has prepared in the normal course of business. These requests have been made
both informally and formally through the vse of Data Requests. For example, Staff has
been provided with copies of all of the monthly cost reports and supporting documents
that were generated for the Executive Oversight Committee and the Joint Owners through
responses to specific Dats Requests. It is my understanding that KCP&L has
accommodated all such informal or formal data requests.

Do you believe Staff been provided with adéquate documentation that identifies and

describes all of the variances, both positive and negative, from the Control Budget

‘Estimate?

Absolutely. In fact, KCP&L’s docummnentation relative to cost variances on the Tatan

Projects confoirn to- what 1 would consider to be “best practices” within the heavy

Project so as to document and identify cost variances and related explanations and
Justifications fall within the top quartile of all power projects that I have scen in my
carder,

Are you familiar with the Missouri Public Service Commission Staff Report,

Construction Audit and Prudence Review latan Construction Project for costs

‘reported as of June 30, 2010 (“Staff’s Reporit”)?

Yes, I have reviewed it.
In Staff’s Report, Staff recommends a disallowance of $18,361,835 for Yatan Unit 1
and $93,400,206 for Iatan Unit 2 for “Net Unidentified/Unexplained Cost Overrun

Adjustment.” What is your understanding of this recommendation?
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Staff's position is that KCP&L should not be allowed to recoup any costs in exoess of the
Control Budget Estimate for either of the Jatan Projects. Based on the content in Staffis
Report, these amounts are simply the difference between each of the Tatan Project’s final
costs and the Control Budget Estimates. 'Staff proposes cartaiﬁ specific adjustments in its
report and spczisoﬁng testimony. All other inéreases to the Control Budget Estimate are
included in Staff’s “Net Unidentified/Unéxplained Cost Overrun Adjustment.” To
calculate its disallowance recommendation for the category of “Net
Uni&asﬁtiﬁedﬂ}mxp}aiﬁet} Cost Overrun Adjustment,” Staff merely takes the agg_regate&
actaal costs of each Unit as of June 30, 2010 and subtracts two amounts: (1) the Unit's
Control Budget Bstimate Amount and (2) Staff's itemized proposed disallowances.

What is your understanding of the basis of Staff's argument for this proposed

disallowance?

Staff's veasoning for these proposed disallowances iz lack of information. See Staff

Report at p. 33 In. 21-28 to p. 38 In. 22. In esserice, Staff states that it asked KCP&L by

way of two data requests (“DRs™) for “a listing and a description and explanation of all

overmns,” and Staff claims that KCP&L’s response was insufficient. As a result, Staff

does not believe KCP&L bas adequately explained any of the costs in excess of the

Control Budget Estinate.

Do you agree with Staff's argument?

No. I have reviewed the information that KCP&I has provided to Staff, along with

cerfain data request respomses. KCP&L has provided Staff with reasonable,

understandable, and well-organized documentation that identifies and explains all of the

budget variances on the Iatan Project and also explains KCP&L’s mitigation of identified

tisks which could have resulted in a further negative variarice had KCP&L not taken its

reasonable management actions. It appears that Staff for the most part bas simply chosen
10
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to ignore the information that KCP&L has provided over the last four-plus years on the
latan Project. The information provided by KCP&L to Staff comprises the information
that I or other experienced parties in the power industry would review on any project in

order to confirm the cause of all such budget variances,

‘Have you ever been retained to perform an analysis of the cause of cost everruns on

a large and complex project such as Iatan?

Yes. 1have done this type of budget analysis many times and, considering the duration.
of my career, most likely in excess of several hundred times. | performed my first such
exercisé as described above in 1960 while working in labor control and timekeeping on a
large bridge in central Ohio: I was charged with identifying, analyzing, controlling and
projecting end-costs associated with the performance of work and the cost of materials.
That was about a hall centary ago and during the ensuing 50 ‘years, 1 have ‘been
responsible for various aspects of construction projects including executive level, actual
gopstruction, scheduling, budget, change orders, dispufes, cost iracking, financial
reporting and oversight. My experience includes projécts ranging in size up o
approximately $6 billion and encompasses many power projects such as: Jatan; Brandon
Shores; Ontario Power Generation - Pickering; Northeast Utilities — Seabrook;
Greenfield Mountain; Vermont Yankee; Main Yankee; OK. Tedi - Papua New Guines;
Basalt Waste Isolation project; Midwesco Energy wood fired power plants and othiers.
One such engagement occurred in the years immediately prior to-my engagement
at KCP&L:. Ontario Power Generation {(“OPG™) retained Schiff Hardin to assist it in
determining a budget for the second phase of its rehabilitation of a nuclear plant based on

the costs and data gathéred from the first phase. The OPG Board of Directors and

members of the Ontario (Camada) provineial govemment. asked Schiff Hardin o

determine whether proceeding on the second phase of the project was beéneficial to

11
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OPG’s customers and the Province, and at what cost. Schiff Hardin bad fo report to the
Board of Directors whether the documentation supporting the cost estimate was sufficient
to proceed with the project, and then we were requested by the govemment fo assist in
the project’s later cost reforecasts to determine whether the money actually spent on the
project was spent prudently. In order to perform this analysis, we had to determine the
cause of any cost overruns. I joined the Schiff Hardin feam to agsist in this effort.

The analyses that I did with my colleagues from Schiff Hardin to determine the
prudence of the project costs involved: (1) reviewing the assumptions embedded in the
cordrol budget to understand how the amounis were created; (2) reviewing documenis
created by the project team regarding the additions to scope, changes in pricing and
schedule associated with the work; (3) reviewing of contracts with major vendots; (4)

examining indirect staffing requirements; and (5) determining the appropriate level of

contingency, among other issues. OPG’s cost team prepared a control budget in much.

the same roamier as KCP&L and with approximately the same number of detailed entries
and line items as for the Iatan Project. The project team prepared individual packages of
justification documents regarding the incteases in scope and estimatés of project cost for
vetting. When it came time fo revisit the project’s costs for purposes of reforecasting the
estimate at completion (EAC), OPG provided the same level of detail and updated cost
records. These records allowed for review of the appropriate variances and their
justification,

What was the size of this project for OPG?

The final cost of the second phase of the OPG project was about $995.2 million, while
the overall cost of the entire Pickering Nuclear project was comparable to the cost of the
Tatan Project. Schiff Hardin was able to recommiend to the OPG Board and to the Ontario

Government that based ori the information provided, OPG was making 4 prudent decision

12
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to execute the project. The conirol budget for the project later increased by nearly 20%
due fo changes in scope and those changes were necessary for the safe operation of the
plant. Iﬂtimatei_y, the project was viewed by the Ontario Government as a great suceess.
This is just one career example in which 1 have performed detailed analyses of budgets,
actual costs, variances and related justifications in comnection with the issue of
reasonable and prudent decision maldﬁg,

Staff’s Report claims that it requested specific information regarding KCP&L’s cost
overruns in Data Requests 969 and 970 that KCP&L failed to answer, Have you
reviewed KCP&L’s response to Data Requests 969 and 9707

Yes, I have.

Do you believe that KCP&L’s résponse accurately provides Staff with réeasonable
direction on how to verify KCP&L’s identification and explanation of the budget
variances within KCP&Ls Cost Portfolio? |

Yes. KCP&L provides instruction to Staff on how to assimilate the K Report and also
identifies the documentation that provides the explanationis for cach’ and ‘every cost
variance. Additionally, Company witnesses Forrest Archibald and Chris Giles have each
testified regarding the number of times they personally, along with others from KCP&I.’s
project and senior management teams, met with Staff to provide additional information
and answer any questions that the Staff may have had. In addition, as I testified, I was
present at a meeting with members of Staff and I do not recall any expressions of
confusion from Staff regarding the manner and processes in which KCP&L prepared its
Cost Portfolio and documented cost variances on the latan Project.

In your opinion, is there anything that Staff needed so as to perform its audit of the
Iatan Project other than the information that KCP&L provided?

No. Based upon the nformation that is :provide_d in Staff’s Report Schedule 3 (_'i“}ata
13
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Request Responses 969 and 970), Staff was shown how fo verify the explanations behind
each of the cost variances as well as make a: judgment as to whether those variances ‘were
due to imprudence on the part of KCP&L. Staff has been provided, or would have been
provided if it had asked, with all of the same information that I have reviewed regarding
the Iatan Project’s costs, and these data requests should have assisted Staff in how to
access that documentation. Moreover, the documentation that KCP&L has prepared and
provided is well-orgamized. As I will discuss later in iy festimony, a “drill-down” on
specific cost items is very doable for anyone charged with such a review.

What I do not understand about Staffs posiﬁon is that Staff did identify $51.3
million in itemized disallowances related to Unit 1 and $36.5 million related to Unit 2 by
utilizing all of the documents that I would expect them to have used-—reforecast
documents, change orders, settlement agreements, project correspondence and invoices
and the Jike, It appears that Staff understands how to analyze the latan Project’s
documentation. Based on that result, I can only conclude that that Staff, after reviewing.

all of the latan Project’s documentation was unable to identify any other alleged

‘imprudent costs.  Staff now hopes that the Commission will ‘overlook the fact that Staff

has not been able to identify any other imprudent costs and somehow disallow all of the

other increases to Iatan Projects’ Control Budget Estimate without any supporting

evidence whatsoever.

Can you please describe for the Commission how KCP&L identifies the cost

variances that occurred on the Tatan Project in the documents that it prepared and

provided to Staff?

Yes, First, as part of the Jatan Project’s Monthly Reports which 1 believe were provided

to Staff, KCP&L includes copies of the K Repart (Schedule DEM2010-7) Ag stated, this

report shows: {1) the original Control Budget Estimate amount for each line iterii; as well
14
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as (2) the forecasted estimate at completion; and (3) the costs incurred to date. A simple
comparison of the forecasted estimate at completion ("EAC™) 1o the Control Budget
Estimate amount would have provided Staff with a comprehensive list of those cost
accounts on the Jatan Project. that currently have or are projected to have a final cost
variance. Comparing the actual costs fo. the Conirol Budget Estimate amount will

establish the cost variances based upon the cost incurred as of the date of the K Report.
This analysis can be done regardless of whether you account for contingency.
Project Contingency is related to the universe of cost line items and associate risks. Tn
KCP&L’s cost system, contingency amounts assigned. or attributed to individual lne
iterns can be determined by either reviewing and comparing the supporting
documeniation for each monthly cost report-or by reviewing the fatan Project’s summary
contingency log that is updated and provided with each monthly X Report. While the
summary contingency log does not establish detailed reasons for such variances, -it
nevertheless identifies the amount of contingency that is applied to a certain line item.
Company witnoss Mr. Archibald describes in his testimony the process KCP&L uses for
assigning contingency fo specific budget line items, When KCP&L developed the
Control Budget Estimate, the level of engineering was approximately 20-25%, and.
KCP&L: zet aside $220 million in contingency on Jatan Unit 2 and $25 million of
contingency on Iatan Unit 1.  As the Iatan Project progressed and contracts ‘were
executed, contingency was assigned to line items where the Control Budget Estimate:
amount was lower than the actual contract amount. (See Schedule DFM2010-8, the latan
Project’s Contingency Log). In addition, contingency was used to cover the Tatan
Prﬁjecfg’s change orders and purchase orders that were not specitically anticipated by the
Control Budget Estimate as the design continued to mature. With regard to the above
treatment of contingency, KCP&L’s method of distributing contingency on an as-needed
15
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basis are in line with what is utilized in the industry for similar projects. Once the
contingency is fully assigned to each Iine item, it is then possible to identify all variances
from the “adjusted” Control Budget Estimate to either projected or actual costs.

How does KCP&L document and explain the reasons for cost variances from the
Control Budget Estimate?

Company witness Mr. Archibald identifies three primary sources of documents that

provide the explanation for variances to the Control Budget Estimate: (1) an initial

“Recommendation to Award™ letier, particularly when the amount of the award exceeds

the Control Budget line item amount; {2) the supporting documeéntation for KCP&L’s

BAC including R&Os and CPs; and/or (3) executed change orders and purchase orders.

{Archibald Rebuttal Testimony at pp. 4-5) Based upon this documentation, Staff could

have targeted specific items that Staff believed needed further explanation by KCP&L.

There are no undocumented regsons associated with KCP&L’s Control Budget Estimate

variances.

In your Direct Testimeny, did you discuss the development of the Control Budget

Estimate?

Yes. On pages 6 to 15 of my Direct Testimony, T discuss how the Control Budget

Estimate for -each of Iatan Unit 1 and Jatan Unit 2 was developed and finalized in

December 2006.

‘Was it appropriate for KCP&L to set its Control Budget as of that time?

Based upon my experience in the industry, ves.

Was the contingency amount in the Control Budget Estimate also appropriate?

Yes, because ¢ontingency is based on evaluating what"is known 4t the time. 1 also

testified in my Direct Testimony regarding the industry norms for range of accuracy

around various types of estimates, and I believe that the Control Budget Estimates for the
6
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Iatan Project have proven to be accurate within that range, See Meyer Direct Testimony
atpp.-3-5, 7-9, 12-15.

Have you performed your own review of the Iatan Project’s documentation to verify
KCP&L’s identification and explanation of the Projects’ budget variances and the
reasons for these variances?

over the life of the Tatan Unit 2 project in parallel with each of KCP&L’s reforecasts. 1
have also performed a final review for purposes of my testimony here in order to provide
niy opinion to the Commission.

Please explain your methodology of reviewing the documentation from KCP&ILs
Cost Control System to verify the causes of the Iatan ijeet’s budget variances.

The most effective manner for examining cost variances on a large, complex project sich

as Tatan is to begin by narrowing the scope of the review to those items that on their face

appear to bé overruns of underruns. 1 will describe how [ continued to narrow- my

analysis to focus on those eléments of the Tatan Project that experienced the largest

‘negative variances from the Control Budget Estimate.

I began by reviewing the K Reports for Unit 1 and Unit 2 that are issued by
KCP&L’s cost depariment on & monthly basis. 1 paid particular atiention to the K
Reports covering the period through June 30, 2010, because that is the cut-off date used
by Staff in its Report. See Schedule DFM2010-7. Company witness Fotrest Archibald
has provided a detatled summary of this report and its workings and describes the column
headings and the information contained therein. I agree with his testimony and believe
that it s an accurate depiction of this report and its workings.

Please describe the subtotals for certain cost categories as you scan down the K
Report.
17
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The K Report aggregates budget line itemns into three large categories: (1) Procurement;
{2) Construction and; (3) Indirect Costs.  As used in the K Report, “Procurement” line
items are those related to engineered materials and commodities used in the construction,
“Construction” are related fo the construction contraciors” work, and “Indirect Costs”
EncOmpass owner's costs mcindiz;g design engineering, construction manag_ement,‘
facilities, trailers; start-up support and other such costs. These subtotals provide a quick
insight into the Iatan Project’s overall cost trends:

What was your next step after reviewing the K Report?

1 compared the colunns titled “Control Budget” and “Actuals Including ACCRUALS.”
Such a comparison provides a preliminary indication as 10 which scopes of work and line

items of work have a to-date cost variance when compared to the oxiginal Control

‘Budget. However, it is important to note that the above comparison does not yield final

information with respect to pet end-of-day cost varlances as compared fo the Conirol
Budget Estimate because the Tatan Uit 2 is not yet complete. -A copy of the comparison
described above for both units is attached as Schedule DFM2010-9,

What were the resulfs of this comparison?

This comparison provided me with an initial indication as to where there were to-date
budget variances on a line-item basis, without contingeney allocations or the effect of
other internal budget transfers that may have been made during the course of each
Project. On latan Unit 1, the Control Budget’s Procurement subtotal shows a positive
Val_‘ianc;s,_ or underrun, of approximately $6 million and on Iatan Unit 2 this category
shows nearly a $10 miltion positive (undermmn) variance. The summary lines for
Construction show a Unit 1 negative variance, or oveirun, of almiost $77 million and a
$329 million negative variance for latan Unit 2. Finally, the Indizect Costs subtotal

shows a pegative variance of $24 miilion on Unit 1 and $30 million on'Unit 2. On a
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summary level, the positive variance (undermn) in the Procurement Costs indicates to me
that KCP&L’s Control Budget Estimates for procurement of engineered equipment on
both units was sufficiently mature at the time of its preparation and approval and the
passage of time has not increased the budgeted costs beyond KCP&L’s original
projection indicating prudent management of these cost line ifems, As a result, there is
no need to examine these costs any further. The negative varances {overruns) for
Construction and Indirect Cost subtotals setve as potential “red flags™ meaning that it is
appropriate to take a closer look at the reasons for the negative variances in these cost
categories.

Simply because there is a negative variance, does that necessarily indicaie

impruadent management on the part of KCP&LY?

No, not at all. A negative variance in and of itself is mot reflective of imprudent
managément. Rather, it is just a fact on these types of projects. A negative variance only
‘provides an indication that further investigation is necessary in orders to determune its

root-cause or cavses. In many instances; a negative variance could not teasonably be

avoided, and thus it is in‘.lporfant' to understand the causes and trends related to sach such

negative variance.

After you determined the variances from the Control Budget Estimate by line item,

what did vou do next as related to your analysis?

The next step was to review KCP&L’s contingéncy log so as to- determing how KCP&L

actually. applied the contingency ;zneunts to the Control Budget Bstimates® line items

prior to the May 2008 Reforecast. Allocating the contingency in this manner provides a

more comprehensive view of the Controf Budget Estimate established for each line item,

Why did you use the May 2008 Reforecast as the cut-off point?

Prior to the May 2008 Reforecast, KCP&L had allocated all of Unit 1’s $25 million
15
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original coutingency and almost **[EHEEEEER"* of Unit 2’s original $220 million

contingency. The **EESEREE " n remaining Unit 2 contingency was merely

subsumed in the reforecasted Iatan Unit 2 total of $1,901 million. However, it is

reasoniable to allocate the remaining **{INNGIIER"* in contingency based upon the

known risks and likely budget variances, all as identified in the May 2008 Reforccast.

"The two largest risk arcas at that time as defined by the KCP&L project team were the

Kiewit Power Construstors Co. (“Kiewit™) Balanice of Plant Contract and the Indirect
Costs because the engineering plans for Balance of Plant construction and the

cofresponding scope of indirect costs wers the least matyre at that time. As a result, for

purposes of my analysis I have split the remaining + i in contingency that

“was not specifically allocated as of the May 2008 Reforecast between these two cost

lings. With respect to allocation. of the contingency for the Indirects, I spread the
contingency generally in accordance with the risks identified in R&O item No, 9. A copy
of this R&O Itetn is attached as Schedule DFM2010-10.

Once you spread the Control Budget Estimate Contingency to the various line items,
what was the next step in your analysis?

My next step was fo identify the total budgeted cost for what became the Kiewit wozk.
Originally, KCP&L had anticipated pérforming the Balance of Plant wotk on a multi-
prime basis, using several different contractors. As a result, the Control Budget Estimate
for the Balance of Plant work was originally spread over several different line items. As
a result of the change in confracting strategy, and the award of a large portion of the
Balance of Plant work to Kiewit, KCP&L created a Balance of Plant section in the K
Report that was intended fo aggregate the costs of the Kiewit Balance of Plant work for

fracking purposes. -As a resulf, portions of the Control Budget Estimate were removed

from certain line items and put into the Kiewit Balance of Plant budget. In order to
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determine these amounts, I looked at KCP&L’s internal budget transfer logs. These
internal budget transfers establishing the Control Budget Estimate for the Kiewit Contract
were created after the coniract was signed in November 2007 and made visible in that
month’s K Report. Atftached to KCP&L's monthly X Report is also an updated
contingency log and intérnal budget transfer log that clearly shows how KCP&L
“funded™ the original Kiewit Contract amounit in the Control Budget Fstimate. A copy of
the K Report and internal budget transfer log from November 2007 is attached as.
Schedule DFM2010-11. Because the records are transparent, T was also able to obtain a
log from KCP&L’s cost team that traces these internal budget fransfers with an
explanation of the scope of work associdted with each fransfer. See Schedule DFM2010-
12. 1t is my understanding that the cost team created this document ii November of 2007
at the time of the execution of the Kiewit Contract. Finally, there are scopes of work,
such as the insulation and lagging that were not included in the base Kiewit contract,

After the contract award to Kiewit, the insulation and lagpging scope of work was

assigned to Kiewit, and as a result, the Control Budget Estimate for those scopss of work

were trausferred into the Balance of Plant category.

Do you have a document that shows your analysis of the budget variances that
includes the allocation of Control Budget Estimate Dollars to the Kiewit Contract
and contingency draws?

Yes. My full contingency and internal budget transfer analysis for Units 1 and 2 are
attached as DEM2010-13. This is the document [ have used to identify all of the budget
variances for both Iatap Units 1 and 2.

What did you do next in your analysis?

The next thing I did was to analyze line items of cost in which the negative vaviances

were over $250,000. I selected this threshold amount because this is a large project and
21
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-any amount less than that would not significantly impaet the Project’s costs. $250,000 is

approximately .01 percent of the total Project cost. Line ilems with negative variances
above this threshold amount are shaded ither red or blue within Schedule DFM2010-13.
The red highlighting are items which 1 have tagged for requiring further investigation as
to the causes of those variances. I have provided the results of my investigation below,

The blue highlight indicates items that were either omiited from the Control Budget

' Estimaté or the amourit carried in the Control Budget Estimate was so low that it was

tantamount to an “omission.”

Within the construction cost estimating industry, the above line items highlighted
it blue would not be considered inappropriate or “imprudent” expenditures because they
represent work that was always needed in order to con;piete the Iatan Project. In other
words, the work represented by the blue highlighted itemis was necessary and could not
have reasonably been characterized as avoidable. costs due to any action or inaction on

the part of KCP&L’s managemen!. For the purposes of this analysis, the total amount of

the budget variance associated with “Omitted” items is approximately **{F

B> for Unit 2. 1 have included a list of only these jtems i
Schedule DFM2010-14.
¥f there was no budget for these omitted items, how do you know that KCP&L
didn’t pay more than it should have?
The absence of budget does not resolve the question of whether the amount paid was
reasonable, In this case, a Mr. Jories has testified, KCP&L used a robust procurement:
and contract management system and the latan Project’s documentation allows for
checking of costs such as expediting fees, premiums and others. 1 reviewed a sample of
the above omitied items and have determined that there were no unreasonableé charges.

Based on your analysis, what were the line items that showed the largest "variﬁ:‘:ces_,




1 excluding omitted items?
2 A:  ForJatan Unit 1, the items that had the largest negative variances (excluding the omitted

3 items) were as follows:

5 %
8  1will provide more detailed explanations of these variances below. ‘With respect to Tatan Unit 2,
7 the largest variances (exchiding ormitted items) are as follows:

8 A

9
10 I have included a list of all the negative variances over $250,000, including those
11 identified dbove at Schedule DFM2010-15. Also included in this list are line itemis of
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cost which do not show a negative variance but where Staff nevertheless proposes a

disallowance. This is not réasopable because the cost data does not indicate an overmn:

commensurate to Staff’s proposed adiustment. For gxample, with respect to Unit 1, Staff

has requested a disallowance related to ALSTOM Power Inc. (*ALSTOM™) of over

Bl where the tofal actual negative variance is only **[g
B+ This is perhaps the most notable example of Staff overreaching in its Report,
but it is tiot the only one.
Do you beliove that the analysis you have done is of sufficient size and breadth to
constitute a thorough review of the Iatan Project’s cost variances?

Yes: As | have stated, I have monitored costs from the start of the atan Project and have

‘provided analysis of each of the cost reforecasts KCP&L has performed. 1 note that in

my testimony today, the supporting analysis that 1 provide actually exceeds the amount of
the Iatan Project’s overruns. My analysis includes items analyzes $16 million in omitted
iterns and $59 million in negative variances for Unit 1. These two amounts together are
more than the total $69 million negative cost variance for Unit 1. With respect to Unit 2,
may analysis covers $22 million in omitted items plus $181 million for ftems with a
negative variance. This is because when the negative variances are reviewed on a line-
item basis, items that have a positive vatiance (underfun) are not considered. As a result,
this type of analysis actually requires KCP&L to explain negative variances even when
the aggregate amount, when added to positive variances, does not constitute an overrun.

Farlier you identified how KCP&L documents its justifications for overruus based
on the Recommendation fo Award Letters, the back-up to the Project’s cost

reforecasts and the Istan Project’s chaxige orders and purchase orders. Please
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describe in general which of these would be meost applicable to explaining the
reasons for variances from the Centrol Budget Estimate for Unit 1 and Unit 2 you

described above.

The explanation for Direct Cost variances could be described in any of the three above-
mentioned document categories but ultimately, justification for all actual cost changes to

these contracts would be evidenced in the change order and purchase order documents. 1

have inchided an example of change order documentation at Schedule DFM2010-16.

This ALSTOM-related document identifies that the reason for the change was a scope
addition to ALSTOM’s original contract and why ALSTOM was the appropriate
contractor o perform the work., The change order also includes the back-up justifying
the specific additional costs,

You stated that the explanations for variances in the Direct Costs are contained in

the purchase orders and the change order documentation. Where in the Iatan

Project’s documentation is the explanation for the variances in the indirect costs?

‘With respect to the cost variances for the Indirect costs, some of the variances can be

-associated with a specific vendor and identified seope of work, A good example of this is

the work performed by KCP&L's engineer, Burns & McDonnell. For indirect costs that
cannot be explained using this methodology (e.g., the costs associated with project
management or KCP&L internal staff). The most meaningful explanation for these
variances would be found in the backup to the 2008, 2009, and 2010 cost reforecasts, 1
will explain this further Tater in my testimony today.

Have yvou been able to detéerniine the reasons for the cost variances identified in your

chart?
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Yes. 1 have reviewed all of the Iatan Project’s cost reforecast back-np documentation,
recommendation to award letters, change orders and purchase orders. I have provided a
listing of all of the purchase orders and change orders in various attached Schedules
which mclude a description of the reason for the cost variance (increase or decrease) that
was pulled directly from the face of the change order itself. As any questions arose abotit
a-particular item, { worked with KCP&L’s Project Controls team to ensure I had a good
understanding of the detailéd facts and circumstances. surrounding a particslar change
order or purchase order. As I reviewed the purchase orders and the change orders, I
coded each one based upon five different categories. Categorization of relevant costs by
oot cause “reason codes™ allows me to summarize iy findings here. It is fmportant to
note that Staff has had access to all of the rélevant information that I have described and
could have prepared similar codings and summaries and understandings.

Please describe these reason codes you utilized in your analysis of the cost variances.

_ [ have provided the following chart (o explain the reason code regime:

Reason

Cade _ Definition

DESIGN MATURATION; This category captures work that is related to the

1 original scope of work, and is necessary for the design or construction of the.

Unit. ‘This could include ficld changes or necessary design changes based upon
mfmmd,i:mn that bﬁcame known after the original contmct

?RECING ESCALATION/CHANGES: This category captures increase in
material costs or tates from the original contracted amounts.

3 1 NEW BCOPE: This category captures the costincreases associated with work

scope that was never anticipated to be a part of a particular contractor's scope.

]}ESIGN AND/OR FABRICATION ERRORS: This category captures

4 scope and costs associated with engineering which caused rework in the field

by the affected contractor.

COST INCREASES DUE TO SCHEDULE: This category captures
5 additional costs paid to the contracior due to deldys, compression, acceleration
or lost productivity.,
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Can you discuss how you would apply these root cause reason code categories in a

prudence analysis?
Reason Codes numbers 1 and 3 identify cost mcreases to the latan Project for work that
was required for the conmstruction, start-up, operation and maintesance of the Units.

Typically, these type of cost variances are reflective of an omission or design assumption

‘that was embedded within the Control Budget Estimate fliat was later provén to be not

workable, Company witness Kenneth Roberis testifies regarding the concepts of
“betterment” or “added value.” These concepts apply to the variances that fall into
categories 1 {Design Maturation) and 3 (New Scope). From my cost engineeting
perspective, the costs in thess categories represent costs that the Owner would have

tncurred on the project regardless of any act or omission on the part of the Owner. A

“perfect” estimate would be an estimate that included all the variances attiibutable to

Design Maturation and New Scope. While the “perfect” estimate may be an industry

‘goal, it ravely, if ever, exists in reality. It i3 not wnoommon within the industry to see cost

increases resulting froim these caunses. In other words, even if KCP&L had a “perfect”
estimate back on day-one of the Project; KCP&L would still have incurred these costs but
the Control Budget Estimate would have been higher. As a result, I do not consider
negative budget variances in these two categories to have been caused by the imprudence
of RCP&L, nor would they be seen as such within the industry at large.

With respect to Pricing Escalation, reason code mmnber 2, this category includes.
typical and reasonable cost adjustments that are expected on large and complex Qrojecfs
such as Iatan that span multiple years. It is frequently difficult to anticipate the actual
impact that pricing escalation can have on an extended-term project since many factors
come into play. Additionally, there can be wild market-wide pricing swings that are
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difficult if not irupossible to fully understand ahead of time and sometimes, even In
retrospect, Therefore, there are certain categories of cost that ¢ontractors are loathe fo
agree fo fix in their pricing such as wage rates for craft workers. Because is it normal for
the owner to take on the risk for such cost increases, the relevant question with respect to
evaluating the prudence of any observed pricing increases is whether such increases are

allowed tnder the specific terms of the confract and ‘whether KCP&L agreed to

reasonable escalation or rate increases based upon the market at the time of contracting.

Reason code 4, changes due to Design ‘or Fabrication Errors, are items that could

-gither be reasonable or imprudent depending on the circumstances., For example, the

circumstances could indicate imprudence on the part of KCP&L if the level of cost
increase exceeds the notion of reasonableness and industry norms and the facts support
poor workmanship. As seen within the industry as a whole, on a project of this size and
complexity, an éxpected and accepted level of design errors would be somewhere within.
a range of 2-49% of the total cosis.  Design engingers are not frequently responsible for
the payment of such: additional costs, as long as they provided engineering services of the
nature and qualify consistent with the applicable standards of care. Engineers do nét nor
can they warrant perfection. 1t is accepted within the industry that design and installation

errors will ocour on almost every project. Based on my 50 years of industry experience, a

‘rather typical backcharge yecovery rate (L.e. an Owner’s ability to recoup costs for an
Ty : up

error from the contractor) for a project of this size is probably no more than 15-20%, net
after collection expenses are considered, The reason for this low rate of recovery is that
there are many obstacles to collecting backcharges from contractors, For example, it is
often difficult to discern who caused the damage or re-work, especially in work spaces
where more than one contiactor was working. Additionally, it is administratively
burdensome and impractical to document, évaluate, and attempt to recover all additional
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costs of fitup and installation issues. Recovery is also often diminished through
administrative costs, legal fees or other litigation expenses.

’f‘inall}ﬂ for a pmdence analysis, it is important to pay particular aftention to
Reason Code no. 5, which is schedule-related. Imprudent management of contractors
will often manifest itself in cost increases derivative of schedule delays, re-sequencing
and related impacts. However, | want 10 be very clear that simply because a contractor
makes a claim for delay or a delay on a project ocours, it is not axiomatic that the Owner
has acted imprudently. Such events would merely constitute red flags regarding items
that should be more fully examined including the circumstances leading to those delays
so as to determine if all or any portion of the delay was indeed caused by imprudence.
Cost increases due 1o schedule delays are very commion, especially whers thére is mote
than one contractor who has to work in a designated area,

Desigh maturation can also negatively impact the project’s schedule if the design

changes result in greater quantity, changeé in work sequence or increased complexity of

work, The goal of the owner or construction manager is to do what is reasonable to

mitigate these costs, Here, I want to underscore one important reality of large, complex

and coordination-intensive projects such as latan. From time-to-time, an owner finds it in

its best economic interést to make contractual peace with a contractor even if a strict
reading of a confract would indicate action to the contrary, Experienced industy
managers know well that under cerfain circumstances it can be less costly fo pay a
coniractor’s claim or some portion thereof rather than engage in proiracted contract

dispute resolution processes and end up losing more time and money than was initially at.

-stake. Schednle wobbles by dissatisfied contractors are relatively common-place and

with a 3,000 man project payroll, daily costs can exceed $3 million.

Do vou believe KCP&L adequately mitigated the impa_nts due to schedule concerns?
29
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Yes. Although T will not discuss KCP&I1.’s mitigation strategies in detail since those

fopics are thoroughly discussed by Company witnesses Roberts, Nielsen, Downey and

Davis, the fact remains that the cost variance for both projects has been held to a

projected 16% over the Control Budget Estimate. That fact alone would indicate to
experienced and reasonable industry parties that KCP&L successfislly mitigated the Iatan
Project’s schedule risks. |

Do you have an example of KCP&L's ability to mitigate schedule risks that could
have led to larger megative cost variances had KCP&L not taken positive and

prudent management actions?

A good example of the effectiveness of KCP&L’s management actions to mitigate cost

variance is the avoidance of a significant portion of the additional costs anticipated for

Tatan Unit 2°s start-up in the April 2010 Reforecast. KCP&L performed such analyses

‘that enabled it to identify, understand, quantify and msanagerially target certain risks

subsumed in the reforecast and ensure that it had a solid plan in place o mitigate the:
risks, As & result of this risk mitigation planning and manage?nent attention, the Unit 2
start-up effort went exceedingly well, This allowed KCP&L to decrease its EAC forecast
in the fall 2010 by about $40 million.

For both latan Unit 1 and Tatan Unit 2, the two largest cost variances are Cost

Codes 1218 (Air Quality Control Systems - Steam Generator and SCR) and X001

‘(Balance of Plant). Can you describe these work accounts and related contracts?

Yes. Cost Code 1210 is the Steam Generator work performed by ALSTOM, while Cost

Code X001 relates 1o Kiewit’s BOP work,
Based upon your review of the purchase orders and change orders, can you please
explain and summarize the reasons for the cost variances as compared to the

Control Budget Estimiate for the above work accounts o the Intan Project? Please
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start with the Cost Code 1210 - Uxnit 1 and 2 ALSTOM Steam Generator SCR work.
In regard tp Cozst.Cocie 1210 — Unit 1 SCR, my analysis of all of the related purchase
orders anﬁ oh:éﬁ.gé”drders is provided in Schedule DFM2010-17. To start, as the
supporting docuﬁﬂéﬁté{ioﬁ in the above referenced schedule makes clear, this work was

awarded to ALSTOM under a fixed-price contract and the initial PO in the amount of

B+ was issued on May 1, 2006. The initial PO amount for this line item
only reflects the original contract amount, and does not contain any contingency for
change orders. For purposes of this analysis, 1 refer to the above amount as the base
contract amount. As I and others have explained, a fixed-price contract does not mean
that there will not be any change orders. In fact, it is highly likely that there will be
change orders.  This truism is universally and well understood in the construction
industry. AL.STO.M’S contract was an enginee_f, procure and construct (“EPC”) contract
that contains certain assumptions and stipulations. The contract itself is comprised of
some 1,800 pages. ALSTOM’s work on latan Unit | invelved tying-into and literally
building its own work on top of an existing, operating plant, and ALSTOM’s work on
Tatan Unit 2 was adjacent to and shared commen facilities of all types with fatan Unit 1.
This is very difficult work and would be seen as such in the industry. Accordingly, it is
not unreasonable to 'aésume that there may be ambiguities within the text of that contract
fegﬂrd:ing ALSTOM’s technic.a.] requirements or scope of work that would lead to later
change orders.

As of June 30, 2010, KCP&L had incurred costs related to ALSTOM of

B+ and its total committed cost at that time was * | R NEERNEE" * With

respect to total committed cost amount, ** SN * Of R * comprises base

contract work (see above referenced schedule), ** | EERN:* or **JF** comprises

schedule related items, **—**' or **-** represents design maturation and the
31
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‘remaining **#** of costs coraprise pricing, scope changes and errors impacts.

o With regard to cost variances when compared to the base contract amount of
**_"‘* (see above referenced schedule), costs have increased by
**—’%* in total or about **-"‘* With respect to the additional schedule
related costs of **_** as 1 and others have testified, delays or extensions of
time on a project such as Iatan are extremely costly. For months on end, the total latan
head count hove_red in the vicinity of 3,000 people and at $100/man-hour, the houtly cost

can be ap;')ro::';ixznated at $300,000 — that is equivalent to $3 million for one ten hour shift.

paid to ALSTOM are all the more reasonable when the basis for these payments is fully

ﬁxpla;ned and é(msid_ered. Company witnesses Mr. Roberts and Mr, Downey each testify
that ALSTOM Wdﬁid have been entitled to compensation for increases in the Unit |
QOutage’s comp{exitf and duration resulting from the scopes of work that were actually
neaded and added, including the rehabilitation of the economizer. The latent conditions
within the economizer that were discovered during the Unit 1 Outage further delayed

ALSTOM’s work because its new equipment had fo tie-in to the existing economizer,

"Because there was cooperation between ALSTOM, KCP&L and the other congractors,

ALSTOM resequén’céd its work during the Outage in order to mitigate the impacts of this
unforeseen event. ~ Had disagreements between KCP&L and ALSTOM regarding
schedule delays been allowed to fester and fought-out in court while the Project’s

schedule incrémantally stipped due to contract interpretation differences, KCP&L would
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* have ultimately had liability for much more than what was paid to ALSTOM. Here, as

Company witness Mr. Downey discusses in his testimony, KCP&IL chose to work
cbbperativcly with ALSTOM én an agreement that was the least cost alternative, which ,
conforms to similar action that its industry peers would have taken, faced with the same
or sitnilar choices.

With respect to the design maturation category, most of these additional costs
were the result of completion of the design of various ALSTOM interfacing-gystems that

impacted ALSTOM’s work and ALSTOM was thus compensated according to the terms

of its contract. .

Based upon my analysis, I believe that the additional amounts paid to ALSTOM
on latan Unit 1 were prudent, reasonable, understandable and transparently supported by
project documentation.

Could you summarize your analysis with respect to the Unit 2 ALSTOM Steam
Generator work?

In regard to Cost Code 1210 — Unit 2, my analysis of all of the related purchase orders
and change orders is provided im Schedule DFM2010-18, ALSTOM’s work on Jatan
Unit 2 was providéd under the same fixed-price contract as Unit 1. ALSTOM’s original

contract amount for its Unit 2 work listed in the initial PO dated May 1, 2000 was

B ¢ For the purposes of this analysis, I again refer to the above amount
as the base contréct amount,
As of Jupe 30, 2010, KCP&L had incurred costs of ** RN+ and its

total committed cost at that time was **“** With respect to the total

committed cost amount, ** RN * or **-**' comprises base contract work

(see above fﬁfe_renced schedule), **—** or **-** comprises schedule related

BEY or **B* represents design maturation and the remaining costs
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of *[ARRR* is comprised of pricing escalation and new scope for the most part
along with some minimal amounts for errors of various nature ** [N

With respect to the above schedule-related costs, my view with respect to those

- are similar to Cost Code 1210 — Ugit 1, as set forth above. In that light, KCP&L has

commitied to pay ALSTOM appropriate sums related 1o schedule impacts

fl** so as to ensurc the most timely project completion as reasonable.

¥*  Company witness Mr, Downey
testifies at length as to the benefits derived from the agreements that were struck with
ALSTOM related to its schedule compliance, and 1 folly agree with Mr. Downey’s
testimony. Here, KCP&L chose the least cost alternative and it should not be punished
for such reasonable choices.

My analysis shows that the increase in costs of the Unit 2 ALSTOM Stecam

(Generator and AQCS scope of work was prudent, reasonable, understandable and

" transparently supported by the [atan Project’s documentation and would be seen as such

in the industry. Those experienced in the business would have no difficulty in grasping
the essence of the cost variances associated with Cost Code 1210 — Unit 2,

Based upon your review of the purchase orders and change orders, can you please
explain and summarize the reasons for the cost variances as compared to the
Control Budget Estimate for the IKiewit work?

Yes but before I do, T would like to provide some additional background with respect to

~ the Balance éf'Pia:n:t"(“'BOP”)' work: Kiewit' was refained by KCP&L as the Iatan

Project’s general contractor. There has been considerable testimony surrounding Kiewit

and its role on the latan Project but here, 1 want to make several general observations
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related’ to the cost of the BOP work. First, the Kiewit BOP scope comprises virtually all

of the construction work except for the steam generator, hmbine, AQCS system,

 engineered equipment, certain footings and certain materials handling systems. In that

| 3i§ht, the breadth of the 'sc.cpze; is daunting and all-encompassing.

Second, while the contract value of the BOP work does not exceed that of
ALSTOM, the BOP work was nevertheless more complex in many regards. In part, this
is because many different types of eguipment, systems and devices are distributed
throughout the plant (some at great distances) and all must work in harmony and many of
those systems have to coordinate with and tie-in the work of other EPC and specialty
confractors oﬁ' siﬁ: — not just ALSTOM’s boiler and AQCS but also the cooling tower,
water treatment, the various tanks, ammenia storage, and others . Many different types of
skill sets and craft labor were required as well as significant coordination and
management by both Kiewit and KCP&L,

Third, in relative terms, the BOP work was perbaps the most challenging, risk
laden and expensiﬂ‘e work on the latan Project due to its scheduling aspects. Here,
Kiewit not only had to schedule its own work but it also had to interface many times, in
many ways, in many places with the project’s other major contractors. Bverybody in the
business knows that the BOP work on these projects carry with it the most risk for delays,
interferences, disruptions and impacts. This means that it is almost impossible to avoid
cost increases due to schedule regardless of whether such disruptive events emanate from
engineering or field construction conditions. Thus, the BOP work was much more
diffused in almost every dimension when compared to that of ALSTOM, Toshiba,
Kissick and the like:

Fourth, thc.deéig:tn: éﬁgiﬁéering was only about 25% complete at best when Kiewit

" developed its proposal and quite simply, as the design progressed, new issues, new work
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and associated sequences came into play. KCP&L reasonably and correctly chose to

freeze the Kiewit contract value relative to the estimate it provided when design was 25%

complete so that there would not have been a moving target, From a cost perspective,
this is significant because had KCP&L simply waited until the design was more mature,
the Kiewit variances would not be as great as they appear to be now. Due to all of the
above, a considerable portion of the project’s contingency was inherently associated with
BOP risk and cost overruns and such costs have to be judged in that light. At a
minimum, portions of the project contingency have to be allocated against the BOP work
in order to yield any meaningful and balanced analysis of actual costs, as discussed
earlier in my testimony. -

Could you explain the particnlar cost variances in Cost Code X001 — Unit 1 BOP?
My analysis of the Change Orders and Purchase Orders for Cost Code X001-Unit 1 BOP

is attached as Schedule DEM2010-19. As of June 30, 2010, KCP&L had incurred costs

B+ and the total committed value was ** (IR * The cost
growth as compared to Kiewit's base contract amount was **| " or
**-** the reasons for which I have broadly discussed above and will further discuss

below. ~ With respect to total committed cost, base comtract work comprised

'**_** or **-** design maturation comprised **—"‘* or

**-** wh:il.é the remaming *?_** COTNPIiSEs pew scope, error impacts and
schedule-related impacts for the most part,

One of the items that obviously contributed to the BOP expenses was the fact that
as the design matured, new issues, new structures and sequences of work became defined
and Kiewit had to a.ccé:mmodate them. For exampie, such post-award items included but
are not limited to: CEMS support steel; gas cleaning transformer pads; PCM grade slabs;

fly-ash system work, vacuum air system work; SCR DCS rooms and others.
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Another cbhﬁfibﬁting factor in the BOP cost increase is that, inherently, both the
design and E(:c.ué;s,t'ru;:tic-n work were performed in an existing plant which is widely
understood in the industry to be more much risky, expensive and cost-overrun prone than
green-field construction. Those who have remodeled their own kitchens or bathrooms
can underscore the reality of rising costs when rehabilitating in an existing structure all
while trying to live in it. The literal danger of having to work in an existing, operating
large power plant is so many times more costly than a home’s kitchen, A few examples
of cost inqreases related to the rehab work that Kiewit performed include but are not
limited to: é'ableftray' and duct bank obstructions; conflicts in cable irays and supports;
deluge system foundation conflicts; fly-ash pipe racks; general fly-ash outage work; HC
fixture issues at Bag-house 1; damaged SCR conduit and many others.

Finally, cost overruns due to quantity increases amounted to almost **fgj

B This exposure was inherent by virtue of the contracting strategy employed

with Kiewit. Mr. Downey addressed the reasonableness of that strategy in his Direct
Testimony, and I agree with that testimony. See Downey Direct Testimony pp. 21-27.
From a cost perspective, since the de‘ngn x%ras not yet complete when Kiewit was awarded
its base contract work, certain assumptions and qualifications had to be made concerning
work quantities and associated costs including that of permanent materials; the cost
estimate was based on estimated quantities, pro-rated accessories, and unit prices. When
gither one changed, the total cost changed. As the design matured, not all of the

assumptions held and under the terms of its contract, Kiewit was due compensation

- adjustments.

1 believe that based upon the documentation 1 have reviewed, the increases to the
BOP work for Unit 1 were prudent, reasonable, understandable and transparently

supported by KCP&L's latan Project documentation.
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Could you explain the particular cost variances in Cost Code X001 ~ Unit 2 BOP?

My analysis of the Change Orders and Purchase Orders for Cost Code X001-Unit 2 BOP

IS attached as Schedule DFMZ(}l.'Oé,?{}. As of June 30, 2010, KCP&L had incurred costs

of ”‘*—** and the total conumitied value was ** Gt

growth as cbmpared to Kiewit's total contract amount was **{RIRIIGHE"*" or
**-** the reasons for which I have broadly discussed above and will further discuss
below.  With respect to total commitied cost, base contract work comprised
**“"* dr **-** design maturation comprised **“** or
++[ill** pricing changes comprised R o« **Jl** new scope comprised

&8 or ' cost increases due to schedule comprised ** NG *

** comprised various errors.

or +“Jll** and the remaining R ——

As in the case of Iatan Unit 1 BOP costs, one of the items that obviously
contributed to the BOP expenses for Jatan Unit 2 was the fact that as the design matured,
new issues, new structures and sequences of work became defined and Kiewit had to
build them. Examples of design maturation impacting the Unit 2 BOP cost include, but
are not limited to: certain water treatment building foundations; crane girder column
stiffener plates; multiple transformer pads; Steam Turbine Generator (“STG”) hand rail
issues; STG building beam .seat requirements; masonry tie-ins; wall penetrations and
secondary framing issues; condenser piping; Zero Liquid Discharge (“ZLD™) building
work; tank farm pipe supports; ZLD sound enclosures; coal car dumper footings; certain
electro~hydraulic piping; weld types; steam blow piping; start-up support; chemical
cleaning support and many others.

As T have testified, Kiewit’s Tatan Unit 1 costs were heavily influenced by the
overall -exis_rgipgwfacifity or rehab performance conditions which is evidenced in design

maturation (additional work is identified as the design progresses) explaining ** "
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of the cost variance. Kiewit's Unit 2 work was less impacted by the existing facility.

This is evidenced by the fact that design maturation comprises only about **-** of

‘the cost variance: However, the fact that Unit 2 had to interface with the existing plant

and work around Tatan Unit I’s operations nevertheless contributed to some of the cost
Creases.

Finally, cost variances due to an increase in quantities for the BOP work on latan
Unit 2 amo'u;{ited.tczj Al‘mo.st **u** As T have already testified, this exposure
was inherent by virtue of the nature of the Balance of Plant work and completion of the
design. As a result, at the time of Kiewit’s original contract, certain assumptions and
qualification had to be made concerning work quantities and associated costs, which then
needed to be adjusted as the work progressed.

Based upon my analysis of the Unit 2 Balance of Plant work, the increase in costs

are prudent, reasq_nable, understandable and transparently supported by the Iatan Project’s
documelitaﬁéh o
Can yon pl’ea.se.sﬁmmarize the reasons for the Cost Code 8334 variances from the
Control Budget Estimate related to the Ash Handling for Unit 1?
My analysis of all éf the relevant purchase orders and change orders is provided in
Schedule DFM2010-21. As the referenced schedule ndicates, as the design matured and
piping re-route work along with dry/submerged flight conveyor work became defined,
KCP&L vetted, bid and awarded most of the work to the Foley Company. Foley’s base
contract work was aWarded m May 2008 in amount of **_** With the
passage of time as the design continued to mature, more Ash Handling work became
better defined and Foley was awarded the main of such work although others such as
Enerfab, Kissick, Babcock & Wilcox performed relatively minor amounts of work.

As of June 30, 2010, KCP&I.’s incurred cost for the Code 8334 Unit 1 work was
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**m**' and the committed contract amount was **[EAEGEEE"* With respect

to actual expenditures, * |

** or **‘** comprised base contract work;

**-** or **[il** comprised design maturation work while the reraining

[l included new 'scope’ R * pricing (net credit of **_**) and

various errors ** S IEURE *

1 believe that the additional Ash Handling costs over time are prudent, reasonable,
understandable and 'transpamntly supported by project docomentation, This is work that
was necessary for completion of the Jatan Unit 1 project, and as a result, comprise
prudent cost mcreases.

Can you please summarize the reasons for the Cost Code 8221 variances from the
Control Budget Estimate related to the Foundations and Substructare scope of
work for Unit 27

My analysis of all of the relevant purchase orders and change orders is provided in
Schedule 'DF.MZOIO—ZZ. The foundations and sub'stmcture scopes of work are actnally
“Balancclolf P.i.:f.mt” contracts. The work under Kissick’s contract was performed on a
“unit price” basis. This means that Kissick provided KCP&L with a price for installed
units that was applied to the various scope items given to Kissick. As the designs for
foundations were completed, Kissick wounld perform the work and KCP&L would pay
Kissick for this work based upon the unit prices provided in Kissick’s contract. Kissick
provided .!;Ii;esé.'priCes as a part of a formal bid process, and although KCP&L did not
receive any éth’er bids, they appear to be reasonable.

The first PO for this work awarded to Kissick on January 10, 2007 in the amount

(X" which I refer to as base contract award for the purposes of this

analysis. Since Kissick was an on-site contractor, it was able to maintain a competitive

| ‘posture as time passed and more critical and non-critical work became available. As of
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June 30, 2010, KCP&L had incurred Kissick costs of ** (RGN * and its total
committed amount was **u** The cost of the Kissick work grew by
**_** as measured agamsi the base coniract award.

| Of 'ﬂie'reasons for the groﬁvth' in'the Kissick work, my analysis reveals that most

significant was, not surprisingly, design maturation. With respect to total committed

costs, R or **JEEl** comprises base contract work (see above referenced

schedule), ** " O **-?“* comprises design maturation and the remaining
5% comprises schedule related impacts along with pricing and scope changes. In other

words, of the total increase in costs for this work, **.** of the growth has been due to

design maturation, Schedule related cost increases of ** B4 ware just FHEEEY
£ ]

of the ove:ail. cost increases for pricing and scope amounted to about **{EEEEEEE
credit or **-**;

Design mauiiatié'ﬁ of this contract was reasonable and prudent. Kissick was one
of the first con.tréé'tﬁrs. on gite, as Kissick was the entity responsible to get the latan
Project out of the ground. Accordingly, the majority of the Iatan Project’s design that
was related to Kissick’s ultimate work was simply not complete at the time of award —
additional Scopc and associated cost increases were always going to be incurred with
design progressmn and this would be well understood by experienced industry partics.

For example, as the referenced schedule reveals, many new foundation packages

were designed and awarded long after the initial Kissick award in January 2007 and such

packages included but were not limited to: coal yard grading; gypsum fly ash structure;
coal reclaim A; crusher tower; conveyor and dust collection structures; coal line
foundations; fly-ash pipe-rack; coal pile run-off swale, ISO lift station; drive tower
feundatton groundmg coal reclaim smlcture and many other foundations and structures,

Also, as time passed and design progressed much of the Istan Project’s
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uﬁderground duct banks and piping runs was designed and available for pricing and
construction and these included but were not limited to: limestone UG electrical; coal
yard duct banks; PCO 26 1SO pipelines; mechanical and ISO piping revisions; and others.
Finally, as the design matured, certain work that had béen originally unit priced under
specific performance assuraptions had the actnal performance conditions changed which
upset the original unit pricing metrics — the result was more cost growth, although that
gfoﬁ?’éh was expected by virtue of the inherent Kissick contracting strategy which in the
industry would not be viewed as flawed but rather normal for an equivalent project.

With respect to the cost increases due to schedule, these amounts are reasonable
and prudent because it was important for KCP&L to accelerate Kissick in certain areas in
order to maintain the critical path of the schedule. Company witness Mr. Davis addresses
these circumstances and the costs of R&O #139 in his Rebuttal Testimony. As I have
already te.stiﬁ'ed, daily costs frequently ranged up to $3 million, for which KCP&L would
be responsii:;ie iﬁ i;he é*ééﬁ.t':of a delay, and the amounts paid Kissick to minimize schedule
slippage were reasonable and appropriate and would be seen as such in the industry at
large.

Based ﬁpon my review of the documentation, the increases in costs for the
foundation and substructure work were prudent, reasonable, understandable and
transparently supported by KCP&L’s latan Project documentation.

Can you please summarize the reasons for the Cost Code 8413 variances from the
Coutrol Budget: Est:mate fefat’ed to *“Electrical Construction 3 - Coal Handling and
Water Treatment” scope of work for Unit 27

My analysis of all of the related purchase orders and change orders is provided in

Schedule DFM2010-23.  As of June 30, 2010, XKCP&IL had incured costs of

B~ and the committed contract value was *[RGRNNG"* The main
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reason for the to-date variance of *| MR * (when compared lo the adjusted
Control Budget Est_imate} is due to the fact that KCP&L had initially anticipated that

Kiewit would perform the eléctrical work in the coal yard and therefore most of the

* budget was moved to Kiewit work accounts: the Control Budget Hstimate for the

remaining 8413 work was minimal at **JEEREEEE"* However, a later cost and schedule
mitigation strategy that KCP&L employed was to tansfer the instant work scope o
another contractor so as to allow Kiswit to better focns on areas in the Turbine Generator
Building and boiler '\:vhc:rc it was experiencing productivity and schedule issues in early
2009, Thus, KCP&L re-bid this scope of work and Automatic Systems, Inc. (“ASI”) was

awarded the base contract. ASI already had an EPC contract for the material handling

systems, and therefore was already mobilized at the site and capable of doing the work.

The 8413 work experienced a contract growth of * RIS
when compared fo the base contract amount of **—* *} (See ASI purchase order
in referenced schedule). With respect to the cost variance reasons when comparex to the
base contract amount, **_*"’ or **-** of the growth or was due to design
maturation. Remaining growth is attributed to design errors and schedule related issues,
Support for the above is contained in the above referenced schedule.

The édsi% “jnereases for this budget line-item are prudent, reasonable,
understandable and transparently supported by project documentation.,

Let’s discuss the cost variances to the Indirect cosis. Are there any cost variances in
the Indirect cost category that can be analyzed using the purchase order and change
order wethodology described above?

Yes. The Cost Code 0300 variances associated with Bums & MceDonnell’s Design

Engineering services for Unit 2 can be analyzed this way. | have provided my analysis of

 all of the relevant purchase orders and 'change orders in Schedule DFM2010-24.
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AISIIIthe already tf;stiﬁed.,. f(sr .a" iaiéthi)‘:ra of reasons, the design and constriction
of every power plant 15 unique and associated design costs are not readily known,
understood and fully quantificd until the later stages of the project when most of the
design issues have been identified, vetted and resolved. The above condition represents
the essence of design maturation.

A review of the above-referenced schedule wdicates that much of the cost growth

‘was merely due to added design tasks, the existence of which could not have been readily

foreseen and quantifiable in early 2007 when Burns & McDonnell’s Unit 2 contract was
formalized, Such tasks included but were not limited to: traffic studies; coal yard
modificalion; various piping and welding studies; programming and many more.

As of June 30, 2010, KCP&L had incurred costs for Bums & McDonnell in the

#*¥ and the committed contract amount at that time was

**_** The 0300 design work experienced a growih of * R+ or

about **[EREE** when compared to the Bums & McDonnell base contract totals, With

amount of **

* regard to total design 'eicpendiw'res, **—"‘* or about *“‘-** was base

contract work and =1=.*_"““ or " * was due to design maturation. The
balance of the co.sts of * FRE “ * were due to pricing, scope, error and schedule
impacts. Therefore, of the total cost variance in this coutract, **HR** has been due to
design maturation while **-"‘* has been due to new scope. The other +s i of
growth has been due to pricing, fabrication errors and schedule impacts.

Based upon my analysis, I believe that the increase in Burns & McDonnell's costs

“in this category are prudent, reasonable, understandable and transparently supported by

KCP&L’s Tatan Project documentation.
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COST REFORECASTS AND ANALYSIS OF COST VARIANCES FOR

INDIRECT COSTS

Yi‘lli. lla.d. ﬁmiutioned earlier that Staff could have used the documents that KCP&L
assembled during the feforecast effort in order to wunderstand KCP&I’s
explanation of all of the cost variances from the Control Budget Estimate, but in
particular the Indirect costs. First, can you please explain how developing a cost
projection for an Estimate at Completion (“EAC”) is an effective management tool?
In my Direct Testimony, 1 testified that reforecasting costs on a complex construction
project such as latan Unit 1 and Tatan Unit 2 is reflective of pradent management. In
general, préspeéﬁvé reforecasts of a project’s costs allow for the project’s managers and
senior management to make prudent and reasonable decisions as work progresses, and
that was certainly the case on the latan Project, KCP&L used the cost reforecasts it
performed not only to unearth and examine all potential cost variances in regard to the
Control Budget Estimate for both direct and indirect costs but also to more directly target
management’s focus and minimize the associated costs.

As an example, the timing of the May 2008 Reforecast was such that it provided
KCP&IL. with a pro.sp.ective analysis of the Iatan Project’s costs that both identified the
likely cost variances and described the causes of those variances at a critical time for both
of the latan Projécts,- As indicated above, the advantage of doing such an analysis on a
prospective basis is that it gave KCP&L an opporfunity to identify risks ahead of time so
that to the extent possible, those risks conld be mitigated.

In simple terms, how could a review of the cost projection documents impart an
understanding as to ho.w and why the Iatan i’roject"s costs increased?
In. a nutshell, each of the latan Project’s cost reforecasts entailed very intense and

structared efforts to take advantage of the knowledge base of KCP&L’s management
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staff, its engineering staff including Bums & McDonnell along with its construction
contractors to tdentlfy éncl vet issues that might have a potential cost or schedule impact.
KCP&L’s reforecast.cff(:)ﬂs lasted for many, many weeks (sometimes months) so as fo
allow time such as necessary 1o do a complete and thorough analysis of remaining costs
and associated reasons. The end-of-day result of the process was the establishment of a
series a.f cost estimates aftached to various R&Os and CPs that were in turn related to line
itemns of work in the Cost Portfolio. These cost estimates could then be considered along
with to-date costs so as to establish total costs at completion. As time passed, the cost
estimates for particular issues were replaced by actual costs through the form of purchase
orders and change orders. In that light, the purchase orders and change orders were
tantamount to only a truc-up of amounts explained and vetted in the R&Os and CPs.
This is why I believe that the cost forecasts provide great insight to cost overrun reasons
and amounts. |

You testified earlier that in order to fully understand KCP&L’s explanation of and
justification for increased Indireet costs, it is necessary to review the documentation
for the various refex;'ecasts. In addition to the reasons that you just expressed, in
general, why are these cost projections relevant to understanding increased Indirect
costs on the Tatan Project?

With respect to Tatan Project’s Indirect costs, some of these cost categories are not based
upon g single contract or a defined scope of work, KCP&L incurred these costs in part
for its personnel and consultants to manage and oversee the design, construction and

start-up activities of the latan Project’s contractors. Indirect costs also include such

* varied categories as fuel and ¢onsumable liquids for start-up, income generated from

Tatan Unit 2°s test power and the maintenance of the project site. Such costs are variable,

and in the case of personnel for construction management or oversight functions, these
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A:

* costs are incurred on a level-of-effort basis, Cost categonies such as these are best

understood from trending information that is harvested and evaluated during the

reforecast efforts as opposed to merely looking at the face value of purchase orders or
change orders or of actual costs expended.
How did the May 2008 Reforecast provide an explanation of likely cost variances

from the Iatan Project’s Control Budget Estimates?

" Once KCP&L approved the Control Budget Estimate for each of the latan Projects in

December 2006, the project team established a process for documenting the potential
risks and budget increases that resulted from the continued maturation of the latan
Project’s design. That process entailed the project team members identifying various
“Risks and Opportumities” for Units 1 and 2, or “R&O0s™ based on knowledge and events
that could, or in some cases had already impacted the Control Budget Estimate, Fach

R&O item contained an analysis and explanation of risk areas that could potentially result

‘in a negative budget variance. The project team would also look for areas of

opportunities that might result in a positive budget variance. These R&Os were
developed by KCP&L’s lead engineers and other project team members and tracked by
the Project Controls Group. The Project Controls Group provided its first report on these
items on July 11, 2007. A copy of this report is attached to my Direct Testimony as
Schedule DFM2010-6, These carly R&Os provided a basis, background, justification
and understanding for specific budget variances.

Can you give an example?

Absolutely. Schedule DEM2010-6 provides a detailed description of each R&O item for
both Unit 1 and Unit 2 that had been identified as of that date. Item No. 1 identified on
page 9 indicates that the “original CEP scope for Tatan 1 did not include any changes to

the boiler components. However the (ALSTOM) design for the new SCR requires the
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SCR inlet g’,*..-is. .tet.z.aperaturf; to be Hmited to a maximum of 745 degrees F.” This in turn
required that the exit gas temperature for Unit 1 could not exceed 745 degrees. KCP&L
anélyzed that requirement for several months afler the Augunst 2006 execution of the
ALSTOM Contract and determined that the best solution to meet this requirement was to
add surface area, or additional economizer fubes, to the existing Economizer so as to cool
it down to the required temperature.

Whjf was this cost ne;c_t captured in the Coiitrol Budget Estimate for Iatan Unit 1?
Because at the ﬁﬁief the Control Budget Estimate for Jatan Unit 1 was completed, the
design work had not matured to the point that the above requirement was known,
developed, checked and otherwise fully understood.

Previously, you testified regarding your coding of change orders by various reasons,
including “design maturation.” Is the above an example of a cost variance due to
design maturation?

Yes. This is a very practical, straightforward and sirﬁple example of the essence of

: design mataration. Moreover, as Company wimess Brent Davis testifies, the addition of

the Economizer work and other large scopes of work to the Iatan Unit 1 Outage not only
added to the physical amount of work that was performed but as a consequence adversely
impacted thesschedule because the Umit 1 Outage duration had to be increased to
accommodate this unforeseen work. The schedule-related costs are separate from the
direct cost of the Economizer work,

Was this nou-discretionary work that KCP&L had to perform on Intan Unit 17

Yes, this change was required in order to interface and optimize the operation of the

“existing economizer with the new environmental controls added to the Unit.

What did the Economizer work ultimately cost?

The K Report for Iatan Unit | reflects that adding this scope of work resulted in a budget
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variance of **_** for the purchase of the equipment and ** | NNERE"* for
the installation of the equipment. These two items together total R * {Sco
cost codes X014 and 8335 of Schedule DFM2010-9 Unit 1). Contingency in the amount

of RN+ was applied (Schedule DFM2010-13 Unit 1) to the equipment

" purchase, leaving a net budgst variance of **|MMMMREE"* for the furnishing and

erecting of the work.

Was the above explanation provided to Staft?

Yes, it was provided to Staff on multiple occasions and in different formats, Staff was
given a copy of the July 11, 2007 Risk and Opportunity Analysis as part of KCP&L's
response to Data Request 402 on June 18, 2009. It was also aftached {o my Direct
Testimony filed on June 1, 2010 as Schedule DEM2010-6. Additionally, R&Q Item No.
1 was included m the documents for the May 2008 Reforecast that were made available
to Staff as carly as June of 2008. A copy of R&O Item No. 1 is attached as Schedule
DFM2010-25.

What was the I.afa:;x'.:l?'rbjeet’s status at the tivhe that the May 2008 Reforecast was
completed? o

As of May 2008, the project team reported that with respect to Unit 1, engineering was
approximately 83% complete, procurement was approximately 84% complete and
construction was approximately 48% complete. The actual cost expended by KCP&L at
that time for Unit 1 was $218 million. For Unit 2, engineering was 70% complete,
procurement 96% complete, and construction was approximately 20% complete. The
actual cost expended by KCP&L for Unit 2 was approximately $728 million.

Why is the amount of the actual costs expended at the time of the May 2008
Reforecast relevant?

Because KCP&L’s project tcam had transparently informed its Executive Oversight
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- Committee, its Board of Directors and the Staff that despite the status of actual expenses

to date, it had heveﬁheless concluded that the Tatan Project’s end cost was likely to
increase. When the May 2008 Reforecast was completed, Tatan Unit 1 had actually spent
about 58% of its Control Budget Estimate, and latan Unit 2 had expended about 43% of
its budget. This undetscores the necessity and reasonableness of reforecasting a project’s
EAC as the project progres§es.

Why was it neces’sai‘y and reasonable to reforecast the Iatan Project’s EAC?

Without sx:xch diagnostics, KCP&L's senior management could have acted imprudently.
Had KCP&L’s project management team not paid attention to the R&Os and other
indicators of rising costs and proactively managed them but rather had merely waited
until the Project literally ran out of budget, senior management could very likely have
made basty and uninformed decisions due to lack of focus and incomplete imformation
thus adversely impacted the latan Project’s final costs. Lastly, because of the transparent

process that the project feam used in developing not only its cost modeling but the

- justification for the increases to the Control Budget Estimate, KCP&IL’s senior

management had in it§ .ars.:enal the requisite mile-post information to hold its project team
accountable to the various projections as the actual events unfolded.

‘Was an explanation of the amalysis performed by KCP&L with respect to the
budget variancés unearthed by the May 2008 Reforecast provided to Staff?

Yes. As an example of the explanations that were provided to Staff, I have attached as
Schedule DFM2010-26 the R&O summary sheet for R&O Item No. 364, which is the
projéct team’s analysis material quantity trends in the Balance of Plant work. This R&O
has as narrative.o'f :the issue and multiple pages of analysis by both Kiewit and KCP&L
regarding the trends that were identified at that time. This and the other R&O’s on which

I have or will comment (see Schedules DFM2010-10, DFM2010-25 and DFM2010-27)
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provide a good sampling of the overall nature of the information KCP&I. provided.

These R&O’s Shci;v the level of the back-up documentation that was provided to Staff to

“provide context, anaiysi.s'and supporting calculations for each of these items. It is my

understanding that Staff received the entire Reforecast “book” which consists of
approximately two banker's boxes of material to explain the projected cost increases for
gach Unit. These documents are well organized and clearly identified so that anyone
with a question on a particular R&O could readily find all of the necessary backup at
will.

Has KCP&L’s process fi}r'r-efﬁr.ecasting the Tatan Unit 2 Project’s EAC change
since the May 2008 Reforecast?

Somewhat, but not substantively, Company witness Forrest Archibald describes in his
Rebuttal Testimony how the Project Controls team decided to aggregate the various cost
items that had been identified into “Cost Projection Folders” or "‘Ci’sf’ The CPs had the
same type, quantity and quality of information as the R&Qs although for easier analysis,
the Project Controls team aggregated R&Os of similar nature. As an example, there were
16 separate R&Os related to ALSTOM that the project team created, reviewed and vetted
in the May 2008 Reforecast, while for the future reforecast efforts, there is only one
ALSTOM CP foidei' « the quality and level of information was not diminished. The
above comprised- a process improvement comumonly seen within the industry that
streamlines the cﬁst reforecast effort without saerificing the level of nformation created
and should make a forensic, after-the-fact cost audit much easier.

Returning to the analysis of the Indirect costs, how can the reforecast documents be
used to explain those cosi: variances?

The line items for indirect costs I idt’mﬁﬁed as having a cost variance (other than Burns &

McDonnei.] which 1 have explained above) are as follows:

5]




5043 Construction Staff, Project Mgt & KCP&L Depts $ (3,942,195}
KCP&L - Audit Services {Schiff-Hardin + Ermnst &

50748 Young)" - g $ (1,976,326)
X000 Support/ Services $ (4,982,162)
3 1
.2 and
o
0181 Audit / Oversight / Legal® $ (9,306,535)
| 9400 Startup / Testing Labor & Consumables ${9,733,201)
0475 Startup Engineering $ (5,603,577)
8150 CM - Construction Services $ (8,552,467)
_ X000 ) Support / Services $ (10,431,863)
4

; 5  For both units, the major increases in Indirect costs can be summarized as follows:

6 » Internal KCP&L construction staff and project management personnel:  $3.9 million

7 . AudiUOvefsigﬁUI;egaiz" © $11.2 million

8 s Start-Up Support and Engineering: $15.3 million

g s  CM & Support Services: $23.9 million
10 Q Please explain each of these cafegories. -
11 A Interﬁal Constroction Staff consists of the KCP&L construction management team as
12 augmented by contract employees from temporary placement services such as Aeroiek
13 and NextSource. | |
14 Audit/Oversight and 'Légai' are the services provided primarily by Schiff Hardin
15 and KCP&IL’'s auditors, Ernst & Young along with its own internal audit department
16 charges.
17 S_tart-ﬁb Support and Engineefing is, as the definition suggests, the combination
:18' . © - of personnel, equipment, materials and vendors needed for start-up,
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The Indirect category entitled “Field & Office Expenses and Miscellaneous

includes multiple line items. . “Support Services” is the category that experienced the

- greatest variance from the Control Budget Estimate, in large part because these costs fall

into two primary categories: 1) for which there was no original Control Budget Estimate
amount established that did not fit into any other established cost category; or 2) special
issues that arose during the course of the project that needed to be tracked separately.
The expenses that tended to be incurred under this category were unanticipated one time
costs such as the costs associated with KCP&L’s management of the Crane Incident and
additional indirect costs for consulting or legal services related to the T-23 boiler material
metallurgical testing.

How do the documents supporting KCP&L’s cost reforecasts explain the cost
variauces for each of the categories described above?

Tn the May 2008 Reforecast, the most sigliiﬁcanét sin’gle.item of cost in the Indirect Cost
category in 2008 was project staffing. As Company wiiness Brent Davis testifies, the
May 2008 Reforecast concluded a process that had been started the prior year by
Company witness Brent Davis and Mr. David Price, the Vice President of Construction.
The May 2008 EAC effort included another veview of the Tatan staffing plans to
accommodate the change in Balance of Plant contracting strategy. By the time of the
initial R&Q presentation to the EOC on July 11, 2007, the project team had concluded
that an increase in staffing levels would indeed be necessary. R&O Item No. 009, which
was initiated in April 2007, states that an increase to the Tatan Project’s Construction

Management team was needed to “adequately monitor the overall design, quality,

 efficiency and safety aspects of the project along with the progress and coordination of

the work.” In addition, this R&O details other staffing needs that had been identified

with a proj’acted cost of $35,619,853. By the time of the May 2008 Reforecast, KCP&L
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had:aireaciy.begun its ramp-up of personnel as described in R&O Item No. 009. The cost
reforecast effort updated that projection, which resulted in an increase of that portion of
the Control Budget.Es.iiinat& The above comprises a reasonable, real-world explanation
and justification for the cost variance related to KCP&L’s internal construction and
project management staff.

The May 2008 Réforecast also projected a significant increase to the cost of

oversight/legal and audit services for the Project. R&O 237 projected a budget variance

of $8.2 million for this ling¢ item for both Unit 1 and Unit 2, The May 2008 Reforecast
captured the then-current trend in the costs associated with oversight and legal costs.
KCP&L’s Senior .I\/.Ianagémcnt committed to maintaining the same level of oversight that
had been effective as of that time. A copy of R&O No. 237 is attached as Schedule
DEM2010-27.

Increased Start-up Sﬁp‘ﬁérf and Engineering, as Comp:any' witness Mr. Davis
testifies, emanated from Mr. Price’s decision to hire an experienced start-up manager
early in the latan Project, who upon arrival began developing a more elaborate, complete
and mature plan for the start-up and commissioning of both units. That plan also
included significant participation of existing KCP&L Operations personnel, whose role
was inoreased at that time. In conirast, at the time of the preparation of the Control
Budget Estimate, the plan for start-up support associated with the BOP contracting model
had not been developed, and the new manager along with the hiring of Kiewit as the BOP
contractor brought further impetus and clarity to that issue. Also, costs in this category
inchade a number of commodities such as oil and lubricants that are subject 1o
considerable price vulnerability, The largest change in the start-up plan that was realized
at that time was found by the project team when it compared the original basis for

estimate for start-up support embedded in the Control Budget Estimate with Kiewit's
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estimate. The assoclated R&O’s for this category are R&O Nos. 248, 251 and 353.

As of the May 2008 Reforecast, the “Support Services” amount was $9,038,755
and included R&Q’s #356 for repairs fo the bridges leading to the latan site which was
projected to be $4.1M, and R&O 0357 which had a projected $2.5M for additional
bonding costs,

Are the costs in .th'e “Support Services” line item evidence of imprudent
management because they were not anticipated at the outset of the Iatan Project?
No. While these and the other costs that nltimately landed in this cost category were
unanticipated, these costs were necessary. On a large, multiyear construoction project
such as the latan Project, it is expected that there will be a decent share of one-time
events or unanticipated costs that require added funding. In my opinion, the items that
were aggregated under this category constitute project costs were legitimate project costs
and not the result imprudent management. Moreover, the documentation exists for any
intercsted party to make their own determination.

Do you have an op_inion regarding whether it was prudent for KCP&L to increase
its budgeted Indifééf costs to this extent in manner prescribed by the May 2008
Reforecast?

Yes. The increases to Indirect costs at that time were developed through a thorough
process that deeméd them to be reagsonable, were thoroughly vetted and were found to be
necessary by the project’s senior leadership. The May 2008 Reforecast allowed
KCP&L’s senior management fo hold the project team accountable for its findings, and
the documentation is clear and straightforward, These increases had nothing to do with
imprudent management. Further, in light of the clear, straightforward and transparent
contemporaneous documentation provided by KCP&L with respect to the various

Indirects cost line items, the industry in general would not be critical of such cost
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. variances, given the nature of the latan Project.

Wheh’ .was the next reforecast of the Iatan Project’s EAC?

The next reforecast was the 2009 Cost Reforecast that was completed in July 2009 and
presented to Staff on August 5, 2009. Company witness Mr. Archibald testifies regarding
the circumstances that prompted this reforecast. This reforecast also documents changes
in KCP&L's projections for its indirect costs.

Please describe the meeting with Staff on August 5, 2009 when the results of the
2009 Cost Reforecast were shared with Staff,

KCP&IL’s project tearn presented Staff with a power point presentation that summarized
the results of the 2009 Reforeceast. See Schedule FA2010-5. The meeting was led by
Mr, Churchman, Mr. Foster and Mr. Archibald, who provided commentary to the slides.

The following slide comprises a summary of the reconciliation that KCP&L provided:
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Do you tecall Staff raising any issnes or objections to the presentation at this August

5, 2009 mecting? o

No, I do not; |

With respect to variances of pﬁfﬁéuiﬁi‘ line itemns, what does this chart show?

This chart shows that contingency from the Control Budget Estimate as updated in the
May 2008 Reforecast was allocated to certain Hne items, including the Balance of Plant,
Indirects and other accounts.

So even though the Project’s overall estimated cost did not go up, there were select
line items that increased in cost within the Cost Portfolio?

Yes, there were items that increased and decreased which is invariably the case with most

57
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cost 'projéctions. It is widely accepied and understood within the industry that the

purpose of contingency is to cover any net increascs.

" If someone were to drill-down on why there was an additional allocation of $15.6

million to Indirects, how could that be done?
The starting point would be to review the following CPs within which there is the
justification:

s (CPO03 - B&McD Engineering

s P04 (a- ) ~ Construction Management Staffing

» CPl8and 19~ Indirects
What did the 200.9 Cost Reforecast conclude specifically with respect to the latan
Unit 2 Projects’ Indirect Costs?
The aggregated cost projection for Indirects in regard to project support increased by
$15.6 million and there was as net negative variance for Test Run Revenue/Start-up fuel
cost due to the change in the scheduled project completion along with KCP&IL
recognizing certain projected market effects on test powef sales. However, sufficient
contingency remained in the budget at that time 1o cover this increase, so there was no net
budget change.
As part of the 2009 Cost Reforecast analysis, did KCP&L change the way it
obtained its coal train cars for Iatan Unit 27
Yes. KCP&L modeled the cost differential between leasing and buying the rail cars and
determined that leasing was a better option. This resulted in a cost savings to the Project
of $39.2 million. The basis for this change is-documented in CP-22.
Staff, in its Report, states that KCP&L “significantly reduced the scope” of laian

Unit 2 and as a resuli, KCP&L actually had a mmeh larger overrun than it claims.
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See. Staﬁ’ﬁs 'Repnrt at pp. 5-6. Does Staff have a reasonable point?

Not at all. It is universally understood in the industry that the goal is to manage costs
down and/or totally away, as much as reasonable. In evaluating overall performance,
which is what Staff should be in the business of doing, it makes no sense for Staff to just
look at line items of cost increases and ignore the line items of decreases — each and
every budget line item counts an@ the bottom line 1s the important take-away. Staff’s
attempt to use one scope item against KCP&L where KCP&L nevertheless made a good
deéisio_n that will result in a savings to KCP&L’s customers in this rate case shows
Staff’s fundamental misunderstanding of how large projects are managed, budgeted,
scheduled, tracked, controlled and maintained. Many of KCP&L’s actions were similar
to value engineering work that is commonly done during construction projects, wherein
the project team finds better and less expensive ways to accomplish the same end result,
Within the industry in general, evidence of such changes and their effects on end-cost

would hardly be the target of criticism. Rather, they would be seen as evidence of

“reasonable management, engineering and constraction,

What happened to the cost savings that was realized from the decision to lease the
train cars?

The amount was 'réaiiccated and subsumed into general contingency for use in other
purposes, which is entirely appropriate and would be seen as such in the industry at large.
In any event, the latan Unit 2 Project’s overall contingency was adjusted based on the
then-current assessment o.f the Project’s remaining risks.

When did KCP&L berfcrm its next reforecast of Intan ﬁﬁit s budget?

As I stated in myy Direct Testimony, KCP&L’s project team presented a reforecast of the

- project’s EAC to the EOC on March 26, 2010 which was subsequently provided to the

KCP&L Board of Directors for approval on April 6, 2010 (the “April 2010 Cost
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Reforecast”).

What comprised. the primary changes in the April 2010 Cost Reforecast?

" The April 2010 Cost kﬁéfbrecast captured myriad changes when compared to the 2009

Cost Reforecast, and the most significant ones were: (1) increases to the project’s start-up
budget; (2} decreases to revenue projections from test power sales during the changed
start-up and commissioning period; (3} increases to certain fixed and semi-fixed costs
that were more clearly defined; and (4) increases in time-function expenses. Specifically
with respect to the indirect expenses, the overall projected costs increased by $88 million
primarily due to the increased start-up budget and the projected increase in duration of
the project schedule. A chart summaziiing the above increases as presented by KCP&L

o Staff on April 15, 2010 as follows:
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Why did the start-up budget increase when compared to the 2009 Cost Reforecast?

At the time tﬁé 2009 Cost Reforecast was prepared, the project team had developed only
a concepma}.'estimate for start-up and commissioning. As the Tatan Unit 2 Project’s start-
up and commissioning plans developed, advanced and otherwise matured, the team’s
knowledge increased and associated costs began to acquire more definition. In addition,
this reforecast identiﬁed c;:i'taih time-fonction costs associated with the start-up team that

would increase due to the extended schedule,

* Has KCP&L revised its estimated cost to complete the Iatan Unit 2 Project since the

April 2010 reforecast?

Yes. Since the time of the April 2010 Reforecast, many of the risks identified in the 2010
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reforecast were successfully mitigated by KCP&L. As a result, KCP&L carrently has an
estimate at completion that is approximately 340 million less than projected in the April
2010 reforéééSf.- Of this amount; 52@4 million constitutes a reduction in the projected
Indirect costs. Company witness Mr. Robert Bell testifies to how effective the start-up
team wasg m mitigating and aveiding the risks that were identified m concert with the
April 2010 Reforecast and how the latan Unit 2 Project was able to substantially improve
upon that estimate.

FAST-TRACK CONTRACTING METHOD

Are you familiar with the term “fast-track” and how it is commonly used in the
construction mdustry"

Yes, [ have been working around and within fast track conditions for almost 50 years. In
a nutshell, “fast-track”™ means shortening the overall project schedule by performing
certain design and construction phases simultaneously. As an example, in a typical fast-
track projﬁ;:t, féuﬁdatidn and steel packages are designed, procured and installed while
the building’s follow-on aspects such as mechanical or electrical design are still in an
embryonic design stage. Thus, this approach allows early work to be constructed even
though the total design has not yet been cotnpleted. As a matter of reference, almost
every office building, industrial building and power plant project that I have worked on in
the last several decades has employed some manner of fast-track construction.

Yet, certain less experienced parties persistently misuse the term because laymen
often mix-up “fagt-track” with “schedule acceleration.” Within the industry, schedule
acceleration is a term most frequently used to describe the adverse impact of working
overtime or out of sequence as a result of prior poor performance by other contractors,
the issuance .ozf‘.ial'te i:h‘ange orders, or other issues. As such, schedule acceleration of a

contractor entails work that is handicapped in some way or executed under less than ideal
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conditiong ‘and is frequently carried out at extra cost while fast-track work is most

frequently completed with no cost premiums under unstressed conditions.

- Why was the Iatan Préj'eét a fast-track project?

Company witness Chris Giles testifies that as of the time the S&A was approved,
KCP&L chose to mitigate the effects of the overheated construction market with an
initially aggressive, fast-track schedule, and that Bums & McDomnell provided a
schedule for design and construction on a fast-track basis that was doable. The Tatan
Project’s facts reveal that the effort to fast-track engineering was very successful.

Staff’s Report states that “Staff believes that a major factor that let to KCP&L
incurring $200 million m cost overruns is KCP&1’s management decision to fast
track the project schedule by running the design and construction phases

simuitaneously.” Do you agree with this statement?

‘No. First of all, as the entire constraction industry knows and even Staff admits, project

fast-tracking is not an unusual delivery method; it is one that has been time-tested and
proven. .Second, Staff fails to distinguish between avoidable and unavoidable cost
increases caused by fast-fracking to the extent that such costs exist. As I have previously
stated, many of the cost increases to both the latan Unit 1 and Tatan Unit 2 project were
due to the fact that the design was not complete at the time the Control Budget Estimate
was adopted and this condition is not a direct consequence of the fast-track nature of the
Project. As 1 stated, fast-track relates to the design status at the time of field construction.
In any event, if KCP&L would have waited until the design was fully completed before it

set its budget for the Project, the additional quantities of work would have translated into

* both a more accurate but also much higher cost estimate. Costs associated with

completed and more extensive design quantities are not avoidable “cost overruns” but

represent costs for work that always had to be performed in order for the project to
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fanction and otherwise be complete. At latan, such increases are certainly not the result
of any imprudence by KCP&L’s management.

Nevertheless, there are hypothetical circumstances in which fast-tracking could
cause avoidable costs that would not otherwise have been incurred if the project had not
been fast tracked. Such costs might be evidenced by an inereased number of design
errors. However, on the latan Project, all of the additional costs caused by design errors
are less than 1%, a very good result when compared to industry norms. The design
efficacy is further supported ﬁy the relatively uncomplicated and expedited start-up of
Unit 2.

Finally, as Company witness Mr. Giles stated, KCP&L.’s decision to fast-track
elements of the work cannot be viewed in a vacuum as Staff is inclined to do. The fact
that KCP&L was able to procure all of the engineered materials from high quality
vendors af an aggregate cost on Unit 1 that was $6 million less than the Control Budget’s
Procurement amount and on Jatan Unit 2 at an amount nearly $10 million less than the
Control Budget Estimate underscores the prudency of KCP&L’s management. Staff’s
position on fast-track is not reasonable.

Does that conclude your testimony?

Yes 1t does.
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