BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Construction Audit and
Prudence Review of Environmental Upgrades

To Iatan 1 and Iatan Common Plant, Including All
Additions Necessary for These Facilities to
Operate.

Case No. EO-2010-0259

KANSAS CITY POWER & LIGHT COMPANY'S AND GMO’S (1) RESPONSE TO
ORDER ESTABLISHING INVESTIGATORY DOCKET AND SETTING ON-THE-
RECORD PROCEEDING: AND (2) RESPONSE TO STAFF MOTION TO OPEN
CONSTRUCTION AUDIT AND PRUDENCE REVIEW INVESTIGATION CASE

COME NOW Kansas City Power & Light Company (“KCP&L”) and KCP&L Greater
Missouri Operations Company (“GMO”)(collectively the “Companies”), by and through

counsel, and file the following in order to respond to (1) the Commission’s Order Establishing

" Investigatory Docket And Setting On-The-Record Proceeding issued on March 15, 2010

(“March 15 Order”); and (2) Staff Motion To Open Construction Audit And Prudence Review
Investigation Case filed on March 12, 2010 (“Staff Moﬁo‘n”), and state as folloWs:
RESPONSE TO ORDER SETTING ON-THE-RECORD PROCEEDING -

1. The Commission’s March 15 Order, among other things, scheduled an on-the-

‘record proceeding for Tuesday, April 6, 2010 beginning at 2:00 p.m. The Commission directed

that the “parties shall be prepafed to provide a complete explanéﬁon of every aspect of the on-
going construction and prudence audit that was ordered to be completed on December 31, 2009.”
(March 15 Order, p. 3). In addition, the March 15 Order directed Staff to “make avaﬂétble all
Staff members who have participated in the audit,” and required that “If any party intends to

tender expert witnesses at the on-the-record proceeding scheduled for April 6, 2010, they shall




file a pleading disclosing the identity and biographical background of those experts no later than
March 30, 2010.” (Id.)!

2. The Companies wish to inform the Commission that they welcome the scheduling
of the on-the-record proceeding to address the critical issues related to Staff’s construction and
prudence audit of the Iatan 1 AQCS and the Common Plant used to operate latan 1. The
Companies believe it is critically important for the Commission to address the Staff's failure to
comply with the Commission's directives and Staff's unilateral attempt to modify the
Commission's oraer concerning the audit. Rather than comply with the Commission's June 10
order to complete its audit by December 31, 2009, Staff's filings appear to attempt to extend the
time to complete its construction and prudence audit beyond 2009 — something this Commission
_expressly ordered it not to do.

3. The Companies are not opposed to Staff's continued inquiry into allocation issues
related to what costs should be allocated between Iatan 1 and Iatan 2. However, _it is
inappropriate for Staff to be suggest additional prudence disallowances not already identified in
the Staff's December 31, 2009 reports. Similarly, the Companies are not opposed to Staff's
review of invoices related to Iatan 1 and Common Plant that were not available at the end of
2009, bﬁt this review should be in the nature of a i"l:rue'-up" of the numbers rathe;; than an inquiry
into additional prudence issues.

4. Tn order “to address every aspect of the on-going construction and prudence audit that
was ordered to be completed on December 31, 2009,” the Companies suggest that at least the
following issues should be the subject of the on-the-record proceeding:

(a)  What is the appropriate scope of the construction and prudence audits ordered to

be completed by December 31, 2009? Staff has announced that it intends to

! Attached as "Attachment 1" is biographical background information concerning the Companies' witnesses.
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ignore the December 31.2009 deadline because it .needs to review.additional
documents in order to complete its audit. Although Staff has not identified
exactly what it still needs, the Commission should make the following inquiries:
1) whether receipt and review of all invoices is necessary to reach conclusions on
the prudence of business decisions and investments; 2) what information has
already been available to the Staff concerning the prudence of decisions and
investments and what has the Staff done to avail itself of that information; 3)
whether the Cbmpanies have already provided Staff with access to all relevant
personnel and information necessary to reach conclusions on the prudence of
decisions made about Jatan I, Common Plant necessary to Iatan 1, Jeffrey and
Sibley; 4) after receiving quarterly reports since 2006 and conducting site visits
since February 2007 concerning latan 1 and Common Plant information, what
more does the Staff need .in order to decide whether inflestment decision were _
prudent; 5) what has been the nature and scope of the Staff’s construction and
prudence review of Tatan 1 and Common Plant; 6) whether Staff is applying the
correct legal standard concerning a prudence audit when it asserts that each and
every invoice is ﬁecessary to reach conclusions about pru.dence;‘ 7 whether Staff's
current discovery and investigation has focused on prudence or instead on
financial issues' which may or may not be included in a future rate case [See
Attachment 2, a listing of all the data requests received from Staff in Case No.
ER-2009-0089 since the Commission’s June 10, 2009 order]; and 8) whether
allocation issues between Iatan 1 and Iatan 2 are prudence issues.

COMPANY WITNESSES: Blanc, Nielson, Rush, and Giles.




(b)

STAFF. WITNESSES TO BE CROSS EXAMINED: Schallenberg, Hyneman,

and Majors.

‘What are Staff’s reasons for failing to produce an audit during the last rate case

and wishing to continue the audit that was due December 31, 20097 The
Commission should inquire into the excuses raised by Staff for its failure to

complete the audits which should have been done a year before the scheduled

- hearing. Staff's claims fall into two categories: Discovery and cost tracking. As

to discovery, the Commission should take testimony concerning: 1) the number
of discovery requests served by Staff and the number of those bomplied with by
the Companies; 2) the reasons Staff failed to bring issues to the Commission
concerning discovery compliance if Staff felt the Companies were being dilatory;
3) whether the Companies provided sufficient resources to comply with discovéry
requests and acted in good faith when objecting to discovery requests; 4) whether
the Staff's requests ha\ve been unduly burdensome, failed to take into account that
requests might be objectionable and not properly focused on prudence issues, or
whether those requests drifted far afield from p;udence review and into minute
details more appropﬁéte for a financial audit; 5) whether discovery. conducted by
Staff has focused on prudence issues or digressed into financial reviews of items
that may or may not be included in a future rate case [See Attachment 2]; and
6) what additional discovery is pending and whether that discovery is relevant and

not unduly burdensome given that the audit should have been completed some

time ago.




(©

As to cost tracking, the Staff has.raised the.issue of the .adequacy of the
Companies' cost tracking systems. The Commission should hear testimony about
1) the cost tracking systems in place; 2) whether those systems are consistent with
industry standards; 3) whether those systems adequately track costs; 4) how long
the Staff has known about the systems and what the Staff has done to understand
and utilize the systems; 5) whether the Companies adopted the cost tracking
systems for any dilatory reasons or whether they were adopted based on industry
standards and in the best interests of the Companies; and 6) what information
Staff needs for a prudence audit that is n;)t captured by the cost tracking systems.

COMPANY WITNESSES: Blanc, Nielson, Rush and Giles.

STAFF WITNESSES TO BE CROSS EXAMINED: Schallenberg, Hyneman,

~ and Majors.

What is Staff's goal with respect to completing the December 31, 2009 audit? In

~ order to rule on Staff's request to continue auditing, the Commission should

inquire into Staff's goals rcgarding the audit. Does Staff intend to produce another
audit report in addition to the one filed on December 31, 2009? Does Staff believe
this audit report could include recommendations for additional disallowances over
and above those agreed to by the Staff in the April 24, 2009 and May 22, 2009
settlement agreements with the Companies capping any potential disallowances
related to Iatan 1 at $30 million for KCP&L and $15 million for GMO?
COMPANY WITNESSES: Blanc, Nielson, Rush, and Giles.

STAFF WITNESSES TO BE CROSS EXAMINED: Schallenberg, Hyneman,

and Majors.




(d)  What is. the current status.of. Staff’s audits? The Commission should hear
testimony on: 1) what is Staff’s proposed new end date for the audit; 2) what
resources are required to complete the audit; 3) what information will be required
of the Companies; and 4) what caused Staff not to complete its audit.

COMPANY WITNESSES: Blané, Nielson, Rush, and Giles.
STAFF WITNESSES TO BE CROSS EXAMINED: Schallenberg, Hyneman,
and Majors. |

(e) Are the Companies being treated fairly in the auditing process? The Commission
should inquire into the way Staff has conducted the audit in terms of demands on
the Companies. In addition, the Commission should hear testimony about
whether the Staff's missing of deadlines and failure to request relief from the
Commission has deprived the Companies of the fair treatment to which they are
entitled from the Commission and its Staff. The Commission should also inquire
into the impact on the Companies' cost of capital as a result of Staff's failure to
complete the audit and thus identify the specific issues to be considered in future
proceedings.

COMPANY WITNESSES: Blanc, Rush, Gileé, -aﬁd Cline.
.STAFF WITNESSES TO BE CROSS EXAMINED: Schallenberg, Hyneman,
and Majors.

5. As indicated above, the Companies do not believe the Commission has scheduled

adequate time for a full examination of all aspects of the audits and requests the Commission

schedule two days for the on-the-record hearing in this matter in order to accommodate witnesses

and cross examination. The Companies also request a procedural order from the Commission

\




providing guidance on the issues.to. be. addressed, the order of presentations and witnesses and .
the order of cross-examination.

6. At the conclusion of the Commission's on-the-record review of the audits, the
Companies request that the Commission make at least the following findings and conclusions:

(a) Staff's prudence review of Iatan 1 and Common Plant is complete and Staff
may not present proposed prudence adjustments on prudence in the upcoming rate case
concerning Jatan 1 and Common Plant other than what is contained in the audit report
filed on December 31, 2009.

(b) The Companies have not engaged in any dilatory ér unreasonable practices in
responding to discovery during the prudence audit, thus leaving in tact the prudence
disallowance caps established in the April 24, 2009 and May 22, 2009 settlement
agreements.

(c) The Companies' cost control system is not in violation of any Commission
order and is sufficient to identify and track costs of the Iatan construction projects.

RESPONSE TO STAFF’S MOTION TO OPEN INVESTIGATORY DOCKET
7. In the Staff Motion, the Staff requested that the Commission “(a) forrhally open a
case for a construction audit and prudence review investigation of the costs respecting Iatan 1 |
AQCS, Iatan Common Plant, and Iatan 2 and to receive in said investigation proceeding the
information and materials obtained by Staff in the context of Case No. EM-2007-0374 and

Case/File Nos. ER-2009-0089 and ER-2009-0090, and (b) direct KCPL and GMO to follow




Commission Rule 4 CSR 240-2.090, in particular, as it relates to data requests."’2 (Staff Motion,
p. 10) |

8. Perhaps more important than the request to open an investigatory docket, Staff
has now candidly admitted that “it has continued its investigation into KCPL’s prudence of

Common Plant-Remainder and Iatan 2 and Iatan 1 AQCS and Common Plant Used to operate

Jatan 1. The Staff is actively investigating KCPL’s expenditures for reasonableness and
prudence.” (Staff Motion, p. 8)(Emphasis added) |
9. The Staff’s continued investigation of the reasonableness and prudence of Iatan 1
AQCS and Common Plant used to operate latan 1 is in direct contravention of the Commission’s
Order Regarding Joint Motion To Extend Filing Date issued on June 10, 2009 in Case Nos. ER-
2009-0089 and ER-2009-0090 (“June 10 Order”) in which the Commission ordered as follows:
“4,  The Staff of the Missouri Public Service Commission shall
complete and file the construction audit and prudence review of the

environmental upgrades at Iatan 1, including all additions necessary for these
facilities to operate, no later than December 31, 2009.

5. The Staff of the Missouri Public Service Commission is directed to
provide a specific rationale for each and every disallowance recommended in the
construction audits and prudence reviews.” (June 10 Order, p. 2)(Emphasis
added)

10.  The Companies support the Commission’s creation of Case No. EO-2010-0259,
sua sponie, as a repository for filings related to the construction and prudence audits related to
the Jatan 1 and Iatan 2 construction projects. The creation of Case No. EO-2010-0259 by the
Commission has rendered moot the request of Staff for the creation on a new investigatory
docket. However, the creation of Case No. EO-2010-0259 does not address Staff’s request in the

Staff Motion to continue its prudence investigation into the Iatan 1 AQCS and Common Plant

% The Companies are willing to follow Commission Rule 4 CSR 240-2.090, including the use of data requests, in the
context of Case No. EQ-2010-0259. However, this agreement does not constitute a waiver of any objections to the
use of specific forms of discovery in future proceedings.




used to operate Iatan 1 in violation of the June 10 Order. The Companies are adamantly opposed
to this Staff request, and intend to fully address this motion at the April 6 on-the-record
proceeding. Following the on-the-record proceeding, the Commission should order that Staff
discontinue further auditing of the Iatan 1 AQCS and Common Plant related to Iatan 1. Staff
shoula not be permitted to add to the list of prudence disallowances alreédy contained in its
Staff’s Report Regarding Construction Audit And Prudence Review Of Environmental Upgrades
To Iatan 1 and Iatan Common Plant filed in Case Nos. ER-2009-0089 and ER-2009-0090 on
December 31, 2009. The Companies are not opposed to Staff's continued inquiry into allocation
issues related to what costs should be allocated between Iatan 1 and Iatan 2. However, it is -
inappropriate for Staff to suggest additional prudence disallowances not already identified in the
Staff's December 31, 2009 reports. Similarly, the Companies are not opposed to Staff's review
of invoices related to Iatan 1 and Common Plant that were not available at the end of 2009, but
this review should be in the nature of a "true-up" of the numbers rather than an inquiry into
additional prudence issues.

WHEREFORE, the Companies respectfully request that the Commission adopt the
recommendations of the Companies contained hereiﬁ. In particular, the Companies request that
the Commission (1) allow the parties to present witnesses to provide a complete explanation of
every aspect of the on-going construction and prudence audit that was ordered to be completed
on December 31, 2009; (2) allow the parties to engage in cross-examination of witnesses; .
(3) schedule two days for the on-the-record proceeding; and (4) following the completion of the
on-the-record proceeding, the Cénnnission should enter its Order that Staff discontinue further
auditing of the Iatan 1 AQCS and Common Plant related to Iatan 1 and be prohibited from

adding to the list of prudence disallowances already contained in its Staff’s Report Regarding




Construction Audit And. Prudence Review Of Environmental Upgrades To Iatan 1 and latan

Common Plant filed in Case Nos. ER-2009-0089 and ER-2009-0090 on December 31, 2009 in

this or any future proceeding.

Respectfully submitted,
STINSON MORRISON HECKER LLP

/s/ Charles W. Hatfield

Charles W. Hatfield, MO Bar # 40363
230 W. McCarty Street

Jefferson City, MO 65101

Tele.: (573) 636-6263

Fax: (573) 636-6231
chatfield@stinsonmoheck.com

James M. Fischer, MO Bar # 27543
FISCHER & DORITY, P.C.

101 Madison Street, Suite 400
Jefferson City, MO 65101

Tele: (573) 636-6758

Fax: (573) 636-0383
jfischerpc@aol.com

Karl Zobrist, MO Bar # 28325

Roger W. Steiner, MO Bar # 39586
Sonnenschein Nath & Rosenthal LLP
4520 Main Street, Suite 1100

Kansas City, MO 65111-7700

Tele.: (816) 460-2400

Fax: (816) 531-7545

ATTORNEYS FOR KCP&L AND GMO

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing document was served either by electronic
‘mail or by first class mail, postage prepaid, on this 22" day of March 2010 to counsel for all

parties of record.

/s/ James M, Fischer

James M. Fischer
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. ATTACHMENT 1

Curtis Blanc:

Curtis received a Bachelor of Science degree from Washington University in St. Louis with
majors in Finance and Economics. He also received a Juris Doctor from the George Washington
University, National Law Center. Prior to coming to KCP&L, he worked as an attorney in
private practice first at Shook, Hardy & Bacon, LLP, then at Vinson & Elkins, LLP, representing
energy companies primarily before the Federal Energy Regulatory Commission (the “FERC”).
Curtis came to KCP&L in 2005 as in-house regulatory counsel and contmued in that role until
being promoted to his current position in July 20009.

Tim Rush:

Tim received a Master of Business Administration degree from Northwest Missouri State
University in Maryville, Missouri. He did his undergraduate study at both-the University of
Kansas in Lawrence and the University of Missouri in Columbia. He received a Bachelor of
Science degree in Business Administration with a concentration in Accounting from the
University of Missouri in Columbia. He was hired by KCP&L in 2001 as the Director,
Regulatory Affairs. Prior to his employment with KCP&L, Tim was employed by St. Joseph
Light & Power Company (“Light & Power”) for over 24 years. At Light & Power, Tim was -
Manager of Customer Operations from 1996 to 2001, where he had responsibility for the
regulatory area, as well as marketing, energy consultant and customer services area. Customer
services included the call center and collections areas. Prior to that, Tim held various positions
in the Rates and Market Research Department from 1977 until 1996. He was the manager of that

department for fifteen years.

Chris Giles:

Chris graduated from the University of Missouri at Kansas City in 1974 with a Bachelor of Arts
degree in Economics and in 1981 with a Master-of Business Administration degree with
concentrations in accounting and quantitative analysis. .He was first employed at KCP&L in
1975 as an Economic Research Analyst in the Rates and Regulation Department. He held
positions as supervisor and manager of various rate functions until 1988 when he was promoted
to Director of Marketing. In January 1993, he returned to the rate area as Director, Regulatory
Affairs. In March of 2005, he was promoted to Vice President, Regulatory Affairs. His

- responsibilities included all aspects of regulatory activities including cost of service, rate design,
revenue requirements, and tariff administration. Chris retired from that position in June 2009.
He is currently a consultant for KCP&L. His responsibilities include assisting and advising the
current Senior Director, Regulatory Affairs. In this capacity, he remains actively involved in
KCP&L’s regulatory strategy and the oversight of the Iatan Unit.2 Project.

Michael Cline:

Michael graduated from Bradley University in 1983 with a B.S. in Finance, summa cum laude.
He earned an MBA from Illinois State University in 1988. From 1984-1991, he was employed

DB04/801774.0009_0001/2588360.1 DD02




by Caterpillar Inc. in Peoria, Illinois and held a number of finance and treasury positions. .From
1992-1993, he was Manager, International Treasury at Sara Lee Corporation in Chicago,

Tllinois. From 1994-2000, he was employed by Sprint Corporation in Overland Park, Kansas,
initially as Manager, Financial Risk Management and then as Director, Capital Markets. During
most of 2001, he was Assistant Treasurer, Corporate Finance, at Corning Incorporated in
Corning, New York. He joined Great Plains Energy in October 2001 as Director, Corporate
Finance. He was promoted to Assistant Treasurer in November 2002. During 2004, he was
assigned to lead the Company’s Sarbanes-Oxley Act compliance effort on a full-time basis,
though he retained the Assistant Treasurer title during that time. He was promoted to Treasurer
in April 2005 and added the title of Chief Risk Officer in July 2005. In February 2008, Michael
was named to his current position as Vice President-Investor Relations and Treasurer. He is also
a candidate for the Chartered Financial Analyst designation from the CFA Institute.

Dr. Kris Nielsen:

Kris is the President and Chairman of Pegasus Global Holdings, Inc. (Pegasus-Global), a
management consulting firm that provides services to the utility industry and other industries.
He is the Director of this engagement for Pegasus-Global.

Kris earned a doctorate in Infrastructure Systems (Civil) Engineering from Kochi University of
Technology in Kochi, Japan in 2005, a Doctorate of Jurisprudence from George Washington
University Law School in Washington D.C. in 1970, and a Bachelor of Mechanical Engineering
degree from Princeton University in 1967. He has over 40 years of experience, including 27 as a
management consultant in utility prudence and management reviews, evaluations and audits. He

_ has authored over 100 papers and publications including the area of prudence and utility

management. His power plant experience includes nearly 90 power plants. He has testified 90
times of which over 40 of those testimonies involved power plant projects. He has performed
extensive work on behalf of both public and private sector clients, on a wide-range of complex,
global engagements involving the construction, engineering, and procurement of large projects
with long-lead times. He has an extensive background in engineering, construction and project
management, including controls and scheduling. :

He has also presented expert witness testimony in legal proceedings around the world including
numerous Commission dockets regarding the prudence of multiple power plants. As a senior Pegasus-
Global leader or member on risk management or strategic consulting engagements, and he has undertaken
and led performance and prudence audits, evaluations and assessments of project-specific and corporate

risk.

He has been involved with pre-design, engineering, procurement, construction, and commissioning work
for mega and large projects like the development of Iatan Unit 1, which includes significant experience in
bidding and bid solicitation for such projects, procurement, constructability reviews, schedule resource
loading and activity evaluation, code and permitting processes, due diligence studies, overhead
calculations, quality assurance and control, startup and operations, commissioning, testing and
maintenance. He has worked on engineering and construction projects in over 60 countries.

He has performed prudence audits, management and performance audits, and technical analyses and

provided expert testimony before regulatory bodies, in court and in arbitration hearings in the following
areas: Utility Management Prudence; Corporate/Utility Management; Economics of the Construction and

DB04/801774.0009_0001/2588360.1 DD02



Utility Industries; Project Controls; Engineering/Procurement Management; Project/Construction .
Management; Nuclear/Fossil Licensing/QA/QC; Cost Engineering/CPM Scheduling; and Construction
Law/Disputes Analysis.

DB04/801774.0009_0001/2588360.1 DD02




Attachment 2:

Staff Data Requests Subsequent to Commission’s June 10, 2009 Order

Attached are the more than 400 data requests KCP&L has received from Staff in Case No.
ER-2009-0089 since the Commission issued its June 10, 2009 order directing Staff to “complete
and file the construction audit and prudence review of the environmental upgrades at Iatan 1,
including all additions necessary for these facilities to operate, no later than December 31,

2009.” Of those data requests, more than 100 pertain to expense reports of KCP&L employees.
More than 50 data requesfs pertain to how KCP&L employees are reimbursed for mileage. By
contrast, only about a dozen data requests pertain to expenditures by Alstom, Kiewit, or Burns &
McDonnell, the principal vendors responsible for the construction of Iatan 1, Iatan 2, and the

common facilities necessary to operate those units.
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